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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, DC 20549

FORM 10-K

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF EFSECURITIES EXCHANGE ACT OF 192
For the fiscal year endeDecember 31, 2011
OR

O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(df ®HE SECURITIES EXCHANGE ACT OF 19:

For the transition period from to

Commission file numbe002-76219NY

VICTORY ENERGY CORPORATION

(Exact name of registrant as specified in its @rart

Nevada 87-0564472
(State or other jurisdiction of incorporation oganization) (I.R.S. Employer Identification No
20341 Irvine Avenue, Newport Beach, Californit 92660
(Address of principal executive office (Zip Code)

Registrant’s telephone number, including area cftiet) 480-0305 Securities registered pursuant to Section 12(thefct:None
Securities registered pursuant to Section 12(ghefAct: Common Stock, $0.001 par valuéTitle of class)
Indicate by check mark if the registrant is a walbwn seasoned issuer, as defined in Rule 405c08#turities Act. Yell No [X]
Indicate by check mark if the registrant is notuiegd to file reports pursuant to Section 13 orti®ecl5(d) of the Act. Ye&] No
Indicate by check mark whether the registrant @9 filed all reports required to be filed by Seetk8 or 15(d) of the Securities Exchange
of 1934 during the preceding 12 months (or for ssizhrter period that registrant was required ® dilich reports), and (2) has been subije
such filing requirements for the past 90 days. Yids No
Indicate by check mark whether the registrant hémrstted electronically and posted on its corpokéieb site, if any, every Interactive D
File required to be submitted and posted pursuaRiule 405 of Regulation $-during the preceding 12 months (or for such shrqueriod the
the registrant was required to submit and post §iled). Yes No[X]
Indicate by check mark if disclosure of delinquéitdrs pursuant to Item 405 of RegulationKSis not contained herein, and will not
contained, to the best of registranknowledge, in definitive proxy or information weents incorporated by reference in Part Il @ #orm
10-K or any amendment to this Form 10-K1
Indicate by check mark whether the registrant large accelerated filer, an accelerated filer, a-accelerated filer or a smaller report
company. See the definitions of “large accelerdiled,” “accelerated filer” and “smaller reportingpmpany” in Rule 1212 of the Exchang
Act. (Check one):

Large Accelerated File(] Accelerated File™

Non-Accelerated Filer (do not check if Smaller Repartompany ] Smaller Reporting Comparlx]
Indicate by check mark whether the registrantsbell company (as defined in Rule 12b-2 of the Exgje Act). Yed&l No[X]

The aggregate market value of the voting and ndmg@ommon equity held by nceffiliates of the registrant, computed by referetaehe
closing price of such stock on May 12, 2011 wasexmately $2,171,000 based on the closing priceuch stock and such date of $0.0195.

The number of shares outstanding of the Regissaanmon stock, $0.001 par value, as of May 1112@ds 136,719,608.
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Explanatory Note

On March 30, 2011 Victory Energy Corporation filesl2009 Annual Report on Form 0including audited financial statements for th&?z
(restated), 2008 and 2009 fiscal years and unaldit@rterly financial statements for 2008 (restptattd 2009. The 2009 Annual Repori
Form 10-K included all material information that wo have been available and disclosed in its Deeer@b, 2009, 2008 and 2007 FormsKLO-
and interim 2009 and 2008 Forms @QOhad they been timely filed as well as all matesigbsequent events through the date of filing.a
consequence, much of this 2010 Annual Report omBdIK reiterates much of the same material alreadyemtes! in the 2009 Annual Ref
on Form 10-K.

Cautionary Notice Regarding Forward Looking Statemats

Victory Energy Corporation desires to take advaatafjithe “safe harborprovisions of the Private Securities Litigation Befi Act of 199
This report contains a number of forwdoking statements that reflect management's cuwuiews and expectations with respect to busi
strategies, future results and events and finapeidbrmance. All statements made in this Annugldreother than statements of historical 1
including statements that address operating pedoom, events or developments that management expeanticipates will or may occur
the future, including statements related to revenaash flow, profitability, adequacy of funds fraperations, statements expressing ge
optimism about future operating results and nomehisal information, are forward looking statemenits particular, the words “believe,”
“expect,” “intend,” “anticipate,” “estimate,” “may,“will,” variations of such words, and similar esgssions identify forwaréboking
statements, but are not the exclusive means ofifgieiy such statements and their absence doesnean that the statement is not forward-
looking.

Readers should not place undue reliance on theseifd-looking statements, which are based on managgs current expectations &
projections about future events, are not guarardegure performance, are subject to risks, uradeties and assumptions and apply only i
the date of this report. Victory Energy Corporat®ractual results, performance or achievements cdiffdr materially from the resu
expressed in, or implied by, these forwéwdking statements. Factors that could cause otriboite to such differences include, but are
limited to, those discussed below in “Risk Factas"well as those discussed elsewhere in this remudtthe risks discussed in press rele
and other communications to stockholders issuedibtpry Energy Corporation from time to time whiaktempt to advise interested partie
the risks and factors that may affect the businEgsept as may be required under the federal des=utaws, Victory Energy Corporati
undertakes no obligation to publicly update or sevany forwardeoking statements, whether as a result of newrinétion, future events
otherwise.

Part |
Item 1. Business
General Background

Victory Energy Corporation , formerly known as All Things, Inc. (“Victory,” ¢gn“Company” or “We"),was organized under the laws of
State of Nevada on January 7, 1982. We were fofimrethe purpose of engaging in all lawful businssa¥e are currently authorized to is
490,000,000 shares of $0.001 par value common stock

On March 21, 1985, we changed our name to New Bnriental Technologies Corporation, and on April Z8)3 we changed our name ay
to Victory Capital Holdings Corporation. On MayZ)06, we changed our name to Victory Energy Ceaipam.

Copies of the initial Articles of Incorporation ajur Company and the Certificates of Amendment te Hrticles of Incorporatic
are incorporated by reference. See Part IV Itém 1

From our inception to 2004, we had no material mess$ operations. In 2004, we began the searcthdoacquisition of assets, property
businesses that could benefit the Company anthétekolders.

Management determined that we should focus on gioje the oil and gas industry. Based upon aebdtiat this industry is an economici
viable sector in which to conduct business openatiove targeted specific prospects and joint ventyaportunities engaged in the drilling
oil and natural gas.

Company Overview

We are an oil and natural gas exploration, devetagnand production (E&P) company geographicallyjufsd on the onshore United Ste
We are headquartered in Newport Beach, Califora. seek to identify proven development prospeatsdact thorough geological &
engineering evaluations and then target suitalsla-fa partners for long term development of additiopedspects. Our operational focus is
acquisition, through the most cost effective megamssible, of production or near production of eilanatural gas field assets. Targeted f
generally have existing wells that are often paghary energy recovery, but whose enhancement gfiramecondary and possibly terti
recovery methods could revitalize them. Targetelil§i also have the availability of additional dnigj sites. Our goal is to have an inventor
existing wells to enhance and a number of newimgilsites to maintain growth, while increasing rees and cash flow.




Depending upon the specific terms and developmppbirdunities of a given oil & gas project, we acguour interests directly or indirec
through joint ventures, partnerships, or joint @pieig agreements. We currently serve as managiriggreof Aurora Energy Partners, a Te
General Partnership (“Aurora”y¥e own a fifteen percent (15%) general partnergftigrest in Aurora and share fifteen percent (15%ahe
profits and losses of Aurora. We manage all busirgserations of Aurora including project analysisquisition, finance and accounti
drilling operations, and production management.

During 2009 and 2008, Aurora acquired a one hungerdent (100%) working interest and seveiioyr percent (74%) net revenue intere:
eleven (11) natural gas wells. Aurora also acquirdifty percent (50%) working interest and thiggven percent (37%) net revenue intere
two (2) gas wells. These gas wells are locatedratkett County, Texas. As of the date of this §limine of the wells have been completed
are in production.

