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Preliminary Terms Supplement

UBS AG Buffered Return Optimization Securities

UBS AG $  Securities linked to the common stock of Amazon.com, Inc. due on or about December 16, 2019

Indicative Terms

Issuer UBS AG, London Branch
Term Approximately 12 months.
Underlying Asset The common stock of Amazon.com, Inc.

Trade Date December 11, 2018 (subject to postponement in the event of a market disruption event, as
described in the accompanying product supplement).

Settlement Date December 13, 2018 (subject to postponement in the event of a market disruption event, as
described in the accompanying product supplement).

Final Valuation Date December 11, 2019 (subject to postponement in the event of a market disruption event, as
described in the accompanying product supplement).

Maturity Date December 16, 2019 (subject to postponement in the event of a market disruption event, as
described in the accompanying product supplement).

Principal Amount
$10 per Security. The Securities are offered at a minimum investment of 100 Securities at
$10 per Security (representing a $1,000 investment) and integral multiples of $10 in excess
thereof.

Payment at Maturity
(per Security)

On the maturity date,

if the underlying return is positive, UBS will pay you a cash payment for each Security you
hold equal to $10 + ($10 x the lesser of (a) Underlying Return x Multiplier and (b)
Maximum Gain);

Edgar Filing: UBS AG - Form 424B2

Preliminary Terms Supplement 1



if the underlying return is zero or negative and the percentage decline from the initial level
to the final level is equal to or less than the buffer percentage, UBS will pay you a cash
payment for each Security you hold equal to your principal amount; or

if the underlying return is negative and the percentage decline from the initial level to the
final level is greater than the buffer percentage, UBS will pay you a cash payment for each
Security you hold equal to $10 + [$10 x (Underlying Return + Buffer Percentage)].

Investors will be exposed to any percentage decline in the level of the underlying asset
in excess of the buffer percentage from the trade date to the final valuation date.
Specifically, if the percentage decline of the underlying asset from the initial level to
the final level is greater than the buffer percentage, you will lose a percentage of your
principal amount equal to the percentage decline in excess of the buffer percentage,
and in extreme situations, you could lose almost all of your initial investment.

Underlying Return
The quotient, expressed as a percentage, of the following formula:

( Final Level - Initial Level ) / Initial Level

Initial Level
The closing level of the underlying asset on the trade date, as determined by the calculation
agent and as may be adjusted in the case of certain corporate events, as described in the
accompanying product supplement.

Final Level
The closing level of the underlying asset on the final valuation date, as determined by the
calculation agent and subject to adjustments in the case of certain corporate events, as
described in the accompanying product supplement.

Closing Level

On any trading day, generally the last reported sale price (or, in the case of NASDAQ, the
official closing price) of the underlying asset during the principal trading session on the
principal national securities exchange on which it is listed for trading, as determined by the
calculation agent.

Multiplier 5.00
Maximum Gain 15.40% to 15.76%. The actual maximum gain will be set on the trade date.
Buffer Percentage 10.00%
CUSIP [ ]
ISIN [ ]
Valoren [ ]
Notice to investors: the Securities are significantly riskier than conventional debt instruments. UBS is not
necessarily obligated to repay the full amount of your initial investment at maturity, and the Securities have
downside market risk similar to an investment in the underlying asset subject to the buffer percentage. This
market risk is in addition to the credit risk inherent in purchasing a debt obligation of UBS. You should not
purchase the Securities if you do not understand or are not comfortable with the significant risks involved in
investing in the Securities.

You should carefully consider the risks described under “Key Risks” beginning on page 4, under “Key Risks”
beginning on page 4 of the BROS prospectus supplement and under “Risk Factors” beginning on page PS-9 of the
accompanying product supplement before purchasing any Securities. Events relating to any of those risks, or
other risks and uncertainties, could adversely affect the market value of, and the return on, your Securities.
You may lose some or almost all of your initial investment in the Securities.

The estimated initial value based on an issuance size of approximately $100,000 of the Securities as of the trade date
is expected to be between 94.07% and 96.57% of the issue price to the public for Securities linked to the common
stock of Amazon.com, Inc.. The range of the estimated initial value of the Securities was determined on the date of
this preliminary terms supplement by reference to UBS’ internal pricing models, inclusive of the internal funding rate.
For more information about secondary market offers and the estimated initial value of the Securities, see “Key Risks -
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Fair value considerations” and “Key Risks - Limited or no secondary market and secondary market price considerations”
on pages 4 and 5 of this preliminary terms supplement.

Neither the Securities and Exchange Commission nor any other regulatory body has approved or disapproved
of these Securities or passed upon the adequacy or accuracy of this preliminary terms supplement, or the
previously delivered BROS prospectus supplement, the accompanying product supplement or the
accompanying prospectus. Any representation to the contrary is a criminal offense.

The Securities are not bank deposits and are not insured by the Federal Deposit Insurance Corporation or any other
governmental agency.

See “Additional Information about UBS and the Securities” on page 7. The Securities we are offering will have
the terms set forth in the BROS prospectus supplement dated November 1, 2018 relating to the Securities, the
accompanying product supplement, the accompanying prospectus and this preliminary terms supplement.

Offering of Securities Issue Price to Public Underwriting Discount Proceeds to UBS AG

Total Per
Security Total Per

Security Total Per
Security

Securities linked to the common stock
of Amazon.com, Inc. $ 100% $ 2.00% $ 98.00%

UBS Financial Services Inc. UBS Investment Bank

Additional Information About UBS and the Securities

UBS has filed a registration statement (including a prospectus, as supplemented by a product supplement and a
prospectus supplement for the Securities) with the Securities and Exchange Commission, or SEC, for the offering for
which this preliminary terms supplement relates. Before you invest, you should read these documents and any other
documents relating to the Securities that UBS has filed with the SEC for more complete information about UBS and
this offering. You may obtain these documents for free from the SEC website at www.sec.gov. Our Central Index
Key, or CIK, on the SEC website is 0001114446.

You may access these documents on the SEC web site at www.sec.gov as follows:

• BROS Prospectus Supplement dated November 1, 2018:
http://www.sec.gov/Archives/edgar/data/1114446/000091412118002107/ub46175266-424b2.htm

• Market-Linked Securities product supplement dated October 31, 2018:
http://www.sec.gov/Archives/edgar/data/1114446/000091412118002085/ub47016353-424b2.htm

• Prospectus dated October 31, 2018:
http://www.sec.gov/Archives/edgar/data/1114446/000119312518314003/d612032d424b3.htm

References to “UBS”, “we”, “our” and “us” refer only to UBS AG and not to its consolidated subsidiaries. In this
document, “Buffered Return Optimization Securities” or the “Securities” refer to the Securities that are offered

Edgar Filing: UBS AG - Form 424B2

UBS Financial Services Inc. 3



hereby. Also, references to the ”BROS prospectus supplement” mean the UBS prospectus supplement dated
November 1, 2018, references to the ”Market-Linked Securities product supplement” mean the UBS product
supplement, dated October 31, 2018, and references to “accompanying prospectus” mean the UBS prospectus, titled
“Debt Securities and Warrants”, dated October 31, 2018.

UBS reserves the right to change the terms of, or reject any offer to purchase, the Securities prior to their issuance. In
the event of any changes to the terms of the Securities, UBS will notify you and you will be asked to accept such
changes in connection with your purchase. You may also choose to reject such changes in which case UBS may reject
your offer to purchase.

Key Risks

An investment in the Securities involves significant risks. Some of the risks that apply to the Securities are
summarized here and are comparable to the corresponding risks discussed in the “Key Risks” section of the BROS
prospectus supplement, but we urge you to read the more detailed explanation of risks relating to the Securities
generally in the “Risk Factors” section of the accompanying product supplement. We also urge you to consult your
investment, legal, tax, accounting and other advisors before you invest in the Securities.

•

Risk of loss at maturity - The Securities differ from ordinary debt securities in that UBS will not necessarily pay
the principal amount of the Securities. UBS will only pay you the principal amount of your Securities at maturity if
the percentage decline of the underlying asset from the initial level to the final level is equal to or less than the
buffer percentage. If the percentage decline of the underlying asset from the initial level to the final level is greater
than the buffer percentage, you will lose a percentage of your principal amount equal to the percentage decline in
excess of the buffer percentage, and in extreme situations, you could lose almost all of your initial investment.

•

The stated payout from the issuer applies only if you hold your Securities to maturity - You should be willing
to hold your Securities to maturity. If you are able to sell your Securities prior to maturity in the secondary market,
you may have to sell them at a loss relative to your initial investment even if the then-current percentage decline of
the underlying asset from the initial level is equal to or less than the buffer percentage at that time.

•

The multiplier applies only if you hold your Securities to maturity - You should be willing to hold your
Securities to maturity. If you are able to sell your Securities prior to maturity in the secondary market, the price you
receive will likely not reflect the full economic value of the multiplier, and the return you realize may be less than
the return of the underlying asset times the multiplier even if the then-current underlying return is positive and does
not exceed the maximum gain at that time. You can receive the full benefit of the multiplier, subject to the
maximum gain, from UBS only if you hold your Securities to maturity.

•

Your potential return on the Securities is limited to the maximum gain - The return potential of the Securities is
limited to the maximum gain. Therefore, you will not benefit from any positive underlying return in excess of an
amount that, when multiplied by the multiplier, exceeds the maximum gain and your return on the Securities may
be less than a direct investment in the underlying asset.

• No interest payments - UBS will not pay any interest with respect to the Securities.
• Greater expected volatility generally indicates an increased risk of loss at maturity - "Volatility” refers to the
frequency and magnitude of changes in the level of the underlying asset. The greater the expected volatility of the
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underlying asset as of the trade date, the greater the expectation is as of the trade date that the percentage decline
from the initial level to the final level could be greater than the buffer percentage and, as a consequence, indicates
an increased risk of loss. However, the underlying asset’s volatility can change significantly over the term of the
Securities, and a relatively higher buffer percentage may not necessarily indicate that the Securities have a greater
likelihood of a return of principal at maturity. You should be willing to accept the downside market risk of the
underlying asset and the potential to lose some or all of your initial investment.

•

Credit risk of UBS - The Securities are unsubordinated, unsecured debt obligations of UBS and are not, either
directly or indirectly, an obligation of any third party. Any payment to be made on the Securities, including any
repayment of principal at maturity, depends on the ability of UBS to satisfy its obligations as they come due. As a
result, UBS’s actual and perceived creditworthiness may affect the market value of the Securities. If UBS were to
default on its obligations, you may not receive any amounts owed to you under the terms of the Securities and you
could lose all of your initial investment.

•

Single equity risk - The return on the Securities, which may be positive or negative, is directly linked to the
performance of the underlying asset. The level of the underlying asset can rise or fall sharply due to factors specific
to that underlying asset and the issuer of the underlying asset (the "underlying asset issuer"), such as equity price
volatility, earnings, financial conditions, corporate, industry and regulatory developments, management changes
and decisions and other events, as well as general market factors, such as general market volatility and levels,
interest rates and economic and political conditions. You, as an investor in the Securities, should conduct your own
investigation into the respective underlying asset issuer and the underlying asset for your Securities. For additional
information regarding the underlying asset issuer, please see "Information about the Underlying Asset" and
"Amazon.com, Inc." in this preliminary terms supplement and the respective underlying asset issuer's SEC filings
referred to in these sections. We urge you to review financial and other information filed periodically by the
underlying asset issuer with the SEC.

• Fair value considerations.

•

The issue price you pay for the Securities will exceed their estimated initial value - The issue price you pay
for the Securities will exceed their estimated initial value as of the trade date due to the inclusion in the issue
price of the underwriting discount, hedging costs, issuance costs and projected profits. As of the close of the
relevant markets on the trade date, we will determine the estimated initial value of the Securities by reference to
our internal pricing models and it will be set forth in the final terms supplement. The pricing models used to
determine the estimated initial value of the Securities incorporate certain variables, including the level and
volatility of the underlying asset, the expected dividends of the underlying asset, prevailing interest rates, the term
of the Securities and our internal funding rate. Our internal funding rate is typically lower than the rate we would
pay to issue conventional fixed or floating rate debt securities of a similar term. The underwriting discount,
hedging costs, issuance costs, projected profits and the difference in rates will reduce the economic value of the
Securities to you. Due to these factors, the estimated initial value of the Securities as of the trade date will be less
than the issue price you pay for the Securities.

• The estimated initial value is a theoretical price; the actual price that you
may be able to sell your Securities in any secondary market (if any) at any
time after the trade date may differ from the estimated initial value - The
value of your Securities at any time will vary based on many factors, including
the factors described above and in “Single equity risk” above and is impossible to
predict. Furthermore, the pricing models that we use are proprietary and rely in
part on certain assumptions about future events, which may prove to be
incorrect. As a result, after the trade date, if you attempt to sell the Securities in
the secondary market, the actual value you would receive may differ, perhaps
materially, from the estimated initial value of the Securities determined by
reference to our internal pricing models. The estimated initial value of the
Securities does not represent a minimum or maximum price at which we or any
of our affiliates would be willing to purchase your Securities in any secondary
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market at any time.

•

Our actual profits may be greater or less than the differential between the
estimated initial value and the issue price of the Securities as of the trade
date - We may determine the economic terms of the Securities, as well as
hedge our obligations, at least in part, prior to pricing the Securities on the trade
date. In addition, there may be ongoing costs to us to maintain and/or adjust
any hedges and such hedges are often imperfect. Therefore, our actual profits
(or potentially, losses) in issuing the Securities cannot be determined as of the
trade date and any such differential between the estimated initial value and the
issue price of the Securities as of the trade date does not reflect our actual
profits. Ultimately, our actual profits will be known only at the maturity of the
Securities.

•Limited or no secondary market and secondary market price considerations.

•

There may be little or no secondary market for the Securities - The
Securities will not be listed or displayed on any securities exchange or any
electronic communications network. There can be no assurance that a
secondary market for the Securities will develop. UBS Securities LLC and its
affiliates may make a market in each offering of the Securities, although they
are not required to do so and may stop making a market at any time. If you are
able to sell your Securities prior to maturity, you may have to sell them at a
substantial loss. The estimated initial value of the Securities does not represent
a minimum or maximum price at which we or any of our affiliates would be
willing to purchase your Securities in any secondary market at any time.

• The price at which UBS Securities LLC and its affiliates may offer to buy
the Securities in the secondary market (if any) may be greater than UBS’
valuation of the Securities at that time, greater than any other secondary
market prices provided by unaffiliated dealers (if any) and, depending on
your broker, greater than the valuation provided on your customer
account statements - For a limited period of time following the issuance of the
Securities, UBS Securities LLC or its affiliates may offer to buy or sell such
Securities at a price that exceeds (i) our valuation of the Securities at that time
based on our internal pricing models, (ii) any secondary market prices provided
by unaffiliated dealers (if any) and (iii) depending on your broker, the valuation
provided on customer account statements. The price that UBS Securities LLC
may initially offer to buy such Securities following issuance will exceed the
valuations indicated by our internal pricing models due to the inclusion for a
limited period of time of the aggregate value of the underwriting discount,
hedging costs, issuance costs and theoretical projected trading profit. The
portion of such amounts included in our price will decline to zero on a straight
line basis over a period ending no later than the date specified under
“Supplemental Plan of Distribution (Conflicts of Interest); Secondary Markets
(if any).” Thereafter, if UBS Securities LLC or an affiliate makes secondary
markets in the Securities, it will do so at prices that reflect our estimated value
determined by reference to our internal pricing models at that time. The
temporary positive differential relative to our internal pricing models arises
from requests from and arrangements made by UBS Securities LLC with the
selling agents of structured debt securities such as the Securities. As described
above, UBS Securities LLC and its affiliates are not required to make a market
for the Securities and may stop making a market at any time. The price at
which UBS Securities LLC or an affiliate may make secondary markets at any
time (if at all) will also reflect its then current bid-ask spread for similar sized
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trades of structured debt securities. UBS Financial Services Inc. and UBS
Securities LLC reflect this temporary positive differential on their customer
statements. Investors should inquire as to the valuation provided on customer
account statements provided by unaffiliated dealers.

