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(Zip Code)

(Registrant’s Telephone Number, Including Area Code is (212) 997-8500)

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

Indicate by check mark whether the registrant has submitted electronically and posted on its Corporate web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T
(§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required
to submit and post such files).    Yes  ☒    No  ☐

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
smaller reporting company, or an emerging growth company.  See the definitions of “large accelerated filer,” “accelerated
filer,” “smaller reporting company,” and “emerging growth company” in Rule 12b-2 of the Exchange Act.

Large accelerated filer ☒ Accelerated filer ☐
Non-accelerated filer ☐  (Do not check if a smaller reporting company) Smaller reporting company ☐
Emerging growth company ☐

If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition
period for complying with any new or revised financial accounting standards provided pursuant to Section 13(a) of the
Exchange Act. ☐

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

At June 30, 2017, there were 317,843,665 shares of Common Stock outstanding.
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PART I - FINANCIAL INFORMATION

Item 1. Financial Statements.
HESS CORPORATION AND CONSOLIDATED SUBSIDIARIES

CONSOLIDATED BALANCE SHEET (UNAUDITED)

June 30,
December
31,

2017 2016
(In millions,
except share
amounts)

Assets
Current Assets:
Cash and cash equivalents $2,492 $ 2,732
Accounts receivable
Trade 801 940
Other 137 86
Inventories 376 323
Assets held for sale 340 106
Other current assets 124 89
Total current assets 4,270 4,276
Property, plant and equipment:
Total — at cost 47,058 46,907
Less: Reserves for depreciation, depletion, amortization and lease impairment 24,265 23,312
Property, plant and equipment — net 22,793 23,595
Goodwill 350 375
Deferred income taxes 25 59
Other assets 360 316
Total Assets $27,798 $ 28,621
Liabilities
Current Liabilities:
Accounts payable $504 $ 433
Accrued liabilities 1,430 1,609
Taxes payable 63 97
Current maturities of long-term debt 121 112
Total current liabilities 2,118 2,251
Long-term debt 6,612 6,694
Deferred income taxes 1,115 1,144
Asset retirement obligations 1,919 1,912
Other liabilities and deferred credits 956 1,029
Total Liabilities 12,720 13,030
Equity
Hess Corporation stockholders’ equity:
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Preferred stock, par value $1.00; Authorized — 20,000,000 shares
Series A 8% Cumulative Mandatory Convertible; $1,000 per share liquidation preference;
Issued — 575,000 shares (2016: 575,000) 1 1
Common stock, par value $1.00; Authorized — 600,000,000 shares
Issued — 317,843,665 shares (2016: 316,523,200) 318 317
Capital in excess of par value 5,826 5,773
Retained earnings 9,153 10,147
Accumulated other comprehensive income (loss) (1,518 ) (1,704 )
Total Hess Corporation stockholders’ equity 13,780 14,534
Noncontrolling interests 1,298 1,057
Total equity 15,078 15,591
Total Liabilities and Equity $27,798 $ 28,621
See accompanying Notes to Consolidated Financial Statements.

2
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PART I - FINANCIAL INFORMATION (CONT’D.)

HESS CORPORATION AND CONSOLIDATED SUBSIDIARIES

STATEMENT OF CONSOLIDATED INCOME (UNAUDITED)

Three Months
Ended

Six Months
Ended

June 30, June 30,
2017 2016 2017 2016
(In millions, except per share
amounts)

Revenues and Non-Operating Income
Sales and other operating revenues $1,216 $1,224 $2,493 $2,197
Other, net 12 45 10 65
Total revenues and non-operating income 1,228 1,269 2,503 2,262

Costs and Expenses
Cost of products sold (excluding items shown separately below) 272 277 491 466
Operating costs and expenses 375 455 734 891
Production and severance taxes 30 28 61 47
Exploration expenses, including dry holes and lease impairment 53 199 111 331
General and administrative expenses 100 106 196 204
Interest expense 82 85 166 170
Depreciation, depletion and amortization 741 797 1,478 1,665
Total costs and expenses 1,653 1,947 3,237 3,774
Income (Loss) Before Income Taxes (425 ) (678 ) (734 ) (1,512)
Provision (benefit) for income taxes (8 ) (305 ) (21 ) (651 )
Net Income (Loss) (417 ) (373 ) (713 ) (861 )
Less: Net income (loss) attributable to noncontrolling interests 32 19 60 40
Net Income (Loss) Attributable to Hess Corporation (449 ) (392 ) (773 ) (901 )
Less: Preferred stock dividends 11 12 23 18
Net Income (Loss) Attributable to Hess Corporation Common Stockholders $(460 ) $(404 ) $(796 ) $(919 )

Net Income (Loss) Attributable to Hess Corporation Per Common Share:
Basic $(1.46 ) $(1.29 ) $(2.53 ) $(3.00 )
Diluted $(1.46 ) $(1.29 ) $(2.53 ) $(3.00 )
Weighted Average Number of Common Shares Outstanding (Diluted) 314.4 313.2 314.2 306.5
Common Stock Dividends Per Share $0.25 $0.25 $0.50 $0.50

See accompanying Notes to Consolidated Financial Statements.

3
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PART I - FINANCIAL INFORMATION (CONT’D.)

HESS CORPORATION AND CONSOLIDATED SUBSIDIARIES

STATEMENT OF CONSOLIDATED COMPREHENSIVE INCOME (UNAUDITED)

Three Months
Ended

Six Months
Ended

June 30, June 30,
2017 2016 2017 2016
(In millions)

Net Income (Loss) $(417) $(373) $(713) $(861)

Other Comprehensive Income (Loss):

Derivatives designated as cash flow hedges
Effect of hedge (gains) losses reclassified to income (20 ) — (20 ) —
Income taxes on effect of hedge (gains) losses reclassified to income — — — —
Net effect of hedge (gains) losses reclassified to income (20 ) — (20 ) —
Change in fair value of cash flow hedges 72 — 76 —
Income taxes on change in fair value of cash flow hedges 2 — — —
Net change in fair value of cash flow hedges 74 — 76 —
Change in derivatives designated as cash flow hedges, after taxes 54 — 56 —

Pension and other postretirement plans
(Increase) reduction in unrecognized actuarial losses (2 ) 4 5 4
Income taxes on actuarial changes in plan liabilities 1 (2 ) (2 ) (2 )
(Increase) reduction in unrecognized actuarial losses, net (1 ) 2 3 2
Amortization of net actuarial losses 23 16 40 32
Income taxes on amortization of net actuarial losses — (6 ) — (11 )
Net effect of amortization of net actuarial losses 23 10 40 21
Change in pension and other postretirement plans, after taxes 22 12 43 23

Foreign currency translation adjustment
Foreign currency translation adjustment 73 (27 ) 87 142
Change in foreign currency translation adjustment 73 (27 ) 87 142

Other Comprehensive Income (Loss) 149 (15 ) 186 165

Comprehensive Income (Loss) (268) (388) (527) (696)
Less: Comprehensive income (loss) attributable to noncontrolling interests 32 19 60 40
Comprehensive Income (Loss) Attributable to Hess Corporation $(300) $(407) $(587) $(736)

See accompanying Notes to Consolidated Financial Statements.
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PART I - FINANCIAL INFORMATION (CONT’D.)

HESS CORPORATION AND CONSOLIDATED SUBSIDIARIES

STATEMENT OF CONSOLIDATED CASH FLOWS (UNAUDITED)

Six Months
Ended
June 30,
2017 2016
(In millions)

Cash Flows From Operating Activities
Net income (loss) $(713 ) $(861 )
Adjustments to reconcile net income (loss) to net cash provided by (used in) operating activities
(Gains) losses on asset sales, net — (27 )
Depreciation, depletion and amortization 1,478 1,665
Exploratory dry hole costs — 218
Exploration lease and other impairment 15 24
Stock compensation expense 44 47
Provision (benefit) for deferred income taxes and other tax accruals (49 ) (661 )
Changes in operating assets and liabilities
(Increase) decrease in accounts receivable 149 79
(Increase) decrease in inventories (52 ) 25
Increase (decrease) in accounts payable and accrued liabilities (150 ) (197 )
Increase (decrease) in taxes payable (35 ) (19 )
Changes in other operating assets and liabilities (173 ) (156 )
Net cash provided by (used in) operating activities 514 137

Cash Flows From Investing Activities
Additions to property, plant and equipment - E&P (786 ) (1,114)
Additions to property, plant and equipment - Midstream (84 ) (121 )
Proceeds from asset sales 179 80
Other, net — 15
Net cash provided by (used in) investing activities (691 ) (1,140)

Cash Flows From Financing Activities
Net borrowings (repayments) of debt with maturities of 90 days or less 4 (20 )
Debt with maturities of greater than 90 days
Borrowings — —
Repayments (77 ) (35 )
Proceeds from issuance of Hess Midstream Partners LP units 366 —
Proceeds from issuance of preferred stock — 557
Proceeds from issuance of common stock — 1,087
Cash dividends paid (182 ) (169 )
Noncontrolling interests, net (175 ) —
Other, net 1 (38 )
Net cash provided by (used in) financing activities (63 ) 1,382
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Net Increase (Decrease) in Cash and Cash Equivalents (240 ) 379
Cash and Cash Equivalents at Beginning of Year 2,732 2,716
Cash and Cash Equivalents at End of Period $2,492 $3,095
See accompanying Notes to Consolidated Financial Statements.
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PART I - FINANCIAL INFORMATION (CONT’D.)

