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CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

Various statements contained in or incorporated by reference into this Annual Report on Form 10-K (this “Annual

Report™) that express a belief, expectation, or intention, or that are not statements of historical fact, are “forward-looking
statements” within the meaning of Section 27A of the Securities Act of 1933, as amended (the “Securities Act”), and

Section 21E of the Securities Exchange Act of 1934, as amended (the “Exchange Act”). These forward-looking

statements include statements, projections and estimates concerning our operations, performance, business strategy,

oil and natural gas reserves, drilling program, capital expenditures, liquidity and capital resources, the timing and

success of specific projects, outcomes and effects of litigation, claims and disputes, derivative activities and potential
financing. Forward-looking statements are generally accompanied by words such as “estimate,” “project,” “predict,” “believe,”
“expect,” “anticipate,” “potential,” “could,” “may,” “foresee,” “plan,” “goal” or other words that convey the uncertainty of futt
or outcomes. Forward-looking statements are not guarantees of performance. We have based these forward-looking

statements on our current expectations and assumptions about future events. These statements are based on certain
assumptions and analyses made by us in light of our experience and our perception of historical trends, current

conditions and expected future developments as well as other factors we believe are appropriate under the

circumstances. Actual results may differ materially from those implied or expressed by the forward-looking

statements. These forward-looking statements speak only as of the date of this Annual Report, or if earlier, as of the

date they were made. We disclaim any obligation to update or revise these statements unless required by law, and we

caution you not to rely on them unduly. While our management considers these expectations and assumptions to be
reasonable, they are inherently subject to significant business, economic, competitive, regulatory and other risks,
contingencies and uncertainties relating to, among other matters, the risks discussed under “Item 1A. Risk Factors,” as

well as those factors summarized below.

99 ¢

99 ¢ 99 ¢ EEINT3

Forward-looking statements may include statements about our:

business strategy;

reserves;

exploration and development drilling prospects, inventories, projects and programs;

ability to replace the reserves we produce through drilling and property acquisitions;

financial strategy, liquidity and capital required for our development program;

realized oil, natural gas and natural gas liquids (NGLs) prices;

timing and amount of future production of oil, natural gas and NGLs;

hedging strategy and results;

future drilling plans;

competition and government regulations;

ability to obtain permits and governmental approvals;

pending legal or environmental matters;

marketing of oil, natural gas and
NGLs;

leasehold or business acquisitions;

costs of developing our properties;

general economic conditions;

credit markets;

uncertainty regarding our future operating results; and

plans, objectives, expectations and intentions contained in this Annual Report that are not historical.
Additionally, we caution you that reserve engineering is a process of estimating underground accumulations of oil,
natural gas and NGLs that cannot be measured in an exact way. The accuracy of any reserve estimate depends on the
quality of available data, the interpretation of such data and price and cost assumptions made by reserve engineers. In
addition, the results of drilling, testing and production activities may justify revisions of estimates that were made
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previously. If significant, such revisions would change the schedule of any further production and development

drilling. Accordingly, reserve estimates may differ significantly from the quantities of oil, natural gas and NGLs that
are ultimately recovered.

1
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Should one or more of the risks or uncertainties described in this Annual Report occur, or should underlying
assumptions prove incorrect, our actual results and plans could differ materially from those expressed in any
forward-looking statements.

All forward-looking statements, expressed or implied, included in this Annual Report are expressly qualified in their
entirety by this cautionary note. This cautionary note should also be considered in connection with any subsequent
written or oral forward-looking statements that we or persons acting on our behalf may issue.

Except as otherwise required by applicable law, we disclaim any duty to update any forward-looking statements, all of
which are expressly qualified by the statements in this section, to reflect events or circumstances after the date of this
Annual Report.
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GLOSSARY OF CERTAIN TERMS AND CONVENTIONS USED HEREIN
The terms defined in this section are used throughout this Annual Report:

“Bbl.” One stock tank barrel, of 42 U.S. gallons liquid volume, used in reference to crude oil, condensate or natural gas
liquids.

“Boe.” One barrel of oil equivalent, with 6,000 cubic feet of natural gas being equivalent to one barrel of oil.
“Boe/d.” One barrel of oil equivalent per day.

“British thermal unit” or “Btu.” The heat required to raise the temperature of a one-pound mass of water from 58.5 to 59.5
degrees Fahrenheit.

“completion.” The process of treating a drilled well followed by the installation of permanent equipment for the
production of oil or natural gas, or in the case of a dry hole, the reporting of abandonment to the appropriate agency.

“condensate.” A mixture of hydrocarbons that exists in the gaseous phase at original reservoir temperature and pressure,
but that, when produced, is in the liquid phase at surface pressure and temperature.

“development well.” A well drilled within the proved area of an oil or natural gas reservoir to the depth of a stratigraphic
horizon known to be productive.

“dry hole.” A well found to be incapable of producing hydrocarbons in sufficient quantities such that proceeds from the
sale of such production exceed production expenses and taxes.

“economically producible.” A resource that generates revenue that exceeds, or is reasonably expected to exceed, the
costs of the operation. For a complete definition of economically producible, refer to the SEC’s Regulation S-X, Rule

4-10(a)(10).

“exploitation.” A development or other project which may target proven or unproven reserves (such as probable or
possible reserves), but which generally has a lower risk than that associated with exploration projects.

“exploratory well.” A well drilled to find a new field or to find a new reservoir in a field previously found to be
productive of oil or natural gas in another reservoir.

“field.” An area consisting of a single reservoir or multiple reservoirs all grouped on or related to the same individual
geological structural feature and/or stratigraphic condition. The field name refers to the surface area, although it may
refer to both the surface and the underground productive formations. Refer to the SEC’s Regulation S-X, Rule
4-10(a)(15) for a complete definition of field.

“formation.” A layer of rock which has distinct characteristics that differ from nearby rock.

“GAAP.” Accounting principles generally accepted in the United States.

“gross acres” or “gross wells.” The total acres or wells, as the case may be, in which an entity owns a working interest.

“horizontal drilling.” A drilling technique where a well is drilled vertically to a certain depth and then drilled laterally
within a specified target zone.
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“identified drilling locations.” Potential drilling locations specifically identified by our management based on
evaluation of applicable geologic and engineering data accrued over our multi-year historical drilling activities.

“lease operating expense.” All direct and allocated indirect costs of lifting hydrocarbons from a producing formation to
the surface constituting part of the current operating expenses of a working interest. Such costs include labor,
superintendence, supplies, repairs, maintenance, allocated overhead charges, workover, insurance and other expenses
incidental to production, but exclude lease acquisition or drilling or completion expenses.

“LIBOR.” London Interbank Offered Rate.

“MBDI.” One thousand barrels of crude oil, condensate or NGLs.