•

Price of Securities prior to maturity - The market price of the Securities will
be influenced by many unpredictable and interrelated factors, including the
level of the underlying asset; the volatility of the underlying asset; the dividend
rate paid on the underlying asset; the time remaining to the maturity of the
Securities; interest rates in the markets; geopolitical conditions and economic,
financial, political, force majeure and regulatory or judicial events; the
creditworthiness of UBS and the then current bid-ask spread for the Securities.

•

Impact of fees and the use of internal funding rates rather than secondary
market credit spreads on secondary market prices - All other things being
equal, the use of the internal funding rates described above under “- Fair value
considerations” as well as the inclusion in the issue price of the underwriting
discount, hedging costs, issuance costs and any projected profits are, subject to
the temporary mitigating effect of UBS Securities LLC’s and its affiliates’
market making premium, expected to reduce the price at which you may be
able to sell the Securities in any secondary market.

•

Owning the Securities is not the same as owning the underlying asset - The return on your Securities may not
reflect the return you would realize if you actually owned the underlying asset. For instance, you will not benefit
from any positive underlying return in excess of an amount that, when multiplied by the multiplier, exceeds the
maximum gain. Furthermore, you will not receive or be entitled to receive any dividend payments or other
distributions during the term of the Securities, and any such dividends or distributions will not be factored into the
calculation of the payment at maturity on your Securities. In addition, as an owner of the Securities, you will not
have voting rights or any other rights that a holder of the underlying asset may have.

•

No assurance that the investment view implicit in the Securities will be successful - It is impossible to predict
whether and the extent to which the level of the underlying asset will rise or fall and there can be no assurance that
any percentage decline of the underlying asset from the initial level to the final level will be equal to or less than the
buffer percentage. The level of the underlying asset will be influenced by complex and interrelated political,
economic, financial and other factors that affect the underlying asset issuer. You should be willing to accept the
risks of owning equities in general and the underlying asset in particular, and to assume the risk of losing some or
almost all of your initial investment.

• The calculation agent can make antidilution and reorganization adjustments that affect the payment to you
at maturity - For antidilution and reorganization events affecting the underlying asset, the calculation agent may
make adjustments to the initial level and/or the final level, as applicable and any other term of the Securities.
However, the calculation agent will not make an adjustment in response to every corporate event that could affect
the underlying asset. If an event occurs that does not require the calculation agent to make an adjustment, the value
of the Securities and your payment at maturity may be materially and adversely affected. In addition, all
determinations and calculations concerning any such adjustments will be made by the calculation agent. You should
be aware that the calculation agent may make any such adjustment, determination or calculation in a manner that
differs from that discussed in the accompanying product supplement, the BROS prospectus supplement or this
preliminary terms supplement as necessary to achieve an equitable result. Following certain reorganization events
relating to the underlying asset issuer where such issuer is not the surviving entity, the amount of cash you receive
at maturity may be based on the equity security of a successor to the respective underlying asset issuer in
combination with any cash or any other assets distributed to holders of the underlying asset in such reorganization
event. If the underlying asset issuer becomes subject to (i) a reorganization event whereby the underlying asset is
exchanged solely for cash, (ii) a merger or consolidation with UBS or any of its affiliates, or (iii) the underlying
asset is delisted or otherwise suspended from trading, the amount you receive at maturity may be based on a
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substitute security. The occurrence of any antidilution or reorganization event and the consequent adjustments may
materially and adversely affect the value of the Securities and your payment at maturity, if any. For more
information, see the sections “General Terms of the Securities - Antidilution Adjustments for Securities Linked to an
Underlying Asset or Equity Basket Asset” and “- Reorganization Events for Securities Linked to an Underlying Asset
or Equity Basket Asset” in the accompanying product supplement.

•

There is no affiliation between the underlying asset issuer and UBS, and UBS is not responsible for any
disclosure by such issuer - We and our affiliates may currently, or from time to time in the future engage in
business with the underlying asset issuer. However, we are not affiliated with the underlying asset issuer and are not
responsible for such issuer's public disclosure of information, whether contained in SEC filings or otherwise. You,
as an investor in the Securities, should conduct your own investigation into the underlying asset and the underlying
asset issuer. The underlying asset issuer is not involved in the Securities offered hereby in any way and has no
obligation of any sort with respect to your Securities. The underlying asset issuer has no obligation to take your
interests into consideration for any reason, including when taking any corporate actions that might affect the value
of, and any amounts payable on, your Securities.

•

Potential UBS impact on the market price of the underlying asset - Trading or transactions by UBS or its
affiliates in the underlying asset, listed and/or over-the-counter options, futures or other instruments with returns
linked to the performance of the underlying asset may adversely affect the market price of the underlying asset and,
therefore, the market value of, and any amounts payable on, your Securities.

•

Potential conflict of interest - UBS and its affiliates may engage in business with the issuer of the underlying
asset, which may present a conflict between the obligations of UBS and you, as a holder of the Securities. There are
also potential conflicts of interest between you and the calculation agent, which will be an affiliate of UBS. The
calculation agent will determine the underlying return and the payment at maturity based on the closing level of the
underlying asset on the final valuation date. The calculation agent can postpone the determination of the initial
level, buffer percentage and/or maximum gain on the trade date and the final level on the final valuation date, if a
market disruption event occurs and is continuing on that day and may make adjustments to the initial level, final
level and the underlying asset itself for antidilution and reorganization events affecting the underlying asset. For
more information, see the "General Terms of the Securities - Antidilution Adjustments for Securities Linked to an
Underlying Equity or Equity Basket Asset" and " - Reorganization Events for Securities Linked to an Underlying
Equity or Equity Basket Asset" in the accompanying product supplement. As UBS determines the economic terms
of the Securities, including the maximum gain, buffer percentage and multiplier, and such terms include the
underwriting discount, hedging costs, issuance costs and projected profits, the Securities represent a package of
economic terms. There are other potential conflicts of interest insofar as an investor could potentially get better
economic terms if that investor entered into exchange-traded and/or OTC derivatives or other instruments with third
parties, assuming that such instruments were available and the investor had the ability to assemble and enter into
such instruments.

•

Potentially inconsistent research, opinions or recommendations by UBS - UBS and its affiliates publish
research from time to time on financial markets and other matters that may influence the value of the Securities, or
express opinions or provide recommendations that are inconsistent with purchasing or holding the Securities. Any
research, opinions or recommendations expressed by UBS or its affiliates may not be consistent with each other and
may be modified from time to time without notice. Investors should make their own independent investigation of
the merits of investing in the Securities and the underlying asset to which the Securities are linked.

•
The Securities are not bank deposits - An investment in the Securities carries risks which are very different from
the risk profile of a bank deposit placed with UBS or its affiliates. The Securities have different yield and/or return,
liquidity and risk profiles and would not benefit from any protection provided to deposits.

• If UBS experiences financial difficulties, FINMA has the power to open restructuring or liquidation
proceedings in respect of, and/or impose protective measures in relation to, UBS, which proceedings or
measures may have a material adverse effect on the terms and market value of the Securities and/or the
ability of UBS to make payments thereunder - The Swiss Financial Market Supervisory Authority (“FINMA”) has
broad statutory powers to take measures and actions in relation to UBS if (i) it concludes that there is justified
concern that UBS is over-indebted or has serious liquidity problems or (ii) UBS fails to fulfil the applicable capital
adequacy requirements (whether on a standalone or consolidated basis) after expiry of a deadline set by FINMA. If
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one of these pre-requisites is met, FINMA is authorized to open restructuring proceedings or liquidation
(bankruptcy) proceedings in respect of, and/or impose protective measures in relation to, UBS. The Swiss Banking
Act grants significant discretion to FINMA in connection with the aforementioned proceedings and measures. In
particular, a broad variety of protective measures may be imposed by FINMA, including a bank moratorium or a
maturity postponement, which measures may be ordered by FINMA either on a stand-alone basis or in connection
with restructuring or liquidation proceedings. The resolution regime of the Swiss Banking Act is further detailed in
the FINMA Banking Insolvency Ordinance (“BIO-FINMA”). In a restructuring proceeding, FINMA, as resolution
authority, is competent to approve the resolution plan. The resolution plan may, among other things, provide for (a)
the transfer of all or a portion of UBS’s assets, debts, other liabilities and contracts (which may or may not include
the contractual relationship between UBS and the holders of Securities) to another entity, (b) a stay (for a maximum
of two business days) on the termination of contracts to which UBS is a party, and/or the exercise of (w) rights to
terminate, (x) netting rights, (y) rights to enforce or dispose of collateral or (z) rights to transfer claims, liabilities or
collateral under contracts to which UBS is a party, (c) the conversion of UBS’s debt and/or other obligations,
including its obligations under the Securities, into equity (a “debt-to-equity” swap), and/or (d) the partial or full
write-off of obligations owed by UBS (a “write-off”), including its obligations under the Securities. The BIO-FINMA
provides that a debt-to-equity swap and/or a write-off of debt and other obligations (including the Securities) may
only take place after (i) all debt instruments issued by UBS qualifying as additional tier 1 capital or tier 2 capital
have been converted into equity or written-off, as applicable, and (ii) the existing equity of UBS has been fully
cancelled. While the BIO-FINMA does not expressly address the order in which a write-off of debt instruments
other than debt instruments qualifying as additional tier 1 capital or tier 2 capital should occur, it states that
debt-to-equity swaps should occur in the following order: first, all subordinated claims not qualifying as regulatory
capital; second, all other claims not excluded by law from a debt-to-equity swap (other than deposits); and third,
deposits (in excess of the amount privileged by law). However, given the broad discretion granted to FINMA as the
resolution authority, any restructuring plan in respect of UBS could provide that the claims under or in connection
with the Securities will be partially or fully converted into equity or written-off, while preserving other obligations
of UBS that rank pari passu with, or even junior to, UBS’s obligations under the Securities. Consequently, holders of
Securities may lose all of some of their investment in the Securities. In the case of restructuring proceedings with
respect to a systemically important Swiss bank (such as UBS), the creditors whose claims are affected by the
restructuring plan will not have a right to vote on, reject, or seek the suspension of the restructuring plan. In
addition, if a restructuring plan has been approved by FINMA, the rights of a creditor to seek judicial review of the
restructuring plan (e.g., on the grounds that the plan would unduly prejudice the rights of holders of Securities or
otherwise be in violation of the Swiss Banking Act) are very limited. In particular, a court may not suspend the
implementation of the restructuring plan. Furthermore, even if a creditor successfully challenges the restructuring
plan, the court can only require the relevant creditor to be compensated ex post and there is currently no guidance as
to on what basis such compensation would be calculated or how it would be funded.

•

Dealer incentives - UBS and its affiliates act in various capacities with respect to the Securities. We and our
affiliates may act as a principal, agent or dealer in connection with the sale of the Securities. Such affiliates,
including the sales representatives, will derive compensation from the distribution of the Securities and such
compensation may serve as an incentive to sell these Securities instead of other investments. We will pay total
underwriting compensation in an amount equal to the underwriting discount indicated on the cover hereof per
Security to any of our affiliates acting as agents or dealers in connection with the distribution of the Securities.
Given that UBS Securities LLC and its affiliates temporarily maintain a market making premium, it may have the
effect of discouraging UBS Securities LLC and its affiliates from recommending sale of your Securities in the
secondary market.

•

Uncertain tax treatment - Significant aspects of the tax treatment of the Securities are uncertain. You should
consult your tax advisor about your own tax situation. See the sections entitled ‘‘What are the Tax Consequences of
the Securities?” herein and in the prospectus supllement and ‘‘Material U.S. Federal Income Tax Consequences” in the
accompanying product supplement.

Information about the Underlying Asset
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All disclosures regarding the underlying asset are derived from publicly available information. UBS has not
conducted any independent review or due diligence of any publicly available information with respect to the
underlying asset. You should make your own investigation into the underlying asset.

The underlying asset is registered under the Securities Act of 1933, the Securities Exchange Act of 1934, and/or the
Investment Company Act of 1940, each as amended. Companies with securities registered with the SEC are required
to file financial and other information specified by the SEC periodically. Information filed by the underlying asset
issuer with the SEC can be reviewed electronically through a website maintained by the SEC. The address of the
SEC’s website is http://www.sec.gov. Information filed with the SEC by the underlying asset issuer can be located by
reference to its SEC file number provided below. In addition, information filed with the SEC can be inspected and
copied at the Public Reference Section of the SEC, 100 F Street, N.E., Room 1580, Washington, D.C. 20549. Copies
of this material can also be obtained from the Public Reference Section, at prescribed rates.

Information from outside sources is not incorporated by reference in, and should not be considered part of, this
preliminary terms supplement or any accompanying prospectus, product supplement or prospectus supplement. UBS
has not conducted any independent review or due diligence of any publicly available information with respect to the
underlying asset.

Amazon.com, Inc.

According to publicly available information, Amazon.com, Inc. ("Amazon") is an online retail company offering a
variety of products sold by Amazon and third parties. Amazon also manufactures and sells electronic devices,
including Kindle e-readers, Fire tablets, Fire TVs and Echo. Information filed by Amazon with the SEC can be located
by reference to its SEC file number: 000-22513, or its CIK Code: 0001018724. Amazon's website is amazon.com.
Amazon's common stock is listed on the NASDAQ Global Select Market under the ticker symbol "AMZN."

Information from outside sources is not incorporated by reference in, and should not be considered part of, this
preliminary terms supplement or any prospectus supplement, product supplement or accompanying prospectus. UBS
has not conducted any independent review or due diligence of any publicly available information with respect to the
underlying asset.

Historical Information

The following table sets forth the quarterly high and low closing levels for Amazon's common stock, based on daily
closing levels on the primary exchange for Amazon. We obtained the closing level information set forth below from
the Bloomberg Professional® service (“Bloomberg”) without independent verification. The closing levels may be
adjusted by Bloomberg for corporate actions such as stock splits, public offerings, mergers and acquisitions, spin-offs,
extraordinary dividends, delistings and bankruptcy. UBS has not undertaken an independent review or due diligence
of any publicly available information obtained from Bloomberg. The closing level of Amazon on December 10, 2018
was $1,641.03. The actual initial level will be the closing level of Amazon's common stock on the trade date. The
historical performance of the underlying asset should not be taken as indication of the future performance of
the underlying asset during the term of the Securities.