HESS CORPORATION AND CONSOLIDATED SUBSIDIARIES

STATEMENT OF CONSOLIDATED EQUITY (UNAUDITED)

Mandatory
Convertible
Preferred
Stock

Common
Stock

Capital
in
Excess
of Par

Retained
Earnings

Accumulated
Other
Comprehensive
Income
(Loss)

Total Hess
Stockholders'
Equity

Noncontrolling
Interests

Total
Equity

(In millions)
Balance at January 1, 2017 $1 $ 317 $5,773 $ 10,147 $ (1,704 ) $ 14,534 $ 1,057 $15,591
Cumulative effect of adoption
of new accounting standards — — 2 (39 ) — (37 ) — (37 )
Net income (loss) — — — (773 ) — (773 ) 60 (713 )
Other comprehensive income
(loss) — — — — 186 186 — 186
Share-based compensation,
including income taxes — 1 51 — — 52 — 52
Dividends on preferred stock — — — (23 ) — (23 ) — (23 )
Dividends on common stock — — — (159 ) — (159 ) — (159 )
Hess Midstream Partners LP
units issuance — — — — — — 356 356
Noncontrolling interests, net — — — — — — (175 ) (175 )
Balance at June 30, 2017 $1 $ 318 $5,826 $ 9,153 $ (1,518 ) $ 13,780 $ 1,298 $15,078

Balance at January 1, 2016 $— $ 286 $4,127 $ 16,637 $ (1,664 ) $ 19,386 $ 1,015 $20,401
Net income (loss) — — — (901 ) — (901 ) 40 (861 )
Other comprehensive income
(loss) — — — — 165 165 — 165
Common stock issuance 1 29 1,577 — — 1,607 — 1,607
Share-based compensation,
including income taxes — 2 37 — — 39 — 39
Dividends on preferred stock — — — (18 ) — (18 ) — (18 )
Dividends on common stock — — — (159 ) — (159 ) — (159 )
Balance at June 30, 2016 $1 $ 317 $5,741 $ 15,559 $ (1,499 ) $ 20,119 $ 1,055 $21,174
See accompanying Notes to Consolidated Financial Statements.

6

Edgar Filing: HESS CORP - Form 10-Q

12



PART I - FINANCIAL INFORMATION (CONT’D.)

HESS CORPORATION AND CONSOLIDATED SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

1.  Basis of Presentation

The financial statements included in this report reflect all normal and recurring adjustments which, in the opinion of
management, are necessary for a fair presentation of our consolidated financial position at June 30, 2017 and
December 31, 2016, the consolidated results of operations for the three months and six months ended June 30, 2017
and 2016, and consolidated cash flows for the six months ended June 30, 2017 and 2016.  The unaudited results of
operations for the interim periods reported are not necessarily indicative of results to be expected for the full year.

The financial statements were prepared in accordance with the requirements of the Securities and Exchange
Commission (SEC) for interim reporting.  As permitted under those rules, certain notes or other financial information
that are normally required by generally accepted accounting principles (GAAP) in the United States have been
condensed or omitted from these interim financial statements.  These statements, therefore, should be read in
conjunction with the consolidated financial statements and related notes included in the Corporation’s Annual Report
on Form 10-K for the year ended December 31, 2016.

On January 1, 2017, the Corporation’s interests in a Permian Basin gas plant in West Texas and related CO2 assets, and
water handling assets in North Dakota were transferred from the Exploration and Production (E&P) segment to the
Midstream segment as a result of organizational changes to the management of these assets.  These assets are
wholly-owned by the Corporation and are not included in our Hess Infrastructure Partners joint venture.  Prior period
information has been recast to conform to the current period presentation.  See Note 10, Segment Information.  In the
second quarter of 2017, we announced the sale of our enhanced oil recovery assets in the Permian basin, including the
gas plant in West Texas and related CO2 assets.  See Note 12, Subsequent Event.

In the first quarter of 2017, we adopted Accounting Standards Update (ASU) 2016-16, Income Taxes – Intra-Entity
Transfer of Assets Other than Inventory.  This ASU requires the recognition of income tax consequences from
intra-entity transfer of assets other than inventory when the transfer occurs.  The adoption of this standard was applied
on a modified retrospective basis through a cumulative effect adjustment as of January 1, 2017, that resulted in a
decrease to Retained earnings and a decrease to Deferred income taxes, included in non-current assets, of $37 million.

In the first quarter of 2017, we adopted ASU 2016-09, Improvements to Employee Share-Based Payment Accounting.
 This ASU makes changes to various provisions associated with share-based accounting, including provisions
affecting the accounting for income taxes, the accounting for forfeitures, the presentation of the statements of cash
flow, and the consideration of net settlement provisions on the balance sheet classification of the share-based
award.  As part of the adoption of this ASU, we elected to account for forfeitures of share-based awards in the period
when they occur.  The effect of this election was applied on a modified retrospective basis through a cumulative effect
adjustment as of January 1, 2017, that resulted in a decrease to Retained earnings and an increase to Capital in excess
of par value of $2 million.  The cumulative effect adjustment to deferred tax assets for excess tax benefits not
previously recognized as of the beginning of the period was offset by a corresponding change in valuation allowance,
resulting in no cumulative effect adjustment to Retained earnings.  Further, as part of the adoption of this ASU, we
have applied its provisions affecting excess tax benefits on a prospective basis in the statement of income and the
statement of cash flows, effective January 1, 2017.

New Accounting Pronouncements:  In May 2014, the Financial Accounting Standards Board (FASB) issued ASU
2014-09, Revenue from Contracts with Customers, as a new Accounting Standards Codification (ASC) Topic, ASC
606.  This ASU is effective for us beginning in the first quarter of 2018.  We have developed a project plan for the
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implementation of ASC 606 in the first quarter of 2018.  As of June 30, 2017, our analysis of contracts with customers
against the requirements of the standard is largely complete.  Based on our assessment to date, we have not identified
any changes to the timing of revenue recognition based on the requirements of ASC 606 that would have a material
impact on our consolidated financial statements.  We plan to adopt ASC 606 using the modified retrospective method
that requires application of the new standard prospectively from the date of adoption with a cumulative effect
adjustment, if any, recorded to Retained earnings as of January 1, 2018.

In February 2016, the FASB issued ASU 2016-02, Leases, as a new ASC Topic, ASC 842.  The new standard will
require assets and liabilities to be reported on the balance sheet for all leases with lease terms greater than one year,
including leases currently treated as operating leases under the existing standard.  This ASU is effective for us
beginning in the first quarter of 2019, with early adoption permitted.  We are currently assessing the impact of the
ASU on our consolidated financial statements.

In June 2016, the FASB issued ASU 2016-13, Financial Instruments – Credit Losses.  This ASU makes changes to the
impairment model for trade receivables, net investments in leases, debt securities, loans and certain other
instruments.  The standard requires the use of a forward-looking "expected loss" model compared to the current
"incurred loss" model.  This

7
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PART I - FINANCIAL INFORMATION (CONT’D.)

HESS CORPORATION AND CONSOLIDATED SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

ASU is effective for us beginning in the first quarter of 2020, with early adoption permitted from the first quarter of
2019.  We are currently assessing the impact of the ASU on our consolidated financial statements.

