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Title of each class Name of each exchange on which registered
Common Stock, par value $.001 per share New York Stock Exchange

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days.    Yes  x    No  ¨

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated filer. See definition of
�accelerated filer and large accelerated filer� in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer  x    Accelerated filer  ¨    Non-accelerated filer  ¨

Indicate by check mark whether the Registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).    Yes  ¨    No  x

As of August 3, 2007 the Registrant had 169,638,298 shares of Common Stock, $.001 par value, outstanding.
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Special note regarding forward-looking statements

This report on Form 10-Q contains forward-looking statements within the meaning of the federal securities laws. These forward-looking
statements may include, among others, statements reflecting the following:

� our growth strategies;

� anticipated trends in our business;

� our future results of operations;

� our ability to make or integrate acquisitions;

� our liquidity and ability to finance our exploration, acquisition and development activities;

� our ability to successfully and economically explore for and develop oil and natural gas resources;

� market conditions in the oil and natural gas industry;

� the impact of government regulation;

� planned capital expenditures;

� increases in oil and natural gas production;

� our financial position, business strategy and other plans and objectives for future operations;

� reserve and production estimates;

� future financial performance; and

� other matters that are discussed in our filings with the United States Securities and Exchange Commission.
We identify forward-looking statements by use of terms such as �expect,� �anticipate,� �estimate,� �plan,� �believe,� �intend,� �will,� �continue,� �potential,�
�should,� �could� and similar words and expressions, although some forward-looking statements may be expressed differently. You should be aware
that our actual results could differ materially from those contained in the forward-looking statements. You should consider carefully the
statements under the �Risk Factors� section of this report and other sections of this report, as well as those described in the 2006 Form 10-K, as
amended, which describe factors that could cause our actual results to differ from those set forth in the forward-looking statements, including,
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but not limited to, the following factors:

� the possibility that the industry may be subject to future regulatory or legislative actions (including any additional taxes);

� the volatility in commodity prices, supply of, and demand for, oil and natural gas;

� risks associated with derivative positions;

� the difficulty of estimating the presence or recoverability of oil and natural gas reserves and future production rates and associated
costs;

� the need for us to continually replace oil and natural gas reserves;

� environmental risks;

� drilling and operating risks and expense cost escalations;

� exploration and development risks;

� the ability of the our management to execute its plans to meet its goals;

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

� general economic conditions, whether internationally, nationally or in the regional and local market areas in which we are doing
business, may be less favorable than expected;

� continued hostilities in the Middle East and other sustained military campaigns or acts of terrorism or sabotage; and

� other economic, competitive, governmental, legislative, regulatory, geopolitical and technological factors that may negatively impact
our businesses, operations or pricing.

All forward-looking statements attributable to us or persons acting on our behalf are expressly qualified in their entirety by the cautionary
statements in this paragraph and elsewhere in this document. Other than as required under the securities laws, we do not assume a duty to update
these forward-looking statements, whether as a result of new information, subsequent events or circumstances, changes in expectations or
otherwise.
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PART I. FINANCIAL INFORMATION

Item 1. Condensed Consolidated Financial Statements (unaudited)
PETROHAWK ENERGY CORPORATION

CONSOLIDATED STATEMENTS OF OPERATIONS (Unaudited)

(In thousands, except per share amounts)

Three Months Ended June 30, Six Months Ended June 30,
2007 2006 2007 2006

Operating revenues:
Oil and gas $ 233,482 $ 86,414 $ 442,725 $ 189,420
Operating expenses:
Production:
Lease operating 17,416 11,317 33,292 22,866
Workover and other 1,845 1,771 4,022 2,490
Taxes other than income 16,628 6,309 30,278 14,607
Gathering, transportation and other 7,599 2,264 15,023 4,136
General and administrative 16,980 8,931 32,581 15,619
Depletion, depreciation and amortization 100,210 37,458 196,048 74,908

Total operating expenses 160,678 68,050 311,244 134,626

Income from operations 72,804 18,364 131,481 54,794
Other (expenses) income:
Net gain (loss) on derivative contracts 31,591 1,644 (27,342) 26,447
Interest expense and other (31,789) (10,923) (62,539) (19,995)

Total other (expenses) income (198) (9,279) (89,881) 6,452

Income before income taxes 72,606 9,085 41,600 61,246
Income tax provision (26,975) (4,232) (15,384) (23,454)

Net income 45,631 4,853 26,216 37,792
Preferred dividends �  (109) �  (217)

Net income available to common stockholders $ 45,631 $ 4,744 $ 26,216 $ 37,575

Earnings per share of common stock:
Basic $ 0.27 $ 0.06 $ 0.16 $ 0.45

Diluted $ 0.27 $ 0.06 $ 0.15 $ 0.45

Weighted average shares outstanding:
Basic 167,783 83,613 167,546 82,886

Diluted 172,113 85,383 171,490 84,755

The accompanying notes are an integral part of these condensed consolidated financial statements.
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PETROHAWK ENERGY CORPORATION

CONSOLIDATED BALANCE SHEETS (Unaudited)

(In thousands, except share and per share amounts)

June 30,

2007

December 31,

2006
Current assets:
Cash $ 6,097 $ 5,593
Accounts receivable 151,177 155,582
Receivables from derivative contracts 31,521 68,234
Prepaid expenses and other 17,107 17,303

Total current assets 205,902 246,712

Oil and gas properties (full cost method):
Evaluated 3,430,506 2,901,649
Unevaluated 453,756 537,611

Gross oil and gas properties 3,884,262 3,439,260
Less�accumulated depletion (572,725) (379,017)

Net oil and gas properties 3,311,537 3,060,243

Other operating property and equipment:
Gross other operating property and equipment 11,528 9,542
Less�accumulated depreciation (5,187) (3,742)

Net other operating property and equipment 6,341 5,800

Other noncurrent assets:
Goodwill 935,246 938,584
Debt issuance costs, net of amortization 13,675 14,987
Receivables from derivative contracts 653 6,995
Other 5,893 6,335

