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OPERATOR: Good day, ladies and gentlemen and welcome to Kerr-McGee's second quarter 2004 earnings results conference call. My name is David and I will be your coordinator for today. At this time all participants are in a listen-only mode. We will be conducting a question-and-answer session toward the end of today's conference. If at any time during the call you require assistance please key star zero and a coordinator will be happy to assist you. As a reminder this conference is being recorded for replay purposes. I would now like to turn the presentation over to your host for today's call, Mr. 

Rick Buterbaugh, Vice President Investor Relations. Please go ahead, sir.

RICK BUTERBAUGH, VICE PRESIDENT OF INVESTOR RELATIONS, KERR-MCGEE CORP.: Thank you, David and good morning. With me today is Luke Corbett, Chairman and Chief Executive Officer, Bob Wohleber, Senior Vice President and Chief Financial Officer, Dave Hager, Senior Vice President (responsible for oil and gas exploration and production), and Greg Pilcher, Senior Vice President and General Counsel. Our comments today will contain forward-looking statements. Please note that the actual results or events may differ materially from our expectations or projections. Information concerning some of the factors and risks that could cause material differences is identified in the risk factor section of the company's annual report on form 10-K, and other SEC filings. In addition, we will be making reference to figures that adjust the GAAP results for items identified on page 7 of the earnings release under other information net of income taxes. 

This includes the pricing of oil and gas, general and administrative costs, and all factors that impact operating profit for both oil and gas and chemical or their components which therefore impact net income. A detailed reconciliation to the GAAP financial measures can be found by accessing the company's Web site at www.kerr-mcgee.com, and selecting the Investor Relations and Guidance tabs. It is possible during the Q&A period that we may make reference to other non-GAAP measures. If this occurs, the appropriate reconciliation to the GAAP numbers will be also be promptly posted on our Web site. By now, you should have received a copy of Kerr-McGee's second quarter 2004 earnings release. If you have not received a copy of the press release, you can access it at the company's Web site by selecting "second quarter earnings". At this time I would like to turn the call over to Luke Corbett, Chairman and Chief Executive Officer. 

LUKE CORBETT, CHAIRMAN AND CHIEF EXECUTIVE OFFICER, KERR-MCGEE CORP.: Thank you, Rick. Kerr-McGee's second quarter operating and financial results have once again met our guidance to the financial community as we continue to execute our programs and strategic growth plan for both our oil and gas exploration and production and titanium dioxide pigment businesses. Most notable during the quarter was the company's merger with Westport Resources. I'm extremely pleased that we were able to quickly close this transaction on June 25, less than 3 months after the initial announcement. This enables us to recognize the full impact of these properties during the third quarter. As we've said, the addition of the Westport assets provide increased depth, breadth and balance to our oil and gas portfolio while increasing our exposure to attractive North American natural gas, as well as providing literally thousands of identified low-risk exploitation opportunities where we believe we can capitalize on our tight gas and supply chain expertise. 

The integration of the Westport assets, the systems and the personnel, has progressed smoothly. We're very pleased that we've been able to retain more than 300 of the Westport employees representing about 95% of the offers extended. In conjunction with this transaction, we have realigned our E&P organization for enhanced focus on these new assets and to optimize our portfolio. 

Also, we have already refinanced the majority of the $1 billion of debt assumed from Westport, taking advantage of Kerr-McGee's lower interest costs. In total, we now expect to exceed our estimated annual synergy savings of $40 million beginning in 2005. Throughout the merger and the integration process, we did not lose focus on our day to day activities. We achieved oil and gas production volumes as projected, beat our estimates for unit lifting costs, and kept our major projects on or ahead of schedule. As announced last week, we have now achieved first production from our Red Hawk and Bohai Bay developments, both of which are operated by Kerr-McGee. 

These 2 milestones are significant accomplishments for our teams.

Each project presented new and unique challenges during the development stage. The Red Hawk development utilizes the world's first cell spar which lowered the reserve threshold for developing deepwater fields. Red Hawk is Kerr-McGee's fifth operated hub location in the deepwater Gulf expanding our infrastructure for future satellite opportunities. The value of our deepwater infrastructure was once again validated during the quarter as we announced the discovery of the deepwater Ticonderoga field. Located just 5 miles south of our 100%-owned Constitution field, development planning for Ticonderoga is already under way as a subsea tieback to the Constitution truss spar. As a result of this quick cycle time, we expect that Ticonderoga will add more than $150 million of net present value, net to Kerr-McGee. 

In Bohai Bay, China, the collaborative effort between Kerr-McGee, our partners and our contractors was outstanding, resulting in first production coming on line nearly 5 months ahead of schedule. Bohai Bay is the newest core area for Kerr-McGee where we are evaluating 5 other discoveries for potential development through this new infrastructure. Regards our chemical operations, we are pleased to see the initial signs of market improvement for the titanium dioxide industry. More importantly, we are making progress on reducing our worldwide unit production costs primarily at our Savannah fluoride plant where we continue to optimize this facility with an installation of a high pressure oxidation line. In our chemical business, we will continue to execute programs designed to improve plant capacities, capabilities, and cost competitiveness. I will now turn it back to Rick. 

