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DOCUMENTS INCORPORATED BY REFERENCE

Portions of the definitive proxy statement for the Registrant’s 2015 Annual Meeting of Shareholders are incorporated
by reference in Part III of this Form 10-K. Such definitive proxy statement will be filed with the U.S. Securities and
Exchange Commission not later than 120 days subsequent to December 31, 2014.




Edgar Filing: CARRIZO OIL & GAS INC - Form 10-K

TABLE OF CONTENTS

Forward-Looking Statements

PART 1

Item 1. Business

Item 1A. Risk Factors

Item 1B. Unresolved Staff Comments

Item 2. Properties

Item 3. Legal Proceedings

Item 4. Mine Safety Disclosures

PART II

Item 5. Market for Registrant’s Common Equity, Related Shareholder Matters and Issuer Purchases
of Equity Securities

Item 6. Selected Financial Data

Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations
Item 7A. Qualitative and Quantitative Disclosures about Market Risk

Item 8. Financial Statements and Supplementary Data

Item 9. Changes In and Disagreements With Accountants on Accounting and Financial Disclosures
Item 9A. Controls and Procedures

Item 9B. Other Information

PART III

Item 10. Directors, Executive Officers and Corporate Governance

Item 11. Executive Compensation

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related
Shareholder Matters

Item 13. Certain Relationships and Related Transactions, and Director Independence

Item 14. Principal Accounting Fees and Services

PART IV

Item 15. Exhibits and Financial Statement Schedules

O8]

EEBEBR™
Sy ===

AN [N [ [ [
BRRIEEIEE &

PR 2 ER

|O‘\
(\S]




Edgar Filing: CARRIZO OIL & GAS INC - Form 10-K

Forward-Looking Statements
This annual report contains statements concerning our intentions, expectations, projections, assessments of risks,
estimations, beliefs, plans or predictions for the future, objectives, goals, strategies, future events or performance and
underlying assumptions and other statements that are not historical facts. These statements are ‘“forward-looking
statements” within the meaning of the Private Securities Litigation Reform Act of 1995. These forward-looking
statements include, among others, statements regarding:
our growth strategies;
our ability to explore for and develop oil and gas resources successfully and economically;
our estimates and forecasts of the timing, number and results of wells we expect to drill and other exploration
activities;
our estimates regarding timing and levels of production;
changes in reserves, acreage and working capital requirements;
commodity price risk management activities and the impact on our average realized prices;
anticipated trends in our business;
availability of pipeline connections and water disposal on economic terms;
the effects of competition on us;
our future results of operations;
our liquidity and our ability to finance our exploration and development activities, including accessibility of
borrowings under our revolving credit facility, our borrowing base, and the result of any borrowing base
redetermination;
our planned expenditures, prospects budgeted and capital expenditure plan;
future market conditions in the oil and gas industry;
our ability to make, integrate and develop acquisitions and realize any expected benefits or effects of completed
acquisitions;
the benefits, results, effects, availability of and results of new and existing joint ventures and sales transactions;
receipt of receivables, drilling carry and proceeds from sales;
our ability to complete planned transactions on desirable terms; and

the impact of governmental regulation, taxes, market changes and world

events.
You generally can identify our forward-looking statements by the words “anticipate,” “believe,” budgeted,” “continue,”
“could,” “estimate,” “expect,” “forecast,” “goal,” “intend,” “may,” “objective,” “plan,” “potential,” “predict,” “projection,” *“sc
other similar words. Such statements involve risks and uncertainties, including, but not limited to, those relating to the
worldwide economic downturn, availability of financing, our dependence on our exploratory drilling activities, the
volatility of and changes in oil and gas prices, the need to replace reserves depleted by production, operating risks of
oil and gas operations, our dependence on our key personnel, factors that affect our ability to manage our growth and
achieve our business strategy, results, delays and uncertainties that may be encountered in drilling, development or
production, interpretations and impact of oil and gas reserve estimation and disclosure requirements, activities and
approvals of our partners and parties with whom we have alliances, technological changes, capital requirements, the
timing and amount of borrowing base determinations (including determinations by lenders) and availability under our
revolving credit facility, evaluations of us by lenders under our revolving credit facility, the potential impact of
government regulations, including current and proposed legislation and regulations related to hydraulic fracturing, oil
and natural gas drilling, air emissions and climate change, regulatory determinations, litigation, competition, the
uncertainty of reserve information and future net revenue estimates, acquisition risks, availability of equipment and
crews, actions by our midstream and other industry partners, weather, actions by lenders, our ability to obtain permits
and licenses, the results of audits and assessments, the failure to obtain certain bank and lease consents, the existence
and resolution of title defects, new taxes and impact fees, delays, costs and difficulties relating to our joint ventures,
actions by joint venture partners, results of exploration activities, the availability and completion of land acquisitions,
completion and connection of wells, and other factors detailed in this annual report.
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We have based our forward-looking statements on our management’s beliefs and assumptions based on information
available to our management at the time the statements are made. We caution you that assumptions, beliefs,
expectations, intentions and projections about future events may and often do vary materially from actual results.
Therefore, we cannot assure you that actual results will not differ materially from those expressed or implied by our
forward-looking statements.
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Some of the factors that could cause actual results to differ from those expressed or implied in forward-looking
statements are described under Part I, “Item 1A. Risk Factors” and in other sections of this annual report. Should one or
more of these risks or uncertainties materialize, or should underlying assumptions prove incorrect, actual outcomes
may vary materially from those indicated. All subsequent written and oral forward-looking statements attributable to

us or persons acting on our behalf are expressly qualified in their entirety by reference to these risks and uncertainties.
You should not place undue reliance on our forward-looking statements. Each forward-looking statement speaks only
as of the date of the particular statement, and, except as required by law, we undertake no duty to update or revise any
forward-looking statement.

Certain terms used herein relating to the oil and gas industry are defined in “Glossary of Certain Industry Terms”
included under Part I, “Item 1. Business.”

4
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PART 1
Item 1. Business
General Overview
Carrizo Oil & Gas, Inc. is a Houston-based energy company which, together with its subsidiaries (collectively,
“Carrizo,” the “Company” or “we”), is actively engaged in the exploration, development, and production of oil and gas
primarily from resource plays located in the United States. Our current operations are principally focused in proven,
producing oil and gas plays primarily in the Eagle Ford Shale in South Texas, the Utica Shale in Ohio, the Niobrara
Formation in Colorado and the Marcellus Shale in Pennsylvania.
The Company achieved record total production in 2014 of 12.0 MMBoe, a 20% increase from 2013. At year-end
2014, our U.S. proved reserves of 151.1 MMBoe were 67% crude oil, 9% natural gas liquids and 24% natural gas, as
compared to 61%, 8% and 31% at year-end 2013, respectively. Our reserves increased primarily as a result of our
ongoing drilling program, as well as the acquisition of additional leasehold and producing interests primarily in
LaSalle, Atascosa, and McMullen counties, Texas in the Eagle Ford Shale.
The following table provides details about the Company’s proved reserves as of the dates indicated.

Proved Reserves

(MMBoe)
December 31, 2014 December 31, 2013
Eagle Ford 122.5 73.9
Niobrara 5.6 5.3
Utica 0.6 —
Marcellus 22.3 22.2
Other 0.1 0.1
Total 151.1 101.5

Our 2015 capital expenditure plan currently includes $450.0 million to $470.0 million for drilling and completion and
$35.0 million for leasehold and seismic. This plan represents a decrease of approximately 42% from our 2014 capital
expenditures and reflects our strategy of controlling capital costs and maintaining financial flexibility in a low
commodity price environment. As discussed in this Annual Report on Form 10-K, our 2015 capital expenditure plan
and our 2014 capital expenditures do not include amounts for the Eagle Ford Shale Acquisition described in “Crude Oil
Plays and Projects—Eagle Ford” below. We currently expect to commit the majority of our 2015 capital expenditure plan
to the continued development of our properties in the Eagle Ford, and to a lesser extent, Niobrara and Utica. We

intend to finance our 2015 capital expenditure plan primarily from cash flow from operations and our senior secured
revolving credit facility as well as other sources described in “Item 7. Management’s Discussion and Analysis of
Financial Condition and Results of Operations—Liquidity and Capital Resources.” Other available sources of funding
include proceeds from the possible selective sale of assets, joint ventures and offerings of securities. Our capital
expenditure plan has the flexibility to adjust should the low commodity price environment change. The table below
summarizes our actual capital expenditures for 2014 and our planned capital expenditures for 2015:

Capital Expenditures

(In millions)

2015 Plan 2014 Actual
Drilling and completion
Eagle Ford (1) $377.0 $518.7
Niobrara 37.0 108.4
Utica 30.0 48.3
Marcellus 7.0 234
Other 9.0 16.6
Total drilling and completion (2) 460.0 715.4
Leasehold and seismic (1) 35.0 142.9
Total $495.0 $858.3
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(1)Does not include the Eagle Ford Shale Acquisition (as defined below).
(2)Represents the midpoint of our 2015 drilling and completion capital expenditure plan of $450.0 million to $470.0
million.
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Summary of 2014 Proved Reserves, Drilling and Production by Area

Eagle Ford  Niobrara Utica Marcellus ~ Other Total
Proved reserves by product
Crude oil (MMBDIs) 96.0 4.4 0.2 — 0.1 100.7
NGLs (MMBbDlIs) 12.8 0.6 0.1 — — 13.5
Natural gas (Bcf) 81.8 3.8 1.7 133.5 0.2 221.0
Total proved reserves (MMBoe) 122.5 5.6 0.6 22.3 0.1 151.1
Proved reserves by classification (MMBoe)
Proved developed 41.7 4.0 0.6 19.1 0.1 65.5
Proved undeveloped 80.8 1.6 — 32 — 85.6
Total proved reserves 122.5 5.6 0.6 22.3 0.1 151.1
Percent of total reserves 81% 4% — 15% — 100%
2014 production (MMBoe) 7.7 09 0.1 3.1 0.2 12.0
Percent of total production 64% 8% 1% 26% 1% 100%
Eagle Ford  Niobrara Utica Marcellus  Other Total
Operated Well Data Gross Net Gross Net Gross Net Gross Net Gross Net Gross Net
Year Ended December 31, 2014
Wells drilled 69 58.0 32 13.0 3 22 3 1.2 1 1.0 108 754

Wells brought on production 73 58.7 38 151 2 14 19 51 1 1.0 133 813

As of December 31, 2014

Wells waiting on completion 25 225 7 37 2 1.7 11 43 — — 45 322
Wells producing 193 1709 112 477 1 09 82 263 — — 388 2458
Crude Oil Plays and Projects

At December 31, 2014, our crude oil and NGL proved reserves were 114.2 MMBoe, a 63% increase from 70.2
MMBoe at December 31, 2013. The significant increase in crude oil and NGL reserves was primarily due to the
execution of our ongoing drilling program in the Eagle Ford, as well as the Eagle Ford Shale Acquisition described in
further detail below, together adding 43.4 MMBoe of crude oil and NGLs to our proved reserves (48.6 MMBoe
including associated gas) during 2014.

Eagle Ford

The Eagle Ford Shale is our most significant operational area. Our core Eagle Ford properties are located in LaSalle
County and, to a lesser extent, in McMullen, Frio and Atascosa counties in Texas. As of December 31, 2014, we held
interests in approximately 111,539 gross (80,983 net) acres and we were operating three rigs in the Eagle Ford Shale.
We currently expect to operate three rigs in the Eagle Ford throughout most of 2015. We are pleased with the
performance of downspacing tests in the Eagle Ford and, as of December 31, 2014, approximately 65% of the
approximately 936 net future oil-focused drilling locations in the Eagle Ford are 330-ft.-spaced locations. Based on
our current estimates of drilling and completion costs, ultimate recoveries per well, differentials and operatingcosts,
approximately 80% of our drilling locations are profitable at an oil price of $45.00 per Bbl.

On October 24, 2014, we completed the acquisition of approximately 6,820 net acres primarily in LaSalle, Atascosa,
and McMullen counties, Texas from Eagle Ford Minerals, LLC (“EFM”) (such acquisition, the “Eagle Ford Shale
Acquisition”). This acquisition had an effective date of October 1, 2014, with an adjusted purchase price of $241.8
million, which represents an agreed upon purchase price of $250.0 million, less working capital adjustments. We paid
EFM approximately $93.0 million in cash at closing and $148.8 million on February 13, 2015. Prior to the acquisition,
the Company and EFM were joint working interest owners in the acquired properties, for which we acted as the

10
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operator and owned an approximate 75% working interest. After giving effect to the acquisition, we hold an
approximate 100% working interest in the acquired properties. For additional information see “Note 4. Eagle Ford
Shale Acquisition” of the Notes to our Consolidated Financial Statements.

GAIL Joint Venture. As of December 31, 2014, approximately 27,009 net acres are subject to our September 2011
joint venture arrangements with GAIL GLOBAL (USA) INC. (“GAIL”), a wholly owned subsidiary of GAIL (India)
Limited. Under this arrangement,

6
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GAIL acquired a 20% interest in certain oil and gas properties in the Eagle Ford Shale and an option to purchase a
20% share of acreage acquired by us after the closing located in specified areas adjacent to the initially purchased
areas. The consideration paid by GAIL at closing was $63.7 million in cash and a commitment, since satisfied, to pay
50% of certain of our development costs totaling approximately $31.3 million net to our interest. We generally serve
as operator of the GAIL joint venture properties.