In January 2017, the FASB issued ASU 2017-01, Business Combinations – Clarifying the Definition of a Business. 
This ASU provides a screen that excludes an integrated set of activities and assets from the definition of a business if
the fair value of the gross assets acquired (or disposed of) is concentrated in a single identifiable asset or group of
similar identifiable assets.  This ASU also clarifies that an integrated set of activities and assets must include (at a
minimum), an input and a substantive process that together significantly contribute to the ability to create output to be
considered a business.  This ASU is effective for us beginning in the first quarter of 2018, with early application
permitted.  Application of this ASU is on a prospective basis only when adopted.

In January 2017, the FASB issued ASU 2017-04, Intangibles – Goodwill and Other – Simplifying the Test for Goodwill
Impairment.  This ASU modifies the concept of goodwill impairment from a condition that exists when the carrying
amount of goodwill exceeds its implied fair value to the condition that exists when the carrying amount of the
reporting unit exceeds its fair value.  Thus, an entity should recognize an impairment charge for the amount by which
the carrying amount of a reporting unit exceeds its fair value.  The impairment charge would be limited by the amount
of goodwill allocated to the reporting unit.  This ASU removes the requirement to determine goodwill impairment by
calculating the implied fair value of goodwill by assigning the fair value of a reporting unit to all of its assets and
liabilities as if the reporting unit had been acquired in a business combination.  This ASU is effective for us beginning
in the first quarter of 2020, with early adoption permitted.  We are currently assessing the impact of the ASU on our
consolidated financial statements.

In March 2017, the FASB issued ASU 2017-07, Compensation – Retirement Benefits.  This ASU requires that an
employer disaggregate the service cost component from the other components of net benefit cost.  The amendments
also provide explicit guidance on how to present the service cost component and the other components of net benefit
cost in the income statement and allow only the service cost component of net benefit cost to be eligible for
capitalization.  This ASU is effective for us beginning in the first quarter of 2018, with early application permitted. 
We are currently assessing the impact of the ASU on our consolidated financial statements.

2.  Inventories

Inventories consisted of the following:

June
30,

December
31,

2017 2016
(In millions)

Crude oil and natural gas liquids $134 $ 77
Materials and supplies 242 246
Total Inventories $376 $ 323

3.  Property, Plant and Equipment
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Assets Held for Sale:  At June 30, 2017, assets classified as “held for sale” totaled $340 million related to our enhanced
oil recovery assets in the Permian Basin that were comprised primarily of net property, plant and equipment and
allocated goodwill of $25 million.  In addition, associated liabilities amounting to $13 million were reported in
Accrued liabilities in the Consolidated Balance Sheet.  See Note 12, Subsequent Event.  At December 31, 2016, we
classified as held for sale certain non-core acreage, onshore United States amounting to $106 million.

Capitalized Exploratory Well Costs:  The following table discloses the net changes in capitalized exploratory well
costs pending determination of proved reserves during the six months ended June 30, 2017 (in millions):

Balance at January 1, 2017 $597
Additions to capitalized exploratory well costs pending the determination of proved reserves 55
Reclassifications to wells, facilities and equipment based on the determination of proved reserves (165)
Balance at June 30, 2017 $487

Reclassifications to wells, facilities and equipment based on the determination of proved reserves resulted from
sanction of the first phase of development for the Liza Field, offshore Guyana.  Capitalized exploratory well costs
capitalized for greater than one year following completion of drilling were $415 million at June 30, 2017 and
primarily related to:  

Ghana:  Approximately 65% of the capitalized well costs in excess of one year relates to our Deepwater Tano/Cape
Three Points license (Hess 50%), offshore Ghana.  The government of Côte d’Ivoire has challenged the maritime
border between it

8
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PART I - FINANCIAL INFORMATION (CONT’D.)

HESS CORPORATION AND CONSOLIDATED SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

and the country of Ghana, which includes a portion of our Deepwater Tano/Cape Three Points license.  We are unable
to proceed with development of this license until there is a resolution of this matter, which may also impact our ability
to develop the license.  The International Tribunal for Law of the Sea is expected to render a final ruling on the
maritime border dispute in September 2017.  Under terms of our license and subject to resolution of the border
dispute, we have declared commerciality for four discoveries, including the Pecan Field in March 2016, which would
be the primary development hub for the block.  Following a favorable outcome of the border dispute, we will have ten
months to submit a plan of development to the Ghanaian government.  Front-end engineering studies and other
development planning is progressing.

Gulf of Mexico: Approximately 25% of the capitalized well costs in excess of one year relates to an appraisal well in
the northern portion of the Shenzi Field (Hess 28%) in the Gulf of Mexico, where hydrocarbons were encountered in
the fourth quarter of 2015.  The operator is evaluating plans for developing this area of the field.

JDA:  Approximately 10% of the capitalized well costs in excess of one year relates to the JDA in the Gulf of
Thailand (Hess 50%) where hydrocarbons were encountered in three successful exploration wells drilled in the
western part of Block A-18.  The operator is currently evaluating results and formulating future drilling plans in the
area.

4.  Goodwill

The changes in the carrying amount of goodwill were as follows (in millions):

Exploration
and
Production Midstream Total

Balance at January 1, 2017 $ — $ 375 $375
Asset held for sale — (25 ) (25 )
Balance at June 30, 2017 $ — $ 350 $350

In the second quarter of 2017, we transferred $25 million of goodwill related to our Midstream segment assets in the
Permian Basin to Assets held for sale in the Consolidated Balance Sheet.  See Note 12, Subsequent Event.

5.  Hess Infrastructure Partners LP

We consolidate the activities of Hess Infrastructure Partners LP (HIP), a 50/50 joint venture between Hess
Corporation and Global Infrastructure Partners (GIP), which qualifies as a variable interest entity (VIE) under U.S.
GAAP.  We have concluded that we are the primary beneficiary of the VIE, as defined in the accounting standards,
since we have the power, through our 50% ownership, to direct those activities that most significantly impact the
economic performance of HIP.

HIP, which owns Bakken midstream assets, is a component of our Midstream segment.  At June 30, 2017, HIP
liabilities totaling $751 million (December 31, 2016: $841 million) are on a nonrecourse basis to Hess Corporation,
while HIP assets available to settle the obligations of HIP include cash and cash equivalents totaling $43 million
(December 31, 2016: $2 million) and property, plant and equipment with a carrying value of $2,517 million
(December 31, 2016: $2,528 million).

Edgar Filing: HESS CORP - Form 10-Q

17



6.  Hess Midstream Partners LP – Initial Public Offering

In April 2017, Hess Midstream Partners LP (the “Partnership”), sold 16,997,000 common units representing limited
partner interests at a price of $23 per unit in an initial public offering (IPO) for net proceeds of $365.5 million, of
which $350 million was distributed 50/50 to Hess Corporation and GIP.  

The Partnership owns an approximate 20% controlling interest in the operating companies that comprise our
midstream joint venture, while HIP, the 50/50 joint venture between Hess Corporation and GIP, owns the remaining
80%.  Hess Corporation and GIP each own a direct 33.75% limited partner interest in the Partnership and a 50%
indirect ownership interest through HIP in the Partnership’s general partner, which has a 2% economic interest in the
Partnership plus incentive distribution rights.  The public unit holders own a 30.5% limited partner interest in the
Partnership.

The Partnership has a $300 million 4-year senior secured syndicated revolving credit facility, which became available
for utilization at completion of the IPO.  The credit facility can be used for borrowings and letters of credit to fund
operating activities and capital expenditures of the Partnership.  Outstanding borrowings under this credit facility are
non-recourse to Hess Corporation.  At June 30, 2017, this facility was undrawn.

9
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PART I - FINANCIAL INFORMATION (CONT’D.)

HESS CORPORATION AND CONSOLIDATED SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

7. Retirement Plans

Components of net periodic pension cost consisted of the following:

Three
Months
Ended

Six Months
Ended

June 30, June 30,
2017 2016 2017 2016
(In millions)

Service cost $14 $16 $28 $32
Interest cost 26 28 52 56
Expected return on plan assets (42) (42 ) (83) (84 )
Amortization of unrecognized net actuarial losses 16 16 33 32
Settlement loss 7 — 7 —
Pension expense $21 $18 $37 $36

In 2017, we expect to contribute $52 million to our funded pension plans.  Through June 30, 2017, we have
contributed $28 million to these plans.

