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PART |

ltems1and 2 Businessand Properties
See pageg5 and?26 for explanations of abbreviations and terms used herein.
General

Swift Energy Company is engaged in developing, exploring, acquiring, and operating ailaturdl gas
properties, with a focus on oil and natural gas reseirvd®xas as well asnshoreand in the inland waters of
Louisiana Swift Energy was founded in 1979 and is headquartered in Houston, Takgsarend 2010, we had
estimated proved reserves framr continuing operationsf 132.8 MMBoe with a PV10 of $L.8billion (PV-10is a
nonGAAP measure, see the section titl@®Dil and Natural Gas Resenéesn our Propery section for a
reconciliation of this notGAAP measure to the closest GAAP measure, the standardized me@sure}tal proved
reserves at yeaand 2010 were approximate®@% crude oil, 53% natural gaand17% NGLs and45% of ourtotal
proved reservewere proveddeveloped. Our proved reserves are concentrated4@ihin Louisianaand59% in
Texas

We currently focus primarily on development and exploration of four eoeas. The major fields in our core
areas are
A South Texas
- Olmos
AWP
Sun TSH
Las Tiendas

- Eagle Ford
Hawkville AWP
Hawkville Artesia Wells
Hawkville Fasken

A Southeast Louisiana
Lake Washington
Bay de Chene

A Central Louisiana/East Texas
Brookeland
South Bearhead Creek
Masters Creek
Burr Ferry

A SouthLouisiana
Horseshoe Bayou/Bayou Sale
Jeanerette
Cote Blanche Island

Competitive Strengths and Business Strategy

Our competitive strengths, together with a balanced and comprehensinessustrategy, provide us with the
flexibility and capability to achieve our goal®ur primary strengths and strategies are set forth below.

Demonstrated Ability to Grow Reserves and Production

We have grown our proverkserves froml07.3 MMBoe to 138 MMBoe over the fiveyear period ended
December 31, 201@ver the same period, our annual production has gfwm7.2 MMBoe to 8.3 MMBoeOur
growth in reserves angroduction over this fivgzear period has resulted primarily from drilling activitiasd
acquisitions in oucore area. During2010, our provedeservesncreased by 8%, due mainly to additional drilling
in our South Texas core areBased on our longerm historical pedrmance and our business strategy going



forward, we believe that wbhave the opportunities, experience, and knowledgeottinue growingboth our
reserves and production.

Balanced Approach to Growth

Our strategy is to increase our reserves and production through both drilling and acquisitions, shifting the
balance beteen the two activities in response to market conditions and strategic opportunities. In general, we use
acquisitions to gain entry into new core areas and then increase reserves and production through development and
exploratory activities within these a® Through our strategic growth initiatives we target locations outside of our
core areas for new exploration opportunities. We believe this balanced approach has resulted in our ability to grow
in a strategically cost effective manner. We have repld&ddo of our production on average over the last five
years

We currently plan to balance our 20dapital expenditures with our 20tash flow cash on handnd potential
line of credit borrowings Our2011 capital expenditures are currently budgete##4a0million to $480million, net
of potential dispositions of nestrategic properties Approximately80% of our capital budget is targeted for our
South Texagore areaThe Company may also explore both joint venture arrangements for particulagqisasyl
select proprty dispositions, in each case accelerate drilling and development of its assets and diversify its risk
profile. For 2011, we are targeting aincreasean production volumes a25% to 30% over 2A0 levels andesrves
growth of15% to20% over 2Q0 levels.

Replacement of Reserves

Historically we have added proved reserves through both our drilling and acquisition aciVaidelieve that
this strategy will continue to add reserves for us over the-tiermg however, external factors beyond our control,
such aslimited availability of capital or its cosgompetitionwithin our industry adverse weather conditions,
commaodity market factorghe requirement of new or upgraded infrastructure at the pliodusite, technological
advancesand governmental regulations, could limit our ability to drill wedscess reserveand acquire proved
properties in the futuraVe have included a listingf the vintages of our proved undeveloped reserves in the table
titted fiProved Undeveloped Reservesnd believe this table will provide an understanding of the time horizon
required to convert proved undeveloped reserves to oihatdalgas productionOur reserves additions for each
year are estimates. Reseswalumes can change over time and therefore cannot be absolutely known or verified
until all volumes have been produced and a cumulative production total for a well or field can be calculated

Concentrated Focus o€ore Area with Operational Control

The @ncentration of our operations our core area allows us tdeverage our drilling unit and workforce
synergieswhile minimizingthe continuedescalation ofdrilling and completiorcosts Our average lease operating
costsfor continuing operationexcludng taxes,were $£.84, $8.47 and $10.44 per Boe in 2010, 200, and 2008,
respectivelyEach of ourcore area includes properties that are targeted for future groltis concentration allows
us to utilize the experience and knowledge we gain in theas wreontinually improve our operations and guide us
in developing our future activities and in operating similar sy assets. The value of this concentration is
enhanced by ouoperationalcontrol of 93% of our proved oiland natural gas reserves éas ofDecember 31,

2010 Retaining operational control allows us to more effectively manage production, control operating costs,
allocate capital, and time field development.

Develop UndetExploited Properties

We are focused on applying advanced tedbges and recovery methods to areas with known hydrocarbon
resources to optimize our exploration and exploitation of such properties as illustrated in our core areas. For
instance, in 1989 we acquired producing properties in the AWP field in McMullentyzolX from a major
producer. This field had been developed in the early
this acquisition. The Company began to acquire adjacent undeveloped acreage and in 1994 launched an aggressive
drilling progran. This area has remained a cornerstone of our operations laa/ev@ursued other opportunities.

Since assuming operations in this area, our drilling and completion techniques have been continuously refined to
improve hydrocarbon recovery from the tiglsind Olmos formation. Almost all of our existing interest overlays
portions of the now very active Eagle Ford shale play which is being developed through the combination of
horizontal drilling and multstage fracture stimulation completion techniques. @/kile combination of proven

drilling and completion technologies have allowed us to begin to exploit the Eagle Ford shale, we have applied the
same methods to further develop the fAmatureo Ol mos s



produdion and reserves during 2010 even though we have been producing from this formation for over 20 years.
The Company has acquired 750 square miles of 3D seismic datdhewaWP Field. We began merging and
prestacktime migrating this data into a continus data set that we are using to plan our walld enhance and
expand our developmentsAnother of our significant successes is the Lake Washington field. This field was
discovered in the 1930s. We acquired our properties in this area for $30.5 mili6@1. Since that time, we have
increased our average daily net production from less than 700 Bogetik of overl8,000 Boe. We have utilized
enhanced -® seismic and various completion techniques including sliding sleeves to improve drilling sandess
production performance. When we acquired this field we booked MB®#& of reserves. Since acquisition we
produced 45 MIBoe and still have remaining proved reserves of 17MBde In October 2007, we acquired
interestan two South Texas propertiés the Gulf Coast basin (Sun TSH and Las Tiendas) which, along with AWP,
have acreage prospective for Eagord shale developmerithese properties are located in the Sun TSH field in La
Salle County and the LaBendas fietl in Webb CountyWe intend to continue acquiring large acreage positions
where we can grow production by applying advanced technologies and recovery nusithgdsur experience and
knowledge developed in our core areas

Maintain Financial Flexibility and Disciplined Capital Structure

We practice a disciplinedpproach to financial management and have historically maintained a disciplined
capital structure to provide us with the ability to execute our businessAsaof December 31, 201®ur debt to
capitalization waspproximately35%, while our debt toprovedreserves ratio was3%5 per Boe, andur debt to
PV-10 ratio was25%. We planto maintain a capital structure that provides financial flexibility through the prudent
use of capital, aligningwr capital expenditures to our cash flows, and maintainistraaegic hedging program
when appropriate

Experienced Technical Tearand Technology Utilization

We employ 64 oil and gas technicarofessionals, including geophysicists, petrophysicistgjlogésts,
petroleum engineerand production and reservoir engineeveho have an average of approximately y®ars of
experience in their technical fields and have been employed by us for an average of approgimgéslys. In
addition, we engage expenced and qualified consultants to perform varicosprehensive seismic acquisitions,
processing, reprocessing, interpretation, and other related services. We continually apply our extbosise in
experience and current technologies to benefit ollimgriand production operations.

We increasingly use advanced technology to enhance the results of our drilling and production efforts, including
two and threadimensional seismic acquisition, licensing and-gteek time and depth imaging, advancedlaitgs,
porepressure analysis, inversion and detailed field reservoir depletion planning. In 2004, we receisdisndic
survey covering our Lake Washington field, and in 2006 we recorded a sedsdr8ey in and around our Cote
Blanche Island field.We now have proprietary pigtack time and depth migrated seismic data covering over 4,000
square miles in South Louisiana. These data have been merged into two large data volumes, inclusive of data
covering five fields we acquired in 2006. In late 20G/2 began to extend this methodology to South Texas and
have subsequently licensed over 750 square milesfsg8ismic data. In late 2010, we initiated a project to
reprocess, calibrate, merge and prestack-tiigrate 700 square miles of[3 seismic d&a over and near our AWP
field. As these data aprocessed and merged with other available seismic data, and integrated with geologic data,
we develop proprietary gescience databases that we use to guide our exploration and development programs

We usevarious recovery techniques, including gas lift, water flooding, pressure maintenance, and acid
treatments to enhance crude oil and natural gas production. We also fracture reservoir rock through the injection of
high-pressure fluidthe installation of gravel packs, anthe inserfon of coiledtubing velocity strings to enhance
and maintain productionThe applicationof fracturing and coiledubing technology has resulted in significant
increases iproduction and decreases in completion and operatisig,qoarticularly in ouSouth Texas Olmos and
Eagle Ford operationBy December 31, 2D, we hal successfully drilled and complet&@ horizontalmultistage
fracture completions imur South Texas areaWe will continue to improve and employ this néechnology in
South Texas and apply this to other areas in which &nirgyoperates.

Swift E n e rs gugagsat drilling both in South Texas arid Louisiana can be marked by requiriegcdlence
in engineering. This is acconplished by elevating the quality of engineering first and operations seudgtida
focus on continuing improvementA premum is placed on well fanning. Drilling guidelines and design
specifications areleveloped and impmented as best practicasdstandardsrespectivelyfrom which all planning
and executiors derived. The emphasis on well plannifgspermeated throughout the organization and the results
of that planningconstantly showup in performance across all drilling operations. lyasthe quality of the



equipmentand field personnetogether with a complete drilling process consistentlyenforced. This is the final
mixture of resources that @&wift Energyin movingtoward becoming #op tier company

Operating Areas (Continuing Operations)

The following table sets fortimformation regarding ou2010 yearendproved reservesom continuing

operations of.32.8MMBoe and production d8.3MMBoe byarea

Developed Undeveloped Total % of % of % Oil and

Core Area (MMBoe) (MMBoe) (MMBoe) Resrves Production NGLs
South Texas Olmos 28.C 21.4 494 37. 2% 33.5% 39.5%
South Texa$ Eagle Ford 7.2 20.C 272 20.5% 5.3% 25.2%

Total South Texas 35.2 414 766 57.7% 38.8% 42 3%
Southeat Louisiana 11.3 9.8 21.2 15.9% 445% 84.6%
Central Louisiana / E. Texas 8.1 12.7 20.9 15. % 8.9% 63.8%
South Louisiana 5.6 8.5 14.0 10.6% 7.5% 33.2%
Other 0.2 0.0 01 0.1% 0.3% 0.6%

Total 60.4 72.4 132.€ 100% 100% 46.9%

Focus Areas

Our operations are primarily focused in fotwre areaidentified asSouthleastLouisiana,South TexasCentral
Louisiana/East TexasndSouth Louisiana In addition, we hava straegic growth areavith acreagean the Four
Corners area adfouthwest Coloradd@outh Texas is the oldest of our carea, with our operationfirst established
in the AWPfield in 1989 and subsequentlyxpanded witlthe acqusition ofthe Sun TSH and LaBiendas fields
during2007. Operations in our Central Louisiana/East Texas area bagaiti1l998whenwe acquired the Masters
Creekfield in Louisianaandthe Brookelandfield in Texas, later adding tH&outh Bearhead Creéikeld in Louisiana
in late 20®. The SoutteastLouisianaand SouthLouisianaareas wereestablished when we acquired majority
interests in producing properties in the Lake Washington field in early 20@ie Bay de Chene and Cote Blanche
Islandfields in December 2004andin theBayou Sale, Bayou Penchant, Horseshoe Bayou, and Jearfietdten

2006

South Texas

Eagle Ford In 2010 the Company initiated an active exploration and development program in the Eagle Ford
formation. During the year the Company drilled 22 wells iea Bagle Ford, including six nesperated joint
venture wells. We completed 14 of the operated and three of thepeoated wells during the year. Four of the five
wells awaiting completion ayearend have subsequently been completed. The Compavrys a 50% working
interest in the joint venture wells. These wells are operated by our partner during the drilling and completion phase.
Swift Energy assumes operations when the wells are placed on production.

As of DecembeBl, 2010 we owned drilliig and production rights to 78,911 net acres overlaying the Eagle
Ford, of which 73,764 are undeveloped. Based on the resulislisfdrilled in 2010 we have identified 56 proved
undeveloped locations. During 2011 we plan to d@flwells targeting the Egle Ford, includingsix wellsto be
drilled throughour joint venture. Our December 31, 2010 proved reserves in this formation are 75% natural gas,
19% oil, and 6% natural gas liquids on egbasis

Olmos In the Olmos formation, from which the Compangshbeen producing since 1989, we drilled 10
horizontal wells and six vertical Olmos wells in 2010. These wells were all operated and 100% owned by Swift
Energy. We completed eight of the horizontal wells during 2010 and one was completed shortBaaéiad One
of the horizontal wells had a mechanical failure and was not completed. We completeddixevetical wells
during the year and one was abargtbn We also performed 16 fracture enhancements during the year. As of
December 31, 2010 evowned drilling and production rights 09,339net acres overlying the Olmos (much of
which also overlapghe Eagle Ford) in South Texas, of which 65,466 is undevelopedgeatend we were
operating849 wellsproducing oil and natural gafrom the Olmos sand formation at depths from 9,000 to 11,500



feet. Our South Texas resenvesthis formationare approximately 61% natural gas, 32% natural gas liquids, and
7% oil on a Boe basis. At yeand 2010, we ha#7 proved undevelopeldcationsin the Olmos. Our planned 2011
capital expenditures will includérilling up to 14 horizontal wellstargeting the Olmos formation, amek plan to
perform approximately 35production enhancement projects including fracture stimulations, pumping unit
instalations andnstallation of additional compression

Southeast Louisiana

Lake Washingtoms of December 31, 2010, we owned drilling and production rights ib61@et acres in the
Lake Washington field located in Southeast Louisiana nearshomrswaithin Plaquemines Parish. Since its
di scovery in the 1930 6300miliorhBoe ffom enultiple $tawked Niacemel samddagerso v e r
radiating outward from a central salt dome and ranging in depthZr0@0 feet to 13,000 feet. Tlaeeaaround the
dome is heavily faulted, thereby creating a large number of potential hydrocarbon traps. Approximately 93% of our
proved reserves of 17.7 MMBoe in this field af December 31, 2010, consisted of oil and NGLs. Oil and natural
gas from approxintaly 103 currentlyproducing wells iggathered tseveralplatforms located in water depths from
2 to 12 feet, with drilling and workover operations performed with rigs on barges.

In 2010 we drilled 14 development wells. We completed eight of the wélisddduring the year plus one well
drilled in late 2009. Two wells were not completed due to mechanical failure, three were dry holes and one is still
being evaluated. In our production optimization program pgeformed20 recompletions29 slidng sleeve
changes, 7 gas lift modifications, 1 acid job and 1 wateratfiuft yearend 2010, we had 65 proved undeveloped
locations in this field. Our planned 2011 capital expenditures in the field will include drilling 4 to 5 wells and
performing recmpletions on at least Mells.

Bay de ChenelThe Bay de Chene field is located along the border of Jefferson Parish and Lafourche Parish in
nearshore waters approximately 25 mifemm the Lake Washington field. As of December 31, 2010, we owned
drilling and production rights in approximately 14,673 net acres in the Bay de Chene field. Like Lake Washington,
it produces from Miocene sands surrounding a central salt dome. During 2010 we did not drill any wells in the Bay
De Chene field. At yeaend 2010, wehad tvo proved undevelopebbcations in the Bay de Chene field. During
2011, we plan to drilbne to twowells in Bay de Chene

Central Louisiana/East Texas

Burr Ferry. The Company has 32,724 net acreshe Burr Ferry field predominatg located in Vernon Parish,
Louisiana. Most of this acreage is within an area covered by a joint venture agreement with a large independent oil
and gas producer. We entered into this joint ventgmement in2009 for development and exploitation. In
addtion to holding a 50% working interest in the joint venture, the Company is also tharferl owner in most
of this acreage. During 2010 the Company drilled and completed the first twopeoaited wells in this joint
venture. The reserves are approaiety 65% oil and NGLs. We have identifié@ additional provedindeveloped
locations in this fieldand plan to drill up téour wellsin this fieldin 2011.

Masters CreekAs of December 31, 2010, we owned drilling and production rights in 56,26hanes and
approximately 35,000 unleased fee mineral acres in the Masters Creek field. The Masters Creek field, located in
Vernon Parish and Rapides Parish, Louisiana, consists of opposing dual lateral horizontal wells completed in the
Austin Chalk forméon. Oil and natural gas are produced from natural fractures encountered within the lateral
borehole sections from depths of 11,500 to 13,500 feet. The reserves are approximatelyantobGiLs At year
end 2010, we hadevenproved undeveloped locations. We deferred plans to drill a well in Masters Creek during
2010 and have tentatively rescheduled tiell for drilling in the secondhalf of 2011.

South Bearhead CreekThe South Bearhead Cieefield is located in Beauregard Parish, Louisiana
approximately 50 miles south of our Masters Creek field and 30 miles north of Lake Charles, Louisiana. The field
was discovered in 1958 and is a large @&t trending anticline closure with cumulativeoguction of over 4
million Boe. As of December 31, 2010, we owned drilling and production rights in 6,425 net acres in this field.
Wells drilled in this field are completed in a multiple set of separate sands: Lower Wil@&%00 to 14,500 feet;
Middle and Upper Wilcox 9,000 to 12,000 feet; and Cockfigld,000 to 9,000 feet. In 2010, we did not drill any
wells in this field At yearend2010we had 18 proved undeveloped locations in this field.

Brookeland.The Brookeland field area is lated in Newton County and Jasper County, Texas, and Vernon
Parish, Louisiana. As of December 31, 2010, we owned drilling and production rights in 69,540 net acres in this
field. The field consists of opposing dual lateral horizontal wells completed iwusten Chalk formation. Oil and



natural gas are produced from natural fractures encountered within the lateral beestioles from depths of
11,500 to 13,500 feet. The reserves are approxim&#®tyoil and natural gas liquids. During 2010 we drilsedl
completed one operated and one-operated welln this field At the end of 2010 we hatb proved undeveloped
locations inthe field

South Louisiana

Cote Blanche IslandThe Cote Blanche Island field is located in nearshore waters withiia®y. Parish. As of
December 31, 2010, we owned drilling and production rights in 6,059 net acres in the Cote Blanche Island field.
Similar to Lake Washington and Bay de Chene, it produces from Miocene sands surrounding a central salt dome.
During 20D we did not drill any wellsn the Cote Blanche Island field, and at yead 2010wve hadthreeproved
undeveloped locations in the field

Bayou Sale, Horseshoe Bayou, Jeanerette, and Bayou Pendhadttober 2006 we acquired interests in four
additional onshore fields in the area: Bayou Sale, Horseshoe Bayou and Jeanerette fields (all located in St. Mary
Parish), and Bayou Penchant field in Terrebonne Parish. As of December 31, 2010, we owned drilling and
production rights in a total of 18,637 netrex in these fields (5,700 in Bayou Sale, 5,138 in Horseshoe Bayou,
4,913 in Jeanerette, and 2,886 in Bayou Penchant). Bayou Sale and Horseshoe Bayou fields are adjacent to each
other and located 13 miles southeast of our Cote Blanche Island field. iduace from several formations. The
Jeanerette field is positioned on the flank of a large salt dome 12 miles north of Cote Blanche Island and produces
form the Planulina sands. The Bayou Penchant field was discovered in theah8i38docated appraxiately 44
miles southeast of Cote Blanche Island in Terrebonne Parish. Swift Bmadgyan averaged3% working interest
in the wells in this noperated field, which produsé&om a number of Middle Miocene sands

In 2010, we did not drill any wlls in ourBayou Sale, Horseshoe Bayou and Jeanerette fields. Aepea2010,
we had24 proved undeveloped locations in the Bayou Sdlerseshoe Bayou and Jeanerette fields.

Other

Four Corners.At the end of 2010, we haapproximately20,0® net acrs leased in the Four Corners area of
southwest Colorado.

New Zealand Areas (Discontinued Operations)

In December 2007, we agreed to sell substantially all of our New Zealand assets. Accordingly, the New
Zealand operations have been classified as disogdioperations in theonsolidated statements of operations and
cash flows and the assets and associated liabilities have been classified as held for satmsolidated balance
sheets. In June 2008, we completed the sale ofamntiaty all of our New Zealand assets for $82.7 million in cash
after purchase price adjustments. Proceeds from this asset sale were used to pay down a portion of our credit
facility. In August 2008, we completed the sale of our remaining New Zealandt fer $15.0 million; with three
$5.0 million payments to be received nine months after the sale, 18 months after the sale, and 30 months after the
sale. All payments under this sale agreement are secured by unconditional letters of credit, wish the fir
payments received in February 2009 and February 2010, respectively. Due to ongoing litigation, we have evaluated
the situation and determined that certain revenue recognition criteria have not been met at this time for the permit
sale, and have defed the potential gain on this property sa¢ading further development of this litigation

In accordance with guidance contained in FASB ASC-B&0the results of operations for the New Zealand
operations have been excluded from continuing operatiadsreported as discontinued operations for the current
and prior periods. Furthermore, the assets included as part of this divestiture have been reclassified as held for sale
in theconsolidated balance sheets



Oil and Natural Gas Reserves

The following tables present information regarding proved reserves of oil and natural gas attributable to our
interests in producing properties domestically aBetember 31, 20, 200, and 208. The information set forth
in the tables regarding resesris based on proved reserveports prepared by us. Our Director of Reserves &
Evaluations, the primary technical person responsible for overseeing the preparation of our reserves estimates, is a
Licensed Professional E nngai snteeerrd, s hdoel gdrse ea ibna cchheel noircdasl aennd
the Society of Petroleum Engineers and Sueiety of Petroleum Evaluation Engineers, and has over 20 years of
experience supervising or preparing reserves estimates. H.J. Gruy and Associateslouston, Texas,
independent petroleum engineers, has audi®d of our 2010 domestic proved reserves;¥% of our domestic
proved reserves for 20@nd97% of our domestic proved reserves for 800he audit by H.J. Gruy and Associates,
Inc. conformed toheme ani ng of the term fAreserve-k, ltenul®02t dheas pr e
technical person at H.J. Gruy and Associates, Inc. primarily responsible for overseeing the audit, is a Licensed
Professional Engineer, holds a degree in petroleunmeagng, is past Chairman of the Gulf Coast Section of the
Society of Petroleum Engineers, is past President of the Society of Petroleum Evaluation Engineers and has over 20
years experience overseeing reserves audits. Based on its idiglifse judgmat of H.J. Gruyand Associates, Inc.
that Swift Energy used appropriate engineering, geologic, and evaluation principles and methods that are consistent
with practices generally accepted in the petroleum industry.

The reserves estimation process involueserves coordinators who are senior petroleum reservoir engineers
whose duty is to prepare estimates of reserves, i n a
guidelines, and who are part of mudisciplinary teams responsible for eachlofd Company és maj or
areas. The mukHilisciplinary teams consist of experienced reservoir engineers, geologists and other oil and gas
professionals. Each reserves coordinator involved in the reserves estimation process has a minimum of 10 years
reservoir engineering experience. The Director of Reserves and Evaluations supervises this process with multiple
levels of review and reconciliation of reserves estimates to ensure they conform to SEC guidelines. Reserves data is
also reported to and riewed by senior management and the Board of Directors on a periodic basis.-Ahgear
reserves audit is performed by the thiraity engineering firm, H.J. Gruy and Associates, Inc., to ensure the
integrity and reasonableness of our reserves estintataddition, our independent Board members meet with H.J.

