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Anadarko to Acquire Kerr-McGee Corporation & Western Gas Resources Inc. in Separate Transactions Totaling $23.3 Billion
HOUSTON -- June 23, 2006-- Anadarko Petroleum Corporation (NYSE: APC):

-- Deals Create Leading Positions in Two of North America's Most Prolific Producing Regions

-- Portfolio to Be Optimized Through Asset Sales

Anadarko Petroleum Corporation (NYSE: APC) today announced it has agreed to acquire Kerr-McGee Corporation (NYSE: KMG) and Western Gas Resources, Inc. (NYSE: WGR) in separate all-cash transactions totaling $21.1 billion, plus the assumption of debt estimated at $2.2 billion.

"We are creating a combined company with industry-leading positions in the deepwater Gulf of Mexico and the Rockies, two of the fastest-growing oil and natural gas producing regions in North America," Anadarko Chairman, President and CEO Jim Hackett said. "The core assets being acquired strongly complement Anadarko's existing properties, providing the scale and focus needed to deliver more robust, predictable and efficient growth. Kerr-McGee's outstanding deepwater holdings and skill sets will elevate Anadarko into the top echelon of deepwater operators. Similarly, Kerr-McGee's long-lived natural gas resource plays in Colorado and Utah, along with Western Gas Resources' in Wyoming, will combine with Anadarko's assets to make us one of the largest producers in several of the most prolific basins in the Rockies. Together, these acquisitions create a more focused portfolio, which will enhance our ability to deliver very competitive growth rates and returns."

Hackett emphasized that the transactions are consistent with Anadarko's strategy, which is built around the company's core competencies in unconventional resource development and high-impact exploration.

"Two years ago, we unveiled a strategy that included a solid North American foundation of onshore resource plays, a growing deepwater Gulf of Mexico program and an expanding international portfolio," he said. "Kerr-McGee and Western Gas Resources strengthen Anadarko's position on all three counts, with captured growth projects that are consistent with our core skill sets. The transactions enable us to create a more focused operating strategy with a larger and lower-risk asset base."

Hackett said Anadarko will conduct a thorough review of the consolidated assets to select divestiture candidates, with the dual goals of paring acquisition-related debt and refocusing the portfolio.

"All three companies have certain assets that we will likely deem to be non-core once combined," he said. "Even with divestitures that we believe could generate substantial after-tax proceeds, we expect the proposed acquisitions to be accretive to both earnings and cash flow on a pro forma basis."

Anadarko will finance the acquisitions through a $24 billion, 364-day committed acquisition facility provided by UBS, Credit Suisse and Citigroup. Anadarko plans to use proceeds from asset sales, free cash flow from operations and the issuance of equity to reduce debt over the next 18 to 24 months.

"Given our outlook for energy markets, these transactions make a lot of sense for Anadarko shareholders. We expect to hedge up to 75% of the acquired production through late 2008 using a series of three-way collars, with floors designed to ensure a return on our investment and ceilings that allow considerable upside," Hackett said. "We also expect cost reductions as we consolidate certain administrative functions, but the biggest synergies are expected to come from combining the complementary assets of the three companies and the skills of their employees. In today's tight labor markets, gaining qualified people is a bigger focus than achieving cost savings through consolidation.

"Anadarko is offering Kerr-McGee and Western's shareholders significant premiums over the companies' recent current stock prices, but looking backward 30 days results in premiums that are more comparable to precedent transactions. In any case, we believe we are capturing a substantial disconnect between current property valuations and equity market valuations, and gaining some exceptional properties and talent in the process," Hackett said. "The day-one metrics on proved reserves and daily production are in-line with other recent transactions. On a full-cycle basis, including the acquisition and future development costs, we expect to ultimately recover 3.8 billion barrels of oil equivalent (BOE) from the acquired properties at less than $12.00 per BOE. Opportunities to gain access to such large, high-margin resource opportunities at such economic full-cycle costs are rare, and we are excited about the value we expect to create for Anadarko shareholders."

SUMMARY OF THE KERR-MCGEE CORPORATION TRANSACTION

Anadarko has agreed to acquire Kerr-McGee Corporation in an all-cash transaction totaling $16.4 billion, or $70.50 per Kerr-McGee share, plus the assumption of net debt and other liabilities estimated at $1.6 billion.