RICK BUTERBAUGH: Thanks, Luke. For the second quarter of 2004, Kerr-McGee reported net income of $110.6 million. To put this on a comparable basis to Thomson Financial's First Call estimates which excludes special items, foreign currency translation, derivatives, and stock revaluation, totaling a $9.2 million charge as detailed on page 7 of the earnings release, under other information net of taxes. 

Kerr-McGee's adjusted income from continuing operations was $119.8 million, or $1.09 per share, using an average of 114.8 million diluted shares for the quarter. This compares with the First Call average of $1.08 per share for the quarter. Total second quarter production averaged approximately 264,000 barrels of oil equivalent per day. Once again, at the upper band of our projected range. As a reminder, the reported volumes exclude the royalty relief volumes associated with certain deepwater Gulf of Mexico fields. 

Second quarter average daily oil production from continuing operations was 140,500 barrels, above our previous guidance. Actual oil sales volumes were 3,000 barrels of oil per day less than the reported production, due to the timing of liftings in the North Sea. 

Second quarter natural gas sales were 740 million cubic feet per day which was within our guidance. Gas volumes were virtually flat in the United States, relative to the first quarter. NYMEX commodity and gas prices continued their upward momentum in the second quarter increasing from the first quarter levels. The benchmark NYMEX prices for WTI and Brent averaged $38.30 and $35.20 cents per barrel respectively for the second quarter. This is up more than $3 per barrel for WTI, and up about $3.90 per barrel for Brent, relative to their first quarter averages. However, Kerr-McGee's average worldwide oil prices decreased by 33 cents per barrel, reflecting the impact of our hedging activities. As detailed on our hedging schedules, which are posted on our Web site, for the second quarter, Kerr-McGee had fixed price swaps for WTI at $28.23 per barrel. Covering about 70% of our U.S. oil volumes.

And Brent swaps at $26.27 per barrel, which covered about 80% of our North Sea volume. For natural gas, the average NYMEX price increased to about $6.15 per million BTU for the second quarter which is up nearly 45 cents per million BTU, versus the first quarter average. 

Kerr-McGee's average gas realization decreased by 65 cents per MCF, when compared to the first quarter. Which is primarily due to lower hedge prices received in the second quarter. You will recall that first quarter hedges were primarily in the form of costless collars which were predominantly collared at or near existing commodity prices. In the second quarter, more than 70% of our gas production was hedged with fixed price swaps at $4.74 per million BTU. Oil and gas revenues for the second quarter were $678 million as disclosed on page 7 of the earnings release under selected exploration and production information. Marketing revenues of $87 million and their associated costs are disclosed separately to give a more transparent depiction of these activities. Lease operating expense for the second quarter declined to $3.45 per barrel of equivalent, 7% less than our previous projection. Which is due primarily to the deferral of some North Sea maintenance activity into the third quarter. The regional break-out of unit LOE costs for the second quarter is as follows. In the U.S. onshore, it was about $2.95 per barrel of equivalent. In the Gulf of Mexico, about $3.05. And in the North Sea, about $4.50.

Unit transportation costs in the second quarter decreased to $1.04 per barrel of equivalent versus the prior quarter of $1.08. Second quarter unit depreciation and depletion charges for oil and gas activities were $6.75 per BOE, an accretion expense associated with the abandonment provision was $6.8 million. Both of these amounts are slightly below our previous estimates. Exploration expense for the second quarter was $65.5 million, above our prior estimate of $60 million. This includes dry hole costs of $18 million, primarily associated with our interest in the Garden Banks 244 appraisal well and the Rack prospect in Morocco. On a regional basis, total exploration expense for the second quarter was as follows. In the United States, it was $38 million. In the North Sea, it was $3 million. In the other international segment, was about $24 million. 

Total exploration expense for the year is projected to be about $350 million, which includes the impact of Westport activities for the remainder of the year. During the second quarter, we participated in the Dragon prospect on BMC 7 off the coast of Brazil. The well encountered hydrocarbons and oil samples were taken. We are working with the operator to determine the future appraisal program for this prospect. Kerr-McGee has a 33% interest in the prospect. 

