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SM Energy Reports Second Quarter 2020
Results and Updates 2020 Operating Plan

30.07.2020 | PR Newswire

DENVER, July 30, 2020 - SM Energy Company (the "Company") (NYSE: SM) today announced operating and financia
the second quarter 2020 and provided updates to its 2020 operating plan.

During the second quarter of 2020, the Company focused on its priorities of:

o Capital discipline. Capital expenditures were 26% below guidance primarily reflecting lower costs as well as timin
activity. Capital expenditures of $170.9 million adjusted for decreased capital accruals of $45.7 million totaled $12

« Significant cash flows. Second quarter net cash provided by operating activities of $114.3 million before net chan
capital of $38.7 million totaled $153.1 million. The Company generated free cash flow of $27.9 million (a non-GA/
defined and reconciled below). Free cash flow for the first half of 2020 was $108.4 million and on a trailing 12-mo
was $124.7 million, or a 29% yield to market capitalization as of June 30, 2020.

¢ Absolute debt reduction. The outstanding principal amount of long-term debt was reduced by $219 million as a re
debt exchange transactions completed in the second quarter. The debt exchange successfully reduced total debt
significantly reduced maturities through 2022 by approximately $250 million. Net debt-to-Adjusted EBITDAX was
quarter-end (a non-GAAP measure defined and reconciled below).

o Capital expenditures for 2020 further reduced. 2020 capital expenditure guidance is further reduced to $610-630
reflect aggressive cost controls for drilling and completion expenditures as well as certain delayed activity. The uj
continues to prioritize cash flow and leverage metrics through 2020 and beyond.

Chief Executive Officer Jay Ottoson comments: "The second quarter presented our industry with steep challenges and
Energy team responded. We aggressively reduced costs, maintained capital discipline, reduced outstanding debt, defe
production volumes and delivered approximately $28 million in free cash flow. We have further modified our operating |
our priorities of generating free cash flow and keeping leverage metrics in-line as we move into the second half of 202C
through 2021.

"These accomplishments are particularly impressive as our field teams adapt to new COVID-19 related protocols and tl
work from home. To date, we have seamlessly managed through the challenges presented by the pandemic, and we ¢
make the safety of our employees and contractors our top priority.

"l am also pleased to report that we have further evidenced our commitment to environmental and social stewardship,
of Directors recently delegated to its Nominating and Corporate Governance Committee the responsibility to oversee tt
development and implementation of the Company's environmental and social policies, programs and initiatives, and rel
committee the Environmental, Social and Governance Committee. In addition, we are initiating participation in the Carb
Disclosure Project and intend to publish the Company's SASB metrics for oil and gas exploration and production."

SECOND QUARTER 2020 RESULTS

PRODUCTION, REALIZED PRICES AND CERTAIN OPERATING COSTS
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PRODUCTION:

Midland Basin|South Texas [Total

Oil (MBbl / MBbl/d) 5,003/55.0 [368/4.0 5,371/59.0

Natural Gas (MMcf/ MMcf/d)]11,760 / 129.2|14,248 / 156.6|26,008 / 285.8

NGLs (MBbl / MBbl/d) 4] - 1,474/16.2 |1,478/16.2

Total (MBoe / MBoe/d) 6,966 /76.6 4,217 /46.3 ]11,184/122.9

Note: Totals may not calculate due to rounding.

REALIZED PRICES:

Midland Basin|South Texas [Total

(Pre/Post-hedge)

Oil ($/Bbl) $22.86 $14.01 $22.25/ $48.06
Natural Gas ($/Mcf) $1.01 $1.61 $1.34/$1.38

NGLs ($/Bbl) nm $10.42 $10.43/ $12.37
Per Boe $18.13 $10.31 $15.18 / $27.93

Note: Totals may not sum due to rounding

Total production volumes were down 10% compared with the prior year period and down 10% sequentially. Lowe
during the quarter resulted from:

 voluntary curtailment of approximately 3,000 Boe/d, primarily in the Midland Basin, due to low oil prices;

o delayed start-up of all Midland Basin completions during the quarter due to the low commodity price enviror

(completed wells were turned to production in June); and
o the election to process ethane for one month during the second quarter 2020 versus three months during tt
period.