Gruy and Associates, Inc. in executive session at least annually to review the annual audit report and the overall
audit process

o

A reserves audit and a financial audit are separate activitiesumitjue and different processes and results.
These two activities should not be confused. As currently defined by the U.S. Securities and Exchange Commission
within Regulation &K, Item 1202, a reserves audit is the process of reviewing certain of ttieeperfacts
interpreted and assumptions underlying a reserves estimate prepared by another party and the rendering of an
opinion about the appropriateness of the methodologies employed, the adequacy and quality of the data relied upon,
the depth and thotmhness of the reserves estimation process, the classification of reserves appropriate to the
relevant definitions used, and the reasonableness of the estimated reserves quantities. A financial audit includes
examining, on a test basis, evidence supppttie amounts and disclosures in the financial statements. A financial
audit also includes assessing the accounting principles used and significant estimates made by management, as well
as evaluating the overall financial statement presentation.

Estimate of future net revenues from our proved reserves and thelilOPXalue, for the yearended December
31, 240 and 2009are made basaxh either the preceding48ont hsé average price based o
first businesday of each montte x cl udi ng the effects of hedging and ar
calculation, throughout the lifef the properties, except where such guidelines permit alternate treatment, including,
in the case of natural gas contracts, the use of fixed and determinable contractual price esdatatitvesyear
ended December 31, 2008, these same amounts are based on the same methodology excepofgpehedsed
oil andgas salegrices We have interests in certain tracts that are estimated to have additional hydrocarbon reserves
that cannot be classified as proved and are not reflected in the following tables.

The 12monthaverage 2010 prices for domestic operations wereBgke0Mcf of natural gas, .31 per barrel
of oil, and $12.01 per barrel oNGL compared t&3.78 per Mcf of natural gas, $59.76 perrbhof oil, and $30.00
per barrel of NGlat yearend 2009and$4.96 per Mcf of natural gas, $44.09 per barrel of oil, and $25.39 per barrel
of NGL atyearend2008

The following tables set forth estimates of future net revenues presented masihef unescalated prices and
costs in accordance with criteria prescribed by the SEC and thelORfalue as oDecember 31, 210, 200, and
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2008. Operating costs, development costs, asset retirement obligation costs, and certain pradaigtars

were deducted in arriving at the estimated future net revenues. No provision was made for income taxes. The
estimates of future net revenues and their present value differ in this respect from the standardized measure of
discounted future net cash flowet forth insupplemental information to our consolidated financial statements,
which is calculated after provision for future income taxes.1BVWs anonGAAP measure; see the reconciliation of

this norGAAP measure to the closest GAAP measure, thedatdized measure, in the section below this table
(MBoe amounts shown below are based omataral gagonversion factor of 6 Mcf to 1 Boe):

As of December 31,

2010 2009 2008
Estimated Proved Oil NGL and Natural Gas Reserves
Natural gas resees (MMcf):
Proved developed 190,454 155,40¢& 172,24
Proved undeveloped 232,52¢ 135,14¢ 120,16€
Total 422,982 290,55< 292,38
Oil reserves (\BblI):
Proved developed 16,782 19,659 22,710
Proved undeveloped 22555 24,83 26,95
Totd 39337 44,490 49,685
NGL reserves (MBI):
Proved developed 11,874 11,237 10,701
Proved undeveloped 11,074 8,776 7,325
Total 22,948 20,012 18,026
Total Estimated Reserves (MBoe) 132,82 112,92¢ 116,44C
Estimated Discountd Present Value of Proved Reserves (in millions)
Proved developed $974 $766 $832
Proved undeveloped 803 557 481
PV-10 Value $1,777 $1,323 $1,313

The P\10 values for 200, 2009, and 2008 are net 23 million, $64.2 million, and $48.8 iifion of asset
retirement obligation liabilities, respectively

Proved reserves are estimates of hydrocarbons to be recovered in the future. Reservoir engineering is a
subjective process of estimating the sizes of underground accumulations of oil arad gasuthat cannot be
measured in an exact way. The accuracy of any reserves estimate is a function of the quality of available data and of
engineering and geological interpretation and judgment. Reserves reports of other engineers might differ from the
reports contained herein. Results of drilling, testing, and production subsequent to the date of the estimate may
justify revision of such estimates. Future prices received for the sale of oil and natural gas may be different from
those used in preparingetbe reports. The amounts and timing of future operating and development costs may also
differ from those used. Accordingly, reserves estimates are often different from the quantities of oil and natural gas
that are ultimately recovered. There can be narasse that these estimates are accurate predictions of the present
value of future net cash flows from oil and natural gas reserves.

The closest GAAP measure to AW, a noRGAAP measure, is the standardized measure of discounted future
net cash flows. W believe PV10 is a helpful measure in evaluating the value of our oil and natural gas reserves and
many securities analysts and investors uselPVWe use PMO in our ceiling test computations, and we also
compare PV10 against our debt balances. Tlo#ldwing tableprovides areconciliationbetween PV10 and the
standardized measure of discounted future net cash flows:

As of December 31,

2010 200 2008
(in millions)
PV-10 Value $1,777 $1,32¢ $1,313
Future income taxes (discoentat 10%) (432) (302) (280
Standardized Measure of Discounted Future Net Cash Flow:
relating to oil and natural gas reserves $1,3%6 $1,021 $1,03:
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Domestic Proved Undeveloped Reserves

The following table sets forth the aging and-B¥ value of ar domestic proved undeveloped reserves as of
December 31, 21D

Volume % of PUD PV-10 Value % of PUD
Year Added (MMBoe) Volumes (in millions) PV-10 Value
2010 443 61% $358.1 45%
2009 5.1 % 19.1 2%
2008 4.5 6% 868 11%
2007 8.8 12% 1077 13%
2006 4.8 % 107.€ 13%
2005 4.1 6% 96.8 12%
Prior to 20 0.8 1% 29.7 4%
Total 72.4 100% $806.0 100%

During 2010 we recorded 27.4 MMBoe of additiorfadoved undeveloped reserves based on the results of the
drilling program conducted during the year, primarily in the South Texas area. We also spent approximately $74.7
million in capital expenditures during the year to convert proved undeveloped reserves to proved developed reserves
in the AWP and Lake Washington fieldgsulting in the conversion of6MMBoe to proved developed reserves.

As of December 31, 2010, approximatébp of our total proved reserves consisted of undeveloped reserves added
prior to 2005 in the Lake Washington field. The conversion of proveéueioped reserves to proved developed
reserves in recent years has been delayed by significant external factors, including the impacts of multiple hurricanes
in key operatingireas and restricted access to hydraulic fracturing services, rental equiptheziated completion
services in South Texas.

Sensitivity of DomesticReserves to Pricing

As of December 31, 2, a 5% increase in oil and NGL pricing would increase our total estimated domestic
provedreserves 0fl32.8 MMBoe by approximately0.2 MMBoe, andwould increase the PO Value of $18
billion by approximately $15 million. Similarly, a 5% decrease oil and NGL pricing would decrease our total
estimated domestiproved reserves by approximately20(MMBoe and would decrease the RY0 Value by
approximately $16 million.

As of December 31, 2@ a 5% increase in natural gas pricing would increase our total estimated domestic
proved reserveby approximately @ MMBoe andwould increase the PALO Value by approximately4® million.
Similarly, a5% decreasén natural gas pricing would decrease our total estimdtedestic proved reserves by
approximately 0.2 MMBoe andould decrease the R¥Y0 Value by approximatelyds million.

Oil and Gas Wells

The following table sets forth thetal gross ad net wells in which we owned an interest at the following dates:

Total
Oil Wells Gas Wells Wells(1)

December 312010:

Gross 485 846 1,331

Net 438.¢ 776.C 1,214.9
December 312009

Gross 469 825 1,294

Net 406.€ 758.€ 1,165t
December 312008:

Gross 510 817 1,327

Net 447 4 744.¢€ 1,192.¢

(1) Excludes58 servicewells in 210, 59 service wells in 2009 and 65 service wells in 2008.
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Oil and Gas Acreage

The following table sets forth the developed and undeveloped leasehold acreage teldt iyecember 31,

2010:

Alabama

Colorado

Louisiana(1)

Texas(2)

Wyoming

Offshore Louisiana

All other states
Total

Developed Undeveloped
Gross Net Gross Net

8,12 1,58C 176 1
32,646 20,06¢
126,771 108,22 73,23: 47,18¢
152,02¢ 114,68¢ 76,90C 70,28¢
640 151 6,651 4,664
4,60¢ 27
721 257
292,16¢ 224,66¢ 190,321 142,46

(1) The Company holds the fee mineral (royalty) interest in a portion of the acreage located in Central Louisiana. Thblabosiides
acreage where Swift is the fee mineral owner as well as a working interest owner. This acreage included in the abtsis tERR6D
gross and 11,090 net developed acres and 41,871 gross and 25,341 net undeveloped acres. The Campanfealstneral interest in
35,057 net acres that is currently unleased and not included in the table above

(2) In South Texas a substantial portion of our Eagle Ford and Olmos acreage overlaps. In most cases the Eagle Ford amtis@iraos rig
contraced under separate lease agreements. For the purposes of the above table, a surface acre where we have leased botd the Eagle F
and Olmos rights is counted as a single acre. In the Eagle Ford, we have 5,627 gross and 5,147 net developed acregrass 80172
73,764 net undeveloped acres. In the Olmos we have 45,280 gross and 44,873 net developed acres and 70,804 gross &nd 64,466 ne

undeveloped acres

As of December

31, 2010, Swi ft

Energyos

nettreendevel

years, if not renewed, is approximately 11% in Year 1, 27% in Year 2 and 37% in Year 3. In most cases, acreage
scheduled to expire can be held through drilling operations or we can exercise extension options.

Drilling and Other Exploratory and Devdopment Activities

The following table sets forth the results of our drilling activities during the three years ended December 31,

2010:
Year Type of Well
2010 Exploratory
Development
2009 Exploratory
Development
2008 Exploratory

Development

Gross Wells Net Wells
Total Producing Dry Total Producing Dry

11 10 1 95 8.5 1

45 38 7 41.9 34.9 7

2 1 1 2 1 1

18 17 1 18 17 1

3 2 1 1.8 1.5 0.3

123 108 15 120.0 106.0 14.0

Ten of the 11 exploratory wells wekagle Ford ppraisal test wellsThe oneexploratorydry well was an Olmos
horizontal test well that encountered significant hydrocarbons but could not be completed due to mechanical failure.

PresentActivities

As of December 31, 2010 we had 3 drilling rigs undentraxrt working in South Texas and one in Lake
Washington. Two notperated wells were also being drilled at yead, one in South Texas and one in
Brookeland. Completion operations have been ongoing and all but one of the wells drilled befemdyeae
been subsequently completed. We have also continued the production optimization program in the Lake Washington
field, involving gas lift enhancements and sliding sleeve shifts to change productive zones, to assist in mitigating

natural field declines
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Operations

We generally seek to libe operatorof the wells in which we have a significant economic interest. As operator,
we design and manage the development of a well and supervise operation and maintenance activitiesoen a day
day basis. We do m@wn drilling rigs or other oil field services equipment used for drilling or maintaining wells on
properties we operate. Independent contractors supervised by us provide this equipment and personnel. We employ
drilling, production, and reservoir engineggeologists, and other specialists who work to improve production rates,
increase reserves, and lower the cost of operating our oilandalgas properties.

Operations on ouriband natural gas properties are customargglministratedin accordancenith COPAS
guidelines. We charge anonthly perwell supervision fee to the wells we operate including our wells in which we
own up to a 100% working interesBupervision fees vary widely depending on the geographic location and depth
of the well and whiher thewell produces oil or natural gas. The fees for these activities in 2010 totafésl $1
million and ranged from $374 to .3 per wellper month

Fixed and Determinable Commitments

As of December 31, 2010 we had commitments to deliver fixed ettrdinable quantities of natural gas under
term contracts as follows:

Delivery Quantity

Year (MMBTU)

2011 5,110,000
2012 7,670,000
2013 9,490,000
2014 10,590,000
2015 7,300,000

The sales price is tied to current spot gas prices at the tintelivery. Delivery quantities in excess of the
minimums for any given year will proportionally reduce the minimum quantities for subsequent periods. The
delivery point is in South Texas, and t he signifioaptigny s pr
exceed the minimum obligations. There is no dedication of production from specific leases under the agreement

Marketing of Production

We typically sell our oil and natural gas production at market prices near the wellhead or at a cientadtep
gathering and/or processing. We usually sell our natural gas in the spot market on a monthly basis, while we sell our
oil at prevailing market prices. We do not refine any oil we produce. Silelompany and its affiliates accounted
for approxmately52 %,48% and28% of our gross oil and gas sale010,2009 and 2008, respectively. In 2008,
Chevron Corporationand its domestic affiliates accounted for 25% of our gross oil and gas sales. No other
purchasers accounted for more than 10% oftatai oil and gas sales for the pHsteeyears. Due to the demand for
oil and natural gas arttie availability of other purchasers, we do not believe that the loss of any single oil or natural
gas purchaser or contract would materially affect our resgnu

Our oil production from the Lake Washington field éitherd el i ver ed i nto ExxonMobil és
system or transported on barges for sales to various purchasers at prevailing market prices or at fixed prices tied to
the then current NYMEX erde oil contract for the applicable month(s). Our natural gas production from this field is

either consumed on the | ease or is delivered into EI P
market at prevailing prices. Natural gas dekeeinto Tennessee Gas Pipeline is processed at the Yscloskey plant.
I n 2008, we completed a connection which provides for

Southern Natural Gas pipeline system (Sonat)fanthe processing of natairgas delivered to Sonat at the Toca
Plant.

In 2008, we entered into gas processing and gas transportation agreements for our natural gas production in the
AWP field with Enterprise Hydrocarbons L.P. and Enterprise South Texas Pipeline, replacing -flearten
agreements with Enterprise that expired in 2008. Processing revenues are received from Enterprise. The residue gas
is sold at downstream connections with the Enterprise pipeline at prevailing market prices. Oil production is
transported to marketyliruck or pipeline and sold at prevailing market prices.
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In the Sun TSH and Fasken fields, our oil production is sold at prevailing market prices and transported to
market by truck. Natural gas from the fields has historically been delivered eithettdmprise South Texas
Gathering or Regency Gas Services. For natural gas delivered to Enterprise, the natural gas is sold to Enterprise;
with Swift Energy receiving revenues from residue gas sales and processed liquids. For natural gas delivered to
Regengy, the natural gas production is transported to a downstream processing plant. We sell the residue gas at
prevailing market prices and receive processing revenues from Regency. In the fourth quarter of 2010, Meritage
Midstream Services, LLC completed ctmstion of a new pipeline to the Fasken area. We entered into a gathering
agreement providing for the transportation of our Eagle Ford production on the new pipeline from Fasken to Kinder
Morgan Texas Pipeline, where it is sold at prices tied to monttdydaily natural gas price indices.

Our oil production from the Brookeland, Masters Creek and South Bearhead Creek fields is sold to various
purchasers at prevailing market prices. Our natural gas production from the Brookeland and Masters Creek fields is
processed under long term gas processing contracts with Eagle Rock Operating, LLC. The processed liquids and
residue gas production are sold in the spot market at prevailing prices. South Bearhead Creek natural gas production
is sold into the interstateanr k et on Trunkl|line Gas Companybs pipeline a
l evel extraction of a portion of the NGLG6s in the gas
in a pressurized vessel and transported by truckattxeh for sale at prevailing market prices.

Our oil production from the Bay de Chene and Cote Blanche Island fields is transported on barges for sales to
various purchasers at prevailing market prices. Natural gas production from both fields is satdrastate
pipelines with prices tied to monthly and daily natural gas price indices.

In the fields of Bayou Sale, Horseshoe Bayou, High Island and Jeanerette in South Louisiana, we sell the oil
production to various purchasers at prevailing market pritles oil is transported to market by truck. Natural gas
production for each of these fields is sold into one or more interstate pipelines at prevailing market prices

The following table summarizes sales volumes, sales prices, and production costatidorfor our net oil and
natural gas production from our continuing operations for the-ygaeperiod ended December 31, 2010

Year Ended December 31,

2010 2009 2008
Net Sales Volume:
Oil (MBbils) 3,90¢ 4,34€ 5,42(
Natural Gas Liquids\iBbls) 1,13¢ 1,182 1,211
Natural gas (MMcf): 17,83: 19,211 18,872
Total (MBoe) 8,01% 8,731 9,771
Average Sales Price:
Oil (Per Bbl) $79.4¢ $60.07 $101.3¢
Natural Gas Liquids (Per Bbl) $42.4¢ $31.3¢ $57.1¢
Natural gas (Per Mcf) $4.3¢ $3.8¢ $9.2¢
Average Production Cost (Per Boe sdld) $10.22 $8.7¢ $10.7:

1 Excludes gas consumed in operations that is included in reported production volumes
2 Excludes severance and ad valorem taxes

Oil and natural gas prices da@id significantly in the latter part of 2008 from levels earlier in the year, and the
average sales prices for 2008 are not indicative of prices in effect at the end of 2008. The prices above also do not
include the effects of hedging. Quarterly prices aind dge adj usted pricing are det a
Di scussion and Analysis of Financial Con&«Kition and Res:

The following table provides a summary of our production, average sales prices, and averacfgoprodsts

for our AWP Ol mos and Eagle Ford fields. These fields
reserves based on total Boe as of December 31; 2010
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Year Ended December 31,

2010 2009 2008
AWP OImos & Eagle Ford
Net Sales Volume
Oil (MBbls) 411 197 197
Natural Gas Liquids (MBbls) 624 496 344
Natural gas (MMcf} 8,35¢ 5,62 5,12&
Total (MBoe) 2,42¢ 1,63C 1,39
Average Sales Price:
Qil (Per BbI) $76.91 $58.5:2 $95.81
Natural Gad.iquids (Per Bbl) $40.3¢ $29.6¢ $50.9¢
Natural gas (Per Mcf) $4.3¢ $3.6: $9.1¢
Average Production Cost (Per Boe sdld) $6.88 $6.51 $9.3¢

1 Excludesgas consumed in operations that is included in reported production volumes
2 Excludes seerance and ad valorem taxes

Risk Management

Our operations are subject to all of the risks normally incident to the exploration for and the production of oil
and natural gas, including blowouts, cratering, pipe failure, casing collapse, fires, arskagleather conditions,
each of which could result in severe damage to or destruction of oil and natural gas wells, production facilities or
other property, or individual injuries. The oil and natural gas exploration business is also subject to endfonment
hazards, such as oil spills, natural gas leaks, and ruptures and discharges of toxic substances or gases that could
expose us to substanti al l'iability due to pollution an
report for more detasland for discussion of other risks. We maintain comprehensive insurance coverage, including
general liability insurance, operators extra expense insurance, and property damage insurance. Our standing
Insurable Risk Advisor Team, which includes individuflom operations, drilling, facilities, reserves, legal, HSE
and finance meets regularly to evaluate risks, review property values, review and monitor claims, review market
conditions and assist thi the selection of coveragedle believe that our insurae is adequate and customary for
companies of a similar size engaged in comparable operations, but if a significant accident or other event occurs that
is uninsured or not fully covered by insurance, it could adversely affe@eaesitem 1A Risk Factos.

Commodity Risk

The oil and gas industry is affected by the volatility of commodity prices. Realized commodity prices received
for such production are primarily driven by the prevailing worldwide price for crude oil and spot prices applicable to
naturd gas. We have a priagsk management policy to use derivative instruments to protect against declines in oil
and natural gas prices, mainly through the purchase of price floors and participating collars when appAdpriate.
December 31, 2010, we had rraiugas price floors in effe¢hat covered a portion of our natural gas production for
January to April 201. These floors cover production of 4,250,000 MMBtu from January through April 2011 with
strike prices ranging between $3.77 and $480MMBtu.

Competition

We operate in a highly competitive environment, competing with major integrated and independent energy
companies for desirable oil amdituralgas properties, as well as for equipment, talaad materials required to
develop and operate such properties. Many of these competitors have financial and technological resources
substantially greater than ours. The market for oil @adiralgas properties is highly competitive and we may lack
tecological information or expertise available to other bidders. We may incur higher costs or be unable to acquire
and develop desirable properties at costs we consider reasonable because of this corDpetahility to replace
and expand our reservessbadepends on our continued ability to attract and retain quality personnel and identify
and acquire suitable producing properties and prospects for future daiichgcquisition
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Federal Leases

Some of our properties are located on federal oilrmtdralgas leases administered by various federal agencies,
including the Bureau of Land Management. Various regulations and administrative orders affect the terms of leases,
and in turn may affect our exploration and development plans, methods of apeaatiacelated matters.

Litigation

In the ordinary course of business, we have been party to various legal actions, which arise primarily from our
activities as operator of oil anthturalgas wells. In our opinion, the outcome of any such currentlyipgrdgal
actions will nothave a material adverse effect on our financial position or results of operations. We have further
di scussed our New Zealand Ilitigation in footnote 8 of
Operationso) .

Employees

At December 312010, we employed 292 personsNone of ouremployees are represented by a union. Relations
with employees are considered to be good.

Facilities

At December 312010, we occupiedapproximately 202,355 squafeet of office spee at 16825 Northchase
Drive, Houston, Texas, undem tenyear lease expiring=ebruary 2015. The lease requires payments of
approximately $80,000 per monthWe also have field offices in various locations from which our employees
supervise local oil andaturalgas operations

Available Information

Our annual reports on Form-KJ quarterly reports on Form 1Q, current reports on Formk, amendments to
those reports, changes in and stock ownership of our directors and executive officers, togetiteemithcuments
filed with the Securities and Exchange Commission under the Securities Exchange Act can be accessed free of
charge on our web site at www.swiftenergy.com as soon as reasonably practicable after we electronically file these
reports with theSEC. All exhibits and supplemental schedules to these reports are available free of charge through
the SEC web site at www.sec.gdér addition, we have adopted a Code of Ethics for Senior Financial Officers and
Principal Executive Officer. We have postiis Code of Ethics on our website, where we also intend to post any
waivers from or amendments to this Code of Ethics.

Iltem 1A. Risk Factors

The nature of the business activities conducted by Swift Energy subjects it to certain hazards amberisks
following is a summaryf all the material risks relating our business activities

Oil and natural gas prices are volatile. A substantial decrease in oil and natural gas prices would adver:
affect our financial results.

Our future revenues, natdome, cash flow, and the value of our oil and natural gas properties depend primarily
upon market prices for oil and natural gas. Oil and natural gas prices historically have been volatile and will likely
continue to be volatile in the future. The receilt and natural gas prices may not continue and could drop
precipitously in a short period of time. The prices for oil and natural gas are subject to wide fluctuation in response
to relatively minor changes in the supply of and demand for oil and natsalntarket uncertainty, worldwide
economic conditions, weather conditions, currency exchange rates, and political conditions in major oil producing
regions, especially the Middle East. A significant decrease in price levels for an extended period watiudiyeg
affect us in several ways:

Aour cash flow would be reduced, decreasing funds available for capital expenditures employed to incre
production or replace reserves;

Acertain reserves would no longer be economic to produce, leading to bethclasi flow and proved reserve

Aour lenders could reduce the borrowing base under our bank credit facility because of lower oil and na
reserves values, reducing our liquidity and possibly requiring mandatory loan repayments; and
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Aaccessd other sources of capital, such as equity or long term debt markets, could be severely limited ¢
unavailable in a low price environment.

Consequently, our revenues and profitability would suffer.

Enactment of Congressional and regulatory proposalsden consideration could negatively affect our
business.