At the Tartaruga Verde prospect on the BNES 9 block in Brazil, drilling activities have resumed following service work on the drilling rig. Kerr-McGee has a 50% interest in this prospect. In the Gulf of Mexico, Kerr-McGee participated with a 20% interest in the San Jacinto gas discovery on DeSoto Canyon 618. This compliments our previous discoveries in the eastern Gulf at Merganser and Vortex, which are being evaluated as part of an overall development plan for the Atwater Valley area. Plans are on track to spud the West Raptor prospect on DeSoto Canyon 445, later in the third quarter. Kerr-McGee will participate with a 33% interest. We recently spud the Conquest prospect located on Green Canyon 767. This is a satellite prospect south of the Constitution development near our recent Ticonderoga discovery. Kerr-McGee operates with a 50% interest. At least 3 additional deepwater wells are are expected to spud during the third quarter. The Nile prospect on Viosca Knoll 869 is a satellite to our Neptune field. The well is expected to spud by mid-August using the Ocean Star rig which is currently on location at our Gunnison field. 

Kerr-McGee will operate Nile with a 50% interest.

We also expect to spud an additional appraisal well on the Dawson Deep prospect on Garden Banks 625 within the next several weeks. And the Essex prospect located on Mississippi Canyon blocks 23, 24, and 25 is expected to spud late in the quarter. This prospect holds resource potential in the range of 50 to 150 million barrels of equivalent. Kerr-McGee will operate this prospect with a 75% interest. Our Rockies exploration program has had success in the Wind River basin of central Wyoming at the Marquis prospect and production is already online. 2 offsets are planned in the immediate vicinity of this discovery and 2 additional exploratory locations designed to test the same concept are planned in the Iron Horse unit located a few miles to the north. Kerr-McGee is participating in an exploratory well now testing approximately six miles southeast of Marquis, and another well is drilling for the same objective about 12 miles to the west. In our southern division, which incorporates the mid continent, south Texas, and Gulf Coast areas, we have drilled 9 exploratory wells so far this year, with a 78% success rate. Currently, we have 2 rigs running, 1 in south Texas and 1 on the Gulf Coast. We expect to drill an additional 15 to 20 exploratory wells in our southern division during the second half of this year. We also expect to drill an exploratory well in Bohai Bay during the third quarter on block 0918. Kerr-McGee will operate this well during the exploratory phase with a 100% interest. As Luke mentioned, the Bohai Bay and Red Hawk developments have recently come online. 

In Bohai Bay, we now have 8 wells on stream producing more than 20,000 barrels of oil per day gross, and will continue to ramp up to peak production during mid-2005 as the remaining wells come online.

Production at the Red Hawk is currently ramping up and is already approaching our peak gross production rate of 120 million cubic feet per day. At the Boomvang field in the Gulf of Mexico 2 new satellite wells are expected to begin production in September through our Boomvang spar. The East Breaks 598 Number One well is expected to produce more than 4,000 barrels of oil per day. The East Breaks 599 Number One well is expected to produce approximately 40 million cubic feet per day. Both wells are operated by Kerr-McGee with a 50% and 33% interest respectively. In addition to the new satellites, 2 recent rig workovers have increased production at Boomvang by more than 44 million cubic feet per day and 700 barrels of condensate per day. As a reminder, Kerr-McGee is the operator of the Boomvang field with a 30% interest. At the Constitution development, the spar and facilities fabrication is under way. The new topside capacity has been redesigned to accommodate an additional 30,000 barrels of oil per day, for Ticonderoga and potential additional satellite discoveries. The oil export line has been increased to hand this additional capacity. Development drilling for Constitution is anticipated to begin later this year. First production is still targeted at mid-2006. 

Kerr-McGee will operate the Constitution spar with a 100% interest in the Constitution field and 50% interest in the Ticonderoga field. In the North Sea, a 3-well development program has been completed at the Griffin field. Production from the first of these wells is already online. When all 3 wells are on production later this quarter, they will add approximately 15,000 barrels of oil per day gross. 

Kerr-McGee operates Griffin with an 86.5% interest. The drilling of the James Development well is currently ongoing. As a reminder, James was a recent satellite discovery in the Janus area, and is being developed as a 1 well subsea tieback to the Janus facility. 

Kerr-McGee operates James with a 75% interest. Onshore development and exploitation activities remain very active. This year in the Wattenberg field we have now drilled 119 new wells and performed 25 deepenings and 36 recompletions including refracs and trifacs. 

Currently we have5 rigs running in the Wattenberg area and the exploitation program remains on target to complete about 300 projects in 2004.

In the greater Natural Buttes area, we currently have 5 operated rigs running, and we remain on target for completing approximately 95 operated projects in the area this year. We do plan to increase this activity by possibly increasing to 7 operated rigs in 2005. In addition, we are working with our partners to increase our non-operated activity to include approximately 50 projects utilizing up to 4 rigs by year end 2004. In total, we have approximately 45 rigs working worldwide on exploration, exploitation and development projects. Looking at the third quarter, we are maintaining our previous production guidance in the range of 334,500 to 360,800 barrels of oil equivalent per day, although the timing of maintenance activity planned for the North Sea and the impact of weather in the Gulf of Mexico could move us to the lower end of this range. For the year, we still anticipate that production will average in the range of 308,400 to 322,400 barrels of oil equivalent per day. 

