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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

Form 10-Q
(Mark One)
QUARTERLY REPORT UNDER SECTION 13 OR 15(d) OF THEGUJRITIES EXCHANGE ACT OF 193
For the quarterly period ended September 30, 2010

O TRANSITION REPORT UNDER SECTION 13 OR 15(d) OF TEXCHANGE ACT
For the transition period from to

Commission file number 002-76219NY

VICTORY ENERGY CORPORATION
(Exact Name of Company as Specified in its Charter)

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

(714) 48(-0300
(Registrar’s telephone number, including area cc

(Former name, former address and former fiscal,ykEahanged since last repo

Indicate by check mark whether the registrant @9 filed all reports required to be filed by Seetk8 or 15(d) of the Exchange
during the preceding 12 months (or for such shgrégiod that the registrant was required to filebsteports), and (2) has been subject to
filing requirements for the past 90 days. Yés NokX

Indicate by check mark whether the registrant hazmitted electronically and posted on its corporéteb site, if any, eve
Interactive Data File required to be submitted pasted pursuant to Rule 405 of Regulatiol &232.405 of this chapter) during the prece
12 months (or for such shorter period that thestegmt was required to submit and post such filesY.es No[X]

Indicate by check mark whether the registrant large accelerated filer, an accelerated filer, a-mcelerated filer, or a smal
reporting company. See definitions of “large aecatied filer,” “accelerated filer” and “smaller @fing company” in Rule 12B- of the
Exchange Act. (Check one):

Large accelerated fileCd Accelerated file™d

Non-accelerated filer Smaller reporting compar(xl]
(Do not check if a smaller reporting company)

Indicate by check mark whether the registrant ghell company (as defined in Rule 12b-2 of the Exge Act). Yed] Nc

Applicable only to issuers involved in bankruptcy poceedings during the preceding five years

Check whether the registrant filed all documentd gaports required to be filed by Section 12, 13%8(d) of the Exchange Act af
the distribution of securities under a plan conéthby a court.
YesO No[O
Applicable only to corporate issuers:

Indicate the number of shares outstanding of eddheissuers classes of common stock, as of the latest peddticdate. As i
September 30, 2010, there were 136,719,608 shaoesmnon stock, par value $0.001, issued and cudsig.
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Explanatory Note

On March 30, 2011, the Company filed its Decemider2B09 Annual Report on Form ¥which was designed to be comprehensive in n
and includes audited financial statements for tb@72(restated), 2008 and 2009 fiscal years anddiegliquarterly financial statements
2008 (restated) and 2009. In addition, it includiésnaterial information that would have been aafalié and disclosed in its December 31, 2
2008 and 2007 Forms 10-K and interim 2009 and Za@& s 10-Q had they been timely filed.

The Company is filing this Quarterly Report on Fof®-Q for the nine months ended September 30, 2010ergrdraneously with i
December 31, 2010 Annual Report on Form 10-K. Asm@sequence, this Quarterly Report on Forn@Q1f@r the nine months ended Septer
30, 2010 will reiterate much of the material preésdrin the Annual Report on Form 10-K for the yeaded December 31, 2010 .

Cautionary Notice Regarding Forward Looking Statemats

Victory Energy Corporation desires to take advaatafjthe “safe harborprovisions of the Private Securities Litigation Bwefi Act of 199%
This report contains a number of forwdodking statements that reflect management's cuxiews 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 pegoo®, events or developments that management expeanticipates will or may occur
the future, including statements related to revenuoash 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,” “i anticipate,” “estimate,” “may,“will,” variations of such words, and similar esgssions identify forwardboking

intend,
statements, but are not the exclusive means ofifgimig 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 guarargégure performance, are subject to risks, utageties and assumptions and apply only i
the date of this report. Victory Energy Corporat®mctual 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, the “Risk Factors’as well as those discussed elsewhere in this repad the risks discussed in press releases aral
communications to stockholders issued by Victorgigg Corporation from time to time which attemptamvise interested parties of the r
and factors that may affect the business. Exceptasbe required under the federal securities I&lgpry Energy Corporation undertakes
obligation to publicly update or revise any forwdodking statements, whether as a result of nearinétion, future events or otherwise.




Part |
Iltem 1. Financial Statements
VICTORY ENERGY CORPORATION AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

September 31 December 3
2010 2009
(Unaudited) (Audited)

CURRENT ASSET¢
Cash and cash equivale $ 69,03¢ $ 22,07¢
Accounts receivable, n 70,99¢ 100,31¢
Prepaid expenst 11,80: 46,81¢
Total current asse 151,83t 169,211
FIXED ASSETS
Furniture and equipme! 2,29¢ 2,29¢
Accumulated depreciatic (2,294 (2,294
Total furniture and fixture - -
Oil and natural gas properti 1,660,53. 1,660,53:
Accumulated depletio (928,10)) (853,157)
Oil and natural gas properties, | 732,43: 807,38:
OTHER ASSETS
Funds held at cou 13,00¢ 13,00¢
TOTAL ASSETS $ 897,27: $ 989,60(

LIABILITIES AND STOCKHOLDERS' DEFICIT

CURRENT LIABILITIES

Accounts payabl $ 387,15¢ $ 240,31(
Accrued liabilities 29,58: 61,33:
Accured interes 53,75¢ 27,14¢
Line of credit- bank 67,13¢ 85,44
Notes payabl- related partie 517,00( 355,00(
Liability for unauthorized preferred stock isst 85,65 85,65¢
Amounts due former officer - 404,62:
Total current liabilities 1,140,28 1,259,51
OTHER LIABILITIES
Asset retirement obligation 34,977 34,97°
TOTAL LIABILITIES 1,175,26: 1,294,48

STOCKHOLDERS' DEFICIT
Common Stock, $0.001 par value, 490,000,000 stearwrized, 136,719,608 and 136,719,608 issue(

outstanding respective 136,72( 136,72(
Additional paid in capita 31,271,91 31,263,27
Accumulated defici (31,686,62) (31,704,87)
TOTAL STOCKHOLDERS' DEFICIT (277,989 (304,88)
TOTAL LIABILITIES AND STOCKHOLDERS' DEFICIT $ 897,27 $ 989,60(




REVENUES

COSTS AND EXPENSE!

VICTORY ENERGY CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENT OF OPERATIONS

(Unaudited)
For the Three Months Endi For the Nine Months Ende
September 3( September 3(
2010 2009 2010 2009

$ 109,13( $ 111,52( $ 377,42¢ % 369,36!

Costs of productiol 38,81¢ 42,29( 90,60¢ 144,54:
General and administrative expel 222,94. 218,62 568,14« 775,05:
Depletion and accretic 24,98: 72,93¢ 74,94¢ 218,78t
Malfeasance losse - (22,059 - 298,11¢
Gain from settlements - (10,000 (404,627) (1,219,74)
Total expenses 286,74. 301,79° 329,07 216,75:
INCOME (LOSS) FROM OPERATIONS (177,619 (190,27 48,35¢ 152,61«
OTHER EXPENSE
Interest expens 10,97¢ 13,68( 30,09 25,96¢
Total other expense 10,97¢ 13,68( 30,09" 25,96¢

NET INCOME (LOSS)

$  (18858) $ (203,95) $  1825¢ $  126,64(

Weighted average shares, basic and dil 136,719,60 136,719,60 136,719,60 136,719,60
Net income (loss) per share, basic and dil $ (0.00) $ (0.00) $ 0.0C $ 0.0C




VICTORY ENERGY CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENT OF CASH FLOW

(Unaudited)
For the Nine Months Ende
September 3(
2010 2009

CASH FLOW FROM OPERATING ACTIVITIES
Net income $ 18,25¢ $ 126,64t
Adjustment to reconcile net income from operatitmeet cash used in operating activit

Depletion and accretic 74,94¢ 218,90!

Amortization of debt discout - 3,88¢

Warrants for service 8,64( 23,40(

Gain on settlement with former offic (404,62)) (1,219,74)

Change in working capiti

Accounts receivabl 29,32: (34,53¢)

Prepaid expens 35,01¢ (1,569

Funds held at cou - (7,342

Accounts payabl 146,84¢ 184,53

Accured liabilities (5,149 25,81

Asset retirement obligatior - 50¢
Net cash used in operating activit (96,737) (679,491
CASH FLOWS FROM INVESTING ACTIVITIES

Drilled wells - (9,715

Purchase of wells - (398,619
Net cash used in investing activiti - (408,339
CASH FLOWS FROM FINANCING ACTIVITIES

Bank line of credi- net repayment (18,309 (7,510

Proceeds from notes payable to related pa 162,00( 165,00(

Proceeds from unauthorized preferred stock is - 53,49¢

Proceeds from former office - 44,94

Payments on notes payable to related pa - (70,000

Payments to former office - (44,66))

Aurora capital contribution - 1,107,52!