Numerous legislative and regulatory proposals affecting the oil and gas industry have been proposed or are
under consideration by the Obama administration, Congress and various federal agencieg.th&se proposals
are: (1) climate change legislation introduced in Congress, Environmental Protection Agency regulations, carbon
emission "cagandtrade" regimens, and related proposals, none of which have been have been adopted in final form;
(2) propasals contained in the President's budget, along with legislation introduced in Congress, none of which have
been enacted by both houses of Congress, to repeal various tax deductions or exemptions available to oil and gas
producers, such as the tax deduttfor intangible drilling and development costs, which if eliminated could raise
the cost of energy production, reduce energy investment and affect the economics of oil and gas exploration and
production activities; and (3)legislation being considered bygtess that would subject the process of hydraulic
fracturing to federal regulation under the Safe Drinking Water Act, which could affect Company operations, their
effectiveness, and the costs thereof. Any such future laws and regulations could résciedased costs or
additional operating restrictions, and could have an effect on demand for oil and gas or prices at which it can be
sold. Until any such legislation or regulations are enacted or adopted, it is not possible to gauge their impact on our
future operations or our results of operations and financial condition.

Estimates of proved reserves are uncertain, and revenues from production may vary significantly from
expectations.

The quantities and values of our proved reserves included irrep@st are only estimates and subject to
numerous uncertainties. Estimates by other engineers might differ materially. The accuracy of any reserves estimate
is a function of the quality of available data and of engineering and geological interpretatse. d$timates
depend on assumptions regarding quantities and production rates of recoverable oil and natural gas reserves, future
prices for oil and natural gas, timing and amounts of development expenditures and operating expenses, all of which
will vary from those assumed in our estimates. These variances may be significant.

Any significant variance from the assumptions used could result in the actual amounts of oil and natural gas
ultimately recovered and future net cash flows being materially différem the estimates in our reserves reports.
In addition, results of drilling, testing, production, and changes in prices after the date of the estimates of our
reserves may result in substantial downward revisions. These estimates may not accuratethe@mesent value
of net cash flows from our oil and natural gas reserves.

At December 31, 2010, approximately 55% of our estimated proved reserves were undeveloped. Recovery of
undeveloped reserves generally requires significant capital expenditntlesuccessful drilling operations. The
reserves data assumes that we can and will make these expenditures and conduct these operations successfully,
which may not occur.

Our South Louisiana and Southeast Louisiana core areas remain subject to damage lfiurricane activity
in the Gulf of Mexico, which could cause a pipeline outage or cause us to suffer significant losses.

Approximately 27% of our 2010 reserves and 52% of our 2010 production are located in our South Louisiana
and Southeast Louisianareoareas. Hurricane activity in 2007 and 2008 resulted in production curtailments and
physical damage to our Gulf Coast operations. For example, a significant percentage of our production was shut
down by Hurricanes Katrina and Rita in 2005, and by Hanés Gustav and lke in 2008. Due to increased costs
after the 2005 hurricanes, we no longer carry business interruption insurance. If hurricanes damage the Gulf Coast
region where we have a significant percentage of our operations, our cash flow wtarld Bhis decrease in cash
flow, depending on the extent of the decrease, could reduce the funds we would have available for capital
expenditures and reduce our ability to borrow money or raise additional capital.

The continuing pressure on the globalredit and financial markets couldnaterialy and adverséy impact our
financial results.
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As extensivelyreported, global credit and financial markets expegdmxtreme disruptionbeginning inthe
second half of 2008, severely diminisd liquidity and credit availability, volatility in consumer confidence,
declines in economic growth, increases in unemployment rates, and uncertainty about economic stability. We
cannot assure you that there will not be further deterioration in credit, financialmonadities markets. These
economic conditions have led tggher volatilityfor crude oil and natural gasices as demonstrated by the decline
in commodity prices which occurred during the later part of 2008 and into 20@9.pi@fitability will be
significantly affected by decreased demand and lower commodity prices. Our future access to capital and the
availability of future financing could be limited due to tightening credit markets that could affect our ability to fund
our capital projects.

Our operating results may be adversely affected if economic conditions impact the financial viabilityrof
insurers, oil and gas purchasers, suppliers and commodity derivatives counterparties.

Global economic conditions may adsely affect the financial viability of and increase the credit risk associated
with our purchasers, suppliers, insurers, and commodity derivative counterparties to perform under the terms of
contracts or financial arrangements we have with them. Altheigghave heightened our level of scrutiny of our
contractual counterparties, our assessment of the risk eperdormance by various parties is subject to sudden
swings in the financial and credit markets. This same crisis may adversely impact insurthesiraaioility to pay
current and future insurance claims that we may have.

Negativecredit market conditionsmayadverselyaffect our access to capitabur liquidity and ability to
refinance our debt

Our future access to capital could be limited thuéghtening credit markets that could affect our ability to fund
our future capital projects. Negative credit market conditions could materially affect our liquidity and may inhibit
our lenders from fully funding our line of credit or cause them to nth&eerms of our line of credit costlier or
more restrictive. We are subject to seaninual reviews of our borrowing base and commitment amount under our
line of credit, and do not know the result of future redeterminations or the effect of then curaedtgas prices on
that process. Additionally, our line of credit matures in Octobeb28hd although it has a zero balance as of
December 31, 20, longterm restriction or freezing of the capital markets may affect the availability or pricing of
our renewal of the line of credit.

We havepreviouslyincurred a writedown of the carrying values of our properties and could incur
additional write-downs in the future.

The SEC accounting rules require that on a quarterly basis we review the carryingfvalureoil and natural
gas properties for possible wrid®wn or impairment. Starting with our financial statements ending December 31,
2009 the unescalated prices are calculateder the rulesising a twelve month rolling average price from the first
business day of each monthny capital costs in excess of the ceiling must be permanently written down. Low oll
and gas prices at December 31, 2008 and March 31, 2009 led to $473.1 and $50.0 miliashnafteitax write
downs of our oil and gas propexsi respeotely. If oil and gas prices decliria the future to the degresuch that
we incur additional capital costs on oil and gas properties and add proved reserves, we may be required to record
further writedowns of our oil and gas properties ibsequent periods.

Our oil and natural gas exploration and production business involves high risks and we may suffer unin
losses.

These risks include blowouts, explosions, adverse weather effects and pollution and other environmental
damage, any ofvhich could result in substantial losses to the Company due to injury or loss of life, damage to or
destruction of wells, production facilities or other property, clepnmesponsibilities, regulatory investigations and
penalties and suspension of opemasi. Although the Company currently maintains insurance coverage that it
considers reasonable and that is similar to that maintained by comparable companies in the oil and gas industry, it is
not fully insured against certain of these risks, such as dsssimterruption, either because such insurance is not
available or because of the high premium costs and deductibles associated with obtaining such insurance.

Our level of debt could reduce our financial flexibility.
As of DecembeB1, 2.0, our totaldebtcomprised approximatel§5% of our total capitalization. Although our

bank credit facility and indentures limit our ability and the abitityour restricted subsidiaries to incur additional
indebtedness, we will be permitted to incur significant tolail indebtedness, including secured indebtedness, in
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the future if specified conditions are satisfied. Higher levels of indebtedness could negatively affect us by requiring
us to dedicate a substantial portion of our cash flow to the payment of ingarddimiting our ability to obtain
financing or raise equity capital in the future.

If we cannot replace our reserves, our revenues and financial condition will suffer.

Unless we successfully replace our reserves, ourtiermy production will declia, which could result in lower
revenues and cash flow. When oil and natural gas prices decrease, our cash flow decreases, resulting in less
available cash to drill and replace our reserves and an increased need to draw on our bank credit facilityeEven if
have the capital to drill, unsuccessful wells can hurt our efforts to replace reserves. Additionally, lower oil and
natural gas prices can have the effect of lowering our reserves estimates and the number of economically viable
prospects that we have daill.

Drilling wells is speculative and capital intensive.

Developing and exploring properties for oil and natural gas requires significant capital expenditures and
involves a high degree of financial risk, including the risk that no commerciallyugtiod oil or natural gas
reservoirs will be encountered. The budgeted costs of drilling, completing, and operating wells are often exceeded
and can increase significantly when drilling costs rise. Drilling may be unsuccessful for many reasons, including
titte problems, weather, cost overruns, equipment shortages, and mechanical difficulties. Moreover, the successful
drilling or completion of an oil or natural gas well does not ensure a profit on investment. Exploratory wells bear a
much greater risk of lasthan development wells.

We may incur substantial losses and be subject to substantial liability claims as a result of our oil an
natural gas operations.

We are not insured against all risks. Losses and liabilities arising from uninsured and urettexsats could
materially and adversely affect our business, financial condition, or results of operations. Our oil and natural gas
exploration and production activities are subject to all of the operating risks associated with drilling for and
producingoil and natural gas, including the possibility of:

AHurricanestropical stormsr other natural disasters

Aenvironmental hazards, such as uncontrollable flows of oil, natural gas, brine, well fluids, toxic gas, or
pollution into the envonment, including groundwater and shoreline contaminate

Aabnormally pressured formations;

Amechanical difficulties, such as stuck oil field drilling and service tools and casing collapse;

Afires and explosions;

Apersonal injuries and deatind

Any of these risks could adversely affect our ability to conduct operations or result in substantial losses. We
may elect not to obtain insurance if we believe that the cost of available insurance is excessive retatisiek® t
presented, as is the case in our declining business interruption insurance following the hurricanes in 2005. In
addition, pollution and environmental risks generally are not fully insurable. If a significant accident or other event
occurs and isat fully covered by insurance, it could adversely affect our financial condition.

Substantial acquisitions or other transactions could require significant external capital and could cha
our risk and property profile.

To finance acquisitions, we manged to substantially alter or increase our capitalization through the use of our
bank credit facility, the issuance of debt or equity securities, the sale of production payments, or by other means.
These changes in capitalization may significantly affeat risk profile. Additionally, significant acquisitions or
other transactions can change the character of our operations and business. The character of the new properties may
be substantially different in operating or geological characteristics or gdigrigration than our existing
properties. Furthermore, we may not be able to obtain external funding for any such acquisitions or other
transactions or to obtain external funding on terms acceptable to us.

Reserves on acquired properties may not meetexpectations, and we may be unable to identify liabilitie:
associated with acquired properties or obtain protection from sellers against associated liabilities.
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Property acquisition decisions are based on various assumptions and subjective judgihantssiteculative.
Although available geological and geophysical information can provide information about the potential of a
property, it is impossible to predict accurately a proc
difficulty integrating future acquisitions into our operations, and they may not achieve our desired profitability
objectives. Likewise, as is customary in the industry, we generally acquire oil and natural gas acreage without any
warranty of title except through thieansferor. In many instances, title opinions are not obtained if, in our judgment,
it would be uneconomical or impractical to do so. Losses may result from title defects or from defects in the
assignment of leasehold rights. While our current operatimgramarily in Louisiana and Texas, we may pursue
acquisitions of properties located in other geographic areas, which would decrease our geographical concentration,
and could also be in areas in which we have no or limited experience.

In addition, our asessment of acquired properties may not reveal all existing or potential problems or liabilities,
nor will it permit us to become familiar enough with the properties to assess fully their capabilities and deficiencies.
In the course of our due diligenage may not inspect every well, platform, or pipeline. Inspections may not reveal
structural and environmental problems, such as pipeline corrosion or groundwater contamination. We may not be
able to obtain contractual indemnities from the seller for ligslthat it created. We may be required to assume the
risk of the physical condition of acquired properties in addition to the risk that the properties may not perform in
accordance with our expectations.

Prospects that we decide to drill may not yieltior natural gas in commercially viable quantities.

There is no way to predict in advance of drilling and testing whether any particular prospect will yield oil or
natural gas in sufficient quantities, if at all, to recover drilling or completiors @ysto be economically viable. 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 whether oil or natural gas will be present. We cannot assure ydhetha
analogies we draw from available data from other wells, more fully explored prospects, or producing fields will be
applicable to our drilling prospects. In addition, a variety of factors, including geological and -nedaked, can
cause a well todrome uneconomical or only marginally economical. For example, if oil and natural gas prices are
much lower after we complete a well than when we identified it as a prospect, the completed well may not yield
commercially viable quantities.

In many instarces, title opinions on our oil and gas acreage are not obtained if in our judgment it v
be uneconomical or impractical to do so.

As is customary in the industry, we generally acquire oil and natural gas acreage without any warranty of title
except aso claims made by, through, or under the transferor. Although we have title to developed acreage examined
prior to acquisition in those cases in which the economic significance of the acreage justifies the cost, there can be
no assurance that losses widlt result from title defects or from defects in the assignment of leasehold rights.

Our use of oil and natural gas price hedging contracts involves credit risk and may limit future rev
from price increases and expose us to risk of financial loss.

We enter into hedging transactions for our oil and natural gas production to reduce exposure to fluctuations in
the price of oil and natural gas, primarily to protect against declines in prices, although we typically enter into only
shortterm hedges covimg less than 50% of our anticipated production, which limits the price protection they
provide. Our hedges at yeand 2010 consisted of natural gas price floors with strike prices ranging between $3.77
and $4.30. Our hedging transactions have alsoritatly consisted of financially settled crude oil and natural gas
forward sales contracts with major financial institutions as well as crude oil price floors. We intend to continue to
enter into these types of hedging transactions in the foreseeahle fhen appropriate. Hedging transactions
expose us to risk of financial loss in some circumstances, including if production is less than expected, the other
party to the contract defaults on its obligations, or there is a change in the expected diffesnteen the
underlying price in the hedging agreement and actual prices received. Hedging transactions other than floors may
limit the benefit we would have otherwise received from increases in the price for oil and natural gas. Additionally,
hedging tansactions other than floors may expose us to cash margin requirements.

We may have difficulty competing for oil and gas propertieguipmentsupplies oilfield services, and traine
and experienced personnel

We operate in a highly competitive erarment, competing with major integrated and independent energy
companies for desirable oil and natural gas properties, as well as for the equipment, labor, and materials required to
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develop and operate such properties. Many of these competitors haveafirmmt technological resources
substantially greater than ours. The market for oil and natural gas properties is highly competitive and we may lack
technological information or expertise available to other bidders. We may incur higher costs or beousadpléré

and develop desirable properties at costs we consider reasonable because of this confsetiomand increases

for equipment, services, and personnel, we may experience increased costs and various shortages and may not be
able to obtain theetessary oilfield services and trained personnel.

Our business depends on oil and natural gas transportation facilities, some of which are owned by othe

The marketability of our oil and natural gas production depends in part on the availabilityniprorand
capacity of pipeline systems owned by third parties. The unavailability of or lack of available capacity on these
systems and facilities could result in the simubf producing wells or the delay or discontinuance of development
plans for propdies. Although we have some contractual control over the transportation of our product, material
changes in these business relationships could materially affect our operations. Federal and state regulation of oil and
natural gas production and transpadiaf tax and energy policies, changes in supply and demand, pipeline
pressures, damage to or destruction of pipelines and general economic conditions could adversely affect our ability
to produce, gather and transport oil and natural gas.

Governmental law and regulations are costly and stringent, especially those relating to environmental
protection.

Our exploration, production, and marketing operations are subject to complex and stringent federal, state, and
local laws and regulations governing thecti@rge of substances into the environment or otherwise relating to
environmental protection. These laws and regulations affect the costs, manner, and feasibility of our operations and
require us to make significant expenditures in our efforts to compijur€ao comply with these laws and
regulations may result in the assessment of administrative, civil, and criminal penalties, the imposition of
investigatory and remedial obligations, and the issuance of injunctions that could limit or prohibit ouolpelrat
addition, some of these laws and regulations may impose joint and several, strict liability for contamination resulting
from spills, discharges, and releases of substances, including petroleum hydrocarbons and other wastes, without
regard to faultor the legality of the original conduct. Under such laws and regulations, we could be required to
remove or remediate previously disposed substances and property contamination, including wastes disposed or
released by prioowners or operations. Changes ar additions to environmental laws and regulations occur
frequently, and any changes or additions that result in more stringent and costly waste handling, storage, transport,
disposal, or cleanup requirements could have a material adverse effect permatioas and financial position.

Climate change legislation and regulatory initiatives could result in increased compliance eostseduced
demand for the oil and natural gas we produce.

Recent scientific studies have suggested that emissions aficett gas e s, commonly referre
gaseso or AGHGs, 6 and including carbon dioxide and me
at mosphere and ot her climatic changes. I n December 2 (

contribute findingd for greenhouse gases under section
adopt rules under the CAA that directly regulate greenhouse gases. Accordingly, the EPA has adopted regulations
that would require a reduction missions of greenhouse gases from motor vehicles and could trigger permit
review for greenhouse gas emissions from certain stationary sources. In addition, in October 2009, the EPA
published a final rule requiring the reporting of greenhouse gas ensissam specified large greenhouse gas

emission sources in the United States beginning in 2011 for emissions occurring in 2010 and, most recently, on
November 8, 2010, adopted amendments to this rule expanding the existing greenhouse gas monitoring and
repating rule to include onshore and offshore oil and natural gas production facilities and onshore oil and natural

gas processing, transmissions, storage and distribution facilities, beginning in 2012 for emissions occurring in 2011.

In addition, both houseof Congress have actively considered legislation to reduce emissions of GHGs,
primarily through means of a cap and trade program that would require either major sources of emissions or major
producers of fuels to acquire and surrender emission allowandtdsthe number of allowances available for
purchase reduced each year until the overall greenhouse gas emission reduction goal is achieved. More than one
third of the states (but not currently including Louisiana or Texas) either individually or thrmulihstate
initiatives already have begun implementing legal measures to reduce or report upon emissions of greenhouse gases.
Any adoption of legislation or new regulations imposing reporting obligations upon, or limiting emissions of
greenhouse gasesofn, our equipment and operations could adversely impact our business, result in increased
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compliance costs or additional operating restrictions, and have an adverse effect on demand for the oil and natural
gas we produce

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

Legislation introduced in Congress | ast yeaidcacall ed
Act, 0 or AFRAC Act, o0 would repeal an exemption in t
underground injection of hydraulic fracturing fluids near drinking water sources. Hydraulic fracturing is an
important and commonly used process tlie completion of natural gas, and to a lesser extent, oil wells in shale
formations, and involves the pressurized injection of water, sand and chemicals into rock formations to stimulate
natural gas production. If enacted, the FRAC Act could resultiditianal regulatory burdens such as permitting,
construction, financial assurance, monitoring, recordkeeping, and plugging and abandonment requirements. The
FRAC Act also proposes requiring the disclosure of chemical constituents used in the fracaoess po state or
federal regulatory authorities, who would then make such information publicly available and make it easier for third
parties opposing the hydraulic fracturing process to initiate legal proceedings based on allegations that specific
chemials used in the fracturing process could adversely affect groundwater. The EPA also has commenced a study
of the potential adverse effects that hydraulic fracturing may have on water quality and public health. In addition,
various state and local governntemmre considering increased regulatory oversight of hydraulic fracturing through
additional permit requirements, operational restrictions, disclosure of chemicals used in the fracturing process, and
temporary or permanent bans on hydraulic fracturingeimai environmentally sensitive areas such as watersheds.

The adoption of the FRAC Act or any other federal or state laws or regulations imposing disclosure obligations on,
or otherwise limiting, the hydraulic fracturing process could make it more difftcomplete natural gas wells in
shale formations, increase our costs of compliance, cause delays in permitting, and adversely affect our business

Recent attention to the use of diesel fuel in hydraulic fracturing could intensify EPA regulation uriler
Safe Drinking Water Act

The Safe Drinking Water Act, as amended, currently excludes hydraulic fracturing fromeg&Ation so long
as no diesel fuel is used in the fracturing process. Recent Congressional investigations have shown that despite the
absence of permits being issued for diesel fuel use in fracturing, a number of companies have acknowledged
incorporatirg diesel fuel into their fracturing fluids. Should the EPA decide that companies using diesel fuel in
fracturing operations are in violation of the Safe Drinking Water Act, penalties could be imposed on those
companies, possibly retroactive in nature.h&@mced EPA regulation of fracturing could impose additional costs on
the operations of the Company, alter the effectiveness of fracturing as currently conducted, and alter development
plans using the fracturing processhe vendors which the Company contracts wdth notcurrently use diesel fuel
in their fracturing fluids

Environmental Regulations

Our exploration, production, and marketing operatiares subject to complex and stringdetleral, state, and
local laws and regulations governing the discharge of substances into the environment or otherwise relating to
environmental protection. These laws and regulations may require the acquisition of a permit by operators before
drilling commences, prohibit drilling activities on certain lands lying within wilderness areas, wetlands, and other
ecologically sensitive and protected areas, and impose substantial remedial liabilities for pollution resulting from
drilling operations. Failure tootnply with these laws and regulations may result in the assessment of administrative,
civil, and criminal penalties, the imposition of significant investigatory or remedial obligations, and the imposition
of injunctive relief that limits or prohibits ourperations. Changes in environmental laws and regulations occur
frequently, and any changes that result in more stringent and costly waste handling, storage, transport, disposal, or
cleanup requirements could materially adversely affect our operationghandiél position, as well as those of the
oil and gas industry in general. While we believe that we are in substantial compliance with current environmental
laws and regulations and have not experienced any material adverse effect from such compliendg, nitn
assurance that this trend will continue in the future.

We currently own or lease, and have in the past owned or leased, numerous properties in connection with our
operations that have been used for the exploration and production of oil aral gasifor many years. Although
we have used operation and disposal practices that were standard in the industry at the time, petroleum hydrocarbons
or other wastes may have been disposed or released on or under the properties owned or leased bywsler on o
other locations where such wastes have been taken for disposal. In addition, many of these properties have been
operated by third parties whose treatment and disposal or release of petroleum hydrocarbons or other wastes was not
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under our control. fiese properties and the wastes disposed thereon or away from could be subject to stringent and
costly investigatory or remedial requirements under applicable laws, some of which are strict liability laws without
regard to fault or the legality of the onigil conduct, including the federal Comprehensive Environmental Response,

Compensati on, and Liability Act, al so known as ACERC
Conservation and Recovery Act or f RG&RMAIrdctthe fedefaledd er a | C
Pollution Act or AOPA, 0 and anal ogous state | aws. Unde

required to remove or remediate previously disposed wastes (including wastes disposed of or released by prior
owners or operators) or property contamination (including groundwater contamination), to perform natural resource
mitigation or restoration practices, or to perform remedial plugging or closure operations to prevent future
contamination. In addition, it is hancommon for neighboring landowners and other third parties to file claims for
personal injury or property damages allegedly caused by the release of petroleum hydrocarbons or other wastes into
the environment.

Our operationsn Louisiana state wateese subject to OPA, which imposes a variety of requirements related to
the prevention of ail spills, and liability for damages resulting from such spills in United States waters. The OPA
imposes strict, joint and several liability on responsible partie®ifaremoval costs and a variety of public and
private damages, including natural resource damages. Liability limitgafier basedacilities in Louisianarequire a
responsible party to pay all removal costs, plus up to $75 million in other damages.li@b#iy limits do not
apply, however, if the spill was caused by gross negligence or willful misconduct of the party, if the spill resulted
from violation of a federal safety, construction or operation regulation, or if the party fails to reportlitioe sp
cooperate fully in any resulting cleanup. The OPA also requires a responsible party to submit proof of its financial
ability to cover environmental cleanup and restoration costs that could be incurred in connection with an oil spill.
We believe oupperations are in substantial compliance with OPA requirements.

United States Federal and State Regulation of Oil and Natural Gas

The transportation and certain sales of natural gas in interstate commerce are heavily regulated by agencies of
the federabovernment and are affected by the availability, terms and cost of transportation. The price and terms of
access to pipeline transportation are subject to extensive federal and state regulation. The Federal Energy Regulatory
Commi ssi on ( A F HyR@®popingiarsd implenmentingnnavarules and regulations affecting the natural
gas i ndustry, mo st notably interstate natur al gas tr.
jurisdiction. The stated purpose of many of these regulatory chasgegpiomote competition among the various
sectors of the natural gas industry. Some recent FERC proposals may, however, adversely affect the availability and
reliability of interruptible transportation service on interstate pipelines.

Our sales of crudeil, condensate and NGLs are not currently subject to FERC regulation. However, the ability
to transport and sell such products is dependent on certain pipelines whose rates, terms and conditions of service are
subject to FERC regulation.

