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Cautionary Notice Regarding Forward Looking Statements

Congquest Petroleum Incorporated desires to take advantage of the “safe harbor” provisions of the Private Securities

Litigation Reform Act of 1995. This report contains a number of forward-looking statements that reflect

management's current views and expectations with respect to business, strategies, future results and events and

financial performance. All statements made in this Annual Report other than statements of historical fact, including

statements that address operating performance, events or developments that management expects or anticipates will or

may occur in the future, including statements related to revenues, cash flow, profitability, adequacy of funds from

operations, statements expressing general optimism about future operating results and non-historical information, are

forward looking statements. In particular, the words “believe,” “expect,” “intend,” “anticipate,” “estimate,” “may,” “will,” vari
of such words, and similar expressions identify forward-looking statements, but are not the exclusive means of

identifying such statements and their absence does not mean that the statement is not forward-looking.

9 ¢

Readers should not place undue reliance on these forward-looking statements, which are based on management’s
current expectations and projections about future events, are not guarantees of future performance, are subject to risks,
uncertainties and assumptions and apply only as of the date of this report. Conquest’s actual results, performance or
achievements could differ materially from the results expressed in, or implied by, these forward-looking statements.
Factors that could cause or contribute to such differences include, but are not limited to, those discussed below in “Risk
Factors” as well as those discussed elsewhere in this report, and the risks discussed in press releases and other
communications to stockholders issued by Conquest from time to time which attempt to advise interested parties of

the risks and factors that may affect the business. Except as may be required under the federal securities laws,
Conquest undertakes no obligation to publicly update or revise any forward-looking statements, whether as a result of
new information, future events or otherwise.

PART
ITEM 1.BUSINESS
Company Overview

Congquest Petroleum Incorporated (“Conquest” or the “Company”), is headquartered in Spring, Texas, a suburb of
Houston. The Company is an oil and natural gas exploration, development and production (E&P) company
geographically focused on the onshore United States. The Company’s operational focus is the acquisition, through the
most cost effective means possible, of production or near production of oil and natural gas field assets. Targeted fields
generally have existing wells that are often past primary energy recovery, but whose enhancement through secondary
and possibly tertiary recovery methods could revitalize them. Targeted fields also have the availability of additional
drilling sites. The Company seeks to have an inventory of existing wells to enhance and a number of new drilling sites
to maintain growth, while increasing reserves and cash flow. The Company uses both conventional and
non-conventional methods to bring non-producing wells back into production and to minimize operational costs.

Business Strategy

The following are key elements of our business strategy:

Phase One — Acquisition Phase

The Company sought financing for its Phase One which was to acquire low risk, mature fields with proven and
probable reserves. The Company secured initial funding from several accredited investors, and set out to acquire fields

with existing wells and infill development drilling opportunities, and now currently owns the rights to oil and natural
gas leases in Kentucky and Louisiana.
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In buying existing oil and natural gas fields, the Company set out to extensively study the fields, the formations in
which oil and natural gas were found, the history of sales from the field and the history of all surrounding fields, and
their production. From this information, a better assessment could be made as to the value of the target property.

Phase Two — Completion of Existing Wells Phase

In Phase Two, the Company’s strategy was exploitation of its fields by investing in low risk work-over programs on
existing wells’ and monetization of significant upside in work-over wells on already proved assets, and develop proved
developed non-producing wells (PDNP) into proved developed producing (PDP’s) assets with no associated
exploration risk. The Company is nearing completion of its restoration programs in the Delhi Field and Belton Fields.




Edgar Filing: Conquest Petroleum Inc - Form 10-K/A

Currently, the Company has active operations on its fields located in Louisiana and Kentucky. The Company began an
active fourteen well work-over program on its largest field, the Delhi Field in Louisiana. Of the fourteen wells, eight
are completed in the Mengel Sand and there are six water injection wells in the Mengel Sand in operation. The
Company has 515 small productive natural gas wells in its Marion field in Louisiana that it received from the purchase
of this field along with over 110 miles of natural gas gathering pipeline. It has plans to repair the existing pipeline to
more efficiently capture additional natural gas from these existing wells as well as other remedial programs such as
the installation of hub compressors, installing packer holes in casings and swabbing existing wells. Lastly, the
Company began a 5 well work over program in its Belton Field in Kentucky. Due to limited funding, in December
2009, the Company was delayed in completion of these planned 2009 activities and foresees the plan to extend to
mid-year 2010.

