
GEOPETRO RESOURCES CO
Form 424B3
October 31, 2007

Filed Pursuant to Rule 424(b)(3)
Registration No. 333-146557

PROSPECTUS

Edgar Filing: GEOPETRO RESOURCES CO - Form 424B3

1



Edgar Filing: GEOPETRO RESOURCES CO - Form 424B3

2



GEOPETRO RESOURCES COMPANY

Edgar Filing: GEOPETRO RESOURCES CO - Form 424B3

3



Edgar Filing: GEOPETRO RESOURCES CO - Form 424B3

4
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The Offering: This offering relates to the possible sale, from time to time, by the shareholders listed on page 83 of this
prospectus, the �selling shareholders,� of up to 2,783,456 shares of common stock of GeoPetro Resources
Company. The shares of our common stock and securities which are exercisable for shares of our
common stock which are being offered by this prospectus were issued to the selling shareholders
pursuant to financing transactions. We will not receive any proceeds from sales by selling shareholders.
The selling shareholders may sell all or a portion of their shares covered by this prospectus through
public or private transactions at fixed prices, at prevailing market prices at the time of sale, at varying
prices or negotiated prices, in negotiated transactions, or in trading markets for our common stock. We
will bear all costs associated with this registration.

Current Trading Market: Our common stock trades on the American Stock Exchange under the symbol �GPR�. Our common stock
is also listed on the Toronto Stock Exchange under the symbol �GEP.s�. On October 30, 2007, the last
reported sale prices for our common stock on the American Stock Exchange and the Toronto Stock
Exchange were $4.00 and $3.25, respectively.

Investing in our common stock involves a high degree of risk. See �Risk Factors� Beginning on Page 5.

Neither the Securities and Exchange Commission nor any state securities commission has approved or disapproved of these securities, or
determined if this prospectus is truthful or complete. Any representation to the contrary is a criminal offense.

The date of this prospectus is October 31, 2007
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You should rely only on the information contained in this prospectus. We have not authorized any other person to provide you with
different information. If anyone provides you with different or inconsistent information, you should not rely on it. The selling
shareholders are not making an offer to sell these securities in any jurisdiction where an offer or sale is not permitted. You should
assume that the information appearing in this prospectus is accurate as of the date on the front cover of this prospectus only. Our
business, financial condition, results of operations and prospects may have changed since that date.

Unless otherwise specified or the context otherwise requires, all dollar amounts in this prospectus are expressed in U.S. dollars.
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This summary highlights selected information contained in greater detail elsewhere in this prospectus and does not contain all of the
information that you should consider before investing in our common stock. You should read the entire prospectus carefully, especially the risks
of investing in our common stock, which we discuss under �Risk Factors� and our consolidated financial statements and related notes. Unless
otherwise indicated or required by the context, �we,� �us,� and �our� refer to GeoPetro Resources Company and its subsidiaries and
predecessors. All financial data included in this prospectus has been prepared in accordance with generally accepted accounting principles in
the United States. We have provided definitions for some of the natural gas and oil industry terms used in this prospectus in the Glossary on
page A-1 of this prospectus. All dollar amounts appearing in this prospectus are stated in U.S. dollars unless specifically noted in Canadian
dollars (�CDN$�).

GEOPETRO RESOURCES COMPANY

Edgar Filing: GEOPETRO RESOURCES CO - Form 424B3

19



Edgar Filing: GEOPETRO RESOURCES CO - Form 424B3

20



Offices: Our principal executive offices are located at One Maritime Plaza, Suite 700, San Francisco, CA 94111. Our
telephone number is (415) 398-8186.

Our Business: We are an oil and gas company originally incorporated in the State of Wyoming in August 1994 but incorporated
in California since June 1996. Our business is the exploration and the production of oil and natural gas reserves on
a worldwide basis. We currently have projects in the United States, Canada, and Indonesia. The projects
encompass approximately 1.03 million gross (236,170 net) acres consisting of mineral leases, production sharing
contracts and exploration permits that give us the right to explore for, develop and produce crude oil and natural
gas. We have developed a proven cash-flow generating property in our Madisonville Project in Texas which we
operate. Elsewhere, we have assembled a geographically diversified portfolio of exploratory and appraisal
prospects which we believe have the potential for oil and natural gas reserves.