“MBoe.” One thousand barrels of oil equivalent.

“Mcf.” One thousand cubic feet of natural gas.

“MMBtu.” One million British thermal units.

“MMcf.” One million cubic feet of natural gas.

“natural gas liquids” or “ NGLs.” The combination of ethane, propane, butane, isobutane and natural gasolines that when
removed from natural gas become liquid under various levels of higher pressure and lower temperature.

3
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“net acres” or “net wells.” The percentage of total acres or wells, as the case may be, an owner has out of a particular
number of gross acres or wells. For example, an owner who has 50% interest in 100 gross acres owns 50 net acres.

“NYMEX.” The New York Mercantile Exchange.
“operator.” The entity responsible for the exploration, development and production of a well or lease.

“PE Units.” The single class of units, in which all of the membership interests (including outstanding incentive units) in
Parsley LL.C were converted to in connection with our initial public offering.

“proved developed reserves.” Proved reserves that can be expected to be recovered:

i. Through existing wells with existing equipment and operating methods or in which the cost of the required
equipment is relatively minor compared with the cost of a new well; or
ii. Through installed extraction equipment and infrastructure operational at the time of the reserves estimate if the
extraction is by means not involving a well.
“proved reserves.” Those quantities of oil and natural gas, which, by analysis of geoscience and engineering data, can be
estimated with reasonable certainty to be economically producible—from a given date forward, from known reservoirs,
and under existing economic conditions, operating methods and government regulations—prior to the time at which
contracts providing the right to operate expire, unless evidence indicates that renewal is reasonably certain, regardless
of whether deterministic or probabilistic methods are used for the estimation. The project to extract the hydrocarbons
must have commenced, or the operator must be reasonably certain that it will commence, the project within a
reasonable time. Refer to the SEC’s Regulation S-X, Rule 4-10(a)(22) for a complete definition of proved oil and
natural gas reserves.

“proved undeveloped reserves” or “PUDs.” Proved reserves that are expected to be recovered from new wells on undrilled
acreage, or from existing wells where a relatively major expenditure is required for recompletion.

Reserves on undrilled acreage shall be limited to those directly offsetting development spacing areas that are
reasonably certain of production when drilled, unless evidence using reliable technology exists that establishes
reasonable certainty of economic producibility at greater distances.

Undrilled locations can be classified as having undeveloped reserves only if a development plan has been adopted
indicating that they are scheduled to be drilled within five years, unless the specific circumstances justify a longer
time.

Under no circumstances shall estimates for proved undeveloped reserves be attributable to any acreage for which an
application of fluid injection or other improved recovery technique is contemplated, unless such techniques have been
proved effective by actual projects in the same reservoir or an analogous reservoir, or by other evidence using reliable
technology establishing reasonable certainty.

“reasonable certainty.” A high degree of confidence. For a complete definition, refer to the SEC’s Regulation S-X, Rule
4-10(a)(24).

“recompletion.” The process of re-entering an existing wellbore that is either producing or not producing and completing
new reservoirs in an attempt to establish new production or increase existing production.

“reliable technology.” A grouping of one or more technologies (including computational methods) that have been field
tested and have been demonstrated to provide reasonably certain results with consistency and repeatability in the

11
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formation being evaluated or in an analogous formation.

“reserves.” Estimated remaining quantities of oil and natural gas and related substances anticipated to be economically
producible, as of a given date, by application of development prospects to known accumulations. In addition, there
must exist, or there must be a reasonable expectation that there will exist, the legal right to produce or a revenue
interest in the production, installed means of delivering oil and natural gas or related substances to market and all
permits and financing required to implement the project.

“reservoir.” A porous and permeable underground formation containing a natural accumulation of producible
hydrocarbons that is confined by impermeable rock or water barriers and is separate from other reservoirs.

“SEC.” The United States Securities and Exchange Commission.

“spacing.” The distance between wells producing from the same reservoir. Spacing is often established by regulatory
agencies.

“undeveloped acreage.” Lease acreage on which wells have not been drilled or completed to a point that would permit

the production of economic quantities of oil or natural gas regardless of whether such acreage contains proved
reserves.

“wellbore.” The hole drilled by the bit that is equipped for oil or gas production on a completed well. Also called well or
borehole.

4
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“working interest.” The right granted to the lessee of a property to explore for and to produce and own oil, natural gas or
other minerals. The working interest owners bear the exploration, development and operating costs on either a cash,
penalty or carried basis.

“workover” Operations on a producing well to restore or increase production.
“WTIL.” West Texas Intermediate crude oil, which is a light, sweet crude oil, characterized by an American Petroleum

Institute gravity, or API gravity, between 39 and 41 and a sulfur content of approximately 0.4 weight percent that is
used as a benchmark for other crude oils.

13
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PART I

ITEM 1: BUSINESS

Overview

Parsley Energy, Inc. (either individually or together with its subsidiaries, as the context requires, the “Company,” “we,” “us”
or “our”) is an independent oil and natural gas company focused on the acquisition, development and exploitation of
unconventional oil and natural gas reserves in the Permian Basin. The Permian Basin is located in West Texas and
Southeastern New Mexico and is comprised of three primary sub-areas: the Midland Basin, the Central Basin Platform
and the Delaware Basin. These areas are characterized by high oil and liquids-rich natural gas content, multiple
vertical and horizontal target horizons, extensive production histories, long-lived reserves and historically high drilling
success rates. Our properties are primarily located in the Midland and Delaware Basins and our activities have
historically been focused on the vertical development of the Spraberry, Wolfberry and Wolftoka Trends of the
Midland Basin. Our vertical wells in the Permian Basin are drilled into stacked pay zones that include the Spraberry,
Wolfcamp, Upper Pennsylvanian (Cline), Strawn, Atoka and Mississippian formations. In 2015, we transitioned from
primarily vertical development drilling activity to predominantly horizontal development drilling activity.

On May 29, 2014, we completed our initial public offering (the “IPO”) of 57.5 million shares of Parsley Energy, Inc.’s
Class A Common Stock, par value $0.01 per share (“Class A Common Stock”), at a price of $18.50 per

share. Approximately 7.5 million of the shares were sold by selling stockholders and we did not receive any proceeds
from the sale of those shares. The remaining approximately 50.0 million shares of Class A Common Stock that were
sold resulted in gross proceeds of approximately $924.3 million to us and net proceeds, after deducting underwriting
discounts and commissions and offering expenses, of approximately $867.8 million. A portion of the proceeds from
the IPO was used to repay all outstanding borrowings under the revolving credit agreement entered into on September
10, 2013 (as amended, the “Revolving Credit Agreement”), to make a cash payment in settlement of the Preferred
Return (as defined herein), to fund the acquisition of certain oil and gas properties and to pay fees and expenses
related to the IPO. The remaining proceeds were used to fund a portion of our exploration and development program
and for general corporate purposes.