Total assets $ 4,479,247 $ 4,279,656

Current liabilities:
Accounts payable and accrued liabilities $ 299,121 $ 295,951
Current portion of deferred income taxes 7,066 22,382
Liabilities from derivative contracts 12,407 7,986
Current portion of long-term debt 2,863 5,700

Total current liabilities 321,457 332,019

Long-term debt 1,474,583 1,326,239
Liabilities from derivative contracts 9,365 11,803
Asset retirement obligations 47,051 45,326
Deferred income taxes 661,445 633,883
Other noncurrent liabilities 2,230 2,042
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Commitments and contingencies (Note 6)
Stockholders� equity:
Common stock: 300,000,000 shares of $.001 par value value authorized; 169,628,996 and 168,486,732 shares
issued and outstanding at June 30, 2007 and December 31, 2006, respectively 170 169
Additional paid-in capital 1,852,417 1,843,862
Retained earnings 110,529 84,313

Total stockholders� equity 1,963,116 1,928,344

Total liabilities and stockholders� equity $ 4,479,247 $ 4,279,656

The accompanying notes are an integral part of these condensed consolidated financial statements.
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PETROHAWK ENERGY CORPORATION

CONSOLIDATED STATEMENTS OF CASH FLOWS (Unaudited)

(In thousands)

Six Months Ended June 30,
2007 2006

Cash flows from operating activities:
Net income $ 26,216 $ 37,792
Adjustments to reconcile net income to net cash provided by operating activities:
Depletion, depreciation and amortization 196,048 74,908
Income tax provision 15,384 23,454
Stock-based compensation 6,285 1,868
Net unrealized loss (gain) on derivative contracts 45,038 (37,591)
Net realized (gain) loss on derivative contracts acquired (2,429) 9,934
Other 2,738 (375)
Change in assets and liabilities, net of acquisitions:
Accounts receivable 2,670 16,019
Prepaid expenses and other 196 (2,782)
Accounts payable and accrued liabilities 10,098 (18,876)
Other 225 (810)

Net cash provided by operating activities 302,469 103,541

Cash flows from investing activities:
Oil and gas capital expenditures (395,548) (123,349)
Acquisition of Winwell Resources, Inc., net of cash acquired of $14,965 �  (175,037)
Acquisition of oil and gas properties (60,345) (85,295)
Proceeds received from sale of oil and gas properties 8,855 49,519
Other (1,985) 21,994

Net cash used in investing activities (449,023) (312,168)

Cash flows from financing activities:
Proceeds from exercise of common stock options 1,966 842
Proceeds from issuance of common stock �  188,500
Acquisition of common stock �  (46,200)
Proceeds from borrowings 487,000 325,000
Repayment of borrowings (342,838) (235,000)
Net realized gain (loss) on derivative contracts acquired 2,429 (9,934)
Offering costs �  (10,686)
Buyback of preferred stock �  (4,397)
Other (1,499) (1,962)

Net cash provided by financing activities 147,058 206,163

Net increase (decrease) in cash 504 (2,464)
Cash at beginning of period 5,593 12,911

Cash at end of period $ 6,097 $ 10,447

The accompanying notes are an integral part of these condensed consolidated financial statements.
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PETROHAWK ENERGY CORPORATION

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Unaudited)

1. FINANCIAL STATEMENT PRESENTATION

During interim periods, Petrohawk Energy Corporation (referred to as Petrohawk or the Company) follows the same accounting policies
disclosed in its 2006 Report on Form 10-K, as amended, for the preceding fiscal year with the exception of the adoption of Financial Accounting
Standards Board (FASB) Financial Interpretation (FIN) No. 48, Accounting for Uncertainty in Income Taxes�an Interpretation of FASB 109
(FIN 48) as described in �Recently Issued Accounting Pronouncements� below. Please refer to the footnotes in the 2006 Form 10-K, as amended,
when reviewing interim financial results.

These unaudited condensed consolidated financial statements reflect, in the opinion of the Company�s management, all adjustments, consisting
only of normal and recurring adjustments, necessary to present fairly the financial position as of, and results of operations for, the periods
presented. Interim period results are not necessarily indicative of results of operations or cash flows for the full year.

On July 12, 2006, the Company completed its merger with KCS Energy, Inc. (KCS). Refer to Note 2, �Acquisitions and Divestitures�, for more
details on the Company�s merger with KCS.

Recently Issued Accounting Pronouncements

In February 2007, the FASB issued Statement of Financial Accounting Standards (SFAS) 159, The Fair Value Option for Financial Assets and
Financial Liabilities Including an Amendment of FASB Statement No. 115 (SFAS 159), which permits entities to choose to measure many
financial instruments and certain other items at fair value (the Fair Value Option). Election of the Fair Value Option is made on an
instrument-by-instrument basis and is irrevocable. At the adoption date, unrealized gains and losses on financial assets and liabilities for which
the Fair Value Option has been elected would be reported as a cumulative adjustment to beginning retained earnings. If the Company elects the
Fair Value Option for certain financial assets and liabilities, the Company will report unrealized gains and losses due to changes in fair value in
earnings at each subsequent reporting date. The provisions of SFAS 159 are effective January 1, 2008. The Company is currently assessing the
impact, if any, that the adoption of this pronouncement will have on the Company�s operating results, financial position or cash flows.

In September 2006, the FASB issued SFAS 157, Fair Value Measurements (SFAS 157), which defines fair value, establishes a framework for
measuring fair value, and expands disclosures about fair value measurements. This pronouncement applies to other standards that require or
permit fair value measurements. Accordingly, this statement does not require any new fair value measurement. The provisions of SFAS 157 are
effective for the Company on January 1, 2008. The Company is currently assessing the impact, if any, that the adoption of this pronouncement
will have on the Company�s operating results, financial position or cash flows.