Niobrara

As of December 31, 2014, we held interests in approximately 101,730 gross (35,940 net) acres in the Niobrara,
primarily in Weld and Adams counties, Colorado, and were operating one rig. During 2014, we participated in 71
gross (4.0 net) additional wells as a non-operator. We currently expect to continue to participate as a non-operator in
high-density projects in the Niobrara. Based on our current estimates of drilling and completion costs, ultimate
recoveries per well, differentials and operating costs, locations in the core portion of our Niobrara acreage position are
profitable at an oil price of $57.00 per Bbl.

OIL JV Partners Joint Venture. In October 2012, we completed the sale of a portion of our interests in certain oil and
gas properties in the Niobrara to OIL India (USA) Inc. and IOCL (USA) Inc., wholly owned subsidiaries of OIL India
Ltd. and Indian Oil Corporation Ltd., respectively. For convenience, in this Annual Report on Form 10-K the term
“OIL JV Partners” is used to refer collectively to OIL India (USA) Inc. and IOCL (USA) Inc.

During 2012 and 2013, the OIL JV Partners paid $41.3 million in cash at closing and $41.3 million of our
development costs on certain properties in which such partners acquired interests from us. We granted an option in
favor of the OIL JV Partners to purchase a 30% share of acreage subsequently acquired by us in specified areas of the
play.

Haimo Joint Venture. In December 2012, we completed the sale of an additional portion of our remaining interests in
the same oil and gas properties sold to the OIL JV Partners in the transaction described above to Haimo Oil & Gas
LLC (“Haimo”), a wholly owned subsidiary of Lanzhou Haimo Technologies Co. Ltd. We also granted an option in
favor of Haimo to purchase a 10% share of acreage subsequently acquired by us in the same properties as the OIL JV
Partners described above. Following the closing of the Haimo transaction in fourth quarter 2012, the joint venture
ownership interests in our Niobrara development activities were 60% Carrizo, 30% the OIL JV Partners, and 10%
Haimo.

We serve as operator of the properties covered by our Niobrara joint venture arrangements. As of December 31, 2014,
approximately 56,368 acres (net to the joint venture) in the Niobrara Formation were subject to our Niobrara joint
venture arrangements.

Utica

We continued our emphasis in exploring for and developing crude oil and NGL plays through our acquisition of
interests in the Utica Shale. As of December 31, 2014, we held interests in approximately 40,699 gross (27,140 net)
acres in the Utica. In the first quarter of 2014, we brought our initial Utica well, the Rector 1H in Guernsey County,
Ohio, online, and subsequently shut-in the well pending completion of pipeline facilities. We expect to bring the
Rector 1H back online in 2015 once midstream infrastructure is in place. The second Utica well, the Brown 1H in
Guernsey County, Ohio, was brought online in the first quarter of 2015. After an extended well test we intend to also
shut-in this well until midstream infrastructure is completed. We have also drilled an additional two wells in the Utica
and completed hydraulically fracturing them in the first quarter of 2015. These wells are currently “resting” and we
expect to put on extended well tests later in 2015. In addition, we have drilled and cased the upper portions of 16
additional wells. We do not expect to complete the drilling of these wells until oil prices recover and midstream
infrastructure is under construction. As of December 31, 2014, we were operating one rig in the Utica, which was
released in the first quarter of 2015. During 2014, we participated in 9 gross (0.3 net) additional wells as a
non-operator.

Avista Utica Joint Venture. Effective September 2011, our wholly-owned subsidiary, Carrizo (Utica) LLC, entered
into a joint venture in the Utica Shale with ACP II Marcellus LLC (“ACP II"’), which is also one of our joint venture
partners in the Marcellus Shale, and ACP III Utica LLC (“ACP III”’), both affiliates of Avista Capital Partners, LP, a
private equity fund (collectively with ACP II and ACP III, “Avista”). During the term of the Avista Utica joint venture,
the joint venture partners acquired and sold acreage and we exercised options under the Avista Utica joint venture
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agreements to acquire acreage from Avista. The Avista Utica joint venture agreements were terminated on October 31,
2013 in connection with our purchase of certain ACP III assets discussed below.

On October 31, 2013, we completed the acquisition of approximately 5,900 net acres located primarily in Guernsey
and Noble counties, Ohio from Avista. This transaction had an effective date of July 1, 2013, and we paid Avista
approximately $77.1 million in cash. Prior to the acquisition from ACP III, the properties in the Avista Utica joint
venture were held on an equal basis by us and Avista. This transaction was initially funded with proceeds from the
sale of our remaining oil and gas properties in the Barnett Shale. See also “Natural Gas Plays—Barnett” below. In
connection with this transaction, we terminated the Avista Utica joint venture agreements described above. After
giving effect to this transaction, we and Avista remain working interest partners in approximately 10,000 acres in the
Utica net to us, and we will operate the jointly owned properties which are now subject to standard joint operating
agreements. The joint operating agreements with Avista provide for limited areas of mutual interest around our
remaining joint venture acreage.

7
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Steven A. Webster, Chairman of our Board of Directors, serves as Co-Managing Partner and President of Avista
Capital Holdings, LP, which has the ability to control Avista and its affiliates. ACP II’s and ACP III’s Boards of
Managers have the sole authority for determining whether, when and to what extent any cash distributions will be
declared and paid to members of ACP II or ACP III, respectively. Mr. Webster is not a member of either entity’s Board
of Managers. As previously disclosed, we have been a party to prior arrangements with affiliates of Avista Capital
Holdings LP, including our existing joint venture with Avista in the Marcellus. The terms of the joint ventures with
Avista in the Utica and the Marcellus and the acquisition of certain ACP III assets described above were each
separately approved by a special committee of the Company’s independent directors. See also “Natural Gas
Plays—Marcellus—Avista Marcellus Joint Venture” below and “Note 11. Related Party Transactions” of the Notes to our
Consolidated Financial Statements.

Delaware Basin

During 2014, we began to build an acreage position in the Delaware Basin in Culberson and Reeves counties, Texas,
targeting the Wolfcamp Shale formation. As of December 31, 2014, we held interests in approximately 33,839 gross
(17,371 net) acres in the Delaware Basin. During 2014, we participated in 4 gross (0.2 net) wells as a non-operator.
We are not currently operating any rigs in the Delaware Basin and have allocated only a minimal amount of capital to
the play during 2015.

U.K. North Sea

We used a low cost entry business model in the U.K. North Sea that allowed us to acquire prospective acreage without
initially making material capital commitments. This strategy led directly to the acquisition of our interest in the
Huntington Field discovery located primarily on block 22/14b, where our wholly-owned subsidiary Carrizo UK
Huntington Ltd (“Carrizo UK”) owned a 15% non-operated working interest and certain overriding royalty interests. On
February 22, 2013, we closed the sale of Carrizo UK to Iona Energy Inc. (“lona Energy”) for an agreed-upon price of
$184.0 million, including the assumption and repayment by Iona Energy of the $55.0 million of borrowings
outstanding under Carrizo UK’s senior secured multicurrency credit facility as of the closing date. As of January 31,
2015, we held interests in three licenses in the U.K. North Sea and had no material committed work obligations for
which we were obligated to expend funds associated with these three licenses.

Natural Gas Plays

At December 31, 2014, our natural gas proved reserves were 221.0 Bcf, an 18% increase from 188.0 Bcf at
December 31, 2013. The increase in natural gas proved reserves was primarily related to the Eagle Ford Shale
Acquisition in the fourth quarter of 2014 and the continued success of our Eagle Ford drilling program in 2014. Our
natural gas production decreased to 24.9 Bcf (68.2 MMcf/d) in 2014, a 21% decrease from the 31.4 Bef (86.1
MMcf/d) in 2013. The decrease in natural gas production was primarily related to the sale of oil and gas properties in
the Barnett Shale in the fourth quarter of 2013, and partially offset by natural gas production from new wells in Eagle
Ford and Marcellus in 2014. See “Barnett” below for additional information.

Marcellus

We began active participation in the Marcellus Shale in 2007. We leveraged the knowledge and experience that we
gained in the Barnett Shale to effectively explore for and develop natural gas in the Marcellus. Our activities in the
Marcellus are currently conducted through two joint ventures described below.

As of December 31, 2014, we held interests in approximately 99,639 gross (33,451 net) acres in the Marcellus Shale.
As a result of the material decline in natural gas prices, we and our joint venture partners are carefully reviewing our
development program and have reduced our planned spending in the Marcellus during 2015. We will continue to
monitor prices and, consistent with our existing contractual commitments, may decrease our activity level and capital
expenditures further, or may increase such activity, if natural gas prices so warrant. As of December 31, 2014, we
were not operating any rigs in the Marcellus.

Reliance Joint Venture. In September 2010, we completed the sale of 20% of our interests in substantially all of our
oil and gas properties in Pennsylvania that had been subject to the Avista Marcellus joint venture described in “Avista
Marcellus Joint Venture” below to Reliance Marcellus II, LLC (“Reliance”), a wholly owned subsidiary of Reliance
Holding USA, Inc. and an affiliate of Reliance Industries Limited, for $13.1 million in cash and a commitment by
Reliance to pay 75% of certain of our future drilling and completion costs up to approximately $52.0 million. As of
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December 31, 2012, the development carry had been fully utilized. As described in “Avista Marcellus Joint Venture”
below, simultaneously with the closing of our transaction with Reliance, ACP 1I closed the sale of its entire interest in
the same properties to Reliance. In connection with these sale transactions, we and Reliance also entered into
agreements to form a new joint venture with respect to the interests purchased by Reliance from us and Avista. The
joint venture properties are generally held 60% by Reliance and 40% by us. The Carrizo/Reliance joint venture
agreement included approximately 28,451 net acres in northern and central Pennsylvania as of December 31, 2014.
We have agreed to various restrictions on our ability to transfer our properties covered by the Reliance joint venture.
Additionally, since the expiration of the Reliance development carry, we are subject to a mutual right of first offer on
direct and indirect property transfers for the remainder of a ten-year development period (through September 2020),
subject to specified

8
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exceptions. We have also granted an option in favor of Reliance to purchase a 60% share of acreage purchased
directly or indirectly by us after the closing. This option, which covers substantially all of Pennsylvania, is exercisable
at our cost plus, in the case of direct property sales, a specified premium, and is subject to specified exceptions. We
serve as operator of the properties covered by the Reliance joint venture, with Reliance having the right to assume
operatorship of 60% of undeveloped acreage in portions of central Pennsylvania. Operations under the Reliance joint
venture will generally be required to conform to a budget approved by an operating committee that includes
representatives of both parties, subject to exceptions, including those for sole risk operations and in the event of
defaults by the parties. The parties have also generally agreed to certain restrictions regarding sole risk operations and
other operations.

Avista Marcellus Joint Venture. Effective August 2008, our wholly owned subsidiary Carrizo (Marcellus) LLC
entered into a joint venture arrangement with ACP II, an affiliate of Avista. In September 2010, we completed the sale
of 20% of our interests in substantially all of our oil and gas properties in Pennsylvania that had been subject to the
Avista joint venture to Reliance as described above under “Reliance Joint Venture.” Simultaneously with the closing of
this transaction, ACP II closed the sale of its entire interest in the same properties to Reliance for a purchase price of
approximately $327.0 million. In connection with these sales transactions, we and Avista amended the participation
agreement and other joint venture agreements with Avista to provide that the properties that we and Avista sold to
Reliance, as well as the properties we committed to the new joint venture with Reliance, were no longer subject to the
terms of the Avista Marcellus joint venture, and that the Avista Marcellus joint venture’s area of mutual interest would
generally not include Pennsylvania, the state in which those properties were located. Our joint venture with Avista
continues and now covers approximately 14,052 net acres, primarily in West Virginia and New York. Pursuant to the
terms of the amended participation agreement, the areas of mutual interest with Avista have been reduced to specified
halos around existing properties in New York and West Virginia.

We serve as operator of the properties covered by the Avista Marcellus joint venture. An operating committee
composed of one representative of each party provides overall supervision and direction of joint operations. We
conducted no material activity under this joint venture during 2014 and do not currently expect to conduct any activity
in 2015. Avista or its designee has the right to become a co-operator of the Avista Marcellus joint venture properties if
all of its membership interests or substantially all of its assets are sold to an unaffiliated third party or if we default
under the terms of any pledge of our interest in the properties.

Each party has the ability to transfer its interest in the Avista Marcellus joint venture to third parties; subject in most
instances to preferential purchase rights for transfers of less than 10% of a party’s interest in joint venture properties,
and to “tag along” rights for most other transfers. See “Note 11. Related Party Transactions” of the Notes to our
Consolidated Financial Statements.

Barnett

We operated in the Barnett Shale from 2003 until the fourth quarter of 2013. In April 2012, we sold a substantial
portion of our Barnett properties to an affiliate of Atlas Resource Partners, L.P. (“Atlas”). Net proceeds received from
the sale were approximately $187.1 million, which represents an agreed upon purchase price of approximately $190.0
million less net purchase price adjustments.

On October 31, 2013, we sold substantially all of our remaining oil and gas properties in the Barnett to EnerVest
Energy Institutional Fund XIII-A, L.P., EnerVest Energy Institutional Fund XIII-WIB, L.P., EnerVest Energy
Institutional Fund XIII-WIC, L.P., and EV Properties, L.P., (collectively, “EnerVest”). Net proceeds received from the
sale were approximately $191.8 million, which represents an agreed upon purchase price of approximately $218.0
million less net purchase price adjustments.