We began operations in August 2008 when we acquired operator rights to wells producing from the Spraberry Trend
in the Midland Basin from Joe Parsley, a co-founder of Parker and Parsley Petroleum Company (‘“Parker and Parsley”).
As of December 31, 2015, we continue to operate 37 gross wells. Excluding those legacy 37 wells, as of December
31, 2015, we had an average working interest of 82% in 71 gross (58.2 net) horizontal wells, of which 67 gross (56.7
net) are in the Midland Basin. We operate 99.5% of the wells in which we have an interest and have the rights to
develop 142,734 gross (110,967 net) acres in the Permian Basin, with approximately 84,441 net acres located in the
Midland Basin. Since we commenced our drilling program in November 2009, we have operated up to 12 rigs
simultaneously and averaged four operated rigs for the year ended December 31, 2015. We are currently operating
four horizontal rigs and two vertical drilling rigs. The vertical rigs are used primarily to drill the vertical portion of
horizontal wells. Our 2016 capital budget contemplates operating three to four horizontal rigs and one to two vertical
rigs for 2016.

We intend to grow our reserves and production through the development, exploitation and drilling of our multi-year
inventory of identified drilling locations. As of December 31, 2015, we have identified 147 80- and 40-acre potential
vertical drilling locations, no 20-acre potential vertical drilling locations and 2,677 potential horizontal drilling
locations on our existing acreage, which does not include any locations in our Southern Delaware Basin acreage. We
commenced our vertical appraisal drilling program in the Delaware Basin during the first quarter of 2014 and as of the
date of this Annual Report, we have drilled and completed three vertical appraisal wells and one horizontal appraisal
well. As of December 31, 2015, we had an interest in four gross (1.5 net) wells in this area. We expect to supplement
organic growth from our drilling program by proactively leasing additional acreage and selectively pursuing
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acquisitions that meet our strategic and financial objectives, with an emphasis on oil-weighted reserves in the Midland
Basin.

Our 2016 capital budget for drilling and completion is approximately $380 million to $430 million. Our capital
budget excludes any amounts that may be paid for acquisitions. For the year ended December 31, 2015, our capital
expenditures for drilling and completions were $400.9 million, as compared to $491.3 million for the year ended
December 31, 2014, excluding, in each period, amounts paid for acquisitions. We expect the average working interest
in wells we drill during 2016 will be approximately 90%.

The amount and timing of these capital expenditures is largely discretionary and within our control. We could choose
to defer a portion of these planned capital expenditures depending on a variety of factors, including but not limited to
the success of our drilling activities, prevailing and anticipated prices for oil and natural gas, the availability of
necessary equipment, infrastructure and capital, the receipt and timing of required regulatory permits and approvals,
seasonal conditions, drilling and acquisition costs and the level of participation by other interest owners.

6
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The following table summarizes our technically identified horizontal drilling locations in the Permian Basin as of
December 31, 2015:

Identified

Net Drilling
Area (1) Acreage Locations(2,3)
Midland Basin-Core 59,895 1,979
Midland Basin-Tier I 17,227 698
Midland Basin-Other 7,319 —
Southern Delaware Basin (4) 26,526 —
Total Permian Basin 110,967 2,677

(1)Please see “Item 2. Properties.”

(2) We have estimated our drilling locations based on well spacing assumptions for the areas in which we operate and
other criteria. The drilling locations on which we actually drill will depend on the availability of capital, regulatory
approvals, commodity prices, costs, actual drilling results and other factors. Any drilling activities we are able to
conduct on these identified locations may not be successful and may not result in our adding additional proved
reserves to our existing proved reserves. Also see ‘‘Item 1A. Risk Factors.”

(3)Our target horizontal location count implies 660’ to 990° between well spacing which is equivalent to five to eight
wells per 640-acre section per prospective interval. The ultimate spacing may be less than these amounts, which
would result in a higher location count, or greater than these amounts, which would result in a lower location
count.

(4)Please see “Item 2. Properties—Delaware Basin.”

Our total identified vertical drilling locations include 147 vertical locations on 80- and 40- acre spacing and no

vertical locations on 20-acre spacing associated with proved undeveloped reserves as of December 31, 2015. Of these

147 vertical locations, 135 are in our Midland Basin-Core area, and 12 are in our Midland Basin-Tier I area. An

additional 1,300 vertical locations at 80- and 40-acre spacing have been identified throughout our acreage position,

but are not included in the proved undeveloped reserves.

At December 31, 2015, our estimated proved oil and natural gas reserves at December 31, 2015, were 123.8 MMBoe
based on a reserve report prepared by Netherland, Sewell & Associates, Inc. (“NSAI”), our independent reserve
engineers. Our proved reserves are approximately 60% oil, 21% natural gas, 19% NGLs and 42% proved developed.

Our Business Strategy
Our business strategy is to increase stockholder value through the following:

Grow reserves, production and cash flow by exploiting our liquids rich resource base. We intend to
selectively develop our acreage base in an effort to maximize its value and resource potential. We intend to
pursue drilling opportunities that offer competitive returns that we consider to be low risk based on
production history and industry activity in the area, and repeatable as a result of well-defined geological
properties over a large area. Through the conversion of our resource base to developed reserves, we will
seek to increase our reserves, production and cash flow while generating favorable returns on invested
capital.

16
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Improve operational and cost efficiency by maintaining control of our production. We currently operate
approximately 98% of the wells in which we have an interest and intend to maintain operational control of
substantially all of our producing properties. We believe that retaining control of our production will enable us to
increase recovery rates, lower well costs, improve drilling performance and increase ultimate hydrocarbon recovery
through optimization of our drilling and completion techniques. Our management team regularly evaluates our
operating results against those of other operators in the area in an effort to improve our performance and implement
best practices. We have reduced the average time from spud to rig release for our horizontal Spraberry and Wolfberry
wells from approximately 34 days during the fourth quarter of 2014 to approximately 22 days in the fourth quarter of
2015. Our average total depth of horizontal wells drilled in 2015 was 16,440 feet. We have also reduced our total
horizontal drilling, completion and facilities costs from an average of $8.4 million per well in the fourth quarter of
2014 to an average of $6.7 million per well in the fourth quarter of 2015. This decrease was driven primarily by a
reduction in hydraulic fracturing costs and efficiencies gained through economies of scale over this time period.
Additionally, we initiated cost reduction discussions with our suppliers beginning in November 2014.