8.  Weighted Average Common Shares

The Net income (loss) and weighted average number of common shares used in the basic and diluted earnings per
share computations were as follows:  

Three Months
Ended

Six Months
Ended

June 30, June 30,
2017 2016 2017 2016
(In millions)

Net income (loss) attributable to Hess Corporation Common Stockholders:
Net income (loss) $(417) $(373) $(713) $(861)
Less: Net income (loss) attributable to noncontrolling interests 32 19 60 40
Less: Preferred stock dividends 11 12 23 18
Net income (loss) attributable to Hess Corporation Common Stockholders $(460) $(404) $(796) $(919)

Weighted average number of common shares outstanding:
Basic 314.4 313.2 314.2 306.5
Effect of dilutive securities
Restricted common stock — — — —
Stock options — — — —
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Performance share units — — — —
Mandatory Convertible Preferred stock — — — —
Diluted 314.4 313.2 314.2 306.5

The following table summarizes the number of antidilutive shares excluded from the computation of diluted shares:

Three Months Ended Six Months Ended
June 30, June 30,
2017 2016 2017 2016

Restricted common stock 3,450,490 3,522,376 3,288,356 3,279,493
Stock options 6,550,253 6,994,061 6,424,574 6,857,262
Performance share units 522,280 1,031,420 417,642 958,679
Common shares from conversion of preferred stocks 12,734,069 12,547,650 12,640,859 9,880,971

During the six months ended June 30, 2017, we granted 1,209,247 shares of restricted stock (2016: 1,610,190),
438,980 performance share units (2016: 447,536) and 662,819 stock options (2016: 824,225).

10
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9.  Guarantees and Contingencies

We are subject to loss contingencies with respect to various claims, lawsuits and other proceedings.  A liability is
recognized in our consolidated financial statements when it is probable that a loss has been incurred and the amount
can be reasonably estimated.  If the risk of loss is probable, but the amount cannot be reasonably estimated or the risk
of loss is only reasonably possible, a liability is not accrued; however, we disclose the nature of those
contingencies.  We cannot predict with certainty if, how or when existing claims, lawsuits and proceedings will be
resolved or what the eventual relief, if any, may be, particularly for proceedings that are in their early stages of
development or where plaintiffs seek indeterminate damages.  Numerous issues may need to be resolved, including
through lengthy discovery, conciliation and/or arbitration proceedings, or litigation before a loss or range of loss can
be reasonably estimated.  Subject to the foregoing, in management’s opinion, based upon currently known facts and
circumstances, the outcome of such lawsuits, claims and proceedings, including the matters described below, is not
expected to have a material adverse effect on our financial condition.  However, we could incur judgments, enter into
settlements, or revise our opinion regarding the outcome of certain matters, and such developments could have a
material adverse effect on our results of operations in the period in which the amounts are accrued and our cash flows
in the period in which the amounts are paid.

We, along with many companies that have been or continue to be engaged in refining and marketing of gasoline, have
been a party to lawsuits and claims related to the use of methyl tertiary butyl ether (MTBE) in gasoline.  A series of
similar lawsuits, many involving water utilities or governmental entities, were filed in jurisdictions across the U.S.
against producers of MTBE and petroleum refiners who produced gasoline containing MTBE, including us.  The
principal allegation in all cases was that gasoline containing MTBE is a defective product and that these parties are
strictly liable in proportion to their share of the gasoline market for damage to groundwater resources and are required
to take remedial action to ameliorate the alleged effects on the environment of releases of MTBE.  The majority of the
cases asserted against us have been settled.  In June 2014, the Commonwealth of Pennsylvania and the State of
Vermont each filed independent lawsuits alleging that we and all major oil companies with operations in each
respective state, have damaged the groundwater in those states by introducing thereto gasoline with MTBE.  The
Pennsylvania suit has been removed to Federal court and has been forwarded to the existing MTBE multidistrict
litigation pending in the Southern District of New York.  The suit filed in Vermont is proceeding there in a state
court.  In September 2016, the State of Rhode Island also filed a lawsuit alleging that we and other major oil
companies damaged the groundwater in Rhode Island by introducing thereto gasoline with MTBE.  The suit filed in
Rhode Island is proceeding in federal court.

In September 2003, we received a directive from the New Jersey Department of Environmental Protection (NJDEP) to
remediate contamination in the sediments of the Lower Passaic River.  The NJDEP is also seeking natural resource
damages.  The directive, insofar as it affects us, relates to alleged releases from a petroleum bulk storage terminal in
Newark, New Jersey we previously owned.  We and over 70 companies entered into an Administrative Order on
Consent with the Environmental Protection Agency (EPA) to study the same contamination; this work remains
ongoing.  We and other parties settled a cost recovery claim by the State of New Jersey and also agreed with EPA to
fund remediation of a portion of the site.  In April 2014, the EPA issued a Focused Feasibility Study (FFS) proposing
to conduct bank-to-bank dredging of the lower eight miles of the Lower Passaic River at an estimated cost of $1.7
billion.  On March 4, 2016, the EPA issued a Record of Decision (ROD) in respect of the lower eight miles of the
Lower Passaic River, selecting a remedy that includes bank-to-bank dredging at an estimated cost of $1.38
billion.  The ROD does not address the upper nine miles of the Lower Passaic River, which may require additional
remedial action.  In addition, the federal trustees for natural resources have begun a separate assessment of damages to
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natural resources in the Passaic River.  Given that the EPA has not selected a remedy for the entirety of the Lower
Passaic River, total remedial costs cannot be reliably estimated at this time.  Based on currently known facts and
circumstances, we do not believe that this matter will result in a significant liability to us because there are numerous
other parties who we expect will share in the cost of remediation and damages and our former terminal did not store or
use contaminants which are of the greatest concern in the river sediments and could not have contributed
contamination along most of the river’s length.

In March 2014, we received an Administrative Order from EPA requiring us and 26 other parties to undertake the
Remedial Design for the remedy selected by the EPA for the Gowanus Canal Superfund Site in Brooklyn, New
York.  The remedy includes dredging of surface sediments and the placement of a cap over the deeper sediments
throughout the Canal and in-situ stabilization of certain contaminated sediments that will remain in place below the
cap.  EPA has estimated that this remedy will cost $506 million; however, the ultimate costs that will be incurred in
connection with the design and implementation of the remedy remain uncertain.  Our alleged liability derives from our
former ownership and operation of a fuel oil terminal and connected ship-building and repair facility adjacent to the
Canal.  We indicated to EPA that we would comply with the Administrative Order and are currently contributing
funding for the Remedial Design based on an interim allocation of costs among the parties.  At the same time, we are
participating in an allocation process whereby a neutral

11
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expert selected by the parties will determine the final shares of the Remedial Design costs to be paid by each of the
participants.  The parties have not yet addressed the allocation of costs associated with implementing the remedy that
is currently being designed.

On January 18, 2017, we entered into a Consent Decree with the North Dakota Department of Health resolving
alleged non-compliance with North Dakota’s air pollution laws and provisions of the federal Clean Air Act.  Pursuant
to the Consent Decree, we were required to implement corrective actions, including implementation of a leak
detection and repair program, at most of our existing facilities in North Dakota.  We were assessed a base penalty of
$922,000 and made an initial penalty payment of $55,000 during the first quarter of 2017.  Based on corrective actions
completed in 2016 and the first half of 2017, we expect a reduction in the remainder of the penalty to approximately
$745,000.  Payment of the final penalty amount will occur after final accounting is approved by the North Dakota
Department of Health, which is expected in the third quarter of 2017.

From time to time, we are involved in other judicial and administrative proceedings, including proceedings relating to
other environmental matters.  We cannot predict with certainty if, how or when such proceedings will be resolved or
what the eventual relief, if any, may be, particularly for proceedings that are in their early stages of development or
where plaintiffs seek indeterminate damages.  Numerous issues may need to be resolved, including through potentially
lengthy discovery and determination of important factual matters before a loss or range of loss can be reasonably
estimated for any proceeding.  Subject to the foregoing, in management’s opinion, based upon currently known facts
and circumstances, the outcome of such proceedings is not expected to have a material adverse effect on our financial
condition, results of operations or cash flows.

12
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10.  Segment Information

We currently have two operating segments, Exploration and Production and Midstream.  All unallocated costs are
reflected under Corporate, Interest and Other.