Business Strategy

Measured Growth Through the Drillbit

Our objective is to increase value through the execution of a business strategy focused on organic growth through the
drillbit. Key elements of our business strategy include:

Grow primarily through drilling. We pursue a manufacturing-style development drilling program. We seek to identify
resource plays through our extensive experience with the help of geological and geophysical analysis of 3-D seismic
and other data and then accumulate sizeable acreage positions in high-quality areas. This provides us with the scale to
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drive efficiencies through our operations and improve our margins. Our ability to successfully identify, define and
develop resource plays is demonstrated by our consistent success in rapidly growing oil and gas reserves and
production in our oil and gas focused plays.

Maintain our financial flexibility. We are committed to preserving our financial flexibility. We have historically
funded our capital program with a combination of cash generated from operations, proceeds from the sale of assets,
proceeds from sales of securities, proceeds, payments or carried interest from our joint ventures and borrowings under
our revolving credit facility.

9
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Control operating and capital costs. We emphasize efficiencies to lower our costs to find, develop and produce our oil
and gas reserves. This includes concentrating on our core areas, which allows us to optimize drilling and completion
techniques as well as benefit from economies of scale. In addition, as we operate a significant percentage of our
properties, the majority of our capital expenditure plan is discretionary allowing us the ability to reduce or reallocate
our spending in response to changes in market conditions. For example, we have reduced our 2015 capital expenditure
plan by approximately 42% from our 2014 capital expenditures, which reflects our strategy of maintaining financial
flexibility in a low commodity price environment.

Manage risk exposure. We seek to limit our financial risks, in part by seeking well-funded partners to ensure that we
are able to move forward on projects in a timely manner. We also attempt to limit our exposure to reductions in
commodity prices by actively hedging production of both crude oil and natural gas. Our current long-term strategy is
to manage exposure for a substantial, but varying, portion of forecasted production up to 36 months.

Pursue growth in crude oil plays. Since April 2010, we have pursued a growth strategy in crude oil plays driven by the
attractive relative economics associated with this commodity. By focusing on and implementing this strategy, our
crude oil production as a percentage of total production has increased significantly from 3% for the year ended
December 31, 2010 to 58% for the year ended December 31, 2014, which resulted in a significant increase in crude
oil revenue as a percentage of total revenues from 10% for the year ended December 31, 2010 to 86% for the year
ended December 31, 2014. Additionally, over 95% of our 2015 drilling and completion capital expenditure plan is
directed towards opportunities that we believe are predominantly prospective for crude oil development. We continue
to focus our capital program on resource plays where individual wells tend to have lower risk, such as our operations
in the Eagle Ford.

Utilize our experience as a technical advantage. We believe we have developed a technical advantage from our
extensive experience drilling over 700 horizontal wells in various resource plays, including the Eagle Ford, Utica,
Niobrara, Marcellus, and previously, the Barnett, which has allowed our management, technical staff and field
operations teams to gain significant experience in resource plays. We now leverage this advantage in our existing as
well as prospective shale trends. We plan to focus substantially all of our capital expenditures in these resource plays,
particularly during 2015, in the Eagle Ford where we have acquired, or are acquiring significant acreage positions and
hold a large prospect inventory.

Our Competitive Strengths

We believe we have the following competitive strengths that will support our efforts to successfully execute our
business strategy:

Large inventory of oil-focused drilling locations. We have developed a significant inventory of future oil-focused
drilling locations, primarily in our well-established positions in the Eagle Ford, Niobrara, and Utica. As of

December 31, 2014, we owned leases covering approximately 253,968 gross (144,063 net) acres in these areas.
Approximately 57% of our estimated U.S. proved reserves at December 31, 2014 were undeveloped.

Successful drilling history. We follow a disciplined approach to drilling wells by applying proven horizontal drilling
and hydraulic fracturing technology. Additionally, we rely on advanced technologies, such as 3-D seismic and
micro-seismic analysis, to better define geologic risk and enhance the results of our drilling efforts. Our successful
drilling program has significantly de-risked our acreage positions in key resource plays.

Experienced management and professional workforce. Our management has executed multiple joint ventures,
transitioned our focus to oil by entering new plays and completed non-core asset sales. We have an experienced staff,
both employees and contractors, of oil and gas professionals, including geophysicists, petrophysicists, geologists,
petroleum engineers, production and reservoir engineers and technical support staff. We believe our experience and
expertise, particularly as they relate to successfully identifying and developing resource plays, is a competitive
advantage.

Operational control. As of December 31, 2014, we operated approximately 90% of the wells in Eagle Ford in which
we held an interest. We held an average interest of approximately 89% in these operated wells. Our significant
operational control provides us with the flexibility to align capital expenditures with cash flow and control our costs
as we transition to an advanced development mode in key plays. We are generally able to adjust drilling plans in
response to changes in commodity prices.
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Financial flexibility to fund expansion. We maintain a financial profile that provides operational flexibility, and our
eapital structure provides us with the ability to execute our business plan. We believe that we have the ability and
financial flexibility to fund the planned development of our assets through 2015.

10
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Exploration Approach

Our exploration strategy in our shale resource plays has been to accumulate significant leasehold positions in areas
with known shale thickness and thermal maturity in the proximity of known or emerging pipeline infrastructures. A
component of our exploration strategy is to first identify and acquire surface tracts or “well pads” from which multiple
wells can be drilled. We then seek to acquire contiguous lease blocks in the areas immediately adjacent to these well
pads that can be developed quickly. If conditions warrant, we next acquire 3-D seismic data over these leases to assist
in well placement and development optimization. Finally, we form drilling units and utilize sophisticated horizontal
drilling, multi-stage simultaneous hydraulic fracturing programs and micro-seismic techniques designed to maximize
the production rate and recoverable reserves from a unit area.

Primarily due to the depressed levels of natural gas prices and the recent significant decline in oil prices, we
sometimes seek to reduce costs by deferring drilling or completion activity or drilling more wells on units where we
hold a lower working interest than our historic average. In addition, we have sought to enter into joint ventures with
well-funded partners that will pay a disproportionate share of the drilling and completion costs of wells that we drill.
In certain instances we may also seek to maximize the acreage that we can hold by drilling and producing by
temporarily drilling fewer wells on each drilling unit in order to permit us to develop more drilling units with
comparatively fewer rigs. Where possible, we also seek to maximize our liquidity, while increasing profitability of our
projects through timing the completion and pipeline connection costs of our horizontal wells to coincide with periods
of lower services costs.

We strive to achieve a balance between acquiring acreage, seismic data (2-D and 3-D) and timely project evaluation
through the drillbit to ensure that we minimize the costs to test for commercial reserves while building a significant
acreage position. Our first exploration wells in these trends are frequently vertical wells, or a limited number of
horizontal wells, because they allow us to evaluate thermal maturity and rock property data, while also permitting us
to test various completion techniques without incurring the cost of drilling a substantial number of horizontal wells.
As discussed above, we have also shifted our focus toward crude oil to take advantage of the attractive relative
economics associated with this commodity.

We maintain a flexible and diversified approach to project identification by focusing on the estimated financial results
of a project area rather than limiting our focus to any one method or source for obtaining leads for new project areas.
Additionally, we monitor competitor activity and review outside prospect generation by small, independent “prospect
generators.” We complement our exploratory drilling portfolio through the use of these outside sources of project
generation and typically retain operator rights. Specific drill-sites are typically chosen by our own geoscientists or, in
highly populated or environmentally sensitive areas, are dictated by available leases.

Operating Approach

Our management team has extensive experience in the development and management of exploration and development
projects. We believe that the experience we have gained in the Barnett, Eagle Ford, Niobrara and Marcellus, along
with our extensive experience in hydraulic fracturing and horizontal drilling technologies and the experience of our
management in the development, processing and analysis of 3-D projects and data, will play a significant part in our
future success.

We generally seek to obtain lease operator status and control over field operations, and in particular seek to control
decisions regarding 3-D survey design parameters and drilling and completion methods. As of December 31, 2014, we
operated 388 gross (245.8 net) productive oil and gas wells. We generally seek to control operations for most new
exploration and development, taking advantage of our technical staff experience in horizontal drilling and hydraulic
fracturing. For example, during 2014, we operated 69 of the 80 gross wells drilled in the Eagle Ford where we spent
73% of our 2014 drilling and completion capital expenditures.

Working Interest and Drilling in Project Areas

The actual working interest we will ultimately own in a well will vary based upon several factors, including the depth,
cost and risk of each well relative to our strategic goals, activity levels and capital availability. From time to time
some fraction of these wells may be sold to industry partners either on a prospect by prospect basis or a program basis.
In addition, we may also contribute acreage to larger drilling units thereby reducing prospect working interest. We
have, in the past, retained less than 100% working interest in our drilling prospects. References to our interests are not

20



Edgar Filing: CARRIZO OIL & GAS INC - Form 10-K

intended to imply that we have or will maintain any particular level of working interest.

Additional Oil and Gas Disclosures

Proved Oil and Gas Reserves

The following table sets forth our estimated net proved oil and gas reserves and the PV-10 value of such reserves as of
December 31, 2014. The reserve data and the present value as of December 31, 2014 were prepared by Ryder Scott
Company, L.P. For further information concerning the independent third party engineer’s estimates of our proved
reserves at December 31,
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2014, see the reserve report included as an exhibit to this Annual Report on Form 10-K. The PV-10 value was
prepared using an unweighted arithmetic average of the first day of the month oil and gas prices for each month in the
prior twelve-month period ended December 31, 2014, discounted at 10% per annum on a pre-tax basis, and is not
intended to represent the current market value of the estimated oil and gas reserves owned by us. For further
information concerning the present value of future net revenues from these proved reserves, see “Note 2. Summary of
Significant Accounting Policies” and “Note 17. Supplemental Disclosures About Oil and Gas Producing Activities
(Unaudited)” of the Notes to our Consolidated Financial Statements. As part of the Eagle Ford Shale Acquisition, we
acquired approximately 15.5 MMBoe of proved reserves in the Eagle Ford.
Summary of Proved Oil and Gas Reserves as of December 31, 2014
Based on Average 2014 Prices
(Dollars in millions)

Natural Gas

Crude Oil Liquids Natural Gas Total PV-10

(MBbDIs) (MBbls) (MMcf) (MBoe) (1) Value (2)
Developed 35,238 5,294 149,697 65,482 $1,616.2
Undeveloped 65,466 8,218 71,320 85,571 $1,644.5
Total Proved 100,704 13,512 221,017 151,053 $3,260.7

Barrel of oil equivalents are determined using the ratio of six Mcf of natural gas to one Bbl of crude oil or one Bbl
of natural gas liquids which represents their approximate energy content. Despite holding this ratio constant at six
Mcf to one Bbl, current prices are substantially higher for oil than natural gas on an energy equivalent basis,
although there have been periods in which they have been lower or substantially lower.

The PV-10 value as of December 31, 2014 is pre-tax and was determined by using the average of oil and gas prices
at the beginning of each month in the twelve-month period prior to December 31, 2014, which averaged $92.24 per
Bbl of oil, $27.80 per Bbl of natural gas liquids, and $3.24 per Mcf of natural gas. We believe that the presentation
of a pre-tax PV-10 value provides relevant and useful information because it is widely used by investors and
analysts as a basis for comparing the relative size and value of our proved reserves to other oil and gas companies.
Because many factors that are unique to each individual company may impact the amount and timing of future
income taxes, the use of a pre-tax PV-10 value provides greater comparability when evaluating oil and gas
companies. The PV-10 value is not a measure of financial or operating performance under U.S. GAAP, nor is it
intended to represent the current market value of proved oil and gas reserves. The definition of PV-10 value as
defined in “Item 1. Business—Glossary of Certain Industry Terms” may differ significantly from the definitions used
by other companies to compute similar measures. As a result, the PV-10 value as defined may not be comparable
to similar measures provided by other companies. The most comparable U.S. GAAP financial measure, the
standardized measure of future net cash flows, and information reconciling the U.S. GAAP and non-U.S. GAAP
measures are included in the table below.

ey

2

Reconciliation of Standardized Measure of Discounted Future Net Cash Flows (U.S. GAAP)

to PV-10 Value (Non-U.S. GAAP)
As of December 31, 2014
(In millions)

Standardized measure of discounted future net cash flows (U.S. GAAP) $2,555.1
Add: present value of future income taxes discounted at 10% per annum $705.6
PV-10 value (Non-U.S. GAAP) $3,260.7

Proved Undeveloped Reserves

At December 31, 2014 and 2013, we had 85.6 MMBoe and 62.6 MMBoe of proved undeveloped reserves,
respectively. In 2014, we added 33.0 MMBoe of proved undeveloped reserves, of which approximately 88% were
crude oil and NGLs, which included 32.3 MMBoe and 0.7 MMBoe of proved undeveloped reserves as a result of
drilling and additional offset locations in the Eagle Ford and Marcellus, respectively. During 2014, we converted 22.0
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MMBoe of reserves from proved undeveloped to proved developed, primarily in the Eagle Ford and Marcellus at a
cost of approximately $416.0 million compared to 11.9 MMBoe converted during 2013 at a cost of approximately
$217.4 million. We spent an additional $67.0 million on proved undeveloped reserves that were added in 2014, $45.7
million of which was spent on locations that were converted within the year and $21.3 million of which was spent on
locations that were drilled but waiting on completion. Revisions of proved undeveloped reserves totaled 0.6 MMBoe,
primarily due to an increase in the estimated ultimate recovery of our Eagle Ford proved undeveloped reserves due to
longer estimated laterals. As part of the Eagle Ford Shale Acquisition, we acquired approximately 11.4 MMBoe of
proved undeveloped reserves in the Eagle Ford.