On December 31, 2010, we directly acquired a ohgdar option to acquire leases and availablerall gas mineral rights within a 1,000 ¢
tract on South Padre Island, Texas. Depending eritancing needs to develop this project, we mayetbp this project directly or indirec
through Aurora or other joint venture partners.

On February 18, 2011, Aurora entered into an agee¢ito acquire a 2.5% working interest in a prodgavildcat well that is producing 3
barrels of oil per day (BOPD) and 100 thousandctdet (MCF) of natural gas per day.

Business Strategy

Our business strategy includes the acquisitiomniimg, improvement, exploration, and developmeifitrdy of existing and/or new oil and ¢
opportunities.

Acquisition and Financing

During our acquisition stage we identify, asses&l avaluate the geological opportunities of lovk rimature fields that have proven .
probable reserves. During 2009 and 2008, Aurorareelc311.4 million of funding from one of Aurosageneral partners, James Capital En
LLC (*JCE"). JCE is an Alaska limited liability company thatdemprised of forty (40) accredited investors. J&Enianaged by Dr. Ron:
Zamber, a major shareholder of the Company and reewfbour board of directors. The capital raiseatigh Aurora was earmarked for
AdamsBaggett natural gas project in Crockett County,aBA portion of the funds we used to initially aitg interests in six (6) produci
wells at a cost of $3.0 million. The remaining $&llion of capital was earmarked for a drillingogram to develop additional natural
wells on the Adams-Baggett ranch.

In buying existing oil and natural gas fields, vet sut to extensively study the fields, the forroas in which oil and natural gas were fot
the history of sales from the field and the histofall surrounding fields, and their productiomof this information, a better assessment ¢
be made as to the value of the target property.

I mprovement of Existing Wells

In collaboration with our business partners, wekdeeimprove the performance of our fields by inieg in low risk workever programs ¢
existing wells and monetization of significant wgsiin work-over wells on already proved assets. M¢® seek to develop proved non-
producing wells (PDNP) into proved developed aratpcing (PDP) assets with no associated exploraién

Currently, we have active operations on Aursriélds located in Crockett County, Texas andfalds located in South Padre Island, Te
Aurora has working interests and net revenue istefi@ nine (9) productive natural gas wells in@reckett County field in Texas. We beg:
four (4)well work over program in the Crockett County patjeNVe recently purchased an option to acquireskeasnd mineral interest on Sc
Padre Island, Texas. Our management is extensitdlying the fields, the formations in which oildamatural gas may be found, the histor
sales from the field and the history of all surrdimg fields, and their production. From this inf@tion, an assessment can be made as
value of the target property.




Development Drilling on Proved Assets

Another aspect of our business strategy is to e@rdaifill drilling of Aurora’s oil and gas assets and our oil and gas assetsse¥k to develc
proved undeveloped (PUD’s) assets into PDP ass#isw associated exploration risk.

All of the planned development drilling and enhaneats assume that we are successful in securin@@lt funding that will support
drilling and development budget. The actual nundjevells drilled will vary depending upon variousctors, including the availability and c
of drilling rigs, any working interest partner igsy our ability to raise additional capital, thewess of our drilling programs, weather de
and other factors. Our ability to drill the numlmdrwells we have budgeted for 2011 and 2012 is ihedependent upon the timely acces
oilfield services, particularly drilling rigs.

We also seek to expand our oil and natural gaswes¢hrough the acquisition of fields, wells, arrking interests in oil and gas assets.
Current Operations
Adams-Baggett Ranch, Crockett County, Texas

In January, 2008, Aurora acquired mineral righsésaon the AdamBaggett Ranch that is located in southwest Texasor initially acquire
a fifty percent (50%) working interest and thidgven percent (37%) net revenue interest in sixp(6jlucing gas wells at this location.
October 2008, Aurora acquired the remaining fifgrqent (50%) working interest and thidgven percent (37%) net revenue interest in
(3) of these producing gas wells. In February 200@0ra acquired an additional fifty percent (50#grking interest and thirtgeven perce
(37%) net revenue interest in one (1) of these ycind) gas wells. During 2008, we drilled and brauigto production three (3) gas wells at
location. We also drilled four (4) additional wetlsat have not been completed as of the date ®f¢ipiort.

Aurora currently holds net revenue interests irer(®) producing natural gas wells within the bougdaf our currently held acreage. Four
additional wells have been drilled and are awaitiompletion plans.

Padre ldand Gas Fidlds, South Padre | dand, Texas

On December 20, 2010, we entered into an optioeesgent to acquire an oil and gas lease in a 1,008 teact of South Padre Isla
Texas. The option gives us exclusive right to @egan oil and gas lease at the property for aogeof one (1) year. Under the terms of
option, we will have full access to the land and/reanduct geophysical or seismic testing of thel lemascertain the potential gas reserves

Padre Island Gas Field is located 15 miles nortRAat Isabel, Texas. The field was discovered bif Gilin 1960 and produced approximat
3.8 billion cubic feet (BCF) to October 1, 1980rfradwo Miocene Sands at 6,000 feet and 6,500 fdeeel (3) wellbores are currently shut-
and will be re-evaluated for activation. These welkere producing 14 million cubic feet (MMCF) peomth when they were shirn-in 2002
One of the wells could be recompleted at 6,000 fa®d another could be put on pump to flow gashepbotackside. In addition, there is dobt
gas sand on water at 1,712 feet indicated by wgh land a gas core that has not been previoustiuped. A formation test of this sand
immediate pressure of 465 psi.

A successful completion of this sand could haveepiial of 2 BCF proved undeveloped reserves (PUDatural gas. There is an int
pipeline available to transport gas to onshordifees. Compression facilities could be installedftirther recover gas. The wells are locate
Padre Island and are accessible by road.

The optioned property contains three (3) previoystyducing gas wells and the delivery infrastruettar transport the gas to onshore facili
We will have a one hundred percent (100%) workirtgriest and seventy-five percent (75%) net revémeeest in this project.

Jones County, Texas Oil Well Interest

On February 28, 2011, Aurora acquired a two andl&a(B.5) percent working interest in the Young Nowell located in Jones County, Tes
This “Glen Thomas*wildcat well was completed and tested January 0412The well is now on production at a rate of 880PD) and 10
MCF of natural gas per day. Interest assignmerthisf production is effective February 1, 2011, withrora expecting revenue during
second quarter of 2011. Oil production is from @axdo formation. The agreement also includes a mwgrinterest of no less than 1.5 pert
in a sixty-four (64) square mile (40,966 acred) 3eismic imaging supported development area. Ték aperator, C.O. Energy, envisic
drilling one to two wells per month until the tatge area is fully developed. Aurora maintains atyh{30)-day first right of refusal |
participate in each development well.




Pecos County, Texas Oil and Gas Well I nterest

On April 14, 2011, Aurora acquired a working intran the University 6 #1 oil and gas prospect {{iBuCreek”). Aurora acquired the prosp
from well known Midland Texas-based W-Petroleum Inc., who will also be the operatortloé well. Aurora acquired a five perc
(5%) working interest and a three and three gquagercent (3.75%) net revenue interest and antespgais well to spud near the end of Af
The Tunis Creek prospect is located twefivg-miles due east of Fort Stockton, Texas ineasPecos County, and is surrounded by signif
hydrocarbon shows in all three targeted horizor®e prospect has been permitted to test the Wichitzany, Wolfcamp and Ellenburc
formations. The operator plans to drill the TuBigek prospect to a total depth of 7,500 feete T}600 acre lease comprises two sectio
block 20, University Lands survey.