Aurora capital distributions - (324,86
Net cash provided by financing activiti 143,69! 923,93!
Net change in cash and cash equival 46,96 (163,89)
Beginning cash and cash equivale 22,07¢ 166,18¢
Ending cash and cash equivale $ 69,03¢ $ 2,29¢
Supplemental schedule of r-cash investing and financing activitit

Stock dividend pait $ - $ 395357

Preferred stock converted to common st $ - $ 129,52¢
Supplemental disclosures of cash flow informat
Cash paid during the period f

Interest $ - $ -

Income taxe: $ - $ -




Victory Energy Corporation and Subsidiaries
Notes to the Consolidated Financial Statements (Undited)

Note 1 — Financial Statement Presentation

Organization and nature of operations

Victory Energy Corporation (Pink Sheets symbol VY)EYormerly known as Victory Capital Holdings Corption (the “Company”was
organized under the laws of the State of Nevaddaowary 7, 1982, under the name All Things, IncMamnch 21, 1985 the Corporatiaham
was changed to New Environmental Technologies Gatjfmm and on April 28, 2003 to Victory Capital ldoigs Corporation. The name \
changed finally to Victory Energy Corporation on & 2006.

The business of the Company is to acquire, develmgluce and exploit oil and natural gas properiié® Companys major oil and natural g
properties are located in Texas. The Compaexecutive offices are located in Newport Beadlif@nia and its operations offices are loci
in Austin, Texas.

The Companys initial authorized capital consisted of 100,000,8hares of $0.001 par value common voting stock as of the date of tl
filing, has authorized capital of 490,000,000 skare$0.001 par value common stock.

Going Concern

As presented in the consolidated financial statéspeme had net income of $18,258 for the nine moeiided September 30, 2010 due t
onetime gain of $404,623 on the settlement with themier executive officer of the Company. Withoutttlbae time gain we would ha
incurred a net loss of $386,365 during the nine ttmended September 30, 2010. Losses are expectamhtinue in the near term. Curr
liabilities exceeded current assets by $988,450thadaccumulated deficit is $31,686,621 at Septeribe 2010. Amounts outstanding
payable to creditors are in arrears and the Comjzmmynegotiations with certain creditors to ohtaxtensions and settlements of outstar
amounts. The Company is currently in default on ohés debt obligations and the Company has naréuborrowings or funding sourt
available under existing financing arrangementsna@g@ment anticipates that significant additiongdite expenditures will be necessan
develop the Company’s oil and natural gas propgrtiehich consist primarily of proved reserves thet nonproducing, before significa
positive operating cash flows will be achieved.

Management's plans to alleviate these conditiocisidie the renegotiation of certain trade payatsetlements of debt amounts with stock,
deferral of certain scheduled payments, as coreideecessary. In addition, management is pursuisgéss partnering arrangements foi
acquisition and development of its properties al asdebt and equity funding through private ptaeats. Without outside investment fr
the sale of equity securities, debt financing atrexing with other oil and natural gas compan@serating activities and overhead expe
will be reduced to a pace that available operatagh flows will support.

The accompanying consolidated financial statemar¢sprepared as if the Company will continue asoegyconcern. The consolida
financial statements do not contain adjustmentsluding adjustments to recorded assets and ligsilitwhich might be necessary if
Company were unable to continue as a going concern.

Note 2 — Summary of Significant Accounting Policies

Principles of consolidation

The accompanying consolidated financial statemargspresented in accordance with accounting phiesigenerally accepted in the Un
States of America. The consolidated financialestegnts include the accounts of the Company andrAufoergy Partners, A Texas Gen
Partnership. The Company holds a 15% equity intdre@\urora Energy Partners. Since the Companyeseas managing partner an
responsible for managing all business operationshef partnership, the financial statements of Aarbave been consolidated with
Company. All significant intercompany transactidra/e been eliminated. The consolidated financakstents reflect necessary adjustm
all of which were of a recurring nature and aréhim opinion of management necessary for a fairgmtagion.




Property and equipment

Property and equipment are recorded at cost. Gaglpairs and maintenance are expensed as thapanmeed. Major repairs that extend
useful life of equipment are capitalized and dejated over the remaining estimated useful life. Wipeoperty and equipment are solc
otherwise disposed, the related costs and accuedutktpreciation are removed from the respectivewats and the gains or losses realize
the disposition are reflected in operations. Then@any uses the straiglite method in computing depreciation for financraporting
purposes.

Revenue Recognition

We use the sales method of accounting for oil atdral gas revenues. Under this method, reveneeeaognized based on actual volume
gas and oil sold to purchasers. The volumes sold difeer from the volumes to which we are entitlealsed on our interests in the proper
Differences between volumes sold and entitled velsitreate oil and gas imbalances which are geperdlected as adjustments to repo
proved oil and gas reserves and future cash flavesii supplemental oil and gas disclosures. Ifexzess takes of natural gas or oil exceel
estimated remaining proved reserves for a propangtural gas or oil imbalance liability is receddn the consolidated balance sheet.

Allowance for Doubtful Accounts

We recognize an allowance for doubtful accounterteure trade receivables are not overstated duadollectability. Bad debt reserves
maintained for all customers based on a varietfaofors, including the length of time receivables past due, macroeconomic conditi
significant onetime events and historical experience. An additioraerve for individual accounts is recorded whanbecome aware of
customer's inability to meet its financial obligats, such as in the case of bankruptcy filingseterdoration in the customer's operating re
or financial position. If circumstances relatecctstomers change, estimates of the recoverabflitgagivables would be further adjusted.

Fair Value of Financial Instruments

The Companys financial instruments consist of cash and caslivatgnts, accounts receivable, other assets, fassgts, derivative liabilit
deferred revenue, accounts payable, accrued tiabiland shorterm debt. The estimated fair value of cash, actoteceivable, other ass
accounts payable, deferred revenue and accrueditiésb approximated their carrying amounts duethe shortterm nature of the:
instruments. The carrying value of shtetm debt also approximates fair value since ttegins are similar to those in the lending marke
comparable loans with comparable risks. None edehinstruments are held for trading purposes.

The Company utilizes various types of financinduiad its business needs, including debt with wasattached and other instruments ind
to its stock. The Company reviews its warrants emiversion features of securities issued as tahenehey are freestanding or contair
embedded derivative and if so, whether they argsifiad as a liability at each reporting periodiluthte amount is settled and reclassified
equity with changes in fair value recognized inreat earnings.

Inputs used in the valuation to derive fair value eassified based on a fair value hierarchy whiistinguishes between assumptions bast
market data (observable inputs) and an entity’s aggsumptions (unobservable inputs). The hieracomgists of three levels:

« Level one— Quoted market prices in active markets for idehtisazets or liabilities
« Level two — Inputs other than level one inputs that are eithctly or indirectly observable; at

* Level three- Unobservable inputs developed using estimates asangptions, which are developed by the reportirtgyeanc
reflect those assumptions that a market participanid use

Determining which category an asset or liabilitiisfavithin the hierarchy requires significant judgnt. The Company evaluates its hiera
disclosures each quarter. The following table gmes all assets that were measured and recogniant galue as of September 30, 2010
2009, and for the nine months then ended on arecuring basis. The assets shown below were piexben fair value due to the impairm
analysis indicating an estimated fair value belbes ¢arrying value for the proved oil and gas priyeer




Fair value of assets measured and recognizedratalaie on a non-recurring basis as of Septembe2@00 were as follows:

Total Realize Total
(Loss) due to  Unrealized

Description Level 1 Level 2 Level 3 valuation (Loss)
Proved Properties (ne $ — $ — $ 732,43. $ — $ —
Totals $ — $ — $ 732,43. $ — $ —

The Company valued the Proved Properties at tlair vialue in accordance with the applicable Finahéiccounting Standards Bo:
(“FASB”) standard due to the impairment indicators prevadsnif September 30, 2010. The inputs that were imsdetermining the fair vali
of these assets were Level 3 inputs. These inputsist of but are not limited to the following: iesates of reserve quantities, estimate
future production costs and taxes, estimates ofistent pricing of commodities, 10% discount rate, No impairment expense was reco
at September 30, 2010.