Corporate Strategy: Our strategy is to maximize shareholder value through the exploration of oil and natural gas prospects. To carry
out this philosophy we employ the following business strategies:

�  Identify and pursue projects which individually have the potential to be �company
makers� which we define as projects which could generate a minimum unrisked net present
value of $50 million net to our interest using a 10% discount factor. Net present value means
the estimated future net cash flows resulting from the sale of oil and gas less all of the
operating and capital costs, discounted to present value using a 10% discount factor.
�Unrisked� in this context means that we have not reduced the future net cash flows to account
for the risk of finding and producing the reserves;

�  perform geological, engineering and geophysical evaluations;

�  gain control of key acreage;

�  generate high quality drillable exploration and lower-risk appraisal and development
prospects;

�  retain a large working interest in those projects which involve low risk development,
exploitation or appraisal of proven, probable and possible reserves; and

�  minimize early investment and exploration risk in higher risk exploratory prospects
through farmouts to other oil and natural gas companies and maintain meaningful interests
with a �carry� through the exploration phase.

Management: Stuart J. Doshi, David V. Creel and J. Chris Steinhauser, the three members of our senior management team, have
a combined experience of approximately 100 years in the oil and gas industry. This experience covers a broad
range of activity both onshore and offshore, domestic and international and from company start-up to mature
progression and company sale. This experience also covers the entire spectrum of the risk profile in any particular
project from early stage exploration through full development and production.

Significant Risks: Our business faces significant risks. Acquisition, exploration and overhead costs are high and have resulted in
substantial losses since inception. There is a limited public market for our common shares, which may hinder our
ability to raise equity capital (if needed) on advantageous terms, and there is intense competition in our industry.
See �Risk Factors beginning on page 5 for a detailed discussion of these and other risks.
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Madisonville Field: We own and operate a 100% working interest in the Madisonville Project in Madison County, Texas. We own
working interests in approximately 4,716 gross and net acres of leases in the Rodessa Formation interval, as well
as approximately 4,589 gross and net acres of leases as to depths below the Rodessa Formation interval. In
October 2001, we tested the Magness Well at rates of up to 20.8 MMcf/d. Production from this well commenced
in May 2003 and stabilized at a rate of approximately 18 MMcf/d of raw gas as at October 2003. In
December 2004, the Fannin Well was drilled, completed and tested at rates of up to 25.7 MMcf/d. In 2006, we
drilled the Wilson and Mitchell wells. Presently, the Fannin, Mitchell and Magness wells are producing while the
Wilson well is shut-in (not producing) awaiting a fracture stimulation and hook up. The well reserves are being
produced from the Rodessa formation existing at approximately 12,000 feet of depth. In 2005 we entered into a
long-term agreement with Madisonville Gas Processing, LP (�MGP�), the gas treatment plant owner, to process
Rodessa formation natural gas. In connection with the agreement, MGP is expanding the capacity of the treatment
plant from 18 MMcf/d to 68 MMcf/d. MGP is jointly owned by JPMorgan Partners and Bear Cub
Investments LLC. Gateway Processing Company (�Gateway�) owns and operates an approximately nine-mile sales
pipeline with an estimated capacity of approximately 70 MMcf/d to transport the natural gas from the
Madisonville Field to two major pipelines in the area.

Alaska CBM: We entered into an agreement with Pioneer Oil Company, Inc. dated April 20, 2005, wherein we acquired a 100%
working interest, 81% net revenue interest, in 122,174 acres onshore in Cook Inlet, near Anchorage, Alaska.
Preliminary log analysis indicates the lease blocks may contain coal bed methane, �CBM�, reserves as well as
conventional accumulations of natural gas in Tertiary sandstones. Please see the glossary on page A-1 for
definitions of terms. The coals occur in seams which are commonly 20 feet thick and can be as thick as 70 feet.
Accessible onshore areas have 200 to 300 feet of coal shallower than 5,000 feet. Gas content for these coals
ranges from 80 to 250 standard cubic feet per ton. We may reduce exploration risk by finding participants to pay
most or all of the money expended towards acquisition and initial exploration.

