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DOCUMENTS INCORPORATED BY REFERENCE

The information called for in Items 10, 11, 12 and 13 in Part III are contained
in the issuer's definitive proxy statement which the issuer filed with the
Commission on May 1, 2006 and such information is incorporated herein by
reference.

EXPLANATORY NOTE

This Amendment No. 1 on Form 10-K/A (this "Amendment") amends the Annual Report
on Form 10-K (the "Original Annual Report") for the year ended December 31,
2005, which was originally filed with the Securities and Exchange Commission
(the "SEC") on March 24, 2006. The Registrant is filing this Amendment in
response to a comment letter received from the SEC in connection with its review
of the Original Annual Report. In response to the comment letter, we have
included additional disclosures relating to (i) the registrant's effective tax
rate for fiscal 2005 compared to fiscal 2004, included in Item 7 of this
Amendment, (ii) quantitative and qualitative information with respect to foreign
exchange rate, market and commodity price risks for certain investment and
trading securities held by the registrant included in Item 7A of this Amendment,
(iii) a discussion relating to the treatment of the registrant's interest in an
affiliated entity included in Note A [19] to the financial statements
accompanying this Amendment, (iv) a discussion relating to the treatment of
certain derivative instruments included in Note G to the financial statements
accompanying this Amendment. In addition, in response to the comment letter, the
registrant has included (i) a revised report of its independent auditors opining
on the registrant's 2004 financial statements, (ii) the audit reports for the
year ended December 31, 2003 of other auditors of the registrant's subsidiaries
on which the registrant's previous auditors relied and (iii) a revised
Certifications (Exhibit 31).

Except as described above, the amendments included in this Amendment do not
otherwise revise or restate the financial statements included in the Original
Annual Report. In addition, except as described above, no attempt has been made
in this Amendment to modify or update disclosures presented in the Original
Annual Report. This Amendment does not reflect events occurring after the filing
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of the Original Annual Report or modify or update those disclosures.
Accordingly, this Amendment should be read in conjunction with the registrants'
filings with the SEC subsequent to the filing of the Original Annual Report.
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FORWARD LOOKING STATEMENTS

CERTAIN STATEMENTS MADE IN THIS ANNUAL REPORT ON FORM 10-K ARE "FORWARD-LOOKING
STATEMENTS" WITHIN THE MEANING OF THE PRIVATE SECURITIES LITIGATION REFORM ACT
OF 1995. FORWARD-LOOKING STATEMENTS CAN BE IDENTIFIED BY TERMINOLOGY SUCH AS
"MAY", "WILL", "SHOULD", "EXPECTS", "INTENDS", "ANTICIPATES", "BELIEVES",
"ESTIMATES", "PREDICTS", OR "CONTINUE" OR THE NEGATIVE OF THESE TERMS OR OTHER
COMPARABLE TERMINOLOGY AND INCLUDE, WITHOUT LIMITATION, STATEMENTS BELOW
REGARDING EXPLORATION AND DRILLING PLANS, FUTURE GENERAL AND ADMINISTRATIVE
EXPENSES, FUTURE GROWTH, FUTURE EXPLORATION, FUTURE GEOPHYSICAL AND GEOLOGICAL
DATA, GENERATION OF ADDITIONAL PROPERTIES, RESERVES, NEW PROSPECTS AND DRILLING
LOCATIONS, FUTURE CAPITAL EXPENDITURES, SUFFICIENCY OF WORKING CAPITAL, ABILITY
TO RAISE ADDITIONAL CAPITAL, PROJECTED CASH FLOWS FROM OPERATIONS, OUTCOME OF
ANY LEGAL PROCEEDINGS, DRILLING PLANS, THE NUMBER, TIMING OR RESULTS OF ANY
WELLS, INTERPRETATION AND RESULTS OF SEISMIC SURVEYS OR SEISMIC DATA, FUTURE
PRODUCTION OR RESERVES, LEASE OPTIONS OR RIGHTS, PARTICIPATION OF OPERATING
PARTNERS, CONTINUED RECEIPT OF ROYALTIES, AND ANY OTHER STATEMENTS REGARDING
FUTURE OPERATIONS, FINANCIAL RESULTS, OPPORTUNITIES, GROWTH, BUSINESS PLANS AND
STRATEGY. BECAUSE FORWARD-LOOKING STATEMENTS INVOLVE RISKS AND UNCERTAINTIES,
THERE ARE IMPORTANT FACTORS THAT COULD CAUSE ACTUAL RESULTS TO DIFFER MATERIALLY
FROM THOSE EXPRESSED OR IMPLIED BY THESE FORWARD-LOOKING STATEMENTS. ALTHOUGH
THE COMPANY BELIEVES THAT EXPECTATIONS REFLECTED IN THE FORWARD-LOOKING
STATEMENTS ARE REASONABLE, IT CANNOT GUARANTEE FUTURE RESULTS, PERFORMANCE OR
ACHIEVEMENTS. MOREOVER, NEITHER THE COMPANY NOR ANY OTHER PERSON ASSUMES
RESPONSIBILITY FOR THE ACCURACY AND COMPLETENESS OF THESE FORWARD-LOOKING
STATEMENTS. THE COMPANY IS UNDER NO DUTY TO UPDATE ANY FORWARD-LOOKING
STATEMENTS AFTER THE DATE OF THIS REPORT TO CONFORM SUCH STATEMENTS TO ACTUAL
RESULTS.