Recent Accounting Pronouncements

Recently Issued Accounting Standards

In April 2010, the FASB issued Accounting Standatdisdate (“ASU”) No. 2010-14, “Accounting for Extrtage Activities —Oil & Gas
Amendments to Paragraph 932-10-S99-1" due to SEleaRe No. 33-8995 (FR 78), “Modernization of OildaGas Reporting” This
amendment was effective January 1, 2010.

In January 2010, the FASB issued ASU No. 2010-Fajr‘Value Measurements and Disclosures (Topic 82Mproving Disclosures abc
Fair Value Measurements”. ASU 2016-will require the reporting entity to 1) discloseparately the amounts of significant transfetanid ou
of Level 1 and Level 2 fair value measurementsdagtribe the reasons for the transfers and 2) presparately information about purcha
sales, issuances, and settlements in the recatimilifor fair value measurements using significambbservable inputs (Level 3), This A
also clarifies existing disclosures about levelglishggregation and about inputs and valuationnigcies. This ASU is effective for interim ¢
annual reporting periods beginning after Decemiser2009, except for the disclosures about purchasdss, issuances, and settlements i
roll forward of activity in Level 3 fair value meaements which are effective for fiscal years beiig after December 15, 2010 and
interim periods within those fiscal periods. Then@any has adopted the provisions of the ASU thakvedfective for reporting perio
beginning after December 15, 2009 and it is culyessessing the impact of the Level 3 disclosuféss standard will not have a signific
impact on the Company'’s financial statements.

In January 2010, the FASB issued ASU No. 2010-&Xtractive Activities — Oil and Gas (Topic 932)0H# and Gas Reserve Estimation

Disclosures”The ASU expands and amends certain definitionrofidgeused in the Topic, requires an entity to diswte separately informati
about reserve quantities and financial statemantwats for geographic areas that represent 15 mpeocenore of proved reserves, clarifies
an entity’s equity method investments must be amred in determining whether it has significant-odnd gasproducing activities, requir
that an entity continue to disclosure separatedy @dmounts and quantities for consolidated and yeuéthod investments and requires
disclosures about equity method investments blearsame level of detail as is required for constdid investments. Amendments to this T
are effective to annual reporting periods endingoorafter December 31, 2009. This standard will hate a significant impact on 1
Company'’s financial statements.

In August 2009, the FASB issued an amendment taatleunting standards related to the measuremelidbilities that are recognized
disclosed at fair value on a recurring basis. Ttendard clarifies how a company should measueefdir value of liabilities and th
restrictions preventing the transfer of a liabilgijould not be considered as a factor in the measamt of liabilities within the scope of t
standard. This standard was effective for the Gomon October 1, 2009.




In October 2009, the FASB issued an amendmenhéoatcounting standards related to the accountingefvenue in arrangements v
multiple deliverables including how the arrangemestnsideration is allocated among delivered and eliveted items of tr
arrangement. Among the amendments, this standenihates the use of the residual method for alibgaarrangement consideration
requires an entity to allocate the overall consitlen to each deliverable based on an estimatédgerice of each individual deliverable in
arrangement in the absence of having verspeeific objective evidence or other third partyidemce of fair value of the undelivel
items. This standard also provides further guidanon how to determine a separate unit of accouriting multipleeeliverable revent
arrangement and expands the disclosure requirerabotg the judgments made in applying the estimagdithg price method and how thi
judgments affect the timing or amount of revenusgaition. This standard, for which the Compangusrently assessing the impact,
become effective for the Company on January 1, 2011

Concentrations

There is a ready market for the sale of cruderudl matural gas. During the nine months ended SdpeB0, 2010, each of our fields sold a
its oil production to one purchaser for each figfdl all of its natural gas production to one pusendor each field. However, because altel
purchasers of oil and natural gas are readily albbil at similar prices, we believe that the lossuy of our purchasers would not ha\
material adverse effect on our financial results

Accounting estimates

The preparation of financial statements in conftymiith accounting principles generally acceptedhi@ United States requires manageme
make estimates and assumptions that affect theteghbamounts of assets and liabilities and discsd@ contingent assets and liabilities ai
date of the financial statements and the reponteduats of revenues and expenses during the pempadsted. Actual results could differ fri
these estimates.

Significant estimates include volumes of oil antnal gas reserves used in calculating depletigore¥ed oil and natural gas properties, fu
net revenues and abandonment obligations, impatrofgsroved and unproved properties, future incaaxes and related assets and liabili
the fair value of various common stock, warrantd aption transactions, and contingencies. Oil amtdnal gas reserve estimates, which ar
basis for unit-ofproduction depletion and the calculation of impan have numerous inherent uncertainties. Theracgwf any resen
estimate is a function of the quality of availatilga, the engineering and geological interpretadiot judgment. Results of drilling, testing
production subsequent to the date of the estimatg jostify revision of such estimate. Accordinglgserve estimates are often different f
the quantities of oil and natural gas that arendtely recovered. In addition, reserve estimates/alnerable to changes in wellhead price
crude oil and natural gas. Such prices have bekatiledn the past and can be expected to be Velatithe future.

These significant estimates are based on currentrggtions that may be materially affected by chartgeuture economic conditions suct
the market prices received for sales of volume®ibfand natural gas, interest rates, the fair vadieghe Company common stock a
corresponding volatility, and the Compasability to generate future taxable income. Fuithianges to these assumptions may affect
significant estimates materially in the near term.

Oil and natural gas properties

The Company accounts for its oil and natural gapgrties using the successful efforts method obaeting. Under this method, all cc
associated with property acquisitions, successtplogatory wells, all development wells, includinigy hole development wells, and a:
retirement obligation assets are capitalized. Adiddlly, interest is capitalized while wells areifgedrilled and the underlying property is
development. Costs of exploratory wells are capidl pending determination of whether each well tessilted in the discovery of proy
reserves. Oil and natural gas mineral leaseholtsare capitalized as incurred. Iltems charged perse generally include geological
geophysical costs, costs of unsuccessful explgratails, and oil and natural gas production co€tapitalized costs of proved proper
including associated salvage are depleted on ahweNell or field-by-field (common reservoir) basising the units-oproduction methc
based upon proved producing oil and natural geeyves. The depletion rate is the current periodiypction as a percentage of the total pr
producing reserves. The depletion rate is applethé net book value of property costs to calcuthee depletion expense. Proved rese
materially impact depletion expense. If the proveserves decline, then the depletion rate (the attehich we record depletion exper
increases, reducing net income. Dispositions b&il natural gas properties are accounted fodpstnents to capitalized costs with gail
loss recognized upon sale. A gain (loss) is reizeghto the extent the sales price exceeds ossstlean original cost or the carrying value
of impairment. Oil and natural gas properties @s® subject to impairment at the end of each tempperiod. Unproved property costs
excluded from depletable costs until the relatexpprties are developed. See impairment discussédim-lived assets and intangible assets”
below.
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We depreciate other property and equipment usiegttaight-line method based on estimated usefes lianging from five to 10 years.

Long-lived assets and intangible assets

The Company accounts for intangible assets in darme with the applicable ASC. Intangible assieds have defined lives are subjec
amortization over the useful life of the assetsangible assets held having no contractual faaoisther factors limiting the useful life of 1
asset are not subject to amortization but are wedeat least annually for impairment or when inthes suggest that impairment may
needed. Intangible assets are subject to impatrregrew at least annually or when there is andation that an asset has been impaired. \
there are prospects for possible capital fundiritpée debt or equity), much is left to the marketiautside instability. As such, at this til
management cannot anticipate with a comfortableegegf certainty if the appropriate amount of furgdivill be achieved and any funding \
be diverted fully to its E&P activities. This willirther postpone the Compasyability to dedicate financial as well as humasoreces to it
technology division in the short term future. Agls, the Company has eliminated the division elgtire

For unproved property costs, management revievgethmwestments for impairment on a propertypbgperty basis if a triggering event shc
occur that may suggest that impairment may be redui

The Company reviews its lorired assets for impairment whenever events or gesaiin circumstances indicate that the carryinguarhof ar
asset may not be recoverable. If the carrying amofithe asset, including any intangible assets@ated with that asset, exceeds its estin
future undiscounted net cash flows, the Companyredlognize an impairment loss equal to the diffeesbetween its carrying amount an
estimated fair value. The fair value used to cal®ithe impairment for producing oil and naturas di@ld that produces from a comn
reservoir is first determined by comparing the sondunted future net cash flows associated with poteved properties to the carrying valu
the underlying evaluated property. If the costhed tinderlying evaluated property is in excess efuhdiscounted future net cash flows,
future net cash flows are discounted at 10%, wtliehCompany believes approximates fair value, terd@ne the amount of impairment.