Since December@7, Congress has passed the Energy Independence and Security Act of 2007, the Energy
Economic Stabilization Act of 2008, and the American Recovery and Reinvestment Act of 2009, each of which
contains various provisions affecting the oil and gas indusitiyr@lated tax provisions. In future periods, Congress
may decide to revisit legislation introduced in prior sessions to repeal existing incentives or impose new taxes on the
exploration and production of oil and natural gas, and/or create new incefotivaternative energy sources. If
enacted, such legislation could reduce the demand for and uses of oil, natural gas and other minerals and/or increase
the costs incurred by the Company in its exploration and production activities, which could affecd tmep a ny 6 s
revenues, costs, and profits.

Production of any oil and natural gas by us will be affected to some degree by state regulations. Many states in
which we operate have statutory provisions regulating the production and sale of oil and naturell\gfisg
provisions regarding deliverability. Such statutes, and the regulations promulgated in connection therewith, are
generally intended to prevent waste of oil and natural gas and to protect correlative rights to produce oil and natural
gas betweewowners of a common reservoir. Certain state regulatory authorities also regulate the amount of oil and
natural gas produced by assigning allowable rates of production to each well or proration unit, which could restrict
the rate of production below the eathat a well would otherwise produce in the absence of such regulation. In
addition, certain state regulatory authorities can limit the number of wells or the locations where wells may be
drilled. Any of these actions could negatively affect the amoutitmang of revenues.

Item 1B. Unresolved Staff Comments
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None.
Glossary of Abbreviations and Terms
The following abbreviations and terms have the indicated meanings when used in this report:

ASCd Accounting Standards Codification

Bbl & Barrel or barels of oil.

Bcf 8 Billion cubic feet of natural gas.

Bcfed Billion cubic feet of natural gas equivalent (see Mcfe).

Boed Barrels of oil equivalent.

Condensated Liquid hydrocarbons that are found in natural gas s\efid condense when brought to thell
surface. Condensate is used synonymously with oil.

Developed Oil andGas Reserve®d Oil and natural gas reserves of any categbgt can be expected to be
recovered through existing wells with existing equipment and operating methods.

Development Well 8 A well drilled within the proved area of an oil or natural gas reseiteothe depth of a
stratigraphic horizon knomto be productive

Discovery Costd With respect to proved reserves, a thyear average (unless otherwise indicated) calculated b
dividing total incurred exploration and development costs (exclusive of future development costs) by net reserves
added during the period through extensions, discoveries, and other additions.

Dry Well 8 An exploratory or development well that is not agucing well.

EBITDA & Earnings before interest, taxes, depreciation, depletion and amortization

EBITDAX 0 Earnings before interest, taxes, depreciation, depletion and amortization, and exploration expenses
Since SwiftEnergyuses fullcost accountingdr oil and property expenditures, as noted in footnote one of the
accompanying consolidated financial statements, exploration expenses are not applicableEioeSyyift

Exploratory Well 8 A well drilled to find a new field or to find a new reservoir iffield previously found to be
productive of oil or natural gas in another resenvoir

FASB d The Financial Accounting Standards Board.

Gross Acred An acre in which a working interest is ownddhe number of gross acres is the total number of acres
in which a working interest is owned.

Gross Welld A well in which a working interest is owned. The number of gross wells is the total number of wells
in which a working interest is owned.

MBbl 8 Thousand barrels of oil.

MBoed Thousand barrels of oil equivaken

Mcf 8 Thousand cubic feet of natural gas.

Mcfe 8 Thousand cubic feet of natural gas equivalent, which is determined using the ratio of one barrel of oil,
condensate, or natural gas liquids to 6 Mcf of natural gas.

MMBDbI & Million barrels of oil.

MMBoe d Million barrels of oil equivalent.

MMBtu & Million British thermal units, which is a heating equivalent measure for natural gas and is an alternate
measure of natural gas reserves, as opposed to Mcf, which is strictly a measure of natural gas volicalgs. Typ
prices quoted for natural gas are designated as price per MMBtu, the same basis on which natural gas is contracted
for sale.

MMcf 6 Million cubic feet of natural gas.

MMcfe @ Million cubic feet of natural gas equivalent (see Mcfe).

Net Acred A netacre is deemed to exist when the sum of fractional working interests owned in gross acres equals
one. The number of net acres is the sum of fractional working interests owned in gross acres expressed as whole
numbers and fractions thereof.

Net Well 8 A net well is deemed to exist when the sum of fractional working interests owned in gross wells equals
one. The number of net wells is the sum of fractional working interests owned in gross wells expressed as whole
numbers and fractions thereof.

NGL & Naturalgas liquid.

Producing Well 8 An exploratory or development well found to be capable of producing either oil or natural gas in
sufficient quantities to justify completion as an oil or natural gas well.

Proved Oil and Gas Reserved Thosequantities of oil ad gas, which, by analysis of geoscience and engineering
data, can be estimated with reasonable certainty to be economically producible from a given date forward, from
known reservoirs, and under existing economic conditions, operating methods, and govesgulations For
reserves calculations on or after December 31, 2009, economic conditions include prices beitleer dhe
preceding 1Znont hs 6 average price based on closing prices
existing contactual arrangements
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Proved Undeveloped (PUD) Location® A location containing proved undeveloped reserves.

PV-10 Value 8 The estimated future net revenues to be generated from the production of proved reserves
discounted to present valusing an annal discount rate of 10%. These amounts are calculated net of estimated
production costs and future development costs, using po@ssdon either the preceding 48ont hsé aver ag
price based on closing prices on the first day of each month, or pricesedidiy eisting contractual
arrangementswithout escalation and without giving effect to ramoperty related expenses, such as general and
administrative expenses, debt service, future incomesxpense, or depreciation, depletion, and amortization.

PV-10 Valueisa nolcAAP measure and its wuse i s -@ixapdNatural&as under
Reserveso abowk in this Form 10

Undeveloped Oil and Gas Reserved Oil and natural gas reserved any categorythat are expected to be
recovered fom new wells on undrilled acreage or from existing wells where a relatively major expenditure is
required for recompletiof.

Notes to Abbreviations and Terms Above

The Regulation & definitions below refer to the revised definitions effective Janta010.

1. This is only an abbreviated definition. Pl ease r
this term at Rule-40(a)(6) of Regulation-X.

2. This is only an abbreviated definition. Please refer to Securities and ExchangenC s si ondés def i ni
this term at Rule-40(a)(13) of Regulation-X.

3. This is only an abbreviated definition. Pl ease r
this term at Rule-4.0(a)(22) of Regulation-&.
4. Thisisonlyandbr evi at ed definition. Pl ease refer to Secur

this term at Rule-4.0(a)(31) of Regulation-&.

Item 3. Legal Proceedings
No material legal proceedings are pending other than ordinary, routine litigation and itleidental to our

business. We have further discussed our New Zealand litigation in footnote 8 of the notes to consolidated financial
statements (fADiscontinued Operationso)

Item 4. Submission of Matters to a Vote of Security Holders

No matters wersubmitted during the fourth quarter2@10to a vote of security holders.
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PART Il

Item 5. Market for Registranté Common Equity, Related Stockholder Matters and Issuer Purchases of
Equity Securities

Common Stock,200 and 2010

Our common stock is aded on the New York Stock Exchange under the syiiBBl .0 The high and low
guarterlyclosingsales prices for the common stock 309 and2010 were as follows

200 2010
First Second Third Fourth First Seond Third Fourth
Quarter Quarter Quarter Quarter Quarter Quarter Quarter Quarter
Low $4.95 $7.46 $13.09 $20.88 $24.52 $26.17 $24.94 $27.99
High $21.23 $19.38 $25.61 $25.43 $33.55 $38.17 $29.55 $40.83

Since inception, no cash dividends have been declared on our common stock. Cash diviEleadsicted
under the terms of our credit agreements, as discussed in Note 4 to the consolidated financial statements, and we
presently intend to continue a policy of using retained earnings for expansion of our business.

We hadapproximately 83 stod&holdersof recordas of Decembe3l, 2010.

Stock Repurchase Table

The following table summarizes repurchases of our common stock occurring durfagrthguarter of2010:

Approximate Dollar
Value of Shares tha

Total Number of May Yet Be

Shares Purchased a Purchased
Total Number Part of Publicly Under the Plans or

of Shares Average Price  Announced Plans Programs

Period Purchased Paid Per Share or Programs (in thousands)

10/01/10i 10/31/10* 529 $32.14 $---
11/01/10i 11/30/10* 983 $33.25
12/01/10i 12/3110* 77 $40.15
Total 1,589 $33.21 $---

(1) These shares were withheld from employees to satisfy tax obligations arising upon the vesting of restricted she

Equity Compenation Plan Information

The table summarizing information regarding the number of shares of our common stock that are available for
issuance under all of our existing equity compensation plans as of December 31, 2010 is located in Note 6 of Notes
to Consaldated Financial Statements.
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Share Performance Graph

The following Share Performance Graph shall not be deemedfmligting materiab or to befifiledo with the
Securities and Exchange Commission, nor shall such information be incorporated rbgcesfto any future
filings under the Securities Act of 1933 SecuritiesExchange Act of 1934, each as amended, except to the extent
that the Company specifically incorporates it by reference into such filing.

COMPARISON OF § YEAR CUMULATIVE TOTAL RETURN"

Among Swift Energy Company, the S&P 500 Index
and the Dow Jones US Exploration & Production Index
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=5100 invesied on 12/31/05 in stock orindes, including reinvestment of dividends.
Fiscal yearending Decembar31.

CopyrghtE& 2010 5&P, a division of The McGraw-Hill Companies Inc. Allnghtsresened.
Copyrght22010 Dow Jones & Co. All ights resarved.
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Item 6. Selected Financial Data
(inthousands except per share and well amounts)
Total Revenues from Continuina Operations (1)

Income (Loss)from Continuina Operations, Before Income
Taxes and Chame in Accounting Principle (1)

Income (Loss)from Continuing Operations (1)

Net Cash Provided by Operating Activities-
Continuing Operations

Per Share and Share Data
Weighted Average Shares Outstanding(1)
Earnings per Shardasic(1)
Earnings per Shard®iluted(1)
Shares Outstanding at Yeand
Book Value per Share at Ye&nd
Market Price
Hiah
Low
YearEnd Close

Assets
Current Assets
Property & Equipment, Net of Accumulated
Depreciation, Depletion, and Amortization
Total Assets

Liabilities
Current Liabilities
Lona-Term Debt
Total Liabilities

Stockhol dersé Eaquity

Number of Domestic Employees

Domestic Producina Wells
Swift Operated
Outside Operated
Total Domestic Producina Wells

Domestic Wells Drilled (Gross)

Domestic Proved Reserves
Natural Gas (Bcf)
Oil Reserves (Boe)
NGL Reserve$MBoe)
Total Domestic Proved Reserves (MMBoe equivalent)

Domestic Production (MMBoe equivalent)

Domestic Average Sales Price2f
Natural Gas (per Mafroduced
Natural Gas Liquids (per barrel)
Qil (per barrel)

Boe Equivalent

201C 200¢ 200¢
$438,42¢ $370,44! $820,81!
$74,30¢ ($64.617  ($412,759
$46,47¢ ($39.076°  ($257,130
$258,99¢ $226,17¢ $58,027
38,30C 33,59/ 30661
$1.1¢ ($1.16) ($8.39)
$1.18 ($1.16' ($8.39)
41,99¢ 37,457 30,86¢
$20.9¢ $18.12 $1947
$40.8: $25.61 $67.0%
$24.52 $4.9¢ $15.3(
$39.1¢ $23.9¢ $16.81
$160,81° $108,60C $78,08¢€
$1,572,84" $1,31596.  $1,431,447
$1,746,37"  $1434,76F  $1,517,28¢
$162,78° $103,60:¢ $153,49¢
$471,62: $471,39° $580,70(
$866,35¢ $755,86¢ $916.411
$880,01° $678,89¢ $600,877
292 295 334
1,212 1,14¢€ 1,16¢€
119 148 159
1.331 1.294 1.327

56 20 126

423.0 290.€ 2924
393 44.5 49.7
23.0 200 180
1328 112.¢ 116.4
8.3 9.1 10.C
$3.9€ $3.4¢€ $8.54
$42.44 $31.3¢€ $57.1¢
$79.4 $60.0% $101.3¢
$52.42 $41.0¢ $79.00

2007
$654,12:

$244,55¢
$152,58¢

$442,28;

29,98
$5.0¢
$4.9¢

30,17¢

$27.7C

$47.72
$35.9¢
$44.02

$199,95(

$1,760,19!
$1,969,05:

$210,16:
$587,00(
$1,132,99°

$836,05¢
298

1,091
127
1.21¢€

69

343.€
58.3
18.2
133.€

10.6

$6.42
$49.7z
$71.92
$61.4¢

200¢€
$550,83¢

$248,30¢
$151,07-

$383,24:

29,26¢
$5.1¢€
$5.0¢
29,74
$26.8¢

$51.8¢
$35.4¢
$44.81

$83,78!

$1,239,72.
$1,585,68.

$145,47:
$381,40(
$787.76!

$797,91°
272

926
112
1,03¢

55

269.7
62.0
11t

118.4

9.4

$6.44
$38.7(
$64.2¢
$56.89

lAmounts have been retroactivelgjustedn all periods presented to give recognition &):discontinued operations related to fade of our New Zealand oil & gas
assetsand b) the conversion of production and reserves volutneBoe basis

2These prices do not include the effects of our hedging actiwties ¢ h

operations The hedge adjustegtices are detailed n t h e

wer e
i Ma ncawgsesmieanrt 6asndiAsnal ysi s

Form 10K. Natural @s sales prices represents the amount realized per MCF of production.

28

r erciosrkd enda ni ang efinfPernitc ea n d

of

ot Istatementsrok t O
Financi al

on
Condition

t

he
an



Item 7. Managements Discussion and Analysis of
Financial Condition and Resuts of Operations

You should read the following discussion and analysis in conjunction with our financial information and our
audited consolidated financial statements and accompanying notes for the years ended DeceR 3008,
and 20@ included wih thisreport. Unless otherwise noted, both historical information for all periods and forward
l ooking information provided in this Managementoés Dis
operations located in the United States, and excluigsNew Zealand discontinued operation$he following
information contains forwardookings t at e ment s ;-L s @l i ridg o $dwaageobtmsrepoit

Overview

We are an independent oil and natural gas company formed in 1979, and wgagedein the exploration,
development, acquisition and operation of oil and natural gas properties, with a focus on our reserves and production
from our Texas properties as well as onshore and inland watkosiisfana We are one of the largest prodisef
crude oil in the state of Louisianand hold a large acreage positiniTexasprospective for liquidsich Eagle Ford
shaleand Olmos tight sands developmei@il production accounted for 47% of our 2010 productaa 71% of
our oil and gaseverues and combinegbroduction for botho i | and natur al gas liquids (
our 2010 productioand 82% of our oil and gas saleEhis emphasis has allowed us to benefit from better margins
for oil production than natural gas productiduring 2010.

2010 Highlights

Increases in Earnings and Cash FlovDur yearto-yearincome from continuing operationscreased by $85.6
million andcash provided by operating activitieereased by $32.8 million, as oil and NGL prices received i©201
were 32% and 35% higher, respectively, than the average prices we received ,iwBil®%atural gas prices
increased 14% in 2010.

Improved Liquidity at YeaEnd 2010. In November 2010, we raised $140.1 million net through an underwritten
public stockoffering of 4.0 million shares of our common stock at a price of $36.60 per share. This followed an
equity offering in the third quarter of 2009 when we raised $108.8 million net in the sale of 6.21 million shares of
our common stock at a price of $18/5€r share. Taken together with $300.0 million of borrowing capacity under
our credit agreement at December 31, 2010, our improved liquidity provides capital, if needed, for our expanded
2011 drilling program.

Increased Reserve¥.earend 2010 total pneed reserves increased 18%, or 1MBoe over reserves quantities at
December 31, 2009, with a yeand 20D PV-10 value increasing by approximately $480lion to $1.8 billion.

South Texas Drilling During 2010 we drilled 32 horizontal wells and ardiéidnal 6 vertical wells helping us
evaluate Eagle Ford and OImos acreage positions in our South Texas ayemrefid our South Texas core area
surpassed Southeast Louisiana in teahdoth production and proven reserves. We also entetedangterm
agreement with a major industry service provider for South Texas, securing access to fracing services at competitive
prices for a tweyear period.

Shareholder ReturnWe had annual shareholder return during 2010 of 63%.

Development Joint \igures. Over the last 15nonths we have entered into joint venture agreements with large
independent oil and gas producers covering acreage in both our AWP and Burr Ferry fields, allowing us to both
monetize a portion of our significant acreage positinsluding a 26,000 acre portion of our Eagle Ford Shale
acreage in McMullen County, Texas) and share costs of development drilling in these fields in order to accelerate
their development.

2011 Objectives

In 2011, we are focused on accelerating owepaf development in South Texas, improving our results through
more efficient execution and exploiting other areas of our asset base. Our exposure to liquids rich production growth
in South Texas, our oil production in South Louisiana, our growing lelisebmeage in the Austin Chalk and our

deep exploration prospect inventory along the Gulf Coast together provide a uniquely positioned resource portfolio
for investors to evaluatéor 2011, weare targetingan increase in production volumes2i% to 30% over 2010
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levels andreservegrowth of15% to 20% over 2010 levelsThe Company has also begun to explore entering into
select joint venture arrangements to help accelerate the drilling and development of particular fields.

Resuts of Operations
Summary Prior Year Comparison

In 2010 we had revenues of $438.4 million, an increase of 18% compared to 2009 levels. Our weighted average
sales price received increased 28% to $52.42 per Boe for 2010 from $41.05 per Boe in 20098.Thisilkén
increase in revenues from 2009 levels was due to higher oil, natural gas, and NGL prices during 2010, offset
somewhat by an 8% decrease in production mainly due to natural declines in our Southeast Louisiana fields.

Our overall costs and expees decreased in 2010 by $70.9 million when compared to 2009, Ibueleere
higher on a Boe basiss dhe 2009 period included a roash writedown of our oil and gas properties of $79.3
million in the first quarter. Depreciation, depletion and amatitin expense decreased 2%, mainly due to higher
reserves volumes and lower production when compared to the 2009 period, partially offset by a higher depletable
property base in the 2010 period. Lease operating costs increased by 7% due to higher wosknveatural gas
processing costs, and saltwater disposal costs. Severance and othielctaased 11% mainly due to increased oil
and gas revenues.

Our net income for 2010 w&gl6.3 million, whileour net loss in 2009 was $39.3 million.
Revenues

2010. Our revenues in 2010 increased 182 compared to revenues in 2009 duéhigheroil and gas prices
after taking into account decreased production. Average oil prices that we received were 32% higher than those
received during 2009, while natural garices were 14% higher, and NGL prices were 35% higher.

2009. Ourrevenuesn 2009 dereasedy 55% comparetb revenues i2008primarily due to lower oil and gas
prices as oil,natural gas, and NGL prices we received in 2009 were 41%, 59%, and 48% legpectively, than
the average prices we receivegear earlier

2008. Our 2008 production was adversely affected by Hurricanes Gustav and lke. As a result of these
hurricanes, approximately 0.8 WBoe of production was shit during 2008 predomindly in Soutleast
Louisiana All of this shutin production was brought online in 2009.

Crude oil production was7% of our production volumes in 2, 48% in 20®, and54% in 20@. Natural gas
production wa89% of our production volumes i801Q 3% in 2009, and34% in 2008 The remaining production
in each year was from natural gas liquids (NGLS).

Our properties are divided into the following four core areas, each of which includes the fields listed:

A South Texas
- Olmos
AWP
Sun TSH
Las Tiendas

- Eagk Ford
Hawkville AWP
Hawkville Artesia Wells
Hawkville Fasken

A Southeast Louisiana
Lake Washington
Bay de Chene

A Central Louisiana/East Texas

Brookeland
South Bearhead Creek
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Masters Creek
Burr Ferry

A South Louisiana
Horseshoe Bayou/Bayou I8a
Jeanerette
Cote Blanche Island

The following table provides information regarding the changes in the sources of our oil and gas production and
volumes for the years ended December 31020009, and 208

Core Areas Oil and Gas Sales (In Milliors) Net Oil and GasProduction Volumes (MBoe)
2010 2009 2008 2010 2009 2008
S. E. Louisiana $246.2 $232.5 $486.4 3,706 4,782 5,323
South Texas 120.4 77.4 158.6 3,235 2,721 2,793
Central Louisiana / ETexas 40.4 37.0 84.7 738 864 1,034
South Louisiana 29.0 24.1 61.6 628 660 850
Other 0.6 0.7 2.6 23 28 49
Total $436.6 $371.7 $793.9 8,330 9,055 10,049

2010 Revenues Breakdown. Oil and gas sales 19 &creasedoy 17%, or $4.9 million, from the level of
those revenues for 200 and our net production volumes inl1®0decreased by%, or 0.7 MMBoe, over net
production volumes in 2@ Average prices for oiincreasedo $79.45per Bbl in 2A0 from $0.07 per Bbl in
200. Average natural gas pricaxreasedo $396 per Mcf in 2A0 from $3.48 per Mcf in 20®. Average NGL
pricesincreasedo $42.44per Bbl in 2A.0 from $31.36per Bbl in 200.

In 2010, our $4.9million increasen oil, NGL, and natural gas sales resulted from:

A Price variances that had 888 million favorable impact on sales, of whici%7 million was attributable to
the 32% increase in average oil prices receiveti2 $ million was attributable to th85% increase in NGL
prices, and $.5million was attributable to th&4% increase in awage natural gas prices received; and

A Volume variances that had 829 million unfavorable impact on sales, witl2@&5 million of decreases
attributable to thé.4 million Bbl decrease in oil production volumed,.&million of decreases attributable
to the less than 0.1 million Bbl decrease in NGL production volumes $&nd million of decreases
attributable to the 1.Bcf decrease in natural gas production volumes.

2009 Revenues Breakdowr®il and gas sales in 2009 decreased by 53%, or $422.1 millan the level of
those revenues for 2008, and our net production volumes in 2009 decreased by 10%, or 1.0 MMBoe, compared to
net production volumes in 2008. Average prices for oil decreased to $60.07 per Bbl in 2009 from $101.38 per Bbl in
2008. Averagenatural gas prices decreased to $3.48 per Mcf in 2009 from $8.54 per Mcf in 2008. Average NGL
prices decreased to $31.36 per Bbl in 2009 from $57.15 per Bbl in 2008.

In 2009, our $422.1 million decreaiseoil, NGL, and natural gas sales resulted from:

A Price variances thatad a $312 million unfavorableimpact on sales, ofvhich $179.5 million was
attributable to the W% decreasén average oil priceseceived, $30.5 million was attributable to #&%o
decrease imverageNGL prices, and $10Z.million was attributable to tH&9% decreas@ average natural
gas prices receiveand

A Volume variances thdiad a $18.9 million unfavorable impact on sales, with $108.9 million of decreases
attributable to the 1.1 million Bbl decrease in piloduction volumes, and $1.6 million of decreases
attributable to the less than 0.1 million Bbl decrease in Nv®ductionvolumes, partially offset by an
increase of $5.6 million due to the 0.7 Bcf increase in naturgbrgasictionvolumes
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The following table preides additional information regarding our quarterly oil and gas sales from continuing
operations excluding any effects of our hedging activities:

Production Volume Average Price
Qil NGL Gas Combined Qil NGL Natural Gas
(MBblI) (MBbI) (Bcf) (MBoe) (Bbl) (Bbl) (Mcf)

2008:
First 1,420 316 5.0 2,570 $ 99.43 $ 59.80 $ 7.97
Second 1,482 290 55 2,694 $ 125.20 $ 67.73 $10.49
Third 1,171 294 51 2,319 $ 122.71 $ 70.55 $ 9.70
Fourth 134 31 4.9 2,466 $ 58.70 $ 32.00 $ 5.68

Total 5,420 1,211 20.5 10,049 $ 101.38 $ 57.15 $ 854
2000:
First 1,108 307 5.7 2,366 $ 41.15 $ 2252 $ 4.19
Second 1,026 308 55 2,255 $ 55.42 $ 28.26 $ 3.11
Third 1,078 279 5.2 2,219 $ 68.15 $ 35.09 $ 284
Fourth 113 289 4.8 2,215 $ 75.09 $ 40.45 $ 3.75

Total 4,346 1,183 21.2 9,055 $ 60.07 $ 31.36 $ 3.48
2010
First 945 303 4.8 2,045 $ 78.10 $ 4471 $ 474
Second 979 279 4.6 2,028 $ 77.83 $ 41.92 $ 372
Third 1,005 256 4.9 2,072 $ 76.39 $ 39.88 $ 3.87
Fourth 976 299 5.5 2,185 $ 85.52 $ 4281 $ 3.57

Total 3,905 1,137 19.7 8,330 $ 79.45 $ 42.44 $ 3.96

During 2010, 20, and2008 we recognized netains(losses)f $0.7 million, ($1.4)million, and$26.1million,
respectively, related to our derivative activitiegs.hi s acti vity -isskemandegdméent A®&ndce
on the accompanyingtatements of operationdHadthese gains been recognized in the oil and gas sales account,
our average oil sales price would have begd. 32 $59.77 and $105.321f@010, 2009, and 2008, respectively, and
our average natural gas price would have b&e885$3.47 and $87 for 2010 2009 and 208, respectively.