7
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Pursue additional leasing and strategic acquisitions. We regularly evaluate and complete acquisitions of undeveloped
leasehold and producing properties that meet our strategic and financial objectives in the ordinary course of our
business, with a focus primarily on our Midland Basin-Core area, while selectively pursuing other acquisition
opportunities that meet our strategic and financial objectives. Our acreage position extends through what we believe
are multiple oil and natural gas producing stratigraphic horizons in the Midland Basin, and we believe we can
economically and efficiently add and integrate additional acreage into our current operations. We have a proven
history of acquiring leasehold positions in the Permian Basin that have substantial oil-weighted resource potential
and believe our management team’s extensive experience operating in the Midland Basin provides us with a
competitive advantage in identifying leasing opportunities and acquisition targets and evaluating resource potential.
Maintain financial flexibility. We intend to maintain a conservative financial position to allow us to develop our
drilling, exploitation and exploration activities and maximize the present value of our oil-weighted resource potential.
We intend to fund our growth with cash flow from operations, liquidity under our Revolving Credit Agreement and
access to capital markets over time. As of December 31, 2015, we had approximately $918.9 million of liquidity,
with $344.2 million of cash and cash equivalents and $574.7 million of available borrowing capacity under our
Revolving Credit Agreement. Our borrowing base under the Revolving Credit Agreement currently stands at $575.0
million. Consistent with our disciplined approach to financial management, we have an active commodity hedging
program that seeks to hedge a meaningful portion of our expected oil production, reducing our exposure to downside
commodity price fluctuations and enabling us to protect cash flows and maintain liquidity to fund our capital
program and investment opportunities. At December 31, 2015, a significant portion of our expected 2016 oil
production was hedged.

Our Strengths

We believe that the following strengths will help us achieve our business goals:

Extensive horizontal development potential. We believe there are a significant number of horizontal locations on our
acreage that will allow us to target the Spraberry, Wolfcamp, Upper Pennsylvanian (Cline) and Atoka shales. In
addition, based on our analysis of data acquired through our drilling program and the activities of offset operators, we
believe that multiple benches contained within our acreage may have significant resource potential, which could
substantially increase the ultimate hydrocarbon recovery of each surface acre we have under leasehold. Excluding
our Southern Delaware Basin acreage, we had 2,677 identified horizontal drilling locations as of December 31, 2015.
We initiated our horizontal development program in 2013 and are currently operating four horizontal rigs and two
vertical rigs, which are primarily used to drill the vertical portion of horizontal wells. Through December 31, 2015,
we have drilled and completed 60 gross (51.0 net) horizontal wells in the Midland Basin and one gross (0.9 net)
horizontal wells in the Delaware Basin, and as we continue to develop our Southern Delaware Basin acreage, we
expect to identify additional horizontal drilling locations in that area. We believe that our 596 gross (372.9 net)
vertical wells provide a stable production base from which to grow our horizontal drilling program.

Incentivized management team with substantial technical and operational expertise. Our management team has a
proven track record of executing on multi-rig development drilling programs and extensive experience in the
Spraberry, Wolfberry and Wolftoka Trends of the Permian Basin. Our chief executive officer, Bryan Sheffield, is a
third generation oil and gas executive, and our management team has an average of 17 years of experience. We have
also assembled a technical team that includes 15 petroleum engineers and seven geologists with an average of 13
years of experience, which we believe will be of strategic importance as we continue to expand our future
exploration and development plans. Our executive officers hold approximately 27.1% of our ownership interest and
is our largest stockholder group. We believe our executive officers’ significant ownership interest provides
meaningful incentive to increase the value of our business for the benefit of all stockholders.

Operating control over approximately 98% of our production. As of December 31, 2015, we operated approximately
98% of the wells in which we have an interest. We believe that maintaining control of our production enables us to
dictate the pace of development and better manage the cost, type and timing of exploration, exploitation and
development activities. Our leasehold position is comprised primarily of properties that we operate and, excluding
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Southern Delaware Basin acreage, includes an estimated 2,677 potential horizontal drilling locations and 147 80- and
40-acre potential vertical drilling locations.
Conservative balance sheet. We expect to maintain financial flexibility that will allow us to develop our drilling
activities and selectively pursue acquisitions. As of December 31, 2015, we did not have any debt outstanding under
our Revolving Credit Agreement and had $574.7 million of available borrowing capacity. We believe this borrowing
capacity, along with our cash flow from operations, will provide us with sufficient liquidity to execute our current
capital program.

8
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Recent Events
Recent Horizontal Well Results

The following table provides a summary of all wells completed during the fourth quarter of 2015 that have sufficient
production data:

90-Day
30-Day Average  Average
Average  Cumulative Total
Well IP Rate Production Depth
Area Count (Boe/d) (Boe) (feet)

Midland Basin — Core 5 727 (1) 50,143 16,238
Midland Basin — TierI 2 430 (2) 33,953 14,822

) Consisting of 589 Bbls/d of oil, 352 Mcf/d of natural gas, and 79 Bbls/d of

NGLs.

2) Consisting of 365 Bbls/d of oil, 203 Mcf/d of natural gas, and 31 Bbls/d of
NGLs.

Recent Activity

In December 2015, the Company sold its interest in 91 net operated wells and 11,664 gross (7,155 net) acres in north
Martin and south Dawson Counties, Texas, for net proceeds of $39.4 million and realized a $36.7 million dollar loss,
net of estimated purchase price adjustments.

During the first quarter of 2016, we acquired certain undeveloped acreage and producing oil and gas properties located
adjacent to our existing operating areas in Upton, Reagan, and Glasscock Counties for an aggregate purchase price of
$148.5 million, of which a deposit of $10.0 million was paid in December 2015. The acquisition added 260 gross
(227 net) horizontal drilling locations across 6,040 gross (5,274 net) surface acres and production from three
producing horizontal wells. The acquisition also included one drilled horizontal well that was completed by the seller
prior to the transaction closing in January 2016.

Issuance of Class A Common Stock

On February 5, 2015, we entered into an agreement to sell 14,885,797 shares of our Class A Common Stock in a

private placement (the “Private Placement”) at a price of $15.50 per share to selected institutional investors. The Private
Placement closed on February 11, 2015, and resulted in gross proceeds of approximately $230.7 million to us and net
proceeds, after deducting underwriting discounts and commissions and offering expenses, of approximately $224.0
million. The net proceeds were used to repay a portion of our outstanding borrowings under our Revolving Credit
Agreement and for general corporate purposes.
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On September 18, 2015, we entered into an agreement to sell 14,950,000 shares of our Class A Common Stock
(including 1,950,000 shares pursuant to the underwriters’ option to purchase additional shares) at a price of $15.00 per
share in an underwritten public offering (the “September Offering”). The September Offering resulted in gross proceeds
of approximately $224.3 million to us and net proceeds, after deducting underwriting discounts and commissions and
offering expenses, of approximately $217.0 million. A portion of the net proceeds were used to repay borrowings
outstanding under our Revolving Credit Agreement. The remainder of the net proceeds are expected to be used to fund
a portion of our capital program, which may include acquisitions.