PART T
ITEM 1. BUSINESS
GENERAL
Isramco, Inc. ("Isramco" or the "Company") is engaged in the exploration for and

production of o0il and gas in Israel and in the United States. In Israel, the
Company holds a participation interest in two long- term off-shore leases and
serves as the operator of one of those leases. See "Summary of exploration
efforts in Israel”.

In the United States, the Company, through its wholly-owned subsidiaries, Jay
Petroleum LLC ("Jay Petroleum") and Jay Management LLC ("Jay Management"), is
involved in o0il and gas exploration and production in the United States. Jay
Petroleum owns varying working interests in oil and gas wells in Louisiana,
Texas, Oklahoma and Wyoming. Independent estimates of the reserves held by Jay
Petroleum as of December 31, 2005 are approximately 106,638 net barrels of
proved developed producing oil and 1,645 MMCFs of proved developed producing
natural gas. See "Summary of Exploration Efforts in United States".

Isramco was incorporated in Delaware in 1982.

THE OPERATOR OF THE MED ASHDOD LEASE

The Company 1is currently the operator of the Med Ashdod Lease under a joint
operating agreement (the "JOA") entered into among the participants in the

lease, As operator, the Company carries out all the operations contemplated in
the JOA, including directing the oil exploration and drilling activities of the



Edgar Filing: ISRAMCO INC - Form 10-K/A

venture, within the framework of work programs and budgets approved by the
participants in the venture. The Company may be removed as operator for cause by
notice in writing given by two or more of the other parties representing at
least 65% of the total interests in the lease.

Under the JOA, each participant is responsible for the costs, expenses and
obligations incurred in relation to the lease area in proportion to its rights
and interests in the lease.

As operator, the Company charges the venture participant for all costs incurred
in connection with the exploration and drilling activities conducted by the Med
Ashdod venture and is entitled to receive a fee for its administrative overhead
equal to 6% of all direct charges or minimum monthly compensation of $6,000 per
the lease. During the year ended December 31, 2005, the Company was paid a total
of $977,000 as operator fees.

With respect to the Med Yavne Lease, the Company furnishes to BG International
Limited, a member of the British Gas Group ("BG"), the operator of the lease,
consulting services of an administrative and technical nature for which it
receives a monthly fee equal to $10,000.

GENERAL PARTNER OF THE ISRAMCO NEGEV 2 LIMITED PARTNERSHIP

In 1989 the Company transferred a substantial portion of its working interest in
certain oil and gas assets in Israel to Isramco Negev 2 Limited Partnership, an
Israeli limited partnership organized for the purpose of the exploration and the
production of oil and gas in Israel (the "Limited Partnership") In exchange for
the working interests, the Limited Partnership granted to the Company certain
overriding royalties. In 1992, the Company transferred to the Limited
Partnership additional rights in exchange for additional overriding royalties
and reimbursement of expenses. The Company formed Isramco Oil and Gas Ltd.
("IOG"), an Israeli company and the company's wholly-owned subsidiary to act as
the general partner for the Limited Partnership and also formed Isramco
Management (1988) Ltd., an Israeli company and the company's wholly-owned
subsidiary to act as the limited partner. The limited partner is the nominee of
Limited Partnership units held by public investors in Israel.