Costs and Expenses.

Our expenses iB010 decreased 8P million, or 16%, compared to 20expenses fothe reasons noted below.

Lease Operating Thesgegpansesnsreaseidbh Zntllior), or 7%, compared to the level of
such expenses in 280while 20® costsdecrease®28.1 million, or 27% over 20@ levels. Lease operating costs
increasedduring 20 due tohigher workover costs and other cost increases from lease supervision and repair &
maintenanceThesecostsdecreaseth 200 due todecreases in worlver costs, decreasing costs for industry goods
and services, as well as lower natigas and NGL processing cas@eanup and repair costs related to hurricanes
Gustav and lke totaled $3.7 million in 2008. Our lease operating costs per Boe produc&®.84y$8.47,and
$10.44 in 200, 20M, and 208, respectively.

Depreciation, Deplei on and Amor t i These axpemsascrdaddd Z54millipn, or 2%, in 2010,
from 200 levels anddecrease®56.2 million, or 25% in 20®, from 20@ levels.The decrease in 2010 was due to
lower production and higher reserves, partially offseakhigher depletion bas&he decrease in 2009 was due to
the writedown of oil and gas properties in the first quarter of 2009 which lowered our depletable base in addition to
lower production, partially offset by lower reserves volumes and higher fdawsopment costs. Our DD&A rate
per Boe of production was $52in 2010, $18.34in 2009, and £2.12in 2008, resulting fromincreasesn per unit
cost of reserves additions inDanddecreases per unit costs for 2@

General and Administrative Brnses. These expensdacreaseds2.3 million, or 7%, from the level of such
expenses in 2009, while 20@eneral and administrative expenses, detreased $4.6 million, or 12%, from the
level of such expenses in 2Q0Bheincrease in 200 was primarilydue tohigherperformance based compensation,
partially offset by lower alariesand burdensThe decrease in 2009 was primarily due to lower stock compensation
and lower salaries from the workforce reduction in early 2009, partially offset by lowealizaguitamountsFor the
years 200, 20, and 208, our capitalized general and administrative costs totalecs$2#lion, $24.5 million,
and $80.1million, respectively. Our net general and administrative expenses per Boe prattreededo $4.37
perBoe in 2010 from $36 per Boe in 200, compared to $85 per Boe in 208. The portion of supervision fees
recorded as a reduction to general and administrative expenses2vasifiion for 2010, $11.4 million for 2009,
and $5.8million for 2008.
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Seveance and other taxesThese expensdacreasedb4.5 million, or 11%, from 20® levels, while in 200
these taxesdlecrease®39.1million, or 49%, over 208 levels. Theincreasesn 2010 were due primarily tdigher
revenues from highezommaodity prices.In 200 the decreasesere caused bpwer commodity pricesand lower
production. Severance and other taxes, as a percentage of oil and gas sales, were apprdxiatély. 26 and
10.1% in 2010, 20® and 208, respectively. Thalecreaseén 2010was primarily driven by a shift in product and
regional mix as well as reduced tax rates for tight sand gas production related to South Texas Oagkedratd
completions.The increase in 2009 was caused by an increase in rates on Louisiana natural gascrésisad
approximately 10% per Mcf produced, along with a slight increase in total revenues from oil production.

Interest. Our grossinterestcostin 2010 was $0.8 million, of which .4 million was capitalizedOur total
interest cost in 20Mwas $3%.8 million, of which $.1 million was capitalized. Our total interest cost2®08was
$39.1million, of which $8.0 million was capitalized.The increasdn interest expense in 20 was primarily due to
higher weighted average interest rates on outstartibgin 2010 as compared to prior periods

Income Taxes. Our effective income tax rate was 37.5%, 39.5% and 37.7% for 2010, 2009 and 2008,
respectively. Our U.S. Federal income tax returns for 2002 forward, our Louisiana income tax returns from 1998
forward, our New Zealand income tax returns after2@hd our Texas franchise tax returns after 2006 remain
subject to examination by the taxing authorities. There are no material unresolved items related to periods
previously audited by these taxing aatities. No other state returns are significant to our financial position

2009 and 2008 Ceiling Test N@ash Writedownslin the first quarter o009, as a result of low oil and gas
prices at March 31, 2009 we reported a-eash writedown on a befor¢ax basis of $79.3 million ($50.0 million
after tax) on oupil and natural gas propertiesn the fourth quarter 02008, as a result of low oil and natural gas
prices atDecember 31, 2008, we reported a 4wash writedown on a befor¢ax basis of $758 million ($473.1
million after tax) on our oil and natural gas properties.

Net income (Loss). Our 2010 net income of $46.3 million was significantly improved, as compared to a 2009 net
loss of $39.3 million (which included a $79.3 million reash writedown of oil and gas properties from the first
guarter of 2009) and a 2008 net loss of $260.5 million (principally due to the $754.3 millimasiomvritedown of
oil and gas properties in December 2008). If the 2009 ceiling testdmite of $79.3 milon ($50.0 million after
tax) and 2008 ceiling test wridown of $754.3 million ($473.1 million after tax) were to be excluded from 2009
and 2008 results, 20096s income from continuing operat
income from continuing operations after tax would have been $216.0 million.

Known Price Trends and Uncertainties

Oil and natural gas prices historically have been volatile and this volatility is expected to continue in future
periods. Factors such as worldlei economic conditions and credit availability, worldwide supply disruptions,
weather conditions, fluctuating currency exchange rates, and political conditions in major oil producing regions,
especially the Middle East, can cause fluctuations in the pficel. Domestic natural gas prices remained high
during much of 2008 when compared to lontggm historical prices but began falling in 2008 and continued to fall
throughout 2009, showing slight improvement in late 2009 and through 2010. North Ameeatiemconditions,
the industrial and consumer demand for natural gas, economic conditions and credit availability, storage levels of
natural gas, the level of liquefied natural gas imports, and the availability and accessibility of natural gas deposits in
North America can cause significant fluctuations in the price of natural gas.

Hurricane activity in the Gulf of Mexico may have a direct impact on our costs and operations. Extreme
weather conditions in our Southeast Louisiana areas of activity caeagscrour costs, adversely affect our
operations, and cause equipment or well damage, which damage may not be fully insured, and is no longer being
covered by business interruption insurance.

Due to the cyclical nature of the oil and gas industry and dyrériods of increased levels of exploration and
production in particular areas, such as we are currently experiencing in the Olmos and Eagle Ford formations, there
is increased demand for drilling rigs, equipment, supplies, oilfield services, and taaithexkperienced personnel.

The high demand in these areas has caused shortages and delays, which has raised costs and often delayed field
development.

We extend credit, primarily in the form of uncollateralized oil ayab sales and joint interestwner 0 s
receivables, to various companies in the oil and gas industry, which results in a concentration of credit risk. The
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concentration of credit risk may be affected by changes in economic or other conditions within our industry and may
accordingly im@ct our overall credit riskCredit losses in 2010 and 2009 have been immaterial; we continue to
monitor our purchasers of oil and gas for creditworthindde believe that the risk of these unsecured receivables

is mitigated by the size, reputation, anature of the companies to which we extend credit. For 2010, 2009 and
2008, oil and gas sales to Shéil Corporation and affiliates were %2 48% and 28% of total oil and gas sales,
respectively; Chevron Corporation and its affiliates accounted fet &Sour 2008 total oil and gas salesFrom

certain customersavalso obtain letters of credit parent company guaraes, if applicableto reduce risk of loss.

The oil and gas industry is subject to the indirect consequences of regulations that poskl exto risks of
increasing environmental laws and regulations (and possibly increased costs of operations), delays in obtaining
permits and licenses, and reduced demand for crude oil and natural gas, among others.

Liquidity and Capital Resources
Capital Expenditures

2010 Capital ExpendituresOur capital expenditures on a cash flow basis during 2010 were $353.6 million,
while our accrual based capital expenditures were $421.0 million, as we significantly increased our accounts payable
and accrued gatal cost balances related to capital expenditures in the second half of 2010. Our cash flow basis
amount of capital expenditures increased by $138.3 million as compared to those in the 2009 period mainly due to
an increase in our spending on drillingdagevelopment in our South Texas core area. These 2010 expenditures
were primarily funded by $259.0 million of cash provided by operating activities from continuing operations, and
$140.1 million of proceeds from our public stock offering in November 2010.

2011 Capital ExpendituresWe currently plan tdinanceour 2011 accrual based capital expenditures with our
2011 cash flow,cash on hand and potentlale of credit borrowings Our 2011 capital expenditures are currently
budgeted at 430 million to $480 million, net of potentialdispositions of nosstrategicproperties Approximately
80% of our capital budget is targeted for our South Texas core @heaCompany may also explore both joint
venture arrangments for particular prospe@sd select prgerty dispositions, in each caeaccelerate drilling and
development of its assets and diversify its risk profiar. 2011, weare targetingan increase in production volumes
of 25% to 30% over 2010 levels andservegrowth d 15% to 20% over 2010 levels

Sources of Funds

Net Cash Provided by Operating Activitigsor 2010, our net cash provided by operating activities from
continuing operations was $259.0 million, representing a 15% increase as compared to $226.2 milfatedyen
during 2009. The 2010 increase was primarily due to an increase of $68.0 million in revenues, mainly attributable to
higher oil and natural gas prices, partially offset by a combination of lower production, higher lease operating costs
and higher seerance taxes due to higher oil and gas sales. For 2009, our net cash provided by operating activities
from continuing operations represented a 61% decrease from the $582.0 million generated during 2008, with this
decrease primarily due to a $450.4 millidacrease in revenues, mainly attributable to lower oil and natural gas
prices in 2009, as well as lower production, partially offset by lower lease operating costs and severance taxes due to
lower oil and gas sales.

Existing Credit Facilityln Septembe2010 we renewed and extended our $500.0 million credit facility through
October 20138ncreaing our borrowing base to $300.0 million fro277.5 million. We had no amounts drawn
under our credit facility at yeaand of both 2009 and 2010The next scheded borrowing base review occurs in
May 2011 Our revolving credit facility includes requirements to maintain certain minimum financial ratios
(principally pertaining to adjusted working capital ratios and EBITDAX), and limitations on incurring other debt.
We are in compliance with the provisions of this agreement and expect to remain in compliance with these
provisions in future periods. Our available borrowings under our line of credit facility provide us ligquidiight
of credit market volatilityin recent years which causetny financial institutionso experience liquidity issuegje
periodically reviewthe creditworthiness of the banks that fund our credit facility.

2010 Public Stock Offering.We raised $40.1 million net through an undervitén public stock offering in
November 2010, issuing 4.0dillion shares of ourommon stockat a price of $36.60 per sharelhe gross
proceeds from thee sales were approximately4%18 million, before deduding underwritingcommssions and
issuance costtotaling ¥.7 million. We used the proceeds from this stock sakexfmnd our South Texas drilling
program anghay down a pdion of the outstanding balance on our credit facilityich increased liquidity
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2009 Public Stock OfferingWe raised $108. million net through an underwritten public stock offering in
August 2009, issuing 6.21illion shares of oucommon stoclat a price of $18.50 per shar&he gross proceeds
from these sales were approximately $11mlion, before deduting underwritig commissions and issuance costs
totaling $6.1million. We used the proceeds from this stock sale to pay dowrtiarpof the outstandingatance on
our credit facilitywhich increased liquidity

2009 Debt Issuance and Debt Retirementd/e issued $22B. million of 87/8% senior notes due 2020 in
November 2009. In December 2009, we redeemed all $150.0 millio/88% senior notes due 2011 and recorded
a charge of $4.0 million related to the reademptitew o@fn
accompanying consolidated statement of operations.

Financial Ratios

Working Capitaland Debt to CapitalizationOur working capital increased from surplus of $5.0 million at
December 31, 2009, to a deficit of $2.0 million at DecenBfe 2010. The change primarily resulted fram
increase in accounts payable and accrued liabilities plus an increase in accrued capital costs all of which are related
to additional drilling activity in South Texas during 201W.orking capital, whichg calculated as current assets less
current liabilities, can be used to measure both a company's operational efficiency atershbniancial health.
The Company uses this measure to track our s&ort financial position Our debt to capitalizatioratio decreased
to 35% at December 31, 2010, as compared to 41% atepelaP009, as paid in capital increased due to our
November 2010 stock offering, along wih increase inetained earnings due to our net income for 2010

Contractual Commitments and Obligations

Our contractual commitments for the next five years and theresd of December 31, 20&€e as follows:

2011 2012 2013 2014 2015 Thereafter Total
(in thousands)

Noncancelable operating leases (1) $5,985 $5,787 $5,632 $5,615 $936 0 $23955
Asset retirement obligation (2) 8,78 3,513 2,773 2,615 3,350 57,920 78,8
Drilling rigs and completiorservices 75,545 25,184 o] o] o] 3 100,729
Gas transportation (3) 1,388 1,879 2,325 2,595 - . 8,187
7-1/8% senior notes due 2017 o] o] o] o] o] 250,m0 250,000
8-7/8% senior notes due 2020 o] o] o] o] o] 225,000 225,000
Interest Cost 37,781 37,781 37,781 37,781 37,781 116,578 305,483
Credit facility @) s} 0 0 0 0 0 0

Total $129,40 $74,144 $48,511 $48,606 $42,067 $649,498 $992,23

(1) Our most sigriicant office lease is in Houston, Texas and it extends until 2015.

(2) Amounts shown by year are the net present value at December 31, 2010.

(3) Amounts shown represent fees for the minimum delivery obligations. Any amount of transportation utibkoedsmoéthe minimum will
reduce future year obligations

(4) The credit facility expires in October 2015 and these amounts exclude a $0.8 million standby letter of credit outstierding tacility.

As of December 31, 2@ we had no ofbalance shdearrangements requiring disclosure pursuant to article
303(a) of Regulation-&.

Proved Oil and Gas Reserves

We have added proved reserves over the past three years primarily through our drilling activities, including 36.7
MMBoe addedin 2010, 8.5 MMBoeaddedin 2009, and 5.7 MMBoaddedin 2008. The 2010 proved reserves
additions from drillingactivities consisted primarily of 30/2MBoe of additions to reserves in our South Texas
area and 6.MMBoe of additionsin the Burr Ferry Field. These additonmvere primarily proved undeveloped
additions based on the results of the horizontal drilling program conductedsé@atke during the year and would
have been recorded as reserves additions under both the former and revised SEC reserves regeatiiamelv
reasonable certainty regarding these reserves additions by applying the same methodologies that have been used
historically in this area. We did not record material proved reserves revisions during 2010 as a result of the revised
SEC reservesegulations. At yeaend 2010, 45% of our total proved reserves were proved developed, compared
with 50% at yeatend 2009 and 53% at yeand 2008.
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At yearend 2010, our proved reserves were 132.8 MMBoe with-d®Value of $1.8 billion (PMLO is a non
GAAP measure, see the section titled AOIil and Natural
this nonGAAP measure to the closest GAAP measure, the standardized measure), an incie¥sk) of
approximately $80 million from the pror yearendlevels In 2010, our proved natural gas reserves increased 13
Bcf, or 46%, while our proved oil reserves decreas? MMBDI, or 12%, and our NGL reserves increas2@®
MMBBDbI, or 15%, for a total equivalent increase of 19.9 MMBoe, or 18%.

At yearend 2009, our proved reserves were 112.9 MMBoe with d®Value of $1.3 billion. In 2009, our
proved natural gas reserves decreased 1.8 Bcf, or 1%, while our proved oil reserves decreased 5.2 MMBDbI, or 10%,
and our NGL reserves increased 2.0 MN|Riv 11%, for a total equivalent decrease of 3.5 MMBoe, or 3%.

Our average natural gas price used in thelP\talculation for 2010 wasA¥8 per Mcf. This average price
during 2010 was a decrease from $3.78 per Mcf atgedr2009, compared to $4.9érpMcf at yearend 2008. Our
average oil price used in the P\ calculation for 2010 was/8.31per Bbl. This average price during 2010 was an
increase from $59.76 per Bbl at yeard 2009, compared to $44.09 in 2008.

Critical Accounting Policies andNew Accounting Pronouncements

Property andEquipmentWe f ol | ow otshh ® finfedwlhlod of accounting for oi
equipment costs. Under this method of accounting, all productive and nonproductive costs incurred in the
exploration,development, and acquisition of oil and natural gas reserves are capitalized including internal costs
incurred that are directly related to these activities and which are not related to production, general corporate
overhead, or similar activities. Futudevelopment costs are estimated propbyyproperty based on current
economic conditions and are amortized to expense as our capitalized oil and natural gas property costs are
amortized.

We compute the provision for depreciation, depletion, and ambrtizan ( AiDD&AO0) of oi l an
properties using the undf-production method. This calculation is done on a codmrgountry basis.

The costs of unproved properties not being amortized are assessed quarterly, on alprqpepsrty basis, to
determine whether such properties have been impaired. In determining whether such costs should be impaired, we
evaluate current drilling results, lease expiration dates, current oil and gas industry conditions, international
economic conditions, capital aNability, and available geological and geophysical information. As these factors
may change from period to period, our evaluation of these factors will change. Any impairment assessed is added to
the cost of proved properties being amortized.

The calclation of the provision for DD&A requires us to use estimates related to quantities of proved oil and
natural gas reserves and estimates of unproved properties. For both reserves estimates (see discussion below) and
the impairment of unproved propertieseé discussion above), these processes are subjective, and results may
change over time based on current information and industry conditions. We believe our estimates and assumptions
are reasonable; however, such estimates and assumptions are subpechbeaof risks and uncertainties that may
cause actual results to differ materially from such estimates.

Full-CostCeiling Test At the end of each quarterly reporting period, the unamortized cost of oil and natural gas
properties (including natural gasocessing facilities, capitalized asset retirement obligations, net of related salvage
values and deferred income taxes, and excluding the recognized asset retirement obligation liability) is limited to the
sum of the estimated future net revenues frooved properties (excluding cash outflows from recognized asset
retirement obligations, including future development ahdndonment costs of wells to be drilled, using peeiod
prices, adjusted for the effects of hedging, discounted at 10%, and thedbwest or fair value of unproved
properties) adjusted for related income tax effects (|
instruments at December 31, 2010 that would materially affect this calculation.

We believe our estimates@dassumptions are reasonable; however, such estimates and assumptions are subject
to a number of risks and uncertainties that may cause actual results to differ materially from such estimates. See the
discussion above related to reserves estimation.

In 2009, as a result of lower oil and natural gas prices at March 31, 2009, we reportedasmanitedown on
a beforetax basis of $79.3 million ($50.0 million after tax) on our oil and gas properties. In the fourth quarter of
2008, we reported a narash wite-down on a befor¢ax basis of $754.3 million ($473.1 million after tax) on our
oil and gas properties due to lower oil and natural gas prices at the end of 2008.
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Given the volatility of oil and natural gas prices, it is reasonably possible thastouate of discounted future
net cash flows from proved oil and natural gas reserves could continue to change in-teemeéfroil and natural
gas prices continue to decline from our peréodi prices used in the Ceiling Test, even if only for a ghemibd, it
is possible that additional narash writedowns of oil and gas properties could occur in the future. If we have
significant declines in our oil and natural gas reserves volumes, which also reduce our estimate of discounted future
net cash flow from proved oil and natural gas reserves, additionalcash writedowns of our oil and natural gas
properties could occur in the future. We cannot control and cannot predict what future prices for oil and natural gas
will be, thus we cannot estimatieet amount or timing of any potential future ntash writedown of our oil and
natur al gas properties if a decrease in oil and/or nat i

New Accounting Pronouncementsa. January 2010, the FASB issued ASU 2@Bto amend oil rd gas
reserve accounting and disclosure guidance that aligns the oil and gas reserve estimation and disclosure
requirements of TopiciO332 a(nfdExQarsadc)t iwiet hl ntdhues t89%boewsi r e me |
These releases are effectiva faancial statements issued on or after January 1, 2010. We have adopted this
guidance for all reporting periods ending on or after December 31, 2009. This release changes the accounting and
disclosure requirements surrounding oil and natural gasvessand is intended to modernize and update the oil and
gas disclosure requirements, to align them with current industry practices and to adapt to changes in technology. The
most significant changes include

e Changes to prices used in reserves calculatifor use in both disclosures and accounting impairment
tests. Prices will no longer be based on a sidghg periodend price. Rather, they will be based on either
the preceding 2lqont hs 6 average price based o monthloomictemng pric
defined by existing contractual arrangements.

o Disclosure of probable and possible reservedldsved.

e The estimation of reserves will allow the use of reliable technology that was not previously recognized by
the SEC.

e Numerous changes ieserves disclosures mandated by SEC for Forid.10

e Reserves may be classified as proved undeveloped if there is a high degree of confidence that the quantities
will be recovered and they are scheduled to be drilled within the next five years, unlegedifie s
circumstances justify a longer time.

These new requirementléd not have a material impact upon our reserves estimatiearningsn the current
period The new rule requiring the preceditg-mont hdés average pr i c etedfincarloweri | and
average price for our reserves calculations far@ban if we had usethe previous methodtilizing the current
price at perioeend. These changes could have a material impact upon our financial statements in future periods due
to the urertainty of oil and gas prices
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Forward-Looking Information

The statements contained in thAsnual Report on Form 1R that are not historical factsot limited to,
statements found in fiMamiagesnenalbhd Pi sigdErmicielsonditom d Amal y
and Results of Operatiomsre forwardlooking statements as that term is defined in Section 21E of the Securities
and Exchange Act of 1934, as amendduhat involve a number of risks and uncertainti€ich forwardooking
staements maye or may conceframong other thingdprecastedapital expenditures, drilling activitgr methods,
including the timing and location thereof, acquisition plans and proposals and disppsiéeei®pment activities,
cost savingsgapital budets, productionratesand volumer forecasts therephydrocarbon reserves, hydrocarbon
prices, pricing or cost assumptions based on current and projected oil and gas prices, liquidity, cash flows,
availability of capitalborrowing capacity, acquisitigplans, regulatory mattergrospective legislation affecting the
oil and gas idustry, competition, longerm forecasts of production, finding costs, rates of return, estimated costs, or
changes in costs, future capital expenditures and overall econantiasther varidles surrounding our operations
and future plans.Such forward ooki ng st atements generally are accompar
festi mate, 0 Aexpect, 0 fAbudget, 0 A&pscadeliew , id affaaotieioci pat e
words that convey the uncertainty of future events or outcomes. Such fdoskitg information is based upon
management &8s current p &nd assumptieng, ppore cuentimarkes condidong, andrapbre s
engineeringand geologic information available at this time, and is subject to a number of risks and uncetftainties
could significantly affect current plans, anticipated
condition and results of opions. As a consequencactual results may differ materially froexpectations,
estimates or assumptions expressed in or implied by any fota@kohg statements made by or on behalf of the
Company. Among the factors that could cause actual resultdiffer materially are: fluctuations of the prices
received or demand for h e C o noil amd ynatwal gaseffects of our indebtedness; success of our risk
management techniques; inaccurate cost estimates; availability of and fluctuations in the fpgoedsoand
services the uncertainty of drilling results and reserve estimates; operating hademgption of operations and
damagedrom hurricanes or tropical stormagquisition risksrequirements for capitalr its availability conditions
in the financial and credit markets; general economic conditions; changes in geologic or engineering information;
competition and government regulatioasgd unexpected delayss well as the risks and uncertainfigserent in oil
and gas drilling and productiactivities or which are otherwisdiscussed in thiannual report, including, without
limitation, the portions referenced above, and the uncertaisgieforth from time to timeih he Comofhetny 6 s
public reports, filingsand public statements
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Item 7A. Quantitative and Qualitative Disclosures About Market Risk

Commodity Risk. Our major market risk exposure is the commodity pricing applicable to our oil and natural
gas production. Realized commodity prices received for such production are lgridiasgén by the prevailing
worldwide price for crude oil and spot prices applicable to natural gas. Significant declines in oil and natural gas
prices began in the last half of 2008, and such pricing volatility has continued through 2009 with someniepirove
during the last half of 2009 and into 2010.