Kerr-McGee's year-end 2005 proved reserves (excluding pending Gulf of Mexico shelf divestitures) totaled 898 million BOE, of which approximately 62% is natural gas. Proven undeveloped reserves represented 30% of the total. Production in 2006 is expected to be about 92 million BOE, with natural gas representing approximately 60% of the total. Anadarko expects to ultimately recover more than 3.1 billion BOE on the Kerr-McGee properties, at a full-cycle cost of approximately $39.2 billion ($12.40 per BOE), including the acquisition cost.

Kerr-McGee's core properties are located in the deepwater Gulf of Mexico and onshore in Colorado and Utah. They include 504 deepwater Gulf of Mexico blocks, encompassing seven operated and three non-operated producing fields, three operated and five non-operated discoveries in varying stages of development, and four additional prospects that will be drilled this year. These assets are supported by Kerr-McGee's extensive "hub-and-spoke" infrastructure, which offers highly cost-effective future development potential. In Colorado, Kerr-McGee holds 451,000 net acres in the Wattenberg natural gas play, located largely on the Land Grant, where Anadarko owns the royalty interest. In Utah, Kerr-McGee holds 237,000 net acres in the Uinta basin's prolific Greater Natural Buttes gas play.

In addition to its extensive, rapidly growing U.S. portfolio, Kerr-McGee produces oil and is continuing to develop and explore offshore China, has made discoveries and is pursuing the development of fields on the North Slope of Alaska and offshore Brazil, and is exploring offshore Australia, West Africa and the islands of Trinidad and Tobago.

Anadarko expects to assign almost the entire acquisition price to Kerr-McGee's oil and natural gas properties. Separate valuations for Kerr-McGee's extensive "midstream" gathering and processing assets are not available, since those assets are operated in conjunction with the upstream properties rather than as a separate business segment.

Refer to the attached schedule for further detail on Kerr-McGee's properties.

Anadarko's and Kerr-McGee's boards of directors have unanimously approved the terms of the agreement, and Kerr-McGee's board has recommended that its shareholders approve the transaction. The agreement includes a right to match competing offers and a break-up fee of $493 million to be paid under certain circumstances. The transaction, subject to the approval of Kerr-McGee shareholders as well as other conditions including customary regulatory approvals, is expected to close by the end of the third quarter.

For Anadarko, Credit Suisse and UBS acted as financial advisors, Goldman Sachs provided the fairness opinion and Akin Gump Strauss Hauer & Feld LLP acted as legal counsel.

SUMMARY OF THE WESTERN GAS RESOURCES, INC. TRANSACTION

Anadarko has agreed to acquire Western Gas Resources, Inc. in an all-cash transaction totaling $4.7 billion, or $61.00 per Western Gas Resources share, plus the assumption of debt and other liabilities estimated at $600 million.

Western Gas Resources year-end 2005 proven reserves totaled 153 million BOE, with proved undeveloped reserves representing 57% of the total, while 2006 production is expected to total about 12.5 million BOE. Essentially all of the reserves and production are natural gas. Anadarko expects to ultimately recover about 705 million BOE on the Western Gas Resources properties, at a full-cycle E&P cost of approximately $6.7 billion, or less than $10 per BOE, including the acquisition cost of the oil and gas properties.

Approximately $1.6 billion of the total acquisition price will be allocated to "midstream" gathering, processing and transportation assets. Virtually all of the remaining value is assigned to two natural gas resource plays in Wyoming: coalbed methane (CBM) in the Powder River Basin, primarily within the Big George coals, and tight gas in the Pinedale field.

Western Gas Resources CBM properties within the Powder River Basin are estimated to hold about 9 trillion cubic feet (Tcf) of original gas in place and are directly adjacent to Anadarko's assets in this developing play. Western Gas Resources also has a 10% average working interest in their Pinedale/Jonah joint ventures, which encompass world-class fields totaling more than 40 Tcf of original estimated gas in place. Anadarko expects that combining its properties with Western's will accelerate the development of these natural gas resources and produce strong volume growth through the end of the decade, and possibly longer, with more than 12,000 identified drilling locations in inventory.

Refer to the attached schedule for further detail on Western Gas Resources' properties.