Just over two thirds of a mile to the east-north@athe same section, Midwest Oil opened the we#-Renaud & Tunstill field. That Midwe
Oil well (1 University) is down dip of the Tunis €k prospect and was completed in 1960. The lddsity well pumped 248 barrels of 43-
degree oil per day from the Ellenburger formatio,81095 feet. Log tops at the 7,004 feet discoveryudet the Wolfcamp at 4,834 fe
Simpson at 5,940 feet, Connell at 6,439 feet atehBlrger at 6,795 feet. Production for the 1 @rsity well through 1965 totaled over
thousand barrels of oil and 1.65 million cubic fektasinghead gas.

Alwan West Natural Gas Prospect

On April 25, 2011, Aurora acquired a working intréen the Alwan West natural gas prospect. ThealWest prospect will be the larc
natural gas well drilled by us to date. This prasizepotential reservoir covers an area of 175 adréms a reserve potential of 8.75 BCI
natural gas and 43.75 thousand barrels of gas osatle The reserve potential is based on 50 fetsefvoir sand, one million cubic feet
acrefoot of natural gas and five barrels per milliorbmufeet of gas condensate. These reserve estimadsr the first Yegua sand only, wk
is the primary objective, and do not include pdtdrih the secondary objectives.

The Alwan West prospect is located in far westermavibn County, Texas, near the Jackson County Tihere are two natural gas lines
cross the lease within 1,000 feet of the proposedtion. Aurora acquired the prospect, which inekid five percent (5%) working interest
a 3.8% net revenue interest (NRI), from Miramarréletim, Inc. of Corpus Christi, Texas, who will tiee operator and who also owr
significant working interest in the well. The walanticipated to spud in early June of this year.

This area produces from the Frio and Yegua (Oligetéormations. The lease area is surrounded aidds by gas condensate production.
first Yegua sand is the primary objective. Secondajectives are the Frio and second Yegua sandailWest lies on strike between 1
Yegua fields, Lost Fork (one mile west) and AVO f&ita (3,000 feet east). Lost Fork has produced 42eBCF, while AVO Grande h
produced 7 BCF of natural gas. Both of these fialdsstratigraphic traps, as is the Alwan Westgeot

Distribution Methods

Each of our fields that produce oil distributes @llthe oil that it produces through one purchdsereach field. We do not have a writ
agreement with some of these oil purchasers. Toiégeirchasers pick up oil from our tanks and payaacording to market prices at the t
the oil is picked up at our tanks. There is siguifit demand for oil and there are several compamiesr operating areas that purchase oil -
small oil producers.

Each of our fields that produce natural gas distéb all of the natural gas that it produces thhoage purchaser for each field. We F
distribution agreements with these natural gashasgers that provide us a tap into a distributiog bf a natural gas distribution company.
are to be paid for our natural gas at either a stapkice at the beginning of the month or marketeprt the time of delivery, less ¢
transportation cost charged by the natural gasildigion company. These charges can range widely 2 percent to 20 percent or more of
market value of the natural gas depending on thdahility of competition and other factors.

Competitive Business Conditions

We encounter competition from other oil and natga$ companies in all areas of our operations. iecaf record high prices for oil &
natural gas, there are many companies competintpédeasehold rights to good oil and natural gasgects. And, because so many comp.
are again exploring for oil and natural gas, thereften a shortage of equipment available to ddirdy and work over projects. Many of ¢
competitors are large, wedlstablished companies that have been engaged oil thied natural gas business for much longer tharhave an
possess substantially larger operating staffs aeater capital resources than we do. We may nableto conduct our operations, evaluate
select properties and consummate transactions ssfadg in this highly competitive environment.




The oil and natural gas industry is characterizeddpid and significant technological advancememtd introductions of new products
services using new technologies. If one or mortheftechnologies we use now or in the future wereetcome obsolete or if we are unabl
use the most advanced commercially available tdolggo our business, financial condition and reswitsoperations could be materie
adversely affected.

Source and Availability of Raw Materials

We have no significant raw materials. However, wakenuse of numerous oil field service companighéndrilling and work over of wells. V
currently operate in areas where there are numeibtisld service and drilling companies that arailable to us.

Dependence on One or a Few Customers

There is a ready market for the sale of crude mil matural gas. Each of our fields currently sallof its oil production to one purchaser
each field and all of its natural gas productiorot@ purchaser for each field. However, becauserate purchasers of oil and natural ga
readily available at similar prices, we believetttiee loss of any of our purchasers would not haweaterial adverse effect on our finan
results.

We sold oil and natural gas production represemtinge than 10% of our oil and natural gas revemsdsllows:

Years Ended December :
2010 2009 2008
Eagle Rock Natural Gas, LLC ( 100% 100% 100%

(1) We do not have a formal purchase agreemenhttiig customer, but sell production on a monthwianath basis at spot prices adjusted
field differentials

Government Regulations

Our facilities in the United States are subjectederal, state and local environmental laws andlegigns. Compliance with these provisi
has not had, and we do not expect such compliamdeate, any material adverse effect upon our dapitpenditures, net earnings
competitive position.

Regulation of Transportation of Oil

Sales of crude oil, condensate, natural gas andgalajas liquids are not currently regulated arelraade at negotiated prices. Neverthe
Congress could reenact price controls in the future

Our sales of crude oil are affected by the avditgbiterms and cost of transportation. The tramsgt@n of oil in common carrier pipelines
also subject to rate regulation. The Federal En&egulatory Commission (“FERCYggulates interstate oil pipeline transportaticiegainde
the Interstate Commerce Act. In general, interstdtpipeline rates must be cdsésed, although settlement rates agreed to byialpers ar
permitted and markddased rates may be permitted in certain circumstangffective January 1, 1995, the FERC implemenggdlation
establishing an indexing system (based on inflation transportation rates for oil that allowed fan increase or decrease in the co
transporting oil to the purchaser. A review of #hesgulations by the FERC in 2000 was successthiflenged on appeal by an associatic
oil pipelines. On remand, the FERC in February 2b@8ased the index slightly, effective July 20Bitrastate oil pipeline transportation re
are subject to regulation by state regulatory cossions. The basis for intrastate oil pipeline ratah, and the degree of regulatory overs
and scrutiny given to intrastate oil pipeline ratearies from state to state. Insofar as effectiterstate and intrastate rates are eq
applicable to all comparable shippers, we beliénag the regulation of oil transportation rates wik affect our operations in any way that i
material difference from those of our competitors.

Further, interstate and intrastate common carriepipelines must provide service on a ndiseriminatory basis. Under this open ac
standard, common carriers must offer service tsialilarly situated shippers requesting servicetmsame terms and under the same
When oil pipelines operate at full capacity, accesgjoverned by pro-rationing provisions set foiththe pipelines’published tariffs
Accordingly, we believe that access to oil pipelinansportation services generally will be avaiabd us to the same extent as to
competitors.




Regulation of Transportation and Sale of Natural Gas

Historically, the transportation and sale for resall natural gas in interstate commerce have beguated pursuant to the Natural Gas Au
1938, the Natural Gas Policy Act of 1978 and retimites issued under those Acts by the FERC. In #st, phe federal government has regul
the prices at which natural gas could be sold. @/kdles by producers of natural gas can curremtlyjnade at uncontrolled market prit
Congress could reenact price controls in the futberegulation of wellhead natural gas sales begé#m the enactment of the Natural (
Policy Act. In 1989, Congress enacted the Natuied @/ellhead Decontrol Act. The Decontrol Act rentadl Natural Gas Act and Natu
Gas Policy Act price and non-price controls afiegtivellhead sales of natural gas effective Janliafp93.