On December 9, 2015, we and NGP X US Holdings, L.P., one of our stockholders (“NGP”), entered into an agreement
to sell an aggregate of 14,202,500 shares of Class A Common Stock, including 12,911,364 shares of Class A Common
Stock issued and sold by us and 1,291,136 shares of Class A Common Stock sold by NGP at a price of $18.00 per
share in an underwritten public offering (the “December Offering”). On December 10, 2015, the underwriters exercised
in full their option to purchase additional shares. The December Offering resulted in gross proceeds of approximately
$228.7 million to us and net proceeds, after deducting underwriting discounts and commissions and offering expenses,
of approximately $228.4 million. A portion of the net proceeds from the offering were used to fund the acquisition of
6,040 gross (5,274 net) acres located in Upton, Reagan and Glasscock Counties, Texas, and the remaining net

proceeds are expected to be used to fund a portion of our capital program and for general corporate purposes. We did
not receive any of the proceeds from the sale of shares by NGP.

Upon completion of each of the Private Placement, September Offering and the December Offering, we contributed
all of the net proceeds to Parsley LLC in exchange for an aggregate of 42,747,161 PE Units. As a result, our
ownership of Parsley LLC increased to 81.0%, with the PE Unit Holders’ ownership of Parsley LL.C decreasing to
19.0%.

9
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Organizational Structure

We are a holding company that was incorporated as a Delaware corporation on December 11, 2013 for the purpose of
facilitating the IPO and to become the sole managing member of Parsley Energy, LLC, which we refer to as

“Parsley LLC”. Our principal asset is a controlling equity interest in Parsley LLC. On May 22, 2014, a registration
statement filed on Form S-1 with the SEC related to shares of Class A Common Stock was declared effective. The
IPO closed on May 29, 2014.

After the effective date of the registration statement but prior to the completion of the IPO, the limited liability
company agreement of Parsley LLC was amended and restated to modify its capital structure by replacing the
different classes of interests previously held by Parsley LL.C owners with a single new class of units called “PE Units.”
In addition, each PE Unit holder received one share of our Class B Common Stock (“Class B Common Stock™).
Pursuant to such amended and restated limited liability company agreement (the “Parsley Energy LLC Agreement”),
each PE Unit holder has the right to exchange their PE Units together with an equal number of shares of our Class B
Common Stock, for shares of our Class A Common Stock (or cash at our or Parsley LLC’s election (the “Cash Option™))
on a one-for-one basis, subject to customary conversion rate adjustments for stock splits, stock dividends and
reclassifications (the “Exchange Right”). In addition, in connection with the IPO, we entered into a Tax Receivable
Agreement (the “TRA”) with Parsley LL.C, the PE Unit holders and certain of our other equity owners (each such
person, a “TRA Holder”). This agreement generally provides for the payment by us to a TRA Holder of 85% of the net
cash savings, if any, in U.S. federal, state or local income tax that Parsley Energy, Inc. actually realizes (or is deemed
to realize in certain circumstances) in periods after the IPO as a result of (i) any tax basis increases resulting from the
contribution in connection with the IPO by such TRA Holder of all or a portion of its PE Units to us in exchange for
shares of Class A Common Stock, (ii) the tax basis increases resulting from the exchange by such TRA Holder of PE
Units for shares of Class A Common Stock pursuant to the Exchange Right (or resulting from an exchange of PE
Units for cash pursuant to the Cash Option ) and (iii) imputed interest deemed to be paid by us as a result of, and
additional tax basis arising from, any payments we make under the TRA. We will retain the benefit of the remaining
15% of these cash savings. See “Certain Relationships and Related Transactions, and Director Independence” and
“Management’s Discussion and Analysis of Financial Conditions and Results of Operations—Factors Affecting the
Comparability of Our Financial Condition and Results of Operations—Corporate Reorganization.” These transactions are
collectively referred to as the “Reorganization Transactions.”

As a result of the IPO and the related Reorganization Transactions, we became the sole managing member of, and has
a controlling equity interest in, Parsley LL.C. As the sole managing member of Parsley LL.C, we operate and control
all of the business and affairs of Parsley LL.C and, through Parsley LL.C and its subsidiaries, conduct our business. We
consolidate the financial results of Parsley LLC and its subsidiaries and record noncontrolling interests for the
economic interest in Parsley LL.C held by the Parsley LLC Unit holders.

10
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The following diagram indicates our organizational structure as of February 29, 2016. This chart is provided for
illustrative purposes only and does not represent all legal entities affiliated with us.

(1)Includes Parsley Finance Corp.
11
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Oil and Natural Gas Production Prices and Production Costs
Production and Price History

The following table sets forth information regarding net production of oil, natural gas and NGLs, and certain price and
cost information for the periods indicated:

Year Ended December 31,
2015 2014 2013
Revenues (in thousands, except percentages):

Oil sales $215,795 $232,554 $97.839
Natural gas sales 26,582 30,642 23,179
Natural gas liquids sales (1) 23,680 38,561 —
Total revenues $266,057 $301,757 $121,018

Average realized prices(2):
Oil sales, without realized derivatives (per Bbls) $44.89 $81.91 $93.28

Oil sales, with realized derivatives (per Bbls) 56.60 81.33 87.91
Natural gas, without realized derivatives (per Mcf)  2.57 4.23 4.95
Natural gas, with realized derivatives (per Mcf) 2.72 4.32 4.95
NGLs sales (per Bbls) 15.79 33.83 —
Average price per Boe, without realized derivatives  33.13 58.19 66.17

Average price per Boe, with realized derivatives 40.33 58.00 63.09

Production (3):

Oil (MBbls) 4,807 2,839 1,049
Natural gas (MMcf) 10,339 7,245 4,680
Natural gas liquids (MBoe) (1) 1,500 1,140 —
Total (MBoe) 8,031 5,186 1,829
Average daily production volume:

Oil (Bbls/d) 13,170 7,778 2,874
Natural gas (Mcf/d) 28,326 19,849 12,822
Natural gas liquids (Boe/d) 4,110 3,123 —
Total (Boe/d) 22,003 14,207 5,011

(1)For the year ended December 31, 2013, NGLs sales and production are included in the natural gas line item.

(2) Average prices shown in the table reflect prices both before and after the effects of our realized commodity
hedging transactions. Our calculation of such effects includes both realized gains and losses on cash settlements for
commodity derivative transactions and premiums paid or received on options that settled during the period.

(3)One Boe is equal to six Mcf of natural gas or one Bbl of oil or NGLs based on an approximate energy equivalency.
This is an energy content correlation and does not reflect a value or price relationship between the commodities.

