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GLOSSARY OF TERMS

Bbl. One stock tank barrel or 42 U.S. gallons liquid volume.

Bcf. Billion cubic feet.

Boe. One barrel of oil equivalent determined using a ratio of six Mcf of natural gas to one Bbl of crude oil, condensate
or natural gas liquids.

Boe/d. Barrels of oil equivalent per day.

Btu. British thermal unit, which is the heat required to raise the temperature of a one-pound mass of water from 58.5
to 59.5 degrees Fahrenheit.

Developed acreage. The number of acres that are allocated or assignable to productive wells or wells capable of
production.

Development project. A development project is the means by which petroleum resources are brought to the status of
economically producible. As examples, the development of a single reservoir or field, an incremental development in
a producing field, or the integrated development of a group of several fields and associated facilities with a common
ownership may constitute a development project.

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

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

Field. An area consisting of a single reservoir or multiple reservoirs all grouped on or related to the same individual
geological structural feature and/or stratigraphic condition.

Gross acres or gross wells. The total acres or wells, as the case may be, in which a working interest is owned.
Hydrocarbons. Oil, NGLs and natural gas are all collectively considered hydrocarbons.

Liquids. Oil and NGLs.

MBBbls. One thousand barrels of crude oil or other liquid hydrocarbons.

MBoe. One thousand barrels of crude oil equivalent, using a ratio of six Mcf of natural gas to one Bbl of crude oil,
condensate or natural gas liquids.

Mcf. One thousand cubic feet.

MGal. One thousand gallons of natural gas liquids or other liquid hydrocarbons.

MMBBbIls. One million barrels of crude oil or other liquid hydrocarbons.

MMBoe. One million barrels of crude oil equivalent, using a ratio of six Mcf of natural gas to one Bbl of crude oil,
condensate or natural gas liquids.

MMBtu. One million British thermal units.

MMcf. One million cubic feet.

Net acres or net wells. The sum of the fractional working interests owned in gross acres or gross wells, as the case
may be.

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

NYMEX. New York Mercantile Exchange.

Oil. Crude oil and condensate.
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Productive well. A well that is found to be capable of producing hydrocarbons in sufficient quantities such that
proceeds from the sale of such production exceed production expenses and taxes.

Proved developed reserves. Reserves that can be expected to be recovered through: (i) existing wells with existing
equipment and operating methods or in 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.

Proved developed non-producing or PDNPs. Proved oil and natural gas reserves that are developed behind pipe or
shut-in or that can be recovered through improved recovery only after the necessary equipment has been installed, or
when the costs to do so are relatively minor. Shut-in reserves are expected to be recovered from (1) completion
intervals which are open at the time of the estimate but which have not started producing, (2) wells that were shut-in
for market conditions or pipeline connections, or (3) wells not capable of production for mechanical reasons.
Behind-pipe reserves are expected to be recovered from zones in existing wells that will require additional completion
work or future recompletion prior to the start of production.

Proved reserves. Proved oil and natural gas reserves are those 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
the estimation.

Proved undeveloped drilling location. A site on which a development well can be drilled consistent with spacing rules
for purposes of recovering proved undeveloped reserves.

Proved undeveloped reserves or PUDs. Proved undeveloped oil and gas 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.

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

(i1) Proved undrilled locations can be classified as having undeveloped reserves only if a development plan has been
adopted indicating that they are scheduled to be drilled within five years, unless the specific circumstances, justify a
longer time.

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

Recompletion. The completion for production of an existing wellbore in another formation from that which the well
has been previously completed.

Reserve acquisition cost. The total consideration paid for an oil and natural gas property or set of properties, which
includes the cash purchase price and any value ascribed to units issued to a seller adjusted for any post-closing items.

R/P ratio (reserve life). The reserves as of the end of a period divided by the production volumes for the same period.
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Reserve replacement. The replacement of oil and natural gas produced with reserve additions from acquisitions,
reserve additions and reserve revisions.
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Reserve replacement cost. An amount per Boe equal to the sum of costs incurred relating to oil and natural gas
property acquisition, exploitation, development and exploration activities (as reflected in our year-end financial
statements for the relevant year) divided by the sum of all additions and revisions to estimated proved reserves,
including reserve purchases. The calculation of reserve additions for each year is based upon the reserve report of our
independent engineers. Management uses reserve replacement cost to compare our company to others in terms of our
historical ability to increase our reserve base in an economic manner. However, past performance does not necessarily
reflect future reserve replacement cost performance. For example, increases in oil and natural gas prices in past years
have increased the economic life of reserves, adding additional reserves with no required capital expenditures. On the
other hand, increases in oil and natural gas prices have increased the cost of reserve purchases and reserves added
through development projects. The reserve replacement cost may not be indicative of the economic value of the
reserves added due to differing lease operating expenses per barrel, differing timing of production, and other
qualitative factors.

Reservoir. A porous and permeable underground formation containing a natural accumulation of producible oil and/or
natural gas that is confined by impermeable rock or water barriers and is individual and separate from other reserves.