The following table presents operating segment financial data (in millions):

For the Three Months Ended June 30, 2017

Exploration
and
Production Midstream

Corporate,
Interest
and Other Eliminations Total

Operating Revenues - Third parties $ 1,213 $ 3 $ — $ — $1,216
Intersegment Revenues — 154 — (154 ) —
Operating Revenues $ 1,213 $ 157 $ — $ (154 ) $1,216

Net Income (Loss) attributable to Hess Corporation $ (354 ) $ 16 $ (111 ) $ — $(449 )
Depreciation, Depletion and Amortization 708 32 1 — 741
Provision (Benefit) for Income Taxes (a) (14 ) 10 (4 ) — (8 )
Capital Expenditures 483 20 — — 503

For the Three Months Ended June 30, 2016

Exploration
and
Production Midstream

Corporate,
Interest
and Other Eliminations Total

Operating Revenues - Third parties $ 1,222 $ 2 $ — $ — $1,224
Intersegment Revenues — 131 — (131 ) —
Operating Revenues $ 1,222 $ 133 $ — $ (131 ) $1,224

Net Income (Loss) attributable to Hess Corporation $ (328 ) $ 11 $ (75 ) $ — $(392 )
Depreciation, Depletion and Amortization 765 30 2 — 797
Provision (Benefit) for Income Taxes (273 ) 7 (39 ) — (305 )
Capital Expenditures 433 68 — — 501

For the Six Months Ended June 30, 2017

Exploration
and
Production Midstream

Corporate,
Interest
and Other Eliminations Total

Operating Revenues - Third parties $ 2,488 $ 5 $ — $ — $2,493
Intersegment Revenues — 301 — (301 ) —
Operating Revenues $ 2,488 $ 306 $ — $ (301 ) $2,493

Net Income (Loss) attributable to Hess Corporation $ (587 ) $ 34 $ (220 ) $ — $(773 )
Depreciation, Depletion and Amortization 1,411 64 3 — 1,478
Provision (Benefit) for Income Taxes (a) (34 ) 21 (8 ) — (21 )
Capital Expenditures 825 48 — — 873
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For the Six Months Ended June 30, 2016

Exploration
and
Production Midstream

Corporate,
Interest
and Other Eliminations Total

Operating Revenues - Third parties $ 2,193 $ 4 $ — $ — $2,197
Intersegment Revenues — 264 — (264 ) —
Operating Revenues $ 2,193 $ 268 $ — $ (264 ) $2,197

Net Income (Loss) attributable to Hess Corporation $ (781 ) $ 27 $ (147 ) $ — $(901 )
Depreciation, Depletion and Amortization 1,602 58 5 — 1,665
Provision (Benefit) for Income Taxes (588 ) 16 (79 ) — (651 )
Capital Expenditures 937 104 — — 1,041

(a)The provision for income taxes in the Midstream segment is presented before consolidating its operations with
other U.S. activities of the Company and prior to evaluating realizability of net U.S. deferred taxes.  An offsetting
impact is presented in the E&P segment.

13
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Identifiable assets by operating segment were as follows:

June 30,
December
31,

2017 2016
(In millions)

Exploration and Production $22,402 $ 22,856
Midstream 3,207 3,165
Corporate, Interest and Other 2,189 2,600
Total $27,798 $ 28,621

11.  Financial Risk Management Activities

In the normal course of our business, we are exposed to commodity risks related to changes in the prices of crude oil
and natural gas as well as changes in interest rates and foreign currency values.  Financial risk management activities
include transactions designed to reduce risk in the selling prices of crude oil or natural gas we produce or by reducing
our exposure to foreign currency or interest rate movements.  Generally, futures, swaps or option strategies may be
used to fix the forward selling price of a portion of our crude oil or natural gas production.  Forward contracts may
also be used to purchase certain currencies in which we conduct the business with the intent of reducing exposure to
foreign currency fluctuations.  At June 30, 2017, these forward contracts relate to the British Pound.  Interest rate
swaps may be used to convert interest payments on certain long-term debt from fixed to floating rates and, in the case
of certain long-term debt relating to our Midstream operating segment, from floating to fixed rates.

Gross notional amounts of both long and short positions are presented in the table below.  These amounts include long
and short positions that offset in closed positions and have not reached contractual maturity.  Gross notional amounts
do not quantify risk or represent assets or liabilities of the Corporation, but are used in the calculation of cash
settlements under the contracts.

The gross notional amounts of financial risk management derivative contracts outstanding were as follows:  

June
30,

2017
December
31, 2016

(In millions)
Commodity - crude oil (millions of barrels) 15 —
Foreign exchange $54 $ 785
Interest rate swaps $995 $ 350

At June 30, 2017, we have Brent crude oil price collars to hedge 20,000 barrels of oil per day (bopd) through
December 31, 2017.  These collars have a floor price of $55 per barrel and a ceiling price of $75 per barrel.  We also
have West Texas Intermediate (WTI) crude oil price collars covering 60,000 bopd through December 31, 2017 that
have a floor price of $50 per barrel and a ceiling price of $70 per barrel.  The crude oil price collars, which have been
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designated as cash flow hedges, reduce the price exposure to our crude oil production that is hedged.

During the second quarter of 2017, HIP entered into amortizing interest rate swaps to hedge its exposure to variable
rate debt through June 2020.  Under the terms of the swaps, HIP will receive 3-month LIBOR from counterparties and
pay an average fixed rate of 1.60%.  These instruments have been designated as cash flow hedges.

14
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The table below reflects the gross and net fair values of the risk management derivative instruments, all of which are
based on Level 2 inputs:

Accounts
Receivable

Accounts
Payable

(In millions)
June 30, 2017
Derivative Contracts Designated as Hedging Instruments
Commodity $ 75 $ —
Interest rate 1 (3 )
Total derivative contracts designated as hedging instruments 76 (3 )
Derivative Contracts Not Designated as Hedging Instruments
Foreign exchange 1 —
Total derivative contracts not designated as hedging instruments 1 —
Gross fair value of derivative contracts 77 (3 )
Net Fair Value of Derivative Contracts $ 77 $ (3 )

December 31, 2016
Derivative Contracts Designated as Hedging Instruments
Interest rate $ — $ —
Total derivative contracts designated as hedging instruments — —
Derivative Contracts Not Designated as Hedging Instruments
Foreign exchange 9 (1 )
Total derivative contracts not designated as hedging instruments 9 (1 )
Gross fair value of derivative contracts 9 (1 )
Master netting arrangements (1 ) 1
Net Fair Value of Derivative Contracts $ 8 $ —

Derivative contracts designated as hedging instruments:

Crude oil collars:  Realized and unrealized losses from crude oil collars for the three and six months ended June 30,
2017 decreased Sales and other operating revenue by $12 million and $11 million, respectively of which gains of $20
million were reclassified from Other comprehensive income.  At June 30, 2017, the after-tax deferred gains in
Accumulated other comprehensive income (loss) related to crude oil collars were $56 million, which will be
reclassified into earnings during 2017 as the hedged crude oil sales are recognized in earnings.  There were no crude
oil hedge contracts in 2016.  

Interest rate swaps designated as fair value hedges:  At June 30, 2017 and December 31, 2016, Hess Corporation had
interest rate swaps with gross notional amounts totaling $450 million and $350 million, respectively, which were
designated as fair value hedges and relate to debt where we have converted interest payments on certain long-term
debt from fixed to floating rates.  For the three and six months ended June 30, 2017, the change in fair value of
interest rate swaps was an increase in the liability of $2 million and $3 million respectively, compared with an
increase to assets of $4 million and $18 million in the second quarter and first six months of 2016,
respectively.  Changes in the fair value of the interest rate swaps and the hedged fixed‑rate debt are recorded in Interest
expense in the Statement of Consolidated Income.
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Interest rate swaps designated as cash flow hedges:  At June 30, 2017, HIP had interest rate swaps with gross notional
amounts totaling $545 million, which were designated as cash flow hedges and relates to debt in our Midstream
operating segment where HIP has converted interest payments on certain long-term debt from floating to fixed
rates.  For the three and six months ended June 30, 2017, the change in fair value of interest rate swaps was an
increase to assets of $1 million.  At June 30, 2017, the after-tax deferred gains in Accumulated other comprehensive
income (loss) related to interest rate swaps were $1 million before noncontrolling interests, which will be reclassified
into earnings as the hedged interest payments are recognized in earnings.  Of this amount, losses of less than $1
million will be reclassified into earnings during the next 12 months.  There were no floating to fixed interest rate swap
contracts in 2016.  