At December 31, 2014, we did not have any reserves that have remained undeveloped for five or more years and all
proved undeveloped reserves drilling locations are currently scheduled to be drilled within three to five years of their
initial booking.
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Other

Reserve Matters. No estimates of proved reserves comparable to those included herein have been included in reports
to any federal agency other than the Securities and Exchange Commission (“SEC”). The reserves data set forth in this
Annual Report on Form 10-K represents only estimates. See “Item 1A. Risk Factors—Our reserve data and estimated
discounted future net cash flows are estimates based on assumptions that may be inaccurate and are based on existing
economic and operating conditions that may change in the future.” All of our proved reserves as of December 31, 2014,
have been determined by Ryder Scott Company, L.P., independent third party reserve engineers.

Our future oil and gas production is highly dependent upon our level of success in finding or acquiring additional
reserves. See “Item 1A. Risk Factors—We depend on successful exploration, development and acquisitions to maintain
reserves and revenue in the future.” Also, the failure of an operator of our wells to adequately perform operations, or
such operator’s breach of the applicable agreements, could adversely impact us. See “Item 1A. Risk Factors—We cannot
control the activities on properties we do not operate.”

In accordance with SEC regulations, Ryder Scott Company, L.P. and our internal reserve engineer each used the price
based on the unweighted average of benchmark oil and gas prices at the beginning of each month in the twelve-month
period ended December 31, 2014, adjusted for basis and quality differentials. The prices used in calculating the
estimated future net revenue attributable to proved reserves do not necessarily reflect market prices for oil and gas
production subsequent to December 31, 2014. As a result of significant decreases in commodity prices, the average
prices used to calculate PV-10 value as of December 31, 2014 are significantly higher than recent prices. There can be
no assurance that all of the proved reserves will be produced and sold within the periods indicated, that the assumed
prices will actually be realized for such production or that existing contracts will be honored or judicially enforced.
Qualifications of Third Party Reserve Engineers

As discussed above, we engaged Ryder Scott Company, L.P., independent third party reserve engineers, to perform
independent estimates of our proved reserves. The technical person responsible for review of our reserve estimates
meets the requirements regarding qualifications, independence, objectivity and confidentiality set forth in the
Standards Pertaining to Estimating and Auditing of Oil and Gas Reserves Information promulgated by the Society of
Petroleum Engineers. Ryder Scott Company, L.P. does not own an interest in our properties and is not employed on a
contingent fee basis.

Internal Controls

A significant component of our internal controls in our reserve estimation effort is our practice of using an
independent third party reserve engineering firm to determine our year-end reserves. The qualifications of this firm are
discussed above under “Qualifications of Third Party Reserve Engineers.”

Our internal reserve engineer is an individual at the Company who is primarily responsible for reviewing the reserves
estimates prepared by our third party engineering firm. This individual has over 25 years of experience in the
petroleum industry and extensive experience in the estimation of reserves and the review of reserve reports prepared
by third party engineering firms.

This individual, along with other Company personnel, review the inputs and assumptions made in the reserve
estimates prepared by the independent third party reserve engineering firm and assess them for reasonableness. The
reserve reports are also reviewed by senior management, including the Chief Executive Officer, who is a registered
petroleum engineer and holds a B.S. in Mechanical Engineering from the University of Colorado, and the Chief
Operating Officer, who holds a B.S. in Petroleum Engineering from Texas A&M University.
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Oil and Gas Production, Prices and Costs
The following table sets forth certain information regarding the production volumes, average realized prices and
average production costs associated with our sales of oil and gas for the periods indicated.

Year Ended December 31,

2014 2013 2012
Total production volumes -
Crude oil (MBbls) 6,906 4,231 2,862
NGLs (MBbls) 926 531 305
Natural gas (MMcf) 24,877 31,422 37,612
Total Natural gas and NGLs (MMcfe) 30,433 34,608 39,442
Total barrels of oil equivalent (MBoe) 11,978 9,999 9,436
Daily production volumes by product -
Crude oil (Bbls/d) 18,921 11,592 7,820
NGLs (Bbls/d) 2,537 1,455 833
Natural gas (Mcf/d) 68,156 86,088 102,765
Total Natural gas and NGLs (Mcfe/d) 83,378 94,816 107,765
Total barrels of oil equivalent per day (Boe/d) 32,816 27,395 25,781
Daily production volumes by region (Boe/d) -
Eagle Ford 21,131 12,628 7,950
Niobrara 2,585 1,724 1,259
Barnett — 6,625 11,614
Marcellus 8,354 6,139 3,608
Utica and other 746 279 1,350
Total barrels of oil equivalent (Boe/d) 32,816 27,395 25,781
Average realized prices -
Crude oil ($ per Bbl) $88.40 $99.58 $99.97
NGLs ($ per Bbl) $27.05 $29.25 $34.86
Natural gas ($ per Mcf) $3.00 $2.65 $1.90
Total Natural gas and NGLs ($ per Mcfe) $3.28 $2.86 $2.08
Total average realized price ($ per Boe) $59.29 $52.02 $39.02
Average production costs ($ per Boe)(1) $6.19 $4.68 $3.34

(1)Includes lease operating costs but excludes production tax and ad valorem tax.
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Drilling Activity

The following table sets forth our drilling activity for the years ended December 31, 2014, 2013 and 2012 by
geographical area. In the table, “gross” refers to the total wells in which we have a working interest and “net” refers to

gross wells multiplied by our working interest therein.

Year Ended December 31,
2014 2013
Gross Net Gross
U.S.
Exploratory Wells - Productive 128 23.0 75
Exploratory Wells - Nonproductive — — 2
Development Wells - Productive 77 63.5 119
Development Wells - Nonproductive — — —
U.K. North Sea
Exploratory Wells - Productive — — —
Exploratory Wells - Nonproductive — — —
Development Wells - Productive — — —
Development Wells - Nonproductive — — —
Worldwide
Exploratory Wells - Productive 128 23.0 75
Exploratory Wells - Nonproductive — — 2
Development Wells - Productive 77 63.5 119

Development Wells - Nonproductive —

The wells are in various stages of development or stages of production.

As of December 31, 2014, we were in the process of drilling 7 gross (5.7 net) wells in the United States that are not

included in the table above.
Productive Wells

Net

13.9
2.0
64.6

13.9
2.0
64.6

2012
Gross

Net

31.8
0.5
37.7

0.2
0.3

31.8
0.7
38.0

The following table sets forth the number of productive oil and gas wells in which we owned an interest as of

December 31, 2014.

Company
Operated
Gross
Crude oil 297
Natural gas 91
Total 388

Net
212.3
33.5
245.8

Non-Operated

Gross
144
27
171

Net
11.0
3.0
14.0

Total

Gross
441
118
559

Net
223.3
36.5
259.8

As of December 31, 2014, we did not have any producing wells in the U.K. North Sea. For further information
concerning the sale of the U.K. North Sea assets see “Note 3. Discontinued Operations” of the Notes to our

Consolidated Financial Statements.
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Acreage Data

The following table sets forth certain information regarding our developed and undeveloped lease acreage as of
December 31, 2014. Developed acreage refers to acreage on which wells have been drilled or completed to a point
that would permit production of oil and gas in commercial quantities. Undeveloped acreage refers to acreage on which
wells have not been drilled or completed to a point that would permit production of oil and gas in commercial
quantities whether or not the acreage contains proved reserves.

Developed Acreage Undeveloped Acreage Total

Gross Net Gross Net Gross Net
U.S.
Eagle Ford - Texas 57,010 47,674 54,529 33,309 111,539 80,983
Niobrara - Colorado 34,948 12,975 66,782 22,965 101,730 35,940
Utica - Ohio 716 503 39,983 26,637 40,699 27,140
Delaware Basin - Texas 960 120 32,879 17,251 33,839 17,371
Marcellus
Pennsylvania 14,030 5,250 45,369 14,557 59,399 19,807
Other-Marcellus 2,303 236 37,937 13,408 40,240 13,644
Marcellus Total 16,333 5,486 83,306 27,965 99,639 33,451
Other U.S. (1) 5,461 3,995 167,024 126,259 172,485 130,254
Total U.S. 115,428 70,753 444,503 254,386 559,931 325,139
UK. North Sea (discontinued — 139,924 103227 139924 103227
operations)
Worldwide 115,428 70,753 584,427 357,613 699,855 428,366
1) “Other U.S.” includes acreage principally located in Colorado, Wyoming, Texas and Appalachia, where the

Company does not currently intend to spend material sums.

Our lease agreements generally terminate if producing wells have not been drilled on the acreage within their primary
term or an extension thereof (a period that can be from three to ten years depending on the area). If no production is
established on our leases that are in their primary term, approximately 16% of our acreage will expire in 2015, 21%
will expire in 2016 and 27% will expire in 2017. The reserves associated with the acreage expiring over the next three
years are not material to the Company.

Marketing

Our production is marketed to third parties consistent with industry practices. Typically, our oil and gas is sold at the
wellhead to unaffiliated third parties. Oil is sold at field-posted prices plus or minus a bonus or at a price based on
NYMEX plus or minus a differential for the area. Natural gas is sold under contract at a negotiated price which is
based on the market price for the area or at published prices for specified locations or pipelines (such as Houston Ship
Channel, Dominion Transmission, Texas Eastern Zone M-3, Tennessee Gas Pipeline Zone 4-300, and Transco Leidy
Hub) and then discounted by the purchaser back to the wellhead based upon a number of factors normally considered
in the industry (such as distance from the well to the central sales point, well pressure, quality of natural gas and
prevailing supply and demand conditions). We have made the strategic decision to sell as much of our natural gas
production at the wellhead as possible, so that we can concentrate our efforts and resources on exploration and
production which we believe are more consistent with our competitive expertise, rather than in natural gas pipeline
operation, natural gas marketing and sales. In each case, we sell at competitive market prices based on a differential to
several sales points. In instances of depressed oil and gas prices, we may elect to shut-in wells until commodity prices
are more favorable. We do not believe the loss of any one of our purchasers would materially affect our ability to sell
the oil and gas we produce because we believe other purchasers are available in all our areas of operations.

Our marketing objective is to receive competitive wellhead prices for our product. There are a variety of factors that
affect the market for oil and gas generally, including:

demand for oil and

gas;
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the extent of production of oil and gas and, in particular, domestic production and imports;
the proximity and capacity of natural gas pipelines and other transportation facilities;

the marketing of competitive fuels; and

the effects of state and federal regulations on oil and gas production and sales.
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See “Item 1A. Risk Factors—Oil and gas prices are highly volatile, and lower oil and gas prices will negatively affect our
financial position, planned capital expenditures and results of operations,” “—We are subject to various environmental
risks and governmental regulations, including those relating to benzene emissions, hydraulic fracturing and global
climate change, and future regulations may be more stringent resulting in increased operating costs and decreased
demand for the oil and gas that we produce,” and “—If our access to markets is restricted, it could negatively impact our
production, our income and ultimately our ability to retain our leases. Our ability to sell oil and natural gas and receive
market prices for our oil and natural gas may be adversely affected by pipeline and gathering system capacity
constraints.”

In addition to selling our oil and gas at the wellhead, we work with various pipeline companies to procure and to

assure capacity for our natural gas. We also conduct an active hedging program at a corporate level which generally is
undertaken in order to ensure stable cash flow to fund our exploration and production activities. All of these hedging
transactions provide for financial rather than physical settlement. For a discussion of these matters, our hedging policy
and recent hedging positions, see “Item 7. Management’s Discussion and Analysis of Financial Condition and Results
of Operations—Summary of Critical Accounting Policies—Derivative Instruments,” “Item 7A. Qualitative and Quantitative
Disclosures About Market Risk—Commodity Risk,” “Item 1A. Risk Factors—We may continue to enter into or exercise
derivative transactions to manage the price risks associated with our production, which may expose us to risk of
financial loss and limit the benefit to us of increases in prices for oil and gas” and “—If our access to markets is restricted,
it could negatively impact our production, our income and ultimately our ability to retain our leases. Our ability to sell
oil and natural gas and receive market prices for our oil and natural gas may be adversely affected by pipeline and
gathering system capacity constraints.”

Competition and Technological Changes

We encounter competition from other oil and gas companies in all areas of our operations, including the acquisition of
exploratory prospects and proven properties. Many of our competitors are large, well-established companies that have
been engaged in the oil and gas business for much longer than we have and possess substantially larger operating

staffs and greater capital resources than we do. We may not be able to conduct our operations, evaluate and select
suitable properties and consummate transactions successfully in this highly competitive environment.

The oil and gas industry is characterized by rapid and significant technological advancements and introductions of

new products and services using new technologies. If one or more of the technologies we use now or in the future

were to become obsolete or if we are unable to use the most advanced commercially available technology, our

business, financial condition and results of operations could be materially adversely affected.

Regulation

Oil and gas operations are subject to various federal, state, local and international environmental regulations that may
change from time to time, including regulations governing oil and gas production and transportation, federal and state
regulations governing environmental quality and pollution control and state limits on allowable rates of production by
well or proration unit. These regulations may affect the amount of oil and gas available for sale, the availability of
adequate pipeline and other regulated transportation and processing facilities and the marketing of competitive fuels.
For example, a productive natural gas well may be “shut-in” because of an oversupply of natural gas or lack of an
available natural gas pipeline in the areas in which we may conduct operations. State and federal regulations generally
are intended to prevent waste of oil and gas, protect rights to produce oil and gas between owners in a common
reservoir, control the amount of oil and gas produced by assigning allowable rates of production, provide
nondiscriminatory access to common carrier pipelines and control contamination of the environment. Pipelines are
subject to the jurisdiction of various federal, state and local agencies. We are also subject to changing and extensive

tax laws, the effects of which cannot be predicted.