During July 2006, the FASB issued FIN 48, which addresses the accounting for uncertainty in income taxes recognized in an enterprise�s
financial statements in accordance with SFAS No. 109, Accounting for Income Taxes. FIN 48 prescribes specific criteria for the financial
statement recognition and measurement of the tax effects of a position taken or expected to be taken in a tax return. This interpretation also
provides guidance on derecognition of previously recognized tax benefits, classification of tax liabilities on the balance sheet, recording interest
and penalties on tax underpayments, accounting in interim periods, and disclosure requirements. FIN 48 is effective for fiscal periods beginning
after December 15, 2006. As a result, the Company adopted FIN 48 effective January 1, 2007. The adoption of this pronouncement did not
materially impact the Company�s operating results, financial position or cash flows. See �Income Taxes� below for further information.

Stock-Based Compensation

In January 2006, the Company adopted SFAS No. 123(R), Share-Based Payment (SFAS 123(R)). SFAS 123(R) revises SFAS No. 123,
Accounting for Stock-Based Compensation, and focuses on accounting for share-based payments for services provided by employee to
employer. The statement requires companies to expense the fair value of employee stock options and other equity-based compensation at the
grant date. The statement does not require a certain type of valuation model, and either a binomial or Black-Scholes model may be used. The
Company used the modified prospective application method as detailed in SFAS 123(R).

As allowed by SFAS 123(R), the Company utilizes the Black-Scholes option pricing model to measure the fair value of stock options and stock
settled stock appreciation rights.
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The assumptions used in the fair value method calculation for the six months ended June 30, 2007 and 2006 are disclosed in the following table:

Six Months Ended
June 30,

2007(1) 2006
Weighted average value per option granted during the period (2) $     4.41 $     4.04
Assumptions (3):
Stock price volatility 38.0% 35.0%
Risk free rate of return 4.4% 4.4%
Expected term 3.0 years 3.0 years

(1) The Company�s estimated future forfeiture rate is 5%.
(2) Calculated using the Black-Scholes fair value based method.
(3) The Company does not pay dividends on its common stock.
Income Taxes

In July 2006, the FASB issued FIN 48, which creates a single model to address accounting for the uncertainty in income tax positions and
prescribes a minimum recognition threshold a tax position must meet before recognition in the financial statements.

The evaluation of a tax position in accordance with FIN 48 is a two-step process. The first step is a recognition process to determine whether it is
more likely than not that a tax position will be sustained upon examination, including resolution of any related appeals or litigation processes,
based on the technical merits of the position. In evaluating whether a tax position has met the more likely than not recognition threshold, it is
presumed that the position will be examined by the appropriate taxing authority with full knowledge of all relevant information. The second step
is a measurement process whereby a tax position that meets the more likely than not recognition threshold is calculated to determine the amount
of benefit/expense to recognize in the financial statements. The tax position is measured at the largest amount of benefit/expense that is more
likely than not of being realized upon ultimate settlement.

FIN 48 allows the Company to prospectively change its accounting policy as to where interest expense and penalties on income tax liabilities are
classified. The Company includes interest and penalties relating to uncertain tax positions within interest expense and other on the Company�s
consolidated statement of operations.

The Company adopted the provisions of FIN 48 effective January 1, 2007 which did not have a material impact on the Company�s operating
results, financial position or cash flows. The Company did not record a cumulative effect adjustment related to the adoption of FIN 48.

Included in the Company�s consolidated balance sheet at January 1, 2007 was approximately $2.1 million of liabilities associated with uncertain
tax positions in the jurisdictions in which it conducts business offset by reductions to existing deferred tax liabilities. This amount included $0.1
million of accrued interest and penalties. No material amounts have been identified to date that would impact the Company�s effective tax rate.
The Company does not anticipate material changes to liabilities related to such uncertain tax positions within the next twelve months.

Generally, the Company�s tax years 2003 through 2006 are either currently under audit or remain open and subject to examination by federal tax
authorities or the tax authorities in Arkansas, Louisiana, New Mexico, Oklahoma and Texas, which are the most significant jurisdictions in
which the Company operates. In certain of these jurisdictions, the Company operates through more than one legal entity, each of which may
have different open years subject to examination. Additionally, it is important to note that years are technically open for examination until the
statute of limitations in each respective jurisdiction expires.

Tax audits may be ongoing at any point in time. Tax liabilities are recorded based on estimates of additional taxes which may be due upon the
conclusion of these audits. Estimates of these tax liabilities are made based upon prior experience and are updated for changes in facts and
circumstances. However, due to the uncertain and complex application of tax regulations, it is possible that the ultimate resolution of audits may
result in liabilities which could be materially different from these estimates.

8
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Prospective Transactions

On June 25, 2007, the Company announced its intention to form a Master Limited Partnership (MLP) to acquire certain of its Permian and
Arkoma Basin properties. The Company anticipates that the MLP will offer approximately $150 million to $225 million of partnership units to
the public during the fourth quarter of 2007, subject to regulatory processes and market conditions. Petrohawk expects to control the general
partner of the MLP and own a majority of the MLP.

On June 25, 2007, the Company announced its intention to sell its Gulf Coast division, and concentrate its efforts on developing and expanding
the significant base of Mid-Continent natural gas resource-style assets, including tight-gas development in North Louisiana and East Texas and
in the Fayetteville and Woodford Shales. The sale process for the Gulf Coast division is expected to begin during the third quarter of 2007 and
closing of this transaction is anticipated in the fourth quarter of 2007.

2. ACQUISITIONS AND DIVESTITURES

Acquisitions

KCS Energy, Inc.

On April 21, 2006, the Company and KCS announced they had entered into a definitive agreement to merge the companies. This merger was
consummated on July 12, 2006 and was consistent with management�s goals of acquiring properties within the Company�s core operating areas
that have a significant proved reserve component and which management believes have additional development and exploration opportunities.

Upon the closing of the merger, KCS stockholders became entitled to receive a combination of $9.00 cash and 1.65 shares of Petrohawk
common stock for each share of KCS common stock. At the time of the merger, there were approximately 50.0 million shares of unrestricted
KCS common stock outstanding that converted into approximately 82.6 million shares of unrestricted Petrohawk common stock. Total
consideration for the shares of KCS common stock was comprised of approximately $1.1 billion of Petrohawk common stock, calculated based
on the five day trading average of Petrohawk�s common stock bracketing the merger announcement date, or $13.44, approximately $450 million
of cash and the assumption of $275 million of KCS debt. In addition, all outstanding options to purchase KCS common stock and restricted
shares of KCS common stock were converted into options to purchase the Company�s common stock or restricted shares of the Company�s
common stock using an exchange ratio of approximately 2.3706 shares of Petrohawk common stock to one share of KCS common stock.