The FERC regulates interstate natural gas trarsjmmtrates and service conditions, which affdugsrmarketing of natural gas that we prod
as well as the revenues we receive for sales ofatural gas. Since 1985, the FERC has endeavoredke natural gas transportation n
accessible to natural gas buyers and sellers oopan and nomliscriminatory basis. The FERC has stated that cumess policies ¢
necessary to improve the competitive structurehefinterstate natural gas pipeline industry andréate a regulatory framework that will
natural gas sellers into more direct contractulaltiens with natural gas buyers by, among otherghj unbundling the sale of natural gas 1
the sale of transportation and storage serviceginBag in 1992, the FERC issued Order No. 636 asdries of related orders to implemer
open access policies. As a result of the Order@86. program, the marketing and pricing of natuied dave been significantly altered.
interstate pipelinedraditional role as wholesalers of natural gaslieen eliminated and replaced by a structure untéhapipelines provic
transportation and storage service on an open sitEess to others who buy and sell natural gashiofijh the FERG orders do not direc!
regulate natural gas producers, they are intermléabter increased competition within all phasethefnatural gas industry.

In 2000, the FERC issued Order No. 637 and subsequeers, which imposed a number of additionadmaf designed to enhance compet
in natural gas markets. Among other things, Order 887 effected changes in FERC regulations reatnscheduling procedures, capa
segmentation, penalties, rights of first refusad arformation reporting. Most pipelinegriff filings to implement the requirements of @1
No. 637 have been accepted by the FERC and plateéffect.

Gathering service, which occurs upstream of jucioinal transmission services, is regulated bysthées on shore and in state waters. Alth
its policy is still in flux, FERC has reclassifiegrtain jurisdictional transmission facilities asnrqurisdictional gathering facilities, which m
increase our costs of getting gas to point of kadations.

Intrastate natural gas transportation is also stiltgeregulation by state regulatory agencies. basis for intrastate regulation of natural
transportation and the degree of regulatory ovhtsagd scrutiny given to intrastate natural ga®lpie rates and services varies from sta
state. Insofar as such regulation within a paréicstate will generally affect all intrastate natuyas shippers within the state on a compa
basis, we believe that the regulation of similamitpated intrastate natural gas transportatiominsates in which we operate and ship na
gas on an intrastate basis will not affect our apens in any way that is of material differencenfr those of our competitors. Like

regulation of interstate transportation rates,rdgulation of intrastate transportation rates a#félce marketing of natural gas that we proc
as well as the revenues we receive for sales ohatural gas.

Regulation of Production

The production of oil and natural gas is subjeategulation under a wide range of local, state fexdéral statutes, rules, orders and regulai
Federal, state and local statutes and regulatieqgine permits for drilling operations, drilling s and reports concerning operations. .
regulations govern conservation matters, inclugirayisions for the unitization or pooling of oil dmatural gas properties, the establishme
maximum allowable rates of production from oil amtural gas wells, the regulation of well spaciagd plugging and abandonment of w
The effect of these regulations is to limit the amoof oil and natural gas that we can produce foamwells and to limit the number of we
or the locations at which we can drill, although eea apply for exceptions to such regulations drawee reductions in well spacing. Moreo
each state generally imposes a production or seeertax with respect to the production and saleilpfnatural gas and natural gas liqt
within its jurisdiction.

The failure to comply with these rules and regolati can result in substantial penalties. Our coitgpetin the oil and natural gas industry
subject to the same regulatory requirements andatiens that affect our operations.




Environmental, Health and Safety Regulation

Our operations are subject to stringent and comfgéa&ral, state, local and provincial laws and faions governing environmental protecti
health and safety, including the discharge of ni@teinto the environment. These laws and regutatimay, among other things:

require the acquisition of various permits beforilidg commences

restrict the types, quantities and concentnatiosarious substances that can be releasedhatertvironment
in connection with oil and natural gas drillingpduction and transportation activitie

limit or prohibit drilling activities on certain fals lying within wilderness, wetlands and othert@cted areas; ar

require remedial measures to mitigate pollutiomffermer and ongoing operations, such as requirés
to close pits and plug abandoned we

These laws and regulations may also restrict thee g oil and natural gas production below the thtg would otherwise be possible.
regulatory burden on the oil and gas industry iases the cost of doing business in the industry amsequently affects profitabili
Additionally, Congress and federal and state agsnftequently revise environmental, health andtgdésvs and regulations, and any chai
that result in more stringent and costly waste hagddisposal and cleanup requirements for theand gas industry could have a signifit
impact on our operating costs.

The following is a summary of the material exigtenvironmental, health and safety laws and reiguiatto which our business operations
subject.

Waste handling . The Resource Conservation and Recovery Act, c€ERR”, and comparable state statutes, regulate the geg
transportation, treatment, storage, disposal amahelp of hazardous and nbazardous wastes. Under the auspices of the feevilonmente
Protection Agency, or “EPAthe individual states administer some or all of phevisions of RCRA, sometimes in conjunction wiitleir own
more stringent requirements. Drilling fluids, praéd waters and most of the other wastes associdtbdhe exploration, development ¢
production of crude oil or natural gas are curgerggulated under RCRA’s ndmazardous waste provisions. However, it is possiidé certai
oil and natural gas exploration and production esstow classified as ndrazardous could be classified as hazardous wasthe future. An
such change could result in an increase in ousdosnanage and dispose of wastes, which could davaterial adverse effect on our resul
operations and financial position.

Comprehensive Environmental Response, Compensation and Liability Act . The Comprehensive Environmental Response, Corafiensan:
Liability Act, or “CERCLA”, also known as the Superfund law, imposes joint sexkral liabilities, without regard to fault or &iy of
conduct, in connection with the release of a hamasdsubstance into the environment. Persons pallgniable under CERCLA include t
current or former owner or operator of the site rghthe release occurred and anyone who disposadanged for the disposal of a hazart
substance to the site where the release occurredelUCERCLA, such persons may be subject to jaidt geveral liabilities for the costs
cleaning up the hazardous substances that haveréleased into the environment, damages to natesalurces and the costs of certain hi
studies. In addition, it is not uncommon for neigtibg landowners and other third parties to filgirtis for personal injury and property dam
allegedly caused by the hazardous substancesedl@de the environment.

We own and lease, and may in the future operateenaus properties that have been used for oil ahdral gas exploitation and production
many years. Hazardous substances may have beasa@len, at or under the properties owned, leasegerated by us, or on, at or ur
other locations, including offite locations, where such substances have been takdisposal. In addition, some of our propertiave been
are operated by third parties or by previous owpergperators whose handling, treatment and dispdssmzardous substances were not u
our control. These properties and the substansgosied or released on, at or under them may bedubj CERCLA, RCRA and analogc
state laws. In certain circumstances, we could éspansible for the removal of previously disposefstances and wastes, remet
contaminated property or perform remedial pluggimgpit closure operations to prevent future contetion. In addition, federal and st
trustees can also seek substantial compensatiatafoages to natural resources resulting from spilteleases.

Water discharges . The Federal Water Pollution Control Act, or ti@éan Water Act”’and analogous state laws, impose restrictions aiod
controls with respect to the discharge of pollidamcluding oil and other substances generatedusyoperations, into waters of the Un
States or state waters. Under these laws, theatigetof pollutants into regulated waters is prdbibiexcept in accordance with the terms
permit issued by EPA or an analogous state agéterjeral and state regulatory agencies can impaaaatrative, civil and criminal penalti
for non-compliance with discharge permits or ottegjuirements of the Clean Water Act and analogtats faws and regulations.

The Safe Drinking Water Act, or “SDWA’and analogous state laws impose requirementsmnglédi underground injection activities. Un
these laws, the EPA and state environmental agemheiee adopted regulations relating to permitttegting, monitoring, record keeping
reporting of injection well activities, as well ppohibitions against the migration of injected dlsiiinto underground sources of drinking water.




Air emissions . The Federal Clean Air Act and comparable stateslaegulate emissions of various air pollutantodigh air emissior
permitting programs and the imposition of otheruiegments. In addition, EPA and certain states h#aseloped and continue to deve
stringent regulations governing emissions of toaic pollutants at specified sources. Federal armde stegulatory agencies can imf
administrative, civil and criminal penalties for moompliance with air permits or other requirementstree Federal Clean Air Act a
analogous state laws and regulations.