The following discussion summarizes the regulation of the United States oil and gas industry. We believe we are in
substantial compliance with the various statutes, rules, regulations and governmental orders to which our operations
may be subject, although we cannot assure you that this is or will remain the case. Moreover, those statutes, rules,
regulations and government orders may be changed or reinterpreted from time to time in response to economic or
political conditions, and any such changes or reinterpretations could materially adversely affect our results of

operations and financial condition. The following discussion is not intended to constitute a complete discussion of the
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various statutes, rules, regulations and governmental orders to which our operations may be subject.

Regulation of Natural Gas and Oil Exploration and Production

Our operations are subject to various types of regulation at the federal, state and local levels that:
require permits for the drilling of wells;

mandate that we maintain bonding requirements in order to drill or operate wells; and
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regulate the location of wells, the method of drilling and casing wells, the surface use and restoration of properties
uapon which wells are drilled, groundwater sampling requirements prior to drilling, the plugging and abandoning of
wells and the disposal of fluids used in connection with operations.

Our operations are also subject to various conservation laws and regulations. These regulations govern the size of
drilling and spacing units or proration units, setback rules, the density of wells that may be drilled in oil and gas
properties and the unitization or pooling of oil and gas properties. In this regard, some states (including Colorado and
Ohio) allow the forced pooling or integration of tracts to facilitate exploration while other states (including Texas) rely
primarily or exclusively on voluntary pooling of lands and leases. In areas where pooling is primarily or exclusively
voluntary, it may be more difficult to form units and therefore more difficult to develop a project if the operator owns
less than 100% of the leasehold. In addition, state conservation laws that establish maximum rates of production from
oil and gas wells generally prohibit the venting or flaring of natural gas and impose specified requirements regarding
the ratability of production. The effect of these regulations may limit the amount of oil and gas we can produce from
our wells and may limit the number of wells or the locations at which we can drill. The regulatory burden on the oil
and gas industry increases our costs of doing business and, consequently, affects our profitability. Because these laws
and regulations are frequently expanded, amended and reinterpreted, we are unable to predict the future cost or impact
of complying with such regulations.

Regulation of Sales and Transportation of Natural Gas

Federal legislation and regulatory controls have historically affected the price of natural gas we produce and the
manner in which our production is transported and marketed. Under the Natural Gas Act of 1938 (“NGA”), the Federal
Energy Regulatory Commission (“FERC”) regulates the interstate transportation and the sale in interstate commerce for
resale of natural gas. Effective January 1, 1993, the Natural Gas Wellhead Decontrol Act (the “Decontrol Act”)
deregulated natural gas prices for all “first sales” of natural gas, including all of our sales of our own production. As a
result, all of our domestically produced natural gas is sold at market prices, subject to the terms of any private
contracts that may be in effect. The FERC’s jurisdiction over interstate natural gas transportation, however, was not
affected by the Decontrol Act.

Under the NGA, facilities used in the production or gathering of natural gas are exempt from the FERC’s jurisdiction.
We own certain natural gas pipelines that we believe satisfy the FERC’s criteria for establishing that these are all
gathering facilities not subject to FERC jurisdiction under the NGA. State regulation of gathering facilities generally
includes various safety, environmental, and in some circumstances, nondiscriminatory take requirements and
complaint-based rate regulation. Some of the delay in bringing our natural gas to market has been the lack of available
pipeline systems in Marcellus, particularly those that would take natural gas production from the lease to existing
infrastructure. In order to partly alleviate this issue, in the past, certain of our wholly owned subsidiaries have
constructed non-jurisdictional gathering facilities in cases where we have determined that we can construct those
facilities more quickly or more efficiently than waiting on an unrelated third-party pipeline company.

One of our pipeline subsidiaries, Hondo Pipeline Inc., may exercise the power of eminent domain and is a regulated
public utility within the meaning of Section 101.003 (“GURA”) and Section 121.001 (the “Cox Act”) of the Texas
Utilities Code. Both GURA and the Cox Act prohibit unreasonable discrimination in the transportation of natural gas
and authorize the Texas Railroad Commission to regulate gas transportation rates. However, GURA provides for
negotiated rates with transportation, industrial or similar large-volume contract customers so long as neither party has
an unfair negotiating advantage, the negotiated rate is substantially the same as that negotiated with at least two other
customers under similar conditions, or sufficient competition existed when the rate was negotiated.

Although we do not own or operate any pipelines or facilities that are directly regulated by the FERC, its regulations
of third-party pipelines and facilities could indirectly affect our ability to market our production. Beginning in the
1980s, the FERC initiated a series of major restructuring orders that required pipelines, among other things, to
perform open access transportation, “unbundle” their sales and transportation functions, and allow shippers to release
their pipeline capacity to other shippers. As a result of these changes, sellers and buyers of natural gas have gained
direct access to the particular pipeline services they need and are better able to conduct business with a larger number
of counterparties. We believe these changes generally have improved our access to markets while, at the same time,
substantially increasing competition in the natural gas marketplace. It remains to be seen, however, what effect the
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FERC'’s other activities will have on access to markets, the fostering of competition and the cost of doing business. We
cannot predict what new or different regulations the FERC and other regulatory agencies may adopt, or what effect
subsequent regulations may have on our activities.

In the past, Congress has been very active in the area of natural gas regulation. However, the more recent trend has
been in favor of deregulation or “lighter handed” regulation and the promotion of competition in the gas industry. In
light of this increased reliance on competition, the Energy Policy Act of 2005 amended the NGA to prohibit any forms
of market manipulation in connection with the transportation, purchase or sale of natural gas. In addition to the
regulations implementing these prohibitions, the FERC has established new regulations that are intended to increase
natural gas pricing transparency through, among other things, expanded dissemination of information about the
availability and prices of gas sold and new regulations that require both
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interstate pipelines and certain non-interstate pipelines to post daily information regarding their design capacity and
daily scheduled flow volumes at certain points on their systems. The Energy Policy Act of 2005 also significantly
increased the penalties for violations of the NGA and the FERC’s regulations to up to $1.0 million per day for each
violation.

Oil Price Controls and Transportation Rates

Our sales of crude oil, condensate and natural gas liquids are not currently regulated and are made at market prices.
The price we receive from the sale of these products may be affected by the cost of transporting the products to
market. Much of that transportation is through interstate common carrier pipelines. Effective as of January 1, 1995,
the FERC implemented regulations generally grandfathering all previously approved interstate transportation rates and
establishing an indexing system for those rates by which adjustments are made annually based on the rate of inflation,
subject to specified conditions and limitations. These regulations may tend to increase the cost of transporting crude
oil and natural gas liquids by interstate pipeline, although the annual adjustments may result in decreased rates in a
given year. Every five years, the FERC must examine the relationship between the annual change in the applicable
index and the actual cost changes experienced in the oil pipeline industry. In December 2010, to implement the third
of the required five-yearly re-determinations, the FERC established an upward adjustment in the index to track oil
pipeline cost changes. For the five-year period beginning July 1, 2011, FERC established an annual index adjustment
equal to the change in the producer price index for finished goods plus 2.65%. Under FERC’s regulations, liquids
pipelines 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. We
are not able at this time to predict the effects of this indexing system or any new FERC regulations on the
transportation costs associated with oil production from our oil producing operations.

There regularly are legislative proposals pending in the federal and state legislatures which, if enacted, would
significantly affect the petroleum industry. At the present time, it is impossible to predict what proposals, if any, might
actually be enacted by Congress or the various state legislatures and what effect, if any, such proposals might have on
us. Similarly, we cannot predict whether or to what extent the trend toward federal deregulation of the petroleum
industry will continue, or what the ultimate effect on our sales of oil, gas and other petroleum products will be.
Environmental Regulations

Our operations are subject to numerous international, federal, state and local laws and regulations governing the
discharge of materials into the environment or otherwise relating to environmental protection. These laws and
regulations may require the acquisition of a permit before drilling commences, restrict the types, quantities and
concentration of various substances that can be released into the environment in connection with drilling and
production activities, limit or prohibit drilling activities on specified lands within wilderness, wetlands and other
protected areas, require remedial measures to mitigate pollution from former operations, such as pit closure and
plugging abandoned wells, and impose substantial liabilities for pollution resulting from production and drilling
operations. The failure to comply with these laws and regulations may result in the assessment of administrative, civil
and criminal penalties, imposition of investigatory or remedial obligations or the issuance of injunctions prohibiting or
limiting the extent of our operations. Public interest in the protection of the environment has increased dramatically in
recent years. The trend of applying more expansive and stricter environmental legislation and regulations to the oil
and gas industry could continue, resulting in increased costs of doing business and consequently affecting our
profitability. To the extent laws are enacted or other governmental action is taken that restricts drilling or imposes
more stringent and costly waste handling, disposal and cleanup requirements, our business and prospects could be
adversely affected.

We currently own or lease numerous properties that for many years have been used for the exploration and production
of oil and gas. Although we believe that we have generally implemented appropriate operating and waste disposal
practices, prior owners and operators of these properties may not have used similar practices, and hydrocarbons or
other waste may have been disposed of or released on or under the properties we own or lease or on or under locations
where such waste has been taken for disposal. In addition, many of these properties have been operated by third
parties whose treatment and disposal or release of hydrocarbons or other waste was not under our control. These
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properties and the waste disposed thereon may be subject to the federal Resource Conservation and Recovery Act
(“RCRA”), the Comprehensive Environmental Response, Compensation and Liability Act (“CERCLA”), and analogous
state laws as well as state laws governing the management of oil and gas waste. Under these laws, we could be

required to remove or remediate previously disposed waste (including waste disposed of or released by prior owners

or operators) or property contamination (including groundwater contamination) or to perform remedial plugging
operations to prevent future contamination.

We generate waste that may be subject to RCRA and comparable state statutes. The U.S. Environmental Protection
Agency (“EPA”), and various state agencies have limited the approved methods of disposal for certain hazardous and
nonhazardous waste. Furthermore, certain waste generated by our oil and gas operations that are currently exempt

from treatment as ‘“hazardous waste”
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may in the future be designated as “hazardous waste” and therefore become subject to more rigorous and costly
operating and disposal requirements.

CERCLA, also known as the “Superfund” law, and analogous state laws impose liability, without regard to fault or the
legality of the original conduct, on specified classes of persons that are considered to have contributed to the release of
a “hazardous substance” into the environment. These classes of persons include the owner or operator of the disposal
site or sites where the release occurred and companies that disposed or arranged for the disposal of the hazardous
substances found at the site. Persons who are or were responsible for releases of hazardous substances under CERCLA
may be subject to joint and several liability for the costs of cleaning up the hazardous substances that have been
released into the environment, for damages to natural resources and for the costs of certain health studies. It is not
uncommon for neighboring landowners and other third parties to file claims for personal injury and property damage
allegedly caused by the hazardous substances released into the environment.

Our operations may be subject to the Clean Air Act and comparable state and local requirements. In 1990 Congress
adopted amendments to the Clean Air Act containing provisions that have resulted in the gradual imposition of certain
pollution control requirements with respect to air emissions from our operations. The EPA and states have developed
and continue to develop regulations to implement these requirements. We may be required to incur certain capital
expenditures in the next several years for air pollution control equipment in connection with maintaining or obtaining
operating permits and approvals addressing other air emission-related issues. Moreover, changes in environmental
laws and regulations occur frequently, and stricter laws, regulations or enforcement policies could significantly
increase our compliance costs. Further, stricter requirements could negatively impact our production and operations.
For example, in 2012 the Texas Commission on Environmental Quality revised certain air permit programs by
significantly increasing the air permitting requirements for new and certain existing oil and gas production and
gathering sites for 23 counties in the Barnett Shale production area. Similar initiatives could lead to more stringent air
permitting, increased regulation and possible enforcement actions at the local, state, and federal levels.

Additionally, the EPA has finalized rules that establish new air emission control requirements for natural gas and
natural gas liquids production, processing and transportation activities, including New Source Performance Standards
(“NESHAPS”) to address emissions of sulfur dioxide and volatile organic compounds, and National Emission Standards
for Hazardous Air Pollutants to address hazardous air pollutants frequently associated with gas production and
processing activities. Among other things, these final rules require the reduction of volatile organic compound
emissions from natural gas wells through the use of reduced emission completions or “green completions” on all
hydraulically fractured wells constructed or refractured after January 1, 2015. In addition, gas wells are required to use
completion combustion device equipment (i.e., flaring) by October 15, 2012 if emissions cannot be directed to a
gathering line. Further, the final rules under NESHAPS include maximum achievable control technology (“MACT”)
standards for “small” glycol dehydrators that are located at major sources of hazardous air pollutants and modifications
to the leak detection standards for valves. In January 2015, the EPA announced that it plans to issue a rule governing
methane emissions from oil and gas sources in Summer 2015. Compliance with these requirements, especially the
imposition of these green completion requirements, may require modifications to certain of our operations, including
the installation of new equipment to control emissions at the well site that could result in significant costs, including
increased capital expenditures and operating costs, and could adversely impact our business.