The merger was accounted for using the purchase method of accounting under the accounting standards established in SFAS No. 141, Business
Combinations (SFAS 141) and No. 142, Goodwill and Other Intangible Assets (SFAS 142). As a result, the assets and liabilities of KCS were
first reported in the Company�s September 30, 2006 consolidated balance sheet. The Company reflected the results of operations of KCS
beginning July 12, 2006. The Company recorded the estimated fair values of the assets acquired and liabilities assumed at July 12, 2006, which
primarily consisted of oil and natural gas properties of $1.6 billion, asset retirement obligations of $15.1 million, a deferred income tax liability
of $421.6 million, a deferred income tax asset of $49.1 million and goodwill of $767.1 million. The deferred income tax liability recognizes the
difference between the tax basis and the fair value of the acquired oil and natural gas properties. The recorded book value of the oil and natural
gas properties was increased and goodwill was recorded to recognize this tax basis differential, none of which is deductible for tax purposes. The
deferred income tax asset pertains to net operating loss carry-forwards and alternative minimum tax credits in the amounts of $44 million, net of
tax, and $5.1 million, respectively.

9
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Pro Forma Results of Operations for the Company�s Merger with KCS

The Company�s unaudited pro forma results of operations for the three and six months ended June 30, 2006 are presented below to illustrate the
approximate pro forma effects on the Company�s results of operations under the purchase method of accounting as if the Company had
completed its merger with KCS on January 1, 2006. The unaudited pro forma results of operations do not purport to represent what the results of
operations would actually have been if the merger had in fact occurred on such date or to project the Company�s results of operations for any
future date or period.

Three Months Ended

June 30,
2006

Six Months Ended

June 30, 2006
(In thousands, except per share

amounts)
Pro forma:
Oil and gas revenues $ 190,745 $ 402,622
Net income available to common stockholders $ 22,860 $ 97,387
Basic earnings per share of common stock $ 0.14 $ 0.59
Diluted earnings per share of common stock $ 0.14 $ 0.58
North Louisiana Acquisitions

On January 27, 2006, the Company completed the acquisition of all of the issued and outstanding common stock of Winwell Resources, Inc.
(Winwell). The aggregate consideration paid was approximately $208 million in cash after certain closing adjustments.

The Winwell acquisition was accounted for using the purchase method of accounting under the accounting standards established in SFAS 141
and SFAS 142. As a result, the assets and liabilities of Winwell were first reported in the Company�s March 31, 2006 consolidated balance sheet.
The Company reflected the results of operations of Winwell beginning January 27, 2006. The Company recorded the estimated fair values of the
assets acquired and liabilities assumed at January 27, 2006, which primarily consisted of oil and natural gas properties of $219.8 million, asset
retirement obligations of $0.5 million, a net deferred tax liability of $78.9 million, and goodwill of $33.5 million. The deferred income tax
liability recognizes the difference between the tax basis and the fair value of the acquired oil and natural gas properties. The recorded book value
of the oil and natural gas properties was increased and goodwill was recorded to recognize this tax basis differential, none of which is deductible
for tax purposes.

Also on January 27, 2006, the Company completed the acquisition of certain oil and natural gas assets from Redley Company (together with the
Winwell acquisition, the North Louisiana Acquisitions). The aggregate consideration paid in this asset acquisition was approximately $86.1
million ($86.2 million after certain closing adjustments). The Company reflected the results of operations of the acquired assets beginning
January 27, 2006. The Company deposited $15 million in earnest money in connection with the Winwell acquisition, and $7.5 million in
connection with the asset acquisition. The $22.5 million in deposits were included in other non-current assets at December 31, 2005 and applied
to the overall purchase price in January 2006.

Divestitures

Michigan, Wyoming and California

During the fourth quarter of 2006 the Company sold certain of its oil and natural gas assets in Michigan, Wyoming and California. The majority
of these assets were acquired in the Company�s merger with KCS. Proceeds from these three separate transactions were approximately $135
million, before adjustments, and were recorded as a decrease to the Company�s full cost pool.

Gulf of Mexico

On March 21, 2006, the Company completed the sale of substantially all of its Gulf of Mexico properties for $52.5 million ($43.2 million after
certain closing adjustments). These proceeds were recorded as a decrease to the Company�s full cost pool.
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3. OIL AND GAS PROPERTIES

The Company uses the full cost method of accounting for its investment in oil and gas properties. Under this method of accounting, all costs of
acquisition, exploration and development of oil and gas reserves (including such costs as leasehold acquisition costs, geological expenditures,
dry hole costs, tangible and intangible development costs and direct internal costs) are capitalized as the cost of oil and gas properties when
incurred. To the extent that capitalized costs of oil and gas properties, net of accumulated depletion exceed the discounted future net revenues of
proved oil and gas reserves net of deferred taxes, such excess capitalized costs would be charged to expense. Full cost companies must use the
prices in effect at the end of each accounting quarter to calculate the ceiling test value of their reserves. However, subsequent commodity price
increases may be utilized to calculate the ceiling value and reserves. Decreases in product price levels, as well as changes in production rates,
levels of reserves, the evaluation of costs excluded from amortization, future development costs, and service costs and other factors could result
in significant future ceiling test impairments.

The Company assesses all items classified as unevaluated property on a quarterly basis for possible impairment or reduction in value. The
Company assesses properties on an individual basis or as a group if properties are individually insignificant. The assessment includes
consideration of the following factors, among others: intent to drill; remaining lease term; geological and geophysical evaluations; drilling
results and activity; the assignment of proved reserves; and the economic viability of development if proved reserves are assigned. During any
period in which these factors indicate an impairment, the cumulative drilling costs incurred to date for such property and all or a portion of the
associated leasehold costs are transferred to the full cost pool and are then subject to amortization.