Phase Three — Development Drilling on Proved Assets

In Phase Three, the Company’s strategy is to execute infill drilling of its oil and gas assets. The company will develop
proved undeveloped (PUD’s) assets into proved developed and producing (PDP’s) assets with no associated exploration
risk. The Company has identified over 300 infill prospects in the Marion, Field (with another 600 locations
possible). It has identified four development oil opportunities in the Mengel Sand and six development opportunities
in the Z Sand in its Delhi field. The Company has identified 72 probable gas opportunities in the New Albany Shale
with another 123 locations possible.

All of the planned development drilling and enhancements assume that the Company is successful in securing its 2010
funding that will support a drilling and development budget. The actual number of wells drilled will vary depending
upon various factors, including the availability and cost of drilling rigs, any working interest partner issues, our ability
to raise additional capital, the success of our drilling programs, weather delays and other factors. Our ability to drill
the number of wells we have budgeted for 2010 and 2011 is heavily dependent upon the timely access to oilfield
services, particularly drilling rigs.

Phase Four — Expansion Phase

In the Phase Four development of The Company, an effort will be made to expand the company’s oil and natural gas
reserves through the acquisition of fields, wells or working interest in oil and gas assets.

ITEM 1A. RISK FACTORS

Risks Related to Our Business, Industry and Strategy:

We have had operating losses and limited revenues to date and may experience continued losses in the future.

We have operated at a loss each year since inception. Net losses for the fiscal years ended December 31, 2009 and
2008 were $23.3 million and $6.03 million, respectively.

Our ability to generate net income will be strongly affected by, among other factors, our ability to successfully drill
undeveloped reserves as well as the market price of crude oil and natural gas. If we are unsuccessful in drilling
productive wells or the market price of crude oil and natural gas declines, we may report additional losses in the
future. Consequently, future losses may adversely affect our business, prospects, financial condition, results of
operations and cash flows.

Liquidity
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The global financial and credit crisis has and may continue to impact our liquidity and financial condition. The
continued credit crisis and related turmoil in the global financial system may have a material impact on our liquidity
and our financial condition, and we may ultimately face major challenges if conditions in the financial markets do not
improve. Our ability to access the capital markets or borrow money may be restricted at a time when we would like, or
need, to raise capital, which could have an adverse impact on our flexibility to react to changing economic and
business conditions and on our ability to fund our operations and capital expenditures in the future. Additionally, the
current economic situation could lead to reduced demand for natural gas and oil, or further reductions in the prices of
natural gas and oil, or both, which could have a negative impact on our financial position, results
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of operations and cash flows. While the ultimate outcome and impact of the current financial crisis cannot be
predicted, it may have a material adverse effect on our future liquidity, results of operations and financial condition.

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

We have and expect to continue to have substantial capital needs as a result of our active exploration, development,
and acquisition programs. We expect that additional external financing will be required in the future to fund our
growth. We may not be able to obtain additional financing, and we have no financing under existing or new credit
facilities and these may not be available in the future. Without additional capital resources, we may be forced to limit
or defer our planned natural gas and oil exploration and development program and this will adversely affect the
recoverability and ultimate value of our natural gas and oil properties, in turn negatively affecting our business,
financial condition, and results of operations.

Natural gas and oil prices are highly volatile, and lower prices will negatively affect our financial results.

Our revenue, profitability, cash flow, oil and natural gas reserves value, future growth, and ability to borrow funds or
obtain additional capital, as well as the carrying value of our properties, are substantially dependent on prevailing
prices of natural gas and oil. Historically, the markets for natural gas and oil have been volatile, and those markets are
likely to continue to be volatile in the future. It is impossible to predict future natural gas and oil price movements
with certainty. Prices for natural gas and oil are subject to wide fluctuations in response to relatively minor changes in
the supply of and demand for natural gas and oil, market uncertainty, and a variety of additional factors beyond our
control. These factors include:

the level of consumer product demand;

* the domestic and foreign supply of oil and natural gas;

e overall economic conditions;

e weather conditions;

* domestic and foreign governmental regulations and taxes;

* the price and availability of alternative fuels;

* political conditions in or affecting oil and natural gas producing regions;
* the level and price of foreign imports of oil and liquified natural gas; and

* the ability of the members of the Organization of Petroleum Exporting Countries and other
state controlled oil companies to agree upon and maintain oil price and production controls.