Productive Wells
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As of December 31, 2015 we owned an average 82% working interest in 71 gross (58.2 net) productive horizontal
wells. As of December 31, 2015 we owned an average 68% working interest in 596 gross (372.9 net) productive
vertical wells. Productive wells consist of producing wells and wells capable of production, including oil wells
awaiting connection to production facilities. Gross wells are the total number of producing wells in which we have an
interest, and net wells are the sum of our fractional working interests owned in gross wells.
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General

As of December 31, 2015, we operated approximately 99.5% of the wells in which we have an interest. As operator,
we design and manage the development of a well and supervise operation and maintenance activities on a day-to-day
basis. Independent contractors engaged by us provide all the equipment and personnel associated with these activities.
We employ petroleum engineers, geologists and land professionals who work to improve production rates, increase
reserves and lower the cost of operating our oil and natural gas properties.

Marketing and Customers

We market the majority of the production from properties we operate for both our account and the account of the other
working interest owners in these properties. We sell our production to purchasers at market prices.

We normally sell production to a relatively small number of customers, as is customary in the exploration,
development and production business. For the year ended December 31, 2015, four purchasers each accounted for
more than 10% of our revenue during the period: Shell Trading (US) Company, BML, Inc. (“BML”), Targa Pipeline
Mid-Continent, LLC (“Targa”), and Transoil Marketing, LLC. For the year ended December 31, 2014, five purchasers
each accounted for more than 10% of our revenue during the period: Targa, Plains Marketing, LP (‘“Plains”), BML,
Permian Transport & Trading (“PTT”) and Enterprise Crude Oil, LLC (“Enterprise”). For the year ended December 31,
2013, four purchasers, PTT, Plains, Enterprise and Targa, each accounted for more than 10% of our revenue. No other
customer accounted for more than 10% of our revenue during these periods. If a major customer decided to stop
purchasing oil and natural gas from us, revenue could decline and our operating results and financial condition could
be harmed. However, we believe that the loss of any one or all of our major purchasers would not have a materially
adverse effect on our financial condition or results of operations, as crude oil and natural gas are fungible products
with well-established markets and numerous purchasers.

Transportation

During the initial development of our fields, we consider all gathering and delivery infrastructure in the areas of our
production. Our oil is transported from the wellhead to our tank batteries by our gathering systems. The purchaser
then transports the oil by truck or pipeline to a tank farm, another pipeline or a refinery. Our natural gas is transported
from the wellhead to the purchaser’s meter and pipeline interconnection point through our gathering system.

In addition, we move the majority of our produced water by pipeline connected to commercial salt water disposal
wells rather than by truck. However, due to the inaccessibility of certain of our wells, some produced water will likely
always be required to be taken away by truck. We believe that the completion of gathering systems, the connection to
salt water disposal wells and other actions will help us to reduce our lease operating expense in future periods.

In the third quarter of 2014, we entered into an agreement with a private midstream services company for firm
pipeline capacity from our North Upton County and South Midland County acreage to Colorado City, Texas, which
enables us to bypass the Midland pricing market for a substantial portion of our crude oil production when pipeline
deliveries commence. As of December 31, 2015, approximately 43% of our gross oil production was being
transported by this pipeline.

Competition
The oil and natural gas industry is intensely competitive, and we compete with other companies that have greater
resources. Many of these companies not only explore for and produce oil and natural gas, but also carry on midstream

and refining operations and market petroleum and other products on a regional, national or worldwide basis. These
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companies may be able to pay more for productive oil and natural gas properties and exploratory prospects or to
define, evaluate, bid for and purchase a greater number of properties and prospects than our financial or human
resources permit. In addition, these companies may have a greater ability to continue exploration activities during
periods of low oil and natural gas market prices. Our larger or more integrated competitors may be able to absorb the
burden of existing, and any changes to, federal, state and local laws and regulations more easily than we can, which
would adversely affect our competitive position. Our ability to acquire additional properties and to discover reserves
in the future will be dependent upon our ability to evaluate and select suitable properties and to consummate
transactions in a highly competitive environment. In addition, because we have fewer financial and human resources
than many companies in our industry, we may be at a disadvantage in bidding for exploratory prospects and producing
oil and natural gas properties.

There is also competition between oil and natural gas producers and other industries producing energy and fuel.
Furthermore, competitive conditions may be substantially affected by various forms of energy legislation and/or
regulation considered from time to time by the governments of the United States and the jurisdictions in which we
operate. It is not possible to predict the nature of any
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27



Edgar Filing: Parsley Energy, Inc. - Form 10-K

such legislation or regulation which may ultimately be adopted or its effects upon our future operations. Such laws
and regulations may substantially increase the costs of exploring for, developing or producing oil and natural gas and
may prevent or delay the commencement or continuation of a given operation. Our larger competitors may be able to
absorb the burden of existing, and any changes to, federal, state and local laws and regulations more easily than we
can, which would adversely affect our competitive position.

Segment Information and Geographic Area

Operating segments are defined under generally accepted accounting principles as components of an enterprise that (i)
engage in activities from which it may earn revenues and incur expenses (ii) for which separate operational financial
information is available and is regularly evaluated by the chief operating decision maker for the purpose of allocating
resources and assessing performance.

Based on our organization and management, we have only one reportable operating segment, which is oil and natural
gas exploration and production. We consider drilling rig services ancillary to our oil and gas exploration and
producing activities and manage these services to support such activities. All of our operations are conducted in one
geographic area of the United States. For additional information, see our consolidated and combined financial
statements in this Annual Report beginning on page F-1.

Seasonality of Business

Weather conditions affect the demand for, and prices of, oil and natural gas. Demand for oil and natural gas is
typically higher in the fourth and first quarters resulting in higher prices. Due to these seasonal fluctuations, results of
operations for individual quarterly periods may not be indicative of the results that may be realized on an annual basis.

Oil and Natural Gas Leases

The typical oil and natural gas lease agreement covering our properties provides for the payment of royalties to the
mineral owner for all oil and natural gas produced from any wells drilled on the leased premises. The lessor royalties
and other leasehold burdens on our properties generally range from 20% to 25%, resulting in a net revenue interest to
us generally ranging from 75% to 80%.

Markets for Sale of Production

Our ability to market oil and natural gas found and produced, if any, will depend on numerous factors beyond our
control, the effect of which factors cannot be accurately predicted or anticipated. Some of these factors include,
without limitation, the availability of other domestic and foreign production, the marketing of competitive fuels, the
proximity and capacity of pipelines, fluctuations in supply and demand, the availability of a ready market, the effect of
United States federal and state regulation of production, refining, transportation and sales and general national and
worldwide economic conditions. Additionally, we may experience delays in marketing natural gas production and
fluctuations in natural gas prices, and our marketing professionals may experience short-term delays in marketing oil
due to trucking and refining constraints. There is no assurance that we will be able to market any oil or natural gas
produced, or, if such oil or natural gas is marketed, that favorable prices can be obtained.