4. LONG-TERM DEBT

Long-term debt as of June 30, 2007 and December 31, 2006 consisted of the following:

June 30,

2007

December 31,

2006
(In thousands)

Senior revolving credit facility $ 442,000 $ 295,000
9 1/8% $650 million senior notes (1) 642,621 642,176
9 1/8% $125 million senior notes (2) 126,262 126,338
7 1/8% $275 million senior notes (3) 263,446 262,471
9 7/8% senior notes 254 254

$ 1,474,583 $ 1,326,239

(1) Amount includes a $7.4 million and $7.8 million discount at June 30, 2007 and December 31, 2006, respectively, recorded by the
Company in conjunction with the issuance of the notes. See �9 1/8% Senior Notes� below for more details.

(2) Amount includes a $1.3 million premium at June 30, 2007 and December 31, 2006, recorded by the Company in conjunction with the
issuance of the notes. See �9 1/8% Senior Notes� below for more details.

(3) Amount includes a $11.6 million and $12.5 million discount at June 30, 2007 and December 31, 2006, respectively, recorded by the
Company in conjunction with the assumption of the notes. See �7 1/8% Senior Notes� below for more details.

Senior Revolving Credit Facility

In connection with the Company�s merger with KCS, the Company amended and restated its senior revolving credit facility. The facility provides
for a $1 billion commitment with a borrowing base that will be redetermined on a semi-annual basis. The Company and the lenders each have
the right to one annual interim unscheduled redetermination to adjust the borrowing base based on the Company�s oil and natural gas properties,
reserves, other indebtedness and other relevant factors. At June 30, 2007, the borrowing base was $750 million. On July 25, 2007, the Company
executed an amendment to its senior revolving credit facility that permits it to purchase in the open market a maximum of $375 million on the
7 1/8% Senior Notes due 2012, also referred to as the 2012 Notes and 9 1/8% Senior Notes due 2013, also referred to as the 2013 Notes. On
May 8, 2007, the Company entered into an amendment to its senior revolving credit facility that would permit it to refinance the 2012 Notes.
Amounts outstanding bear interest at specified margins over LIBOR of 1.00% to 1.75% for Eurodollar loans or at specified margins over ABR
of 0.00% to 0.50% for ABR loans. Such margins fluctuate based on the utilization of the facility. Borrowings are secured by first priority liens
on substantially all of the Company�s assets and all of the assets of, and equity interest in, the Company�s subsidiaries. Amounts drawn on the
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The revolving credit facility contains customary financial and other covenants, including minimum working capital levels, minimum coverage of
interest expense, and a maximum leverage ratio. In addition, the Company is subject to covenants limiting dividends and other restricted
payments, transactions with affiliates, incurrence of debt, changes of control, asset sales, and liens on properties. At June 30, 2007, the Company
was in compliance with all of its debt covenants under the revolving credit facility.

7 1/8% Senior Notes

Upon effectiveness of the Company�s merger with KCS, the Company assumed (pursuant to the Second Supplemental Indenture relating to the
2012 Notes, and subsidiaries of the Company guaranteed (pursuant to the Third Supplemental Indenture relating to such notes), all the
obligations (approximately $275 million) of KCS under the 2012 Notes and the Indenture dated April 1, 2004 (the 2012 Indenture) among KCS,
U.S. Bank National Association, as trustee, and the subsidiary guarantors named therein, which governs the terms of the 2012 Notes. Interest on
the 2012 Notes is payable semi-annually, on each April 1 and October 1. On or after April 1, 2008, the Company may redeem all or a portion of
the 2012 Notes. If the notes are redeemed during any 12-month period beginning on April 1 of the year indicated below, the Company must pay
100% of the principal price, plus a specified premium (expressed as percentages of principal amount) plus accrued and unpaid interest thereon, if
any, to the applicable redemption date:

Year Percentage
2008 103.568
2009 101.784
2010 100.000
2011 100.000
2012 100.000

The 2012 Indenture contains a provision requiring the Company to offer to purchase the 2012 Notes at 101% of face value in the event of a
change of control (as defined in the 2012 Indenture). Certain 2012 Note holders have alleged that the merger with KCS constituted a change of
control as set forth in the 2012 Indenture. Based upon consultation with counsel, the Company does not believe that a change of control
occurred. See Note 6, �Commitments and Contingencies� for more details. At June 30, 2007, the Company was in compliance with all of its
debt covenants under the 2012 Notes.

In conjunction with the assumption of the 2012 Notes, the Company recorded a discount of $13.6 million to be amortized over the remaining life
of the notes utilizing the effective interest rate method. The remaining unamortized discount is $11.6 million at June 30, 2007.

The 2012 Notes are jointly and severally and fully and unconditionally guaranteed on a senior unsecured basis by all of the Company�s
subsidiaries. Petrohawk Energy Corporation, the issuer of the 2012 Notes, has no material independent assets or operations apart from the assets
and operations of its subsidiaries.

9 1/8% Senior Notes

On July 12, 2006 and July 27, 2006, the Company consummated private placements of $650 million and $125 million, respectively, of the 2013
Notes, pursuant to an Indenture dated as of July 12, 2006 (2013 Indenture) and First Supplemental Indenture to the 2013 Notes (the 2013 First
Supplemental Indenture), among the Company, the Company�s subsidiaries named therein as guarantors, and U.S. Bank National Association, as
trustee. The first tranche of $650 million in 2013 Notes were issued at 98.735% of the face amount for gross proceeds of approximately
$642.0 million, before estimated offering expenses and the initial purchasers� discount. The Company applied a portion of the net proceeds from
the initial sale to fund the cash consideration paid by the Company to the KCS stockholders in connection with the Company�s merger with KCS
and the Company�s repurchase of the 9 7/8% Senior Notes due 2011 pursuant to a tender offer the Company concluded in July 2006. The
additional $125 million in 2013 Notes were issued pursuant to the same Indenture at 101.125% of the face amount. The Company applied the
net proceeds from the sale of the additional 2013 Notes to repay indebtedness outstanding under its senior revolving credit facility.