Pursuant to the Limited Partnership Agreement and the Trust Agreement, a
supervisor was appointed on behalf of the Limited Partnership unit holders, with
sole authority to appoint the sole director for Isramco Management (1988) Ltd.
and to supervise its activities on behalf of and for the benefit of the Limited
Partnership unit holders. Although control and management of the Limited
Partnership rests with the general partner matters involving certain rights of
the Limited Partnership unit holders are subject to the approval of the
supervisor and in certain instances the approval of the Limited Partnership unit
holders. The firm of Igal Brightman & Co., Accountants and Mr. David Valiano,
Accountant have been appointed as supervisors.

Through IOG the Company currently receives a management fee of $40,000 per month
from the Limited Partnership for office space, management and other services.

The Company currently holds 6.65% of the issued Limited Partnership units and
IOG holds an additional 0.008% of the Limited Partnership units. On December 31,
2005, the Limited Partnership had cash, cash equivalents, certificates of
deposit and marketable securities with a value of approximately $127 million.

Additionally, IOG (as the general partner of the Limited Partnership) is
entitled to 5% overriding royalties in certain petroleum assets held by the
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Limited Partnership.
NON-OIL AND GAS PROPERTIES

In June 2002, the Company purchased non-oil and gas producing real estate
located in Israel at an aggregate cost of $1,887,000. In January 2004, the
Company entered into an agreement with a related entity pursuant to which the
property was leased to such entity for a 24 month period at a monthly rent of
$7,000. On January 1, 2006, the Company entered into a new agreement with a
related entity pursuant to which a significantly smaller part of the property is
leased to such entity for a 24-month period at a monthly rent of $550.

In March 2004, the Company purchased a luxury cruise liner for aggregate
consideration of $8,050,000. The vessel, a Bahamas registered ship, contains 270
passenger cabins on nine decks. The Company, through its wholly owned
subsidiary, Magic 1 Cruise Line Corp., a British Virgin Island corporation
leased the vessel to European based tour operator from April 2005 through
October 2005.

In February 2006, the vessel was leased to the same tour operator for three
specific periods. The first one is scheduled to commence on April 6, 2006 and
terminate on November 5, 2006, the period thereafter to commence on March 29,
2007 and terminate on October 28, 2007 and the third period to commence on April
8, 2008 and terminate on November 7, 2008.

OIL AND GAS VENTURES AND PETROLEUM ASSETS
OIL AND GAS LEASES LOCATED IN ISRAEL

The table below sets forth the Working Interests of the Company and all
affiliated and non-affiliated participants in the leases in Israel, the total
acreage of each lease, and the expiration dates of each of the leases as of
December 31, 2005. The Company also holds Overriding Royalties in the leases.
See "Table of Overriding Royalties".

TABLE OF WORKING INTEREST
IN THE LEASES (1)
(% Interest of 100%)

Name of Participant Med Yavne Lease¥* Med Ashdod Lease** (3)
The Company 0.4584 0.3625
Affiliates

Isramco Negev 2, Limited 32.411 19.1370
Partnership

I.0.C. 7.800 7.800
I.N.O.C. Dead Sea - 5.0525

Limited Partnership

Naphtha 1.8033 —

Naphtha Explorations 2.2826 1.8411
Limited Partnership
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JOEL 2.8807 -
Equital 2.1639 -
Non-affiliated entities 50.2 65.8069
Total 100.000 100.000
Area (acres) 13,100 61,800
Expiration Date (2) 6/10/2030 6/15/2030

* The lease was granted in June 2000 and is scheduled to expire in June 2030.

** The lease was granted in January 2002 and is scheduled to expire in June
2030.

(1) All of the o0il and gas assets are subject to a 12.5% Overriding Royalty due
to the Government of Israel under the Petroleum Law.

(2) The expiration dates are subject to the fulfillment of applicable provisions
of the Israel Petroleum Law and Regulations, and the conditions and work
obligations of each of the above leases.

(3) Under the Grant Agreement with the Government of Israel, the government may
claim that the Company is contingently obligated to repay to the government the

grant monies in the amount of $110,000 and to pay a 6.5 % Overriding Royalty on
all production from the area.