Declines in natural gas and oil prices may materially adversely affect our financial condition, liquidity, and ability to
finance planned capital expenditures and results of operations and may reduce the amount of oil and natural gas that
we can produce economically.

Drilling for and producing oil and natural gas are high risk activities with many uncertainties that could adversely
affect our business, financial condition or results of operations.
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Our success largely depends on the success of our exploitation, exploration, development and production activities.
Our oil and natural gas exploration and production activities are subject to numerous risks beyond our control,
including the risk that drilling will not result in commercially viable oil or natural gas production. Our decisions to
purchase, explore, develop or otherwise exploit prospects or properties will depend in part on the evaluation of data
obtained through geophysical and geological analyses, production data and engineering studies, the results of which
are often inconclusive or subject to varying interpretations. Our costs of drilling, completing and operating wells are
often uncertain before drilling commences. Overruns in budgeted expenditures are a common risk that can make a
particular project uneconomical. Further, many factors may curtail, delay or cancel drilling operations, including the
following:

* delays imposed by or resulting from compliance with regulatory requirements;
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* pressure or irregularities in geological formations;

* shortages of or delays in obtaining equipment and qualified personnel;
* equipment failures or accidents;

e adverse weather conditions;

* reductions in oil and natural gas prices; and

* oil and natural gas property title problems.

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

The process of estimating oil and natural gas reserves is complex. It requires interpretations of available technical data
and many assumptions, including assumptions relating to economic factors. Any significant inaccuracies in these
interpretations or assumptions could materially affect the estimated quantities and present value of our reported
reserves. In order to prepare our estimates, we must project production rates and the timing of development
expenditures. We must also analyze available geological, geophysical, production and engineering data. The extent,
quality and reliability of this data can vary. The process also requires that economic assumptions be made about
matters such as oil and natural gas prices, drilling and operating expenses, capital expenditures, taxes and availability
of funds. Therefore, estimates of oil and natural gas reserves are inherently imprecise.

Actual future production, oil and natural gas prices received, revenues, taxes, development expenditures, operating
expenses and quantities of recoverable oil and natural gas reserves most likely will vary from our estimates. Any
significant variance could materially affect the estimated quantities and present value of our reported reserves. In
addition, we may adjust estimates of proved reserves to reflect production history, results of exploration and
development, prevailing oil and natural gas prices and other factors, many of which are beyond our control.

Prospects that we decide to drill may not yield oil or natural gas in commercially viable quantities.

Our drilling prospects are in various stages of evaluation. There is no way to predict in advance of drilling and testing
whether any particular drilling prospect will yield oil or natural gas in sufficient quantities to recover drilling and
completion costs or to be economically viable. The use of seismic data and other technologies and the study of
producing fields in the same area will not enable us to know conclusively prior to drilling whether oil or natural gas
will be present or, if present, whether oil or natural gas will be present in commercial quantities. We cannot assure you
that the analogies we draw from available data from other wells, more fully explored prospects or producing fields
will be applicable to our drilling prospects.

The near-term focus of our development activities will be concentrated in three core asset areas, which exposes us to
risks associated with prospect concentration. The relative concentration of our near-term activities in three core asset
areas means that any impairments or material reductions in the expected size of the reserves attributable to our wells,
any material harm to the producing reservoirs or associated surface facilities from which these wells produce or any
significant governmental regulation with respect to any of these fields, including curtailment of production or
interruption of transportation of production, could have a material adverse effect on our financial condition and results
of operations.

Special geological characteristics of the New Albany Shale play will require us to use less-common drilling
technologies in order to determine the economic viability of our development efforts. New Albany Shale reservoirs

10
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are complex, often containing unusual features that are not well understood by drillers and producers. Successful
operations in this area require specialized technical staff with specific expertise in horizontal drilling, with respect to
which we have limited experience.