The Kyoto Protocol to the United Nations Framew@dnvention on Climate Change became effective brdsy 2005. Under the Protoc
participating nations are required to implementgpams to reduce emissions of certain gases, génesférred to as greenhouse gases th:
suspected of contributing to global warming. Thatebh States is not currently a participant in thietécol, and Congress has not acted |
recent proposed legislation directed at reducimggnouse gas emissions. However, there has beparsupvarious regions of the country
legislation that requires reductions in greenhoga® emissions, and some states have already adepisthtion addressing greenhouse
emissions from various sources, primarily powentdaThe oil and natural gas industry is a directrse of certain greenhouse gas emiss
namely carbon dioxide and methane, and futureicéistis on such emissions could impact our futyrerations.

National Environmental Policy Act . Oil and natural gas exploration and productiotivdies on federal lands are subject to the Nal
Environmental Policy Act, or “NEPA"NEPA requires federal agencies, including the Deepamt of Interior, to evaluate major agency act
that have the potential to significantly impact #vironment. In the course of such evaluationsagency will prepare an Environmel
Assessment that assesses the potential directeabhcind cumulative impacts of a proposed projed, & necessary, will prepare a m
detailed Environmental Impact Statement that maynbde available for public review and comment. &ploration and production activit
on federal lands require governmental permits #rat subject to the requirements of NEPA. This pmseceas the potential to delay
development of oil and natural gas projects onr@dands.

Health safety and disclosure regulation . We are subject to the requirements of the fedecalupational Safety and Health Act, or “OSHaic
comparable state statutes. The OSHA hazard comationicstandard, the Emergency Planning and Comm&ight to Know Act and simil:
state statutes require that we organize and/olodisénformation about hazardous materials starseg or produced in our operations.

We expect to incur capital and other expenditueésted to environmental compliance. Although whelve that our compliance with existi
requirements will not have a material adverse irhpacour financial condition and results of operati, we cannot assure you that the pa:
of more stringent laws or regulations in the futwi not have a negative impact on our financiasiion or results of operation.

Intellectual Property
We do not have any trademarks, patents or othelténtual property.
Employees

As of December 31, 2010, we had no employees. QU2 0, we contracted for the services of our CFH@ GEO through Miranda
Associates, A Professional Accountancy Corporatibnring 2010, we contracted for gas well operatervices from Remuda Operat
Company and Cambrian Management, LTD. At Decemhber2810, we were contracting for gas well operatnvices only with Cambrii
Management, LTD

In January, 2011, the Company hired two executffieavs reporting to the CEO and opened an offitdustin, Texas.
Item 1A. Risk Factors
We have incurred operating losses, expect continuddsses and may never achieve profitability.

We have operated at a loss each year since inoepliet losses for the fiscal years ended Decembe?310 and 2009, were $432,713
$385,139, respectively. We have a history of modestnues, have not been profitable and expectre@d near term losses. Historically,
have relied upon cash from financing activitieduod substantially all of the cash requirement®wf activities and have incurred signific
losses and experienced negative cash flow. We tgmeadict when we will become profitable or if weee will become profitable, we m
continue to incur losses for an indeterminate medbtime and may never achieve or sustain prdfitab An extended period of losses ¢
negative cash flow may prevent us from successfpilyducing gas or developing additional gas wetis aperating or expanding ¢
business. As a result of our financial conditionr independent auditors have issued a report ignés our ability to continue as a go
concern.

10




Our losses have resulted largely from the negligeara/or financial malfeasance of our former drjjlcontractor and other related parties,
from costs associated with our administrative dotis. We expect our operating expenses to inereasa result of our planned operati
activities. Since we have no significant operatimigfory, we cannot assure you that our businesewér become profitable or that we \
ever generate sufficient revenues to meet our esggeand support our planned activities. Even ifaveeable to achieve profitability, we n
be unable to sustain or increase our profitabditya quarterly or annual basis.

Our ability to generate net income will be strongffected by, among other factors, our ability secessfully drill undeveloped reserves as
as the market price of crude oil and natural glasel are unsuccessful in drilling productive wellsthe market price of crude oil and nat
gas declines, we may report additional losses enftture. Consequently, future losses may adveisifdct our business, prospects, finar
condition, results of operations and cash flows.

Our independent auditors have issued a report quesining our ability to continue as a going concern.

The report of our independent auditors containedun financial statements for the years ended Déee®1, 2010 and 2009, include
paragraph that explains that we have incurred anbat losses. These reports will raise substadtabt about our ability to continue as a gt
concern. Reports of independent auditors quesiipaicompanyg ability to continue as a going concern are gelyeveewed unfavorably b
analysts and investors. This report may make ficdit for us to raise additional debt or equitpdihcing necessary to continue the develop
of our oil and gas projects.

A decline in the price of our common stock could &ct our ability to raise further working capital and adversely impact our operations

A prolonged decline in the price of our common ktoould result in a reduction in the liquidity ofitocommon stock and a reduction in
ability to raise capital. Because our operationgehiaeen primarily financed through the sale of ggsécurities, a decline in the price of
common stock could be especially detrimental tolmuidity and our continued operations. Any redoistin our ability to raise equity capi
in the future would force us to reallocate fundsirother planned uses and would have a significagative effect on our business plans
operations, including our ability to develop newjpcts and continue our current operations. Ifsiock price declines, we may not be ab
raise additional capital or generate funds fronratens sufficient to meet our obligations.

If we are not successful in continuing to grow oubusiness, then we may have to scale back or eveae our ongoing business
operations.

Our success is significantly dependent on a suftdegsquisition, drilling, completion and produatiprogram. We may be unable to lo
recoverable reserves or operate on a profitables.biiour business plan is not successful, andareenot able to operate profitably, inves
may lose some or all of their investment in us.

Trading of our stock may be restricted by the SEC'sSPenny Stock" regulations which may limit a stocktolder's ability to buy and sell
our stock.

The U.S. Securities and Exchange Commission hastedoegulations that generally define "penny stdokoe any equity security that he
market price (as defined) less than $5.00 per shiaam exercise price of less than $5.00 per slsaigect to certain exceptions. Our secut
are covered by the penny stock rules, which impmgitional sales practice requirements on braleaters who sell to persons other 1
established customers or "accredited investorsé& Trm "accredited investor" refers generally tetitotions with assets in excess
$5,000,000 or individuals with a net worth in exces$ $1,000,000 or annual income exceeding $200¢08B00,000 jointly with his or h
spouse. The penny stock rules require a brdkater, prior to a transaction in a penny stockatberwise exempt from the rules, to deliv
standardized risk disclosure document in a fornpared by the SEC that provides information abouingestocks and the nature and leve
risks in the penny stock market. The brolleeler also must provide the customer with curbé&htand offer quotations for the penny stock.
compensation of the brokeealer and its salesperson in the transaction amdhiy account statements showing the market val@ach penr
stock held in the customer's account. The bid dfet quotations, and the brokdealer and salesperson compensation informatiost bt
given to the customer orally or in writing prior &ffecting the transaction and must be given todh&tomer in writing before or with t
customer'sonfirmation. In addition, the penny stock rulequige that prior to a transaction in a penny stock otherwise exempt from the
rules; the brokedealer must make a special written determinatian tie penny stock is a suitable investment forpilvehaser and receive
purchaser's written agreement to the transactibesd disclosure requirements may have the effedefcing the level of trading activity
the secondary market for the stock that is sulije¢hese penny stock rules. Consequently, theseypstock rules may affect the ability
brokerdealers to trade our securities. We believe thatpinny stock rules discourage investor interesinih limit the marketability of, o
common stock.
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NASD sales practice requirements may also limit aagckholder’s ability to buy and sell our stock.