In the Midland Basin, natural gas volumes increased sequentially due to reduced flaring and fewer new wells turn
production during the quarter, as newer wells come on-line with higher oil content. The increased oil component i
Texas production is due to new Austin Chalk wells that have a higher oil content than Eagle Ford wells.
Total production volumes for the first half of 2020 were 23.6 MMBoe, up 2% from the prior year period.
Benchmark pricing for the quarter included NYMEX WTI oil at $27.85/Bbl, NYMEX Henry Hub natural gas at $1.7
Hart Composite NGLs at $14.02/Bbl.
In the Permian Basin, the Midland-Cushing oil differential was approximately ($0.27)/Bbl on average for the three
ended June 30, 2020, while the WAHA-NYMEX natural gas differential was approximately ($0.78)/MMBtu.
The average realized price per Boe of $15.18 was down 54% compared with the prior year period and down 47%
Including the effect of realized hedges, the average realized price per Boe was $27.93, resulting in approximately
million of realized net hedge gains for the quarter.
Lease operating expenses of $3.30 per Boe were down 21% compared with the prior year period and down 31%
Lower costs are the result of aggressive cost management and fewer workovers completed during the quarter. Tt
costs of $3.12 per Boe were down 22% from the prior year period, due to a lower proportion of production from S
where transportation costs are higher, and nearly flat sequentially.
Largely as a result of cost management and hedge gains, the operating margin per Boe for the first half of 2020 v
compared with the first half of 2019, despite the collapse in commaodity prices.
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For additional operating metrics and regional detail, please see the Financial Highlights section below and
the accompanying 2Q20 slide deck.

NET LOSS, LOSS PER SHARE AND NET CASH PROVIDED BY OPERATING ACTIVITIES

Second quarter 2020 net loss was ($89.3) million, or ($0.79) per diluted common share. This compared with
net income of $50.4 million, or $0.45 per diluted common share, in the comparable prior year period. The
current period included a gain on extinguishment of debt of $227.3 million that was more than offset by a
loss on fair value change in derivatives (net of realized gains) and lower production revenue. For the first half
of 2020, net loss was ($501.1) million, or ($4.43) per diluted common share, down ($3.30) per diluted
common share compared with the prior year period.

Second quarter 2020 GAAP net cash provided by operating activities of $114.3 million before net change in
working capital of $38.7 million totaled $153.1 million, which was down ($65.2) million, or 30%, from $218.3
million in the comparable prior year period. The decline in cash flow before the net change in working capital
was primarily due to the 16% decline in price per Boe after the effect of realized hedge gains and the 10%
decline in production, partially offset by lower costs per unit. For the first half of 2020, net cash provided by
operating activities of $332.5 million before net change in working capital of $57.3 million totaled $389.7
million, up 9% from the first half of 2019.

ADJUSTED EBITDAX, ADJUSTED NET INCOME AND NET DEBT-TO-ADJUSTED EBITDAX

The following paragraphs discuss non-GAAP measures including Adjusted EBITDAX, adjusted net income
(loss), adjusted net income (loss) per diluted common share and net debt-to-Adjusted EBITDAX. Please
reference the definitions and reconciliations of these measures to the most directly comparable GAAP
financial measures at the end of this release.

Second quarter 2020 Adjusted EBITDAX was $201.5 million, down $61.5 million, or 23%, from $263.0 million
in the comparable prior year period. The decrease in Adjusted EBITDAX was due to lower realized prices
and production, partially offset by lower costs per unit. For the first half of 2020, Adjusted EBITDAX was
$487.5 million, up 8% from $449.5 million in the first half of 2019.

Second quarter 2020 adjusted net loss was ($17.3) million, or ($0.15) per diluted common share, which
compares with adjusted net income of $1.3 million, or $0.01 per diluted common share, in the comparable
prior year period. For the first half of 2020, adjusted net loss was ($23.0) million, or ($0.20) per diluted
common share, compared with a net loss of ($36.4) million, or ($0.32) per diluted common share, in the first
half of 2019.

At June 30, 2020, net debt-to-Adjusted EBITDAX was 2.45 times.

FINANCIAL POSITION, LIQUIDITY AND CAPITAL EXPENDITURES

On June 30, 2020, the outstanding principal amount of the Company's long-term debt was $2.53 billion
comprised of $1.82 billion in unsecured senior notes, $446.7 million in secured senior notes, $65.5 million in
secured senior convertible notes, plus $193.0 million drawn on the Company's senior secured revolving
credit facility, which is down from $2.68 billion at March 31, 2020. As previously announced, during the
second quarter 2020, the Company executed exchange offers that resulted in the exchange of $611.9 million
of unsecured senior notes and $107.0 million of convertible notes for $446.7 million in secured senior notes,
$53.5 million in cash to certain holders and warrants to acquire up to 5% of outstanding common stock of the
Company under certain conditions. This transaction resulted in reducing the principal amount of long-term
debt by $219 million and significantly reducing maturities due before 2023. As of the end of the quarter, the
Company had significant second lien debt capacity that is available until the next scheduled redetermination
date of October 1, 2020.