Quarter Begin Quarter End Quarterly High Quarterly Low Quarterly Close
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01/02/2014 03/31/2014 $407.05 $336.52 $336.52

04/01/2014 06/30/2014 $342.99 $288.32 $324.78

07/01/2014 09/30/2014 $360.84 $307.06 $322.44

10/01/2014 12/31/2014 $338.64 $287.06 $310.35

01/02/2015 03/31/2015 $387.83 $286.95 $372.10

04/01/2015 06/30/2015 $445.99 $370.26 $434.09

07/01/2015 09/30/2015 $548.39 $429.70 $511.89

10/01/2015 12/31/2015 $693.97 $520.72 $675.89

01/04/2016 03/31/2016 $636.99 $482.07 $593.64

04/01/2016 06/30/2016 $728.24 $586.14 $715.62

07/01/2016 09/30/2016 $837.31 $725.68 $837.31

10/03/2016 12/30/2016 $844.36 $719.07 $749.87

01/03/2017 03/31/2017 $886.54 $753.67 $886.54

04/03/2017 06/30/2017 $1,011.34 $884.67 $968.00

07/03/2017 09/29/2017 $1,052.80 $938.60 $961.35

10/02/2017 12/29/2017 $1,195.83 $957.10 $1,169.47

01/02/2018 03/29/2018 $1,598.39 $1,189.01 $1,447.34
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04/02/2018 06/29/2018 $1,750.08 $1,371.99 $1,699.80

07/02/2018 09/28/2018 $2,039.51 $1,693.96 $2,003.00

10/01/2018* 12/10/2018* $2,004.36 $1,495.46 $1,641.03

* As of the date of this preliminary terms supplement, available information for the fourth calendar quarter of 2018
includes data for the period from October 1, 2018 through December 10, 2018. Accordingly, the “Quarterly High,”
“Quarterly Low” and “Quarterly Close” data indicated are for this shortened period only and do not reflect complete data
for the fourth calendar quarter of 2018.

The graph below illustrates the performance of Amazon's common stock for the period indicated, based on
information from Bloomberg. The historical performance of the underlying asset should not be taken as
indication of the future performance of the underlying asset during the term of the Securities.

What are the Tax Consequences of the Securities?

The U.S. federal income tax consequences of your investment in the Securities are uncertain. There are no
statutory provisions, regulations, published rulings or judicial decisions addressing the characterization for
U.S. federal income tax purposes of securities with terms that are substantially the same as the Securities. Some
of these tax consequences are summarized below, but we urge you to read the more detailed discussion in the
prospectus supplement under “What are the Tax Consequences of the Securities?” and the accompanying
product supplement under “Material U.S. Federal Income Tax Consequences — Securities Treated as Prepaid
Derivatives or Prepaid Forwards” and to discuss the tax consequences of your particular situation with your tax
advisor. This discussion is based upon the Internal Revenue Code of 1986, as amended (the “Code”), final,
temporary and proposed U.S. Treasury Department (the “Treasury”) regulations, rulings and decisions, in each
case, as available and in effect as of the date hereof, all of which are subject to change, possibly with retroactive
effect. Tax consequences under state, local and non-U.S. laws are not addressed herein. No ruling from the U.S.
Internal Revenue Service (the “IRS”) has been sought as to the U.S. federal income tax consequences of your
investment in the Securities, and the following discussion is not binding on the IRS.

U.S. Tax Treatment. Pursuant to the terms of the Securities, UBS and you agree, in the absence of a statutory or
regulatory change or an administrative determination or judicial ruling to the contrary, to characterize the Securities as
pre-paid derivative contracts with respect to the underlying asset. If your Securities are so treated, you should
generally recognize not accrue any income with respect to the Securities during the term of the Securities until the
taxable disposition of the Securities and you should generally recognize gain or loss upon the taxable disposition of
your Securities in an amount equal to the difference bD>

Depletion, depreciation, and amortization
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 54,118  37,169 

Unrealized loss on derivatives not designated at hedges

 71,852  10,680 

Deferred income taxes

 �    (1,138)

Dry hole costs

 �    929 

Amortization of leasehold costs

 2,449  3,569 

Stock based compensation (non-cash)

 2,654  2,681 

Gain on sale of assets

 (280)  (16,538)

Other non-cash items

 1,009  157 

Change in assets and liabilities:

Accounts receivable, trade and other, net of allowance

 1,455  (2,735)

Deferred revenue

 (12,500)  �   

Accrued oil and gas revenue

 (14,715)  764 

Prepaid expenses and other

 484  (632)

Accounts payable

 9,806  7,581 

Accrued liabilities
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 2,149  (308)

Net cash provided by operating activities

 57,096  39,916 

CASH FLOWS FROM INVESTING ACTIVITIES:

Capital expenditures

 (175,620)  (135,375)

Asset sale deposit (See Note 11)

 8,927  �   

Proceeds from sale of assets

 280  74,029 

Release of restricted cash funds

 �    2,039 

Net cash used in investing activities

 (166,413)  (59,307)

CASH FLOWS FROM FINANCING ACTIVITIES:

Principal payments of bank borrowings

 (72,500)  (65,000)

Proceeds from bank borrowings

 188,000  87,000 

Exercise of stock options and warrants

 81  �   

Debt issuance costs

 (1,492)  (144)

Preferred stock dividends

 (3,023)  (3,024)

Other
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 (215)  �   

Net cash provided by financing activities

 110,851  18,832 

INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS

 1,534  (559)

CASH AND CASH EQUIVALENTS, BEGINNING OF PERIOD

 4,448  6,184 

CASH AND CASH EQUIVALENTS, END OF PERIOD

$5,982 $5,625 

SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION

CASH PAID DURING THE PERIOD FOR INTEREST

$6,033 $3,861 

CASH PAID DURING THE PERIOD FOR INCOME TAXES

$20 $�   

See accompanying notes to consolidated financial statements.
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GOODRICH PETROLEUM CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)

(In Thousands)

(Unaudited)

For the Three Months Ended
June 30,

For the Six Months Ended
June 30,

2008 2007 2008 2007
Net income (loss) $ (37,503) $ (3,299) $ (61,385) $ (2,263)

Other comprehensive income (loss):
Reclassification adjustment (1) �  �  �  1,261

Other comprehensive income (loss) �  �  �  1,261

Comprehensive income (loss) $ (37,503) $ (3,299) $ (61,385) $ (1,002)

(1)    Net of income tax expense of: $ �  $ �  $ �  $ 679
See accompanying notes to consolidated financial statements.
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GOODRICH PETROLEUM CORPORATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1�Description of Business and Significant Accounting Policies

The consolidated financial statements of Goodrich Petroleum Corporation (�Goodrich� or �the Company� or �we�) included in this Quarterly Report
on Form 10-Q have been prepared, without audit, pursuant to the rules and regulations of the Securities and Exchange Commission (�SEC�) and,
accordingly, certain information normally included in financial statements prepared in accordance with accounting principles generally accepted
in the United States has been condensed or omitted. The consolidated financial statements reflect all normal recurring adjustments that, in the
opinion of management, are necessary for a fair presentation. Significant intercompany balances and transactions have been eliminated in
consolidation.

The accompanying consolidated financial statements of the Company should be read in conjunction with the consolidated financial statements
and notes included in the Company�s Annual Report on Form 10-K for the year ended December 31, 2007. The results of operations for the three
and six months ended June 30, 2008, are not necessarily indicative of the results to be expected for the full year.

Presentation Change�The Consolidated Statements of Operations includes a category of expense titled �Production and other taxes� which is a
change from �Production taxes� in prior period presentations. The changed category includes ad valorem taxes as well as production taxes for
which all comparative periods presented have been adjusted.

Use of Estimates�Our Management has made a number of estimates and assumptions relating to the reporting of assets, liabilities, revenues and
expenses and the disclosure of contingent assets and liabilities to prepare these consolidated financial statements in conformity with accounting
principles generally accepted in the United States. Actual results could differ from those estimates.

Assets Held for Sale�Assets Held for Sale as of June 30, 2008, represent our remaining assets in South Louisiana. These assets include the St.
Gabriel, Bayou Bouillon and Plumb Bob fields.

Income Taxes�We follow the provisions of Statement of Financial Accounting Standards (�SFAS�) No. 109, Accounting for Income Taxes, (�SFAS
109�) as clarified by FASB Interpretation No. 48, Accounting for Uncertainty in Income Taxes (�FIN 48�), which requires income taxes be
accounted for under the asset and liability method. Deferred tax assets and liabilities are recognized for the future tax consequences attributable
to differences between the financial statement carrying amounts of existing assets and liabilities and their respective tax bases and operating loss
and tax credit carryforwards. Deferred tax assets and liabilities are measured using enacted tax rates expected to apply to taxable income in the
years in which those temporary differences are expected to be recovered or settled. The effect on deferred tax assets and liabilities of a change in
tax rates is recognized in income in the period that includes the enactment date. Deferred tax assets are reduced by a valuation allowance when,
in the opinion of management, it is more likely than not that some portion or all of the deferred tax assets will not be realized. We have
established a valuation allowance against our entire deferred tax asset balance and have not provided for any income taxes in the three and six
months ended June 30, 2008.

New Accounting Pronouncements

In September 2006, the Financial Accounting Standards Board (�FASB�) issued SFAS No. 157, Fair Value Measurements (�SFAS 157�), which
establishes a single authoritative definition of fair value based upon the assumptions market participants would use when pricing an asset or
liability and creates a fair value hierarchy that prioritizes the information used to develop these assumptions. Under the standard, additional
disclosures are required, including disclosures of fair value measurements by level within the fair value hierarchy. SFAS 157 is effective for fair
value measures already required or permitted by other standards for fiscal years beginning after November 15, 2007 and interim periods within
those fiscal years. FASB Staff Position (�FSP�) No. 157-2 (�FSP 175-2�) defers the effective date of SFAS 157 for non-financial assets and
liabilities to fiscal years beginning after November 15, 2008. We have prospectively adopted SFAS 157 as of January 1, 2008, and this
prospective adoption had an immaterial effect on our financial statements. See Note 9 �Fair Value of Financial Instruments� for additional
information regarding the adoption of SFAS 157.

In March 2008, the FASB issued SFAS No. 161, Disclosures about Derivative Instruments and Hedging Activities, an amendment of FASB
Statement No. 133 (�SFAS 161�). SFAS 161 amends and expands the disclosure requirements of SFAS No. 133, Accounting for Derivative
Instruments and Hedging Activities (�SFAS No. 133�), by requiring enhanced disclosures about how and why an entity uses derivative
instruments, how derivative instruments and related hedged items are accounted for under SFAS 133 and its related interpretations, and how
derivative instruments and related hedged items affect an entity�s financial position, financial performance, and cash flows. SFAS 161 requires
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GOODRICH PETROLEUM CORPORATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

objectives and strategies for using derivatives, quantitative disclosures about fair value amounts of and gains and losses on derivative
instruments, and disclosures about credit-risk-related contingent features in derivative agreements. SFAS 161 will be effective as of January 1,
2009. As SFAS 161 provides only disclosure requirements, the adoption of this standard will not have a material impact on our results of
operations, cash flows or financial positions.

In May 2008, the Financial Accounting Standards Board (FASB) issued FASB Staff Position APB 14-1, Accounting for Convertible Debt
Instruments That May Be Settled in Cash upon Conversion (including Partial Cash Settlement) (�FSP APB 14-1�). FSP APB 14-1 requires that
issuers of certain convertible debt instruments that may be settled in cash upon conversion to separately account for the liability and equity
components in a manner that will reflect the entity�s nonconvertible debt borrowing rate when interest cost is recognized in subsequent periods.
The effective date of FSP APB 14-1 for the Company is January 1, 2009 and does not permit earlier application. However, the transition
guidance requires retrospective application to all periods presented and does not grandfather existing instruments. In December 2006, Goodrich
Petroleum Corporation issued $175.0 million in 3.25% convertible senior notes due in December 2026. We are currently evaluating the impact
of the provisions of FSP APB 14-1 on our financial statements as it relates to our convertible senior notes.

We do not believe that any other recently issued, but not yet effective accounting pronouncements, if adopted, would have a material effect on
our accompanying financial statements.

NOTE 2� Share-Based Compensation Plans

On February 12, 2008, we granted 162,000 options under our 2006 Long-Term Incentive Plan to current employees who were employed by the
Company on February 12, 2008. Executive vice presidents and above did not participate in this one time grant. The grant was intended for
employee retention purposes. The stock options awarded have a term of seven years vesting over three years in equal increments on February 12,
2011, February 12, 2012 and February 12, 2013.

We apply SFAS No. 123 (revised 2004), Share-Based Payment (�SFAS 123R�), which requires us to measure the cost of stock based
compensation granted, including stock options and restricted stock, based on the fair market value of the award as of the grant date, net of
estimated forfeitures. SFAS 123R supersedes SFAS 123 Accounting for Stock-Based Compensation and Accounting Principles Board Opinion
No. 25, Accounting for Stock Issued to Employees.

The following table provides information about stock option activity for the six months ended June 30, 2008:

Number of
Shares

Weighted
Average
Exercise

Price

Weighted
Average

Remaining
Contractual
Life (Years)

Outstanding at December 31, 2007 949,333 $ 20.95
Granted 162,000 21.59
Exercised (22,000) 3.69
Forfeited �  �  

Outstanding at June 30, 2008 1,089,333 $ 21.39 6.99

Exercisable at June 30, 2008 654,667 $ 20.29 6.87

Fair value of stock options granted $ 10.72
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GOODRICH PETROLEUM CORPORATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

The estimated fair value of the options granted during the six months ended June 30, 2008, was calculated using a Black Scholes Merton option
pricing model (�Black Scholes�). The following schedule reflects the various assumptions for options granted in February 2008 included in this
model as it relates to the valuation of our options:

Six Months Ended
June 30, 2008

Risk free interest rate 3.52%
Volatility 53.3%
Dividend yield 0%
Expected years until exercise 5

During the six months ended June 30, 2008, we granted 243,903 restricted (phantom) shares under our 2006 Long-Term Incentive Plan to
employees. The following table summarizes information on restricted stock activity for the six months ended June 30, 2008:

Number of
Shares

Weighted Average
Grant Date

Fair Value
Per Share

Unvested at December 31, 2007 108,251 $ 33.60
Vested (17,977) 22.82
Granted 243,903 22.08
Forfeited (5,266) 24.03

Unvested at June 30, 2008 328,911 25.80

For the three months ended June 30, 2008 we recorded $1.4 million in stock compensation expense comprised of $0.6 million from stock
options and $0.8 million from restricted (phantom) share plans. In the six months ended June 30, 2008, we recorded $2.7 million in stock
compensation expense comprised of $1.1 million from stock options and $1.6 million from restricted (phantom) share plans. In the three months
ended June 30, 2007, we recorded $1.3 million in stock compensation expense comprised of $0.6 million from stock options and $0.7 million
from restricted (phantom) share plans. In the six months ended June 30, 2007, we recorded $2.7 million in stock compensation expense
comprised of $1.3 million from stock options and $1.4 million from restricted (phantom) share plans.

NOTE 3�Asset Retirement Obligations

The Company follows SFAS No. 143, Accounting for Asset Retirement Obligations (�SFAS 143�) which requires the Company to record the fair
value of a liability associated with the retirement obligations of its tangible long-lived assets in the periods in which it is incurred. The Company
capitalizes the discounted fair value of the liability when initially incurred. The liability is accreted through accretion expense to its full fair
value during the life of the long-lived asset.