In addition to the “penny stockfules described above, the NASD has adopted rhkgsrequire that in recommending an investment
customer, a brokedealer must have reasonable grounds for belieViagthe investment is suitable for that customénrRo recommendir
speculative low priced securities to their nonitngibnal customers, broketealers must make reasonable efforts to obtainrirdtion abot
the customes financial status, tax status, investment objesti@nd other information. Under interpretationshefse rules, the NASD belie
that there is a high probability that speculatioe Ipriced securities will not be suitable for aade some customers. The NASD requiren
make it more difficult for brokedealers to recommend that their customers buy @mnmn stock, which may limit your ability to buydagel
our stock and have an adverse effect on the méoskeur shares.

Trading in our common shares has been volatile, matg it more difficult for our stockholders to sell their shares or liquidate their
investments with predictability.

Our common shares are currently quoted on the OBtkdls. The trading price of our common sharesbieas subject to wide fluctuatio
Trading prices of our common shares may fluctuateegsponse to a number of factors, many of whidhhei beyond our control. The stc
market has generally experienced extreme pricevahgme fluctuations that have often been unrelatedisproportionate to the operat
performance of companies with no current busingesasion. There can be no assurance that tradingspand price earnings ratios previol
experienced by our common shares will be matchemhaintained. These broad market and industry faatoay adversely affect the mai
price of our common shares, regardless of our tipgrgerformance. In the past, following periodsvofatility in the market price of
company's securities, securities clastion litigation has often been instituted. Sutldtion, if instituted, could result in substaitcosts fo
us and a diversion of management's attention asulirees.

Our securities are considered highly speculative.

Our securities must be considered highly specwatienerally because of the nature of our busiaedshe early stage of our exploration
development operations. We are engaged in the éssiaf exploring and, if warranted, developing caruial reserves of oil and gas. (
properties are in the exploration stage only amdvdathout known reserves of oil and gas. Accordipngle have neither generated any mat
revenues nor realized a profit from our operatitandate and there is little likelihood that we vginerate any material revenues or realize
profits in the short term. Any profitability in thfeture from our business will be dependent upaatimg and developing economic reserve
oil and gas, which itself is subject to numeros& factors as set forth herein. Since we have eoemted any material revenues, we expec
we will need to raise additional monies throughghke of our equity securities or debt in ordecdatinue our business operations.

Climate change legislation or regulations restrictig emissions of “greenhouse gases” could resultimcreased operating costs and
reduced demand for the oil and natural gas that weroduce.

On December 15, 2009, the U.S. Environmental Ptiotre@gency, or EPA, published its findings thatiesions of carbon dioxide, or C(
methane, and other greenhouse gases, or GHGsppagsendangerment to public health and the enwissrt because emissions of such g
are, according to the EPA, contributing to the wiagrof the eartts atmosphere and other climate changes. Thesadiadillow the EPA 1
adopt and implement regulations that would res#inissions of GHGs under existing provisions of Fieeleral Clean Air Act. The EPA t
adopted two sets of regulations under the exidiilegn Air Act that would require a reduction in esions of GHGs from motor vehicles |
could trigger permit review for GHG emissions fra®rtain stationary sources. In addition, in Apfil1D, the EPA proposed to expanc
existing GHG reporting rule to include onshoreaoitl natural gas production, processing, transnmissiorage, and distribution facilities. If
proposed rule is finalized as proposed, reportih@ldG emissions from such facilities would be reqdion an annual basis, with repor
beginning in 2012 for emissions occurring in 20hladdition, both houses of Congress have actigehsidered legislation to reduce emiss
of GHGs, and almost orfealf of the states have already taken legal measir@educe emissions of GHGs, primarily through ptanne
development of GHG emission inventories and/oraegi GHG cap and trade programs. Most of thesearaptrade programs work
requiring either major sources of emissions or maj@ducers of fuels to acquire and surrender earisallowances, with the number
allowances available for purchase reduced eachyradithe overall GHG emission reduction goal ¢higved. The adoptions of any legisla
or regulations that requires reporting of GHGs threowise limits emissions of GHGs from our equipinamd operations could require u:
incur costs to monitor and report on GHG emissionseduce emissions of GHGs associated with ouradip@s, and such requirement ¢
could adversely affect demand for the oil and redtgas that we produce.
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Federal and state legislative and regulatory inititives relating to hydraulic fracturing could result in increased costs and additional
operating restrictions or delays.

Hydraulic fracturing is a process used by oil aatlral gas exploration and production operatotthécompletion or revorking of certain o
and natural gas wells, whereby water, sand and iclaésrare injected under pressure into subsurfagedtions to stimulate natural gas ant
a lesser extent, oil production. This process Ecslly regulated by state oil and natural gas agsnand has not been subject to Fe
regulation. However, due to concerns that hydrafudicturing may adversely affect drinking water gligs, the EPA has commenced a stuc
the potential adverse effects that hydraulic fraost may have on water quality and public healthgd @ committee of the U.S. House
Representatives has commenced its own investigatitan hydraulic fracturing practices. Additionalljegislation has been introducec
Congress to amend the Federal Safe Drinking WatétdAsubject hydraulic fracturing processes taitatipn under that Act and to require
disclosure of chemicals used by the oil and natgaal industry in the hydraulic fracturing procd$®nacted, such a provision could req
hydraulic fracturing activities to meet permittirrgnd financial assurance requirements, adhere taimeronstruction specifications, ful
monitoring, reporting, and recordkeeping requirethand meet plugging and abandonment requirembentsirelated oil spill legislation bei
considered by the U.S. Senate in the aftermathefpril 2010 Macondo well release in the Gulf oéXito, Senate Majority Leader Ha
Reid has added a requirement that natural gagmridisclose the chemicals that are pumped intgrbend as part of the hydraulic fractu
process. Disclosure of chemicals used in the frajuprocess could make it easier for third parbpposing hydraulic fracturing to initi
legal proceedings based on allegations that spediféemicals used in the fracturing process coulckiaetly affect groundwater. Adoption
legislation or of any implementing regulations acrestrictions on hydraulic fracturing activitiesuld impose operational delays, incre:
operating costs and additional regulatory burdensur exploration and production activities, whibuld make it more difficult to perfor
hydraulic fracturing, resulting in reduced amounit®il and natural gas being produced, as welhaseiase our costs of compliance and d
business.

The current global financial crisis and uncertainty in global economic conditions may have significantegative effects on our liquidit
and financial condition.

The global financial and credit crisis has and maytinue to impact our liquidity and financial cdtiwh. The continued credit crisis and rele
turmoil in the global financial system may have atenial impact on our liquidity and our financiandition, and we may ultimately face me
challenges if conditions in the financial marketsrobt improve. Our ability to access the capitatkats or borrow money may be restricted
time when we would like, or need, to raise capitdijch could have an adverse impact on our fleitjbtb react to changing economic
business conditions and on our ability to fund operations and capital expenditures in the futddglitionally, the current economic situat
could lead to reduced demand for natural gas ahdofurther reductions in the prices of naturasgand oil, or both, which could hav
negative impact on our financial position, resoltoperations and cash flows. While the ultimatécome and impact of the current finan
crisis cannot be predicted, it may have a matadakrse effect on our future liquidity, resultsopkrations and financial condition.

We have substantial capital requirements that, if ot met, may hinder operations.

We have and expect to continue to have substasdfatal needs as a result of our active exploratimvelopment, and acquisition progra
We expect that additional external financing wél tequired in the future to fund our growth. We may be able to obtain additional financi
and we have no financing under existing or new itrizttilities and these may not be available in fhaure. Without additional capit
resources, we may be forced to limit or defer danped natural gas and oil exploration and devetygmrogram and this will adversely afi
the recoverability and ultimate value of our naktgas and oil properties, in turn negatively afiegtour business, financial condition, i
results of operations.

Natural gas and oil prices are highly volatile, andower prices will negatively affect our financialresults.