Anadarko's and Western Gas Resources' boards of directors have unanimously approved the terms of the agreement, and Western's board has recommended that its shareholders approve the transaction. The agreement includes a right to match competing offers and a break-up fee of $154 million to be paid under certain circumstances. Holders of 17% of Western's outstanding common shares have agreed to vote in favor of the transaction. Subject to the approval of Western Gas Resources' shareholders as well as other conditions including customary regulatory approvals, the transaction is expected to close by the end of the third quarter.

For Anadarko, Credit Suisse and UBS acted as financial advisors, Goldman Sachs provided the fairness opinion and Akin Gump Strauss Hauer & Feld LLP acted as legal counsel.

Kerr-McGee Announces Merger into Anadarko in All Cash Transaction at $70.50 Per Share
OKLAHOMA CITY, June 23 -- Kerr-McGee Corp. (NYSE: KMG) announced today that its board of directors has unanimously approved an all cash offer of $70.50 per common share to merge into Anadarko Petroleum Corp. (NYSE: APC). The transaction is subject to the approval of Kerr-McGee shareholders as well as other customary regulatory approvals and is expected to close by the end of the third quarter.

"This compelling offer represents a 40% premium to yesterday's closing stock price and immediately recognizes the value of Kerr-McGee's strategy and assets for our shareholders," said Luke R. Corbett, Kerr-McGee chairman and chief executive officer. "The merger with Anadarko combines two companies with similar strategies and creates the largest U.S.-based independent exploration and production company.

"Kerr-McGee has a long history as an innovator in the energy industry. I thank each of our employees for their many contributions that have helped build the company and achieve the successes that enabled stockholders to realize the significant value this transaction will deliver."

JP Morgan and Lehman Brothers acted as financial advisors and Covington & Burling acted as legal counsel.

Kerr-McGee is an Oklahoma City-based oil and natural gas exploration and production company focused in the U.S. onshore, deepwater Gulf of Mexico and select proven world-class hydrocarbon basins. For more information on Kerr-McGee, visit http://www.kerr-mcgee.com.

Sources: Anadarko Petroleum via Business Wire and Kerr-McGee Corp. via PRNewswire-FirstCall
By the Numbers
A Look at Three Companies in Energy Deal
June 23, 2006 8:23 p.m.
Anadarko Petroleum Corp. agreed to buy Kerr-McGee Corp. and Western Gas Resources Inc. in separate all-cash deals totaling $21.1 billion, plus the assumption of $2.2 billion in debt.
The deal creates the country's largest independent oil and natural gas producer with positions in the deepwater Gulf of Mexico and Rocky Mountains, the two key U.S. growth areas for hydrocarbon production. Here's how the companies compare.
ANADARKO PETROLEUM
Anadarko Petroleum is an oil-and-gas exploration and production company.

Founded: 1959 
Headquarters: The Woodlands, Texas
Major areas of operation: Texas, Louisiana, the midcontinent region and the western states, Alaska and in the deep waters of the Gulf of Mexico, as well as in Canada and Algeria. Anadarko also has production in Venezuela and Qatar.
CEO, Chairman and President: James T. Hackett , 51
Market capitalization: $22.19 billion
Employees: 3,300
Largest institutional shareholders: Smith Barney Asset Management, Neuberger Berman
2005 Net income: $2.47 billion
2005 Revenue: $7.10 billion

Recent deals: In 2000, Anadarko merged with Fort Worth, Texas-based Union Pacific Resources. The deal doubled Anadarko's proved reserves. Also that year, the company signed a production-sharing contract with the former Soviet Republic of Georgia, becoming the first western company to conduct an offshore exploration program in the Georgian Black Sea. In 2001, Anadarko paid $1 billion for Canadian-based Berkley Petroleum Corp. Anadarko acquired Howell Corp., which includes the Wyoming Salt Creek field, in 2002.

About the company: Anadarko actively markets natural gas, oil and natural gas liquids (NGLs) and owns and operates gas-gathering systems in its core producing areas. As of Dec. 31, 2005, Anadarko had proved reserves of 7.9 trillion cubic feet of natural gas; and 1.1 billion barrels of crude oil, condensate, and NGLs. The company owns exploration acreage in Tunisia, West Africa, Indonesia and off the coast of Georgia in the Black Sea. The deepwaters of the Gulf of Mexico are a significant component of Anadarko's growth strategy. At year-end 2005, the Gulf accounted for approximately 11% of the company's proved reserves.