At June 30, 2020, the Company's borrowing base under its senior secured revolving credit facility was $1.1
billion, less $193 million drawn and a $42 million letter of credit, provided liquidity of $865 million. The cash
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balance was approximately zero.

Capital expenditures before capital accruals for the second quarter of 2020 were $125.2 million. During the
second quarter 2020, the Company drilled 27 net wells and added 11 net flowing completions. For the first
half of 2020 the Company drilled 52 net wells and added 31 net flowing completions.

COMMODITY DERIVATIVES

Commodity hedge positions as of July 30, 2020:

o Approximately 90% of expected 2H20 oil production is hedged to WTI. The average floor price on collars is $55/E
average price on swaps is $57/Bbl. Roughly, more than one-half of expected 2021 oil production is hedged at ap
$40/Bbl.

» Approximately 75-80% of expected 2H20 Midland Basin oil production basis is hedged to the local price point at {

o Approximately 50% of expected 2H20 natural gas production is hedged at an average price of $2.40/MMBtu to H
approximately 55-60% of expected 2H20 Midland natural gas production is hedged at an average price of $1.15/I
WAHA.

e NGL hedges are by individual product.

A detailed schedule of these and other hedge positions are provided in the 2Q20 accompanying slide deck.

2020 OPERATING PLAN &#8211; MID-YEAR FORECAST

The Company has updated its 2020 operating plan to incorporate changes since the first quarter that
include:

o Aggressive cost management that has further reduced capital expenditures and certain lease operating expense:s

 Additional cost reductions in drill and complete costs. Well costs are expected to average $560 per lateral foot in
$600 per lateral foot in South Texas, down from $600 and $620, respectively, in April.

o Deferral of four net wells drilled and five net well completions in South Texas.

e Changes to the capital structure as a result of the debt exchange.

e Strip pricing as of July 8, 2020.

The updated forecast for full year 2020 results in the following projections:

o Midland: approximately 77 net wells drilled and 68 net wells completed for the year, or 32 and 39 remaining, resp
the second half of the year.

o South Texas: 12 net wells drilled and 4 net wells completed for the year, or 5 and 2 remaining, respectively, in the

of the year.

Lower full year production with oil comprising 49-50%.

Positive free cash flow generation.

Net debt-to-Adjusted EBITDAX (a non-GAAP measure defined below) year-end < 3.0 times.

Looking ahead to 2021: the longer term plan assumes strip pricing and an approximate 10% increase in capital a

results in meaningful oil production growth, neutral-positive free cash flow and net debt-to-Adjusted EBITDAX (a1

measure defined below) of approximately 3.0 times at year-end.

GUIDANCE FULL YEAR 2020:

o Capital expenditures: $610-630 million, down approximately 25% from the February 2020 Plan. Capital expenditu
second half of 2020 will be more heavily weighted to the fourth quarter.

e Production: 44-46 MMBoe, or 120.2-125.7 Boe/d, at 49%-50% oil. Third quarter 2020 is expected to range betwe

MMBoe, or 114.1-119.6 Boe/d, at 48% oil.

G&A: ~$110 million including approximately $20 million non-cash compensation.

Exploration/Capitalized overhead: ~$40 million.

LOE: $4.75-$5.00 reflecting cost reductions and fewer workovers.

Transportation: $3.10-$3.30, reduced to correspond with declining production from South Texas.

Production and ad valorem taxes: ~4.5% of pre-hedge revenue + ~ $0.40 or ~$1.40.

DD&A: $17-$18/Boe.
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SCHEDULE FOR SECOND QUARTER REPORTING
EARNINGS CALL AND PRESENTATION

July 30, 2020 - In conjunction with this release, the Company posts to its website a pre-recorded webcast
discussion, a written transcript of the webcast, and an associated IR presentation. Please visit ir.sm-energy.
com.

July 31, 2020 &#8211; Please join SM Energy management at 8:00 a.m. Mountain time/10:00 a.m. Eastern
time for the second quarter 2020 financial and operating results Q&A session. This discussion will be
accessible via webcast (available live and for replay) on the Company's website at ir.sm-energy.com or by
telephone. In order to join the live conference call, please register at the link below for dial-in information.

o Live Conference Call Registration: http://www.directeventreg.com/registration/event/9577599
e Replay (conference ID 9577599) - Domestic toll free/International: 800-585-8367/416-621-4642

The call replay will be available approximately one hour after the call and until August 7, 2020.
FORWARD LOOKING STATEMENTS