Our revenue, profitability, cash flow, oil and natugas reserves value, future growth, and altititporrow funds or obtain additional capital
well as the carrying value of our properties, aressantially dependent on prevailing prices of reltgas and oil. Historically, the markets
natural gas and oil have been volatile, and thoagkets are likely to continue to be volatile in fliture. It is impossible to predict futt
natural gas and oil price movements with certaiRtyces for natural gas and oil are subject to Vlidetuations in response to relatively mi
changes in the supply of and demand for naturalagasoil, market uncertainty, and a variety of &ddal factors beyond our control. Th
factors include:

the level of consumer product dema

the domestic and foreign supply of oil and natges;
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overall economic condition:

weather conditions

domestic and foreign governmental regulations ards;

the price and availability of alternative fue

political conditions in or affecting oil and natugas producing region
the level and price of foreign imports of oil anglulefied natural gas; ar

the ability of the members of the Organization efrBleum Exporting Countries and other state cdietiail
companies to agree upon and maintain oil pricepraduction controls

Declines in natural gas and oil prices may matgriatlversely affect our financial condition, ligitid and ability to finance planned cap
expenditures and results of operations and mayceethe amount of oil and natural gas that we cadyre economically.

Drilling for and producing oil and natural gas are high risk activities with many uncertainties that could adversely affect our busines
financial condition or results of operations.

Our success largely depends on the success ofxploitation, exploration, development and producterctivities. Our oil and natural ¢
exploration and production activities are subjextnumerous risks beyond our control; including tiek that drilling will not result i
commercially viable oil or natural gas producti@ur decisions to purchase, explore, develop orratise exploit prospects or properties
depend in part on the evaluation of data obtailedugh geophysical and geological analyses, prasluctata and engineering studies,
results of which are often inconclusive or subjectvarying interpretations. Our costs of drillingpmpleting and operating wells are o
uncertain before drilling commences. Overruns iddgaied expenditures are a common risk that can mgkaticular project uneconomic
Further, many factors may curtail, delay or camlc#ling operations, including the following:

delays imposed by or resulting from compliance wiulatory requirement
pressure or irregularities in geological formatic

shortages of or delays in obtaining equipment araified personnel
equipment failures or acciden

adverse weather conditior

reductions in oil and natural gas prices;

oil and natural gas property title probler

Reserve estimates depend on many assumptions thaaynturn out to be inaccurate. Any material inaccuraies in these reserve estimat
or underlying assumptions will materially affect the quantities and present value of our reserves.

The process of estimating oil and natural gas veseis complex. It requires interpretations of lldée technical data and many assumpt
including assumptions relating to economic factéusy significant inaccuracies in these interpretasi or assumptions could materially af
the estimated quantities and present value of eported reserves. In order to prepare our estimatesnust project production rates and
timing of development expenditures. We must alsalyae available geological, geophysical, productom engineering data. The ext
quality and reliability of this data can vary. Thecess also requires that economic assumptionsaole about matters such as oil and ne
gas prices, drilling and operating expenses, dapitpenditures, taxes and availability of fundsefdiore, estimates of oil and natural
reserves are inherently imprecise.

Actual future production, oil and natural gas psiceceived, revenues, taxes, development expeesjtoperating expenses and quantiti¢
recoverable oil and natural gas reserves mostylikél vary from our estimates. Any significant vance could materially affect the estime
quantities and present value of our reported reserin addition, we may adjust estimates of prorerves to reflect production histc
results of exploration and development, prevaibiigand natural gas prices and other factors, ntdnwhich are beyond our control.
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Prospects that we decide to drill may not yield oibr natural gas in commercially viable quantities.

Our drilling prospects are in various stages ofi@tion. There is no way to predict in advance iilidg and testing whether any partict
drilling prospect will yield oil or natural gas sufficient quantities to recover drilling and coreabn costs or to be economically viable.
use of seismic data and other technologies andgttidy of producing fields in the same area will anaible us to know conclusively priol
drilling whether oil or natural gas will be presemt if present, whether oil or natural gas will fp@sent in commercial quantities. We ca
assure you that the analogies we draw from availdata from other wells, more fully explored pragper producing fields will be applical
to our drilling prospects.

The nearterm focus of our development activities will bencentrated in three core asset areas, which expssés risks associated w
prospect concentration. The relative concentratibour nearterm activities in three core asset areas meansathaimpairments or mater
reductions in the expected size of the reserveibatthble to our wells, any material harm to thedurcing reservoirs or associated sur
facilities from which these wells produce or angrsiicant governmental regulation with respect hy af these fields, including curtailment
production or interruption of transportation of guction, could have a material adverse effect on fmancial condition and results
operations.

Seismic studies do not guarantee that hydrocarborere present or, if present, will produce in econonai quantities.

We may rely on seismic studies to assist us witlessing prospective drilling opportunities on otoperties, as well as on properties tha
may acquire. Such seismic studies are merely @mnpirdgtive tool and do not necessarily guaranteehpdrocarbons are present or if pre
will produce in economic quantities.

We depend on successful exploration, development@dacquisitions to maintain revenue in the future.

In general, the volume of production from naturas @nd oil properties declines as reserves aretdeplwith the rate of decline depending
reservoir characteristics. Except to the extentweconduct successful exploration and developraetivities or acquire properties contair
proved reserves, or both, our proved reservesdedline as reserves are produced. Our future dggasaand oil production is, therefore, hic
dependent on our level of success in finding oruaoty additional reserves. Additionally, the busss of exploring for, developing,
acquiring reserves is capital intensive. Recovdrpuy reserves, particularly undeveloped reserwal,require significant additional capii
expenditures and successful drilling operations.tfi® extent cash flow from operations is reduced external sources of capital becc
limited or unavailable, our ability to make the assary capital investment to maintain or expandasset base of natural gas and oil res:
would be impaired. In addition, we may be requitedind partners for any future exploratory actvifo the extent that others in the indu
do not have the financial resources or choosempatticipate in our exploration activities, we Mié adversely affected.

Our future acquisitions may yield revenues and/or poduction that vary significantly from our projecti ons.

In acquiring producing properties we assess theveable reserves, future natural gas and oil grioperating costs, potential liabilities .
other factors relating to such properties. Our sgsents are necessarily inexact and their accusaimherently uncertain. Our review o
subject property in connection with our acquisitiassessment will not reveal all existing or potngiroblems or permit us to beca
sufficiently familiar with the property to assesdly its deficiencies and capabilities.

We may not inspect every well, and we may not He &bidentify structural and environmental probtesven when we do inspect a wel
problems are identified, the seller may be unwgllor unable to provide effective contractual protecagainst all or part of those proble
Any acquisition of property interests may not beremically successful, and unsuccessful acquisitioay have a material adverse effec
our financial condition and future results of ofirmas.

We cannot assure you that:

we will be able to identify desirable natural gasl @il prospects and acquire leasehold or ¢
ownership interests in such prospects at a ddsifalre;

any completed, currently planned, or future acdjoiss of ownership interests in natural gas an
prospects will include prospects that contain pdowatural gas or oil reserve
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we will have the ability to develop prospects whotintain proven natural gas or oil resen

we will have the financial ability to consummaidditional acquisitions of ownership interests in
natural gas and oil prospects or to develop theg@cts which we acquire to the point of produgctan

we will be able to consummate such additional aitijans on terms favorable to t

Our identified drilling locations are scheduled outover several years, making them susceptible to uetainties that could materially
alter the occurrence or timing of their drilling.

Our management has specifically identified andimiekarily scheduled drilling locations as an estiima of our future multiyear drilling
activities on our existing acreage. These schedididithg locations represent a significant componef our growth strategy. Our ability to d
and develop these locations depends on a numheroeftainties, including oil and natural gas pridbe availability of capital, costs, drilli
results, regulatory approvals and other factorcaBse of these uncertainties, we do not know if gbtential drilling locations we ha
identified will ever be drilled or if we will be &to produce oil or natural gas from these or atiner potential drilling locations. As such,
actual drilling activities may materially differdm those presently identified, which could adversétect our business.