The company also has a hard-minerals business through nonoperated joint ventures and royalty arrangements in several coal, trona (natural soda ash) and industrial mineral mines located on lands within and adjacent to its Land Grant holdings. The Land Grant is an eight-million-acre strip running through portions of Colorado, Wyoming and Utah where the company owns most of its fee mineral rights.



KERR-MCGEE
Kerr-McGee is an independent oil-and-natural gas exploration and production company.

Founded: 1929 as Anderson & Kerr Drilling Company and changed its name to Kerr-McGee in 1946. 
Headquarters: Oklahoma City 
Major areas of operation: Deepwater Gulf of Mexico and onshore in Colorado and Utah, with positions in the Denver-Julesburg Basin and the Uinta Basin, Moxa Arch field in Wyoming's Green River Basin and South Texas and Gulf Coast areas, as well as the Gulf of Mexico. They include 504 deepwater Gulf of Mexico blocks, encompassing seven operated and three nonoperated producing fields, three operated and five nonoperated discoveries in varying stages of development, and four additional prospects to be drilled this year. 
CEO, Chairman: Luke R. Corbett, 59
Market capitalization: $11.42 billion
Employees: 2,110
Largest institutional shareholders: NWQ Investment Management Company LLC, State Street Global Advisors
2005 Net income: $3.21 billion
2005 Revenue: $5.93 billion

Recent deals: In January, Kerr-McGee announced an agreement to sell its interests in Gulf of Mexico shelf oil and natural gas properties to W&T Offshore Inc.

About the company: The company acquires leases and concessions, as well as explores, develops, produces and markets crude oil and natural gas. It is the largest U.S.-based independent producer in deepwater. As of Dec. 31 2005, the company's proved reserves were 362 million barrels of crude oil, condensate and NGLs. Kerr-McGee also produces oil and is continuing to develop and explore offshore China, has made discoveries and is pursuing the development of fields on the North Slope of Alaska and offshore Brazil and is exploring offshore Australia, West Africa and the islands of Trinidad and Tobago.

In Colorado, Kerr-McGee holds 451,000 net acres in the Wattenberg natural gas play, located largely on the Land Grant, where Anadarko owns the royalty interest. In Utah, Kerr-McGee holds 237,000 net acres in the Uinta basin's prolific Greater Natural Buttes gas play.

The company also owns 56.7% interest in Tronox, which engages in the production and marketing of titanium dioxide.



WESTERN GAS RESOURCES
Western is an independent natural gas explorer, producer, processor, transporter and energy marketer.

Founded: 1971 
Headquarters: Denver 
Major areas of operation: Wyoming, including the developing Powder River Basin coal bed methane play, the Pinedale Anticline in the Green River Basin; in Colorado, the Sand Wash Basin. The company also owns and operates natural gas gathering, processing and treating facilities in major gas-producing basins in the Rocky Mountain, midcontinent and West Texas.
CEO, President: Peter A. Dea, 52
Chairman: James A. Senty, 70 
Market capitalization: $3.11 billion
Employees: 800
Largest institutional shareholders: Columbia Wanger Asset Management, State Farm Insurance Cos.
2005 Net income: $207 million
2005 Revenue: $3.96 billion

About the company: Western Gas Resources explores for, produces, processes and treats, transports and markets natural gas and NGLs. In the company's upstream operations, it explores for and produces natural gas reserves primarily in the Rocky Mountain region and Canada. The Transportation segment reflects the operations of the company's MIGC Inc. and MGTC Inc. pipelines. As of Dec. 31, 2004, the company had proven developed and undeveloped reserves of approximately 812 billion cubic feet equivalent of natural gas.

Western Gas Resources year-end 2005 proven reserves totaled 153 million barrel of oil equivalent (BOE), with proved undeveloped reserves representing 57% of the total, while 2006 production is expected to total about 12.5 million BOE.

Anadarko expects to ultimately recover about 705 million BOE on the Western Gas Resources properties, including the acquisition cost of the oil and gas properties.