This release contains forward-looking statements within the meaning of securities laws. The words
"assumes," "anticipate," "estimate," "expect," "forecast," "generate," "guidance," "implied," "maintain," "plan,"
"project,” "objectives,” "outlook," "sustainable," "target," "will" and similar expressions are intended to identify
forward-looking statements. Forward-looking statements in this release include, among other things, revised
guidance for the full year and third quarter 2020, including production volumes, oil production percentage,
operating and general and administrative costs, DD&A, and capital expenditures; the Company's 2020 goals,
including: generating free cash flow; and the number of wells the Company plans to drill and complete.
These statements involve known and unknown risks, which may cause SM Energy's actual results to differ
materially from results expressed or implied by the forward-looking statements. Future results may be
impacted by the risks discussed in the Risk Factors section of SM Energy's most recent Annual Report on
Form 10-K, as such risk factors may be updated from time to time in the Company's other periodic reports
filed with the Securities and Exchange Commission, specifically the second quarter 2020 Form 10-Q. The
forward-looking statements contained herein speak as of the date of this release. Although SM Energy may
from time to time voluntarily update its prior forward-looking statements, it disclaims any commitment to do
S0, except as required by securities laws.

ABOUT THE COMPANY

SM Energy Company is an independent energy company engaged in the acquisition, exploration,
development, and production of crude oil, natural gas, and NGLs in the state of Texas. SM Energy routinely
posts important information about the Company on its website. For more information about SM Energy,
please visit its website at www.sm-energy.com.

SM ENERGY INVESTOR CONTACT

Jennifer Martin Samuels, jsamuels@sm-energy.com, 303-864-2507
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SM Energy Company

FINANCIAL HIGHLIGHTS (UNAUDITED)

June 30, 2020

Prodlictior Data

For the Three Months Ended |For the Six Months Ended

June 30, June 30,

2020 2019 E@Zﬂlnt dhange Percent Change
Realiged dales price (befpre tlhe eff¢cts pf

derivftive pettlements):

82, 28er BYY 56.0188009 |5 52.9634)
534 (per NRf) 2.31|%82)% $ 2.50(42)
RBLY (peBbl) 16.4pEB)DY $ 17.462)
Eoligalen{$per Boe) 32. 7TFEAR $ 32.31)
Realiped dales price (including the ¢ffects of derivatije sgttlements):
&8.0¢er BYY 54.0[%1;2 $ 51.1)

538 (per N&) 2.51|863% $ 2.53(31)
BERE (perBbl) 20.4P88PY 3 $ 20.Qe7)
Ea.99alen{$per Boe) 33.0 Y $ 32.3(B)

Net pgrodugtion volumes:|(1)

i (NMBH5.4 ).7 10.3 14

29 (Bcf) [28.3 8.5 52.2 1

NGL{$ (MMBBSI) #85) 4.2 (26)
VIMBpe |12.4 PR0% 23.1 2
Averdge net daily produdtion: [V

89.ONIBbI69.6 .4 56.7 14

s MM gad.9 9 288.3 &#8212;
NES2 4 (MBBS/H) L) 23.0 (26)
VEog/d [136.5 w4 [127.7 1
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malﬁLed dfice (before th Séf%m derl@ative settlejBarg&31)

B3¢ opgratiBg expensd |%Q$ 4.64 (13)

Brhngportdddcosts ®02) 4.04 (23)

Pragifiction) 18@&s  [23e) 1.30 (31)

B@23lorerOtdd expense %602 0.59 (29)

ZdBdral af2l4@iministratije )|@32 2.73 (15)

Bperhting [2@aRHn (beforg the Hifiddes of (EIidetive seftlemeras)

Derivptive|Sedement gain (1049231 (0.04) 23,025

Spedhting [argin (includjpg. 6f@ERfdcts ¢ derivative H&tiffments)

peflgtion |@iepreciation, §6BEEES, affl asset retirlamAﬁ obligation liability accretion

not calculate due to rounding.

PINAN AL SICHIIGHES (INAHRITED),

Kation expense per Boe of $0.41 and $0.39 for the three months ended

June 30, 20%8, and 2019, respectively, an]i $0.39 and $0.41 for the six months ended June 30, 2020, and 2019,

%
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%

%

%

%

%

%

%

%
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enged Cons
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fDivalents

10

A2¢8g receival

184,732

PELG&NE assets

55,184

Péep@add ¢xpenses

Thdagher

36E#60rfent assq

752,634

Propertyjand equ

pment (successful efforts

method):

Bro¥édell and ga

S[898pdIRes

AbEGﬁ]B[LI(}d dep

|didT 7g@psgciation, and gmortization

p2pEned oil and

(2805 &darties

W6E|957 progress

118,769
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G)Ihb?&)nlperty and2@4i®ment, net of accumulated depreciation of $65,447 and