Lokern Project: We have a 100% working interest in 1,280 acres over a prospect in Kern County, California. An oil and gas
prospect has been identified using reprocessed seismic. Please see the glossary on page A-1 for definitions of
terms.

Alberta Projects: We, through our wholly-owned subsidiary, GeoPetro Canada Ltd. (�GeoPetro Canada�) have entered into a
participation agreement wherein we acquired a 50% non-operated working interest in the Goodwin Prospect,
which is located in the Central Alberta Basin, Canada. A total of 12,000 acres can be earned by the Company by
the drilling of wells. To date, we have drilled and completed one well in this project. Elsewhere we have a 56.25%
working interest in 2,560 leased acres in the central Alberta basin.

Bengara (II) PSC: We, through our 12% ownership interest of Continental-GeoPetro (Bengara II) Ltd., a British Virgin Islands
corporation (�C-G Bengara�) have a 12% interest in the Bengara (II) PSC Block in East Kalimantan, Indonesia (the
�Bengara Block�) which covers approximately 900,000 gross (108,000 net) acres. Two wells have been drilled in
this block since 1938 and one of these resulted in a natural gas discovery, testing 19.5 MMcf/d together with
600 bbls condensate per day. Please see the glossary on page A-1 for definitions of terms. Elsewhere in the block,
a large number of prospects and leads have been identified based primarily on seismic data.
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Common stock that may be offered by the
selling shareholders: 2,783,456 shares(1)

Common stock to be outstanding immediately after this
offering: 31,583,007 shares(2)

Use of proceeds: We will not receive any proceeds from the sales of our common stock by the
selling shareholders.

Risk factors: See �Risk Factors� and other information included in this prospectus for a
discussion of some of the factors you should consider before deciding to
purchase shares of our common stock.

American Stock Exchange Symbol: �GPR�
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(1)  Includes 780,857 shares of common stock issuable upon exercise of warrants.

(2)  Assumes the sale by the selling stockholders of all the shares of common stock available for resale under this
prospectus, except for 780,857 shares of common stock issuable upon exercise of warrants.
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The following table sets forth certain of our summary consolidated financial data for the periods indicated. The data presented below has been
derived from our financial statements included elsewhere in this prospectus except for the balance sheet data as of December 31, 2004, 2003 and
2002 and the consolidated statement of operations data for the years ended December 31, 2003 and 2002, which are derived from our audited
consolidated financial statements not included in this prospectus. You should read this information together with the consolidated financial
statements and the notes to those statements appearing elsewhere in this prospectus and the information under �Selected Consolidated Financial
Data� and �Management�s Discussion and Analysis of Financial Condition and Results of Operations.�

Six Months Ended For The Years Ended December 31,
June 30, 2007 June 30, 2006 2006 2005 2004 2003 2002
(unaudited) (unaudited) (audited) (audited) (audited) (audited) (audited)

Consolidated
Statement of
Operations:
Revenues 4,212,192 3,467,517 6,716,360 7,975,990 5,825,072 2,452,648 21,659
Lease operating
expense 846,107 717,929 1,602,932 878,176 780,237 582,889 19,955
General and
administrative 1,526,919 1,287,620 2,347,447 1,551,747 1,963,649 1,259,269 856,491
Net profits expense 428,588 360,471 632,708 856,837 579,590 225,869 �
Impairment expense � � 38,849 � 2,038,422 473,496 �
Depreciation and
depletion expense 1,229,870 1,106,162 2,406,612 1,832,693 2,077,004 798,555 5,138
Earnings (loss) from
operations 180,708 (4,665) (312,188) 2,856,537 (1,613,830) (887,430) (859,925)
Net income (loss) 56,164 (60,092) (482,406) 2,640,471 (2,077,615) (1,684,692) (1,284,480)
Net income (loss)
attributable to
common shareholders 56,164 (322,617) (1,011,806) 2,111,074 (2,606,978) (1,943,565) (1,299,700)