Federal regulations require certain owners or operators of facilities that store or otherwise handle oil, such as us, to
prepare and implement spill prevention, control, countermeasure and response plans relating to the possible discharge
of oil into surface waters. The Oil Pollution Act of 1990 (“OPA”) contains numerous requirements relating to the
prevention of and response to oil spills into waters of the United States. The OPA subjects owners and operators of
facilities to strict joint and several liability for all containment and cleanup costs and certain other damages arising
from a spill, including, but not limited to, the costs of responding to a release of oil to surface waters. The OPA also
requires owners and operators of offshore facilities that could be the source of an oil spill into federal or state waters,
including wetlands, to post a bond, letter of credit or other form of financial assurance in amounts ranging from $10.0
million in specified state waters to $35.0 million in federal outer continental shelf waters to cover costs that could be
incurred by governmental authorities in responding to an oil spill. These financial assurances may be increased by as
much as $150.0 million if a formal risk assessment indicates that the increase is warranted. Noncompliance with OPA
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may result in varying civil and criminal penalties and liabilities.

Our operations are also subject to the federal Clean Water Act (“CWA”) and analogous state laws that impose
restrictions and strict controls regarding the discharge of pollutants into state waters as well as U.S. waters. Pursuant
to the requirements of the CWA, the EPA has adopted regulations concerning discharges of storm water runoff. This
program requires covered facilities to obtain individual permits or seek coverage under an EPA general permit. Like
OPA, the CWA and analogous state laws relating to the control of water pollution provide varying civil and criminal
penalties and liabilities for releases of petroleum or its derivatives into surface waters or into the ground. Similarly,
the U.S. Congress has considered legislation to subject hydraulic fracturing operations to federal regulation and to
require the disclosure of chemicals used by us and others in the oil and gas industry in the hydraulic fracturing
process. Please read “Item 1A. Risk Factors—We are subject to various environmental risks and governmental
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regulations, including those relating to benzene emissions, hydraulic fracturing and global climate change, and future
regulations may be more stringent resulting in increased operating costs and decreased demand for oil and gas that we
produce.”

The Endangered Species Act (“ESA”) restricts activities that may affect endangered or threatened species or their
habitats. Some of our operations are located in or near areas that may be designated as habitats for endangered or
threatened species, such as the Indiana Bat and the Attwater’s Prairie Chicken. In these areas, we may be obligated to
develop and implement plans to avoid potential adverse effects to protected species and their habitats, and we may be
prohibited from conducting operations in certain locations or during certain seasons, such as breeding and nesting
seasons, when our operations could have an adverse effect on the species. It is also possible that a federal or state
agency could restrict drilling activities in certain locations if it is determined that such activities may have a serious
adverse effect on a protected species. The presence of a protected species in areas where we operate could result in
increased costs of or limitations on our ability to perform operations and thus have an adverse effect on our business.
We believe that we are in substantial compliance with the ESA, and we are not aware of any proposed listings that
will affect our operations. However, the designation of previously unidentified endangered or threatened species could
cause us to incur additional costs or become subject to operating restrictions or bans in the affected states.

The Safe Drinking Water Act (“SDWA”) and comparable local and state provisions restrict the disposal, treatment or
release of water produced or used during oil and gas development. Subsurface emplacement of fluids (including
disposal wells or enhanced oil recovery) is governed by federal or state regulatory authorities that, in some cases,
includes the state oil and gas regulatory authority or the state’s environmental authority. These regulations may
increase the costs of compliance for some facilities. We believe that we substantially comply with the SDWA and
related state provisions.

We also are subject to a variety of federal, state, local and foreign permitting and registration requirements relating to
protection of the environment. We believe we are in substantial compliance with current applicable environmental
laws and regulations and that continued compliance with existing requirements will not have a material adverse effect
on our financial position or results of operations.

Our historical and any future offshore operations in the U.K. North Sea are subject to similar regulations covering
permit requirements and the discharge of oil and other contaminants in connection with drilling operations.

Global Climate Change

There is increasing attention in the United States and worldwide being paid to the issue of climate change and the
contributing effect of greenhouse gas (“GHG”) emissions. On December 15, 2009, the EPA published a Final Rule, also
known as the EPA’s Endangerment Finding, finding that current and projected concentrations of six key GHGs in the
atmosphere threaten the environment and public health and the welfare of current and future generations. Based on
these findings, the EPA adopted two sets of regulations that restrict emissions of GHGs under existing provisions of
the federal Clean Air Act, including one that requires a reduction in emissions of GHGs from motor vehicles and
another that regulates GHG emissions from certain large stationary sources under the Clean Air Act Prevention of
Significant Deterioration (“PSD”) and Title V permitting programs. Facilities required to obtain PSD permits for their
GHG emissions also will be required to meet “best available control technology” standards, which will be established by
the states or, in some instances, by the EPA on a case-by-case basis. The EPA also expanded its existing GHG
emissions reporting rule to apply to the oil and gas source category, including oil and natural gas production facilities
and natural gas processing, transmission, distribution and storage facilities. Facilities containing petroleum and natural
gas systems that emit 25,000 metric tons or more of CO2 equivalent per year were required to report annual GHG
emissions to EPA, for the first time by September 28, 2012. In addition, the EPA has announced its intention to issue a
proposed rule in the summer of 2015 and a final rule in 2016 setting standards for methane and VOC emissions from
new and modified oil and gas production sources.

The U.S. Congress has considered a number of legislative proposals to restrict GHG emissions and more than 20
states, either individually or as part of regional initiatives, have begun taking actions to control or reduce GHG
emissions. Moreover, in 2005, the Kyoto Protocol to the 1992 United Nations Framework Convention on Climate
Change, which establishes a binding set of emission targets for GHGs, became binding on all those countries that had
ratified it. Ongoing international discussions following the United Nations Climate Change Conference in Doha, Qatar
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in December 2012 explored options to replace the Kyoto Protocol. The most recent United Nations Climate Change
Conference was held in Lima, Peru, in December 2014, and discussed the development of a new agreement on climate
change in late 2015.

While it is not possible at this time to predict how regulation that may be enacted to address GHG emissions would
impact our business, the modification of existing laws or regulations or the adoption of new laws or regulations
curtailing oil and gas exploration in the areas of the United States or the North Sea in which we operate could
materially and adversely affect our operations by limiting drilling opportunities or imposing materially increased
costs. In addition, existing or new laws, regulations or treaties (including incentives to conserve energy or use
alternative energy sources) could have a negative impact on our business if such incentives reduce demand for oil and
gas.
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In addition to the effects of future regulation, the meteorological effects of global climate change could pose
additional risks to our operations in the form of more frequent and/or more intense storms and flooding, which could
in turn adversely affect our cost of doing business.

Title to Properties; Acquisition Risks

We believe we currently have satisfactory title to all of our producing properties in the specific areas in which we
operate, except where failure to do so would not have a material adverse effect on our business and operations in such
area, taken as a whole. For additional information, please see “Item 1A. Risk Factors—We may incur losses as a result of
title deficiencies.”

Customers

The following table presents customers that represent at least 10% of our oil and gas revenues for each respective
year:

Year Ended December 31,

2014 2013 2012
Shell Trading (US) Company 44% 47% (a)
Flint Hills Resources, LP 26% 23% 53%
Enterprise Products Operating, L.L.C. (a) (a) 10%

(a)Revenues from the customer were below 10% during the year.

We do not believe the loss of any one of our purchasers would materially affect our ability to sell the oil and gas we
produce as other purchasers are available in our primary areas of activity. See “Additional Oil and Gas
Disclosures—Marketing.”

Employees

At December 31, 2014, we had 247 full-time employees. We believe that our relationships with our employees are
satisfactory.

In order to optimize prospect generation and development, we utilize the services of independent consultants and
contractors to perform various professional services, particularly in the areas of 3-D seismic data mapping, acquisition
of leases and lease options, construction, design, well site surveillance, permitting and environmental assessment.
Independent contractors generally provide field and on-site production operation services, such as pumping,
maintenance, dispatching, inspection and testing. We believe that this use of third-party service providers has
enhanced our ability to manage general and administrative expenses.

Available Information

Our website can be accessed at www.carrizo.com. We make our website content available for informational purposes
only. It should not be relied upon for investment purposes, nor is it incorporated by reference in this Form 10-K. We
make available on our website, through a direct link to the SEC’s website at www.sec.gov, free of charge, our Annual
Report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K and amendments to those reports
as soon as reasonably practicable after we electronically file such materials with, or furnish them to, the SEC. You
may read and copy any materials we file with the SEC at the SEC’s Public Reference Room at 100 F Street NE,
Washington, D.C. 20549. You may obtain information regarding the Public Reference Room by calling the SEC at
1-800-SEC-0330.

You may also find information related to our corporate governance, board committees and company code of ethics at
our website. Among the information you can find there is the following:

Audit Committee Charter;

€Compensation Committee Charter;

Nominating and Corporate Governance Committee Charter;

€Code of Ethics and Business Conduct; and

€Compliance Employee Report Line.

We intend to satisfy the requirement under Item 5.05 of Form 8-K to disclose any amendments to our Code of Ethics
and Business Conduct and any waiver from a provision of our Code of Ethics by posting such information on our
website at www.carrizo.com under “About Us—Governance.”
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Glossary of Certain Industry Terms

The definitions set forth below shall apply to the indicated terms as used herein. All volumes of natural gas referred to
herein are stated at the legal pressure base of the state or area where the reserves exist and at 60 degrees Fahrenheit
and in most instances are rounded to the nearest multiple or power of ten.

Bbl. One stock tank barrel, or 42 U.S. gallons liquid volume, used herein in reference to oil or other liquid
hydrocarbons.

Bbls/d. Stock tank barrels per day.

Bcf. Billion cubic feet of natural gas.

Boe. Barrel of oil equivalent. A Boe is determined using the ratio of 6,000 cubic feet of natural gas to one Bbl of oil,
condensate or natural gas liquids, which approximates the relative energy content of oil, condensate and natural gas
liquids as compared to natural gas. Despite holding this ratio constant at six Mcf to one Bbl, prices have historically
often been higher or substantially higher for oil than natural gas on an energy equivalent basis, although there have
been periods in which they have been lower or substantially lower.

Boe/d. Barrels of oil equivalent per day.

Btu or British Thermal Unit. The quantity of heat required to raise the temperature of a one-pound mass of water from
58.5 to 59.5 degrees Fahrenheit.

Carried interest. An agreement under which one party (carrying party) agrees to pay for a specified portion or for all
of the drilling and completion and operating costs of another party (carried party) on a property for a specified time in
which both own a portion of the working interest. The carrying party may be able to recover a specified amount of
costs from the carried party’s share of the revenue from the production of reserves from the property.

Completion. The process of treating a drilled well followed by the installation of permanent equipment for the
production of oil, NGLs or natural gas, or in the case of a dry well, the reporting of abandonment to the appropriate
authority.

Condensate. Condensate is 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.

Developed acreage. The number of acres allocated or assignable to productive wells or wells capable of production.
Developed oil and gas reserves. Reserves of any category that can be expected to be (i) recovered through existing
wells with existing equipment and operating methods or for which the cost of the required equipment is relatively
minor compared to the cost of a new well, and (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.

Development costs. Costs incurred to obtain access to proved reserves and to provide facilities for extracting, treating,
gathering and storing the oil and gas. Development costs, including depreciation and applicable operating costs of
support equipment and facilities and other costs of development activities, are costs incurred to (i) gain access to and
prepare well locations for drilling, including surveying well locations for the purpose of determining specific
development drilling sites, clearing ground, draining, road building and relocating public roads, gas lines and power
lines, to the extent necessary in developing the proved reserves, (ii) drill and equip development wells,
development-type stratigraphic test wells and service wells, including the costs of platforms and of well equipment
such as casing, tubing, pumping equipment, and the wellhead assembly, (iii) acquire, construct and install, production
facilities such as lease flow lines, separators, treaters, heaters, manifolds, measuring devices and production storage
tanks, natural gas cycling and processing plants, and central utility and waste disposal systems, and (iv) provide
improved recovery systems.

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 well. An exploratory, development or extension well that proves to be incapable of producing either oil or gas in
sufficient quantities to justify completion as an oil or gas well.

Economically producible. A resource which generates revenue that exceeds, or is reasonably expected to exceed, the
costs of the operation. The value of the products that generate revenue shall be determined at the terminal point of “oil
and gas producing activities” as defined in Rule 4-10(a)(16) of Regulation S-X promulgated under the Securities
Exchange Act of 1934, as amended.
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Estimated ultimate recovery (EUR). Estimated ultimate recovery is the sum of reserves remaining as of a given date
and cumulative production as of that date.

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 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 or stratigraphic condition, or both. The geological terms “structural feature” and
“stratigraphic condition” are intended to identify localized geological features as opposed to the broader terms of basins,
trends, provinces, plays, areas of interest, etc.

Gross acres or gross wells. The total acres or wells, as the case may be, in which a working interest is owned.
Hydraulic fracturing. Hydraulic fracturing is a well stimulation process using a liquid (usually water with an amount
of chemicals mixed in) that is forced into an underground formation under high pressure to open or enlarge fractures
in reservoirs with low permeability to stimulate and improve the flow of hydrocarbons from these reservoirs. As the
formation is fractured, a proppant (usually sand or ceramics) is pumped into the fractures to “prop” or keep them from
closing after they are opened by the liquid. Hydraulic fracturing is an essential technology in shale reservoirs and
other unconventional resource plays where nearly all wells are fractured in order to enable commercial hydrocarbon
production.

MBBbls. Thousand barrels of oil or other liquid hydrocarbons.

MBoe. Thousand barrels of oil equivalent.

Mcf. Thousand cubic feet of natural gas.

Mct/d. Thousand cubic feet of natural gas per day.

Mcfe. Thousand cubic feet equivalent, determined using the ratio of six Mcf of natural gas to one Bbl of oil, or
condensate or one Boe of natural gas liquids, which represents the approximate energy content of oil, condensate and
natural gas liquids as compared to natural gas. Despite holding this ratio constant at six Mcf to one Bbl, prices have
historically often been higher or substantially higher for oil than natural gas on an energy equivalent basis, although
there have been periods in which they have been lower or substantially lower.