The United States natural gas market has undergone several significant changes over the past few decades. The
majority of federal price ceilings were removed in 1985 and the remainder were lifted by the Natural Gas Wellhead
Decontrol Act of 1989. Thus, currently, the United States natural gas market is operating in a free market environment
in which the price of gas is determined by market forces rather than by regulations. At the same time, the domestic
natural gas industry has also seen a dramatic change in the manner in which gas is bought, sold and transported. In
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most cases, natural gas is no longer sold to a pipeline company. Instead, the pipeline company now serves the role of
transporter primarily, and gas producers are free to sell their product to marketers, local distribution companies, end
users or a combination thereof.

Recently, oil and natural gas prices have been under considerable pressure due to oversupply and other market
conditions. Specifically, increased foreign production and increased efficiencies in horizontal drilling combined with
exploration of newly developed shale fields in North America have dramatically increased global oil and natural gas
production, which has led to significantly lower market prices for these commodities. In view of the many
uncertainties affecting the supply and demand for oil, natural gas, and NGLs, we are unable to predict future oil and
natural gas prices or the overall effect, if any, that the decline in demand for and the oversupply of such products will
have on our financial condition or results of operations.
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Regulation of the Oil and Natural Gas Industry

Our operations are substantially affected by federal, state and local laws and regulations. Failure to comply with
applicable laws and regulations can result in substantial penalties. The regulatory burden on the industry increases the
cost of doing business and affects profitability. Although we believe we are in substantial compliance with all
applicable laws and regulations, such laws and regulations are frequently amended or reinterpreted. Therefore, we are
unable to predict the future costs or impact of compliance. Additional proposals and proceedings that affect the oil and
natural gas industry are regularly considered by Congress, the states, the Federal Energy Regulatory Commission (the
“FERC”) and the courts. We cannot predict when or whether any such proposals may become effective. We do not
believe that we would be affected by any such action materially differently than similarly situated competitors.

Regulation Affecting Production

Natural gas production and related operations are, or have been, subject to price controls, taxes and numerous other
laws and regulations. All of the jurisdictions in which we own or operate producing oil and natural gas properties have
statutory provisions regulating the exploration for and production of oil and natural gas, including provisions related
to permits for the drilling of wells, bonding requirements to drill or operate wells, the location of wells, the method of
drilling and casing wells, the surface use and restoration of properties upon which wells are drilled, sourcing and
disposal of water used in the drilling and completion process, and the abandonment of wells. Our operations are also
subject to various conservation laws and regulations. These include the regulation of the size of drilling and spacing
units or proration units, the number of wells which may be drilled in an area, and the unitization or pooling of crude
oil or natural gas wells, as well as regulations that generally prohibit the venting or flaring of natural gas, and impose
certain requirements regarding the ratability or fair apportionment of production from fields and individual wells.
These laws and regulations may limit the amount of oil and gas we can drill. Moreover, each state generally imposes a
production or severance tax with respect to the production and sale of oil, NGLs and gas within its jurisdiction. States
do not regulate wellhead prices or engage in other similar direct regulation, but there can be no assurance that they
will not do so in the future. The effect of such future regulations may be to limit the amounts of oil and gas that may
be produced from our wells, negatively affect the economics of production from these wells or limit the number of
locations we can drill.

The failure to comply with the rules and regulations of natural gas production and related operations can result in
substantial penalties. Our competitors in the oil and natural gas industry are subject to the same regulatory
requirements and restrictions that affect our operations.

Regulation Affecting Sales and Transportation of Commodities

Sales prices of gas, oil, condensate and NGLs are not currently regulated and are made at market prices. Although
prices of these energy commodities are currently unregulated, the United States Congress historically has been active
in their regulation. We cannot predict whether new legislation to regulate oil and gas, or the prices charged for these
commodities might be proposed, what proposals, if any, might actually be enacted by the United States Congress or
the various state legislatures and what effect, if any, the proposals might have on our operations. Sales of oil and
natural gas may be subject to certain state, and potentially federal, reporting requirements.

The price and terms of service of transportation of the commodities, including access to pipeline transportation
capacity, are subject to extensive federal and state regulation. Such regulation may affect the marketing of oil and
natural gas produced by the partnership, as well as the revenues received for sales of such production. Gathering
systems may be subject to state ratable take and common purchaser statutes. Ratable take statutes generally require
gatherers to take, without undue discrimination, oil and natural gas production that may be tendered to the gatherer for
handling. Similarly, common purchaser statutes generally require gatherers to purchase, or accept for gathering,

30



Edgar Filing: Parsley Energy, Inc. - Form 10-K

without undue discrimination as to source of supply or producer. These statutes are designed to prohibit discrimination
in favor of one producer over another producer or one source of supply over another source of supply. These statutes
may affect whether and to what extent gathering capacity is available for oil and natural gas production, if any, of the
drilling program and the cost of such capacity. Further state laws and regulations govern rates and terms of access to
intrastate pipeline systems, which may similarly affect market access and cost.

The FERC regulates interstate natural gas pipeline transportation rates and service conditions. The FERC is
continually proposing and implementing new rules and regulations affecting interstate transportation. The stated
purpose of many of these regulatory changes is to promote competition among the various sectors of the natural gas
industry and to promote market transparency. We do not believe that our drilling program will be affected by any such
FERC action in a manner materially differently than other similarly situated natural gas producers.
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In addition to the regulation of natural gas pipeline transportation, FERC has jurisdiction over the purchase or sale of
gas or the purchase or sale of transportation services subject to FERC’s jurisdiction pursuant to the Energy Policy Act
of 2005 (“EPAct 2005). Under the EPAct 2005, it is unlawful for “any entity,” including producers such as us, that are
otherwise not subject to FERC’s jurisdiction under the Natural Gas Act of 1938 (“NGA”) to use any deceptive or
manipulative device or contrivance in connection with the purchase or sale of gas or the purchase or sale of
transportation services subject to regulation by FERC, in contravention of rules prescribed by FERC. FERC’s rules
implementing this provision make it unlawful, in connection with the purchase or sale of gas subject to the jurisdiction
of FERC, or the purchase or sale of transportation services subject to the jurisdiction of FERC, for any entity, directly
or indirectly, to use or employ any device, scheme or artifice to defraud; to make any untrue statement of material fact
or omit to make any such statement necessary to make the statements made not misleading; or to engage in any act or
practice that operates as a fraud or deceit upon any person. EPAct 2005 also gives FERC authority to impose civil
penalties for violations of the NGA and the Natural Gas Policy Act of 1978 up to $1.0 million per day per violation.
The anti-manipulation rule applies to activities of otherwise non-jurisdictional entities to the extent the activities are
conducted “in connection with” gas sales, purchases or transportation subject to FERC jurisdiction, which includes the
annual reporting requirements under Order 704 (defined below).