$64,032,|respectiyely

I@abiBaperty andce9bd)6knht, net

Noncurrgnt assets:

BeB3efxive assets|20,624

Bttthohcurrent EEs88R6

861aBAoncurrent 856350

Baarfiets $ 6,292,232

LIABILITJES ANy STOCKHOLDERS' EQU

TY

Current lfabilities:

ASC¢MHRY payablg®ind accrued expenses |402,008

Be2&dtive liabilitigS0,846

MatEd Cufrent liab|liBe$89

307ab00rfent liabijdié’d,043

Noncurrgnt liabilitles:

Rey @O credit fEEARYH00

268 rINptes, net|2,610,298

B6&Kageffrement PdligiBibns

befeded]income 1488s386

Deo2givE liabilitig8,444

BElEFhohcurrent jébdigas

T@aBra@gpurrent ljakinie$95

Stockholflers' equity:

Casmnor| stock, HLABPar value - authoriz¢d: 200,000,000 shares; issued and
outstand|ng: 113,553,271 and 112,987,952 shares, respectively

AGRESBRY paid-injdapth]596

ReBaRi€d earning$967,587

Hd i) pted othg(lchBiBEhensive loss
Z@a0=28pkholder$2 atf8i994

$mﬁVl'ﬁxlﬂities angibstockholders' equity 16,292,232
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SM Energy Company

FINANCIAL HIGHLIGHTS (UNAUDITED)

June 30, 2020

Condensed Consolidated Statements of Operations

Fetion

GorthioeiFdmds, Moctips EerdedtFeoddia)Six Months Ended June 30,
June 30,

2020 2020 2019
Operating revg¢nues and othey income:

B8i0 g&€) and NGL production|§@éc88a $47,330
Bkt gain on diyestiture activit}262 323
(2#@r operating revenues  |53252 449
T6en68Rerating revenues anq&@Bci@acome 748,102
Operating expgnses:

80, 4g&s, and NGL production|£28@8E 244,355
Dep@%ién, defdreciation, amoj@a&880 and jasset retirem@&4obli§agion liability ac
gxfddration (1) 20,838 22,225
BrifElrment ANBT3 18,755
gepeil and administrative (130,620 63,006
N&T @&fvative [gain) loss (2) |(39H58D) 97,426
|0vB operating (income) exJEBAP net (599)
I8Baferating expenses IRL007 829,244
(Ba@n6& Yoss) from operationp(TBB1671) (81,142)
(ARt )expenge (82,688) (77,607)
ZAMmP8A extinguishment of dB282AT5, &#8212;
(QB&Er non-opgrating expensg(bed) (879)
(28598 T)oss) pefore income [ERB7RI0) (159,628)
B6;68f tax (e)fpense) benefi(B5HBHB 32,448
8BS, 2x)me (Igss) HR03I3BI7) §127,180)
Ba3j00Beightedl-average comfhdB,B8res qutstanding 112,257
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bd-average colﬁ@@:&ﬁares

Dllared8veight outstanding 112,257
BagR) net incofne (loss) per clw@n sharé¢ $.13)
®ildd net incpbme (loss) perl@dntm)on shaye $.13)
RitBa@da2ds per common sharg®#£8212; 8.05
(1) Non-cash dtock-based cofnpensation ifjcluded in:
ExXi@bration expense 3,008 3,496
& é0éral and agministrative ejp8ase 9,496
FataPnon-cash stock-based {@iiBdBsatior] $1,992
(2) The net derjvative (gain) Idss line item donsists of thg¢ following:
et i G B4

rgy Cga 96547
EEislab $2:426

June 30, 2020

Condensed Consolidated Statements of Stockholders' Equity

(in thousands, except share data and dividends per share)

A
Common Stock
P
Shares Amount
C.
Balances, December 31, 2019 112,987,952|||$ 1413
Net loss &#8212; &#8212;| ||&
Other comprehensive income &#8212; &#8212;| ||&
Cash dividends declared, $0.01 per share &#8212; &#8212;| ||&
Issuance of common stock upon vesting of RSUs, net of shares used for tax withholdings|730 &#8212;] (S
Stock-based compensation expense &#8212; &#8212;| |5,
Balances, March 31, 2020 112,988,682|||$ 1418
Net loss &#8212; &#8212; &;
Other comprehensive income &#8212; &#8212;] |1&
Issuance of common stock under Employee Stock Purchase Plan
25.05.2025 Seite 10/32
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297,013
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Stock-based compensation expense 267,576 3 5,
Issuance of warrants &#8212, &#8212;| |]2:
Balances, June 30, 2020 113,553,271|||$ 13