The New Albany Shale play contains vertical fractures. Results of past drilling in the New Albany Shale have been
mixed and are generally believed to be related to whether or not a particular well bore intersects a vertical fracture.
While wells have been drilled into the New Albany Shale for years, most of those wells have been drilled vertically.
Where vertical fractures have been encountered, production has been better. It is expected that horizontal drilling will
allow us to encounter more fractures by drilling perpendicular to the fracture planes. While it is believed that the New
Albany Shale is subject to some level of vertical fracturing throughout the Illinois Basin, certain areas will be more
heavily fractured than others. If the areas in which we hold an interest are

11
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not subject to a sufficient level of vertical fracturing, then our plan for horizontal drilling might not yield
commercially viable results.

Gas and water are produced together from the New Albany Shale. Water is often produced in significant quantities,
especially early in the producing life of a well. We plan to dispose of this produced water by means of injecting it into
other porous and permeable formations via disposal wells located adjacent to producing wells in accordance with
approved practices by appropriate regulatory agencies. If we are unable to find such porous and permeable reservoirs
into which to inject this produced water or if we are prohibited from injecting because of governmental regulation,
then our cost to dispose of produced water could increase significantly, thereby affecting the economic viability of
producing the New Albany Shale wells.

Seismic studies do not guarantee that hydrocarbons are present or, if present, will produce in economic quantities.

We may rely on seismic studies to assist us with assessing prospective drilling opportunities on our properties, as well
as on properties that we may acquire. Such seismic studies are merely an interpretive tool and do not necessarily
guarantee that hydrocarbons are present or if present will produce in economic quantities.

We depend on successful exploration, development and acquisitions to maintain revenue in the future.

In general, the volume of production from natural gas and oil properties declines as reserves are depleted, with the rate
of decline depending on reservoir characteristics. Except to the extent that we conduct successful exploration and
development activities or acquire properties containing proved reserves, or both, our proved reserves will decline as
reserves are produced. Our future natural gas and oil production is, therefore, highly dependent on our level of success
in finding or acquiring additional reserves. Additionally, the business of exploring for, developing, or acquiring
reserves is capital intensive. Recovery of our reserves, particularly undeveloped reserves, will require significant
additional capital expenditures and successful drilling operations. To the extent cash flow from operations is reduced
and external sources of capital become limited or unavailable, our ability to make the necessary capital investment to
maintain or expand our asset base of natural gas and oil reserves would be impaired. In addition, we may be required
to find partners for any future exploratory activity. To the extent that others in the industry do not have the financial
resources or choose not to participate in our exploration activities, we will be adversely affected.

Our future acquisitions may yield revenues and/or production that vary significantly from our projections.

In acquiring producing properties we assess the recoverable reserves, future natural gas and oil prices, operating costs,
potential liabilities and other factors relating to such properties. Our assessments are necessarily inexact and their
accuracy is inherently uncertain. Our review of a subject property in connection with our acquisition assessment will
not reveal all existing or potential problems or permit us to become sufficiently familiar with the property to assess
fully its deficiencies and capabilities.

We may not inspect every well, and we may not be able to identify structural and environmental problems even when
we do inspect a well. If problems are identified, the seller may be unwilling or unable to provide effective contractual
protection against all or part of those problems. Any acquisition of property interests may not be economically
successful, and unsuccessful acquisitions may have a material adverse effect on our financial condition and future
results of operations.

We cannot assure you that:

. we will be able to identify desirable natural gas and oil prospects and acquire leasehold or
other ownership interests in such prospects at a desirable price;

12
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any completed, currently planned, or future acquisitions of ownership interests in natural gas
and oil prospects will include prospects that contain proved natural gas or oil reserves;

we will have the ability to develop prospects which contain proven natural gas or oil reserves;
we will have the financial ability to consummate additional acquisitions of ownership interests
in natural gas and oil prospects or to develop the prospects which we acquire to the point of

production; or

that we will be able to consummate such additional acquisitions on terms favorable to us.

13
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Our identified drilling locations are scheduled out over several years, making them susceptible to uncertainties that
could materially alter the occurrence or timing of their drilling.

Our management has specifically identified and preliminarily scheduled drilling locations as an estimation of our
future multi-year drilling activities on our existing acreage. These scheduled drilling locations represent a significant
component of our growth strategy. Our ability to drill and develop these locations depends on a number of
uncertainties, including oil and natural gas prices, the availability of capital, costs, drilling results, regulatory
approvals and other factors. Because of these uncertainties, we do not know if the potential drilling locations we have
identified will ever be drilled or if we will be able to produce oil or natural gas from these or any other potential
drilling locations. As such, our actual drilling activities may materially differ from those presently identified, which
could adversely affect our business.