Sources: the companies, WSJ.com research
Wall Street Reactions to Anadarko's
Double Deal for Kerr-McGee, WRG
June 23, 2006 1:05 p.m.
Anadarko Petroleum pulled off a rare double acquisition of Kerr-McGee and Western Gas Resources for a total of $21.1 billion, plus the assumption of $2.2 billion in debt. Analysts say that while the move, which more than doubles Anadarko's annual sales, is bold and gives it a bigger footprint in the Gulf of Mexico and Rocky Mountains, it could be too much for the company to swallow at once. Some analysts identified other potential takeover targets. (Disclosures follow)
---------

We believe this is a bold move to acquire two companies and that it will be difficult to integrate both companies. We do see synergies as the companies have core operations in the Rockies, and Anadarko and Kerr-McGee are partners on a major platform in the Eastern Gulf of Mexico. However, we note that natural-gas-price differentials have been negative in the Rockies in a weak price environment and the pipeline infrastructure in the Rockies remains underdeveloped.
--Prudential Equity Group's Jason Gammel, who has an "underweight" rating and $54 price target
---------

Anadarko is aggressively consolidating and thus making a longer-term gas call while reducing some of its higher-risk project issues. By acquiring both Kerr-McGee and Western Gas Resources, Anadarko will significantly enhance its Rockies gas position while adding upside exploration in the deepwater Gulf of Mexico along with other international exploration plays in Brazil and China. With Western Gas it also gets a first-class midstream operation that generates strong cash flow. Our primary concern is that Anadarko may need to book a lot of goodwill or put a fair amount of purchase costs in "unamortized" properties in order to avoid dilution.
--Merrill Lynch's John Herrlin, who has a "neutral" rating
---------

The deals compliment Anadarko's existing assets base (Powder River from Western Gas Resources, deepwater Gulf of Mexico and Rockies from Kerr-McGee) but we believe this is a big bite for Anadarko to swallow and expect shares to face a headwind as the company works through the integration process, including divesting non-core assets and reducing leverage. 
--Raymond J. Deacon at BMO Nesbitt Burns, who has a "market perform" rating and $56 price target
---------

There is a significant asset overlap between these two companies. Specifically, Kerr-McGee has a growing presence in the Rockies, while Anadarko has been a giant in the Rockies since its merger with Union Pacific Resources in 2000. In the deepwater the situation in the opposite, in that Anadarko has a more recent, but growing presence, while Kerr-McGee has a long-established business here (following its purchase of Oryx in the late '90's). Kerr-McGee is also developing new discoveries in Alaska and in Brazil.
--Credit Suisse analyst Jonathan Wolff, whose rating is currently restricted since his firm helped provide a credit line to Anadarko to fund the deal
---------

The acquisitions will be viewed positively across the space today, however it is likely that Anadarko will react negatively today due to the large premiums associated with the transactions. In the long term, the transactions seem to be very logical provided that Anadarko has considerable expertise in each of the operational areas where Kerr-McGee and Western Gas Resources are most concentrated. Currently, Anadarko has significant exposure to the deepwater Gulf of Mexico as well as tight gas sands, expertise which will prove useful to operating Kerr-McGee's assets. 
--John Gerdes with SunTrust Robinson Humphrey, which has a "buy" rating and $67 price target
---------

This is the first time in our memory that an energy and petroleum company has acquired two independents at the same time, and it underlines our thesis that companies with strong balance sheets and cash flows will take this opportune moment to acquire at attractive prices. 
--J. Marshall Adkins at Raymond James, who has an "outperform" rating
---------

Given the premiums paid, the all cash offer, and $493 million break-up fee associated with the Kerr-McGee/Anadarko transaction, we do not believe there will be a bidding war for the companies. … [The] group should trade up today. In addition to the larger independents, which should all respond, we believe specific names which may outperform [as potential takeover targets] include Noble Energy, Forest Oil, Gasco Energy, Newfield Exploration, and Ultra Petroleum.
--David Tameron at Jefferies, who has a "hold" rating and $52.50 price target
---------

With the sector swimming in cash and growth opportunities limited, we expect more deals. With this transaction highlighting the value of Rockies and resource plays, we expect near-term strength in … Quicksilver Resources, Southwestern Energy, as well as EOG Resources and Devon Energy [as other potential merger targets]. 
--UBS analyst William Featherston, who has a "buy" rating and $62.50 target; the firm is acting as an adviser to Anadarko in the deal
--Compiled by Worth Civils