Approximately 51% of this volume is natural gas. A detailed quarterly break-out of expected production volumes for 2004 by product and by region is available on the company's Web site at www.Kerr-McGee.com by accessing the Guidance tab in the Investor Relations section. Unit lease operating expense for the third quarter is projected to increase to about $4.40 per barrel of equivalent due to normally higher seasonal maintenance activities predominantly in the North Sea. And depreciation and depletion charges are projected to be $8 per barrel of equivalent reflecting the impact of the Westport transaction. Exploration expense is projected to be approximately $95 million. In our chemical operations, adjusted operating profit for the second quarter of 2004 increased to $18 million. Adjusted operating profit from just our titanium dioxide pigment operations was $17.3 million. This improvement is based on additional market stabilization in the Americas and Asia. The European market is beginning to demonstrate signs of improvement and trending in the right direction. But not at the same pace as other large global markets. Operationally, each of our plants operated without interruptions during the quarter and combined plant utilization rates averaged approximately 94% during the second quarter. 

Increased sales volumes are expected to continue into the third quarter following the seasonality of the spring and summer months. We expect third quarter operating profit from all of our chemical operations to be in the range of $17 to $19 million. As previously discussed, the Savannah sulfate facility operated only 1 of its 2 production lines during the second quarter, due to weak market conditions for sulfate process product. The company continues to evaluate its strategic options with respect to its Savannah sulfate operations. Also throughout the second quarter, the company operated its new high pressure oxidation line for chloride at the Savannah facility which produced improved ore yields. The company is continuing to evaluate the performance of this new oxidation line. 

Moving to our corporate activities, the corporate portion of adjusted general and administrative costs and other costs was about $28 million on a pre-tax basis in the second quarter. Net interest expense for the quarter was about $55 million. At this time, I would like to turn the call over to Bob Wohleber who will review the other financial items. 

BOB WOHLEBER, SENIOR VICE PRESIDENT AND CHIEF FINANCIAL OFFICER, KERR-MCGEE CORP.: Thanks, Rick. Total operating profit during the quarter was $275 million, and net income was $111 million. During the quarter, the company generated 433 million of net cash from operating activities. Debt on June 30 was $4,356,000,000, this reflects approximately $1 billion of debt assumed in connection with the Westport merger, but the company also paid down approximately $160 million of debt during the second quarter. The company also issued 48.9 million shares of Kerr-McGee stock as part of the merger transaction, giving us a total of 150 million shares outstanding as of June 30. The company's total debt to capital ratio, excluding the DEX securities was 44.2% on June 30. We are on target to bring this ratio down to approximately 42% by year end, as we have previously stated. For your information, the DEX issue matures this coming Monday, August 2, 2004, at which time the company will redeem the $330 million par value of notes by delivering shares of Devon common stock to fully satisfy this obligation. Also note that Kerr-McGee has fully paid off its 8 3/8% notes that came due on July 15 of 2004. 

Amounting to approximately $145 million. On July 1, 2004, Kerr-McGee successfully sold 650 million of bonds with a 20-year maturity and a coupon of 6.95%. These proceeds plus other short-term borrowings will be used this Friday, July 30, to redeem the former 8 1/4% Westport notes due in 2011. This financing provides Kerr-McGee with the benefits of lower interest expense, extension of our debt maturities and the elimination of covenants associated with the former Westport notes.The average maturity of Kerr-McGee's debts will now be over 11 years with a weighted average interest rate of 6.3%. Operator, we're now ready to open the call to questions.

OPERATOR: Thank you, sir. Ladies and gentlemen if you have a question or comment at this time, please key star 1 on your touch-tone phone. 

To withdraw your question or if your question has been answered, please key star 2. Once again, that is star 1 for questions or comments. And we will pause just a moment for questions to queue up.

Thank you. Thank you. And our first question comes from Andrew O'Connor from Strong Capital. Please go ahead, sir. 

ANDREW O'CONNOR, ANALYST, STRONG CAPITAL: Good morning, gentlemen.

RICK BUTERBAUGH: Good morning.

ANDREW O'CONNOR: You know, I wanted to know, can you update me, have there been and are there any further planned asset divestitures as a result of the Westport merger? 

DAVE HAGER, SENIOR VICE PRESIDENT, KERR-MCGEE CORP.: This is Dave Hager. Andrew, we do not plan any immediate asset divestitures as a result of the Westport merger. We like the asset base we acquired from that very much. We will look at the asset base closer to see if there may be some small scale asset divestitures at some point but there is certainly no large plans in place at this point. Frankly, my plan right now is as we identify additional opportunities within our core areas, we may look out some of the assets that are less core to us and move out a small amount but certainly nothing of a significant magnitude. 