Our pricerisk management policy permits the utilization of agreements and financial instruments (such as
futures, forward contracts, swaps and options contracts) to mitigate price risk associated twatidhgin oil and
natural gas prices. We do not utilize these agreements and financial instruments for trading and only enter into
derivative agreements with banks in our credit faciliBelow is a description of the financial instruments we have
utilized to hedge our exposure to price risk.

Price Floorsi Between October and December 2010 we entered into additional natural gas price floors. These
price floors cover natural gas production for January to April 2011 of 4,250,000 MMBtu with strike rangésgy
between $3.77 and $4.p@r MMBtu

Interest Rate Risk. Our senior notes and senior subordinated notes both have fixed interest rates, so
consequently we are not exposed to cash flow risk from market interest rate changes on these Detesle
31, 2010, we had no borrowings under our credit facility, which bears a floating rate of interest and therefore is
susceptible to interest rate fluctuat i owosldconbtiuee 33 esul t
basis points and wddinot have a material adverse effect on our 2010 cash.flows

Income Tax Carryforwards. As of December 31, 2010, the Company has net tax carryforward assets of $23.1
million for federal net operating losses, $2.1 for federal alternative minimum taxsceedi $7.8 million, net of a

$1.7 million valuation all owance, for state tax net of
will more likely than not be utilized to offset future taxable earninfise Internal Revenue Service (IRS)
commeg ed an examination of the Companyédés 2008 U.S. incom
The Companyés New Zealand subsidiaries have |1 ocal i
future income is generatdyy these entities. As of December 31, @@ie estimated U.S. dollar value of these loss
carryover assets i s $ judgmentitns ldsd thao mare likely than me thed theeremainingd s

carryover assets will be utilized. Accordingly, these carryover assets have been faliyppfisvaluation allowance

Fair Value of Financial Instruments. Our financial instruments consist of cash and cash equivalents, accounts
receivable, accounts payable, bank borrowings, and senior notes. The carrying amounts of cash and cash
equivalentsaccounts receivable, and accounts payable approximate fair value due to the highly liquidterrshort
nature of these instruments. The fair values of the bank borrowings approximate the carrying amounts as of
December3l, 2010and 2009, and were deterng@d based upon variable interest rates currently available to us for
borrowings with similar termsBasedupon quoted market prices as of December 31, 2010 and 2009, the fair value
of our senior notes due 2017, was 254.7 million, or 1010%%&ace value, ah $239.1 million, or 95.6% of face
value, respectfully. Based upon quoted market prices as of Dec8ii#810 and2009, the fair valuef our senior
notes due 2020, which were issued in November 208, $242.3 million, or 107.7% of fas@lue and$2340
million, or 104% of face value, respectiveljhe carrying value of our senior notes due 2@84%$250.0 millon at
December 31, 2010 and 2009, while the carrying value of our seniorchae)20 was $221.6 million ag221.4
million at December 31, 2@ and 2009, respectively

Customer Credit Risk. We are exposed to the risk of financial famerformance by customers. Our ability to
collect on sales to our customers is dependent on the liquidity of our customer base. Continued volatility in both
creditand commodity markets may reduce the liquidity of our customer base. To manage customer credit risk, we
monitor credit ratings of customers from certain customers we also obtain letters of credit, parent company
guaranties if applicable, and other colfateas considered necessary to reduce risk of loss. Due to availability of
other purchasers, we do not believe the loss of any single oil or natural gas customer would have a material adverse
effect on our results of operations
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Managements Report on Internal Control Over Financial Reporting

Management of Swift Energy Company is responsible for establishing and maintaining adequate internal
contwl over financial reporting as defined in Rules 13gf) and 15e15(f) under the Securities Exchange Act of

1934. The Companyds internal contr ol over financi al re
t he Company 6 s Offidei aad Chigf Fieanaiat Officee to provide reasonable assurance regarding the
reliability of financi al reporting and the preparation

accordance with U. S. generally accepted accountingiplés.

Management of the Company assessed the effectivenes
reporting as of December 32010. In making this assessment, management used the criteria set forth by the
Committee of Sponsoring Organizations the Treadway Commission (COSO) in Internal Co#trvitegrated
Framework. Based on our assessment and those criteria, management determined that the Company maintained
effective internal control over financial reporting as of Decembe2@IlQ.

Becauseof its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Therefore, even those systems determined to be effective can provide only reasonable assurance of
achieving their control objectives. Also,opections of any evaluation of effectiveness to future periods are subject
to the risk that controls may become inadequate because of changes in conditions, or that the degree of compliance
with the policies or procedures may deteriorate.

Ernst & Young LLP, the independent registered public accounting firm that audited the consolidated financial
statements of the Company included in this Annual Report on Foriy h@s issued an attestation report on the
Companybés internal c o nas ofdkecentber 8 L010f hiased an dhieimdudit.r Ehe Bublici n g
Company Accounting Oversight Board (United States) standards require that they plan and perform the audit to
obtain reasonable assurance about whether effective internal control over financitigepas maintained in all
material respects. Their audit included obtaining an understanding of internal control over financial reporting,
assessing the risk that a material weakness exists, testing and evaluating the design and operating efféctiveness o
internal control based on the assessed risk, and performing such other procedures as they considered necessary in the
circumstances.

42



Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholders of Swift Energy Compan

We have audited Swift Energy Company and subsidiarieso
as of December 31, 20, based orcriteria established in Internal Con@olntegrated Framework issued by the
Committee of Sponsoring Cagizations of the Treadway Commission (the COSO critefialh.e Company o6 s
management is responsible for maintaining effective internal control over financial reporting, asd$eessment

of the effectiveness of internal control over financial reportingc | uded i n the accompanying
on I nternal Control Over Financi al Reporting. Our resp
control over financiateporting based on our audit.

We conducted our audit in accordanwith the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether effective internal control over financial reporting was mairdaineall material respects. Our audit

included obtaining an understanding of internal control over financial reporting, assessing the risk that a material
weakness exists, testing and evaluating the design and operating effectiveness of internal cmotrohiae

assessed risk, and performing such other procedures as we considered necessary in the circumstances. We believe
that our audit provides a reasonable basis for our opinion.

A companyds internal contr ol 0 wedrto fdrovideareasonahlé assumrmre® r t i n g
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accountirapgrtngr i nci pl

includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable
assurance thatansactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of ragement and directors of the company; and (3) provide reasonable
assurance regarding prevention or timely detection of
assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements.
Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become
inadequate becausé changes in conditions, or that the degree of compliance with the policies or procedures may
deteriorate.

In our opinion, the Company maintained, in all material respects, effective internal control over financial reporting
as of December 31, 20, bagd onthe COSO criteria

We also have audited, in accordance withsfaedards of the Public Company Accounting Oversight Board (United
States), theconsolidated balance sheets of the Company as of December 31 a2 200@, and the related
consolidéed statements of operations, stockholders' equity, and cash flows for each of the three years in the period
ended December 31, 20and our report dated Februa, 2011 expresse@n unqualified opinion thereon

/SIERNST & YOUNG LLP

Houston, Texas
February 2, 2011
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholders of Swift Energy Company

We have audited the accompanying consolidated balance sheets of Swift Energy Company and subsidiaries (the
i Compy 0 ) Deeemben3fl, 2D and 20@, and the related consolidated statements of operations, stockholders'
equity, and cash flows for each of the three years in the period ended Decemb@&03Th26e financial statements

are the responsibility adhe Company's management. Our responsibility is to express an opinion on these financial
statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those stdards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures inirthacial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basisgorion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated
financial position of the Company at December 311,®@&nd 200, and the consolidated results of their operations

and treir cash flows for each of the three years in the period ended Decemberl8lin2€onformity with U.S.
generally accepted accounting principles.

As discussed in Note 1 to the consolidated financial statements, the Company has changed its nesgeseassti
related disclosures as a result of adopting new oil and gas reserve estimation and disclosure requirements.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United
States), the Company'stémnnal control over financial reporting as of December 31102®ased on criteria

established in Internal Contrtiitegrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission and our report dated Febru&r@11 expressed an unqualified opinion thereon.

/sSIERNST & YOUNG LLP

Houston, Texas
February 2, 2011
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Consolidated Balance Sheets
Swift Energy Company and Subsidiaries
(in thousands, except share amounts)

Year Ended December 31,

2010 2009
ASSETS
Current Assets:
Cash and cash equivalents $86,367 $38,46¢
Accounts receivable 46,975 54,27
Deferred tax assets 8,806 3,171
Other current assets 18,105 12,12¢
Current assets held for sale 564 564
Total Current Assets 160,817 108,60(
Property and Equipment:
Property and Equipmén 3,951,107 3,530110
Lessi Accumulated depreciation, depletion, and amortization (2,378,262 (2,214,146
Property and Equipment, Net 1,572,845 1,315,96¢
OtherLong- Term Assets 12,712 10,201
Total Assets 1,746,375 $1,434,76!
LI ABILITIES AND STOCKHOLDERS® EQUITY
Current Liabilities:
Accounts payable and accrued liabilities $81,64¢€ $60,82:
Accrued capital costs 64,87¢ 33,19¢
Accrued interst 11,01C 3,74t
Undistributed oil and gas revenues 5,252 5,837
Total Current Liabilities 162,787 103,60+
Long-Term Debt 471,62¢ 471,397
Deferred Income Taxes 160,02« 123,577
Asset Retirement Obligation 70,171 55,29¢
OtherLongTerm Liabilties 1,752 1,99C
Commitments and Contingencies
Stockholders' Equity:
Preferred stock, $.01 par value, 5,000,000 shares authorized, none outstanding --- ---
Commonstock, $.01 par value, 85,000,000 shares authorized, 42,440,583 and
37,887,126shares issued, and 41,999,058 and 37,456,603 shares outstanding
respectively 424 379
Additional paidin capital 706,857 551,60¢
Treasury stock held, at cod#1,525 andl30,523 shares, respectively (9,778, (9,221,
Retained earnings 182652 136,35¢
Accumulated other comprehensive loss, net of income tax (138) (223)
Tot al Stockhol dersé Equity 880017 678,89¢
Total Liabilities and Stockholder $1,746,375 $1,434,76!

See accompanyinptes toconsolidatedinancialstatements.
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ConsolidatedStatements of Operations
Swift Energy Company and Subsidiaries
(in thousands, except share amounts)

Year Ended December 31,

2010 2009 2008
Revenues:
Oil and gas sales $436,63: $371,74¢ $793,85¢
Pricerisk management andter, net 1,797 (1,304, 26,95¢
Total Revenues 438,42¢ 370,44¢ 820,81¢
Costs and Expenses:
General and administrative, net 36,35¢ 34,04¢ 38,67¢
Depreciation, depletion, and amortization 162,57 166,10¢ 222,28¢
Accretion of asset teement obligation 3,95€ 2,90€ 1,95¢
Lease operating cost 81,92¢ 76,74C 104,87«
Severance and other taxes 45,86¢ 41,32¢ 80,40:
Interest expense, net 33,431 30,662 31,07¢
Debt retirement cost - 3,961 -
Write-down of oil and gas propégs --- 79,312 754,29¢
Total Costs and Expenses 364,12 435,06: 1,233,57:
Income(Loss)from Continuing Operations Before Income Taxes 74,30¢ (64,617 (412,758
Provision(Benefit)for Income Taxes 27833 (25,541 (155,628
Income(Loss)from Continuing Operations 46,47¢ (39,076 (257,139
Loss from Discontinued Operations, net of taxes (181) (254) (3,360
Net Income(Loss) $46,29¢ ($39,330 ($260,499
Per Share Amounts
Bast: Income(Loss)from Continuing Operations $119 ($1.16) ($8.39)
Loss from Discontinued Operations, net of taxes (0.00) (0.01) (0.11)
Net Income(Loss) $119 ($1.17) ($8.50)
Diluted: Incomg(Loss)from Continuing Operations $118 ($1.19 ($8.39)
Loss from Discontinued Operations, net of taxes (0.00) (0.01) (0.11)
Net Income(Loss) $118 ($1.17) ($8.50)
Weighted Average Shares Outstanding 38,300 33,594 30,661

See accompanyingptes toconsolidatedinancialstatenents.
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Consolidated Statements of StockholdeddEquity
Swift Energy Company and Subsidiaries
(in thousands, except per share amounts)

Accumulated

Additional Other
Common Paid-in Treasury Retained Comprehensve
Stock (1) Capital Stock Earnings Income (L 0ss) Total

Balance, December 31, ZD0 $30€ $407,46¢ ($7,480 $436,17¢ ($414) $836,05¢
Stock issued for benefit plans (39,152 shares) - 1,01¢ 671 - - 1,68¢
Stock options exercised (420,721 shares) 4 8,29t - - - 8,29¢
Purchase of treasury shares (70,622 shares) - - (3,622 - - (3,622
Tax benefits from stock compensation - 142 - - - 1422
Employee stock purchase plan (25,645 shares - 944 - - - 944
Issuance of restricted stock (2096 shares) 3 3) - - - -
Amortization of stock compensation - 16,167 - - - 16,167
Net loss - - - (260,490 - (260,490
Other comprehensive income - - - - 414 414
Total comprehensive loss (260,076
Balance, Deember 31, 2008 $312 $435,37 ($10,431 $175,68 $ $600,87
Stock issued for benefit plans (94,023 shares) - (716) 2,094 - - 1,37¢
Stock options exercised (26,056 shares) - 326 - - - 326
Public Stock offering (6,21000 shares) 62 108,68¢ - - - 108,751
Purchase of treasury shares (56,662 shares) - - (884) - - (884)
Tax benefits from stock compensation - (4,041 - - - (4,041
Employee stock purchase plan (50,690 shares 1 724 - - - 725
Issuance of restricted stock (263,908 shares) 3 3) - - - -
Amortization of stock compensation - 11,32 - - - 11,32
Net loss - - - (39,330 - (39,330
Other comprehensivess - - - - (223) (223)
Total comprehensive loss (39,553
Balance, December 31, 200 $37¢ $551,60¢ ($9,221 $136,35¢ ($223) $678,89¢
Stock issued for benefit plans (59,335 shares) - 242 1,271 - - 1,51¢
Stock options exercised (136,432 shares 1 2,08€ - - - 2,087
Public Stock offering (4,038,270 shares) 40 140,09¢ - - - 140,13¢
Purchase of treasury shar@g,337shares) - - (1,828 - - (1,828,
Tax benefits from stock compensation - 28 - - - 28
Employee stock purchase pl&6(564 shargs 1 950 - - - 951
Issuance of restricted stockl,191shares) 3 ?3) - - - -
Amortization of stock compensation - 11,84¢ - - - 11,84¢
NetIncome - - - 46,294 - 46,294
Other comprehensive income - - - - 85 85
Total mmprehensivincome 46,379
Balance, December 31, 2010 $424 $706,85' ($9,778 $182,652 ($138) $8380,017

(1) $.01 par value.

See accompanyingptes toconsolidatedinancialstatements.
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Consolidated Statements of Cash Flows
Swift Energy Company and Subsidiaries
(in thousands)

Cash Flows from Operating Activities:
Net incomg(loss)

Plus loss from discontinued operatis, net of taxes
Adjustments to reconcile net incortiess)to net cash provided by
operation activities

Depreciation, depletion, and amortization

Write-down of oil and gas properties

Accretion of asset retirement obligation

Deferred income taxes

Stockbased compensation expense

Debt retirement cost cash and nowash

Other

Change in assets and liabilities
(Increase) decreasedtcounts receivable
Increase (decrease)accounts payable and accrued liabilities
Increase (decrease)income taxes payable
Increase (decrease)accrued interest

Cashprovided byoperating activitie$ continuing operations
Cashprovided by ¢sed ir) operating activitie$ discontinued
operations

Net CashProvided byOperating Activities

Cash Flows from Investing Activities:
Additions to property and equipment
Proceeds from the sale of property and equipment
Acquisition of properties
Cashused ininvesting activities continuing operations
Cashprovided byinvesting activitie§ discontinued operations
Net Cash Used in Investing Activities

Cash Flows from Financing Activities:
Proceeds fronong-term debt
Payments ofong-term debt
Netpayments obank borrowings
Net proceeds frorssuaces of common stock
Excess tax benefits from stoblased awards
Purchase of treasury shares
Payments of debt retirement costs
Payments of debt issuance costs

Cash provided bjused in)financing activities continuing operations

Cash provided by financing activitiégliscontinued operations
Net Cashprovided by(used in)financing activities

Net Increas€decreasen Cash and Cash Equivalents

Cash and Cash Equivalents at Beginning of Year

Cash and Cash Equivalents at End of Year

Supplemet Disclosures of Cash Flows Information:

Cash paid during year for interest, net of amounts capitalized

Cash paid during year for income taxes

See accompanyingptes toconsolidatedinancialstatements.
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Year Ended December 31,

2010 2009 2008
$46,29¢ (839,330 ($260,490)
181 254 3,36C
162,57: 166,10¢ 222,28¢

- 79,312 754,29¢

3,95€ 2,90€ 1,95¢
32881 (13,377 (164,498
10,25€ 9,232 11,631
3,961

1,562 16,13¢ (8,640)
(6,691 2,66€ 26,172
472 1,977 (3,919

247 (204) 214
7,265 (3,462 (351)
258996 226,17¢ 582,027
(41) (396) 6,03¢
258955 225,78C 583,066
(353,649 (215,370 (628,325
133 31,08: 144
(46,472
(353,515 (184,287 (674,653
5,00C 5,00C 80,50¢
(348515 (179,287 (594,149
221,37t
(150,000
(180,700 (6,300,
142,91% 109,80: 9,247
1422
(1,828 (884) (3,622
(2,859
(3,631 (5,040)
137,45¢ (8,307, 743
137,45¢ (8,307, 743
$47,89¢ $38,18¢ (85,340,
38,46¢ 283 5,627
$86,367 $38,46¢ $283
$24,622 $32,88¢ $30,28:
$200 $232 $8,50¢



Notes to Consolidated Financial Statements
Swift Energy Company and Subsidiaries

1. Significant Accounting Policies

Principles of Consolidation The accompanying consolidated financial statements include the accounts of
Swift Energy andts wholly owned subsidiaries, which are engaged in the exploration, development, acquisition,
and operation of oil and natural gas properties, with a focus on inland waters and onshore oil and natural gas
reserves in Louisiana and Texas. Our undividedr@sts in gas processing plants are accounted for using the
proportionate consolidation method, whereby our propor
and expenses are included in the appropriate classifications in the accorgpamgolidated financial statements.
Intercompany balances and transactions have been eliminated in preparing the accompanying consolidated financial
statements.

Discontinued Operations.Unless otherwise indicated, information presented in the notesetdirtancial
statements relates only ®wi f t Energyds continuing operations. I nfor
included in Note8 and in sone instances, where appropriate, is included as a separate disclosure within the
individual footnotes

Subsequent EventsWe haveevaluated subsequent events of our consolidated financial statements. There were
no material subsequent events requiring additional disclosure in or amendments to these financial statements.

Use of Estimates.The preparatiorof financial statements in conformity with accounting principles generally
accepted in the United States (AGAAPO) requires us to
amount of certain assets and liabilities and the reported amountstaih aevenues and expenses during each
reporting period. We believe our estimates and assumptions are reasonable; however, such estimates and
assumptions are subject to a number of risks and uncertainties that may cause actual results to differ fnoaterially
such estimates. Significant estimates and assumptions underlying these financial statements include:

e the estimated quantities of proved oil and natural gas reserves used to compute depletion of oil and
natural gas properties and the related presmnt of estimated future net cash flows thizoen,

e estimates related to the collectability of accounts receivable and the credit worthiness of our
customers,

e estimates of the counterparty bank risk related to letters of credit that our customers miague/e

on our behalf,

estimates of future costs to develop and produce reserves,

accruals related to oil and gas revenues, capital expenditures and lease operating expenses,

estimates of insurance recoveries related to property damage, and the soliesgsaate providers,

estimates in the calculation of stock compensation expense,

estimates of our ownership in properties prior to final division of interest determination,

the estimated future cost and timing of asset retirement obligations,

estimates nde in our income tax calculations, and

estimates in the calculation of the fair value of hedging assets.

While we are not aware of any material revisions to any of our estimates, there will likely be future revisions to
our estimates resulting from matiesuch as new accounting pronouncements, changes in ownership interests,
payouts, joint venture audits,-adlocations by purchasers or pipelines, or other corrections and adjustments common
in the oil and gas industry, many of which require retroacti@ieation. These types of adjustments cannot be
currently estimated and will be recorded in the period during which the adjustment occurs.

Property and Equipment. Wef ol | o w -ctohset ofi frmetlthod of accounting for oi
equipmem costs. Under this method of accounting, all productive and nonproductive costs incurred in the
exploration, development, and acquisition of oil and natural gas reserves are capitalized. Such costs may be incurred
both prior to and after the acquisitioi @ property and include lease acquisitions, geological and geophysical
services, drilling, completion, and equipment. Internal costs incurred that are directly identified with exploration,
development, and acquisition activities undertaken by us for aur account, and which are not related to
production, general corporate overhead, or similar activities, are also capitéiozrethe years 21D, 2009 and
2008, such internal costs capitalizéataled $24.6 million, $24.5 million, and $0.1 million, respetively. Interest
costs are also capitalized to unproved oil and natural gas properties. For the $6a20™) and 208, capitalized
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interest on unproved properti¢staled ¥.4 million, $6.1 million, and $8.0 million, respectively Interest not
capitdized and general and administrative costs related to production and general corporate overhead are expensed
as incurred.

The AProperty and Equi pmentod balances on the accompa
presentation purposes. Theol | owi ng i s a detailed breakout of our APTr

Property and Equipment (in thousands) December31, 2010 December 31, 2009

Property and Equipment

Proved oil and gasproperties $3,835,17 $3,421,34
Unprovedoil and gagroperties 78,42¢ 71,64(
Furniture, fixtures, and other equipment 37,50t 37,13(
Lessi Accumulated depreciation, depletion, and amortizatiot (2,378,262 (2,214,146
Property and Equipment, Net $1,572,84¢ $1,315,96.

No gains or losses are recognized upon the sale or disposition of oil and natural gas properties, except in
transactions involving a significant amount of reserves or where the proceeds from the sale of oil and natural gas
properties wuld significantly alter the relationship between capitalized costs and proved reserves of oil and natural
gas attributable to a cost center. Internal costs associated with selling properties are expensed as incurred.

Future development costs are estirdapeopertyby-property based on current economic conditions and are
amortized to expense as our capitalized oil and natural gas property costs are amortized.

We compute the provision for depreciation, lgdsepl et i o
properties using the unif-production method. Under this method, we compute the provision by multiplying the
total unamortized costs of oil and natural gas propértiesluding future development costs, gas processing
facilities, and both capitaled asset retirement obligations and undiscounted abandonment costs of wells to be
drilled, net of salvage values, but excluding costs of unproved progeltiean overall rate determined by dividing
the physical units of oil and natural gas produced dutiegperiod by the total estimated units of proved oil and
natural gas reserves at the beginning of the period. This calculation is done on a-lopgoumtry basis, and the
period over which we will amortize these properties is dependent on our poodfrotin these properties in future
years. Furniture, fixtures, and other equipment are recorded at cost and are depreciated by tHmstraaghod at
rates based on the estimated useful lives of the property, which range between 2 and 20 yeassarmkpair
maintenance are charged to expense as incurred. Renewals and betterments are capitalized.