A

Common Stock
P
Shares Amount

C.
Balances, December 31, 2018 112,241,966|||$ 12
Net loss &#8212; &#8212;| ||&
Other comprehensive income &#8212; &#8212;| ||&
Cash dividends declared, $0.05 per share &#8212; &#8212;| ||&
Issuance of common stock upon vesting of RSUs, net of shares used for tax withholdings]2,579 &#8212;] (1
Stock-based compensation expense &#8212; &#8212;| |5,
Balances, March 31, 2019 112,244 545||1$ 12
Net income &#8212; &#8212;| ||&
Other comprehensive income &#8212; &#8212;| ||&
Issuance of common stock under Employee Stock Purchase Plan 184,079 2 1
Issuance of common stock upon vesting of RSUs, net of shares used for tax withholdings|290 &#8212;| |I(2
Stock-based compensation expense 96,719 1 6,
Other &#8212; &#8212; (].
Balances, June 30, 2019 112,525,633|||$ 12
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SM Energy Company

FINANCIAL HIGHLIGHTS (UNAUDITED)
June 30, 2020

Condensed Consolidated Statements of Cash Flows
(in thousands) For the Three Mo
June 30,
2020
Cash flows from operating activities:
Net income (loss) $ (8¢
Adjustments to reconcile net income (loss) to net cash provided by operating activities
Net gain on divestiture activity (91)
Depletion, depreciation, amortization, and asset retirement obligation liability accretion 180,856
Impairment 8,750
Stock-based compensation expense 5,712
Net derivative (gain) loss 167,200
Derivative settlement gain (loss) 142,528
Amortization of debt discount and deferred financing costs 4,586
Gain on extinguishment of debt (227,281)
Deferred income taxes (36,921)
Other, net (3,011)
Net change in working capital (38,737)
Net cash provided by operating activities 114,339
Cash flows from investing activities:
Net proceeds from the sale of oil and gas properties (1) 92
Capital expenditures (170,903)
Other, net &#8212;
Net cash used in investing activities (170,811)
Cash flows from financing activities:
Proceeds from revolving credit facility 415,500

25.05.2025
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Repayment of revolving credit facility (294,500)

Debt issuance costs related to 10.0% Senior Secured Notes due 2025 (10,491)

Cash paid to repurchase 6.125% Senior Notes due 2022 &#8212;
Repayment of 1.50% Senior Convertible Notes due 2021 (53,508)

Net proceeds from sale of common stock 947

Dividends paid (1,130)

Other, net (351)

Net cash provided by (used in) financing activities 56,467

Net change in cash, cash equivalents, and restricted cash (5)

Cash, cash equivalents, and restricted cash at beginning of period 15

Cash, cash equivalents, and restricted cash at end of period $ 10
Less: Restricted cash () &#8212;

Cash and cash equivalents $ 10

() As of June 30, 2019, a portion of net proceeds from the sale of oil and gas properties was restricted for future prope
included in the other noncurrent assets line item on the accompanying unaudited condensed consolidated balance she
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SM Energy Company

FINANCIAL HIGHLIGHTS (UNAUDITED)

6/30/2020

Condensed Consolidated Statements of Cash Flows (Continued)

(in thousands)

For the Three Months Ended

June 30,

2020 2019
Supplemental schedule of additional cash flow information and non-cash activities:
Operating activities:
Cash paid for interest, net of capitalized interest $  |(34,844) $ |(27,689)
Investing activities:
Decrease in capital expenditure accruals and other $  |(45,698) $  |(72,282)
Supplemental non-cash investing activities:
Carrying value of properties exchanged $ |&#8212; $ |800
Supplemental non-cash financing activities:
Non-cash gain on extinguishment of debt, net $ 280,553 $ |&#8212;

DEFINITIONS OF NON-GAAP MEASURES AS CALCULATED BY THE COMPANY

The following non-GAAP measures are presented in addition to financial statements as the Company

believes these metrics and performance measures are widely used by the investment community, including
investors, research analysts and others, to evaluate and compare investments among upstream oil and gas
companies in making investment decisions or recommendations. These measures, as presented, may have
differing calculations among companies and investment professionals and may not be directly comparable to
the same measures provided by others. A non-GAAP measure should not be considered in isolation or as a

substitute for the related GAAP measure or any other measure of a company's financial or operating

performance presented in accordance with GAAP. A reconciliation of each of these non-GAAP measures to
the most directly comparable GAAP measure or measures is presented below. These measures may not be

comparable to similarly titled measures of other companies.