Standardized measure. The present value of estimated future net revenues to be generated from the production of
proved reserves, determined in accordance with assumptions required by the Financial Accounting Standards Board
and the Securities and Exchange Commission (using current costs and the average annual prices based on the
unweighted arithmetic average of the first-day-of-the-month price for each month) without giving effect to
non-property related expenses such as general and administrative expenses, debt service and future income tax
expenses or to depreciation, depletion and amortization, and discounted using an annual discount rate of 10%. Federal
income taxes have not been deducted from future production revenues in the calculation of standardized measure as
each partner is separately taxed on its share of Legacy's taxable income. In addition, Texas margin taxes and the
federal income taxes associated with a corporate subsidiary have not been deducted from future production revenues
in the calculation of the standardized measure as the impact of these taxes would not have a significant effect on the
calculated standardized measure. Standardized measure does not give effect to commodity derivative transactions.

Undeveloped acreage. Lease acreage on which wells have not been drilled or completed to a point that would permit
the production of commercial quantities of oil and natural gas regardless of whether such acreage contains proved

reserves.

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

Workover. Operations on a producing well to restore or increase production.
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CAUTIONARY STATEMENT
REGARDING FORWARD-LOOKING INFORMATION

This document contains forward-looking statements that are subject to a number of risks and uncertainties, many of
which are beyond our control, which may include statements about:

our business strategy;
the amount of oil and natural gas we produce;
the price at which we are able to sell our oil and natural gas production;

our ability to acquire and appropriately finance additional oil and natural gas properties at economically attractive
prices;

our drilling locations and our ability to continue our development activities at economically attractive costs;

the level of our lease operating expenses, general and administrative costs and finding and development costs,
including payments to our general partner;

the level of our capital expenditures;

our ability to comply with, renegotiate or receive waivers of debt covenants under our revolving credit facility and our
term loan credit agreement;

our ability to engage in capital markets activity which may include debt or equity exchanges or repurchases;

our ability to resume cash distributions to our limited partners;

our future operating results; and

our plans, objectives, expectations and intentions.

All of these types of statements, other than statements of historical fact included in this document, are forward-looking
statements. In some cases, you can identify forward-looking statements by terminology such as “may,” “could,” “should,”

“expect,” “plan,” “project,” “intend,” “anticipate,” “believe,” “estimate,” “predict,” “potential,” “pursue,” “target,” “continue,”
such terms or other comparable terminology.

9 ¢ EEINT3 99 ¢ 99 ¢ 9 ¢ 9 ¢

The forward-looking statements contained in this document are largely based on our expectations, which reflect
estimates and assumptions made by our management. These estimates and assumptions reflect our best judgment
based on currently known market conditions and other factors. Although we believe such estimates and assumptions
to be reasonable, they are inherently uncertain and involve a number of risks and uncertainties that are beyond our
control. In addition, management’s assumptions about future events may prove to be inaccurate. All readers are
cautioned that the forward-looking statements contained in this document are not guarantees of future performance,
and our expectations may not be realized or the forward-looking events and circumstances may not occur. Actual
results may differ materially from those anticipated or implied in the forward-looking statements due to factors
described in "Item 1A. Risk Factors.” The forward-looking statements in this document speak only as of the date of this
document; we disclaim any obligation to update these statements unless required by securities law, and we caution
you not to unduly rely on them.
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ITEM 1. BUSINESS

References in this annual report on Form 10-K to “Legacy Reserves,” “Legacy,” “we,” “our,” “us,” or like terms refer to Legac
Reserves LP and its subsidiaries. References to "units" refers to our units representing limited partner interests in the
Partnership and not to the Series A Preferred Units (as defined herein), the Series B Preferred Units (as defined herein)

or the Incentive Distribution Units (as defined herein), and "unitholders" refers to the holders of units. As used herein,

unless the context requires otherwise, the term "limited partner interests" refers to the units, the Series A Preferred

Units, the Series B Preferred Units and the Incentive Distribution Units, collectively, and “limited partners” refers to the
holders of limited partner interests. References to "Preferred Units" refer to the Series A Preferred Units and the Series

B Preferred Units, collectively, and "Preferred Unitholders" refers to holders of the Preferred Units.

Legacy Reserves LP

We are a master limited partnership headquartered in Midland, Texas, focused on the acquisition and development of
oil and natural gas properties primarily located in the Permian Basin, East Texas, Rocky Mountain and Mid-Continent
regions of the United States.

Our oil and natural gas production and reserve data as of December 31, 2016 are as follows:

we had proved reserves of approximately 144.8 MMBoe, of which 72% were natural gas, 28% were oil and natural
gas liquids (“NGLs”) and 94% were classified as proved developed producing; and

our proved reserves to production ratio was approximately 9.4 years based on the annualized production
volumes for the three months ended December 31, 2016.

We have grown primarily through two activities: the acquisition of producing oil and natural gas properties and the
development of properties in established producing trends. From 2007 through 2016, we completed 143 acquisitions
of oil and natural gas properties for a total of approximately $2.7 billion. These acquisitions of primarily long-lived,
oil and natural gas assets, along with our ongoing development activities and operational improvements, have allowed
us to achieve significant growth during this time period.