Geol ogi cal and geophysical (AG&GO) costs incurred |
propertieso and therefor e iscurded that are directly assogiatdd iwithaspecificn . G&
unproved properties are capitalized in AUnproved prop:¢

associated with a prospect. The cost of unproved properties not being amortized isl agsatsdy, on a propery
by-property basis, to determine whether such properties have been impaired. In determining whether such costs
should be impaired, we evaluate current drilling results, lease expiration dates, current oil and gas industry
conditions, international economic conditions, capital availability, and available geological and geophysical
information. Any impairment assessed is added to the cost of proved properties being amortized.

Full-Cost Ceiling Test. At the end of each quarterlyperting period, the unamortized cost of oil and natural
gas properties (including natural gas processing facilities, capitalized asset retirement obligations, net of related
salvage values and deferred income taxes, and excluding the recognized asse¢netibligation liability) is
limited to the sum of the estimated future net revenues from proved properties (excluding cash outflows from
recognized asset retirement obligations, including future development and abandonment costs of wells to be drilled,
using the preceding #®ont hsé average price based on closing price
the effects of hedging, discounted at 10%, anddier of cost or fair value of unproved properties) adjusted for
related income tax effec{si Cei | i ng Te st 0 )end 2010 consistedeotingtaral gaa priceyflehet r
did notmateriallyaffect prices used in these calculations. This calculasi@one on a countrgy-country basis.

The calculation of the Ceiling Test and prowisi f or depreci ati on, depletion, E
based on estimates of proved reserves. There are numerous uncertainties inherent in estimating quantities of proved
reserves and in projecting the future rates of production, timing, and pldevefopment. The accuracy of any
reserves estimate is a function of the quality of available data and of engineering and geological interpretation and
judgment. Results of drilling, testing, and production subsequent to the date of the estimate mag\istfy of
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such estimates. Accordingly, reserves estimates are often different from the quantities of oil and natural gas that are
ultimately recovered

In 2009, as a result of low oil and natural gas prices at March 31, 2009, we reportedasmanie-down on a
beforetax basis of $79.3 million on our oil and natural gas properties. For 2008, as a result of low oil and natural
gas prices at December 31, 2008, we reportiedidh quartemon-cash writedown on a befor¢ax basis of $754.3
million on our oil and natural gas properties.

Given the volatility of oil and natural gas prices, it is reasonably possible that our estimate of discounted future
net cash flows from proved oil and natural gas reserves could continue to change in the neaoiteand ifatural
gas prices decline from our prices used in the Ceiling Test, it is possible that additicaakhamritedowns of oil
and natural gas properties could occur in the future. If we have significant declines in our oil and natural gas
reserve volumes, which also reduce our estimate of discounted future net cash flows from proved oil and natural
gas reserves, additional nroash writedowns of our oil and natural gas properties could occur in the future. We
cannot control and cannot predichat future prices for oil and natural gas will be, thus we cannot estimate the
amount or timing of any potential future roash writedown of our oil and natural gas properties if a decrease in
oil and/or natural gas prices were to occur

Revenue Recogtion. Oil and gas revenues are recognized when production is sold to a purchaser at a fixed or
determinable price, when delivery has occurred and title has transferred, and if collectability of the revenue is
probable. Swift Energy uses the entitlementhrod of accounting in which we recognize our ownership interest in
production as revenue. If our sales exceed our ownership share of production, the natural gas balancing payables are
reported in AAccounts payabl e agqansdidated balende sheeta Natural t | e s C
gas balancing receivables are reported in AOther curre
when our ownership share of production exceeds .sAk®f December 312010, we did not have any maial
natural gas imbalances.

Reclassification of Prior Period BalancesCertain reclassifications have been made to prior period amounts to
conform to the current year presentation

Fair Value of Financial Instruments. Our financial instruments consist cash and cash equivalents, accounts
receivable, accounts payable, bank borrowings, and senior notes. The carrying amounts of cash and cash
equivalents, accounts receivable, and accounts payable approximate fair value due to the highly liquiteanshort
nature of these instrument$he fair values of the bank borrowings approximate the carrying amounts as of
December3l, 2010 anc2009, and were determined based upon variable interest rates currently available to us for
borrowings with similar term€ased upon quoted market pricas of December 31, 20 and 200, the fair value
of our senior notes due 201wWas 254.7 million or 101.88% of face value, and 289.1 million, or 95.8% of face
value, respectfullyBased upon quoted market prices aBe€embe 31, 2010 and 2009, the fair value of our senior
notes due 2020, which were issued in November 2009, was $242.3 million, or 107.7% wdlfecand$234.0
million, or 104% of face value, respectivelyhe carrying value of our senior notes due 20A8$250.0 million at
December 31, 21D and 20@, while the carrying value of our senior notes due 2086%$221.6 millionand$221.4
million at December 31, 2@ and 2009, respectively

Accounts Receivable We assess the collectability of accounts receivadtel based on our judgment, we
accrue a reserve when we believe a receivable may not be collattedcember 312010 and 200, we had an
allowance for doubtful accounts afpproximately $0.1 million. The allowander doubtful accounts has been
deductd from the tot al fi A c c oaccommanyingconsdlidatedcbbblance sheetd. ance on t

At December 31, ”2@t0vabtedAbabantse included $43.3 mi
million for joint interest owners and $1.4 miliomfr ot her recei vabl es. At Decemb
recei vabled balance included $36.4 million for oi l and
million for other receivables.

Debt Issuance Costslegal fees, accounting feasnderwriting fees, printing costs, and other direct expenses
associated with extensisof our bank credit facilityandpublic debtofferings werecapitalized and are amortized on
an effective interest basis over the life of each of the respective neteg# and credit facility.

The 7#1/8% senior notes due 2017 mature on June 1, 2017, and the balance of their issuance costs at December

31, 2010, was $8.million, net of accumulated amortization of.8$ million. The 87/8% senior notes due 2020
mature @ January 15, 2020, and the balance of their issuance costs at December 31, 2040, willo8, net of
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accumulated amortization of $million. The issuance costs associated with our revolving credit facility, which
was extended inSeptemberR010, had been capitalized ang being amortized over the life of the facility. The
balance of revolving credit facility issuance costs at December 30, ¥&as 8.7 million, net of accumulated
amortization of 8.2 million.

Insurance Claims In 2008, we filed isurance claims related to 2008 Hurricanes Gustav and lke. In April
2009, we settled our marine insurance claim relating to Hurricane Gustav for a net amount after deductible of $6.8
million, and in September 2009 settled our onshore claim relating tocHnerike for a net amount after deductible
of $0.8 million. Both of these reimbursements related to both capital costs and lease operating expense, and we
have no additional hurricane related claims outstanding.

We have several open insurance clainedfin the ordinary course of business, none of which are material at
the present time

Price-Risk Management Activities. The Company follows FASB ASC 818, which requires that changes in
the derivativeds fair val weessspeeific hesge aaqpountizgeriericavermeteTimg | y i
guidance also establishes accounting and reporting standards requiring that every derivative instrument (including
certain derivative instruments embedded in other contracts) is recordedconw@datedbalance shestas either
an asset or a liability measured at its fair value. Hedge accounting for a qualifying hedge allows the gains and losses
on derivatives to offset related results on the hedged item in the statement of operations andhaaicesrtpany
formally document, designate, and assess the effectiveness of transactions that receive hedge accounting. Changes in
the fair value of derivatives that do not meet the criteria for hedge accounting, and the ineffective portion of the
hedge, ee recognized currently in income

We have a priceisk management policy to use derivative instruments to protect against declines in oil and
natural gas prices, mainly through the purchase of price floors and c@arsng 2010, 20®, and 20@, we
recgnized netgains (osses) of 8.7 million, ($1.4) million, and $6.1 million, respectively relating to our
derivative activitesThisacti vity i s weéec&r deadhaigem méRti aemd ot her , net
consolidatecstatements of operatisnHad thesgains andosses been recognized in the oil and gas sales account
they would not materially change our pamit sales prices received. Mecember3l, 2010, the Company had
recorded $0.1 million, net of taxes ofless than$0.1 million of deivative lossesi n AAccumul ated C
comprehensive | oss, net o c¢onsblidated makance sheetdoThis amountrepresemscthe mp a n
change in fair value for the effective portion of our hedging transactions that qualified as cashdi@s. ehe
ineffectivenesnsi slkepmomana&ge man th Pawelkeermntioé20L,0and 200 wasrfoor t h e
materi al . Al amounts currently held in AAccumul ated o
within the nextfour months when the forecasted sale of hedged production occurs.

At December 31, 2010, we had natural gas price floors in effect that covered a portion of our natural gas
production for January to April 201 These floors cover production of 4,250,000 MidBrom January through
April 2011 with strike prices ranging between $3.77 and $ge&8(0MMBtu.

When we entered into these transactions discussed above, they were e@sigrmhedge of the variability in
cash flows associated with the forecasted sale of oil and natural gas production. Changes in the fair value of a hedge
that is highly effective and is designated and documented and qualifies as a cash flow hedgexténtthigat the

hedge is effective, are recorded in AAccumul ated ot her
transactions are recorded upon the actual sale of the oil and natural gas, these gains or losses are reclassified from

ifiAccuend |l at her comprehensive | oss, net of i ncosmaed t axo o
recordedriisnk ilrranacege ment and ot her, netdo on the accompan

fair values of our derivatives are compliteising the BlackScholesMerton option pricing model andre

periodically verified against quotes from brokeT$e fair value of these instrumentsécember3l, 2010 and

2009 was $0.3 million and $0.8 million respectively,and was recognized on thecaompanying consolidated

balance shest nOth@rcurrent assets &t December 31, 210, we hadless thar$0.1 million in receivables for
settledgashedges coverindanuary 201Jproduction which are recognized on the accompanying balance sheet in
fAccounsRecei vabl esd and were sulkequently collected in Ja

Supervision Fees Consistent with industry practice, we charge a supervision fee to the wells we operate
including our wells in which we own up to a 100% working interest. Supervisionttedse extent they do not
exceed actual costs incurred, are recorded as a reduct
are based on COPAS guidelines. The amount of supervision fees charged in 2010 and 2009 did not exceed our
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actualcosts incurred. The total amount of supervision fees charged to the wells we o@eraiie2.5 million in
2010, $11.4 million in 2009, and $15.8 million in 2008.

Inventories. Inventories consist primarily afibularsand other equipment that we expecplace in service in
production operations. Inventories carried at cost (weighted average matithate included n A Ot her curr
assetso on the accompa n ytataling $128anilisnoahd$D® millichat DexémbeB3t,e s hee't
2010and2009, respectively

Income Taxes Under guidance contained in FASB ASC 740 deferred taxes are determined based on the
estimated future tax effects of differences between the financial statement and tax basis of assets and liabilities,
given the provi®ns of the enacted tax laws.

We follow the recognition and disclosure provisions under guidance contained in FASB AS0-Z40Jnder
this guidance, tax positions are evaluated for recognition using alik&lsethannot threshold, and those tax
positions requiring recognition are measured as the largest amount of tax benefit that is greater than fifty percent
likely of being realized upon ultimate settlement with a taxing authority that has full knowledge of all relevant
information. As a result of aqing this guidance on January 1, 2007, we reported a $1.0 million decrease to our
January 1, 2007 retained earnings balance and a corresponding increase to ctleemidiagilities If recognized,
these tax benefits would fully impact our effective tate

We do not believe the total of unrecognized tax positions will significantly increase or decrease during the next
12 months.

Our policy is to record interest and penalties relating to income taxes in income tax expense. As of December
31, 2010we did not have any amount accrued for interest and penalties on uncertain tax positions.

Our U.S. Federal income tax returns for 2002 forward, our Louisiana income tax returns from 1998 forward,
our New Zealand income tax returns after £0&nd our Texa franchise tax returns after 2006 remain subject to
examination by the taxing authorities. There are no material unresolved iterad telgkeriods previously audited
by these taxing authorities. No other state returns are significant to our firzositadn

Accounts Payable and Accrued Liabilitesl ncl uded i n fAAccounts payable and
accompanyingonsolidated balance sheets, at December 31, 2010 and 2009 are trade payables of approximately
$13.7 million and $2.7 millionrespectiely and accrued employee borarglbenefit payables of $11.5 million and
$9.6 million. Also included are liabilities of approximately $B&illion and $7.5 million at December 31, 2010 and
2009 respectively for outstanding checks. Teisresergthe amounts by which checks issued, but not presented by
vendors to the Companyds banks for collection, exceede:

Cash and Cash EquivalentsWe consider all highly liquid instruments with an initial maturity of three months
or less to be cash equivalents

Credit Risk Due to Certain Concentrations.We extend credit, nomarily in the form of uncollateralized oil
andgas sales and joint interest owstaeceivables, to various companies in the oil and gas industry, which results
in a concentration of credit risk. The concentration of credit risk may be affegtedanges in economic or other
conditions within our industry and may accordingly impact our overall credit risk. However, we believe that the risk
of these unsecured receivables is mitigated by the size, reputation, and nature of the companies ® exitécid w
credit. From certain customers we also obtain letters of credit or parent company guaranties, if applicable, to reduce
risk of loss. During 2010,2009 and 2008, oil and gas sales to Shell Oil Company and affiliates accourigécfor
48% and 28%of our gross receiptsrespectively. During 2008 sales to Chevron Corporation and its affiliates
accounted for 25% of our total oil and gas receipts. Credit losses in each of the last three years were immaterial.

Restricted Cash These balances primarilynclude amounts held in escrow accounts to satisfy domestic
plugging and abandonment obligatioAs of December 31, 2@ and 200%hese assets includ@proximately $1.3
million. These amounts are restriceglto their current use, and will be released when we have satisfied all plugging
and abandonment obligations in certain fielfRestricted cash balancasr e r e pQtherioegderm assetf o0 n
the accompanying consolidated balance sheets

Accumulated Other ComprehensiveLoss Net of Income Tax We follow the guidance contained in FASB

ASC 22010, which establishes standards for reporting comprehensive income. In addition to net income,
comprehensive income or loss includes all changes to equitygdariperiod, except those resulting from
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investments andistributions to thewners of the Companyt December 312010, we recordeds0.1 million, net

of taxes of less than $0.1 millipaf derivative losses n i Accumul at ed ot hefr icoeonpme hteaxsd
on the accompanyingonsolidatechalancesheet.The components of accumulated other comprehensive loss and

related tax effects fa2010 were as followgin thousands)

Net of Tax
Gross Value Tax Effect Value
Other comprehensivess at December 31, 2009 ($354) $131 ($223)
Change in fair value of cash flow hedges 868 (319 549
Effect of cash flow hedges settled during the period (732) 269 (463)
Other comprehensive loss at December 31, 2010 ($218) $81 ($137)

Total compehensive income (loss) was $46.4 million, ($39.6) milbowal ($260.1)million for 2010, 2009, and2008,
respectively.

Asset Retirement Obligation We record these obligations in accordance with the guidance contained in FASB
ASC 410620. This guidanceequires entities to record the fair value of a liability for legal obligations associated
with the retirement obligations of tangible loliged assets in the period in which it is incurred. When the liability is
initially recorded, the carrying amount tife related londived asset is increased. The liability is discounted from
the expected date of abandonment. Over time, accretion of the liability is recognized each period, and the capitalized
cost is depreciated on a woif-production basis over thetésated oil and natural gas reserves of the related asset.
Upon settlement of the liability, an entity either settles the obligation for its recorded amount or incurs a gain or loss
upon settlement which is included in the full cost balance. This guidego@es us to record a liability for the fair
value of our dismantlement and abandonment costs, excluding salvage values

The following provides a rofforward of our asset retirement obligatin thousands)

Asset Retirement Obligation as of DecemBgy 2007 $34,45¢
Accretion expense 1,95¢
Liabilities incurred for new wells and facilities construction 1,98t
Liabilities incurred for acquisitions 218
Reductions due to sold and abandoned wells (515)
Revisions in estimated cash flows 10,68(

Asset Retirement Obligation as of December 31, 2008 $48,78¢
Accretion expense 2,90¢€
Liabilities incurred for new wells and facilities construction 3,40C
Reductions due to sold and abandoned wells (1,380
Revisions in estimated cash flows 10,52¢

Asset Retirerant Obligation as of December 31, 2009 $64,23¢
Accretion expense 3,95¢
Liabilities incurred for new wells and facilities construction 1,287
Reductions due to sold and abandoned wells (749)
Revisions in estimated cash flows 10,14¢

Asset Retirement Olgation as of December 31, 2010 $78,87¢

At December 312010 and 20®, we had $8.7 million and $8.9 million respectively,of our asset retirement
obligation classified as a current liability fi\ccounts payable and accrued liabiliiem the accompanyg consolidated
balance shege

Public Stock Offering. In November 2010we issued 4.0#nillion shares of ourcommon stock in an
underwritten public offeringt a price of $36.60 per shar€he gross proceeds from Heesales were approximately
$147.8million, beforededuding underwritingcommesions and issuance cositaling .7 million.

In August 2009 we issued 6.2Mnillion shares of oucommon stock in an underwritten public offeriaga
price of $18.50 per shar@.he gross proceeds from gesales were approximately $1148llion, before deduiing
underwritingcommisions and issuance costs totaling $6illion.

New Accounting Pronouncements.In January2010, the FASB issued ASU 2003 to amend oil and gas
reserve accounting and disclosugaidance that aligns the oil and gas reserve estimation and disclosure
requirements of Topici 0432 a(nfdE xGarsaodc)t iwiet hl ntdhues trré-ewsi r e me
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8995. This release is effective for financial statements issued oreoJaftuary 1, 2010. We have adopted this
guidance for all reporting periods ending on or after December 31, 2009. This release changes the accounting and
disclosure requirements surrounding oil and natural gas reserves and is intended to moderniatarigeugl and

gas disclosure requirements, to align them with current industry practices and to adapt to changes in technology. The
most significant changes include:

e Changes to prices used in reserves calculations, for use in both disclosures antrectopairment
tests. Prices will no longer be based on a sidglg periodend price. Rather, they will be based on
either the preceding #®ont hs6 average price based on closing
or prices defined by existing otractual arrangements.

e Disclosure of probable and possible reserves is allowed.

e The estimation of reserves will allow the use of reliable technology that was not previously
recognized by the SEC.

e  Numerous changes in reserves disclosures mandated by $SBAGK.

e Reserves may be classified as proved undeveloped if there is a high degree of confidence that the
guantities will be recovered and they are scheduled to be drilled within the next five years, unless the
specific circumstances justify a longer time

These new requirementiéd not have a material impact upon our reserves estimatiearningsn the current
period. These changes could have a material impact upon our financial statements in future periods due to the
uncertainty of oil and gas prise

2. Earnings Per Share

The Company computes earnings per share in accordance with FASB ASID.2680nder the guidance,
unvested sharbased payment awards that contain-fanfeitable rights to dividends or dividend equivalents are
participating segrities and, therefore, are included in computing earnings per share (EPS) pursuant tecthestwo
method. The twalass method determines earnings per share for each class of common stock and participating
securities according to dividends or dividerguiwalents and their respective participation rights in undistributed
earnings. Unvested shabased payments that contain rfonfeitable rights to dividends or dividend equivalents are
now included in the basic weighted average share calculation uederdislass method.

Basic earnings per share (ABasic EPSO0) has been c¢omj
shares outstanding during each peribiduted EPS forthe year ended December 31, 2(d€sumes, as of the
beginning of the period xercise of stock options using the treasury stock methsdve recognized a net loss for
the years ended December 31, 2009 an 2088 unvested shalmsed payments and stock options were not
recognized in diluted ear nlationgas theyevoulddéd antidibutivd. Gebtail ofidue d E P S
stock options that would potentially dilute Basic EPS in the future were also antidilutive fgeahended
DecembeBl, 2010, and are discussed below.
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The following is a reconciliation of the nuna¢ors and denominators used in the calculation of Basic and

Diluted EPS for the years ended December2810, 2009 and2008 (in thousands, except per share amounts)

2010

2009

2008

Income (Loss)

from
continuing

operations Shares

Per Share
Amount

Loss from
continuing

operations Shares

Per Share
Amount

Income from
continuing
operations

Shares

Per Share
Amount

Basic EPS:

Net Income (Loss)
from continuing
operations, and
share Amounts

Less: Income (Loss)
from continuing
operations allocate
to unvested
shareholders

Income (Loss) from
continuing
operations allocate
to common shares

$46,47¢ 38,30C

(879

$45,59¢ 38,30C

Dilutive Securities:
Plus: Income (Loss)
from continuing

operations allocate
to unvested
shareholders
Less: Income (Loss)
from continuing
operations re
allocaed to
unvested
shareholders

Stock Options
Diluted EPS:

Net Income (Loss)
from continuing
operations, and
assumed share
conversions

879

(874) 224

$45,601 38,524

$1.19

$1.18

($39,076 33,594

($39,076 33,594

($39,076 33,594

($1.16)

($1.16)

($257,130

($257,130

30,661

30,661

($257,130

30,661

($8.39)

($8.39)

Options topurchase approximately4lmillion sharesat an average exercipéice of $2967 wereoutstanding at
December 31, 210, while options to purchase approximatel\8 Inillion shares at an average exercise price of
$29.72were outstanding at December 31, 208ndoptions to purchase ILmillion shares at an average exercise
price of $33.22 were outstanding at December 31, 2008. Approximatlyilion stock options to purchase shares
were not included in the computatiof Diluted EPSfor the year ended December 31, 20€cause these stock

options were antidilutive, in that the sum of the stock option price, unrecognized compensation expense and excess

tax benefits recognized as proceeds in the treasury stock metBagreeder than the average closing market price
for the common shares during those periodB. of the 1.3 million and 1.1 million stock options to purchase shares
were not included in the computation of Diluted BBSthe years ended December 31, 2008 2008 respectively,

as they would be antidilutive given the net loss from continuing operations.

Employee restricted stock gramtless thar0.1 million shares were not included in the computatf Diluted
EPS for the yeaended December 31, 20 because these restricted stock grants were antidilutive in that the sum of
the unrecognized compensation expense and excess tax benefits recognized as proceeds under the treasury stock
method was greater than the average closing market price for the ashares during that periodll of the 0.7
million and 0.6 million shares of employee restricted stock outstanding at December 31, 2009 and 2008,
respectfully, were not included in the computation Diluted EPS, as they would be antidilutive given ib&s net |
from continuing operations
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3. Provision (Benefit) for Income Taxes
Income (Loss) from continuing operations before taxes is as follows (in thousands):

Year Ended December 31,
2010 2009 2008

Income (Loss) from Continuing
Operations Bfore Income Taxe: $74,308 ($64,617 ($412,758

The following is an analysis of the consolidated income tax provision (benefit) (in thousands):

Year Ended December 31,

2010 200 2008
Current (%$2,957, ($10,792 $5,92¢
Deferred 30,79C (14,749 (161,551
Total $27,83: ($25,541 ($155,628

Current taxes are primarily U.S. Federal income taxes. For 2010 current income tax expense is a net credit due
to realization of U.S. Federal income tax refunds that were notatgci at the end of 2009. These refunds were
realized as a result of provisions within the Work, Homeownership, and Business Assistance Act of 2009 which
allowed the Company tcarry backits 2008 Federal net operating loss four years. The refunds wedetable to
reductions in alternative minimum tax previously paid. The Company has no continuing operations in foreign
jurisdictions.