The reconciliation of the beginning and ending asset retirement obligation for the period ending June 30, 2008, is as follows (in thousands):

Beginning balance, January 1, 2008 $ 6,180
Liabilities incurred 1,089
Liabilities settled or sold (33)
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Accretion expense (reflected in depletion, depreciation and amortization expense) 166

Ending balance, June 30, 2008 7,402
Less current portion (including $0.3 million attributable to Assets Held for Sale) 587

$ 6,815
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GOODRICH PETROLEUM CORPORATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 4�Long-Term Debt

Long-term debt consisted of the following balances (in thousands):

June 30,
2008

December 31,
2007

Senior Credit Facility $ 81,000 $ 40,500
Second Lien Term Loan 75,000 �  
3.25% convertible senior notes due 2026 175,000 175,000

Total long-term debt $ 331,000 $ 215,500

Senior Credit Facility

On November 17, 2005, we amended our existing credit agreement and entered into an amended and restated senior credit agreement (as
amended, the �Senior Credit Facility�) and a term loan that expanded our borrowing capabilities and extended our credit facility for an additional
two years. Total lender commitments under the Senior Credit Facility were $200 million, and the Senior Credit Facility matures on February 25,
2010. Revolving borrowings under the Senior Credit Facility are limited to, and subject to periodic redeterminations of the borrowing base. On
May 7, 2008, the bank group established the new borrowing base at $175.0 million. At June 30, 2008, we had $81.0 million in outstanding
revolving borrowings under the Senior Credit Facility. Interest on revolving borrowings under the Senior Credit Facility accrues at a rate
calculated, at our option, at the bank base rate plus 0.00% to 0.75%, or LIBOR plus 1.25% to 2.25%, depending on borrowing base utilization.

The terms of the Senior Credit Facility, as amended, require us to maintain certain covenants. Capitalized terms used, but not defined, here have
the meanings assigned to them in the Senior Credit Facility. As of June 30, 2008, we were in compliance with all of the financial covenants of
our Senior Credit Facility. The covenants in effect at June 30, 2008 include:

� Current Ratio of 1.0/1.0,

� Interest Coverage Ratio of not less than 3.0/1.0 for the trailing four quarters, and

� Total Debt of no greater than 3.0 times EBITDAX for the trailing four quarters. (EBITDAX is earnings before interest expense,
income tax, DD&A, exploration expense and impairment of oil and gas properties. In calculating EBITDAX for this purpose,
earnings includes realized gains (losses) from derivatives but excludes unrealized gains (losses) from derivatives. The 3.25%
convertible senior notes are excluded from the calculation of Total Debt for the purpose of computing this ratio.)

Second Lien Term Loan

On January 16, 2008, we entered into a new Second Lien Term Loan Agreement which provides for a 3-year, non-revolving loan of $75.0
million and is due in a single maturity on December 31, 2010. We have no rights to prepay in the first year. Voluntary prepayment rights in the
second year are at 101% of par, and thereafter at par. Interest on the Second Lien Term Loan accrues at a rate of LIBOR plus 550 basis points
and is payable quarterly in arrears. As of June 30, 2008, we were in compliance with all of the financial covenants of our Second Lien Term
Loan. The terms of the Second Lien Term Loan Agreement contain financial covenants which include:
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� Asset coverage ratio (defined as the present value of proved reserves discounted 10% to total debt, excludes 3.25% convertible senior
notes) of not less than 1.5 to 1.0;

� Total debt to EBITDAX ratio of not more than 3.0 to 1.0 (total debt to exclude the 3.25% convertible senior notes); and

� EBITDAX to interest expense ratio of not less than 3.0 to 1.0.
Convertible Senior Notes

In December 2006, we sold $175.0 million of 3.25% convertible senior notes (the �notes�) due in December 2026. The notes mature on
December 1, 2026, unless earlier converted, redeemed or repurchased. The notes are our senior unsecured obligations and rank equally in right
of payment to all of our other existing and future indebtedness. The notes accrue interest at a rate of 3.25% annually, and interest is paid
semi-annually on June 1 and December 1. Interest payments on the notes began on June 1, 2007.

10
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GOODRICH PETROLEUM CORPORATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Before December 1, 2011, we may not redeem the notes. On or after December 11, 2011, we may redeem for cash all or a portion of the notes,
and the investors may require us to repurchase the notes on each of December 11, 2011, 2016 and 2021. The notes are convertible into shares of
our common stock at a rate equal to the sum of:

a) 15.1653 shares per $1,000 principal amount of notes (equal to a �base conversion price� of approximately $65.94 per share) plus

b) an additional amount of shares per $1,000 of principal amount of notes equal to the incremental share factor (2.6762), multiplied by a
fraction, the numerator of which is the applicable stock price less the �base conversion price� and the denominator of which is the
applicable stock price.

NOTE 5�Net Loss Per Common Share

Net loss was used as the numerator in computing basic and diluted income (loss) per common share for the three and six months ended June 30,
2008 and 2007. The following table sets forth information related to the computations of basic and diluted loss per share.

For the Three Months Ended
June 30,

For the Six Months Ended
June 30,

2008 2007 2008 2007
(Amounts in thousands, except per share data)

Basic loss per share:
Loss applicable to common stock $ (39,014) $ (4,811) $ (64,408) $ (5,287)
Average shares of common stock outstanding 32,124 25,185 31,915 25,163

Basic loss per share $ (1.21) $ (0.19) $ (2.02) $ (0.21)

Diluted loss per share:
Loss applicable to common stock $ (39,014) $ (4,811) $ (64,408) $ (5,287)
Dividends on convertible deferred (1) �  �  �  �  
Interest and amortization of loan cost on senior convertible notes (2) �  �  �  �  

Diluted loss $ (39,014) $ (4,811) $ (64,408) $ (5,287)

Average shares of common stock outstanding 32,124 25,185 31,915 25,163
Assumed conversion of convertible preferred stock (1) �  �  �  �  
Assumed conversion of convertible senior notes (2) �  �  �  �  
Stock options, warrants and restricted stock (3) �  �  �  �  

Average diluted shares outstanding 32,124 25,185 31,915 25,163

Diluted loss per share $ (1.21) $ (0.19) $ (2.02) $ (0.21)

(1)
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Common shares issuable upon assumed conversion the Company�s convertible preferred stock amounting 3,587,850 shares and the accrued
dividends on the preferred stock were not included in the computation of diluted loss per share for all periods presented as they would be
anti-dilutive.

(2) Common shares issuable upon assumed conversion of the Company�s convertible senior notes amounting to 2,653,927 shares and the
accrued interest on the senior notes were not included in the computation of diluted loss per share for all periods presented as they would
be anti-dilutive.

(3) Common shares on assumed conversion of restricted stock and employee stock options for the three months ended June 30, 2008 and
2007, in the amount of 590,845 and 298,785 shares and for the six months ended June 30, 2008, and 2007, in the amount of 428,676 shares
and 271,956 shares respectively were not included in the computation of diluted loss per common share since their inclusion would be
anti-dilutive.
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GOODRICH PETROLEUM CORPORATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 6�Income Taxes

The Company did not record a tax benefit for the three and six months ended June 30, 2008. We fully provided for additions to our deferred tax
asset with a valuation allowance during the period. In determining the carrying value of a deferred tax asset, SFAS 109 provides for the
weighing of evidence in estimating whether and how much of a deferred tax asset may be recoverable. As we have incurred net operating losses
in 2006 and prior years, relevant accounting guidance suggests that cumulative losses in recent years constitute significant negative evidence,
and that future expectations about income are insufficient to overcome a history of such losses. We increased our valuation allowance and
reduced our net deferred tax asset to zero during 2007 after considering all available positive and negative evidence related to the realization of
our deferred tax asset.

We may achieve profitable operations for 2008 due to the gain on our sale of oil and gas leasehold which closed on July 15, 2008 (see Note 11).
If this occurs we anticipate reversing a portion of the valuation allowance in an amount at least sufficient to eliminate any 2008 tax provision.
The valuation allowance has no impact on our net operating loss (�NOL�) position for tax purposes, and as we generate taxable income in future
periods, we will be able to use our NOLs to offset taxes due at that time. The Company will continue to assess the valuation allowance against
deferred tax assets considering all available evidence obtained in future reporting periods.

As of June 30, 2008, the Company had no unrecognized tax benefits. There were no significant changes to the calculation since December 31,
2007. The Company does not anticipate that total unrecognized tax benefits will significantly change due to the settlement of audits and the
expiration of statute of limitations prior to June 30, 2009.

NOTE 7�Stockholders� Equity

Share Lending Agreement

In connection with the offering of the notes, we agreed to lend an affiliate of Bear, Stearns & Co. (�BSC�) a total of 3,122,263 shares of our
common stock under the Share Lending Agreement. Under this agreement, BSC is entitled to offer and sell such shares and use the sale to
facilitate the establishment of a hedge position by investors in the notes. BSC will receive all proceeds from the common stock offerings and
lending transactions under this agreement. BSC is obligated to return the shares to us in the event of certain circumstances, including the
redemption of the notes or the conversion of the notes to shares of our common stock pursuant to the terms of the indenture governing the notes.

The Share Lending Agreement also requires BSC to post collateral if its credit rating is below either A3 by Moody�s Investors Service (�Moody�s�)
or A- by Standard and Poors (�S&P�). As a result of the long term ratings downgrade of BSC in March 2008, BSC was required to return all or a
portion of the borrowed shares or collateralize the return obligation with cash or highly liquid non-cash collateral. On March 20, 2008, BSC had
returned 1,497,963 shares of the 3,122,263 originally borrowed shares and fully collateralized the remaining 1,624,300 borrowed shares with a
cash collateral deposit of approximately $41.3 million. This amount represents the market value of the remaining borrowed shares at March 20,
2008. Under the Share Lending Agreement, BSC is required to maintain collateral value in the amount at least equal to the market value of the
outstanding borrowed shares. The market value of the cash collateral deposit at June 30, 2008 was approximately $122.9 million. The 1,497,963
shares returned to the Company were recorded to Treasury stock and retired in March of 2008.

The 1,624,300 shares of common stock outstanding as of June 30, 2008, under the Share Lending Agreement are required to be returned to the
Company in the future. The shares are treated in basic and diluted earnings per share as if they were already returned and retired. As a result, the
shares of common stock lent under the Share Lending Agreement have no impact on the earnings per share calculation.

In May 2008, JP Morgan Chase & Co. completed its acquisition of and assumed all counterparty liabilities of The Bear Stearns Companies Inc.,
including those under the Share Lending Agreement.

Capped Call Option Transactions
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On December 10, 2007, we closed the public offering of 6,430,750 shares of our common stock at a price of $23.50 per share. Net proceeds
from the offering were approximately $145.4 million after deducting the underwriters� discount and
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estimated offering expenses. We used approximately $123.8 million of the net proceeds to pay off outstanding borrowings under our Senior
Credit Facility, and approximately $21.6 million of the net proceeds to purchase capped call options on shares of our common stock from
affiliates of BSC and J.P. Morgan Securities Inc. The capped call option transactions covered, subject to customary anti-dilution adjustments,
approximately 5.8 million shares of our common stock, and each of them was divided into a number of tranches with differing expiration dates.
One third of the options will expire over each of three separate multi-day settlement periods beginning approximately 18 months, 24 months and
30 months from the closing of the offering, respectively.

The capped call option transactions are expected to result in our receipt, on a net share, cashless basis of a certain number of shares of our
common stock if the market value per share of the common stock, as measured under the terms of the capped call option agreements, on the
option expiration date for the relevant tranche is greater than the lower call strike price of the capped call option transactions. We refer to the
amount by which the market value per share exceeds the lower call strike price as an �in-the-money amount� for the relevant tranche of the capped
call option transaction. The in-the-money amount will never exceed the difference between the upper call strike price and the lower call strike
price (i.e., it will be �capped�). The lower call strike price is $23.50, which corresponds to the price to the public in the equity offering and the
upper call strike price is $32.90, which corresponds to 140% of the price to the public in the offering. Both lower and upper call strike prices are
subject to customary anti-dilution and certain other adjustments. The number of shares of our common stock that we will receive from the option
counterparties upon expiration of each tranche of the capped call option transactions will be equal to the in-the-money amount of that tranche
divided by the market value per share of the common stock, as measured under the terms of the capped call option agreements, on the option
expiration date for that tranche. If the stock price is equal to the upper call strike price of $32.90 on each of the settlement dates, we will recoup
up to 1.6 million shares.

The capped call option agreements were separate transactions entered into by us with the option counterparties and were not part of the terms of
the offering of common stock.

The capped call option agreements require an option counterparty to transfer their rights and obligations within 30 days if their credit rating is
below either Baa1 by Moody�s or BBB+ by S&P. As a result of the ratings downgrade of BSC on March 14, 2008, BSC was obligated to transfer
their rights and obligations under the capped call option agreement to a suitable counterparty (one with a credit rating of at least BBB+ by S&P
and Baa1 by Moody�s) within 30 days. BSC�s obligation to transfer its rights and obligations to an entity with a higher credit rating was cured by
a ratings upgrade on March 24, 2008.

During the second quarter of 2008, BSC sold its position in the capped call options to Bank of America.

Caddo Parish Acquisition for Common Stock

In May 2008, we acquired approximately 3,665 net acres in the Longwood field of Caddo Parish, Louisiana, through the issuance of 908,098
shares of our common stock valued at approximately $33.9 million. See Note 11.

Equity Offering

On July 14, 2008, we closed the public offering of 3,121,300 shares of our common stock at a price of $64.00 per share. Net proceeds from the
offering were approximately $192 million after deducting the underwriters� discount and estimated offering expenses. We used approximately
$96.0 million of the net proceeds to pay off outstanding borrowings under our Senior Credit Facility. We plan to use the remaining net proceeds
for general corporate purposes, including to fund a portion of our 2008 drilling program, other capital expenditures and working capital
requirements.
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NOTE 8�Derivative Activities

Commodity Derivative Activity

We enter into swap contracts, costless collars and other derivative agreements from time to time to manage the commodity price risk for a
portion of our production. Our strategy, which is administered by the Hedging Committee of our Board of Directors, and reviewed periodically
by the entire Board of Directors, has been to generally hedge between 30% and 70% of our estimated total production for the period the hedges
are in effect. As of June 30, 2008, the commodity derivatives we used were in the form of:

� swaps, where we receive a fixed price and pay a floating price, based on NYMEX and field prices,

� collars, where we receive the excess, if any, of the floor price over the reference price, based on NYMEX quoted prices, and pay the
excess, if any, of the reference price over the ceiling price, and

� fixed price physical contracts, whereby we agree in advance with the purchasers of our physical gas volumes as to specific quantities
to be delivered and specific prices to be received for gas deliveries at specific transfer points in the future.