Adjusted EBITDAX: Adjusted EBITDAX is calculated as net income (loss) before interest expense, interest
income, income taxes, depletion, depreciation, amortization and asset retirement obligation liability accretion
expense, exploration expense, property abandonment and impairment expense, non-cash stock-based
compensation expense, derivative gains and losses net of settlements, gains and losses on divestitures,
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gains and losses on extinguishment of debt, and certain other items. Adjusted EBITDAX excludes certain
items that the Company believes affect the comparability of operating results, including items that are
generally non-recurring in nature or whose timing and/or amount cannot be reasonably estimated. Adjusted
EBITDAX is also important as it is considered among financial covenants under the Company's Credit
Agreement, a material source of liquidity for the Company. Please reference the Company's 2019 Form 10-K
and second quarter 2020 Form 10-Q for discussion of the Credit Agreement and its covenants.

Adjusted net loss: Adjusted net loss excludes certain items that the Company believes affect the
comparability of operating results, including items that are generally non-recurring in nature or whose timing
and/or amount cannot be reasonably estimated. These items include non-cash and other adjustments, such
as derivative gains and losses net of settlements, impairments, net (gain) loss on divestiture activity, gains
and losses on extinguishment of debt, and accruals for non-recurring matters.

Free cash flow: Free cash flow is calculated as net cash provided by operating activities before net change in
working capital less capital expenditures before change in capital expenditure accruals and other.

Free cash flow yield to market capitalization: Free cash flow yield to market capitalization is calculated as
Free cash flow (defined above) divided by market capitalization.

Net Debt: The total principal amount of outstanding senior secured notes, senior convertible notes, and
senior unsecured notes plus amounts drawn on the revolving credit facility (also referred to as total funded
debt) less cash and cash equivalents.

Net debt-to-Adjusted EBITDAX: Net debt-to-Adjusted EBITDAX is calculated as Net Debt (defined above)
divided by Adjusted EBITDAX (defined above). A variation of this calculation is a financial covenant under
the Company's Credit Agreement for its revolving credit facility beginning in the fourth quarter of 2018.

FORWARD-LOOKING NON-GAAP MEASURES

The Company is unable to present a reconciliation of forward-looking net debt-to-Adjusted EBITDAX
because components of the calculation (such as potential gains and losses related to derivatives, divestiture
activity, or the extinguishment of debt) are inherently unpredictable. Moreover, estimating the most directly
comparable GAAP measures with the required precision necessary to provide a meaningful reconciliation is
extremely difficult and could not be accomplished without unreasonable effort.

SM Energy Company

FINANCIAL HIGHLIGHTS (UNAUDITED)

June 30, 2020

Adjusted EBITDAX Reconciliation (1)

(in thousands)

Reconciliation of net income (loss) (GAAP) and net cash For the Three Months Ended

provided by operating activities (GAAP) to June 30,

Adjusted EBITDAX (non-GAAP)

2020
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2019
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Net income (loss) (GAAP) $1(89,252) $150,388 $
Interest expense 40,354 39,627 €
Income tax expense (benefit) (36,685) 13,590 (
Depletion, depreciation, amortization, and asset retirement obligation liability accretion|180,856 206,330 4
Exploration (2) 8,696 9,586 1
Impairment 8,750 12,417 C
Stock-based compensation expense 5,712 6,154 1
Net derivative (gain) loss 167,200 (79,655) (
Derivative settlement gain (loss) 142,528 4,090 2
Net gain on divestiture activity (91) (262) (
Gain on extinguishment of debt (227,281) &#8212; (
Other, net 703 691 1
Adjusted EBITDAX (non-GAAP) 201,490 262,956 4
Interest expense (40,354) (39,627) (
Income tax (expense) benefit 36,685 (13,590) 1
Exploration (2) (8,696) (9,586) (
Amortization of debt discount and deferred financing costs 4,586 3,844 €
Deferred income taxes (36,921) 13,766 (
Other, net (3,714) 552 (
Net change in working capital (38,737) 41,613 (
Net cash provided by operating activities (GAAP) $1114,339 $1259,928 §

(1) See "Definitions of non-GAAP Measures as Calculated by the Company" above.

g%ngﬁgﬁw%we recorded to exploratlon expense

(2) Stock-based compensation expense is a component of the exploration expense and general and administrative exy
accompanylng condensed Consolldated statements of operat|ons Therefore the exploratlon I|ne |tems shown in the re

FINANCIAL HIGHLIGHTS (UNAUDITED)

June 30, 2020

Adjusted Net Income (Loss) Reconciliation (1)

(in thousands, except per share data)
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Reconciliation of net income (loss) (GAAP) to adjusted