No impairment expense was recorded for the thremtimscended September 30, 20

Asset retirement obligation

In accordance with the ASC, the Company recognihesfair value of the liability for asset retiremeosts in an entitg' balance sheet, as b
a liability and an increase in the carrying valoésuch assets, in the periods in which such ii#sl can be reasonably estimated. The pr
value of the estimated future asset retiremengabbn (“ARQ"), as of the date of acquisition or the date at whicccessful well is drilled,
capitalized as part of the costs of proved oil aatliral gas properties and recorded as a liabilitg asset retirement costs are depleted ov
production life of the oil and natural gas propestya unit-of-production basis.

The ARO is recorded at fair value and accretioreesp is recognized as the discounted liabilitxczeted to its expected settlement value.
fair value of the ARO liability is measured by ugiexpected future cash outflows discounted at tmg@anys credit adjusted risk free inter
rate.

Amounts incurred to settle plugging and abandonrobligations that are either less than or gredn mounts accrued are recorded as ¢
or loss in current operations. Revisions to presiestimates, such as the estimated cost to phejl @r the estimated future economic life «
well, may require adjustments to the ARO and apetalized as part of the costs of proved oil antired gas property.

Income taxes

The Company accounts for income taxes in accordarntte ASC 740 “Income Taxestvhich requires an asset and liability approact
financial accounting and reporting of income taxd3eferred income taxes reflect the impact of terapy differences between the amour
assets and liabilities for financial reporting pogps and such amounts as measured by tax laweguldtions. Deferred tax assets include
loss and credit carry forwards and are reduced bglaation allowance if, based on available evideritis more likely than not that so
portion or all of the deferred tax assets will hetrealized.

11




On January 1, 2007, the Company adopted the FA&Bplretation on accounting for uncertainty in inetaxes. The interpretation prescr
a measurement process for recording in the findnsfatements uncertain tax positions taken or eegedo be taken in a t
return. Additionally, the interpretation providgsidance regarding uncertain tax positions relattngerecognition, classification, interest
penalties, accounting in interim periods, disclesand transition. The Company will classify anteiest and penalties associated with inc
taxes as interest expense.

Stock based compensation

Beginning January 1, 2006, the Company adopte@&&B standard for accounting for stock based corsgigon to account for its issuanct
warrants to key partners, directors and officetre $tandard requires all shdr@sed payments, including employee stock optioastamts an
restricted stock, be measured at the fair valub@fiward and expensed over the requisite sereidedd)(generally the vesting period). The
value of common warrants granted to key partnarsctbrs and officers is estimated at the daterafgusing the Blaclscholes option pricir
model by using the historical volatility of comphla public companies. The calculation also takés arcount the common stock fair ma
value at the grant date, the exercise price, tipeerd life of the common stock option or warraing, dividend yield and the ridkee interes
rate.

The Company from time to time may issue stock gytiavarrants and restricted stock to acquire goodgrvices from third parties. Restric
stock, options or warrants issued are recordedherbasis of their fair value, which is measuredfahe date issued. The options or wart
are valued using the Black-Scholes option pricirafel on the basis of the market price of the uryiteylequity instrument on thevaluatior
date,” which for options and warrants related totcacts that have substantial disincentives to penrfiermance, is the date of the contract,
for all other contracts is the vesting date. Expemedated to the options and warrants is recogrized straightine basis over the shorter of
period over which services are to be received ewvtsting period.

The Company recognized stobksed compensation expense from warrants grantidettiors for nine months ended September 30, 201
2009 were of $8,640 and $23,400, respectively.

Earnings per share

Basic earnings per share are computed using thghteel average number of common shares outstaridihdged earnings per share reflect
potential dilutive effects of common stock equivatesuch as options, warrants and convertible gssurGiven the historical and projec
future losses of the company, all potentially dietcommon stock equivalents are anti-dilutive.
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Note 3 — Oil and natural gas properties

Oil and natural gas properties are comprised ofdhewing as of September 30:

Proved propert- purchased well

Proved property — drilled wells

Total oil and natural gas properties, ¢

Less: accumulated depreciation, depletion and impeit

Oil and natural gas properties, |

Note 4 —Loans payable to related parties

Loans payable to related parties were as followsf & ptember 30:

Loan payable to former CEO and shareholder
Total loans payable to related parties

The loans payable are due on demand and do notirttesast.

2010 2009
$ 302215 $ 3,022,15
1,756,44: 1,756,44:
4,778,59 4,778,59
(4,046,16)  (3,556,26)
$ 732,43, $ 1,222,33
2010 2009
$ — $  420,96:
$ — $  420,96:

On March 24, 2011 the former CEO and sharehold@redzhis claim to this loan payable as part of mprehensive settlement agreement \
the Company (see Note 7). The Company realizeairaan settlement of $404,623 at March 31, 2018 eesult of the cancellation of this dt
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Note 5 — Unsecured notes payable to related parties

Unsecured notes payable to related parties wef@law's as of September 30:

2010 2009
Notes payable to a shareholder and director, unedcd0% interest payable at maturity, due on Ddxa
31, 201C $ 467,000 $ 428,67:
Note payable to an affiliate of a shareholder ainglctbr, unsecured, 10% interest payable at mgfutite o
December 31, 2010 50,00( 50,00(
Totals, notes payable to related parties $ 517,00 $ 478,67:

Note 6 — Line of credit payable to Wells Fargo Bank

On October 7, 2008, the Company executed an ursg@usiness Line of Credit Agreement with WellsgeaBank, National Association. T
Credit Agreement provides the Company with a lilecdit facility in the aggregate amount of $96,7énterest on the loan is pays
monthly, at the rate of 10.0% per annum. Paymeh?,055, including interest, are due on the bheredit and the line matures on Octc
13, 2013. The line of credit was personally gutgad by the Company’s former CEO and shareholder.

During the three months ended December 31, 20&0Ctmpany defaulted on its monthly loan paymenwétls Fargo Bank and the loan \
referred to the Bank’s workout department. The Canyphas negotiated an informal repayment progratin thie Bank$ workout departme
whereby the Bank will not institute collection acts provided the Company continues to make moighhcipal payments of $2,200 mont
to the Bank. As of September 30, 2010, the Compaas/current on the terms of this line of credit.

September 30
2010 2009
Line of credit payable to Wells Fargo Bank, 10%eiest payable at maturity, due on October 13, $ 67,13¢ $ 86,84

Note 7 — Separation Settlement Payable to former fiéer and shareholder

On May 15, 2009, the Company entered into a “S#jmar Agreement and General Release of Claims” ddth Fullenkamp (“Fullenkampp”
and the Virgin Family Trust. The terms of the Agmeent include (a) termination of an employment agrent between the Company
Fullenkamp; (b) payment of all accrued salariegeimbursed expenses, and shareholder advanceyshvimade by Fullenkamp;
reduction of shareholder advances from estimatddnba owed at the time of settlement of $1,665,8Y% balance of $500,000 (
“Separation Settlement”)df Payment terms of the Separation Settlement 6f0§D monthly commencing June 1, 2009, and payaige ¢
fifty (50) month period, including imputed interest the rate of 3.52% per annum; (e) cancellatib,000,000 shares of preferred st
convertible at the rate of 100 shares of commaonlo@kup agreement with respect to all shares ovdiexttly or indirectly by Fullenkamp fou
period of five years, (e) Fullenkamp was to coofeergith the Company to recover misappropriated suadd agreed to bring litigation
induce others to bring litigation against the Compa
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At the time of the agreement, Fullenkamp was ovesldum of approximately $1,665,375 in shareholdiaaces which were settled
$500,000, resulting in a gain on the settlemerthisfdebt of $1,199,748. After the first paymeh$0,000 the company recorded a discou
3.25% on $490,000, the minimum federal rate inam®unt of $34,373 against the note. The discouatisrtized to interest expense ovel
period of estimated maturity. During the year enBedember 31, 2009, the Company recorded intergsnse of $8,997 and the note ha
unamortized discount of $24,476. During the yeateenDecember 31, 2009, the Company paid $51,0G4eoprincipal of the Separati
Settlement, reducing the outstanding balance &eoémber 31, 2009 to $404,623.