We account for our commodity derivative contracts in accordance with SFAS 133, which requires each derivative to be recorded on the balance
sheet as an asset or liability at its fair value. Additionally, the statement requires that changes in a derivative�s fair value be recognized currently
in earnings unless specific hedge accounting criteria are met at the time the derivative contract is executed. The Company has elected not to
apply hedge accounting treatment to our swaps and collars and as such all changes in the fair value of these instruments are recognized in
earnings. Our fixed price physical contracts qualify for the normal purchase and normal sale exception. Contracts that qualify for this treatment
do not require mark-to-market accounting treatment.
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As of June 30, 2008, our open forward positions on our outstanding commodity derivative contracts, all of which were with either BNP Paribas,
Bank of Montreal or Comerica Bank were as follows:

Fixed Price Physical Contracts
Daily

Volume
Total

Volume
Average Field

Price (1)
Natural gas (MMBtu)
3Q 2008 28,500 2,622,000 $ 8.05
4Q 2008 28,500 2,317,000 $ 8.04

Collars
Floor/Cap (NYMEX)

Average Price
Fair Value at
June 30, 2008

Natural gas (MMBtu) $ (17,724,899)
3Q 2008 10,000 920,000 $ 8.00 � $10.20
4Q 2008 10,000 920,000 $ 8.00 � $10.20
1Q 2009 20,000 1,800,000 $ 8.75 � $13.10
2Q 2009 20,000 1,820,000 $ 8.75 � $13.10
3Q 2009 20,000 1,840,000 $ 8.75 � $13.10
4Q 2009 20,000 1,840,000 $ 8.75 � $13.10

Swaps (NYMEX) Average Price
Natural gas (MMBtu) (27,157,486)
3Q 2008 5,000 460,000 $ 8.69
4Q 2008 5,000 155,000 $ 8.69
1Q 2009 20,000 1,800,000 $ 8.83
2Q 2009 20,000 1,820,000 $ 8.83
3Q 2009 20,000 1,840,000 $ 8.83
4Q 2009 20,000 1,840,000 $ 8.83

Swaps (TexOk) Field Price (2)
Natural gas (MMBtu) (27,140,206)
1Q 2009 20,000 1,800,000 $ 7.87
2Q 2009 20,000 1,820,000 $ 7.87
3Q 2009 20,000 1,840,000 $ 7.87
4Q 2009 20,000 1,840,000 $ 7.87

Total $ (72,022,591)

(1) Normal sale at a fixed field delivery point, a comparable NYMEX average price of $8.28.
(2) The index price is based upon Natural Gas Pipeline of America, Texok zone as published in the Inside FERC. The comparable index price

based on NYMEX was approximately $8.25/Mmbtu.
The fair value of the commodity derivative contracts in place at June 30, 2008 that are marked to market resulted in a net liability of $72.0
million. For the three months ended June 30, 2008, we recognized in earnings a $49.4 million loss from these instruments, which consisted of
$1.8 million in realized losses and $47.6 million in unrealized losses. For the six months ended June 30, 2008, we recognized in earnings a $73.3
million loss from these instruments. This includes a $1.4 million in realized losses and $71.9 million in unrealized losses.

During the second quarter of 2008 we entered into the following NYMEX priced natural gas derivative contract:
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Interest Rate Swaps

We have several variable-rate debt obligations that expose us to the effects of changes in interest rates. To partially reduce our exposure to
interest rate risk, from time to time we enter into interest rate swap agreements. We entered into interest rate derivative swap agreements in the
second quarter of 2008, whereby we have contracted an additional notional amount of $75.0 million at a fixed rate of 3.191% for the period
April 2008 to April 2010. We have not designated this swap as a hedge. At June 30, 2008, we had the following interest rate swaps in place with
BNP Paribas and Bank of Montreal:

Effective
Date

Maturity
Date

Libor
Swap Rate

Notional
Amount

(Millions)
Fair Value
(Dollars)

2/27/2007 2/26/2009 4.86% $ 40.0 $ (581,486)
4/22/2008 4/22/2010 3.19% 25.0 72,243
4/22/2008 4/22/2010 3.19% 50.0 155,934

$ (353,309)

For the three months ended June 30, 2008, we recognized a $0.4 million gain from the interest rate derivative which is not designated as a hedge.
For the six months ended June 30, 2008, we recognized a loss from interest rate derivatives of $0.1 million.

NOTE 9�Fair Value of Financial Instruments

We adopted SFAS 157 effective January 1, 2008 for financial assets and liabilities measured on a recurring basis. SFAS 157 applies to all
financial assets and financial liabilities that are being measured and reported on a fair value basis. In February 2008, the FASB issued FSP
157-2, which delayed the effective date of SFAS 157 to fiscal years beginning after November 15, 2008 for nonfinancial assets and liabilities.
Fair value, as defined in SFAS 157, is the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction
between market participants at the measurement date. SFAS 157 affects the Company in the fair value measurement of the commodity and
interest rate derivative positions which must be classified in one of the following categories:

Level 1 Inputs

These inputs come from quoted prices (unadjusted) in active markets for identical assets or liabilities.

Level 2 Inputs

These inputs are other than quoted prices that are observable, for an asset or liability. This includes: quoted prices for similar assets or liabilities
in active markets; quoted prices for identical or similar assets or liabilities in markets that are not active; inputs other than quoted prices that are
observable for the asset or liability; and inputs that are derived principally from or corroborated by observable market data by correlation or
other means.

Level 3 Inputs

These are unobservable inputs for the asset or liability which require the Company�s own assumptions.

As required by SFAS 157, financial assets and liabilities are classified based on the lowest level of input that is significant to the fair value
measurement. Our assessment of the significance of a particular input to the fair value measurement requires judgment, and may affect the
valuation of the fair value of assets and liabilities and their placement within the fair value hierarchy levels.
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The following table summarizes the valuation of our financial instruments by SFAS 157 input levels as of June 30, 2008:

Fair Value Measurement (in thousands)
Description Level 1 Level 2 Level 3 Total
Other assets �  372 �  372
Current liabilities �  (45,320) �  (45,320)
Non-current liabilities �  (27,428) �  (27,428)

Total $ �  $ (72,376) $ �  $ (72,376)

NOTE 10�Discontinued Operations

On March 20, 2007, the Company closed the sale of substantially all of its oil and gas properties in South Louisiana with the exception of the St.
Gabriel, Bayou Bouillon and Plumb Bob fields as discussed under Note 1 �Assets Held for Sale.� In accordance with SFAS No. 144, Accounting
for the Impairment or Disposal of Long-Lived Assets, the results of operations for the properties that were sold and for the properties that are
held for sale have been reflected as discontinued operations. On August 4, 2008, we closed the sale of our St. Gabriel Field (See Note 11). We
are actively pursuing bids and will accept any reasonable offer on the two remaining properties.

The following table summarizes the amounts included in Income (loss) from discontinued operations, net of tax (in thousands):

Three Months Ended
June 30,

Six Months Ended
June 30,

2008 2007 2008 2007
Revenues 306 407 885 9,011
Expenses 407 939 601 5,197

Income (loss) from discontinued operations (101) (532) 284 3,814
Income tax expense �  186 �  (1,335)

Income (loss) from discontinued operations, net of tax $ (101) $ (346) $ 284 $ 2,479

The following presents the main classes of assets and liabilities associated with long-lived assets classified as held for sale (in thousands):

As of
June 30, 2008

Assets held for sale $ 305
Accrued abandonment costs 276

NOTE 11�Acquisitions and Divestitures

In February 2008, we acquired additional acreage located in the Angelina River trend for $2.5 million from a private company. We acquired an
additional 40% working interest in the James Lime rights in our Bethune area, and an additional 31.25% working interest in the James Lime
rights in our Allentown area. After the drilling of the second Allentown well, we will earn an additional 6.25% working interest in the James
Lime for a total working interest of 93.75%.
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In March 2008, we sold seismic data related to the St. Gabriel Field (treated as held for sale at June 30, 2008) for an adjusted price of $0.3
million. The adjusted proceeds of $0.3 million were recorded as a gain (See Note 10).

In May, 2008, we acquired additional interests in the Cotton Valley Trend, which increased our net exposure in the Haynesville Shale. We
acquired 3,665 net acres in the Longwood field of Caddo Parish, Louisiana, through the issuance of 908,098 shares of our common stock valued
at approximately $33.9 million.
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On June 10, 2008, we entered into a definitive agreement with a private company for the right to acquire over time a 50% non-operated interest
in 5,800 gross acres (2,900 net) in the Central Pine Island field, adjacent to our Longwood field in Caddo Parish, Louisiana. We estimate total
consideration to be approximately $3.3 million, which will be comprised of acreage costs for the 50% interest in the leasehold and the cost of a
carried interest on the initial well drilled on the acreage.

On June 16, 2008, we announced that we entered into a joint development agreement with Chesapeake Energy Corporation, or Chesapeake, to
develop our Haynesville Shale acreage in the Bethany Longstreet and Longwood fields of Caddo and DeSoto Parishes, Louisiana. Chesapeake
purchased the deep rights to approximately 10,250 net acres of oil and natural gas leasehold comprised of a 20% working interest in
approximately 25,000 net acres in the Bethany Longstreet field and a 50% working interest in approximately 10,500 net acres in the Longwood
field for approximately $172.6 million, subject to normal closing adjustments. We received a deposit of $8.9 million from Chesapeake on
June 15, 2008. The sale closed on July 15, 2008 and we received the remaining proceeds of $163.7 million. Chesapeake also purchased 7,500
net acres of deep rights in the Bethany Longstreet field from a third party, bringing the ownership interest in the deep rights in both fields after
closing to 50% each for us and Chesapeake.

On July 25, 2008, we purchased a 70% interest in approximately 560 acres of Haynesville Shale formation deep rights in Northwest Louisiana
for approximately $5.9 million.

On August 4, 2008, we closed the sale of our St. Gabriel Field to a private party for $0.1 million. These assets were treated as held for sale at
June 30, 2008. See Note 1.

NOTE 12�Commitments and Contingencies

We are party to lawsuits arising in the normal course of business. We intend to defend these actions vigorously and believe, based on currently
available information, that adverse results or judgments from such actions, if any, will not be material to our consolidated financial position,
results of operations or liquidity. No significant changes to these type lawsuits have occurred since December 31, 2007.
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Item 2 � Management�s Discussion and Analysis of Financial Condition and Results of Operations

Forward-Looking Statements

Certain statements in this report, including statements of the future plans, objectives, and expected performance of the Company, are
�forward-looking statements� within the meaning of Section 27A of the Securities Act of 1933 and Section 21E of the Securities Exchange Act of
1934, that are dependent upon certain events, risks and uncertainties that may be outside the Company�s control, and which could cause actual
results to differ materially from those anticipated. Some of these include, but are not limited to:

� planned capital expenditures;

� future drilling activity;

� our financial condition;

� continued availability of debt and equity financing;

� business strategy;

� the market prices of oil and gas;

� economic and competitive conditions;

� legislative and regulatory changes; and

� financial market conditions.
There are numerous uncertainties inherent in estimating quantities of proved oil and gas reserves and in projecting future rates of production and
the timing of development expenditures. The total amount or timing of actual future production may vary significantly from reserve and
production estimates. The drilling of exploratory wells can involve significant risks, including those related to timing, success rates and cost
overruns. Lease and rig availability, complex geology and other factors can affect these risks. Although from time to time we make use of
futures contracts, swaps, costless collars and fixed-price physical contracts to mitigate risk, fluctuations in oil and gas prices or a prolonged
continuation of low prices may substantially adversely affect the Company�s financial position, results of operations and cash flows.

These factors, as well as additional factors that could affect our operating results and performance are described in our Annual Report on Form
10-K for the year ended December 31, 2007, under the headings �Business,� �Risk Factors� and �Management�s Discussion and Analysis of Financial
Condition and Results of Operations.� We urge you to carefully consider those factors.

All forward-looking statements attributable to us are qualified in their entirety by this cautionary statement. We undertake no responsibility to
update our forward-looking statements.

Overview

General
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We are an independent oil and gas company engaged in the exploration, exploitation, development and production of oil and natural gas
properties primarily in the Cotton Valley Trend of East Texas and Northwest Louisiana.

Our business strategy is to provide long term growth in net asset value per share through the growth and expansion of our oil and gas reserves
and production. We focus on adding reserve value through the development of our relatively low risk development drilling program in the
Cotton Valley Trend, and the pursuit of drilling opportunities in the underlying Haynesville Shale formation. The Cotton Valley Trend of East
Texas and Northwest Louisiana generally provides multiple pay objectives including: the Cotton Valley, Travis Peak, Hosston, James Lime,
Pettet and Haynesville Shale formations. We continue to aggressively pursue the acquisition and evaluation of prospective acreage, oil and gas
drilling opportunities and potential property acquisitions.

Source of Revenues

We derive our revenues from the sale of oil and natural gas that is produced from our properties. Revenues are a function of both the volume
produced and the prevailing market price at the time of sale. Production volumes, while somewhat predictable after wells have begun producing,
can be impacted for various reasons. The price of oil and natural gas
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is a primary factor affecting our revenues. To achieve more predictable cash flows and to reduce our exposure to downward price fluctuations,
we use derivative instruments to manage future sales prices on a portion of our oil and natural gas production. While the derivative instruments
may protect us against downward price fluctuation, the use of certain types of derivative instruments may prevent us from realizing the full
benefit of upward price movements.

Second Quarter 2008 financial and operating results include:

� We increased our oil and gas production volumes on continuing operations to approximately 67,000 Mcfe per day, representing an
increase of 64% from the second quarter of 2007.

� We conducted drilling operations on 46 gross wells in the second quarter of 2008.

� We increased our net ownership in the Haynesville Shale play in Northwest Louisiana and East Texas to 60,500 net acres.

� We entered into an agreement with Chesapeake Energy Corporation (�Chesapeake�) to jointly develop our Haynesville Shale acreage
in Northwest Louisiana.

� We reduced our total operating expenses by over $1.00 per Mcfe from the second quarter of 2007 to the second quarter of 2008 and
the first half of 2007 to the first half of 2008.

Cotton Valley Trend

Our relatively low-risk development drilling program in the Cotton Valley Trend is primarily centered in and around Rusk, Panola, Angelina and
Nacogdoches counties, Texas, and DeSoto, Caddo and Bienville parishes, Louisiana. We have steadily increased our acreage position in these
areas over the last two years to approximately 195,000 gross acres as of June 30, 2008. Through June 30, 2008, we have participated in the
drilling and logging of 363 Cotton Valley Trend wells (including 25 wells from the Caddo Parish acquisition in May 2008) with a success rate in
excess of 99%. We conducted drilling operations on 46 gross wells during the second quarter of 2008 and 80 gross wells during the first half of
2008. Our net production volumes from our Cotton Valley Trend wells aggregated approximately 66,900 Mcfe per day in the second quarter of
2008, or approximately 64% higher than the Cotton Valley Trend production of the comparable prior year period.

Caddo Parish Acquisition

On May 28, 2008, we acquired additional interests in the Cotton Valley Trend, increasing our net exposure in the Haynesville Shale. We
acquired approximately 3,665 net acres in the Longwood field of Caddo Parish, Louisiana, through the issuance of 908,098 shares of our
common stock valued at approximately $33.9 million. The purchase included interests in 25 gross wells, with approximately 1.2 Mmcfe per day
of net production, and an internally estimated 12.3 Bcfe of proved reserves (75% developed) associated with the shallower Hosston and Cotton
Valley formations. We have plans to drill two new vertical wells and re-enter another to test the Haynesville Shale at Longwood by the end of
2008.