ANDREW O'CONNOR: Okay. Thanks, Dave. And then secondly, Rick, I wanted to know, can you further dissect or quantify the anticipated capital expenditures for full-year '04? I think you said the total is 350 million? 

RICK BUTERBAUGH: On the expiration expense, we expect about 350 million. Keep in mind that we're a successful efforts company. On the capital program, we're looking at about a 1, 1.1 billion dollars.

ANDREW O'CONNOR: Okay. And can you dissect that by project or geographic area? 

DAVE HAGER: I can do that, Andrew. By geographic area, we have -- my sheets show about 1,000,000,070 we're going to spend about a 150 million in the U.K., Gulf of Mexico deepwater will be around 385 million, Gulf of Mexico shelf probably about 40 million, our mid continent Gulf Coast about 160, our Rocky Mountains about 175, and about -- the international shelf program which is really primarily China, about 90 million. Our international deepwater program, about 50 million. And about 25 million for other activities. That should get you pretty close. 

ANDREW O'CONNOR: Okay. Thanks for that. And would you have a number for chemicals?

DAVE HAGER: Chemicals is $95 million for the year.

ANDREW O'CONNOR: Okay. That's all I have at the moment. Thanks very much. 

OPERATOR: Thank you. Our next question comes from Rasheed Sumwin (ph) from GIB. Please go ahead sir.

RASHEED SUMWIN (ph), ANALYST, GIB: Hi. Can you disclose the redemption price for the Westport bond, please? 

DAVE HAGER: The redemption price?

RASHEED SUMWIN (ph): Yeah.

DAVE HAGER: Approximately $114 per a thousand bond.

RASHEED SUMWIN (ph): And in terms of spread?

DAVE HAGER: 100 bond, excuse me. Pardon me? 

RASHEED SUMWIN (ph): And on a spread basis.

DAVE HAGER: The spread basis it was a may call 50 basis points over the average treasury rate from now to the call date of November of 2006, so it was basically a 2.73%, plus the 50% -- 50 basis points -- may call predictions.

RASHEED SUMWIN (ph): Would you price them today?

DAVE HAGER: It has been priced, the trustee will be sending the redemption details here momentarily with the call on Friday. 

Basically, it is established under the terms of the indenture, based upon the treasury publication that comes out each Monday.

RASHEED SUMWIN (ph): Okay. Thank you.

DAVE HAGER: You're welcome.

OPERATOR: Thank you. Our next question comes from Mark Gillman from Benchmark. Please go ahead, sir.

MARK GILLMAN, ANALYST, BENCHMARK: Gentlemen, good morning. A couple of things. Dave, I wonder if you could perhaps give us some additional color and update on some of the difficulties in Canada on the Gunnison development production wells. 

DAVE HAGER: Yeah, absolutely. We've had problems with a couple of the wells there. On 1 of the wells, we encountered a tar streak and we knew that tar streak was there, but we've had to redesign our perforating program to stay a little bit further away from that tar streak and we're currently -- have a rig that is going to be reperforating that well right away. The second one would be that we are -- we had 1 well that sanded up on us. We are currently recompleting that well. We have a rig on location right now as well for that. And that's -- those are both primarily what impacted to a small degree our gas volumes coming in to the bottom of the range in the offshore in the second quarter but I will remind you that we are significantly over on our oil volumes, also. So the oil zones are performing pretty well. We also have 1 additional well that we just have not yet completed. And overall, I would say the rates have come in slightly below our mean expectations, but certainly within the realm of expectation for the field. I will remind that you many of our deepwater fields have exceeded their expectations. Fields such as Boomvang and Nansen, we are just very early on on the development of this field. We have a 3-D in that is actually showing that we have a couple of outstanding locations to drill there, we're going to get a rig out there drilling those starting in the first quarter of 2005. 

We're very confident that overall this is going to be a very good development for us.

MARK GILLMAN: Okay. Thanks. I wonder if, you know, Rick, Bob, Dave, on the DD&A guidance for the second half of the year, it is based on an $8 kind of number which would seem to imply the Westport assets are carrying a $12 DD&A rate. I wonder if you could clarify how you're getting to that. 

RICK BUTERBAUGH: Yes, the actual allocation of the acquisition costs, there is about $2.2-$2.3 billion that is associated with approved reserves which were about 300 million barrels of equivalent which equates to an average rate of about $7.50 per barrel of equivalent for those properties. Now, that's the average amount on the Westport properties. Keep in mind that this -- that the DD&A is done on a field by field basis, and the value is allocated to the different fields. Because the Gulf of Mexico properties have a shorter life, and higher early production volume, they are going to get a higher percentage of that initial $2.2 billion allocation. The average rate on the Westport properties for the second half of the year is going to be about $11.25 per barrel of equivalent. Now, this will likely decline over time. But because of the weighting of those higher volume Gulf of Mexico wells, we will see about $11.25 on the Westport properties. You weight that along with the legacy Kerr-McGee assets, which have a rate of about $6.75 per barrel of equivalent, you will come up with the average for the second half of the year of about $8, $8.05. 