During the year ended December 31, 2009, Fullenki#lagba lawsuit against the Company. The Compamsequently filed a lawsuit agai
Fullenkamp and others on January 19, 2010, in Mdll@ounty, Texas.

On March 24, 2011 the Company, James Capital Enétdy and other related parties entered into a aetmgnsive Settlement Agreement \
Jon Fullenkamp. Under the Settlement Agreemermttowy agreed to i) dismiss Jon Fullenkamp from Texas lawsuit with prejudice,
provide himwith a general release from all acts related tloerand iii) pay him $30,000 over 70 days. In tutan Fullenkamp agreed tc
dismiss with prejudice the lawsuit he filed agaitte# Company and others in California; ii) trandferVictory 2,000,000 shares of Vict
preferred stock; iii) transfer to Victory 400,00(ammants for Victory common stock; iv) transfer amks Capital Energy, LLC 16,144}
shares of Victory common stock; v) voluntarily appéor his deposition to discuss events that oecliat the Adam8aggett Ranch; vi) wai
the claim he had to the $430,000 severance payuoretdr the May 15, 2009 Separation Agreement; aidordvide Victory James Capi
Energy, LLC and other related parties with a gemetaase.

Note 8 — Liability for Unauthorized Preferred StockIssued

During the year ended December 31, 2006, the Coynaathorized 10,000,000 shares of Preferred Stomhyertible to common stock at
rate of 100 shares of common for every share ofeped. During 2006, the Company issued 715,51thif preferred stock for cash
$246,950. The Company subsequently issued additipreferred stock and had several preferred sbltets convert their shares i
common stock during the years ended December 3B, 2008, and 2007.

During the course of the Company’s internal ingtion, it was determined by the Companiggal counsel that the preferred shares he
been duly authorized by the State of Nevada. Sime€Company had issued and received consideraiiothé preferred stock, notwithstand
that the stock was not legally authorized, the Camypreclassified the preferred stock into a ligiliThe Company has offered to settle the
with the remaining holders of the unauthorized @mefd stock by honoring the terms of conversionra share of preferred into 100 share
common stock.

The preferred stock liability was as follows asSefptember 30:

2010 2009
Liability for unauthorized preferred stock $ 85,65 $ 85,65¢

Note 9 — Income Taxes

As a result of net operating losses and the irtghidi record a benefit for its deferred income #essets, the Company has no income
provision for the nine months ended September G002

The Internal Revenue Code of 1986, as amended,s@spsubstantial restrictions on the utilizatiomef operating losses in the event o
“ownership change” of a corporation. Accordinglycompanys ability to use net operating losses may be linée prescribed under Inter
Revenue Code Section 382 (“IRC Section 38Eyents which may cause limitations in the amourthefnet operating losses that the com,
may use in any one year include, but are not linite a cumulative ownership change of more theéd 80er a thregrear period. There ha
been transactions that have changed the Comganwyhership structure since inception that may haseilted in one or more owners
changes as defined by the Internal Revenue Co#l88f.

At December 31, 2009, 2008, and 2007, the Compadyakailable Federal and state net operating led<apital loss carry forwards to red
future taxable income. The net operating loss cays available were approximately $2,373,000, &L J00, and $714,000 for federal anc
state purposes, respectively. The Federal net tipgrass carry forward begins to expire in 202%ap(al loss carryovers may only be use
offset capital gains. The capital loss carryowailable was $50,900 for each of those years aticewpire in 2010.
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Given the Company’s history of net operating lossgsnagement has determined that it is more-likedyrnot the Company will not be able
realize the tax benefit of the carry forwards. @utrstandards require that a valuation allowancestb&blished when it is more likely than
that all or a portion of deferred tax assets will be realized.

Accordingly, the Company has recorded a full vabratallowance against its net deferred tax asset®emember 31, 2009, 2008 :
2007. Upon the attainment of taxable income byGlenpany, management will assess the likelihoodealizing the tax benefit associa
with the use of the carry forwards and will recagné deferred tax asset at that time.

There is no provision for income tax recorded fither the nine months ended September 30, 2016rdahé& nine months ended Septembe
2009 due to the expected operating losses of berbsy

Item 2. Management Discussion and Analysis of Finaial Condition and Results of Operations

The following discussion is intended to assist yownderstanding our business and results of opesatogether with our present finan
condition. This section should be read in conjwnttivith our consolidated financial statements dredaccompanying notes included elsew
in this report. Statements in our discussion may fdmvard-looking statements. These forwdwdking statements involve risks ¢
uncertainties. We caution that a number of factoosld cause future production, revenues and expetwsaliffer materially from ot
expectations.

The following is managemeistdiscussion and analysis of certain significantdes that have affected certain aspects of oanfifal positio
and results of operations during the periods inetldh the accompanying audited consolidated firsratatements. You should read thi
conjunction with the discussion under “Financidbhmation” and the audited consolidated financial statememisided in our Annual Rept
on Form 10-K for the years ended December 31, 20@92008.

Forward Looking Statements

This Quarterly Report on Form 10-Q contains forwimaking statements concerning our beliefs, plangedives, goals, expectatio
anticipations, estimates, intentions, operationgyuré results and prospects, including statememds include the words “may,” “could,”
“should,” “would,” “believe,” “expect,” “will,” “shall,” “anticipate,” “estimate,” “intend,” “plan” ad similar expressions. These forward-
looking statements are based upon current expecta#ind are subject to risk, uncertainties andnagsons. Should one or more of these t

or uncertainties materialize, or should underlyagsumptions prove incorrect, actual results may vaaterially from those anticipats
estimated, expected, projected, intended, commiteloelieved. We provide the following cautionatatement identifying important fact
(some of which are beyond our control) which cocddise the actual results or events to differ metgrfirom those set forth in or implied

the forward-looking statements and related assumgti

" o LIS " o " ou ”ou " ou

General Overview

We are an independent oil and natural gas compaggged in the production, acquisition and explmitabf oil and natural gas propert
geographically focused on the onshore United St&as operational focus is the acquisition, throtlyd most cost effective means possibl
production or near production oil and natural gaklifassets. Our areas of operation include Cro¢katnty and South Padre Island, Texas.

Our revenue, profitability, cash flow, oil and natligas 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 thoaekets are likely to continue to be volatile in thwure. It is impossible to predict futt
natural gas and oil price movements with certaiRtyces for natural gas and oil are subject to Vilidetuations in response to relatively mi
changes in the supply of and demand for naturabgésoil, market uncertainty, and a variety of iddal factors beyond our control.
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Going Concern

As presented in the consolidated financial statéspeme had net income of $18,258 for the nine moeiided September 30, 2010 due t
onetime gain of $404,623 on the settlement with oumfer executive officer. Without that one time gaie would have incurred a net los:
$386,365 during the nine months ended SeptembeR@I). Losses are expected to continue in the teear. Current liabilities exceed
current assets by $988,450 and the accumulatecitdsf31,686,621 at September 30, 2010. Amoautstanding and payable to creditors
in arrears and we are in negotiations with certagditors to obtain extensions and settlementsutstanding amounts. We are current!
default on one of our debt obligations and we hawduture borrowings or funding sources availabheler existing financing arrangeme
Management anticipates that significant additicsegdital expenditures will be necessary to developal and natural gas properties, wt
consist primarily of proved reserves that are namdpcing, before significant positive operatinglcllews will be achieved.

Management's plans to alleviate these conditiookudie the renegotiation of certain trade payaldettjements of debt amounts with st
deferral of certain scheduled payments, as coreideecessary. In addition, management is pursuisgéss partnering arrangements foi
acquisition and development of its properties ali asedebt and equity funding through private ptaeats. Without outside investment fr
the sale of equity securities, debt financing ontrpering with other oil and natural gas compangserating activities and overhead expe
will be reduced to a pace that available operatagh flows can support.