Chesapeake Haynesville Joint Development

On June 16, 2008, we entered into a joint development agreement with Chesapeake to develop our Haynesville Shale acreage in the Bethany
Longstreet and Longwood fields of Caddo and DeSoto Parishes, Louisiana. Chesapeake purchased the deep rights to approximately 10,250 net
acres of oil and natural gas leasehold comprised of a 20% working interest in approximately 25,000 net acres in the Bethany Longstreet field and
a 50% working interest in approximately 10,500 net acres in the Longwood field for approximately $172.6 million, subject to normal closing
adjustments. We received a deposit of $8.9 million from Chesapeake on June 15, 2008. The sale closed on July 15, 2008, and we received the
remaining proceeds of $163.7 million on that date. Chesapeake also purchased 7,500 net acres of deep rights in the Bethany Longstreet field
from a third party, bringing the ownership interest in the deep rights in both fields after closing to 50% each for us and Chesapeake. Chesapeake
will be the operator of the joint Haynesville Shale development. We will hold approximately 25,000 gross (12,500 net) acres in the deep rights in
the Bethany Longstreet field and approximately 10,500 gross (5,250 net) acres in the deep rights in the Longwood field, both of which are
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currently believed to be prospective for the Haynesville Shale. Through our joint development arrangement with Chesapeake, we will continue
to operate existing production and operate any new wells drilled to the base of the Cotton Valley sand, and Chesapeake will operate any wells
drilled below the base of the Cotton Valley sand, including the Haynesville Shale.
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We are retaining the shallow rights to the base of the Cotton Valley sand and the existing production and reserves with respect to our 70%
interest in the Bethany Longstreet field and our 100% interest in the Longwood field. We are also retaining our interest in both the shallow and
Haynesville Shale rights on all of our East Texas assets. Horizontal development of the Haynesville Shale for the joint development agreement is
expected to commence in the third quarter of 2008 with one rig dedicated to the play and a second rig to be added during the fourth quarter of
2008.

Central Pine Island Acquisition

On June 10, 2008, we entered into a definitive agreement with a private company for the right to acquire over time a 50% non-operated interest
in 5,800 gross acres (2,900 net) in the Central Pine Island field, adjacent to our Longwood field in Caddo Parish, Louisiana. We estimate total
consideration to be approximately $3.3 million, which will be comprised of acreage costs for the 50% interest in the leasehold and the cost of a
carried interest on the initial well drilled on the acreage. The initial well has reached total depth and is currently waiting on completion
operations.

With the completion of these transactions, including the joint development agreement with Chesapeake, we have a total of approximately 22,000
net acres in north Louisiana which we believe to be prospective for the Haynesville Shale formation.

Additional Haynesville Acquisitions

On July 25, 2008, we purchased a 70% interest in approximately 560 acres of Haynesville Shale formation deep rights in Northwest Louisiana
for approximately $5.9 million.

Revised 2008 Capital Budget

We also announced on June 23, 2008 that our Board of Directors approved an increase in the preliminary capital expenditure budget for 2008 to
$350.0 million, up from $275.0 million, as a result of anticipated increased drilling activity, primarily driven by our Haynesville Shale program.

Initial Haynesville Shale Drilling Program

As of June 30, 2008, we have drilled two wells on our North Louisiana acreage and two wells on our East Texas acreage, all of which targeted
the Haynesville Shale via vertical wellbores. The initial production rates for the two Louisiana wells averaged 1.0 Mmcfe per day, and the one
East Texas well which has been completed had an initial production rate of 2.6 Mmcfe per day. We expect to begin our Haynesville Shale
horizontal drilling program in the third quarter of 2008.

Sale of South Louisiana Assets

On March 20, 2007, we completed the sale of substantially all of our assets in South Louisiana to a private company. The sale resulted in total
proceeds of $72.5 million, net to the Company, after normal closing adjustments. The effective date of the sale was July 1, 2006. The remaining
fields treated as held for sale are St. Gabriel, Bayou Bouillon and Plumb Bob.

On August 4, 2008, we closed the sale of the St. Gabriel Field to a private party for $0.1 million.

A more complete overview and discussion of our operations can be found in �Item 7. Management�s Discussion and Analysis of Financial
Condition and Results of Operations� in our Annual Report on Form 10-K for the year ended December 31, 2007.

Results of Operations

Our financial statements include discontinued operations presentation for our assets located in South Louisiana. See Note 10 to our consolidated
financial statements.

For the three months ended June 30, 2008, we reported a net loss applicable to common stock of $39.0 million, or $1.21 per share, on total
revenue from continuing operations of $65.2 million as compared to a net loss applicable to common stock of $4.8 million, or $0.19 per share,
on total revenue from continuing operations of $28.0 million for the three months ended June 30, 2007. We recorded a $48.9 million loss on
derivatives not designated as hedges in the second quarter of 2008. See our discussion below under the caption �Gain (Loss) on Derivatives Not
Designated as Hedges.�
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For the six months ended June 30, 2008, we reported a net loss applicable to common stock of $64.4 million, or $2.02 per share, on total revenue
from continuing operations of $111.5 million as compared to a net loss applicable to common stock of $5.3 million, or $0.21 per share, on total
revenue from continuing operations of $51.5 million for the six months ended June 30, 2007. We recorded a $73.4 million loss on derivatives
not designated as hedges in the first half of 2008. This loss on our derivatives was a major driver in the change from the applicable period of
2007 to 2008. For more discussion, see below under the caption �Gain (Loss) on Derivatives Not Designated as Hedges.�
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Oil and Natural Gas Revenues

Revenues presented in the table and the discussion below represent revenue from sales of our oil and natural gas production volumes for
continuing operations.

Summary Operating

Information: Continuing

Operations Three Months Ended June 30, Six Months Ended June 30,
2008 2007 Variance 2008 2007 Variance
(In thousands, except for price data) (In thousands, except for price data)

Revenues:
Natural gas $ 59,436 $ 26,148 $ 33,288 127% $ 101,896 $ 48,010 $ 53,886 112%
Oil and condensate 5,416 1,712 3,704 216% 9,153 3,167 5,986 189%
Natural gas, oil and condensate 64,852 27,860 36,992 133% 111,049 51,177 59,872 117%
Operating revenues 65,173 28,006 37,167 133% 111,526 51,548 59,978 116%
Operating expenses 49,118 33,728 15,390 46% 91,868 64,604 27,264 42%
Operating income (loss) 16,055 (5,722) 21,777 381% 19,658 (13,056) 32,714 251%
Net income (loss) applicable to common stock (39,014) (4,811) (34,203) (711)% (64,408) (5,287) (59,121) (1118)%

Net Production:
Natural gas (MMcf) 5,841 3,549 2,292 65% 10,874 6,744 4,130 61%
Oil and condensate (MBbls) 45 28 17 61% 83 54 29 54%
Total (Mmcfe) 6,109 3,717 2,392 64% 11,375 7,068 4,307 61%
Average daily production (Mcfe/d) 67,129 40,844 26,285 64% 62,497 39,048 23,449 60%

Average realized sales price per unit:
Natural gas (per Mcf) $ 10.18 $ 7.37 $ 2.81 38% $ 9.37 $ 7.12 $ 2.25 32%
Oil and condensate (per Bbl) 121.51 61.06 60.45 99% 109.70 58.97 50.73 86%
Total (per Mcfe) 10.62 7.50 3.12 42% 9.76 7.24 2.52 35%
Operating revenues from continuing operations increased 133% in the second quarter of 2008 compared to the same period in 2007 as a result of
increased Cotton Valley Trend production and higher natural gas prices. Net production increased 64% period to period due to a substantial
increase in the number of wells producing in the Cotton Valley Trend. The average realized sales price per Mcfe increased 42% over the prior
year period.

Operating revenues from continuing operations increased 116% in the first half of 2008 compared to the first half of 2007 as a result of increased
production and higher prices. Net production increased 61% as a result of more producing Cotton Valley Trend wells. Average realized sales
price per Mcfe increased 35% compared to the first half of 2007.
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Operating Expenses

The following table presents our comparative per unit operating expenses related to continuing operations:

Three Months Ended June 30, Six Months Ended June 30,
Operating Expenses per Mcfe 2008 2007 Variance 2008 2007 Variance
Lease operating expenses $ 1.26 $ 1.65 $ (0.39) (24)% $ 1.30 $ 1.46 $ (0.16) (11)%
Production and other taxes 0.38 (0.16) 0.54 338% 0.32 (0.04) 0.36 900%
Transportation 0.39 0.39 �  �  0.37 0.36 0.01 3%
Depreciation, depletion and amortization 4.75 5.24 (0.49) (9)% 4.76 5.26 (0.50) (10)%
Exploration 0.29 0.48 (0.19) (40)% 0.33 0.58 (0.25) (43)%
General and administrative 0.97 1.48 (0.51) (34)% 1.00 1.53 (0.53) (35)%
Lease Operating. Lease operating expense (�LOE�) for the second quarter of 2008 increased $1.5 million on an absolute basis compared to the
corresponding period of 2007 ($7.7 million compared to $6.2 million). LOE for the first half of 2008 increased to $14.8 million versus $10.3
million for the first half of 2007 as a result of the substantial increase in the number of wells producing in the Cotton Valley Trend. LOE
decreased 24% on a per unit basis compared to the second quarter of 2007 ($1.26 per Mcfe compared to $1.65 per Mcfe). LOE for the six
months ended June 30, 2008 decreased 11% on a per unit basis compared to the same period of 2007 ($1.30 per Mcfe compared to $1.46 per
Mcfe). Increased production led to these lower costs on a per unit basis. The second quarter of 2008, and first half of 2008 included $0.2 million
and $1.2 million, respectively, in workover costs which contributed $0.04 and $0.10, respectively, to the LOE per Mcfe rates. Comparatively,
the second quarter of 2007 and the first half of 2007 included $1.3 million and $1.5 million, respectively, in workover costs which contributed
$0.35 and $0.21, respectively, to the LOE per Mcfe rates.

Production and Other Taxes. Production and other taxes of $2.3 million for the second quarter of 2008 includes production tax of $1.7 million
and ad valorem tax of $0.6 million. Production tax during the quarter are net of $0.8 million of accrued Tight Gas Sands (�TGS�) credits for our
wells in the State of Texas, which credits equate to $0.12 per Mcfe of production. Production and other taxes of $3.6 million for the first half of
2008 includes production tax of $2.6 million and ad valorem tax of $1.0 million. Production taxes during the first six months of 2008 are net of
$1.6 million of TGS credits ($0.14 per Mcfe). During the comparable periods in 2007, we accrued TGS credits in excess of production taxes for
the period.

These TGS credits allow for reduced, and in many cases the complete elimination of, severance taxes in the State of Texas for qualifying wells
for up to ten years of production. We only accrue for such credits once we have been notified of the State�s approval, and we anticipate that we
will incur a gradually lower production tax rate in the future as we add additional Cotton Valley Trend wells to our production base and as
reduced rates are approved.

Depreciation, Depletion and Amortization. Depreciation, depletion and amortization (�DD&A�) expense increased to $29.0 million in the second
quarter of 2008 from $19.5 million for the same period in 2007, primarily due to higher levels of production partially offset by a lower DD&A
rate. The average DD&A rate for the second quarter of 2008 was $4.75 per Mcfe compared to $5.24 per Mcfe for the same quarter of 2007.

DD&A expense increased to $54.1 million in the first half of 2008 from $37.2 million for the first half of 2007. The average DD&A rate
declined to $4.76 per Mcfe for the first half of 2008, versus $5.26 per Mcfe for the same period in 2007.

We calculated 2008 and 2007 DD&A rates for the first half of each respective year using the year end reserve reports. Proved developed
reserves increased 41% from 76.7 Bcf at December 31, 2006 to 108.1 Bcf at December 31, 2007. The favorable impact of our 2007 Cotton
Valley Trend drilling program and positive revisions of previous estimates from December 31, 2006 to December 31, 2007, led to the increase in
proved developed reserves. We have engaged an independent engineering firm to prepare our June 30, 2008 reserve report, which we intend to
use for calculating the DD&A rates for the remainder of 2008. We had previously engaged this same firm to prepare our June 30, 2007 reserves.

Exploration. Exploration expenses were flat at $1.8 million for both the second quarter of 2008 and 2007. On a per unit basis, exploration
expenses declined from $0.48 per Mcfe for the second quarter 2007 to $0.29 per Mcfe for the second quarter 2008 as a result of higher
production. For the same reason, exploration expense decreased from $4.1 million ($0.58 per Mcfe) for the first half of 2007 to $3.8 million
($0.33 per Mcfe) the first half of 2008. Undeveloped leasehold amortization declined from $3.4 million for the first half of 2007 to $2.4 million
for the first half of 2008. Undeveloped leasehold amortization was $0.9 million for the second quarter of 2008.
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General and Administrative. General and administrative (�G&A�) expense decreased 34% on a per unit basis to $0.97 per Mcfe in the second
quarter 2008 compared to $1.48 per Mcfe in the second quarter of 2007 primarily due to a 64% increase in production volumes in the second
quarter of 2008. Costs increased 8% to $5.9 million versus $5.5 million for the second quarter of 2008 and 2007, respectively, due to an increase
in the number of employees of 26% from 80 at June 30, 2007, to 101 at June 30, 2008. The impact of the increase due to a higher employee
count was partially mitigated by the $1.0 million tax payment made under protest in the first half of 2007 to the State of Louisiana for franchise
taxes. Stock based compensation expense, which is a non-cash item, amounted to $1.4 million for the second quarter of 2008 compared to $1.3
million for the prior year period.

General and administrative expense increased to $11.4 million for the first half of 2008, compared to $10.8 million for the same period for 2007.
On a per unit basis, G&A declined to $1.00 per Mcfe for the first half of 2008 versus $1.53 per Mcfe for the same period of 2007. General and
administrative expense also includes stock based compensation of $2.7 million for both the first half of 2008 and 2007.

Other Income (Expense)

The following table presents our comparative other income (expense) for the periods presented (in thousands):

Three Months Ended
June 30,

Six Months Ended
June 30,

Other income (expense): 2008 2007 2008 2007
Interest expense (4,390) (2,222) (8,173) (4,846)
Gain (loss) on derivatives not designated as hedges (48,947) 3,634 (73,434) (5,853)
Income tax benefit �  1,519 �  8,262

Average total borrowings 319,813 195,044 266,651 190,760
Weighted average interest rate 5.5% 4.6% 6.1% 5.0%

Interest Expense. Interest expense increased to $4.4 million in the second quarter of 2008 compared to the second quarter of 2007 amount of
$2.2 million as a result of the higher average level of total borrowings in 2008 and an increase in the weighted average interest rate. Interest
expense also increased for the first half of 2008 to $8.2 million compared to the comparable period in 2007 ($4.9 million) for the same reason.
We added a second lien term loan in January 2008 for $75.0 million which carries a higher interest rate than both our Senior Credit Facility and
our 3.25% convertible senior notes.

Gain (Loss) on Derivatives Not Designated as Hedges. Loss on derivatives not designated as hedges was $48.9 million in the second quarter of
2008, including a realized loss of $1.8 million and an unrealized loss of $47.6 million for the change in fair value of our natural gas commodity
contracts. The increases in natural gas prices experienced during the period resulted in an unrealized loss on our commodity contracts. The
second quarter of 2008 also includes a realized loss of $0.2 million and an unrealized gain of $0.6 million on our interest rate swap. As a
comparison, the second quarter of 2007 included an unrealized gain of $2.4 million for the change in fair value of our commodity contracts and a
realized gain of $1.0 million. The second quarter of 2007 also included a $0.2 million gain on our interest rate swap.