OPERATOR: Thank you. Once again, ladies and gentlemen, if you have a question or comment, please key star 1 on your touch-tone phone.

Thank you. Our next question comes from Ted Izatt from Bear Stearns.

Please go ahead, sir.

TED IZATT, ANALYST, BEAR STEARNS: Hi, good afternoon, thank you. I actually have 2 questions. First of all, in terms of your leverage position, your debt, I know you've been reducing debt a bit. In terms of how much debt you want to have towards asset, do you have any targets in that area? I know you have your debt to capital targets, but are there any targets in terms of debt to proved developed reserves or proved reserves? 

BOB WOHLEBER: Well I think we certainly look at our debt to total reserves proved and also debt towards proved producing reserves as well. I think, Ted, what you are going to see is from the end of last year to the end of this year, you are going to see a reduction in those numbers. In other words debt to barrel, whether approved barrel or approving producing barrel, and the reason for that is the debt to, you know, pay down that will have occurred throughout this year as well as the conversion of more of our PUDs to prove developed, clearly with the projects Gunnison, Red Hawk, Bohai Bay, all coming on, those reserves which were in the PUD category at last year, moved into the proved producing, so I think you're going to see a rather significant improvement in those -- in that ratio. 

TED IZATT: And Bob, do you think that will be this year end or next -- BOB WOHLEBER: This year end because as I said, with Gunnison, Red Hawk and Bohai Bay, that is going to increase a bit that number, relative to the overall debt to proved barrels, really that will depend upon the final results for the year, but you know, we did add in additional debt from Westport, but of course, additional barrels came with that. But the key measure, one of the key measures that we're looking at is our debt to proved develop, and that will improve as I say rather nicely by the end of this year. 

TED IZATT: Okay. Okay. Great. My second question is, you recently announced that you were hiring some independent engineers and I'm just wondering if you can give us more background on the reasons for this, and the scope of what they will be doing in terms of are they literally going to, you know, -- just how deep are they going to get into the reserves and so forth, and what kind of statement can they come out with, and when do you think it will all be completed? 

DAVE HAGER: Absolutely. This is Dave Hager. We hired Netherland Sewell. We stand by our reserves, we are very confident in our reserve base, but we recognize in the current environment that we are in, it is not enough for us to have confidence. We need to be able to demonstrate that confidence to the investment community. So we consider it, even though we had used third party engineering firms on some projects in the past, such as Constitution, we thought it was appropriate to bring them in on a more comprehensive basis. The type review that we're doing is what we call a process and methods review of our reserves. And so this year, they are looking at 50% of our total proved reserve base, we will increase that to 75% through 2005, and we are -- I know it is going on right now, as a matter of fact, we are reviewing all of those projects on an individual basis going through our methodology, our process, our justification for the numbers we have, and then they are giving their comments on the process that we're utilizing. I can tell you that the feedback I'm getting, the process is going very well. It is a very constructive process. It is ongoing as we speak. And we will complete an initial review here within the next couple of weeks, we are also going to be utilizing them for any significant reserve bookings, new reserve bookings that we have this year, were cut -- are cut off as any reserve bookings of 5 million barrels or greater, we will utilize them as well, and we will bring them back in towards the end of the year, as a follow-up to -- for any additional activity or that's taken place since the review that is taking place right now. 

TED IZATT: Would -- okay. Would their role include on this process review, if they felt -- could any of it ever result in any write-down? I'm not suggesting there would be but -- DAVE HAGER: Yeah.

TED IZATT: Would they have that much authority to come back and say, okay, we think this is booked incorrectly or something? Or is it more just if your methods are correct? 

DAVE HAGER: Yeah, they certainly have the authority to tell us if they feel that we have used an incorrect methodology. And the final result of all of this will be we believe a letter issued by them on what they thought of the entire process. And they will certainly be free to write in their letter whatever they feel appropriate with regards to our reserve booking process. So -- and in that sense, certainly they have the right to point out any inconsistencies if they feel they find any, and it is up to us to act on those. And they can write what they want in their letter after we do that. 

TED IZATT: Okay. Okay. And is the -- did you give -- when was this letter due; it sort of the end of the year or early next -- DAVE HAGER: It will be the end of the year.

TED IZATT: Okay. Thank you very much. 

OPERATOR: Thank you. Our next question comes from John Bailey with Deutsche Bank. Please go ahead, sir.

JOHN BAILEY, ANALYST, DEUTSCHE BANK: Thank you. If you could talk a little bit more about offshore West Africa. I guess offshore Morocco and then also evaluation ongoing offshore Benin. It seems like you've been fairly quiet on that front even though there some what you described fairly interesting things found in the 2 wells that you drilled offshore Benin. 