Reconciliations of income taxes computed using the U.S. Federal statutory rate to the effective income tax rates
are adollows (in thousands):

2010 2009 2008
Income taxegor benefity computed at U.S. statutory rat

(35%) $26,00¢ $(22,616 ($144,465
State tax provisions (benefits), net of federal benefits 641 (1,956 (11,985
Cumulative impact of adstments to net state income te

rate (1,718
Valuation allowance of carryover tax assets 1,681 (1,082
Non-deductible equity compensation 867 105 823
Other, net 354 8 (1)
Provision (benefit) for income taxes $27,838 ($25,54) ($155,628
Effective rate 37.5% 39.5% 37.7%

Theprimary upward adjustments in the effective tax rate above the U.S. statutory rate are the provision for state
income taxes (computed net of the offsetting federal benefit) anededurctible equity compensation. The
provision for state income tax was a charg&@6é million for 2010 and a credit of $2.0 million and $12.0 million
for 2009 and 2008, respectivelyNon-deductible equity compensation increased tax expenskOBymillion for
2010, $.1 million for 2009, and by$0.8 million for 2008. In 2010 the Company revised its kiegn state
apportionment rates which resulted in a $1.7 million reduction to state income tax deferred liabilities. However, this
adjustment also reduced our Ute expectation to realize benefits for Louisiana state tax loss carryovers.
Accordingly we took a $1.7 million charge for a valuation allowance against our Louisiana loss carryovers. In 2009
the Company was able to reverse a previously recorded $lidrmillluation allowance as a result of a tax gain
realized on a joint venture transaction
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Thetax effects of temporary differences representing the net deferred tax asset (liability) at December 31, 2010
and 2009 were as follows (in thousands

2010 2009
Deferred tax assets:
Federal net operating lossesi NOL s 0) $30,71¢ $28,19:
NOLs for excess stoekased compensation (7,590 (6,909
Alternative minimum tax credits 2,092 5,364
Carryover items, net of valuation allowance 8,82: 9,37C
Unrealized stock compensation 5,51¢ 4,861
Other 7,02€ 6,01¢
Total deferred tax assets $46,58¢ $46,89¢
Deferred tax liabilities:
Oil and gas exploration and development costs ($195,454 ($165,316
Other (2,349 (1,989
Total deferred tax liabilities ($197,803 ($167,300
Net deferred tax liabilities ($151,218 ($120,406
Net current deferred tax assets 8,80¢ 3,171
Net noncurrent deferred tax liabilities ($160,024 ($123,577

Deferred tax assets deased by 8.3 million. The federal net operating loss &ssetsnet of NOLs for excess
stockbased compensatipimcreased by $1.8 million due to a current year tax operatingQulssr items (consisig
primarily of expenses accrued for books that are not currently deductible for tax) indogased million; these
increases were offset by the reduction in the alternative minimum tax credits, primarily the result of the Federal
income tax refunds ned previously.

The total change in the deferred liability from 2009 to 2010 was an increase of $30.5 million. This increase is
primarily attributable to a $30.1 million increase in the deferred liability for oil and gas exploration and development
costs. This increase is primarily attributable to accelerated tax deductions for oil and natural gas exploration and
development costs.

The federal net operating losses will expire between 2027 and 2030 if not utilized in earlier pereds.
Co mp a ny @l 8l0OLftax dssets for 2010 and 2009 were $30.7 million and $28.2 million, respedtickiging
deductions for excess stoblased compensation deductionExcess stockased compensation deductions in the
amount of $7.6 million for 2010 and $6.9 millidor 2009 represent stodkased compensation that have generated
tax deductionshat have not yet resulted in a cdak benefit because the Company has NOL carryforwards. The
Company plans to recognize the federal NOL tax assets associated with egckdémstd compensation tax
deductions only when all other components of the federal NOL tax assets have been fully utilized. If and when the
excess stockased compensation related NOL tax assets afieed the benefit will be credited directly to etui
The other primary carryover item is a $7.8 million net agset of a $1.7 million valuation allowandéer State of
Louisiana net operating loss carryovers. These loss carryforwards are scheduled to expire between 2013 and 2025.

Unrealized stock congmsation accounts for $5.5 million in deferred tax assets. These amounts are attributable
to stock compensation expenses accrued for employee stock options and restricted stock that are not realized for
income tax purposes until exercised (for stock ofiar vested (for restricted stock). The actual tax deductions
realized may be significantly different than the accrued amounts depending on the market value of the stock on the
date of exercise or vesting.
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4. Long-Term Debt

Our longterm debt as of Dmber 312010 and20@ is as follows(in thousands)

2010 2009
Bank Borrowings $-- $--
7-1/8% senior notes due 2017 250,00( 250,00(
8-7/8% senior notes due 20 221,62¢ 221,39
Long-Term Debt $471,62: $471,39°

The maturities on our longerm debt are $250.0 million in 2017 and $225.0 million in 2020.

We have capitalized interest onr unproved properties in the amount @f4million, $6.1 millionand 8.0
million for the yeas ended December 31, 2012009and2008, respectively

Bank Borrowings. In September 2010 we renewed and extended our $500.0 million credit facility with a
syndicate of nine banks through October 15, 2015, and have included a feature that allows the Company to increase
the aggregate facility amount available up 7®®.0 million with additional commitments from the lenders. We also
increased our borrowing base to $300.0 million from $277.5 million. Debt issuance costs of approximately $3.6
million related to the extension of the credit facility were capitalizedaadoeing amortized over the life of the
facility.

At December 31, 2010 and 2009 we had no borrowings under our $500.0 million credit facility. The

interest rate on our credit facility is eliBORplusan( a) t h
applicable margin. However with respect to (a) , i fot
funds rate plus | %, and the adjusted London I nterbank

rates wil then apply. The applicable margins vary depending on the level of outstanding debt with escalating rates
of 100 to 200 basis points above the Alternative Base Rate and escalating rates of 200 to 300 basis points for LIBOR
loans. The commitment fee assateid with the unfunded portion of the borrowing base is set at 50 basis points. At
December3l 2010, the |l ead bankdés prime rate was 3.25%

The terms of our credit facility include, among other restrictions, a limitation on the level of cash dividgnds (n
to exceed $15.0 million in any fiscal year), a remaining aggregate limitation on purchases of our stock of $50.0
million, requirements as to maintenance of certain minimum financial ratios (principally pertaining to adjusted
working capital ratios and EHTDAX) and limitations on incurring other debt. Since inception, no cash dividends
have been declared on our common stock. We are currently in compliance with the provisions of this agreement.
The credit facility is secured by our domestic oil and natgasl properties. Under the terms of the credit facility,
we can increase the commitment amount to the &tedunt of the borrowing base at our discretion, subject to the
terms of the credit agreement. The borrowing base amountisteemined at leastvery six months starting with
the next scheduled borrowing base review in May 2011.

Interest expense on the credit facility, including commitment fees and amortization of debt issuance costs,
totaled $1.9 millionin 2010, $5.2 million in 2009, and $.6 million in 2008. The amount of commitment fees
included in interest expenseetwas $1.4 million in 2010$0.7 million in 2009 an&0.5 million in 2008

Senior Notes e 2020 These notes consist of $225 million 678% senior notes issued at 98.389%af,
which equates to an effective yield to maturity e1/8%. The notes were issued on November 25, 2009 with a
original discount of $3.6 million and will mature on January 15, 2020. dffiginal discount of $3.6 million is
recor dedTe mm i@edartgohsolidatechalance shestand will be amortized over the life of the note.
The notes are senior unsecured obligations that rank equally with all of our existing and future senior unsecured
indebtedness, are effectively subordinated to all outtiegisnd future secured indebtedness to the extent of the
value of the collateral securing such indebtedness, including borrowing under our bank credit facility, and will rank
senior to any future subordinated indebtedness of Swift Energy. Interessemtiies is payable seannually on
January 15 and July 15 and commenced on November 25, 2009. On or after January 15, 2015, we may redeem
some or all of these notes, with certain restrictions, at a redemption price, plus accrued and unpaid interest, of
104.438% of principal, declining in twehmonth intervals to 100% in 2018 and thereafter. In addition, prior to
January 15, 2013, we may redeem up to 35% of the principal amount of the notes with the net proceeds of qualified
offerings of our equity aa redemption price of 108.875% of the principal amount of the notes, plus accrued and
unpaid interest. We incurred approximately $5.0 million of debt issuance costs related to these notes, which is
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i ncluded i nT efrOrt hlesrs elt sndg o0 nconsdlidatecabalanoenspeats gnd wilgbe amortized to
interest expense, net over the life of the notes using the effective interest method. In the event of certain changes in
control of Swift Energy, each holder of notes will have the right to requite vspurchase all or any part of the

notes at a purchase price in cash equal to 101% of the principal amount, plus accrued and unpaid interest to the date
of purchase. The terms of these notes include, among other restrictions, a limitation on how owcbvaf

common stock we may repurchase. We are currently in comphgititéhe provisions of the indenture governing

these senior notes.

Interest expense on the78% senior notes due 2020, including amortization of debt issuance costs and debt
discouwnt, totaled 20.5million and $2.0 million for the years ended December 31, 2010 and 2009, respectively.

Senior Notes Due 2017These notes consist of $250.0 million 6L/B% senior notes due 2017, which were
issued on June 1, 2007 at 100% of the pridcgamount and will mature on June 1, 2017. The notes are senior
unsecured obligations that rank equally with all of our existing and future senior unsecured indebtedness, are
effectively subordinated to all our existing and future secured indebtedrteéssetxtent of the value of the collateral
securing such indebtedness, including borrowing under our bank credit facility, and will rank senior to any future
subordinated indebtedness of Swift Energy. Interest on these notes is payabsnragily on Jua 1 and
December 1, and commenced on December 1, 2007. On or after June 1, 2012, we may redeem some or all of these
notes, with certain restrictions, at a redemption price, plus accrued and unpaid interest, of 103.563% of principal,
declining in twelvemonth intervals to 100% in 2015 and thereafter. We incurred approximately $4.2 million of
debt i ssuance costs related to tTheersne Ansosteetss,0 wohni cthh ei sac
consolidated balance sheets and will be amortized teyeist expense, net over the life of the notes using the
effective interest method. In the event of certain changes in control of Swift Energy, each holder of notes will have
the right to require us to repurchase all or any part of the notes at a pupclasim cash equal to 101% of the
principal amount, plus accrued and unpaid interest to the date of purchase. The terms of these notes include, among
other restrictions, a limitation on how much of our own common stock we may repurchase. We arly current
compliance with the provisions of the indenture governing these senior notes

Interest expense on thel’8% senior notes due 2017, including amortization of debt issuance costs, totaled
$18.4 million for the year ended December 31, 2010 and $18libmfor both years ended December 31, 2009 and
2008.

Senior Notes Due2011 These notes consisted of $150.0 million €8/8% senior subordinated notes due July
2011, which were issued on June 23, 2004 and which were fully redeemed as of Decemb@®.10n 2he fourth
quarter of 2009, we recorded a charge of $4.0 million related to the redemption of these notes. The costs were
comprised of approximately $2.9 million of premium paid to redeem the notes, and $1.1 million toffvrite
unamortized delissuance costs

Interest expense on the578% senior notes due 2011, including amortization of debt issuance costs totaled
$11.4 million in 2009and$120 million in 2008.

The maturities on our lonrtgrm debt are $250.0 million in 2017 and $225.0 millie 2020
5. Commitmentsand Contingencies

Rental and lease expensekich were included infiGeneral and administrative, Bedn our accompanying
consolidatecstatements obperationswere $5.4 million in 2010, $4.2 million in 2009, and 8.2 million in 2008.
Rental and lease expensebich were included irfiLease operating caston our accompanying consolidated
statements ofoperationswere $10.5 millionin both 2010 and 200, and $.6 million in 2008. Our remaining
minimum annual obligations under noancelable operating lease commitments were $6.0 million for 2011, $5.8
million for 2012, $5.6 million for 2013, $5.6 million for 2014, $0.9 million for 2015 and $23.9 million in the
aggregate.The rental and lease expenses and remaining minimum annugatigsls under nowancelable
operating lease commitments primarily relate to the lease of our office space in Houstonyfielkas a ten year
lease and expires in 2015 his lease is renewable for two fiyear periods at the prevailing office rentates in
the area at the time of renewal.

In the ordinary course of business, we have entered into agredioredtiling and completion servicesThe
remaining commitments at December 3@10 for these services and materittaled $100.7 million.
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Our remaininggas transportation minimum delivery obligationere $.4 million for 2011, 4.9 million for
2012, .3 million for 2013, £.6 million for 2014 and 8.2million in the aggregate

In the ordinary course of business, we have been party taugddgal actions, which arise primarily from our
activities as operator of oil anthaturalgas wells. In manageméatopinion, the outcome of any such currently
pending legal actions will not have a material adverse effect on our financial positionlisrggeperations.

6. Stockholder®Equity

Stock-Based Compensation PlansWe have three stock option plans that awards are currently granted under,
the 2005 Stock Compensation Plan, which was adopted by our Board of Directors in March 2005 andowed appr
by shareholders at the 2005 annual meeting of shareholders, the 2001 Omnibus Stock Compensation Plan, which
was adopted by our Board of Directors in February 2001 and was approved by shareholders at the 2001 annual
meeting of shareholders, and the Q99onQualified Stock Option Plan solely for our independent directors. No
further grantswill be made under the 2001 Omnibus Stock Compensation Plan or the 199Qulified Stock
Option Plan, both of which were replaced by the 2005 Stock Compensaton @&though options remain
outstanding under both plans and are accordingly included in the tables below. In addition, we have an employee
stock purchase plan and an employee stock ownership plan.

Under the 2005 plan, stock options and other equitychas@ards may be granted to employees, directors, and
consultants, with directors only eligible to receive restricted awards. Under the 2001 plan, stock options and other
equity based awards may be granted to employees. Under the 19Qatified plan, on-employee members of
our Board of Directors were automatically granted options to purchase shares of common stock on a formula basis.
All three plans provide that the exercise prices equal 100% of the fair value of the common stock on the date of
grant. Restricted stock grants become vested in various terms ranging from three years to five years, and stock
options become exercisable in various terms ranging from one year to five years. Options granted typically expire
ten years after the date ofgrantoa r | i er i n the event of the optioneeds
stock options are exercised, the cash received is credited to common stock and additiénatgyaidl. Options
issued under these plans also include a reload feature adtditional options are granted at the then current market
price when mature shares of Swift Energy common stock are used to satisfy the exercise price of an existing stock
option grant. When Swift Energy common stock is used to satisfy the exercisgtpeimet shares actually issued
are reflected in the accompanyigtigtement ot 0 ¢ k h aeduity éseesnéte 1 to table below). We view all awards
of stock compensation as a single award with an expected life equal to the average expected life @ntompon
awards and amortize the award on a strdigletbasis over the life of the award.

The employee stock purchase plan, which began in 1993, provides eligible employees the opportunity to
acquire shares of Swift Energy common stock at a discount thimangioll deductions. To date, employees have
been allowed to authorize payroll deductions of up to 10% of their base salary, within IRS limitations and plan rules,
during the plan year by making an election to participate prior to the start of a plalyegurchase price for
stock acquired under the plan is 85% of the lower of the closing price of our common stock as quoted on the New
York Stock Exchange at the beginning or end of the gkar Under this plan for the last three years, we have
issued66,564 shares at a price of $14.29 in 208M,690 shares at a price of $14.29 in 2009, and 25,645 shares at a
price of $36.83 in 2008 and registered 200,000 new shar2808. As of December 32010, 92,378 shares
remained available for issuance undes thian.

We receive a tax deduction for certain stock option exercises during the period the options are exercised,
generally for the excess of the price at which the stock is sold over the exercise price of the options. We receive an
additionaltax dedation when restricted stock vests at a higher value than the value used to recognize compensation
expense at the date of grant. In accordamitle guidance contained in FASB ASI18, we are requiretb report
excess tax benefits from tlagvardof equity irstruments as financing cash flowslowever, under this guidance, a
tax benefit and a credit to additional p@idcapital for the excess deduction is not be recognized until that deduction
reduces taxes payablé&or the twelve months ended December 3, weincurreda tax benefit of 8.1 million
as restricted stock vestedaalightly overall highewalue than the value used to record compensation expense at the
date of grant Because the Company is in a cumulative tax loss carryover positionctiméntaxesthis excess
benefit was not recorded~or the twelve months ended DecemBEr2009 we recognized a tax benestortfall of
$2.0 million asrestricted stock vested at a lower value than the value used to record compensation expense at the
date of grant, offset by a reduction &adlditional paiein capital. Additionally,during 2009we derecognized excess
tax benefits credited to additional paidcapital in 2008 of $1.5 million. Thiderecognition was due to lower than
estimated taxable inaoe for the 2008 income tax return and utilization of a tssy backto obtain a partial tax
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refund for taxes paid in 2007. After these adjustments, no actual cash benefit was realized for the excess tax
benefits for vesting of restricted stock and eis® of stock options durir2008.

Net cash proceeds from the exercise of stock optiere $2.1 million, $0.3 million, and $8.3 million for the
years ended December 31, 2010, 2009, and 2008 respectively. The actual income tax benefit from stock option
exercises was $0.8 million, $0.1 milipand #.1 million for the same periods.

Stock compensation expense for both stock options and restricted stock issued to both employees and non
empl oyees is recorded i n AGener pahyingconsolidatddrstatements ofat i v e,
operationsand was $9.nillion, $8.4 million, and $10.6 million for the years ended December 31, 2010, 2009, and
2008, respectively. Stock compensati@eorded in lease operatiegst was $0.3 million, $0.#illion, and $06
million for the years ended December 311@020M, and 208, respectively. We alsoapitalized $1.6 million,
$2.1 million, and $4.5 million of stock compensation in 2010, 2009, and 2008, respectively.

Our shares available for future grant under stock compensation plangre 1,903,660 decembe1, 20L0.
Each stock option granted reduces the aforementioned total by one share, while each restricted stock grant reduces
the shares available for futugeant by 1.44 shares.

Stock Options. We u® the BlackScholesMerton option pricing model to estimate the fair value of stock
option awards with the following weighte/erage assumptions for the indicated periods:

Years Ended December 31,

2010 2009 2008
Dividend yield 0% 0% 0%
Expected volatility 62.8% 50.5% 39.5%
Risk-free interest rate 2.1% 1.8% 2.4%
Expected life of options (in years) 4.3 4.5 41
Weightedaverage grandate fair value $12.6( $6.32 $15.2¢

The expected term for grants issued during or after 2008d&s based on an analysis of historical employee
exercise behavior and considered all relevant factors including expected future employee exercise behavior. The
expected term for grants issued prior to 2008 was calculated using the Securities and EQahangei s si on St af |
shortcut approach from Staff Accounting Bulletin No. 107. We have analyzed historical volatility, and based on an
analysis of all relevant factors, we have used a 5.5 yeathlack period to estimate expected volatility of 804.0,
2009 and 20@ stock option grants.

At December 31, 210, there was $1.hillion of unrecognized compensation cost related to stock options
which is expected to be recognized over a weighteztage period of 0.8 year. The following table represents stock
option activity for the years ended December 31,2200 and 20@:

2010 2009 2008
witd Avg. Witd, Avg Wid. Avg
Shares Exer. Price Shares Exer. Price Shares Exer. Price

Options outstanding, beginning of period 1,289194 $29.72 1,119,46¢ $33.22 1,449,24( $28.47

Options granted 273,63 $25.2¢ 273,40( $14.6¢€ 216,31t $46.37

Options canceled (36,983 $44.65 (77,619 $33.2¢ (44,289 $34.6¢

Options exerciséd (163,899 $18.11 (26,056 $12.52 (501,797 $24.9¢
Optionsoutstanding, end of period 1,361,77¢ $29.67 1,289,19- $29.72 1,119,46¢ $33.22

Options exercisable, end of period 749,447 $32.04 790,39 $31.0C 649,71« $26.41

'The plans allow for the use of a mssundercértairscwamstancésnThd deligeny ofcSivit a ¢ a s h

Energy common stock, held by the optionee for a minimum of six months, which are considered mature shares, with a failum@duedl to

the required purchase price of the shares to which theieseee r el at es, constitutes a valid Astock swary

include a reload feature where additional options are granted at the then current market price when mature sharepck Swiftistd to
satisfy the exercise prioef an existing stock option grant. The terms of the plans provide that the mature shares delivered, as full or partial

payment in a fAstock swapo, shall again be available f aeswaevards und
dd i vered in Astock swapod transactions, respecti vel y. Nonsterecidsued esul t ed
in 2009.
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The aggregate intrinsic value and weighted average remaining contract life of options outstanding and
exercisable at December 31, 2010 was $16.2 million éhgears and $7.9 million and 3.7 years, respectively. The
total intrinsic value of options exercised during the year ended Decemberl®ly@9$2.6 million.

The following table summarizes infoation about stock options outstanding at December 31; 20

Options Outstanding Options Exercisable
Witd. Avg.
Number Remaining Witd. Avg. Number
Outstanding at Contractual Exercise Exercisable at Witd. Avg.
Range of Exercise Price: 12/3140 Life Price 12/3710 Exercise Price
$ 8.00 to $24.99 687,547 6.9 $18.27 259,27¢ $14.87
$25.00 to $44.99 567,16: 49 $39.07 383,09¢ $37.77
$45.00 to $65.00 107,071 0.9 $53.11 107,071 $53.11
$ 8.00 to $65.00 1,361,77¢ 56 $2967 749,447 $32.04

Restricted Stock In 2010, 20® and 208, the Company issued 388,650, 433,210 and 314,440 shares,
respectively, of restricted stock to employees, consultants, and directors. These shares vest oweraa thrivee
year period and remaisubject to forfeiture if vesting conditions are not met. The fair value of these shares when
issued was approximately $25 per share ib2812 per share in 20@&nd $44 per share in 280

The compensation expense for these awards was determinedbatbedmarket price of our stock at the date
of grant applied to the total number of shares that were anticipated to fully vest. As of December 31, 2010, we have
unrecognized compensation expense of approximately $8.6 million associated with thesevhwardse expected
to be recognized over a weightaderage period of 0.8 years. The total fair value of shares vested during the year
ended December 31, 2010 was $9.0 million.

The following is a summary of our restricted stock issued to employees, temtsuénd directors under these
plans as of December 31,1 20, and 208:

2010 2009 2008
wid.
Wid. Avg. Wid. Avg. Avg.Grant
Shares Grant Price Shares Grant Price Shares Price
Restricted shares outstanding,
beginning of period 703,85¢ $24.1F 586,32t $42.7¢ 596,59( $41.6(
Restricted shares granted 388,65( $25.41 433,21( $12.4¢ 314,44( $43.61
Restricted shares canceled (46,029 $24.4 (51,750 $41.8¢ (49,859 $42.68
Restricted shares vested (312,193 $28.7¢ (263,929 $42.92 (274,846 $41.1¢
Restricted shares outstanding, end ¢
period 734,28¢ $22.87 703,85¢ $24.1¢8 586,32¢ $42.7¢
Employee Stock Ownership Planl n 199 6, we established an Empl oyee

effective January 1, 1998l employees over the age of 21 with one year of service are participants. This plan has a
threeyear cliff vesting. The ESOP is designed to enable our employees to accumulate stock ownership. While there
will be no employee contributions, participantdl weceive an allocation of stock that has been contributed by Swift
Energy. Compensation expense is recognized upon vesting when such shares are released to employees. The plan
may also acquire Swift Energy common stock, purchased at fair market vai&SIOP can borrow money from

Swift Energy to buy Swift Energy common stock. ESOP payouts will be paid in a lump sum or installments, and the
participants generally have the choice of receiving cash or stock. At DecembefG12@®, and 208, all of the

ESOP compensation was earned. Our contribution to the ESOP plan totaled $0.2 million for the years ended
December 31, 2010, 2009 and 2008, and were al/l ma d e
admi ni strative, net 0 idated statbnmentsaot aperatigna. Mlyei shages af comman! stock
contributed to the ESOP plan totaled 5,108, 8,347 and 11,898 shares for the 2010, 2009, and 2008 contributions,
respectively.

Employee Savingslan. We have a savings plan under Section 401{lthe Internal Revenue Code. Eligible
employees may make voluntary contributions into the 401(k) savings plan with Swift contributing on behalf of the
eligible employee an amount equal to 100% of the first 2% of compensation and 75% of the next 4% of
compensation based on the contributions made by the eligible employees. Our contributions to the 401(k) savings
plan were $1.3 million for both 2010 and 2009 and $1
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