We may experience difficulty in achieving and manaigg future growth.

Future growth may place strains on our resourcdscanse us to rely more on project partners anepieaddent contractors, possibly negati
affecting our financial condition and results okogtions. Our ability to grow will depend on a nwenbf factors, including:

our ability to obtain leases or options on props:;

our ability to acquire geological & geophysicalat:

our ability to identify and acquire new developmprispects

our ability to develop existing prospec

our ability to continue to retain and attract gdllpersonne

our ability to maintain or enter into new relatibiss with project partners and independent contrag

the results of our drilling prograr

hydrocarbon prices; ar

our access to capit
We may not be successful in upgrading our technagarations, and administrative resources or éneimsing our ability to internally provi
certain of the services currently provided by algssources, and we may not be able to maintaimtar énto new relationships with proj
partners and independent contractors. Our inalititechieve or manage growth may adversely affactfinancial condition and results
operations.
We face strong competition from other natural gas ad oil companies.
We encounter competition from other natural gas aihatompanies in all areas of our operations, udiig the acquisition of exploratc
prospects and proved properties. Our competitaisidie major integrated natural gas and oil comaarel numerous independent natura
and oil companies, individuals, and drilling anddame programs. Many of our competitors are largdl-astablished companies that have |
engaged in the natural gas and oil business muuahetothan we have and possess substantially laqgerating staffs and greater cay
resources than we do. These companies may be algayt more for productive natural gas and oil proge and may be able to defi
evaluate, bid for, and purchase a greater numberagerties and prospects than our financial or drumesources permit. In addition, th
companies may be able to expend greater resourcelseoexisting and changing technologies that wee\m are and will be increasing

important to attaining success in the industry. iWay not be able to conduct our operations, evaluaid select suitable properties
consummate transactions successfully in this highippetitive environment.
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Our business may suffer if we lose our Chairman, C&, and CFO.

Our success will be dependent on our ability totiooe to employ and retain experienced skilled gengl. We depend to a large extent or
services of Robert J. Miranda, our Chairman, Cligécutive Officer and Chief Financial Officer. Miranda has been managing
turnaround of the Company and is extremely valuabldhe overall management of the Company. Althowge have entered into
engagement agreement with Mr. Mirargldirm, Miranda & Associates, the agreement doesguarantee the service of Mr. Miranda ft
specified period of time. The loss of Mr. Mirandauld significantly delay or prevent the achieveiaour business objectives and adver
affect our business, financial condition and ressaftoperations.

The unavailability or high cost of drilling rigs, equipment, supplies or personnel could affect adveedy our ability to execute on a timel
basis our exploration and development plans withirbudget, which could have a material adverse effecn our financial condition and
results of operations.

Shortages or the high cost of drilling rigs, equimt supplies or personnel could delay or affestesgkly our exploration and developn
operations, which could have a material adversecefin our financial condition and results of ofieres. Demand for drilling rigs, equipme
supplies, and personnel are currently very higthénareas in which we operate. An increase inimigilhctivity in the areas in which we ope
could further increase the cost and decrease th&bhility of necessary drilling rigs, equipmentpplies and personnel.

We cannot control activities on properties that welo not operate and are unable to ensure their propeoperation and profitability.

We may not operate certain of the properties inftihgre in which we obtain an interest. As a result would have a limited ability to exerc
influence over, and control the risks associatetth,wthe operations of these properties. The faiafran operator of our wells to adequa
perform operations, an operator’s breach of thdiegigle agreements or an operasofdilure to act in ways that are in our best ie$és coul
reduce our production and revenues. The successnaing of our drilling and development activities properties operated by others there
depend upon a number of factors outside of ourrobrihcluding the operator’s:

timing and amount of capital expenditur
expertise and financial resourc

inclusion of other participants in drilling welland
use of technology

The marketability of our natural gas production depends on facilities that we typically do not own oicontrol, which could result in €
curtailment of production and revenues.

The marketability of our natural gas production elgs in part upon the availability, proximity arapecity of natural gas gathering syste
pipelines and processing facilities. We generadiiivér natural gas through gas gathering systerdggas pipelines that we may not own ul
interruptible or shorterm transportation agreements. Under the inteibrigptransportation agreements, the transportadfoaur gas may
interrupted due to capacity constraints on theiepble system, due to maintenance or repair obyts¢em, or for other reasons as dictate
the particular agreements. Our ability to produce market natural gas on a commercial basis coailddomed by any significant change in
cost or availability of such markets, systems pepnes.

We may not be able to keep pace with technologicdévelopments in our industry.

The natural gas and oil industry is characterizgddpid and significant technological advancememd introduction of new products ¢
services which utilize new technologies. As othese or develop new technologies, we may be platel @mpetitive disadvantage
competitive pressures may force us to implemergahmew technologies at substantial costs. In aufdibther natural gas and oil compa
may have greater financial, technical, and persioresmurces that allow them to enjoy technologa@dantages and may in the future a
them to implement new technologies before we ate tab We may not be able to respond to these ctitiveepressures and implement r
technologies on a timely basis or at an acceptadse If one or more of the technologies we use apim the future were to become obsolet
if we are unable to use the most advanced comntigraiaailable technology, our business, financiahdition, and results of operations cc
be materially adversely affected.
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If oil and natural gas prices decrease, we may beequired to take write-downs of the carrying values of our oil and naturalgas
properties, potentially triggering earlier-than-anticipated repayments of any outstanding debt obgjations and negatively impacting th
trading value of our securities.

Accounting rules require that we review periodigdhe carrying value of our oil and natural gaspemies for possible impairment. Basec
specific market factors and circumstances at the of prospective impairment reviews, and the cwiitig evaluation of development ple
production data, economics and other factors, we Imearequired to write down the carrying value of oil and natural gas properties. Bec:
our properties serve as collateral for advancesmundr existing credit facility, a write down inettcarrying values of our properties cc
require us to repay debt earlier than would othseviie required. A write-down would also constituteoneash charge to earnings. It is lik
that the effect of such a write-down could alsoategly impact the trading price of our securities.

We account for our oil and gas properties usingsihecessful efforts method of accounting. Undes thethod, all development costs
acquisition costs of proved properties are capigdliand amortized on a unitsqmeduction basis over the remaining life of prowkxelope
reserves and proved reserves, respectively. Costslliing exploratory wells are initially capitaled, but charged to expenses if and wr
well is determined to be unsuccessful. We evaluatpairment of our proved oil and gas properties méwer events or changes
circumstances indicate an asseatarrying amount may not be recoverable. Thethiakwe will be required to write down the carryivaue o
our oil and natural gas properties increases wlieand gas prices are low or volatile. In additiavrite-downs would occur if we were
experience sufficient downward adjustments to atineted proved reserves or the present valuetiofiged future net revenues.

We are subject to complex laws that can affect theost, manner or feasibility of doing business.

The exploration, development, production and sal@l@nd natural gas are subject to extensiverfdstate, local and international regulat
We may be required to make large expendituresgpbowith such governmental regulations. Matterisjsct to regulation include:

natural disaster:

permits for drilling operation:

drilling and plugging bond:

reports concerning operatior

the spacing and density of wel

unitization and pooling of propertie

environmental maintenance and cleanup of drilssitied surface facilities; ai
Protection of human healt

From time to time, regulatory agencies have algposed price controls and limitations on productigrrestricting the rate of flow of natu
gas and oil wells below actual production capaicitgrder to conserve supplies of natural gas ahd oi

Under these laws, we could be liable for personplries, property damage and other damages. Faibuommply with these laws also n
result in the suspension or termination of our apjens and subject us to administrative, civil amigninal penalties. Moreover, these i