DAVE HAGER: Yeah, and I will give you an update on the activities there. We have, since we drilled the 2 wells, offshore Benin, just to refresh you, we did find hydrocarbons in both of those wells, it is just we did not feel they would flow at commercial flow rates for deepwater discoveries. We felt on the basis of that, we either needed to find -- and this is more in the cretacious, we needed to find either areas within the cretacious, that are shallower so you would have greater porosity or to find some tertiary, some younger prospects that may have higher porosity. We have completed a seismic program looking for those type opportunities since we drilled those wells. We have identified what we feel are some quality opportunities. And it is very possible that we will be drilling on those opportunities in 2005. We are also looking at bringing in a partner to share the costs of that seismic, as well as the costs of the wells. Morocco, a very similar story. Off the Boujdour block, in Morocco, the old Western Sahara, we have completed our seismic program there. We are -- it is currently in processing as we speak. 

After that, we will do the interpretation on it. We had indications of structures from our initial grid. What we had to do is really infill this grid to really see how the faults hooked up and whether we really had a drillable prospect. And so I can't give you what the interpretation stands like on that right now until the data gets out of processor. 

JOHN BAILEY: Okay. And that would determine the drilling schedule as well going forward?

DAVE HAGER: That's correct.

JOHN BAILEY: Okay. Great. Thank you, David.

DAVE HAGER: Uh-huh.

OPERATOR: Thank you. Our next question comes from Phil Pace from Credit Suisse First Boston. Please go ahead, sir. 

PHIL PACE, ANALYST, CREDIT SUISSE FIRST BOSTON: How are you doing, guys?

DAVE HAGER: Hi, good, Phil.

PHIL PACE: 2 questions. Can you give us an update on rates out of the Natural Buttes area? And second, do you have a sort of a range of reserve adds you would like to achieve in '04 relative to the 115 million barrels or so of production? 

DAVE HAGER: Yeah, on both of those, the rates are continuing to ramp up in the greater Natural Buttes area. As Rick said, we have 5 operated rigs currently working. And those are on properties where we have between 95 and 100% interest. It appears that in one -- the northeast area of the field called the Chapita Wells unit where EOG is the operator and we have a 50% interest, they are now going to be ramping up their activity. They will have a couple of rigs going to work here at the first of August and be ramping up to 4 by the end of the year. So -- and as Rick mentioned, we are evaluating moving up to 7 operated rigs in '05, also. So where this year, we have 5 rigs working, it is possible we could have as many as 11 rigs working in Natural Buttes next year. That is no guarantee. We have to go through our capital allocation process yet. But it does appear that we will be putting additional capital into that area to accelerate the development. The rates right now are about 110 million cubic feet per day net to Kerr-McGee. It is essentially on a continuous ramp-up as we continue the development of the field. So the rates are coming up. 

And we anticipate this will continue through next year. Regarding reserve add, the overall comment I would like to say there is we have put together what we consider a balanced program that consists of high potential exploration opportunities, as well as very strong exploitation inventory, as well and then tactical acquisitions. We are really focused primarily on finding development and acquisition costs for the year. We are still in the middle of our exploration inventory, so I can't give you a good [inaudible] of our exploration program, I can't give you for sure what our reserve bookings will be. 

Obviously, we added about 300 million barrels through the acquisition. And it is really too early to say on the exploration program, to say exactly what the reserve adds will be.

PHIL PACE: So stay tuned, I guess, you're saying? 

DAVE HAGER: Yeah, I think so. We obviously had some success already this year in Ticonderoga, San Jacinto, some smaller ones on the shelf, several onshore, we also have several discoveries that can't be booked this year, because we have to determine commerciality yet such as Alaska and Brazil. So we know right now those won't be booked although we think we're pretty enthusiastic about those. So -- and we will get some positive reserve adds from our exploitation program as well. But I think that's fair,Phil, we need to get a little bit further into our drilling program to give a more definitive number. 

PHIL PACE: Thanks, I appreciate that.

OPERATOR: Thank you. Our next question comes from David Heikkinen from Hibernia Southcoast Capital. Please go ahead sir.

MARSHALL CARVER, ANALYST, HIBERNIA SOUTHCOAST CAPITAL: This is actually Marshall Carver. A couple of questions. Do you have the reserve potential for both BMC 7 well, and for the major exploration well that you will be drilling in the next couple of quarters? 

DAVE HAGER: Yeah, BMC 7 is -- we've gone with 100 to 400 million barrels of reserve potential for that. I can give you some on -- some of our upcoming spuds, we're currently drilling wells on Conquest, we give that a reserve estimate, these are all gross, of 20 to 100 million barrels. Essex, which is Mississippi Canyon, 23, 24, 25, will be on the order of 50 to 150 million barrels. West Raptor, 25 to 65. 