In December 2007, FERC issued a final rule on the annual natural gas transaction reporting requirements, as amended
by subsequent orders on rehearing (“Order 704”). Under Order 704, any market participant, including a producer such as
us that engages in wholesale sales or purchases of gas that equal or exceed 2.2 million MMBtus of physical natural

gas in the previous calendar year, must annually report such sales and purchases to FERC on Form No. 552 on May 1

of each year. Form No. 552 contains aggregate volumes of natural gas purchased or sold at wholesale in the prior
calendar year to the extent such transactions utilize, contribute to the formation of price indices. It is the responsibility
of the reporting entity to determine which individual transactions should be reported based on the guidance of Order
704. Order 704 is intended to increase the transparency of the wholesale gas markets and to assist FERC in monitoring
those markets and in detecting market manipulation.

The FERC also regulates rates and service conditions for interstate transportation of oil, including NGLs, under the
Interstate Commerce Act (“ICA”). Prices received from the sale of liquids may be affected by the cost of transporting
those products to market. The ICA requires that pipelines maintain a tariff on file with FERC. The tariff sets forth the
established rates as well as the rules and regulations governing the service. The ICA requires, among other things, that
rates and terms and conditions of service on interstate common carrier pipelines be “just and reasonable.” Such pipelines
must also provide jurisdictional service in a manner that is not unduly discriminatory or unduly preferential. Shippers
have the power to challenge new and existing rates and terms and conditions of service before FERC.

Rates of interstate liquids pipelines are currently regulated by FERC primarily through an annual indexing
methodology, under which pipelines increase or decrease their rates in accordance with an index adjustment specified
by FERC. For the five-year period beginning in 2010, FERC established an annual index adjustment equal to the
change in the producer price index for finished goods plus 2.65%. For the five-year period beginning on July 1, 2016,
FERC established an annual index adjustment equal to the change in the producer price index for finished goods plus
1.23%. This adjustment is subject to review every five years. Under FERC’s regulations, a liquids pipeline can request
a rate increase that exceeds the rate obtained through application of the indexing methodology by using a
cost-of-service approach, but only after the pipeline establishes that a substantial divergence exists between the actual
costs experienced by the pipeline and the rates resulting from application of the indexing methodology. Increases in
liquids transportation rates may result in lower revenue and cash flows for the partnership.

In addition, due to common carrier regulatory obligations of liquids pipelines, capacity must be prorated among
shippers in an equitable manner in the event there are nominations in excess of capacity or for new shippers.
Therefore, new shippers or increased volume by existing shippers may reduce the capacity available to us. Any
prolonged interruption in the operation or curtailment of available capacity of the pipelines that we rely upon for
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liquids transportation could have a material adverse effect on our business, financial condition, results of operations
and cash flows. However, we believe that access to liquids pipeline transportation services generally will be available
to us to the same extent as to our similarly-situated competitors.

Intrastate liquids pipeline transportation rates are subject to regulation by state regulatory commissions. The basis for
intrastate liquids pipeline regulation, and the degree of regulatory oversight and scrutiny given to intrastate liquids
pipeline rates, varies from state to state. We believe that the regulation of liquids pipeline transportation rates will not
affect our operations in any way that is materially different from the effects on our similarly-situated competitors.

In addition to FERC’s regulations, we are required to observe anti-market manipulation laws with regard to our
physical sales of energy commodities. In November 2009, the Federal Trade Commission (“FTC”) issued regulations
pursuant to the Energy Independence and Security Act of 2007, intended to prohibit market manipulation in the
petroleum industry. Violators of the regulations face civil penalties of up to $1 million per violation per day. In July
2010, Congress passed the Dodd-Frank Act, which incorporated an expansion of the authority of the Commodity
Futures Trading Commission (“CFTC”) to prohibit market manipulation in the markets regulated by the CFTC. This
authority, with respect to crude oil swaps and futures contracts, is similar to the anti-
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manipulation authority granted to the FTC with respect to crude oil purchases and sales. In July 2011, the CFTC
issued final rules to implement their new anti-manipulation authority. The rules subject violators to a civil penalty of
up to the greater of $1 million or triple the monetary gain to the person for each violation.

Regulation of Environmental and Occupational Safety and Health Matters

Our operations are subject to stringent and complex federal, state and local laws and regulations governing
environmental protection as well as the discharge of materials into the environment and occupational health and
safety. These laws and regulations may, among other things (i) require the acquisition of permits to conduct
exploration, drilling and production operations; (ii) restrict the types, quantities and concentration of various
substances that can be released into the environment or injected into formations in connection with oil and natural gas
drilling and production activities; (iii) limit or prohibit drilling activities on certain lands lying within wilderness,
wetlands and other protected areas; (iv) require remedial measures to mitigate pollution from former and ongoing
operations, such as requirements to close pits and plug abandoned wells; and (v) impose substantial liabilities for
pollution resulting from drilling and production operations. Any failure to comply with these laws and regulations
may result in the assessment of administrative, civil and criminal penalties, the imposition of corrective or remedial
obligations, and the issuance of orders enjoining performance of some or all of our operations.

These laws and regulations may also restrict the rate of oil and natural gas production below the rate that would
otherwise be possible. The regulatory burden on the oil and natural gas industry increases the cost of doing business in
the industry and consequently affects profitability. Additionally, Congress and federal and state agencies frequently
revise environmental laws and regulations, and any changes that result in more stringent and costly waste handling,
disposal and cleanup requirements for the oil and natural gas industry could have a significant impact on our operating
costs.

The clear trend in environmental regulation is to place more restrictions and limitations on activities that may affect
the environment, and thus any changes in environmental laws and regulations or re-interpretation of enforcement
policies that result in more stringent and costly waste handling, storage transport, disposal, or remediation
requirements could have a material adverse effect on our financial position and results of operations. We may be
unable to pass on such increased compliance costs to our purchasers. Moreover, accidental releases or spills may
occur in the course of our operations, and we cannot assure you that we will not incur significant costs and liabilities
as a result of such releases or spills, including any third-party claims for damage to property, natural resources or
persons. While compliance with existing environmental laws and regulations has not had a material adverse effect on
our operations, we can provide no assurance that this will continue in the future.

The following is a summary of the more significant existing and proposed environmental, occupational health and
safety laws and regulations to which our business operations are or may be subject and for which compliance may
have a material adverse impact on our capital expenditures, results of operations or financial position.

The Resource Conservation and Recovery Act

The Resource Conservation and Recovery Act (