The 2013 Notes bear interest at the rate of 9.125% per annum, payable semi-annually on January 15 and July 15 of each year, commencing
January 15, 2007. The 2013 Notes mature on July 15, 2013. The 2013 Notes are senior unsecured obligations of the Company and rank equally
with all of its current and future senior indebtedness, including the 2012 Notes. The 2013 Notes rank effectively subordinate to the Company�s
secured debt to the extent of the collateral, including secured debt under the revolving credit facility, and senior to any future subordinated
indebtedness. The 2013 Notes are jointly and severally and fully and unconditionally guaranteed on a senior unsecured basis by all of the
Company�s subsidiaries. Petrohawk Energy Corporation, the issuer of the Notes, has no material independent assets or operations apart from the
assets and operations of its subsidiaries.
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On or before July 15, 2009, the Company may redeem up to 35% of the aggregate principal amount of the 2013 Notes with the net cash proceeds
of certain equity offerings at a redemption price of 109.13% of the principal amount plus accrued interest and unpaid interest to the redemption
date provided that: (i) at least 65% in aggregate principal amount of the 2013 Notes remain outstanding immediately after the redemption; and
(ii) each redemption must occur within 90 days of the date of the closing of the related equity offering.

In addition, on or before July 15, 2010, the Company may redeem all or part of the 2013 Notes, at a redemption price equal to the sum of (i) the
principal amount, plus (ii) accrued and unpaid interest, if any, to the redemption date, plus (iii) the make whole premium at the redemption date.

On or after July 15, 2010, the Company may redeem some or all of the 2013 Notes at any time. If any of the 2013 Notes are redeemed during
any 12-month period beginning on July 15 of the year indicated below, the Company must pay the following redemption prices (expressed as
percentages of principal amount) plus accrued and unpaid interest thereon, if any, to the applicable redemption date:

Year Percentage
2010 104.563
2011 102.281
2012 100.000

The Company may be required to offer to repurchase the 2013 Notes at a purchase price of 101% of the principal amount, plus accrued and
unpaid interest, if any, to the redemption date, in the event of a change of control as defined in the 2013 Indenture. Additionally, the Company
may be required to offer to repurchase the 2013 Notes and, to the extent required by the terms thereof, all other indebtedness (as defined in the
2013 Indenture) that is pari passu with the 2013 Notes at a purchase price of 100% of the principal amount (or accreted value in the case of any
such other pari passu indebtedness issued with a significant original issue discount) plus accrued and unpaid interest, if any, to the date of
purchase, in the event net proceeds from assets sales are not applied as required by the 2013 Indenture.

The 2013 Indenture contains covenants that, among other things, restrict or limit the ability of the Company and its subsidiaries to: (i) borrow
money; (ii) pay dividends on stock; (iii) purchase or redeem stock or subordinated indebtedness; (iv) make investments; (v) create liens;
(vi) enter into transactions with affiliates; (vii) sell assets; and (viii) merge with or into other companies or transfer all or substantially all of the
Company�s assets. Additionally, the 2013 Indenture covering the 2013 Notes contains a provision which provides for a rate increase of 1/8 of one
percent if the Company refinances any part of its 2012 Notes on or before July 11, 2007.

At June 30, 2007, the Company was in compliance with all of its debt covenants relating to the 2013 Notes.

In conjunction with the issuance of the $650 million 2013 Notes, the Company recorded a discount of $8.2 million to be amortized over the
remaining life of the notes utilizing the effective interest rate method. The remaining unamortized discount was $7.4 million at June 30, 2007. In
conjunction with the issuance of the $125 million 2013 Notes, the Company recorded a premium of $1.4 million to be amortized over the
remaining life of the notes utilizing the effective interest rate method. The remaining unamortized premium was $1.3 million at June 30, 2007.

9 7/8% Senior Notes

On April 8, 2004, Mission Resources Corporation issued $130.0 million of its 9 7/8% senior notes due 2011 (the 2011 Notes). The Company
assumed these notes upon the closing of the Company�s merger with Mission. In conjunction with the Company�s merger with KCS, the
Company extinguished substantially all of its 2011 Notes for a premium of $14.9 million plus accrued interest of $3.5 million. There were
approximately $0.3 million of the notes which were not redeemed and were still outstanding as of June 30, 2007. In connection with the
extinguishment of substantially all of the 2011 Notes, the Company requested and received from the noteholders consent to eliminate most
significant debt covenants associated with the 2011 Notes.

Debt Issuance Costs

The Company capitalizes certain direct costs associated with the issuance of long-term debt. At June 30, 2007, the Company had approximately
$13.7 million of net debt issuance costs being amortized over the lives of the respective debt.
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5. ASSET RETIREMENT OBLIGATIONS

If a reasonable estimate of the fair value of an obligation to perform site reclamation, dismantle facilities or plug and abandon wells can be
made, the Company records a liability (an asset retirement obligation or ARO) on the consolidated balance sheet and capitalizes the asset
retirement cost in oil and natural gas properties in the period in which the retirement obligation is incurred. In general, the amount of an ARO
and the costs capitalized will be equal to the estimated future cost to satisfy the abandonment obligation using current prices that are escalated by
an assumed inflation factor up to the estimated settlement date, which is then discounted back to the date that the abandonment obligation was
incurred using an assumed cost of funds for the Company. After recording these amounts, the ARO is accreted to its future estimated value using
the same assumed cost of funds and the additional capitalized costs are depreciated on a unit-of-production basis.

The Company recorded the following activity related to the ARO liability for the six months ended June 30, 2007:

(In thousands)
Liability for asset retirement obligation as of December 31, 2006 $ 45,326
Liabilities settled and divested (388)
Additions 1,219
Accretion expense 894

Liability for asset retirement obligation as of June 30, 2007 $ 47,051

6. COMMITMENTS AND CONTINGENCIES

Contingencies

From time to time the Company may be a plaintiff or defendant in a pending or threatened legal proceeding arising in the normal course of its
business. All known liabilities are accrued based on the Company�s best estimate of the potential loss. While the outcome and impact of currently
pending legal proceedings cannot be predicted with certainty, the Company�s management and legal counsel believe that the resolution of these
proceedings through settlement or adverse judgment will not have a material adverse effect on the Company�s consolidated operating results,
financial position or cash flows.