The accompanying consolidated financial statemeants prepared as if we will continue as a going eomcThe consolidated financ

statements do not contain adjustments, includigstdents to recorded assets and liabilities, wihiipht be necessary if we were unabl
continue as a going concern.
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Three Months Ended September 30, 2010 Compared thé Three Months Ended September 30, 2009

Our revenue, operating expenses, and net lossdpmrations for the three months ended Septemb&03M, as compared to the three months
ended September 30, 2009 were as follows:

Three Months Ende Percentag
September 3( Change
2010 2009 Change Inc (Dec)
REVENUES $ 109,13( $ 111,52( $ (2,390 (2.9)%
COSTS AND EXPENSE:
Costs of productio 38,81¢ 42,29( (3,472) (8.2%
General and administrative expel 222,94. 218,62 4,31¢ 2.C%
Depletion and accretic 24,98: 72,93¢ (47,959 (65.1)%
Loss on malfeasan - (22,059 22,05¢ n/m
Loss (gain) on settlemer - (10,000 10,00( n/m
Total expenses 286,74 301,79 (15,05 (5.0%
LOSS FROM OPERATIONS (177,617 (190,27°) 12,66« (6.7)%
OTHER INCOME AND EXPENSE
Interest expens 10,97¢ 13,68( (2,709 (19.9%
Total other expens 10,97¢ 13,68( (2,709 (19.9%
NET LOSS $ (18858) $ (203,95) $ 15,36¢ (7.5)%
Weighted average shares, basic and diluted 136,719,60 136,719,60
Net loss per share, basic and diluted $ (0.00 $ (0.00)

Revenues : All of our revenue was derived from the sale afumal gas. Our revenues decreased $2,390 or &1$209,130 for the thr
months ended September 30, 2010 from $111,52Méothree months ended September 30, 2009. Theatecreflects a decline in volume
gas sold to 18,256 MCF (thousand cubic feet) inttliee months ended September 30, 2010 compar2d,381 MCF for the three mon
ended September 30, 2009 offset by an increaskeiraverage natural gas price received of $5.9IMMCF for the three months enc
September 30, 2010 compared to $4.59 for the thimehs ended September 30, 2009.

Costs of Production: Our cost of productionincluding royalties, lease, operations, productexes and expenses decreased $3,472 or 8
$38,818 for the three months ended September 3@ #6m $42,290 for the three months ended Septeld®e2009. This change refle
eleven months of operations under a new indeperm®iitact operator and thus probably gives a béithcation of costs of production. T
Company has a lawsuit pending against the prioratpe

General and Administrative Expense: General and administrative expenses increased $482.0% to $222,942 for the three months e

September 30, 2010 from $218,623for the three nsoatided September 30, 2009. The increase refjszaser legal and consulting costs \
the departure of the then chief executive offidethe Company in May, 2010.
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Depletion and Accretion: Depletion and accretion expenses declined $470955%.7% to $24,983 for the three months endedeBaper 3(
2010 from $72,938 for the three months ended Sdme®0, 2009. The decrease was due to the loweusinof asset cost basis availabl
deplete following the impairment adjustment of 2@d@l the lower amount of gas sold which moduldtege¢cognition of depletion expense.

Malfeasance Losses. There was no malfeasance losses recorded for tbe thonths ended September 30, 2010 comparedddjastment ¢
$22,054 in malfeasance losses that were tracealifetthree months ended September 30, 2009. BHeasance losses in 2009 were rel
to the misdirection of investor funds for purposeselated to the operations of the Company. Owrprianagement responsible for tf
actions has now been entirely replaced.

Interest Expense : Interest expense decreased $2,704 or 19.8% t®@#a @or the three months ended September 30, 2040$13,680 for th
three months ended September 30, 2009. The decareflesets a decrease in accrued interest on theuarmalue the former chief execut
officer of the Company as a result of the settletmen

Income Taxes : There is no provision for income tax recorded didher the three months ended September 30, 201dr ¢he three montl
ended September 30, 2009 due to the expected mgeladses of both years. We had available Fediecaime tax net operating loss (“NOL”
carry forwards of approximately $2,373,000 at DelsenB1, 2009. Our NOL generally begins to expir@025. We recognize the tax benefi
NOL carry forwards as assets to the extent thatag@ment believes that the realization of the NOirycBorward is more likely than not. T
realization of future tax benefits is dependenbanability to generate taxable income within tlaerg forward period. This valuation allowal
is provided for all deferred tax assets.

Net Income: We had a net loss of $188,589 for the three moetited September 30, 2010 compared to a net [d880&,957 for the thr
months ended September 30, 2009. This net incosseshould be viewed in light of the cash flow froperations discussions below.

During the three months ended September 30, 2GLQjita the three months ended September 30, 2089igv not generate positive ¢

flow. As a result, we funded our operations thitotige private sale of equity and debt securities,i$suance of our securities in exchang
services, and loans.
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Nine Months Ended September 30, 2010 Compared togiNine Months Ended September 30, 2009

Our revenue, operating expenses, and net loss dpmrations for the nine months ended Septembe2@I) as compared to the nine mo
ended September 30, 2009 were as follows:

Nine Months Ende: Percentag
September 3( Change
2010 2009 Change Inc (Dec)
REVENUES $ 377,42¢ $ 369,36¢ $ 8,06« 2.2%
COSTS AND EXPENSE:
Costs of productio 90,60¢ 144,54 (53,940 (37.9%
General and administrative expel 568,14« 775,05: (206,90) (26.71)%
Depletion and accretic 74,94¢ 218,78t (143,83) (65.1)%
Loss on malfeasan - 298,11¢ (298,119 n/m
Gain on settlemen (404,62 (1,219,74) 815,12! n/m
Total expenses 329,07 216,75: 112,32: 51.8%
INCOME FROM OPERATIONS 48,35t 152,61 (104,259 (68.9%
OTHER INCOME AND EXPENSE
Interest expens 30,09 25,96¢ 4,12¢ 15.%
Total other expens 30,09 25,96¢ 4,12¢ 15.%
NET INCOME $ 18,25¢ § 126,64t $ (108,38 (85.6)%
Weighted average shares, basic and diluted 136,719,60 136,719,60
Net loss per share, basic and diluted $ 0.0C $ 0.0C

Revenues : All of our revenue was derived from the sale afunal gas. Our revenues increased $8,064 or 2228877,429 for the nine mon
ended September 30, 2010 from $369,365 for the mioreths ended September 30, 2009. The incredsetseé decline in volume of gas <
to 60,694 MCF (thousand cubic feet) in the nine therended September 30, 2010 compared to 87,411 tdCthe nine months end
September 30, 2009 offset by an increase in theageenatural gas price received of $6.29 per MM@RHe nine months ended Septembe
2010 compared to $4.20 per MMCF for the nine moetied September 30, 2009.

Costs of Production: Our cost of production including royalties, lease, operations, productiaxes and expenses decreased $53,9
37.3% to $90,604 for the nine months ended SepteB8he2010 from $144,544 for the nine months enBeptember 30, 2009. This decre
reflects both a favorable oriere adjustment in the royalty expense stemmingftbe change to the current independent contrastatqr a
well as the 11 months of operations under a the melependent contract operator which probably giebetter indication of actual cost:
production. The Company has a lawsuit pending ag#ie prior operator.
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General and Administrative Expense: General and administrative expenses declined $206r 26.7% to $568,144 for the nine months e
September 30, 2010 from $775,051for the nine moatited September 30, 2009. The decrease reflecttronger management role ple
by the largest investors following the resignatidrthe then chief executive officer of the Compamyviay, 2010.

Depletion and Accretion: Depletion and accretion expenses declined $1438%5.7% to $74,949 for the nine months ended eelpér 3(
2010 from $218,786 for the nine months ended Septerd0, 2009. The decrease was due to the loweurinof asset cost basis availabl
deplete following the impairment adjustment of 2@P@ the lower amount of gas sold which moduldtegecognition of depletion expense.

Malfeasance Losses: There was no malfeasance losses recorded for tiee months ended September 30, 2010 compared to14B&
recorded malfeasance losses that were tracealbie toine months ended September 30, 2009. Thesasalfice losses in 2009 were relat
the misdirection of investor funds for purposeselated to the operations of the Company. Our prianagement responsible for these ac
has now been entirely replaced.

Interest Expense : Interest expense increased $4,129 or 15.9% td@93dor the nine months ended September 30, 2@0 $25,968 for tt
nine months ended September 30, 2009. The increfisets an increase in note payable to a reladety pluring the period.

Income Taxes : There is no provision for income tax recorded ddher the nine months ended September 30, 20%6r dhe nine montt
ended September 30, 2009 due to the expected mgeladses of both years. We had available Fediecaime tax net operating loss (“NOL”
carry forwards of approximately $2,373,000 at DelsenB1, 2009. Our NOL generally begins to expir@025. We recognize the tax benefi
NOL carry forwards as assets to the extent thatag@ment believes that the realization of the NOirycBorward is more likely than not. T
realization of future tax benefits is dependenbanability to generate taxable income within tlaerg forward period. This valuation allowal
is provided for all deferred tax assets.