OVERRIDING ROYALTIES HELD BY THE COMPANY

The Company holds Overriding Royalties in certain oil and gas assets.
Additionally, the Company is entitled to receive from certain participant in the
Med Yavne and Med Ashdod leases overriding royalties equal to 2% of each such
participant's rights to any oil/gas produced within those leases. The Company
holds the following Overriding Royalties:

TABLE OF OVERRIDING ROYALTIES

From the Limited Partnership, on the first 10% of the Limited Partnership's
share of the following leases

Before Payout After Payout
Med Yavne Lease* 1% 13%
Med Ashdod Lease** 1% 13%
From JOEL On 8% of JOEL's Interest
Before Payout After Payout
Med Ashdod Lease 2.5% 12.5%

From Delek 0Oil Exploration Ltd.
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(DOEX) (1) (2) On 6% of DOEX's Interest
Before Payout After Payout
Med Ashdod Lease 2.5% 12.5%

From Naphtha, Naphtha Exploration LP,

Joel, Equital, INOC Dead Sea L P

on oil and/or gas produced on the

Med Leases 2

oe

To IOC On Certain petroleum rights held by
Limited Partnership 5

oe

* A 30 year lease covering an area of approximately 53 square kilometers
(including the area of the gas discovery) was granted in June 2000.

** A 30-year lease covering an area of approximately 250 square kilometers
(including the area of the gas discovery) was granted in January 2002.

(1) The Working Interests of Delek and DOEX have been assigned to Delek Drilling
Limited Partnership.

(2) The prospectus of the Delek Limited Partnership dated January 26, 1994
states that the interest which Delek L.P, received from Delek and DOEX is free
from any encumbrances except that the Company may argue that the interests are
subject to an Overriding Royalty. The Company has no information available to it
as to why this statement is in the Delek L.P. prospectus.

The Company has no direct financial obligation with regard to the Overriding
Royalties, however, in the event the Limited Partnership, JOEL, DOEX or Delek,
fails to fund its obligation with regard to the leases to which an Overriding
Royalty exists, the Company could lose its interest in such Overriding Royalty
See also "Table of Working Interests" above.

SUMMARY OF EXPLORATION EFFORTS IN ISRAEL
MED YAVNE LEASE

Based on the gas finds known as "Or 1" and "Or South" , a 30 years lease was
granted in June 2000 (hereinafter: the "Med Yavne Lease"). The Med Yavne Lease
covers 53 square kilometers (approximately 13,000 acres) offshore Israel. The
operator of the Med Yavne Lease is BG International Limited, a member of the
British Gas Group ("BG").

According to the operator's estimates, which are based on the results of the
drillings in the "Or 1" and "Or South" wells, and a three-dimensional seismic
survey performed in the area of the lease which also covered parts of nearby gas
reserves (outside the area of the lease), the recoverable gas reserves in the
Med Yanve Lease is estimated at 93 billion cubic feet, out of which it is
estimated that approximately 51 billion cubic feet are in Or 1. In November
2002, the Company received an opinion from a consulting firm in the United
States that performed a techno-economic examination for the development of the
"Or 1" reserve. The opinion indicates that, under certain assumptions,
development of the reserve by connection to a nearby platform (at a distance of
seven Miles) and from there via an existing transportation pipeline to the
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coast, may be economically feasible. In respect to the balance of the reserves
(42 billions cubic feet) the Company does not currently believe that development
is feasible or likely.

The Company's participation interest of the Med Yavne Lease is 0.4585%.
MED ASHDOD LEASE

Following the results of "Nir 1" drilling, a 30 year lease was granted in
January 2002. The Med Ashdod Lease covers approximately 250 square kilometers
(approximately 62,000 acres) offshore Israel. The Company serves as the operator
of the Med Ashdod Lease and holds a 0.3625% participation interest therein.

On February 28, 2005, the Company, on behalf of the Limited Partnership, a lease
participant and an affiliate of the Company, issued a sole risk notice to the
other participants in the lease to drill a gas well (the "Gad 1" well) to a
total depth of 2,600 meter (8,350 feet) at a total budget of $13 million. As a
result of the sole risk notice, the rights of lease' participants who did not
respond to the notice were transferred to the Limited Partnership as a result of
which the Limited Partnership's interests in the Gad 1 well increased to
85.103%.

In August and September 2005, the Limited Partnership transferred a 40% working
interests in the Gad 1 well to third parties. On September 25, 2005 the Gad 1
well was spudded. On November 16, 2005, the lease participants decided to plug
and abandon the well. The total cost of the well was approximately $16.4
million.