Loss on derivatives not designated as hedges was $73.4 million for the first half of 2008 compared to a loss of $5.9 million for the same period
in 2007. The loss in 2008 includes a realized loss of $1.4 million and an unrealized loss of $71.9 million for the change in fair value of our
natural gas commodity contracts. The loss in the first half of 2008 also includes a $0.1 million loss on our interest rate swap.

Income taxes. We increased our valuation allowance and reduced our net deferred tax asset to zero during 2007 after considering all available
positive and negative evidence related to the realization of our deferred tax asset. As a result, we did not provide for income taxes on continuing
operations in the second quarter and first half of 2008. Income taxes were a benefit of $1.5 million and $8.3 million for the second quarter of
2007 and first half of 2007, respectively, and represented approximately 35% of pre-tax loss from continuing operations.
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We may achieve profitable operations for 2008 due to the gain on sale of oil and gas leasehold which closed on July 15, 2008. If this occurs we
anticipate reversing a portion of the valuation allowance in an amount at least sufficient to eliminate any 2008 tax provision.

Discontinued Operations

In a sale that closed March 20, 2007, we sold our assets in South Louisiana to a private company. We have presented comparative data for our
discontinued operations below (in thousands):

Three Months Ended
June 30,

Six Months Ended
June 30,

Discontinued Operations 2008 2007 2008 2007
Net Production:
Natural gas (MMcf) 4 8 11 523
Oil and condensate (MBbls) 2 1 4 84
Total (MMcfe) 16 14 35 1,027
Average Daily Net Production (Mcfe) 175 150 193 5,673
Gain (loss) on disposal, net of tax $ (120) $ (162) $ 280 $ 10,751
Income (loss) from discontinued operations, net of tax (101) (346) 284 2,479
Total income (loss), net of tax $ (221) $ (508) $ 564 $ 13,230
We realized a gain on disposal, net of tax, of $10.8 million in the first half of 2007. Our remaining South Louisiana assets, the St. Gabriel,
Bayou Bouillon and Plumb Bob fields, were considered held for sale at June 30, 2008. In March 2008, we sold seismic related to the St. Gabriel
field and recognized a gain on disposal of $0.3 million, as adjusted for normal closing items. On August 4, 2008, we closed the sale of our St.
Gabriel Field to a private company for $0.1 million.

Income from discontinued operations for the three and six months ended June 30, 2008 and 2007 related to our South Louisiana assets. The first
half of 2007 includes income from sold properties through the date of closing, March 20, 2007. The first half of 2008 and second quarters of
2008 and 2007 include income from assets held for sale only.

Liquidity and Capital Resources

Cash Flows

The following table presents our comparative cash flow summary for the periods reported (in thousands):

Six Months Ended June 30,
2008 2007 Variance

Cash flow statement information:
Net cash:
Provided by operating activities $ 57,096 $ 39,916 $ 17,180
Used in investing activities (166,413) (59,307) (107,106)
Provided by financing activities 110,851 18,832 92,019

Increase (decrease) in cash and cash equivalents $ 1,534 $ (559) $ 2,093

Operating activities. Net cash provided by operating activities increased by $17.2 million to $57.1 million for the six months ended June 30,
2008, compared to $39.9 million for the six months ended June 30, 2007. Our cash flows before working capital changes were up from $35.2
million in the six months ended June 30, 2007, to $70.4 million in the six months ended June 30, 2008. The increases in the first six months of
2008 are primarily due to the 61% increase in natural gas production from continuing operations as a result of the wells added by our drilling
program and the 32% increase in our realized average natural gas sales price compared to the same period in 2007. The increase in net cash
provided by operating activities in the first half of 2008 was partially offset by $12.5 million due to the prepay transaction arranged with a
physical gas purchaser prior to year end 2007. The physical volumes associated with this transaction were all delivered in the first quarter of
2008.
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Investing activities. Net cash used in investing activities was $166.4 million for the six months ended June 30, 2008, compared to net cash used
in investing activities of $59.3 million for the six months ended June 30, 2007. Net proceeds of $74.0 million received from the sale of
substantially all of our South Louisiana assets in the first quarter of 2007 represent most of the variance. In the second quarter of 2008, we
received a cash performance deposit in the amount of $8.9 million for the sale of a percentage of our deep rights in the Longwood and Bethany
Longstreet fields. The sale closed in July of 2008. In the first half of 2008, we received proceeds of $0.3 million from sales of seismic data for
our St. Gabriel field. The St. Gabriel Field was treated as an Asset Held for Sale at June 30, 2008. Total capital expenditures of $213.0 million
for the six months ended June 30, 2008, were up $77.6 million compared to $135.4 million in the same period in 2007. In addition to having
conducted drilling operations on 80 gross wells in the first six months of 2008 compared to only 57 gross wells in the first six months of 2007,
the increase is attributable to the acquisition of producing and non-producing acreage in the Longwood field in Caddo Parish, Louisiana. We
acquired the Longwood field assets in a non-cash transaction in which we issued 908,098 shares of our common stock to the seller, valued at
approximately $33.9 million. Capital expenditures were $175.6 million for the six months ended June 30, 2008, not including this non-cash
transaction.

Financing activities. Net cash provided by financing activities was $110.9 million for the six months ended June 30, 2008, compared to $18.8
million for the same period in 2007. In January 2008, we borrowed $75.0 million on our Second Lien Term Loan using $53.5 million of the
proceeds to pay-off the balance on our revolving credit facility. Since the beginning of the year, we have had net borrowings of $40.5 million on
the revolving credit facility. In the first quarter of 2007, we used proceeds from the sale of properties to pay the full outstanding balance on our
existing bank credit facility in the amount of $65.0 million. By June 30, 2007, we had borrowed $87.0 million against our revolving credit
facility.

In June 2008, our Board of Directors approved an increase in the preliminary capital expenditure budget for 2008 to $350 million, up from $275
million, as a result of the anticipated increase drilling activity primarily driven by the Haynesville Shale program.

Through June 30, 2008, we have expended approximately $179.0 million of our 2008 capital expenditure budget exclusive of property
acquisitions. We expect to finance the remainder of our 2008 capital expenditures with a combination of cash flow from operations and proceeds
obtained from the sale of a portion of our interests in the Haynesville Shale formation in the Longwood and Bethany Longstreet fields to
Chesapeake and from proceeds obtained from our equity offering both which closed in July 2008.

3.25% Convertible Senior Notes

In December 2006, we sold $175.0 million of 3.25% convertible senior notes (the �notes�) due in December 2026. The notes mature on
December 1, 2026, unless earlier converted, redeemed or repurchased. The notes are our senior unsecured obligations and rank equally in right
of payment to all of our other existing and future indebtedness. The notes accrue interest at a rate of 3.25% annually, and interest is paid
semi-annually on June 1 and December 1. Interest payments on the notes began on June 1, 2007.

Before December 1, 2011, we may not redeem the notes. On or after December 11, 2011, we may redeem for cash all or a portion of the notes,
and the investors may require us to repurchase the notes on each of December 11, 2011, 2016 and 2021. The notes are convertible into shares of
our common stock at a rate equal to the sum of:

a) 15.1653 shares per $1,000 principal amount of notes (equal to a �base conversion price� of approximately $65.94 per share) plus

b) an additional amount of shares per $1,000 of principal amount of notes equal to the incremental share factor (2.6762), multiplied by a
fraction, the numerator of which is the applicable stock price less the �base conversion price� and the denominator of which is the
applicable stock price.

Share Lending Agreement

In connection with the offering of the notes we agreed to lend an affiliate of Bear, Stearns & Co. (�BSC�) a total of 3,122,263 shares of our
common stock under the Share Lending Agreement. Under this agreement, BSC is entitled to offer and sell the shares and use the sale to
facilitate the establishment of a hedge position by investors in the notes. BSC will receive all proceeds from the common stock offerings and
lending transactions under this agreement. BSC is obligated to return the shares to us in the event of certain circumstances, including the
redemption of the notes or the conversion of the notes to shares pursuant to the terms of the indenture governing the notes.
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The Share Lending Agreement also requires BSC to post collateral of our common stock if its credit rating is below either A3 by Moody�s
Investors Service (�Moody�s�) or A- by Standard and Poors (�S&P�). As a result of the long term ratings downgrade of BSC in March 2008, BSC
was required to return all or a portion of the borrowed shares or collateralize the return obligation with cash or highly liquid non-cash collateral.
On March 20, 2008, BSC had returned 1,497,963 shares of the 3,122,263 originally borrowed shares and fully collateralized the remaining
1,624,300 borrowed shares with a cash collateral deposit of approximately $41.3 million. This amount represents the market value of the
remaining borrowed shares at March 20, 2008. Under the Share Lending Agreement, BSC is required to maintain collateral value in the amount
at least equal to the market value of the outstanding borrowed shares. The market value of the cash collateral deposit at June 30, 2008 was
approximately $122.9 million. The 1,497,963 shares returned to the Company were recorded to Treasury stock and retired in March of 2008.

The 1,624,300 shares of common stock outstanding as of June 30, 2008, under the Share Lending Agreement are required to be returned to the
Company in the future. The shares are treated in basic and diluted earnings per share as if they were already returned and retired. As a result, the
shares of common stock lent under the Share Lending Agreement have no impact on the earnings per share calculation.

In May 2008, JP Morgan Chase & Co. completed its acquisition of The Bear Stearns Companies Inc.

Senior Credit Facility

On November 17, 2005, we amended our existing credit agreement and entered into an amended and restated senior credit agreement (as
amended, the �Senior Credit Facility�) and a term loan that expanded our borrowing capabilities and extended our credit facility for an additional
two years. Total lender commitments under the Senior Credit Facility were $200 million, and the Senior Credit Facility matures on February 25,
2010. Revolving borrowings under the Senior Credit Facility are limited to, and subject to periodic redeterminations of the borrowing base. On
January 11, 2008, we entered into the Ninth Amendment to our Senior Credit Facility. The amendment included the reduction in the borrowing
base to $150 million less 30% of the Second Lien Term Loan (discussed below) in excess of $50 million. At June 30, 2008, we had a borrowing
base of $175.0 million under the Senior Credit Facility and we had $81.0 million in outstanding revolving borrowings under the Facility. Interest
on revolving borrowings under the Senior Credit Facility accrues at a rate calculated, at our option, at the bank base rate plus 0.00% to 0.75%, or
LIBOR plus 1.25% to 2.25%, depending on borrowing base utilization.

The terms of the Senior Credit Facility, as amended, require us to maintain certain covenants. Capitalized terms used, but not defined, here have
the meanings assigned to them in the Senior Credit Facility. As of June 30, 2008, we were in compliance with all of the financial covenants of
our Senior Credit Facility. The covenants in effect at June 30, 2008 include:

� Current Ratio of 1.0/1.0,

� Interest Coverage Ratio of not less than 3.0/1.0 for the trailing four quarters, and

� Total Debt of no greater than 3.0 times EBITDAX for the trailing four quarters. (EBITDAX is earnings before interest expense,
income tax, DD&A, exploration expense and impairment of oil and gas properties. In calculating EBITDAX for this purpose,
earnings includes realized gains (losses) from derivatives, but excludes unrealized gains (losses) from derivatives. The 3.25%
convertible senior notes are excluded from the calculation of Total Debt for the purpose of computing this ratio.)

Second Lien Term Loan

On January 16, 2008, we entered into a new Second Lien Term Loan Agreement which provides for a 3-year, non-revolving loan of $75.0
million and is due in a single maturity on December 31, 2010. We have no rights to prepay in the first year. Voluntary prepayment rights in the
second year are at 101% of par, and thereafter at par. Interest on the Second Lien Term Loan accrues at a rate of LIBOR plus 550 basis points
and is payable quarterly in arrears. As of June 30, 2008, we were in compliance with all of the financial covenants of our Second Lien Term
Loan. The terms of the Second Lien Term Loan Agreement contain financial covenants which include:

� Asset coverage ratio (defined as the present value of proved reserves discounted at 10% to total debt, excludes 3.25% convertible
senior notes) of not less than 1.5 to 1.0;
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� EBITDAX to interest expense ratio of not less than 3.0 to 1.0.
Capped Call Option Transactions

On December 10, 2007, we closed the public offering of 6,430,750 shares of our common stock at a price of $23.50 per share. Net proceeds
from the offering were approximately $145.4 million after deducting the underwriters� discount and estimated offering expenses. We used
approximately $123.8 million of the net proceeds to pay off outstanding borrowings under our Senior Credit Facility and approximately $21.6
million of the net proceeds to purchase capped call options on shares of our common stock from affiliates of BSC and J.P. Morgan Securities
Inc. The capped call option transactions covered, subject to customary anti-dilution adjustments, approximately 5.8 million shares of our
common stock, and each of them was divided into a number of tranches with differing expiration dates. One third of the options will expire over
each of three separate multi-day settlement periods beginning approximately 18 months, 24 months and 30 months from the closing of the
offering, respectively.

The capped call option transactions are expected to result in our receipt, on a net share, cashless basis of a certain number of shares of our
common stock if the market value per share of the common stock, as measured under the terms of the capped call option agreements, on the
option expiration date for the relevant tranche is greater than the lower call strike price of the capped call option transactions. We refer to the
amount by which the market value per share exceeds the lower call strike price as an �in-the-money amount� for the relevant tranche of the capped
call option transaction. The in-the-money amount will never exceed the difference between the upper call strike price and the lower call strike
price (i.e., it will be �capped�). The lower call strike price is $23.50, which corresponds to the price to the public in the equity offering and the
upper call strike price is $32.90, which corresponds to 140% of the price to the public in the offering. Both lower and upper call strike prices are
subject to customary anti-dilution and certain other adjustments. The number of shares of our common stock that we will receive from the option
counterparties upon expiration of each tranche of the capped call option transactions will be equal to the in-the-money amount of that tranche
divided by the market value per share of the common stock, as measured under the terms of the capped call option agreements, on the option
expiration date for that tranche. If the stock price is equal to the upper call strike price of $32.90 on each of the settlement dates, we will recoup
up to 1.6 million shares.

The capped call option agreements were separate transactions entered into by us with the option counterparties and were not part of the terms of
the offering of common stock.

The capped call option agreements require an option counterparty to transfer their rights and obligations within 30 days if their credit rating is
below either Baa1 by Moody�s or BBB+ by S&P. As a result of the ratings downgrade of BSC on March 14, 2008, BSC was obligated to transfer
their rights and obligations under the capped call option agreement to a suitable counterparty (one with a credit rating of at least BBB+ by S&P
and Baa1 by Moody�s within 30 days. BSC�s obligation to transfer its rights and obligations to an entity with a higher credit rating was cured by a
ratings upgrade on March 24, 2008.

During the second quarter of 2008, BSC sold its position in the capped call options to Bank of America.