Business Strategy

The key elements of our business strategy are to:

Add proved reserves and maximize cash flow and production through development projects and operational
efficiencies;

Make accretive acquisitions of oil and natural gas properties; and

Reduce commodity price risk through oil and natural gas derivative transactions.

2017 Operating Focus

Oil and natural gas prices experienced a significant drop in late 2014 and 2015. Prices recovered slightly in 2016, but
still remain at levels lower than previously seen before the decline began in 2014, which has further challenged the

state of the capital markets for oil and natural gas exploration and production companies. In response, we elected to

11



Edgar Filing: LEGACY RESERVES LP - Form 10-K

maintain a modest capital program in 2017. Our development capital expenditures are expected to be approximately
$55 million in 2017, compared to approximately $29.5 million in 2016 and $36.9 million in 2015. The increase in our
capital program in 2017 as compared to 2016 is driven by increased net working interests and an anticipated higher
number of total drilling days under our two-rig horizontal drilling program in the Permian Basin.
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Should oil and natural gas prices decline in 2017, we could breach certain financial covenants under our revolving
credit facility or our term loan credit agreement, which would constitute a default under our revolving credit facility or
our term loan credit agreement. Such default, if not remedied, would require a waiver from our lenders in order for us

to avoid an event of default and subsequent acceleration of all amounts outstanding under our revolving credit facility
or our term loan credit agreement or foreclosure on our oil and natural gas properties. Certain payment defaults or
acceleration under our revolving credit facility or our term loan credit agreement could cause a cross-default or
cross-acceleration of all of our other indebtedness. While no assurances can be made that, in the event of a covenant
breach, such a waiver will be granted, we believe the long-term global outlook for commodity prices and our efforts to
date will be viewed positively by our lenders. For further discussion on the consequences of a breach of such

covenants, including a potential cross-default of all our existing indebtedness, please read “Risk Factors—Risks Related
to Our Business—Continued low commodity prices may impact our ability to comply with debt covenants.” Considering
the current environment for the oil and natural gas industry, our goals in 2017 are to fund our operations and to reduce
leverage from our internally generated cash flow and to preserve financial flexibility and liquidity.

Operating Regions

Permian Basin. The Permian Basin, one of the largest and most prolific oil and natural gas producing basins in the
United States, was discovered in 1921 and extends over 100,000 square miles in West Texas and southeast New
Mexico. It is characterized by oil and natural gas fields with long production histories and multiple producing
formations. These stacked formations have been further drilled and produced following the advent and refinement of
horizontal drilling. Currently, the majority of the rigs running in the Permian Basin are drilling horizontal wells. The
Permian Basin has historically been our largest operating region and still contains the majority of our drilling locations
and development projects. Our producing wells in the Permian Basin are generally characterized as mature oil wells
that also produce high-Btu casinghead gas with significant NGL content.

East Texas. We entered the East Texas region through our July 2015 acquisitions in Anderson, Freestone, Houston,
Leon, Limestone and Robertson counties. The properties in East Texas consist of mature, low-decline natural gas
wells. The East Texas properties are supported by a 567 mile natural gas gathering system and plant we acquired as
part of those acquisitions.

Rocky Mountain. We entered the Rocky Mountain region upon completing an acquisition in the Big Horn and Wind
River Basins in Wyoming in February 2010. We subsequently added positions in the Powder River Basin through
several smaller acquisitions. The properties in Wyoming are largely mature oil wells with a natural water drive that
produce primarily from the Dinwoody-Phosphoria, Tensleep and Minnelusa formations. We expanded our footprint in
this region with our acquisition of oil properties in North Dakota and Montana in May 2012 and our acquisition of
non-operated oil and natural gas properties in Colorado in June 2014. The North Dakota properties produce primarily
from the Madison and Bakken formations, while the Montana properties produce mostly from the Sawtooth and
Bowes formations. The Colorado properties produce primarily from the Williams Fork formation.

Mid-Continent. Our properties in the Mid-Continent region are primarily in the Texas Panhandle and Oklahoma. The
vast majority of these properties were acquired through several transactions from April 2007 through October 2008.
Our Texas Panhandle wells produce mostly from shallow Granite Wash, Brown Dolomite and Red Cave formations.
Our operated properties in the Texas Panhandle are mostly mature oil wells that also produce high-Btu casinghead gas
with significant NGL content, while our non-operated properties are mostly mature, low pressure natural gas wells
with high NGL content.
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Our proved reserves by operating region are as follows:

Proved Reserves by Operating Region as of December 31, 2016

. Natural
. . Oil Total % % %
Operating Regions - rpp1) ((;’\‘j‘[idcf) NGLS(MBbIS) 15 oe) Liquids PDP  Total
East Texas 63 339,034 95 56,664 03 % 98.1% 39.1%

Permian Basin 25,491 89,446 932
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