We may experience difficulty in achieving and managing future growth.
Future growth may place strains on our resources and cause us to rely more on project partners and independent

contractors, possibly negatively affecting our financial condition and results of operations. Our ability to grow will
depend on a number of factors, including:

. our ability to obtain leases or options on properties;

. our ability to acquire geological & geophysical data;

. our ability to identify and acquire new development prospects;

. our ability to develop existing prospects;

. our ability to continue to retain and attract skilled personnel;

. our ability to maintain or enter into new relationships with project partners and independent contractors;
. the results of our drilling program;

. hydrocarbon prices; and

. our access to capital.

We may not be successful in upgrading our technical, operations, and administrative resources or in increasing our
ability to internally provide certain of the services currently provided by outside sources, and we may not be able to
maintain or enter into new relationships with project partners and independent contractors. Our inability to achieve or
manage growth may adversely affect our financial condition and results of operations.

We face strong competition from other natural gas and oil companies.

We encounter competition from other natural gas and oil companies in all areas of our operations, including the
acquisition of exploratory prospects and proved properties. Our competitors include major integrated natural gas and
oil companies and numerous independent natural gas and oil companies, individuals, and drilling and income
programs. Many of our competitors are large, well-established companies that have been engaged in the natural gas
and oil business much longer than we have and possess substantially larger operating staffs and greater capital
resources than we do. These companies may be able to pay more for productive natural gas and oil properties and may
be able to define, evaluate, bid for, and purchase a greater number of properties and prospects than our financial or

14
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human resources permit. In addition, these companies may be able to expend greater resources on the existing and
changing technologies that we believe are and will be increasingly important to attaining success in the industry. We
may not be able to conduct our operations, evaluate, and select suitable properties and consummate transactions
successfully in this highly competitive environment.

Our business may suffer if we lose our Chief Executive Officer or our Chief Financial Officer.

Our success will be dependent on our ability to continue to employ and retain experienced skilled personnel. We
depend to a large extent on the services of Robert D. Johnson, our Chief Executive Officer and Chairman.

Mr. Johnson has 40 years experience and possesses the expertise in evaluating and analyzing producing oil and natural
gas properties and drilling prospects, maximizing production from oil and natural gas properties and, marketing oil
and natural gas production.

15
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Further, Robert C. Johnson serves as the Company’s Chief Financial Officer. He has over 30 years experience in the
oil and gas industry with major corporations and independent oil and gas companies. His expertise covers all
spectrums of the industry to include: production operations, drilling, pipeline activity, and the financial arena. He is
also a successful businessman having built a small manufacturing company which he subsequently sold.

The Company has employment agreements with both parties which provides for notice before they may resign. We do
not, and likely will not, maintain key-man life insurance with respect to them or any of our employees. Having both
parties with such experience provides for redundancy in the case of a loss of one or the other.

The unavailability or high cost of drilling rigs, equipment, supplies or personnel could affect adversely our ability to
execute on a timely basis our exploration and development plans within budget, which could have a material adverse
effect on our financial condition and results of operations.

Shortages or the high cost of drilling rigs, equipment, supplies or personnel could delay or affect adversely our
exploration and development operations, which could have a material adverse effect on our financial condition and
results of operations. Demand for drilling rigs, equipment, supplies, and personnel are currently very high in the areas
in which we operate. An increase in drilling activity in the areas in which we operate could further increase the cost
and decrease the availability of necessary drilling rigs, equipment, supplies and personnel.

We cannot control activities on properties that we do not operate and are unable to ensure their proper operation and
profitability.

We may not operate certain of the properties in the future in which we obtain an interest. As a result, we would have a
limited ability to exercise influence over, and control the risks associated with, the operations of these properties. The
failure of an operator of our wells to adequately perform operations, an operator’s breach of the applicable agreements
or an operator’s failure to act in ways that are in our best interests could reduce our production and revenues. The
success and timing of our drilling and development activities on properties operated by others therefore depend upon a
number of factors outside of our control, including the operator’s:

*  timing and amount of capital expenditures;

*  expertise and financial resources;

e inclusion of other participants in drilling wells; and
* use of technology.