Net Income: We had net income of $18,258 for the nine montided September 30, 2010 compared to a net incoi&2a,646 for the nir
months ended September 30, 2009. Net incomestbfgasiods reflect onéme gains in the respective periods. The follayiable shows tt
net losses for both periods after adjusting oubthetime gains

Nine Months Ended September

2010 2009
Reported net incomr $ 18,25¢ $ 126,64¢
One-time gain (404,62) (1,219,74)
Actual net loss for perio $ (386,36) $  (1,093,10)

It may be more appropriate to note that the net ttecreased $706,737 to a net loss of $386,36Hdanine months ended September 30,
from a net loss of $1,093,102 for the nine monthdeel September 30, 2009. This net loss shoulddweed in light of the cash flow fro
operations discussions below.

During the nine months ended September 30, 201@ithsthe nine months ended September 30, 2009didienot generate positive ci
flow. As a result, we funded our operations thiotige private sale of equity and debt securities,i$suance of our securities in exchang
services, and loans.

Liquidity and Capital Resources
The global financial and credit crisis may have impacts on our liquidity and financial condition that we currently cannot predict.

The continued credit crisis and related turmoithie global financial system may have a materialactpn our liquidity and our financ
condition, and we may ultimately face major challes if conditions in the financial markets do maprove. Our ability to access the cay
markets or borrow money may be restricted at a tithen we would like, or need, to raise capital,chhtould have an adverse impact on
flexibility to react to changing economic and besis conditions and on our ability to fund our opieres and capital expenditures in
future. Additionally, the current economic situatioould lead to reduced demand for natural gasodndr further reductions in the prices
natural gas and oil, or both, which could have gatige impact on our financial position, resultsagferations and cash flows. While
ultimate outcome and impact of the current finahcigis cannot be predicted, it may have a mdtexiwerse effect on our future liquidi
results of operations and financial condition.
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Our cash and cash equivalents, total current gdetdfassets, total current liabilities, and kditbilities as of September 30, 2010 as comg
to September 30, 2009, are as follows:

September 3(
2010 2009
Cash $ 69,03¢ $ 2,29¢
Total current asse 151,83¢ 45,64¢
Total asset 897,27 1,280,98:
Total current liabilities 1,140,28I 1,320,84!
Total liabilities 1,175,26: 1,342,62!

At September 30, 2010, we had a working capitaicidedf $988,450 compared to a working capital diefof $1,275,200 at September
2009. Current liabilities decreased to $1,140,278eptember 30, 2010 from $1,320,849 at Septenthe2®9 as the reduced liability from
settlement with the former officer of the Comparngswffset for the most part by increases in amoduésa related party and accounts pay

Net cash used by operating activities for the mmaths ended September 30, 2010 totaled $96,783th& cash provided by the net incom
$18,258 was decreased by $321,034 in cash charges and offset by $206,043 in net incsdasthe working capital accounts. This comp
to cash used by operating activities for the nirmnths ended September 30, 2009 of $679,496 afenahincome for the period of $126,
was offset by $206,043 in non cash charges andased by $167,412 in changes to the working cagitbunts.

There was no cash involved in investing activifasthe nine months ended September 30, 2010. cdmypares to $408,334 used in inves
activities for the nine months ended SeptembeRB09 for continued operations of completed wells.

Net cash provided by financing activities for theenmonths ended September 30, 2010 totaled $18326@&hich $162,000 came from nc
payable to a related party. At the same time,¥IBwas used to pay down the line of credit. Toisipares to a net of $923,935 provide:
financing activities for the nine months ended 8eyier 30, 2009 wherein Aurora provided a net of255®4 in financing and $95,000 ce
from notes payable to a related party. In addit®f510 was used to pay down the bank line of tredi

Item 3. Qualitative and Quantitative Discussions Aout Market Risk

As a smaller reporting company we are not requicegrovide the information required by this Itetdowever, we did include market r
factors in our Annual Report on Form 10-K for treay ended December 31, 2009 filed with the SEC arcM30, 2011.

Item 4. Controls and Procedures
Material Weaknesses in Internal Control Over Finandal Reporting

Management’s assessment of the effectiveness aktistrants internal control over financial reporting is the quarter ended September
2010.
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Based on that evaluation, our management concltitsdour control over financial reporting and rethidisclosure controls and proced:
were not effective because for the significant mdrthe year (a) we did not have adequate contets our control environment, (b) «
accounting processes lacked appropriate segregetioesponsibilities necessary for an effectivetesys of internal control, and (c) we w
unable to complete the financial statements forcgharterly reporting periods and the year endedeBer 31, 2009, in a timely manne
enable us to file the Quarterly Reports on Form€l1and the Annual Report on Form KOby the respective due dates. We believe ths
lack of segregation of duties and inadequate ctntreer the control environment constitute matesiahknesses in our internal control.

Management has taken steps to remediate the matex@kness over our control over financial repgrtand related disclosure controls
procedures by implementing the following controls:

During November, 2008, we hired a CFO who posse$sereeded GAAP accounting and SEC reportingsshidicessary to impra
our internal controls over financial reporting.

During January, 2009, we appointed our CFO to thardh of directors. While the CFO is qualified asamit committee financi
expert as defined in Item 407(d)(5)(ii) of RegwatiSK, he is not independent and, as such, his roltherboard of directors does
meet the independence requirements of Iltem 407(d)(&f Regulation S-K.

During February, 2011, we engaged a corporate atantiwho has significant SEC financial reportimgl aaccounting experien:
This individual assisted with the accounting updatethe year ended December 31, 2010, includireparation of the delinque
quarterly Forms 1@ for the quarterly periods ended March 31, 2048330, 2010, and September 30, 2010. This indéidlso i
assisting in preparing the quarterly report fordoarterly period ended March 31, 2011.

Part Il
Item 1. Legal Proceedings

We are subject to litigation and claims that haniges in the ordinary course of business, the nitgjof which have resulted from our thorot
restructuring and turnaround efforts resulting frotine malfeasance that occurred in 2008. Many ofse¢he&laims have be
resolved. Management believes individually sutigdtion and claims will not have a material adeeirspact on our financial position or
results of operations but these matters are sutgdoherent uncertainties and managensewniw may change in the future. If an unfavor
final outcome were to occur, there exists the filtgi of a material impact on our financial positi and the results of operations for the pe
in which the effect becomes reasonably estimable.

The current legal action is detailed in Item 3l Annual Report on Form 1for the year ended December 31, 2009 filed wlig SEC o
March 30, 2011. The following are the only matedaVelopments since the time of that filing:

Victory Energy Corporation vs. Jim Dial, Remuda Opeating Company, and Jon Fullenkamp

On March 24, 2011 the Company, James Capital Enétdy and other related parties entered into a aetmgnsive Settlement Agreement \
Jon Fullenkamp. Under the Settlement Agreementtowy agreed to i) dismiss Jon Fullenkamp from Texas lawsuit with prejudice,
provide him with a general release from all actatesl thereto, and iii) pay him $30,000 over 70sdal turn, Jon Fullenkamp agreed t
dismiss with prejudice the lawsuit he filed agaitte# Company and others in California; ii) trandf@rVictory 2,000,000 shares of Victc
preferred stock; iii) transfer to Victory 400,00@ammants for Victory common stock; iv) transfer amks Capital Energy, LLC 16,144}
shares of Victory common stock; v) voluntarily appéor his deposition to discuss events that oetliat the Adam8aggett Ranch; vi) waiy
the claim he had to the $430,000 severance payuoretdr the May 15, 2009 Separation Agreement; aidordvide Victory James Capi
Energy, LLC and other related parties with a gemetaase.

Iltem 1A. Risk Factors

As a smaller reporting company we are not requicegrovide the information required by this Itetdowever, we did include risk factors
our Annual Report on Form 10-K for the year endegt&mnber 31, 2009 filed with the SEC on March 30,120
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Item 2. Unregistered Sales of Equity Securities ahUse of Proceeds

During the three months ended September 30, 2B&Gptlowing unregistered securities were distridaltor the purposes noted.

On July 30, 2010, we agreed to issue warrants tohase a total of 300,000 shares of common stotlo&wd members of the Company a
exercise price of $0.01 per share in exchangedorices. Of these warrants, each board member liscive warrants to purchase 100
shares. These warrants were issued by us todhadnals on December 31, 2010.