In connection with the Company�s merger with KCS, it assumed by operation of law all liabilities of KCS, including the 2012 Notes, which were
originally issued by KCS in April 2004. U.S. Bank National Association served as Trustee under the indenture governing the 2012 Notes (the
2012 Indenture) from and after the date of issuance until October 13, 2006, when the Company believes it resigned.

Prior to the merger, the Company carefully considered the Change of Control provisions of the 2012 Indenture and, at the consummation of the
merger, the Company concluded that the transaction did not trigger a Change of Control based upon the facts and the specific language of the
2012 Indenture. Consequently, the Company did not make a Change of Control Offer within 30 days of the merger.

On September 14, 2006, Law Debenture Trust Company of New York filed suit in the Court of Chancery of the State of Delaware, New Castle
County (the �Court�), against the Company, members of its board of directors, certain of its officers, KCS and certain former members of the
board of directors and past management of KCS, based on the assertion that a Change of Control occurred as a consequence of the Company�s
merger with KCS and requesting, among other things, that the Company offer to repurchase the 2012 Notes at 101% face value. The Company
filed a motion to dismiss Law Debenture�s complaint. On December 27, 2006, Law Debenture served an amended complaint dropping all of the
individual defendants from the suit and one of the claims it previously asserted against the Company and KCS. The Company moved to dismiss
the amended complaint and oral argument was held on its motion to dismiss on April 17, 2007. On August 1, 2007, the Court ruled in favor of
the Company and dismissed all of Law Debenture�s remaining claims.

Prior to the acquisition of Mission Resources Corporation by the Company, Mission entered into agreements with a surety company and other
third parties. All parties involved agreed to be jointly and severally liable to the surety company for certain liabilities arising under the
agreement and limited to approximately $35 million. This agreement was terminated during the second quarter of 2007 at no cost to the
Company.

Rig Commitments
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In its Form 10-K, as amended, for the year ended December 31, 2006, the Company disclosed that it had nine drilling rigs under contract for a
total commitment over four years of $78.9 million. As of June 30, 2007, the Company has seven drilling rigs under contract for a total
commitment over four years of $57.9 million of which $38.6 million relates to two rigs located in North Louisiana.
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7. DERIVATIVE ACTIVITIES

Periodically, the Company enters into derivative commodity instruments to hedge its exposure to price fluctuations on anticipated oil and natural
gas production. Under collar arrangements, if the index price rises above the ceiling price, the Company pays the counterparty. If the index price
falls below the floor price, the counterparty pays the Company. Under price swaps, the Company is required to make payments to, or receive
payments from, the counterparties based upon the differential between a specified fixed price and a price related to those quoted on the New
York Mercantile Exchange for each respective period. Under put options, the Company pays a fixed premium to lock in a specified floor price.
If the index price falls below the floor price, the counterparty pays the Company net of the fixed premium. If the index price rises above floor
price, the Company pays the fixed premium. The Company does not elect hedge accounting for accounting purposes, and accordingly, recorded
the net change in the mark-to-market valuation of these derivative contracts in the consolidated statement of operations.

At June 30, 2007, the Company had a $32.2 million derivative asset, $31.5 million of which is classified as current, and a $21.8 million
derivative liability, $12.4 million of which is classified as current. The weighted average of the forward strip prices used to value the derivative
assets and liabilities was $71.66 per barrel of oil (Bbl) and $7.80 per million British thermal unit (Mmbtu) of natural gas. The Company recorded
a net derivative gain of $31.6 million ($30.0 million unrealized gain and a $1.6 million gain for cash received on settled contracts) for the three
months ended June 30, 2007 and a $27.3 million net derivative loss ($45.0 million unrealized loss net of $17.7 million gain for cash received on
settled contracts) for the six months ended June 30, 2007.

At December 31, 2006, the Company had a $75.2 million derivative asset, $68.2 million of which is classified as current, and a $19.8 million
derivative liability, $8.0 million of which is classified as current. The weighted average of the forward strip prices used to value the derivative
assets and liabilities was $65.40 per Bbl and $7.29 per Mmbtu of natural gas. The Company recorded a net derivative gain of $1.6 million and
$26.4 million for the three and six months ended June 30, 2006, respectively.

Natural Gas

At June 30, 2007, the Company had the following natural gas costless collar positions:

Collars
Floors Ceilings

Periods
Volume in
Mmbtu�s Price Range

Weighted
Average Prices Price Range

Weighted
Average Prices

July 2007 - December 2007 29,500,000 $ 5.30 - $8.00 $7.02 $ 7.12 - $15.35 $11.44
January 2008 - December 2008 32,820,000 5.00 -   8.00 7.04 6.45 -   19.15 10.74
At June 30, 2007, the Company had the following natural gas swap positions:

Swaps

Period
Volume in
Mmbtu�s Price

Weighted
Average Price

July 2007 - December 2007 7,020,000 $ 6.06 - $8.80 $7.95
At June 30, 2007, the Company had the following natural gas put options:

Floors

Period
Volume in
Mmbtu�s

Weighted

Average Price
July 2007 - December 2007 3,640,000 $8.00
The Company has recorded a deferred premium liability of $2.9 million of long-term debt which has been classified as current at June 30, 2007
based on a weighted average deferred premium of $0.79 per Mmbtu in 2007. The natural gas put option contracts contain deferred premiums
that will be paid as the contracts expire.
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Crude Oil

At June 30, 2007, the Company had the following crude oil costless collar positions:

Collars
Floors Ceilings

Periods
Volume in

Bbls Price Range
Weighted

Average Price Price Range
Weighted

Average Price
July 2007 - December 2007 856,000 $ 35.00 - $70.00 $62.99 $ 43.20 - $90.10 $81.67
January 2008 - December 2008 792,000 34.00 -   70.00 64.96 45.30 -   85.05 80.26
At June 30, 2007, the Company had the following crude oil swap positions:

Swaps

Periods
Volume in

Bbls Price
Weighted

Average Price
July 2007 - December 2007 18,000 $ 63.85 $63.85
January 2008 - December 2008 144,000 38.10 38.10
8. STOCKHOLDERS� EQUITY

In conjunction with the Company�s merger with KCS on July 12, 2006, the Company issued approximately 83.8 million shares of its common
stock as consideration to the former stockholders of KCS.