For the Three Months Ended

For the Six Months E

June 30,

net loss (non-GAAP): June 30,

2020 2019 2020 2019 |
Net income (loss) (GAAP) $ |(89,252) $ |50,388 $](501,147)||I$|(127,
Net derivative (gain) loss 167,200 (79,655) (378,140) 97,426
Derivative settlement gain (loss) 142,528 4,090 215,965 (879)
Net gain on divestiture activity (92) (262) (91) (323)
Impairment 8,750 12,417 998,513 18,755
Gain on extinguishment of debt (227,281) &#8212; (239,476) &#821;
Other, net () 765 699 1,151 912
Tax effect of adjustments ) (19,936) 13,608 (129,749) |]|(25,14¢
Valuation allowance on deferred tax assets &#8212; &#8212; 10,017 &#821;
Adjusted net income (loss) (non-GAAP) $|(17,317) $ 11,285 $](22,957) ||1$](36.4
Diluted net income (loss) per common share (GAAP) $1(0.79) $]0.45 $|(4.43) $](1.13
Net derivative (gain) loss 1.48 (0.71) (3.35) 0.87
Derivative settlement gain (loss) 1.26 0.04 1.91 (0.01)
Net gain on divestiture activity &#8212; &#8212; &#8212; &#821;
Impairment 0.08 0.11 8.84 0.17
Gain on extinguishment of debt (2.01) &#8212; (2.12) &#821.
Other, net () 0.01 0.01 0.01 0.01
Tax effect of adjustments (3) (0.18) 0.11 (1.15) (0.23)
Valuation allowance on deferred tax assets &#8212; &#8212; 0.09 &#821;
Adjusted net income (loss) per diluted common share (non-GAAP)|$ [(0.15) $]0.01 $/(0.20) $](0.32
Basic weighted-average common shares outstanding 113,008 112,262 113,015 112,25
Diluted weighted-average common shares outstanding 113,008 112,932 113,015 112,25
Note: Amounts may not calculate due to rounding.
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(1) See "Definitions of non-GAAP Measures as Calculated by the Company" above.

(@) For the three months ended June 30, 2020, the adjustments related to bad debt expense and impairments of mater
inventory. For the six months ended June 30, 2020, and the three and six months ended June 30, 2019, the adjustmer
related to bad debt expense and impairments of materials inventory and other property.

() The tax effect of adjustments for each of the three and six months ended June 30, 2020, and 2019, was calculated |
a tax rate of 21.7%. This rate approximates the Company's statutory tax rate for the respective periods, as adjusted fo
ordinary permanent differences.
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Reconciliation of Net Debt (1)

(in thousands)

As of June 30, 2020

$enior Secured Notes (principal amount from Note 5 of 2Q20|6027160-Q)

S&r18msecured Notes (principal amount from Note 5 of 2QP0 Form 10-Q)

Re®@lOg credit facility

Z&adfamded debt

[L6ss: Cash and cash equivalents

Bet Debt 2,529,301

(1) See "Definitions of non-GAAP Measures as Calculated by the Company" above.

Free Cash Flow ()
(in thousands)

For the Three Months Ended For the Six Months

June 30, June 30,

2020 2019 2020 2019 |
Net cash provided by operating activities (GAAP) $ 114,339 $ 299,928 13984318
Net change in working capital (38,737) 41,613 (57,254)| 121,454
Cash flow from operations before net change in working capital|$ |153,076 $ 315 |349,1356
Less: Capital expenditures (GAAP) 170,903 326,787] ]|310,209] |]576,12
Change in capital expenditure accruals and other (45,698) (72,282)] 1|(28,896)] |](10,09
Capital expenditures before accruals $ |125,205 $ 298,505 |24$,9586
Free cash flow $ |27,871 $ (}16.190) ]1g8,4120
(1) See "Definitions of non-GAAP Measures as Calculated by the Company" above.
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Free Cash Flow (%)
(in thousands)
For the Twelve Months Ended
June 30,
2020
Net cash provided by operating activities (GAAP) $ 777,608
Net change in working capital (61,856)
Cash flow from operations before net change in working capital $ 839,464
Less: Capital expenditures (GAAP) 757,851
Change in capital expenditure accruals and other (43,088)
Capital expenditures before accruals $ 714,763
Free cash flow $ 124,701
Market capitalization at June 30, 2020 425,825
Free cash flow yield 29 %
(1) See "Definitions of non-GAAP Measures as Calculated by the Company" above.

View original content to download
multimedia:http://www.prnewswire.com/news-releases/sm-energy-reports-second-quarter-2020-results-and-updates-2(

SOURCE SM Energy Company
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