MMBBbIs. Million barrels of oil or other liquid hydrocarbons.

MMBoe. Million barrels of oil equivalent.

MMBtu. Million British Thermal Units.

MMcf. Million cubic feet of natural gas.

MMcf/d. Million cubic feet of natural gas per day.

MMcfe. Million cubic feet of natural gas equivalent, determined using the ratio of six Mcf of natural gas to one Bbl of
oil, condensate or natural gas liquids, which represents the approximate energy content of oil, condensate and natural
gas liquids as compared to natural gas. Despite holding this ratio constant at six Mcf to one Bbl, prices have
historically often been higher or substantially higher for oil than natural gas on an energy equivalent basis, although
there have been periods in which they have been lower or substantially lower.

MMcfe/d. Million cubic feet of natural gas equivalent per day.

Net acres or net wells. The sum of the fractional working interests owned in gross acres or gross wells.

NYMEX. New York Mercantile Exchange.

Production costs. Costs incurred to operate and maintain wells and related equipment and facilities, including
depreciation and applicable operating costs of support equipment and facilities and other costs of operating and
maintaining those wells and related equipment and facilities.

Productive well. A well that is found to be capable of producing oil or gas in sufficient quantities to justify completion
as an oil or gas well.
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Proved developed reserves. Reserves that can be expected to be recovered through existing wells with existing
equipment and operating methods.

Proved reserves. Has the meaning given to such term in Rule 4-10(a)(22) of Regulation S-X, which defines proved
reserves as:

The quantities of oil and 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 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.
The area of a reservoir considered proved includes (i) the area identified by drilling and limited by fluid contacts, if
any, and (ii) adjacent undrilled portions of the reservoir that can, with reasonable certainty, be judged to be continuous
with it and to contain economically producible oil or gas on the basis of available geoscience and engineering data.
In the absence of data on fluid contacts, proved quantities in a reservoir are limited by the lowest known hydrocarbons
as seen in a well penetration unless geoscience, engineering or performance data and reliable technology establish a
lower contact with reasonable certainty.

Where direct observation from well penetrations has defined a highest known oil elevation and the potential exists for
an associated gas cap, proved oil reserves may be assigned in the structurally higher portions of the reservoir only if
geoscience, engineering or performance data and reliable technology establish the higher contact with reasonable
certainty.

Reserves that can be produced economically, based on prices used to estimate reserves, through application of
improved recovery techniques (including, but not limited to, fluid injection) are included in the proved classification
when (i) successful testing by a pilot project in an area of the reservoir with properties no more favorable than in the
reservoir as a whole, the operation of an installed program in the reservoir, or an analogous reservoir, or other
evidence using reliable technology establishes the reasonable certainty of the engineering analysis on which the
project or program was based and (ii) the project has been approved for development by all necessary parties and
entities, including governmental entities.

Existing economic conditions include prices and costs at which economic producibility from a reservoir is to be
determined. The price shall be the average price during the 12-month period prior to the ending date of the period
covered by the report, determined as an unweighted arithmetic average of the first-day-of-the-month price for each
month within such period, unless prices are defined by contractual arrangements, excluding escalations based upon
future conditions.

Proved undeveloped reserves. 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.

PV-10 value. When used with respect to oil and gas reserves, present value, or PV-10, means the estimated future
gross revenue to be generated from the production of proved reserves, net of estimated production and future
development and abandonment costs, using prices calculated as the average oil and gas price during the preceding
12-month period prior to the end of the current reporting period, (determined as the unweighted arithmetic average of
prices on the first day of each month within the 12-month period) and costs in effect at the determination date, and
without giving effect to non-property related expenses such as general and administrative expenses, debt service and
future income tax expense or to depreciation, depletion and amortization, discounted to a present value using an
annual discount rate of 10%.

Reasonable certainty. If deterministic methods are used, reasonable certainty means a high degree of confidence that
the quantities will be recovered. If probabilistic methods are used, there should be at least a 90% probability that the
quantities actually recovered will equal or exceed the estimate. A high degree of confidence exists if the quantity is
much more likely to be achieved than not, and, as changes due to increased availability of geoscience (geological,
geophysical, and geochemical), engineering, and economic data are made to EUR with time, reasonably certain EUR
is much more likely to increase or remain constant than to decrease.
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Recompletion. The completion for production of an existing well bore in another formation from that in which the
well has been previously completed.

Reserves. Estimated remaining quantities of oil and gas and related substances anticipated to be economically
producible, as of a given date, by application of development projects 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 gas or related substances to market, and all permits and financing
required to implement the project.
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Reservoir. A porous and permeable underground formation containing a natural accumulation of producible oil or gas,
or both, that is confined by impermeable rock or water barriers and is individual and separate from other reservoirs.
Standardized measure. The present value, discounted at 10%, of future net cash flows from estimated proved reserves
after income taxes, calculated holding prices and costs constant at amounts in effect on the date of the report (unless
such prices or costs are subject to change pursuant to contractual provisions) and otherwise in accordance with the
U.S. Securities Exchange Commission’s rules for inclusion of oil and gas reserve information in financial statements
filed with the U.S. Securities Exchange Commission.

“Tag along” rights. An agreement may provide that if one or more persons owning a majority (or some other specified
portion) of certain interests desires to sell all (or some specified portion) of their interests in one or more related
transactions, other owners of the same or similar interests have the “tag along” right to join in the sale.

3-D seismic data. Three-dimensional pictures of the subsurface created by collecting and measuring the intensity and
timing of sound waves transmitted into the earth as they reflect back to the surface.

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 gas regardless of whether such acreage contains proved reserves.
Undeveloped oil and gas reserves. Reserves of any category 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.

(i) Reserves on undrilled acreage are 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, based on pricing used to estimate reserves, at greater distances.

(i1) Undrilled locations are 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.

(iii) Under no circumstances are estimates for undeveloped reserves 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.

Working interest. The operating interest that gives the owner the right to drill, produce and conduct operating
activities on the property and a share of production.

Item 1A. Risk Factors

Oil and gas prices are highly volatile, and lower oil and gas prices will negatively affect our financial position,
planned capital expenditures and results of operations.

Our revenue, profitability, cash flow, future growth and ability to borrow funds or obtain additional capital, as well as
the carrying value of our properties, are substantially dependent on prevailing prices of oil and gas. Historically, the
markets for oil and gas have been volatile, and those markets are likely to continue to be volatile in the future. Oil and
gas commodity prices are affected by events beyond our control, including changes in market demand, overall
economic activity, weather, pipeline capacity constraints, inventory storage levels, basis differentials and other
factors. In the past, we have reduced or curtailed production to mitigate the impact of low oil and gas prices.
Particularly in recent years, decreases in natural gas prices led us to suspend or curtail drilling and other exploration
activities for natural gas. More recently, oil prices have declined significantly. We are particularly dependent on the
production and sale of oil and this recent commodity price decline has had, and may continue to have, an adverse
effect on us. Further volatility in oil and gas prices or a continued prolonged period of low oil or gas prices may
materially adversely affect our financial position, liquidity (including our borrowing capacity under our revolving
credit facility), ability to finance planned capital expenditures and results of operations.

It is impossible to predict future oil and gas price movements with certainty. Prices for oil and gas are subject to wide
fluctuation in response to relatively minor changes in the supply of and demand for oil and gas, market uncertainty
and a variety of additional factors beyond our control. These factors include:

the level of consumer product demand;

the levels and location of oil and gas supply and demand and expectations regarding supply and demand, including
the supply of oil and natural gas due to increased production from resource plays;
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sveather conditions;

domestic and foreign governmental relations, regulations and taxes;

the price and availability of alternative fuels;

political conditions or hostilities and unrest in oil producing regions;

the level and price of foreign imports of oil and liquefied natural gas;

the ability of the members of the Organization of Petroleum Exporting Countries and other exporting nations to agree
upon and maintain production constraints and oil price controls;

technological advances affecting energy consumption;

speculation by investors in oil and gas; and

variations between product prices at sales points and applicable index prices.

The profitability of wells, particularly in the shale plays in which we primarily operate, are generally reduced or
eliminated as commodity prices decline. In addition, certain wells that are profitable may not meet our internal return
targets. Recent price declines have caused us to significantly reduce our new exploration and development activity
which may adversely affect our results of operations, cash flows and our business.

Oil and gas drilling is a speculative activity and involves numerous risks and substantial and uncertain costs that could
adversely affect us.

Our success will be largely dependent upon the success of our drilling program. Drilling for oil and gas involves
numerous risks, including the risk that no commercially productive oil or gas reservoirs will be discovered. The cost
of drilling, completing and operating wells is substantial and uncertain, and drilling operations may be curtailed,
delayed or canceled as a result of a variety of factors beyond our control, including:

unexpected or adverse drilling conditions;

elevated pressure or irregularities in geologic formations;

equipment failures or accidents;

adverse weather conditions;

fluctuations in the price of oil and gas;

surface access restrictions;

doss of title or other title related issues;

compliance with governmental requirements; and

shortages or delays in the availability of drilling rigs, crews and equipment.

Because we identify the areas desirable for drilling in certain areas from 3-D seismic data covering large areas, we
may not seek to acquire an option or lease rights until after the seismic data is analyzed or until the drilling locations
are also identified; in those cases, we may not be permitted to lease, drill or produce oil or gas from those locations.
Even if drilled, our completed wells may not produce reserves of oil or gas that are economically viable or that meet
our earlier estimates of economically recoverable reserves. Our overall drilling success rate or our drilling success rate
for activity within a particular project area may decline. Unsuccessful drilling activities could result in a significant
decline in our production and revenues and materially harm our operations and financial position by reducing our
available cash and resources. The potential for production decline rates for our wells could be greater than we expect.
Because of the risks and uncertainties of our business, our future performance in exploration and drilling may not be
comparable to our historical performance described herein.

We may not adhere to our proposed drilling schedule.

Our final determination of whether to drill any wells will be dependent on a number of factors, including:

the results of our exploration efforts and the acquisition, review and analysis of the seismic data;

the availability of sufficient capital resources to us and the other participants for the drilling of the prospects;

the approval of the prospects by the other participants after additional data has been compiled;
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economic and industry conditions at the time of drilling, including prevailing and anticipated prices for oil and gas
and the availability and prices of drilling rigs and crews; and

the availability of leases and permits on reasonable terms for the prospects.

Although we have identified or budgeted for numerous drilling prospects, we may not be able to lease or drill those
prospects within our expected time frame or at all. Wells that are currently part of our capital plan may be based on
statistical results of drilling activities in other 3-D project areas that we believe are geologically similar rather than on
analysis of seismic or other data in the prospect area, in which case actual drilling and results are likely to vary,
possibly materially, from those statistical results. In addition, our drilling schedule may vary from our expectations
because of future uncertainties. In addition, our ability to produce oil and gas may be significantly affected by the
availability and prices of hydraulic fracturing equipment and crews. There can be no assurance that these projects can
be successfully developed or that any identified drill sites or budgeted wells will, if drilled, encounter reservoirs of
commercially productive oil or gas. We may seek to sell or reduce all or a portion of our interest in a project area or
with respect to prospects or budgeted wells within such project area.

Our reserve data and estimated discounted future net cash flows are estimates based on assumptions that may be
inaccurate and are based on existing economic and operating conditions that may change in the future.

There are uncertainties inherent in estimating oil and gas reserves and their estimated value, including many factors
beyond the control of the producer. The reserve data included herein represents only estimates. Reservoir engineering
is a subjective and inexact process of estimating underground accumulations of oil and gas that cannot be measured in
an exact manner and is based on assumptions that may vary considerably from actual results. Furthermore, different
reserve engineers may make different estimates of reserves and cash flows based on the same data. Reserve estimates
may be subject to upward or downward adjustment, and actual production, revenue and expenditures with respect to
our reserves likely will vary, possibly materially, from estimates. Additionally, in recent years, there has been
increased debate and disagreement over the classification of reserves, with particular focus on proved undeveloped
reserves. The interpretation of SEC rules regarding the classification of reserves and their applicability in different
situations remain unclear in many respects. Changing interpretations of the classification standards of reserves or
disagreements with our interpretations could cause us to write-down reserves.

As of December 31, 2014, approximately 57% of our proved reserves were proved undeveloped. Moreover, some of
the producing wells included in our reserve reports as of December 31, 2014 had produced for a relatively short period
of time as of that date. Because most of our reserve estimates are calculated using volumetric analysis, those estimates
are less reliable than estimates based on a lengthy production history. Volumetric analysis involves estimating the
volume of a reservoir based on the net feet of pay of the structure and an estimation of the area covered by the
structure based on seismic analysis. In addition, realization or recognition of our proved undeveloped reserves will
depend on our development schedule and plans. Lack of reasonable certainty with respect to development plans for
proved undeveloped reserves could cause the discontinuation of the classification of these reserves as proved.