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

The marketability of our natural gas production depends in part upon the availability, proximity and capacity of
natural gas gathering systems, pipelines and processing facilities. We generally deliver natural gas through gas
gathering systems and gas pipelines that we may not own under interruptible or short-term transportation agreements.
Under the interruptible transportation agreements, the transportation of our gas may be interrupted due to capacity
constraints on the applicable system, due to maintenance or repair of the system, or for other reasons as dictated by the
particular agreements. Our ability to produce and market natural gas on a commercial basis could be harmed by any
significant change in the cost or availability of such markets, systems or pipelines.

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

16
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The natural gas and oil industry is characterized by rapid and significant technological advancements and introduction
of new products and services which utilize new technologies. As others use or develop new technologies, we may be
placed at a competitive disadvantage or competitive pressures may force us to implement those new technologies at
substantial costs. In addition, other natural gas and oil companies may have greater financial, technical, and personnel
resources that allow them to enjoy technological advantages and may in the future allow them to implement new
technologies before we are able to. We may not be able to respond to these competitive pressures and implement new
technologies on a timely basis or at an acceptable cost. If one or more of the technologies we use now or in the future
were to become obsolete or if we are unable to use the most advanced commercially available technology, our
business, financial condition, and results of operations could be materially adversely affected.

17
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If oil and natural gas prices decrease, we may be required to take write-downs of the carrying values of our oil and
natural gas properties, potentially triggering earlier-than-anticipated repayments of any outstanding debt obligations
and negatively impacting the trading value of our securities.

Accounting rules require that we review periodically the carrying value of our oil and natural gas properties for
possible impairment. Based on specific market factors and circumstances at the time of prospective impairment
reviews, and the continuing evaluation of development plans, production data, economics and other factors, we may
be required to write down the carrying value of our oil and natural gas properties. Because our properties serve as
collateral for advances under our existing credit facility, a write down in the carrying values of our properties could
require us to repay debt earlier than would otherwise be required. A write-down would also constitute a non-cash
charge to earnings. It is likely that the effect of such a write-down could also negatively impact the trading price of
our securities.

We account for our oil and gas properties using the successful efforts method of accounting. Under this method, all
development costs and acquisition costs of proved properties are capitalized and amortized on a units-of-production
basis over the remaining life of proved developed reserves and proved reserves, respectively. Costs of drilling
exploratory wells are initially capitalized, but charged to expenses if and when a well is determined to be
unsuccessful. We evaluate impairment of our proved oil and gas properties whenever events or changes in
circumstances indicate an asset’s carrying amount may not be recoverable. The risk that we will be required to write
down the carrying value of our oil and natural gas properties increases when oil and gas prices are low or volatile. In
addition, write-downs would occur if we were to experience sufficient downward adjustments to our estimated proved
reserves or the present value of estimated future net revenues.

We are subject to complex laws that can affect the cost, manner or feasibility of doing business.
The exploration, development, production and sale of oil and natural gas are subject to extensive federal, state, local
and international regulation. We may be required to make large expenditures to comply with such governmental
regulations. Matters subject to regulation include:

. natural disasters;

. permits for drilling operations;

. drilling and plugging bonds;

. reports concerning operations;

. the spacing and density of wells;

. unitization and pooling of properties;

. environmental maintenance and cleanup of drill sites and surface facilities; and

Protection of human health.
From time to time, regulatory agencies have also imposed price controls and limitations on production by restricting

the rate of flow of natural gas and oil wells below actual production capacity in order to conserve supplies of natural
gas and oil.

18
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Under these laws, we could be liable for personal injuries, property damage and other damages. Failure to comply
with these laws also may result in the suspension or termination of our operations and subject us to administrative,
civil and criminal penalties. Moreover, these laws could change in ways that substantially increase our costs. Any
such liabilities, penalties, suspensions, terminations or regulatory changes could materially adversely affect our
financial condition and results of operations.

Our operations may cause us to incur substantial liabilities for failure to comply with environmental laws and
regulations.