Derivative contracts not designated as hedging instruments:

Foreign exchange:  Total foreign exchange gains and losses, which are reported in Other, net in Revenues and
non-operating income in the Statement of Consolidated Income amounted to gains of $10 million and $9 million in
the three months and six months ended June 30, 2017, respectively, compared with gains of $15 million and $21
million in the second quarter and first six months of 2016, respectively.  A component of foreign exchange gains or
losses is the result of foreign exchange derivative contracts that are not designated as hedges which amounted to a
gain of $2 million in both the second
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quarter and first six months of 2017, respectively, compared to gains of $33 million and $13 million in the second
quarter and first six months of 2016, respectively.  

The after‑tax foreign currency translation adjustments included in the Statement of Consolidated Comprehensive
Income amounted to gains of $73 million and $87 million in the second quarter and first six months of 2017,
respectively, compared to a loss of $27 million and a gain of $142 million in the second quarter and first six months of
2016, respectively.  The cumulative currency translation adjustment at June 30, 2017, was a reduction to shareholders’
equity of $958 million compared with a reduction of $1,045 million at December 31, 2016.

Fair Value Measurement:  We have other short-term financial instruments, primarily cash equivalents, accounts
receivable and accounts payable, for which the carrying value approximated fair value at June 30, 2017.  Total
long-term debt with a carrying value of $6,733 million at June 30, 2017, had a fair value of $7,100 million based on
Level 2 inputs.

12.  Subsequent Event

On August 1, 2017, we completed the sale of our enhanced oil recovery assets in the Permian Basin for total
consideration of approximately $600 million.  As a result of the sale, we will recognize a pre-tax gain of
approximately $270 million ($270 million after income taxes) in the third quarter of 2017.  These assets produced an
average of 8,000 barrels of oil equivalent per day during the first six months of 2017.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations.
Overview

Hess Corporation is a global Exploration and Production (E&P) company engaged in exploration, development,
production, transportation, purchase and sale of crude oil, natural gas liquids, and natural gas with production
operations located primarily in the United States (U.S.), Denmark, Equatorial Guinea, the Malaysia/Thailand Joint
Development Area (JDA), Malaysia, and Norway.  The Midstream operating segment provides fee-based services,
including gathering, compressing and processing natural gas and fractionating natural gas liquids (NGLs); gathering,
terminaling, loading and transporting crude oil and NGLs; and storing and terminaling propane, primarily in the
Bakken and Three Forks Shale plays in the Williston Basin area of North Dakota.  

Beginning January 1, 2017, Hess’ Midstream segment includes our interests in a Permian Basin gas plant in West
Texas and related CO2 assets, and water handling assets in North Dakota.  These assets are wholly-owned by the
Corporation and are not held in our Hess Infrastructure Partners joint venture.  Certain previously reported amounts
have been recast to reflect the inclusion of these assets as part of the Midstream operating segment.  In the second
quarter of 2017, we announced the sale of our enhanced oil recovery assets in the Permian basin, including the gas
plant in West Texas and related CO2 assets.  See Note 12, Subsequent Event in the Notes to Consolidated Financial
Statements.  

2017 Outlook

We forecast net production, excluding Libya, to average between of 305,000 barrels of oil equivalent per day (boepd)
and 310,000 boepd in 2017.  We expect net production, excluding Libya, to average between 295,000 boepd and
305,000 boepd in the third quarter of 2017, and 325,000 boepd and 335,000 boepd in the fourth quarter.  The increase
in fourth quarter net production is expected to be driven by the ramp-up of North Malay Basin, and higher production
from the Bakken, the Valhall Field, offshore Norway, and the Penn State Field in the Gulf of Mexico.

Net cash provided by operating activities was $514 million in the first six months of 2017, compared to $137 million
in the first six months of 2016.  While strip crude oil prices for 2017 are improved over the prior-year, we forecast a
net operating cash flow deficit (cash flow from operating activities less capital expenditures) for the year.  We expect
to fund our net operating cash flow deficit (including capital expenditures) in 2017 with cash on hand, which was
approximately $2.5 billion at June 30, 2017.

Second Quarter Results

In the second quarter of 2017, we incurred a net loss of $449 million compared to a net loss of $392 million in the
second quarter of 2016, reflecting a lower effective tax rate in 2017 from a required change in deferred tax
accounting.  Our loss before income taxes was $425 million in the second quarter of 2017, compared with a loss
before income taxes of $678 million in the prior-year quarter. The improved second quarter 2017 pre-tax results
reflect higher realized crude oil selling prices and lower operating costs and exploration expenses that were partially
offset by lower sales volumes.

Exploration and Production

In the second quarter of 2017, E&P incurred a net loss of $354 million compared with a net loss of $328 million in the
second quarter of 2016.  Worldwide net production averaged 300,000 boepd in the second quarter of 2017, compared
to net production of 313,000 boepd in the second quarter of 2016.  The average realized crude oil selling price,
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including hedging, was $45.95 per barrel, up from $41.95 in the second quarter of 2016.  The average realized natural
gas liquids selling price in the second quarter of 2017 was $14.85 per barrel, up from $9.03 in the prior-year quarter,
while the average realized natural gas selling price was $3.19 per thousand cubic feet (mcf), down from $3.58 in the
second quarter of 2016.  The E&P effective tax rate, excluding Libya, was a benefit of 8% in the second quarter of
2017, down from a benefit of 47%, excluding special items, in the second quarter of 2016.
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Overview (continued)

Exploration and Production

The following is an update of our ongoing E&P activities:

Producing E&P assets:

•In North Dakota, net production from the Bakken oil shale play averaged 108,000 boepd for the second quarter of
2017 (2016 Q2: 106,000 boepd).  In the second quarter of 2017, we operated an average of four rigs, drilled 23 wells
and brought 13 new wells on production as we adopted 60-stage well completions as our new standard.  Net
production is expected to average 105,000 to 110,000 boepd in the third quarter and 110,000 to 115,000 boepd in the
fourth quarter, resulting in expected net production of approximately 105,000 boepd for the full year of 2017.
•In the Gulf of Mexico, net production for the second quarter of 2017 averaged 51,000 boepd (2016 Q2: 54,000
boepd).  The decrease in production primarily is the result of planned shutdowns at the Conger (Hess 38%) and Llano
(Hess 50%) fields and natural decline at the Shenzi Field (28%), partially offset by higher production from the
Tubular Bells Field (Hess 57%).  We expect our Gulf of Mexico net production to average between 60,000 boepd
and 65,000 boepd for the third quarter of 2017.  At the Penn State Field, completion operations are underway on a
new well that is expected to commence production in the fourth quarter.
•At the Valhall Field (Hess 64%), offshore Norway, in the second quarter of 2017, net production averaged 24,000
boepd (2016 Q2: 19,000 boepd).  The operator drilled and is currently completing the first well of a seven well
campaign, which is expected to commence production late in the third quarter.  During the third quarter of 2017, a
ten day shutdown is planned and net production is expected to average approximately 23,000 boepd, before
increasing to approximately 29,000 boepd in the fourth quarter.
•At North Malay Basin (Hess 50%), in the Gulf of Thailand, hook-up of the topsides for the central processing
platform was completed in the second quarter and first production of natural gas commenced in mid-July, with
commissioning activities ongoing.  The field is expected to ramp up net production to approximately 165 million
cubic feet per day during the third quarter.

Other E&P assets:

•At the Hess operated Stampede development project (Hess 25%) in the Green Canyon area of the Gulf of Mexico,
the tension leg platform was installed in the field and hook-up activities commenced.  One well has been drilled and
completed, and completion operations are underway on the second and third wells.  First production from the field is
expected in the first half of 2018.
•At the Stabroek Block (Hess 30%), offshore Guyana, operated by Esso Exploration and Production Guyana Limited,
the partners sanctioned the first phase of the Liza Field development. This phase is expected to have a gross capital
cost of approximately $3.2 billion for drilling and subsea infrastructure, with first production expected by 2020.  The
development plan includes a leased floating production, storage and offloading vessel that will have the capacity to
process up to 120,000 barrels of oil per day from four subsea drill centers consisting of 17 wells, including eight
producers, six water injectors and three gas injectors.  Our net share of development costs is forecast to be
approximately $955 million, of which $110 million is included in our 2017 capital and exploratory budget.  Of the
remaining net development costs, approximately $250 million is expected in 2018 and approximately $330 million in
2019, with the balance expected in 2020 and 2021.