SUMMARY OF EXPLORATION EFFORTS IN THE UNITED STATES

The Company, through its wholly-owned subsidiaries, Jay Petroleum LLC ("Jay
Petroleum") and Jay Management LLC ("Jay Management"), is involved in oil and
gas production in the United States. Jay Petroleum owns varying working
interests in oil and gas wells in Louisiana, Texas, Oklahoma and Wyoming.
Independent estimates of the reserves held by Jay Petroleum as of December 31,
2005 are approximately 106,368 net barrels of proved developed producing oil and
1,645 net MMCFs of proved developed producing natural gas. Jay Management acts
as the operator of certain of the producing oil and gas interests owned or
acquired by Jay Petroleum.

On November 1, 2005, Jay Petroleum purchased from Ness Energy International

Inc., an oil and gas company based in Texas, a 15% working interests in certain
Barnett Shale acreage in north central Texas (Parker County), for a purchase

price of $2.1 million. The purchase was financed from cash generated by
operations. In addition, under the purchase agreement Jay Petroleum has the
right to participate for up to 40% working interest in any well drilled by Ness
in shallower formations from the surface to the top of the Barnett Shale. App.
80 locations for new development wells in the Barnet Shale have been so far
identified in this acreage based on a 3D seismic survey. To date three gas wells
have been drilled and completed to production in this acreage.

NON-OIL AND GAS PROPERTIES
MIRAGE 1 CRUISE LINER
OVERVIEW

In March 2004, the Company purchased a luxury cruise liner (the "Vessel") for
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aggregate consideration of $8,050,000. The Vessel, a Bahamas registered ship,
contains 270 passenger cabins on nine decks. The Company leased the Vessel to
tour operator for the period from April 4, 2005 through October 31, 2005 at a
daily rate of $8,000. Under the lease all maintenance and operating costs
associated with the vessel were borne by the operator.

Title to the Vessel is in Magic 1 Cruise Line Corp., a British Virgin Islands
corporation and a wholly owned subsidiary of the Company ("Magic"). As of
December 31, 2005, the Company has expended approximately $1.0 million in each
of 2005 and 2004 in respect of the maintenance, repairs renovation, and upkeep
of the vessel.

CRUISE LINE BUSINESS

Cruise lines compete for consumers' leisure time spending with other vacation
alternatives such as land-based resort hotels and sightseeing destinations.
Demand for such activities is influenced by, among other things, geo-political
and general economic conditions. The Company believes that cruise passengers
currently represent only a small share of the vacation market and that a
significant portion of cruise passengers carried are first-time cruisers.

The Company's principal operating strategy is to lease the Vessel through time
charter or bareboat charter. Under a bareboat charter the lessee operates the
vessel and solely bears all expenses associated with the operation, maintenance
and upkeep of the vessel. Under a time charter the owner of the Vessel is
responsible for those expenses and provides a crew. Under a time charter, the
lessee is responsible for marketing, itinerary and providing all cruise line
services to passengers. Generally, revenue from time charter is higher than with
respect to bareboat charters.

Cruising season in the Mediterranean is generally from April to October. So long
as the Vessel is leased for use in the Mediterranean, the Company anticipates
that revenues from the lease of the vessel will remain seasonal. In May 2004,
Magic entered into a time charter with an Israeli based tour operator for the
period from July 1, 2004 through October, 2004 at a daily rate of $21,500. The
tour operator targeted the Israeli consumer market and promoted Vessel cruises
to various destinations in the Mediterranean including Cyprus, Greek islands and
Turkey.

In March 2005 Magic entered into a bareboat charter with a European based tour
operator for the lease of the Vessel for the period from April 14, 2005 through
October 31, 2005 at a daily rate of $8,000. Under the bareboat charter the tour
operator operated the Vessel in and around the Mediterranean and solely bore all
outlays associated with the operation, maintenance and upkeep of the Vessel.

The Vessel was delivered by the Company to the operator on April 21, 2005 (due
to necessary repairs which delayed the Vessel's delivery). Accordingly, it was
agreed between the Company and the operator that the lease period was to
commence on April 21, 2005 and conclude on October 27, 2005.

Contemporaneous with its entry into the bareboat charter the tour operator
entered into an agreement (the "Marketing Agreement") with a subsidiary of one
of the leading transportation companies in Israel ("the "Marketing Party")
pursuant to which the operator granted to the Marketing Party the exclusive
marketing of the tours on the Vessel, and under which the operator is entitled
to minimum payments from the Marketing Party.