Our oil and natural gas operations are subject to stringent federal, state and local laws and regulations relating to the
release or disposal of materials into the environment or otherwise relating to environmental protection. These laws and
regulations may require the acquisition of a permit or other authorizations before drilling commences, restrict the
types, quantities and concentration of substances that can be released into the environment in connection with drilling
and production activities, require permitting or authorization for release of pollutants into the environment, limit or
prohibit drilling activities on certain lands lying within wilderness, wetlands, areas inhabited by endangered or
threatened species, and other protected areas, and impose substantial liabilities for pollution resulting from historical
and current operations. Failure to comply with these laws and regulations may result

10
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in the assessment of administrative, civil and criminal penalties, incurrence of investigatory or remedial obligations or
the imposition of injunctive relief. Changes in environmental laws and regulations occur frequently, and any changes
that result in more stringent or costly waste handling, storage, transport, disposal or cleanup requirements could
require us to make significant expenditures to maintain compliance, and may otherwise have a material adverse effect
on our results of operations, competitive position or financial condition as well as on the industry in general. Under
these environmental laws and regulations, we could be held strictly liable for the removal or remediation of previously
released materials or property contamination regardless of whether we were responsible for the release or if our
operations were standard in the industry at the time they were performed.

Market conditions or operational impediments may hinder our access to oil and natural gas markets or delay our
production.

Market conditions or the unavailability of satisfactory oil and natural gas transportation arrangements may hinder our
access to oil and natural gas markets or delay our production. The availability of a ready market for our oil and natural
gas production depends on a number of factors, including the demand for and supply of oil and natural gas and the
proximity of reserves to pipelines and terminal facilities. Our ability to market our production depends in substantial
part on the availability and capacity of gathering systems, pipelines and processing facilities, some of which may
owned and operated by third parties. Our failure to obtain such services on acceptable terms could materially harm our
business.

Our productive properties may be located in areas with limited or no access to pipelines, thereby necessitating
delivery by other means, such as trucking, or requiring compression facilities. Such restrictions on our ability to sell
our oil or natural gas have several adverse affects, including higher transportation costs, fewer potential purchasers
(thereby potentially resulting in a lower selling price) or, in the event we were unable to market and sustain production
from a particular lease for an extended time, possibly causing us to lose a lease due to lack of production.

The financial condition of our operators could negatively impact our ability to collect revenues from operations.

We may not operate all of the properties in the future in which we have working interests. In the event that an operator
of our properties experiences financial difficulties, this may negatively impact our ability to receive payments for our
share of net production that we are entitled to under our contractual arrangements with such operator. While we seek
to minimize such risk by structuring our contractual arrangements to provide for production payments to be made
directly to us by first purchasers of the hydrocarbons, there can be no assurances that we can do so in all situations
covering our non-operated properties.

We may not have enough insurance to cover all of the risks that we face and operations of prospects in which we
participate may not maintain or may fail to obtain adequate insurance.

In accordance with customary industry practices, we maintain insurance coverage against some, but not all, potential
losses in order to protect against the risks we face. We do not carry business interruption insurance. We may elect not
to carry insurance if our management believes that the cost of available insurance is excessive relative to the risks
presented. In addition, we cannot insure fully against pollution and environmental risks. The occurrence of an event
not fully covered by insurance could have a material adverse effect on our financial condition and results of
operations. The impacts of Hurricanes Katrina, Rita and Ike have resulted in escalating insurance costs and less
favorable coverage terms.

Oil and natural gas operations are subject to particular hazards incident to the drilling and production of oil and natural
gas, such as blowouts, cratering, explosions, uncontrollable flows of oil, natural gas or well fluids, fires and pollution
and other environmental risks. These hazards can cause personal injury and loss of life, severe damage to and
destruction of property and equipment, pollution or environmental damage and suspension of operation. We do not
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operate all of the properties in which we have an interest. In the projects in which we own a non-operating interest
directly or own an equity interest in a limited partnership which in turn owns a non- operating interest, the operator for
the prospect maintains insurance of various types to cover our operations with policy limits and retention liability
customary in the industry. We believe the coverage and types of insurance are adequate. The occurrence of a
significant adverse event that is not fully covered by insurance could result in the loss of our total investment in a
particular prospect which could have a material adverse effect on our financial condition and results of operations.

Terrorist attacks aimed at our energy operations could adversely affect o