Equity Offering

On July 14, 2008, we closed the public offering of 3,121,300 shares of our common stock at a price of $64.00 per share. Net proceeds from the
offering were approximately $192.0 million after deducting the underwriters� discount and estimated offering expenses. We used approximately
$96.0 million of the net proceeds to pay off outstanding borrowings under our Senior Credit Facility. We plan to use the remaining net proceeds
for general corporate purposes, including to fund a portion of our remaining 2008 drilling program, other capital expenditures and working
capital requirements.

Accounting Pronouncements

See Note 1 �Description of Business and Significant Accounting Policies� �New Accounting Pronouncements� to our consolidated financial
statements for a discussion of recently issued pronouncements, including Statement of Financial Accounting Standards No.157, Fair Value
Measurements which we adopted effective January 1, 2008.
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Critical Accounting Policies and Estimates

Our discussion and analysis of our financial condition and results of operations are based on consolidated financial statements which have been
prepared in accordance with generally accepted accounting principles in the United States. The preparation of these financial statements requires
us to make estimates and judgments that affect the reported amounts or assets, liabilities, revenues and expenses. We believe that certain
accounting policies affect our more significant judgments and estimates used in the preparation of our consolidated financial statements. Our
Annual Report on Form 10-K for the year ended December 31, 2007, includes a discussion of our critical accounting policies.
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Item 3 � Quantitative and Qualitative Disclosures about Market Risk

Commodity Price Risk

Despite the measures taken by us to attempt to control price risk, we remain subject to price fluctuations for natural gas and crude oil sold in the
spot market. Prices received for natural gas sold on the spot market are volatile due primarily to seasonality of demand and other factors beyond
our control. Domestic crude oil and gas prices could have a material adverse effect on our financial position, results of operations and quantities
of reserves recoverable on an economic basis.

We enter into futures contracts or other derivative arrangements from time to time to manage the commodity price risk for a portion of our
production. Our strategy, which is administered by the Hedging Committee of our Board of Directors, and reviewed periodically by the entire
Board of Directors, has been to generally hedge between 30% and 70% of our production. As of June 30, 2008, the commodity contracts we
used were in the form of:

� swaps, where we receive a fixed price and pay a floating price, based on NYMEX or specific transfer point quoted prices,

� collars, where we receive the excess, if any, of the floor price over the reference price, based on NYMEX quoted prices, and pay the
excess, if any, of the reference price over the ceiling price, and

� fixed price physical contracts which qualify for normal purchase and normal sale treatment, whereby we agree in advance with the
purchasers of our physical gas volumes as to specific quantities to be delivered and specific prices to be received for gas deliveries at
specific transfer points in the future.

Our commodity contracts fall within our targeted range of 30% to 70% of our estimated net natural gas production volumes for the applicable
periods of 2008. The fair value of the natural gas commodity contracts in place at June 30, 2008, resulted in a net liability of $72.0 million.
Based on natural gas pricing in effect at June 30, 2008, a hypothetical 10% increase in oil and gas prices would have resulted in a derivative
liability of $93.9 million while a hypothetical 10% decrease in oil and gas prices would have decreased the derivative liability to $52.9 million.
See Note 8 �Derivative Activities� to our consolidated financial statements for additional information.

Interest Rate Risk

We have a variable-rate debt obligation that exposes us to the effects of changes in interest rates. To partially reduce our exposure to interest rate
risk, from time to time we enter into interest rate swap agreements. In April 2008, we entered into interest rate derivative swap agreements
whereby we have contracted an additional notional amount of $75.0 million at a fixed rate of 3.191% for the period April 2008 to April 2010.
We did not designate this swap as a hedge. At June 30, 2008, we had the following interest rate swaps in place with BMO and BNP:

Effective Date
Maturity

Date
Libor

Swap Rate

Notional
Amount

(Millions)
Fair Value
(Dollars)

2/27/2007 2/26/2009 4.86% $ 40.0 $ (581,486)
4/22/2008 4/22/2010 3.19% 25.0 72,243
4/22/2008 4/22/2010 3.19% 50.0 155,934

$ (353,309)

Based on interest rates at June 30, 2008, a hypothetical 10% increase or decrease in interest rates would not have a material effect on the
liability.

Item 4 � Controls and Procedures
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Evaluation of Disclosure Controls and Procedures

We have established disclosure controls and procedures designed to ensure that material information required to be disclosed in our reports filed
under the Securities Exchange Act of 1934 is recorded, processed, summarized and reported within the time periods specified by the Securities
and Exchange Commission and that any material information relating to us
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is recorded, processed, summarized and reported to our management, including our Chief Executive Officer and Chief Financial Officer, as
appropriate to allow timely decisions regarding required disclosures. In designing and evaluating our disclosure controls and procedures, our
management recognizes that controls and procedures, no matter how well designed and operated, can provide only reasonable assurance of
achieving desired control objectives. In reaching a reasonable level of assurance, our management necessarily was required to apply its judgment
in evaluating the cost-benefit relationship of possible controls and procedures.

As required by Rule 13a-15(b) under the Exchange Act, we have evaluated, under the supervision and with the participation of our management,
including our Chief Executive Officer and Chief Financial Officer, the effectiveness of the design and operation of our disclosure controls and
procedures (as defined in rules 13a-15(c) and 15d-15(e) under the Exchange Act) as of the end of the period covered by this report. Our Chief
Executive Officer and Chief Financial Officer, based upon their evaluation as of June 30, 2008, the end of the period covered in this report,
concluded that our disclosure controls and procedures were effective at the reasonable assurance level.

Changes in Internal Control over Financial Reporting

There were no changes in our system of internal control over financial reporting that occurred during our second quarter that have materially
affected, or are reasonably likely to materially affect, our internal control over financial reporting.
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PART II � OTHER INFORMATION

Item 1 � Legal Proceedings.

We are named as a defendant, from time to time, in litigation relating to our normal business operations. Our management is not aware of any
significant litigation, pending or threatened, that would have a material adverse effect on our financial position, results of operations, or cash
flows.

Item 1A � Risk Factors.

The results of our planned exploratory drilling in the Haynesville Shale, a newly emerging play with limited drilling and production history,
are subject to more uncertainties than our drilling program in the more established shallower Cotton Valley formations and may not meet
our expectations for reserves or production.

We have only recently drilled our first three vertical wells to the Haynesville Shale, one of which is still drilling, from which we do not yet have
sufficient data to recognize proved reserves in the formation. Part of the drilling strategy to maximize recoveries from the Haynesville Shale
involves the drilling of horizontal wells using completion techniques that have proven successful in other shale formations. We have not
participated in any horizontal drilling of the Haynesville Shale and to date the industry�s drilling and production history in the formation is
limited. The ultimate success of these drilling strategies and techniques in the formation will be better evaluated over time as more wells are
drilled and production profiles are better established. Accordingly, the results of our future drilling in the emerging Haynesville Shale play are
more uncertain than drilling results in the shallower Cotton Valley horizons with established reserves and production.

There are no other material changes from risk factors previously disclosed in our Annual Report on Form 10-K for the fiscal year ended
December 31, 2007.

Item 2 � Unregistered Sales of Equity Securities and Use of Proceeds.

On May 23, 2008, we issued 908,098 shares of our common stock, valued at approximately $33.9 million, to Caddo Resources LP, a Delaware
limited partnership, in consideration for approximately 3,665 net acres in the Longwood Field of Caddo Parish, Louisiana. The purchase
included interests in 25 gross wells, with approximately 1.2 Mmcfe per day of net production, and an internally estimated 12.3 Bcfe of proved
reserves (75% developed) associated with the shallower Hosston and Cotton Valley formations. This private issuance of stock was made in
reliance upon exemption from the registration requirements of the Securities Act of 1933 pursuant to Section 4 (2) thereof. The 908,098 shares
were registered under the Securities Act of 1933 pursuant to an effective registration statement on June 2, 2008.

Item 3 � Defaults Upon Senior Securities.

None.

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

Our Annual Meeting of Stockholders was held on May 22, 2008. Set forth below is a brief description of each matter acted upon at the meeting
and the number of votes cast for, against or withheld, and abstaining or not voting as to each matter:

For Against
Abstained or

Withheld
(i) Election of Class I Directors

Josiah T. Austin 31,622,972 �  381,458

Geraldine A. Ferraro 31,577,071 �  427,359

Gene Washington 31,636,949 �  367,481

(ii) Ratification of the appointment of Ernst & Young LLP as the company�s independent registered public
accounting firm for 2008.

31,934,964 63,221 6,244
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Item 5 � Other Information.

None.

Item 6 � Exhibits.

EXHIBIT NO DESCRIPTION OF EXHIBIT
      2.1� Purchase and Sale Agreement, between Caddo Resources LP and Goodrich Petroleum Corporation, dated as of May

23, 2008 (Incorporated by reference to Exhibit 2.1 to the Company�s Current Report on Form 8-K filed on May 29,
2008).

      2.2� Purchase and Sale Agreement between Goodrich Petroleum Company, L.L.C. and Chesapeake Louisiana, L.P. dated
as of June 15, 2008 (Incorporated by reference to Exhibit 2.1 to the Company�s Current Report on Form 8-K filed on
June 15, 2008).

      3.1 Restated Certificate of Incorporation of Goodrich Acquisition II, Inc., dated January 31, 1997 (Incorporated by
reference to Exhibit 3.1A to the Company�s Third Amended Registration Statement on Form S-1 (Registration No.
333-47078) filed on December 8, 2000).

      3.2 Certificate of Amendment of Restated Certificate of Incorporation of Goodrich Acquisition II, Inc., dated January
31, 1997 (Incorporated by reference to Exhibit 3.1B to the Company�s Third Amended Registration Statement on
Form S-1 (Registration No. 333-47078) filed on December 8, 2000).

      3.3 Certificate of Amendment of Restated Certificate of Incorporation of Goodrich Petroleum Corporation, dated March
12, 1998 (Incorporated by reference to Exhibit 3.2 to the Company�s Annual Report on Form 10-K filed on March
20, 1998).

      3.4 Certificate of Amendment of Restated Certificate of Incorporation of Goodrich Petroleum Corporation, dated May 9,
2002 (Incorporated by reference to Exhibit 3.4 to the Company�s Current Report on Form 8-K filed on December 3,
2007).

      3.5 Certificate of Amendment of Restated Certificate of Incorporation of Goodrich Petroleum Corporation, dated May
30, 2007 (Incorporated by reference to Exhibit 3.1 to the Company�s Quarterly Report on Form 10-Q filed on August
9, 2007).

      3.6 Bylaws of the Company, as amended and restated (Incorporated by reference to Exhibit 3.2 to the Company�s Current
Report on Form 8-K filed on February 19, 2008).

      4.1 Registration Rights Agreement, between Caddo Resources LP and Goodrich Petroleum Corporation, dated as of
May 23, 2008 (Incorporated by reference to Exhibit 4.1 to the Company�s Current Report on Form 8-K filed on May
29, 2008).

  *31.1 Certification of Chief Executive Officer Pursuant to 15 U.S.C. Section 7241, as Adopted Pursuant to Section 302 of
the Sarbanes-Oxley Act of 2002.

  *31.2 Certification of Chief Financial Officer Pursuant to 15 U.S.C. Section 7241, as Adopted Pursuant to Section 302 of
the Sarbanes-Oxley Act of 2002.

**32.1 Certification of Chief Executive Officer pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of
the Sarbanes-Oxley Act of 2002.

**32.2 Certification of Chief Financial Officer pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of
the Sarbanes-Oxley Act of 2002.

* Filed herewith
** Furnished herewith
� Pursuant to the rules of the Commission, certain schedules and similar attachments to the Agreement have not been filed herewith. The

registrant agrees to furnish supplementally a copy of any omitted schedule to the Commission upon request.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the
undersigned and thereunto duly authorized.

GOODRICH PETROLEUM CORPORATION

(Registrant)

Date: August 7, 2008 By: /s/ Walter G. Goodrich
Walter G. Goodrich
Vice Chairman & Chief Executive Officer

Date: August 7, 2008 By: /s/ David R. Looney
David R. Looney
Executive Vice President & Chief Financial Officer
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GOODRICH PETROLEUM CORPORATION LIST OF EXHIBITS TO FORM 10-Q

FOR QUARTER ENDED JUNE 30, 2008

EXHIBIT NO DESCRIPTION OF EXHIBIT
      2.1� Purchase and Sale Agreement, between Caddo Resources LP and Goodrich Petroleum Corporation, dated as of

May 23, 2008 (Incorporated by reference to Exhibit 2.1 to the Company�s Current Report on Form 8-K filed on
May 29, 2008).

      2.2� Purchase and Sale Agreement between Goodrich Petroleum Company, L.L.C. and Chesapeake Louisiana, L.P.
dated as of June 15, 2008 (Incorporated by reference to Exhibit 2.1 to the Company�s Current Report on Form 8-K
filed on June 15, 2008).

      3.1 Restated Certificate of Incorporation of Goodrich Acquisition II, Inc., dated January 31, 1997 (Incorporated by
reference to Exhibit 3.1A to the Company�s Third Amended Registration Statement on Form S-1 (Registration No.
333-47078) filed on December 8, 2000).

      3.2 Certificate of Amendment of Restated Certificate of Incorporation of Goodrich Acquisition II, Inc., dated
January 31, 1997 (Incorporated by reference to Exhibit 3.1B to the Company�s Third Amended Registration
Statement on Form S-1 (Registration No. 333-47078) filed on December 8, 2000).

      3.3 Certificate of Amendment of Restated Certificate of Incorporation of Goodrich Petroleum Corporation, dated
March 12, 1998 (Incorporated by reference to Exhibit 3.2 to the Company�s Annual Report on Form 10-K filed on
March 20, 1998).

      3.4 Certificate of Amendment of Restated Certificate of Incorporation of Goodrich Petroleum Corporation, dated
May 9, 2002 (Incorporated by reference to Exhibit 3.4 to the Company�s Current Report on Form 8-K filed on
December 3, 2007).

      3.5 Certificate of Amendment of Restated Certificate of Incorporation of Goodrich Petroleum Corporation, dated
May 30, 2007 (Incorporated by reference to Exhibit 3.1 to the Company�s Quarterly Report on Form 10-Q filed on
August 9, 2007).

      3.6 Bylaws of the Company, as amended and restated (Incorporated by reference to Exhibit 3.2 to the Company�s
Current Report on Form 8-K filed on February 19, 2008).

      4.1 Registration Rights Agreement, between Caddo Resources LP and Goodrich Petroleum Corporation, dated as of
May 23, 2008 (Incorporated by reference to Exhibit 4.1 to the Company�s Current Report on Form 8-K filed on
May 29, 2008).

  *31.1 Certification of Chief Executive Officer Pursuant to 15 U.S.C. Section 7241, as Adopted Pursuant to Section 302 of
the Sarbanes-Oxley Act of 2002.

  *31.2 Certification of Chief Financial Officer Pursuant to 15 U.S.C. Section 7241, as Adopted Pursuant to Section 302 of
the Sarbanes-Oxley Act of 2002.

**32.1 Certification of Chief Executive Officer pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of
the Sarbanes-Oxley Act of 2002.

**32.2 Certification of Chief Financial Officer pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of
the Sarbanes-Oxley Act of 2002.

* Filed herewith
** Furnished herewith
� Pursuant to the rules of the Commission, certain schedules and similar attachments to the Agreement have not been filed herewith. The

registrant agrees to furnish supplementally a copy of any omitted schedule to the Commission upon request.
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