On August 31, 2010, we agreed to issue warrarpsitchase a total of 300,000 shares of common stobkard members of the Company ¢
exercise price of $0.01 per share in exchangedprices. Of these warrants, each board member liscive warrants to purchase 100
shares. These warrants were issued by us todhadnals on December 31, 2010.

On September 30, 2010, we agreed to issue war@pisrchase a total of 300,000 shares of commark $toboard members of the Comp
at an exercise price of $0.01 per share in exchéorgeervices. Of these warrants, each board meislierreceive warrants to purchase 100
shares. These warrants were issued by us todhednals on December 31, 2010.

Unless otherwise indicated, we relied on the ex@ngtom registration relating to offerings that dot involve any public offering pursuan
Section 4(2) under the Securities Act of 1933 (thet”) and/or Rule 506 of Regulation D of the Act. We bedi that each investor f
adequate access to information about us througimtiestor’s relationship with us.

Item 3. Default Upon Senior Securities

None

Item 4. Removed and Reserved

None

Item 5. Other Information

This Quarterly Report on Form 10-Q is being filemhtemporaneously with the relevant Annual RepaortForm 10K for the year endir
December 31, 2010 which was filed with the SEC palmut May 16, 2011 and which is incorporated indog reference.

Item 6. Exhibits

311 Rule 13a-14(a)/15d-14(a) Certification of Robertramida
31.2 Rule 13a-14(a)/15d-14(a) CertificatafrRobert Miranda
32 Section 1350 Certification of Robditanda

Pursuant to the requirements of the Securities &xgé Act of 1934, the registrant has duly causisdéport to be signed on its behalf by the
undersigned, thereunto duly authorized.

24




Date: May 16, 201

VICTORY ENERGY CORPORATION

By: /s/ Robert J. Mirand

Robert J. Mirand:
Chief Executive Officer
Chief Financial Officer
Chairman, and Directc
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EXHIBIT 31.1
CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER REQUIR ED BY RULE 13A-14(a) OF THE
SECURITIES EXCHANGE ACT OF 1934, AS AMENDED,
AS ADOPTED PURSUANT TO SECTION 302 OF THE SARBANESOXLEY ACT OF 2002

[, Robert J. Miranda, certify that:
1. I have reviewed this Form -Q of Victory Energy Corporatior

2. Based on my knowledge, this report does not corgainuntrue statement of a material fact or omittde a material fact necessar
make the statements made, in light of the circuntgts under which such statements were made, né¢adisg with respect to t
period covered by this repo

3. Based on my knowledge, the financial statementd,aher financial information included in this repdairly present in all materi
respects the financial condition, results of operstand cash flows of the registrant as of, andtf@ periods presented in this rep

4, The registrang’ other certifying officer(s) and | are responsifle establishing and maintaining disclosure cdstand procedures (
defined in Exchange Act Rules 13a-15(e) and 15€&)) and internal control over financial repogtifas defined in Exchange Act R
13e15(f) and 15-(f)) for the registrant and hav

€) Designed such disclosure controls andemtores, or caused such disclosure controls areguoes to be designed under
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtubsidiaries, is made known to us
others within those entities, particularly duritg fperiod in which this report is being prepared;

(b) Designed such internal control over financigbarting, or caused such internal control overrfaial reporting to be design
under our supervision, to provide reasonable asseraegarding the reliability of financial repodimnd the preparation of financ
statements for external purposes in accordancegeitierally accepted accounting principles;

(c) Evaluated the effectiveness of the registsandisclosure controls and procedures and presemtéds report our conclusio
about the effectiveness of the disclosure contanid procedures, as of the end of the period covlyethis report based on s
evaluation; and

(d) Disclosed in this report any change in thestgnt’s internal control over financial reportitigat occurred during the registrant’
most recent fiscal quarter (the registraridurth fiscal quarter in the case of an annuyabrg that has materially affected, or is reasoy
likely to materially affect, the registrant’s inted control over financial reporting; and

5. The registrang other certifying officer(s) and | have disclosbdsed on our most recent evaluation of internatrob over financie
reporting, to the registrant’s auditors and theitacmmmittee of the registrastboard of directors (or persons performing theveden:
functions):

(a) All significant deficiencies and material weakses in the design or operation of internal cowtver financial reporting whic
are reasonably likely to adversely affect the itegig’s ability to record, process, summarize aqbrt financial information; and

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a sigmifrole in the registramt’
internal control over financial reporting.

Date: May 16, 201

/s/ ROBERT J. MIRANDA

Robert J. Mirand:
Chief Executive Officer (principal executive offig¢




EXHIBIT 31.2
CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER REQUIR ED BY RULE 13A-14(a) OF THE
SECURITIES EXCHANGE ACT OF 1934, AS AMENDED,
AS ADOPTED PURSUANT TO SECTION 302 OF THE SARBANESOXLEY ACT OF 2002

I, Robert Miranda, certify that:
1. | have reviewed this Form -Q of Victory Energy Corporatior

2. Based on my knowledge, this report does not corgainuntrue statement of a material fact or omittde a material fact necessar
make the statements made, in light of the circuntgts under which such statements were made, né¢adisg with respect to t
period covered by this repo

3. Based on my knowledge, the financial statementd,aher financial information included in this repdairly present in all materi
respects the financial condition, results of operstand cash flows of the registrant as of, andtf@ periods presented in this rep

4, The registrang’ other certifying officer(s) and | are responsifle establishing and maintaining disclosure cdstand procedures (
defined in Exchange Act Rules 13a-15(e) and 15€&)) and internal control over financial repogtifas defined in Exchange Act R
13e15(f) and 15-(f)) for the registrant and hav

€) Designed such disclosure controls andemtores, or caused such disclosure controls areguoes to be designed under
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtubsidiaries, is made known to us
others within those entities, particularly duritg fperiod in which this report is being prepared;

(b) Designed such internal control over financigbarting, or caused such internal control overrfaial reporting to be design
under our supervision, to provide reasonable asseraegarding the reliability of financial repodimnd the preparation of financ
statements for external purposes in accordancegeitierally accepted accounting principles;

(c) Evaluated the effectiveness of the registsandisclosure controls and procedures and presemtéds report our conclusio
about the effectiveness of the disclosure contanid procedures, as of the end of the period covlyethis report based on s
evaluation; and

(d) Disclosed in this report any change in thestgnt’s internal control over financial reportitigat occurred during the registrant’
most recent fiscal quarter (the registraridurth fiscal quarter in the case of an annuyabrg that has materially affected, or is reasoy
likely to materially affect, the registrant’s inted control over financial reporting; and

5. The registrang other certifying officer(s) and | have disclosbdsed on our most recent evaluation of internatrob over financie
reporting, to the registrant’s auditors and theitacmmmittee of the registrastboard of directors (or persons performing theveden:
functions):

(a) All significant deficiencies and material weakses in the design or operation of internal cowtver financial reporting whic
are reasonably likely to adversely affect the itegig’s ability to record, process, summarize aqbrt financial information; and

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a sigmifrole in the registramt’
internal control over financial reporting.

Date: May 16, 201

/s/ ROBERT J. MIRANDA

Robert J. Mirand:
Chief Financial Officer (principal financial office




EXHIBIT 32

CERTIFICATION OF CHIEF EXECUTIVE OFFICER
AND CHIEF FINANCIAL OFFICER
PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the filing of the Quarterly Rep&orm 10-Q of Victory Energy Corporation (the “@pany”)for the nine mont
period ended September 30, 2010, (the “Repotti®, undersigned hereby certify in their capaciassChief Executive Officer and Ct
Financial Officer of the Company, respectively, guant to 18 U.S.C. section 1350, as adopted pursaeection 906 of the Sarban@siey
Act of 2002, that:

1. the Report fully complies with thejuerements of Section 13(a) or 15(d) of the SemgiExchange Act of 1934, as amended; and

2. the information contained in the Refairly presents, in all material respects, theafficial condition and results of operations of
Company.

Dated: May 16 ,201 By: /s/ ROBERT J. MIRANDA

Robert J. Mirand:
Chief Executive Officer (principal executive offige

Dated: May 16, 201 By: /s/ ROBERT J. MIRANDA

Robert J. Mirand:
Chief Financial Officer (principal financial office

A signed original of thiswritten statement required by Section 906, or other document authenticating, acknowledging, or otherwise adopting the
signatures that appear in typed form within the electronic version of this written statement required by Section 906, has been provided to the
Company and will be retained by the Company and furnished to the Securities and Exchange Commission or its staff upon request.