In connection with the North Louisiana Acquisitions, on February 1, 2006, the Company issued and sold 13.0 million shares of its common
stock for $14.50 per share, for an aggregate offering amount of approximately $188.5 million. The Company received approximately $180.4
million in net proceeds from the offering. Contemporaneously with the offering, the Company agreed to repurchase, and EnCap Investments,
L.P., and certain of its affiliates, agreed to sell, approximately 3.3 million shares for $46.2 million, which represents a price equal to the net
proceeds received for those 3.3 million shares by the Company from the offering. The common stock was offered and sold pursuant to private
placement exemptions from registration provided by Rule 506 of Regulation D, under Section 4(2) of the Act, Regulation S of the Act and
similar exemptions under state law. Shares of the common stock were offered and sold only to �accredited investors� (as defined in Rule 501(a) of
the Act) and non-United States persons pursuant to the offers and sales outside the United States within the meaning of Regulation S under the
Act. The placement agents received a cash payment of approximately $7.7 million as compensation for services provided in connection with the
offering and to reimburse them for certain expenses.

Stock Appreciation Rights

Though not utilized during 2006, the Company�s 2004 Employee Incentive Plan (the 2004 Plan) permits awards of stock appreciation rights. A
stock appreciation right is similar to a stock option, in that it represents the right to realize the increase in market price, if any, of a fixed number
of shares over the grant value of the right, which is equal to the market price of the Company�s common stock on the date of grant. However, to
realize the value of a stock option the holder must pay the exercise price in exchange for shares of stock underlying the option, the value
embodied by the stock appreciation right, if any, are settled in exchange for shares of common stock valued on the date of settlement. Stock
appreciation rights vest one-third annually after the original grant date. The term is ten years from the date of grant, which is the maximum term
permitted under the 2004 Plan. At the end of the term, the right to receive the value of the stock appreciation right expires.

During the six months ended June 30, 2007, the Company granted stock appreciation rights covering 1.4 million shares of common stock to
employees of the Company. The stock appreciation rights have an exercise price of $11.64 and vest over a three year period at a rate of one-third
on the annual anniversary date of the grant and expire ten years from the grant date. At June 30, 2007, the unrecognized compensation expense
related to non-vested stock appreciation rights totaled $3.7 million and will be recognized on a straight line basis over the weighted average
remaining vesting period of 2.7 years.
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Stock Options

The Company did not award any stock options to employees during the six months ended June 30, 2007.

During the first six months of 2006, the Company granted stock options covering 0.9 million shares of common stock to employees of the
Company. The options have exercises prices ranging from $11.43 to $16.04 with a weighted average price of $13.90. These options vest over a
three year period at a rate of one-third on the annual anniversary date of the grant and expire ten years from the grant date. At June 30, 2007, the
unrecognized compensation expense related to non-vested stock options totaled $2.9 million and will be recognized on a straight line basis over
the weighted average remaining vesting period of 1.8 years.

Restricted Stock

During the six months ended June 30, 2007, the Company granted 0.7 million shares of restricted stock to employees of the Company. These
restricted shares were granted at prices ranging from $11.64 to $12.26 with a weighted average price of $11.64.

During the first six months of 2006, the Company granted 0.3 million shares of restricted common stock to employees and non-employee
directors of the Company. These restricted shares were granted at prices ranging from $11.88 to $16.04 with a weighted average price of $15.19.

Employee shares vest over a three-year period at a rate of one-third on the annual anniversary date of the grant and the non-employee directors�
shares vest six-months from the date of grant. At June 30, 2007, the unrecognized compensation expense related to non-vested restricted stock
totaled $11.9 million and will be recognized on a straight line basis over the weighted average remaining vesting period of 2.1 years.

Performance Shares

In conjunction with the Company�s merger with KCS, the Company adopted a plan under which performance share awards are granted under the
KCS Energy, Inc. 2005 Employee and Directors Stock Plan. Performance awards contain a contingent right to receive shares of common stock.
The grantee would earn between 0% and 200% of the target amount of performance shares upon the achievement of pre-determined objectives
over a three-year performance period. The objectives relate to the Company�s total stockholder return (as defined in the form of performance
share agreement) as compared to the total stockholder return of a group of peer companies during the performance period. The Company does
not anticipate the issuance of any additional performance share awards in future periods. The fair value of the awards using a Monte Carlo
technique was $10.89 per share.

Series B Preferred Stock

In connection with the acquisition of Wynn-Crosby on November 23, 2004, the Company issued and sold 2.58 million shares of Series B 8%
Automatically Convertible Preferred Stock (Series B Preferred Stock) for $77.50 per share, for an aggregate offering amount of approximately
$200 million. The Company received approximately $185 million in net proceeds from the offering. The Series B Preferred Stock was offered
and sold pursuant to private placement exemption from registration provided in Rule 506 of Regulation D under Section 4(2) of the Act and
similar exemptions under state law.

On December 31, 2004 each outstanding share of the Series B Preferred Stock converted into ten shares of common stock. Accordingly,
2.6 million shares of the Company�s Series B Preferred Stock converted into 25.8 million shares of common stock.

9. RELATED PARTY TRANSACTIONS

In February 2006, the Company repurchased approximately 3.3 million shares of its common stock held by EnCap Investments, L.P., and certain
of its affiliates (EnCap), at a price per share equal to the net proceeds per share that the Company received from a private offering of
13.0 million of its common shares that closed on the same day as the EnCap purchase. The 3.3 million shares were repurchased for $46.2
million.
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10. NET EARNINGS PER COMMON SHARE

The following represents the calculation of net earnings per common share:
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