The operator also confirmed positive results from the Liza-4 well that encountered more than 197 feet of high-quality,
oil-bearing sandstone reservoirs.  On July 25th, the operator announced the successful Payara-2 well, which
encountered 59 feet of high-quality, oil-bearing sandstone reservoirs.  The drilling rig is expected to move to the
Turbot prospect in the third quarter of 2017.

Edgar Filing: HESS CORP - Form 10-Q

33



18

Edgar Filing: HESS CORP - Form 10-Q

34



PART I - FINANCIAL INFORMATION (CONT’D.)

Overview (continued)

Midstream

The following is an update of our ongoing Midstream activities:

•In April 2017, Hess Midstream Partners LP (the “Partnership”), sold 16,997,000 common units representing limited
partner interests at a price of $23 per unit in an initial public offering (IPO) for net proceeds of $365.5 million, of
which $350 million was distributed 50/50 to Hess Corporation and GIP.  

The Partnership owns an approximate 20% controlling interest in the operating companies that comprise our
midstream joint venture, while Hess Infrastructure Partners LP (HIP), the 50/50 joint venture between Hess
Corporation and GIP, owns the remaining 80%.  Hess Corporation and GIP each own a direct 33.75% limited partner
interest in the Partnership and a 50% indirect ownership interest through HIP in the Partnership’s general partner,
which has a 2% economic interest in the Partnership plus incentive distribution rights.  The public unit holders own a
30.5% limited partner interest in the Partnership.

Consolidated Results of Operations

The after-tax income (loss) by major operating activity is summarized below:

Three Months
Ended

Six Months
Ended

June 30, June 30,
2017 2016 2017 2016
(In millions, except per share
amounts)

Net Income (Loss) Attributable to Hess Corporation:
Exploration and Production $(354 ) $(328 ) $(587 ) $(781 )
Midstream 16 11 34 27
Corporate, Interest and Other (111 ) (75 ) (220 ) (147 )
Total $(449 ) $(392 ) $(773 ) $(901 )

Net Income (Loss) Attributable to Hess Corporation Per Common Share - Diluted
(a) $(1.46) $(1.29) $(2.53) $(3.00)
(a)Calculated as net income (loss) attributable to Hess Corporation less preferred stock dividends, divided by

weighted average number of diluted shares.
Items Affecting Comparability of Earnings Between Periods

The following table summarizes, on an after-tax basis, items of income (expense) that are included in Net income
(loss) and affect comparability of earnings between periods.  The items in the table below are explained and the
pre-tax amounts are shown on page 24.

Three
Months
Ended

Six
Months
Ended
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June 30, June 30,
20172016 20172016
(In millions)

Exploration and Production $—$(57 ) $—$(57 )
Midstream — — — —
Corporate, Interest and Other — — — —
Total Items Affecting Comparability of Earnings Between Periods $—$(57 ) $—$(57 )

The following table reconciles reported Net income (loss) attributable to Hess Corporation and Adjusted net income
(loss) attributable to Hess Corporation:

Three Months
Ended

Six Months
Ended

June 30, June 30,
2017 2016 2017 2016
(In millions)

Net income (loss) attributable to Hess Corporation $(449) $(392) $(773) $(901)
Less: Total items affecting comparability of earnings between periods — (57 ) — (57 )
Adjusted Net Income (Loss) Attributable to Hess Corporation $(449) $(335) $(773) $(844)
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PART I - FINANCIAL INFORMATION (CONT’D.)

Consolidated Results of Operations (continued)

“Adjusted net income (loss) attributable to Hess Corporation” presented in this report is a non-GAAP financial measure,
which we define as reported net income (loss) attributable to Hess Corporation excluding items identified as affecting
comparability of earnings between periods.  Management uses adjusted net income (loss) to evaluate the Corporation’s
operating performance and believes that investors’ understanding of our performance is enhanced by disclosing this
measure, which excludes certain items that management believes are not directly related to ongoing operations and are
not indicative of future business trends and operations.  This measure is not, and should not be viewed as, a substitute
for U.S. GAAP net income (loss).

In the following discussion and elsewhere in this report, the financial effects of certain transactions are disclosed on an
after-tax basis.  Management reviews segment earnings on an after-tax basis and uses after-tax amounts in its review
of variances in segment earnings.  Management believes that after-tax amounts are a preferable method of explaining
variances in earnings, since they show the entire effect of a transaction rather than only the pre-tax amount.  After-tax
amounts are determined by applying the income tax rate in each tax jurisdiction to pre-tax amounts. 

Comparison of Results

Exploration and Production

Following is a summarized income statement of our E&P operations:

Three Months
Ended

Six Months
Ended

June 30, June 30,
2017 2016 2017 2016
(In millions)

Revenues and Non-Operating Income
Sales and other operating revenues $1,213 $1,222 $2,488 $2,193
Other, net 6 37 1 47
Total revenues and non-operating income 1,219 1,259 2,489 2,240
Costs and Expenses
Cost of products sold (excluding items shown separately below) 291 295 533 499
Operating costs and expenses 317 400 626 784
Production and severance taxes 30 28 61 47
Midstream tariffs 135 113 259 231
Exploration expenses, including dry holes and lease impairment 53 199 111 331
General and administrative expenses 53 60 109 115
Depreciation, depletion and amortization 708 765 1,411 1,602
Total costs and expenses 1,587 1,860 3,110 3,609
Results of Operations Before Income Taxes (368 ) (601 ) (621 ) (1,369)
Provision (benefit) for income taxes (14 ) (273 ) (34 ) (588 )
Net Income (Loss) Attributable to Hess Corporation $(354 ) $(328 ) $(587 ) $(781 )

Excluding the E&P Items affecting comparability of earnings between periods in the table on page 24, the changes in
E&P earnings are primarily attributable to changes in selling prices, production and sales volumes, cost of products
sold, cash operating costs, depreciation, depletion and amortization, midstream tariffs, exploration expenses and
income taxes, as discussed below.
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PART I - FINANCIAL INFORMATION (CONT’D.)

Consolidated Results of Operations (continued)

Selling Prices:  Higher realized selling prices in the second quarter and first six months of 2017, improved after-tax
results by approximately $30 million and $220 million, respectively, compared to the same periods in 2016.

Average selling prices were as follows:

Three Months
Ended

Six Months
Ended

June 30, June 30,
2017 2016 2017 2016

Crude Oil - Per Barrel (Including Hedging)
United States
Onshore $43.83 $39.96 $45.13 $33.22
Offshore 44.60 40.15 46.01 32.84
Total United States 44.09 40.02 45.45 33.08
Europe 50.27 45.28 52.01 37.39
Africa 48.81 44.66 49.84 38.31
Asia 41.95 38.96 52.55 39.11
Worldwide 45.95 41.95 47.25 34.97

Crude Oil - Per Barrel (Excluding Hedging)
United States
Onshore $43.72 $39.96 $45.07 $33.22
Offshore 44.60 40.15 46.01 32.84
Total United States 44.01 40.02 45.41 33.08
Europe 49.72 45.28 51.78 37.39
Africa 48.40 44.66 49.66 38.31
Asia 41.95 38.96 52.55 39.11
Worldwide 45.74 41.95 47.16 34.97

Natural Gas Liquids - Per Barrel
United States
Onshore $14.25 $8.34 $16.04 $7.59
Offshore 18.47 13.52 19.70 11.34
Total United States 14.64 8.84 16.47 8.00
Europe 23.95 19.23 26.19 17.40
Worldwide 14.85 9.03 16.72 8.21

Natural Gas - Per Mcf
United States
Onshore $2.20 $1.30 $2.26 $1.25
Offshore 2.29 1.50 2.35 1.48
Total United States 2.22 1.34 2.28 1.31
Europe 4.22 3.74 4.10 4.19
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Asia 3.93 5.70 3.96 5.64
Worldwide 3.19 3.58 3.20 3.50

In the first quarter of 2017, we entered into Brent crude oil price collars to hedge 15,000 barrels of oil per day (bopd)
through December 31, 2017.  The collars have a floor price of $55 per barrel and a ceiling price of $75 per barrel.  In
April, we entered into additional Brent crude oil price collars covering 5,000 bopd through December 31, 2017 on the
same terms, and we entered into West Texas Intermediate (WTI) crude oil price collars covering 60,000 bopd through
December 31, 2017, that have a floor price of $50 per barrel and a ceiling price of $70 per barrel.  Realized and
unrealized losses from crude oil price collars decreased Sales and other operating revenues in the second quarter and
first six months of 2017 by $12 million and $11 million, respectively.  There were no crude oil hedge contracts in
2016.
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PART I - FINANCIAL INFORMATION (CONT’D.)