In connection with the bareboat charter, on March 9, 2005, the Company furnished

10
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a limited guarantee (the "Guarantee") to and in favor of the Marketing Party,
pursuant to which the Company undertook to indemnify the Marketing Party in an
amount not exceeding $1 million in respect of any loss or damage incurred by the
Marketing Party arising out of the breach by the Operator of its obligations
under the Marketing Agreement. To induce the Company to issue the Guarantee, the
operator granted to the Company a security interest on all amounts due to it
under the Marketing Agreement and agreed to provide the Company with a bank
guarantee in the amount of $600,000 (which will secure its obligations under the
bareboat charter as well).

In February 2006, the Company entered into a bareboat charter with the same tour
operator, pursuant to which the vessel is to be leased for three specific
periods, with the first such period scheduled to commence on April 6, 2006 and
terminate on November 5, 2006, the period thereafter to commence on March 29,
2007 and terminate on October 28, 2007 and the third period to commence on April
8, 2008 and terminating on November 7, 2008, at a daily rate of $8,000. The
operator may cancel the second charter period and the third charter period, by
giving a written notice to the Company no later than November 1, 2006 and it may
cancel the third charter period by giving a written notice to the Company no
later than November 1, 2007.

REGULATORY

The operation of the Vessel is subject to various international laws and
regulations relating to environmental protection. Under such laws and
regulations, the Company is prohibited from, among other things, discharging
certain materials, such as petrochemicals and plastics, into the waterways. The
Company has made, and will continue to make, capital and other expenditures to
comply with environmental laws and regulations. From time to time, environmental
and other regulators consider more stringent regulations which may affect
operations and increase Company's compliance costs. The Company believes that
the impact of cruise ships on the global environment will continue to be an area
of focus by the relevant authorities throughout the world and, accordingly, this
will likely subject to increasing compliance costs in the future.

The Company believes that The Company is in material compliance with all the
regulations applicable to the Vessel and that have all licenses necessary to
conduct our business. Health, safety, security and financial responsibility
issues are, and believe will continue to be, an area of focus by the relevant
government authorities. From time to time, various regulatory and legislative
changes may be proposed that could impact our operations and would likely
subject to increasing compliance costs in the future.

REAL ESTATE IN ISRAEL

In June 2002, the Company purchased non oil and gas producing real estate
located in Israel at an aggregate cost of $1,887,000. As of December 1, 2004,
the Company entered into an agreement with a related entity pursuant to which
the property is leased to such entity for a 24 month period at a monthly rent of
$7,000 through December 31, 2005. On January 1, 2006, the Company entered into a
new agreement with a related entity pursuant to which a significantly smaller
part of the property is leased to such entity for a 24-month period at a monthly
rent of $550.

EMPLOYEES

As of December 31, 2005, the Company had ten employees at its branch office in
Israel and three employees in its office in Houston, Texas.

RISK FACTORS

In addition to the other information contained in this Annual Report on Form

11
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10-K, investors should consider carefully the following risks. If any of these
risks occurs, the Company's business, financial condition or operating results
could be adversely affected.

RISKS RELATED THE COMPANY'S OIL AND GAS BUSINESS
OIL AND GAS DRILLING IS A SPECULATIVE ACTIVITY AND RISKY

The Company 1s engaged in the business of oil and natural gas exploration and
the resulting development of productive o0il and gas wells. The Company's growth
will be materially dependent upon the success of its future drilling program.
Drilling for oil and gas involves numerous risks, including the risk that no
commercially productive oil or natural gas reservoirs will be encountered. The
cost of drilling, completing and operating wells is substantial and uncertain,
and drilling operations may be curtailed, delayed or cancelled as a result of a
variety of factors beyond the Company's control, including unexpected drilling
conditions, pressure or irregularities in formations, equipment failures or
accidents, adverse weather conditions, compliance with governmental requirements
and shortages or delays in the availability of drilling rigs or crews and the
delivery of equipment. Although the Company believes that its use of 3-D seismic
data and other advanced technology should increase the probability of success of
its wells and should reduce average finding costs through elimination of
prospects that might otherwise be drilled solely on the basis of 2-D seismic
data and other traditional methods, drilling remains an inexact and speculative
activity. In addition, the use of 3-D seismic data and such technologies
requires greater pre-drilling expenditures than traditional drilling strategies
and the Company could incur losses as a result of such expenditures. The
Company's future drilling activities may not be successful and, if unsuccessful,
such failure could have an adverse effect on the Com