BMES 9 which is currently drilling in the deepwater Brazil, that is 170 to 560. And China will be drilling another well on the 918 block that Rick mentioned, that prospect is on the order of 30 to 70 million barrels of reserve potential. Then we have some satellite opportunities as well. Rick mentioned the Nile prospect. It will be a tieback to our Nansen spar. That is on the order of about 7 to 10 million barrels. And Dawson Deep, which is on the order of 10 to 20 million barrels. We also have fairly good number of shelf and onshore opportunities. I'm not going to detail each of those individually. 

And I think the overall comment I would like to make on this is we now are putting together a very balanced program on the exploration side, so we're -- we are not dependent on any 1 well for the success of the program. We have a strong program. We're going to be participating in a total of about 100 exploration wells this year. 

And so that really helps to mitigate the risk associated with any 1 exploration well. We obviously do have some high potential wells I'm very interested in. And those could really drive the program. But overall it is a strong program that has a lot of balance to it. 

MARSHALL CARVER: All right. That's very helpful. And rates out of Bohai Bay in '05, could you give us a feel for the peak rates expect --.

RICK BUTERBAUGH: We're expecting peak rates of 40 to 45,000 barrels a day in mid 2005. 

MARSHALL CARVER: Okay. Thanks a lot.

OPERATOR: Thank you. Our next question comes from John Harland from Merrill Lynch. Please go ahead, sir.

JOHN HARLAND, ANALYST, MERRILL LYNCH: Yeah, hi. Just a question on Constitution. Historically, you've talked about having "hub and spoke" development systems and you've tended to kind of own some of the infrastructure. Why did you go to the Gulf Terra route this time? Is that something that you might do more in the future as a means of kind of minimizing your capital exposure to infrastructure? 

DAVE HAGER: Yeah, John, I -- we do own the Constitution facility. I think the confusion there may be that Gulf Terra is providing the pipelines to that.

JOHN HARLAND: Okay. Thanks.

DAVE HAGER: Yeah.

OPERATOR: Once again, ladies and gentlemen if you have a question or comment, please key star 1. Thank you. Our next question comes from Stuart Morrell [ph] from UBS. Please go ahead, sir.

STUART MORRELL (ph), ANALYST, UBS: Hi, good morning. I wanted to ask the question on your approved developed producing reserves for the end of the year, does the yearly production at Bohai Bay mean that you will be transferring more than previously expected from the PUD category to proved developed producing? 

RICK BUTERBAUGH: Probably a little bit more. And that's a good question. I haven't sat down and done those calculations yet, but I think it is probably a little bit more. I can't say how significant that is going to be. I think the major difference will be that if the facility wasn't on until December, we would have had more wells drilled, so when we first brought it on, we would have still been over to -- move over all those wells. The major -- we're not really moving up the timing of when the wells are being drilled, we're just moving up when first production is. So in other words, if -- in December, we would probably have had the same number of wells even though we started producing earlier, so given that we would moved over about the same number of wells, so maybe it will increase a little bit but I don't think it will move a whole lot. 

STUART MORRELL (ph): Okay. And also just as a follow on, I'm aware of what the numbers look like at Westport for year-end, but just net of that incremental production, are you expecting to move up more reserves from those assets as well? 

RICK BUTERBAUGH: I'm not sure I follow the question. Could you -- STUART MORRELL (ph): Well, I think earlier this year, you gave guidance that on -- about 120 million barrels of PUDs, that Kerr-McGee would be proved up, would be moved up to producing category, what is that expectation on the Westport assets or what is, you know, just the gross number across the company either way? 

DAVE HAGER: Well, there were probably some. I don't have an exact number for that you we are going to be converting from the Westport assets. There will be a small amount, though, that will be converted.

RICK BUTERBAUGH: Yeah, I mean the -- I think to give you a range, the 125, 126, you know, we would still be looking at that,. But it could add another, you know, 40 million barrels, something in that range, but, you know, more analysis and more to come, based upon what happens over the next, you know, 5 months of the year. 

STUART MORRELL (ph): No, I know it is early but that's a good indication. Thanks.

DAVE HAGER: You know, rough -- 150, 165 total.

STUART MORRELL (ph): Okay. Great.

DAVE HAGER: Sure.

STUART MORRELL (ph): Thanks. 

OPERATOR: Thank you. I would like to now turn the call back to Mr.

Buterbaugh for closing remarks. Please go ahead, sir.

RICK BUTERBAUGH: Thank you, David. As a reminder a replay of this call is available temporarily through the company's Web site and can be accessed at www.kerr-mcgee.com. We will also host an interim conference call on Wednesday, August 25, 2004, at 10:00 central time to update our expectations for the third quarter. Details about this and future interim calls as well as information on upcoming presentations by members of the company's senior management team will also be posted on the company's Web site. Thank you for your time and continued interest in Kerr-McGee this morning. This concludes our call. 
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