Consolidated Results of Operations (continued)

Production Volumes:  Our net daily worldwide production was as follows:

Three
Months
Ended

Six Months
Ended

June 30, June 30,
2017 2016 2017 2016
(In thousands)

Crude Oil - Barrels
United States
Bakken 68 69 68 71
Other Onshore 9 8 8 9
Total Onshore 77 77 76 80
Offshore 38 41 43 46
Total United States 115 118 119 126
Europe 28 26 30 30
Africa (b) 32 33 33 35
Asia 2 2 2 2
Worldwide 177 179 184 193

Natural Gas Liquids - Barrels
United States
Bakken 29 27 26 27
Other Onshore 8 12 9 12
Total Onshore 37 39 35 39
Offshore 4 4 5 5
Total United States 41 43 40 44
Europe 1 1 1 1
Worldwide 42 44 41 45

Natural Gas - Mcf
United States
Bakken 66 59 59 63
Other Onshore 99 134 103 134
Total Onshore 165 193 162 197
Offshore 51 52 63 63
Total United States 216 245 225 260
Europe 33 40 36 43
Asia 238 254 225 252
Worldwide 487 539 486 555

Barrels of Oil Equivalent (a) 300 313 306 331

Crude oil and natural gas liquids as a share of total production 73 % 71 % 74 % 72 %
(a)
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Reflects natural gas production converted on the basis of relative energy content (six mcf equals
one barrel).  Barrel of oil equivalence does not necessarily result in price equivalence as the equivalent price of
natural gas on a barrel of oil equivalent basis has been substantially lower than the corresponding price for crude
oil over the recent past.  In addition, natural gas liquids do not sell at prices equivalent to crude oil.  See the average
selling prices in the table on page 21.

(b)Production from Libya recommenced in the fourth quarter of 2016.  Net production from Libya averaged 6,000
bopd and 5,000 bopd in the second quarter and first six months of 2017, respectively.

We expect net production, excluding Libya, to be in the range of 295,000 boepd and 305,000 boepd in the third
quarter of 2017 and to be in the range of 325,000 boepd and 335,000 boepd for the fourth quarter of 2017, resulting in
full-year 2017 guidance to be in the range of 305,000 boepd and 310,000 boepd.
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PART I - FINANCIAL INFORMATION (CONT’D.)

Consolidated Results of Operations (continued)

United States:  Onshore net production was lower in the second quarter and first six months of 2017, compared to
corresponding periods in 2016, primarily due to a reduced drilling program in the Utica shale play and severe winter
weather in North Dakota during the first quarter of 2017.  Total Offshore net production was lower in the second
quarter and first six months of 2017, compared to the corresponding periods in 2016, primarily due to lower
production from the Conger and Llano fields as a result of planned shutdowns and natural field decline at the Shenzi
Field, partially offset by higher production from the Tubular Bells Field.  Net production from our Permian assets was
approximately 7,000 boepd in the second quarter and 8,000 boepd in the first six months of 2017.  See Note 12,
Subsequent Event in the Notes to Consolidated Financial Statements.

International:  Net production was lower in the second quarter and first six months of 2017, compared to
corresponding periods in 2016, primarily due to the effects of reduced drilling activity in response to low oil prices
and natural field decline.

Sales Volumes:  Our worldwide sales volumes were as follows:

Three Months
Ended Six Months Ended
June 30, June 30,
2017 2016 2017 2016
(In thousands)

Crude oil - barrels 15,757 18,053 31,501 37,502
Natural gas liquids - barrels 3,848 3,968 7,471 8,222
Natural gas - mcf 44,390 48,998 87,934 100,968
Barrels of Oil Equivalent (a) 27,003 30,187 53,628 62,552

Crude oil - barrels per day 174 198 174 206
Natural gas liquids - barrels per day 42 44 41 45
Natural gas - mcf per day 487 539 486 555
Barrels of Oil Equivalent Per Day (a) 297 332 296 344

(a)Reflects natural gas production converted on the basis of relative energy content (six mcf equals one
barrel).  Barrel of oil equivalence does not necessarily result in price equivalence as the equivalent price of natural
gas on a barrel of oil equivalent basis has been substantially lower than the corresponding price for crude oil over
the recent past.  In addition, natural gas liquids do not sell at prices equivalent to crude oil.  See the average selling
prices in the table on page 21.

Lower sales volumes in the second quarter and six months ended June 30, 2017 decreased after-tax results by
approximately $65 million and $125 million, respectively, compared to the same periods in 2016.  For the first six
months of 2017, sales volumes of crude oil were under-lifted compared with production by 10,000 barrels per day,
which did not have a significant impact on our 2017 results.  

Cost of Products Sold:  Cost of products sold is mainly comprised of costs relating to the purchases of crude oil,
natural gas liquids and natural gas from our partners in Hess operated wells or other third parties. The increase in Cost
of products sold, in the first six months of 2017 compared with the same period in 2016, principally reflects the
impact of higher benchmark crude oil prices on the cost of purchased volumes.
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Cash Operating Costs:  Cash operating costs, consisting of operating costs and expenses, production and severance
taxes and E&P general and administrative expenses, were lower in the second quarter and first six months of 2017,
compared to the same periods in 2017, due to lower workover expenses, lease operating and employee costs, partially
offset by higher production taxes in the Bakken shale play.

Depreciation, Depletion and Amortization:  DD&A expenses were lower in the second quarter and first six months of
2017, compared with the prior-year periods, resulting from lower production and an improved portfolio average
DD&A rate due to the production mix.
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PART I - FINANCIAL INFORMATION (CONT’D.)

Consolidated Results of Operations (continued)

Unit Cost Information:  Unit cost per barrel of oil equivalent (boe) information is based on total E&P production
volumes and excludes items affecting comparability of earnings as described below.  Actual and forecast unit costs are
as follows:

Actual Forecast range (a)

Three Months
Ended

Six Months
Ended

Three
Months
Ended

Twelve
Months
Ended

June 30, June 30,
September
30,

December
31,

2017 2016 2017 2016 2017 2017

Cash operating costs $14.68 $15.91 $14.41 $15.10
$14.50  —
$15.50

$14.00  —
$15.00

Depreciation, depletion and amortization costs 25.93 26.89 25.51 26.57 25.00  —  26.0024.50  —  25.50

Total Production Unit Costs $40.61 $42.80 $39.92 $41.67
$39.50
— $41.50

$38.50 —
$40.50

(a)Forecast information excludes any contribution from Libya and items affecting comparability of earnings.
Exploration Expenses:  Exploration expenses were as follows:

Three
Months
Ended

Six Months
Ended

June 30, June 30,
2017 2016 2017 2016
(In millions)

Exploratory dry hole costs $— $133 $— $218
Exploration lease and other impairment 8 15 15 24
Geological and geophysical expense and exploration overhead 45 51 96 89

$53 $199 $111 $331
Exploratory dry hole costs in the second quarter of 2016 primarily related to the write-off of two wells at the
non-operated Sicily prospect in the Gulf of Mexico.  Exploratory dry hole costs in the first quarter of 2016 related to a
non-operated exploration well in the Gulf of Mexico.  Exploration expenses, excluding dry hole expense, are
estimated to be in the range of $65 million to $75 million in the third quarter of 2017 and $250 million to $270 million
for the full year of 2017.

Income Taxes:  The effective income tax rate for E&P operations, excluding Libya, was a benefit of 8% and 10% in
the second quarter and first six months of 2017, respectively, compared to a benefit of 47% and 43% in the second
quarter and first six months of 2016, respectively.  Commencing in 2017, we are generally not recognizing deferred
tax benefit or expense in certain countries, primarily the U.S., Denmark (hydrocarbon tax only), and Malaysia, while
we maintain valuation allowances against net deferred tax assets in these jurisdictions in accordance with the
requirements of U.S. accounting standards.  Excluding items affecting comparability of earnings between periods and
Libyan operations, the E&P effective income tax rate is expected to be a benefit in the range of 10% to 14% in the
third quarter of 2017, and a benefit in the range of 11% to 15% for the full year of 2017.
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Items Affecting Comparability of Earnings Between Periods:  The following table summarizes, on an after-tax basis,
income (expense) items that affect comparability of E&P earnings between periods:

Three
Months
Ended

Six
Months
Ended

June 30,
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