The discounted future net cash flows included herein are not necessarily the same as the current market value of our
estimated oil and gas reserves. As required by the current requirements for oil and gas reserve estimation and
disclosures, the estimated discounted future net cash flows from proved reserves are based on the average of the sales
price on the first day of each month in the applicable year, with costs determined as of the date of the estimate. As a
result of significant recent declines in commodity prices, such average sales prices are significantly in excess of more
recent prices. Unless commodity prices or reserves increase, the estimated discounted future net cash flows from our
proved reserves would generally be expected to decrease as additional months with lower commodity sales prices will
be included in this calculation in the future. Actual future net cash flows also will be affected by factors such as:

the actual prices we receive for oil and gas;

our actual operating costs in producing oil and gas;

the amount and timing of actual production;

supply and demand for oil and gas;

tncreases or decreases in consumption of oil and gas; and

changes in governmental regulations or taxation.
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In addition, the 10% discount factor we use when calculating discounted future net cash flows for reporting

requirements in compliance with the Financial Accounting Standards Board Accounting Standards Codification Topic
932, “Extractive Activities—Oil and Gas” may not be the most appropriate discount factor based on interest rates in effect
from time to time and risks associated with us or the oil and gas industry in general.
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We depend on successful exploration, development and acquisitions to maintain reserves and revenue in the future.

In general, the volume of production from oil and gas properties declines as reserves are depleted, with the rate of
decline depending on reservoir characteristics. Except to the extent we conduct successful exploration and
development activities or acquire properties containing proved reserves, or both, our proved reserves will decline as
reserves are produced. Our future oil and gas production is, therefore, highly dependent on our level of success in
developing, finding or acquiring additional reserves that are economically recoverable.

We participate in oil and gas leases with third parties and these third parties may not be able to fulfill their
commitments to our projects.

We frequently own less than 100% of the working interest in the oil and gas leases on which we conduct operations,
and other parties will own the remaining portion of the working interest. Financial risks are inherent in any operation
where the cost of drilling, equipping, completing and operating wells is shared by more than one person. We could be
held liable for joint activity obligations of the other working interest owners such as nonpayment of costs and
liabilities arising from the actions of the other working interest owners. In addition, the recent declines in oil prices
and volatility in oil and gas prices may increase the likelihood that some of these working interest owners, particularly
those that are smaller and less established, are not able to fulfill their joint activity obligations. Some of these working
interest owners have experienced liquidity and cash flow problems. These problems may lead these parties to attempt
to delay the pace of drilling or project development in order to preserve cash. A working interest owner may be unable
or unwilling to pay its share of project costs. In some cases, a working interest owner may declare bankruptcy. In the
event any of these third party working interest owners do not pay their share of such costs, we would likely have to
pay those costs, and we may be unsuccessful in any efforts to recover these costs from such parties, which could
materially adversely affect our financial position.

We have substantial capital requirements that, if not met, may hinder operations.

We have experienced and expect to continue to experience substantial capital needs as a result of our active
exploration, development and acquisition programs. We expect that additional external financing will be required in
the future to fund our growth. We may not be able to obtain additional financing, and financing under our existing
revolving credit facility or new credit facilities may not be available in the future. Even if additional capital becomes
available, it may not be on terms acceptable to us. As in the past, without additional capital resources, we may be
forced to limit or defer our planned oil and gas exploration and development drilling program by releasing rigs or
deferring fracturing, completion and hookup of the wells to pipelines and thereby adversely affect our production,
cash flow, and the recoverability and ultimate value of our oil and gas properties, in turn negatively affecting our
business, financial position and results of operations.

If our access to markets is restricted, it could negatively impact our production, our income and ultimately our ability
to retain our leases. Our ability to sell oil and natural gas and receive market prices for our oil and natural gas may be
adversely affected by pipeline and gathering system capacity constraints.

Market conditions or the unavailability of satisfactory oil and gas transportation arrangements may hinder our access
to oil and gas markets or delay our production. The availability of a ready market for our oil and gas production
depends on a number of factors, including the demand for and supply of oil and gas and the proximity of reserves to
pipelines and terminal facilities. Our ability to market our production depends in substantial part on the availability
and capacity of gathering systems, pipelines and processing facilities owned and operated by third parties. Our failure
to obtain such services on acceptable terms could materially harm our business. Our productive properties may be
located in areas with limited or no access to pipelines, thereby necessitating delivery by other means, such as trucking,
or requiring compression facilities. Such restrictions on our ability to sell our oil or gas may have several adverse
effects, including higher transportation costs, fewer potential purchasers (thereby potentially resulting in a lower
selling price) or, in the event we were unable to market and sustain production from a particular lease for an extended
time, possibly causing us to lose a lease due to lack of production. Pipeline and gathering constraints have in the past
required, and may in the future require, us to flare natural gas occasionally, decreasing the volumes sold from our
wells. Our lease terms may require us to pay royalties on such flared gas to maintain our leases, which could adversely
affect our business. There is currently limited pipeline and gathering system capacity in areas of the Eagle Ford and
Marcellus where we operate. See “—Interruption to crude oil and natural gas gathering systems, pipelines and processing
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facilities we do not own could result in the loss of production and revenues.”

Historically, when available we have generally delivered our oil and gas production through gathering systems and
pipelines that we do not own under interruptible or short-term transportation agreements. Under the interruptible
transportation agreements, the transportation of our oil and gas production may be interrupted due to capacity
constraints on the applicable system, for maintenance or repair of the system, or for other reasons as dictated by the
particular agreements. Due to the limited available pipeline capacity in the Eagle Ford and Marcellus, we have entered
into firm transportation agreements for a portion of our production in such areas in order to assure our ability, and that
of our purchasers, to successfully market the oil and gas that we
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produce. We may also enter into firm transportation arrangements for additional production in the future. These firm
transportation agreements may be more costly than interruptible or short-term transportation agreements.

Production in the Marcellus by oil and gas companies continues to expand and the amount of natural gas currently
being produced by us and others exceeds the capacity of the various gathering and intrastate or interstate
transportation pipelines currently available in these areas. It is necessary for new pipelines and gathering systems to be
built. Because of the current economic climate, certain pipeline projects that are planned for the Marcellus may not
occur for lack of financing. In addition, capital constraints could limit our ability to build intrastate gathering systems
necessary to transport our gas to interstate pipelines. In such event, we might have to shut in our wells awaiting a
pipeline connection or capacity or sell natural gas production at significantly lower prices than those we currently
project, which could materially and adversely affect our results of operations.

A portion of our oil and gas production in any region may be interrupted, or shut in, from time to time for numerous
reasons, including as a result of weather conditions, accidents, loss or unavailability of pipeline or gathering system
access and capacity, field labor issues or strikes, or we might voluntarily curtail production in response to market
conditions, including low oil and gas prices. If a substantial amount of our production is interrupted at the same time,
it could temporarily adversely affect our cash flow. Furthermore, if we were required to shut in wells we might also be
obligated to pay shut-in royalties to certain mineral interest owners in order to maintain our leases.

Interruption to crude oil and natural gas gathering systems, pipelines and transportation and processing facilities we do
not own could result in the loss of production and revenues.

Our operations are dependent upon the availability, proximity and capacity of pipelines, natural gas gathering systems
and transportation and processing facilities we do not own. Any significant change affecting these infrastructure
facilities could materially harm our business. The lack of available capacity of gathering systems, pipelines and
facilities could reduce the price offered for our production or result in the shut-in of producing wells or the delay or
discontinuance of development plans for properties. These systems and facilities may be temporarily unavailable due
to adverse weather conditions or operational issues or may not be available to us in the future. See “—Our onshore and
offshore operations are subject to various operating and other casualty risks that could result in liability exposure or
the loss of production and revenues.” Additionally, activists or other efforts may delay or halt the construction of
additional pipelines or facilities. To the extent these services are unavailable, we would be unable to realize revenue
from wells served by such systems and facilities until suitable arrangements are made to market our production. As a
result, we could experience reductions in revenue that could reduce or eliminate the funds available for our
exploration and development programs and acquisitions, or result in the loss of property.

Instability in the global financial system may have impacts on our liquidity and financial condition that we currently
cannot predict.

Instability in the global financial system may have a material impact on our liquidity and our financial condition. We
rely upon access to both our revolving credit facility and longer-term capital markets as sources of liquidity for any
capital requirements not satisfied by the cash flow from operations or other sources. Our ability to access the capital
markets or borrow money may be restricted or made more expensive at a time when we would like, or need, to raise
capital, which could have an adverse impact on our flexibility to react to changing economic and business conditions
and on our ability to fund our operations and capital expenditures in the future. The economic situation could have an
impact on our lenders or customers, causing them to fail to meet their obligations to us, and on the liquidity of our
operating partners, resulting in delays in operations or their failure to make required payments. Also, market
conditions, including with respect to commodity prices such as for oil and gas, could have an impact on our oil and
gas derivative instruments if our counterparties are unable to perform their obligations or seek bankruptcy protection.
Additionally, challenges in the economy have led and could further lead to reductions in the demand for oil and gas,
or further reductions in the prices of oil and gas, or both, which could have a negative impact on our financial
position, results of operations and cash flows.

The risks associated with our debt and the provisions of our debt agreements could adversely affect our business,
financial position and results of operations.

We have demands on our cash resources, including interest expense, operating expenses and funding of our capital
expenditures. Our level of long-term debt, the demands on our cash resources and the provisions of the credit
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agreement governing our revolving credit facility and the indentures governing our 8.625% Senior Notes due 2018
and our 7.50% Senior Notes due 2020 may have adverse consequences on our operations and financial results,
including:

placing us at a competitive disadvantage compared to our competitors that have lower debt service obligations and
significantly greater operating and financial flexibility than we do;

limiting our financial flexibility, including our ability to borrow additional funds, pay dividends, make certain
investments and issue equity on favorable terms or at all;
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{imiting our flexibility in planning for, and reacting to, changes in business conditions;

tncreasing our interest expense on our variable rate borrowings if interest rates increase;

requiring us to use a substantial portion of our cash flow to make debt service payments, which will reduce the funds
that would otherwise be available for operations and future business opportunities;

requiring us to modify our operations, including by curtailing portions of our drilling program, selling assets, reducing
our capital expenditures, refinancing all or a portion of our existing debt or obtaining additional financing, which may
be on unfavorable terms; and

making us more vulnerable to downturns in our business or the economy, including the recent decline in oil prices.

In addition, the provisions of our revolving credit facility and our 8.625% Senior Notes and 7.50% Senior Notes place
restrictions on us and certain of our subsidiaries with respect to incurring additional indebtedness and liens, making
dividends and other payments to shareholders, repurchasing or redeeming our common stock, 8.625% Senior Notes
and 7.50% Senior Notes, making investments, acquisitions, mergers and asset dispositions, entering into hedging
transactions and other matters. Our revolving credit facility also requires compliance with covenants to maintain
specified financial ratios. Our business plan and our compliance with these covenants are based on a number of
assumptions, the most important of which is relatively stable oil and gas prices at economically sustainable levels. If
the price that we receive for our oil and gas production further deteriorates from current levels or continues for an
extended period, it could lead to further reduced revenues, cash flow and earnings, which in turn could lead to a
default under certain financial covenants contained in our revolving credit facility, including the covenants related to
working capital and the ratios described above. Because the calculations of the financial ratios are made as of certain
dates, the financial ratios can fluctuate significantly from period to period as the amounts outstanding under our
revolving credit facility are dependent on the timing of cash flows related to operations, capital expenditures, sales of
oil and gas properties and securities offerings. A prolonged period of decreased oil and gas prices or a further decline
could further increase the risk of a lowering in our credit rating or our inability to comply with covenants to maintain
specified financial ratios. Additionally, these ratios may have the effect of restricting us from borrowing the full
amount available under the borrowing base for our revolving credit facility. In order to provide a margin of comfort
with regard to these financial covenants, we may seek to further reduce our capital expenditure plan, sell additional
non-strategic assets or opportunistically modify or increase our derivative instruments to the extent permitted under
our revolving credit facility. We cannot assure you that we will be able to successfully execute any of these strategies,
or if executed, that they will be sufficient to avoid a default under our revolving credit facility if a further decline in oil
or gas prices were to occur in the future or if recent prices continue for an extended period.

The borrowing base under our revolving credit facility may be reduced below the amount of borrowings outstanding
under such facility.

Under the terms of our revolving credit facility, our borrowing base is subject to redeterminations at least
semi-annually based in part on prevailing oil and gas prices. A negative adjustment could occur if the estimates of
future prices used by the banks in calculating the borrowing base remain significantly lower than those used in the last
redetermination, including as a result of the recent decline in oil prices or an expectation that such reduced prices will
continue. The next redetermination of our borrowing base is scheduled to occur in Spring 2015. In addition, the
portion of our borrowing base made available to us is subject to the terms and covenants of our revolving credit
facility including, without limitation, compliance with the ratios and other financial covenants of such facility. In the
event the amount outstanding under our revolving credit facility exceeds the redetermined borrowing base, we could
be forced to repay a portion of our borrowings. We may not have sufficient funds to make any required repayment. If
we do not have sufficient funds and are otherwise unable to negotiate renewals of our borrowings or arrange new
financing, we may have to sell a portion of our assets.

We may face difficulties in securing and operating under authorizations and permits to drill, complete or operate our
wells.

The recent growth in oil and gas exploration in the United States has drawn intense scrutiny from environmental and
community interest groups, regulatory agencies and other governmental entities. As a result, we may face significant
opposition to, or increased regulation of, our operations that may make it difficult or impossible to obtain permits and
other needed authorizations to drill, complete or operate, result in operational delays, or otherwise make oil and gas
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exploration more costly or difficult than in other countries.

We have only limited experience drilling wells in the Utica Shale and less information regarding reserves and decline
rates in this shale formation than in some other areas of our operations.

We have limited exploration and development experience in the Utica Shale. We have participated in the drilling of
only 16 gross (4.1 net) wells in this area. Other operators in this area have significantly more experience in the drilling
of wells, including the drilling of horizontal wells. As a result, we have less information with respect to the ultimate
recoverable reserves, the production
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decline rate and other 