Earnings (Loss) per
Share:
Basic 0.00 (0.01) (0.04) 0.10 (0.14) (0.12) (0.09)
Diluted 0.00 (0.01) (0.04) 0.09 (0.14) (0.12) (0.09)

Weighted Average
Number of Common
Shares Outstanding:
Basic 28,510,691 24,609,367 25,990,868 20,890,841 18,901,607 16,497,898 14,465,177
Diluted 30,897,006 24,609,367 25,990,868 24,001,888 18,901,607 16,497,898 14,465,177

Production Data:
Natural gas (Mcf) 1,108,338 1,084,684 2,229,059 1,991,105 2,316,895 1,217,327 14,737
Natural gas (Mcfd) 6,123 5,993 6,107 5,455 6,348 3,335 40

Production Data
reduced by net profits
interests:
Natural gas (Mcf) 969,796 949,099 1,950,427 1,742,217 2,027,283 1,065,161 14,737
Natural gas (Mcfd) 5,358 5,244 5,344 4,773 5,554 2,918 40

Average Sales Prices:
Natural gas (per Mcf) 3.80 3.19 3.01 4.01 2.51 2.01 1.47

As of As of December 31,
June 30, 2007 2006 2005 2004 2003 2002
(unaudited) (audited) (audited) (audited) (audited) (audited)

Balance Sheet
Information:
Current Assets 3,625,503 2,366,081 1,718,893 1,579,388 2,967,626 832,255

Edgar Filing: GEOPETRO RESOURCES CO - Form 424B3

30



Total Assets 40,560,691 39,061,478 25,014,826 22,771,411 18,875,981 13,652,187
Current liabilities 4,216,018 3,604,342 3,574,466 7,582,377 1,471,248 2,383,725
Long-term liabilities 51,226 48,842 26,641 24,705 5,242,554 4,853,409
Deferred income taxes � � � � � �
Accumulated Deficit (10,337,821) (10,393,985) (9,382,179) (11,493,253) (8,886,275) (6,942,710)
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An investment in our common stock involves a high degree of risk. You should carefully consider the risks described below together with all of
the other information included in this prospectus before making an investment decision. If any of the possible adverse events described below
actually occurs, our business, results of operations and financial condition could suffer. Under these circumstances, the market price of our
common stock could decline and you could lose all or part of your investment.

Risks Related to Our Business
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As of June 30, 2007, we have capitalized costs totaling $49.7 million as evaluated and unevaluated oil and gas properties, whereas we have
generated revenues of only $27,182,262  since January 1, 2003.

Since inception, our activities have been primarily related to acquiring and exploring leasehold interests in oil and natural gas properties in
Texas, California, Alaska, Alberta, Indonesia and Australia. We incur substantial acquisition and exploration costs and overhead expenses in our
operations, and until 2003, excluding minor interest and dividend income, our only significant cash inflows were the recovery of capital invested
in projects through sale or other divestitures of interests in oil and gas prospects to industry partners. As a result, we have sustained an
accumulated deficit through June 30, 2007 of $10,337,821. Our production activities commenced in May 2003. Since May 2003, over 90% of
our revenue has been generated from natural gas sales derived from wells in the Madisonville Field in Texas. It is possible that in the future we
will be unable to continue to generate revenues from our sales of natural gas from our Madisonville Field wells because our proved reserves
decline as reserves are produced from the wells. The drilling of exploratory oil and natural gas wells is highly speculative and often
unproductive. Our participation in future drilling activities to explore, develop and exploit the properties in which we have an interest, or in
which we may acquire interests, may be unsuccessful, may fail to generate positive cash flow, and may not enable us to maintain profitability in
the future.

Approximately 99% of our current revenues are generated by our interest in the Madisonville Project. Delays or interruptions of the
Madisonville Project natural gas drilling and production operations including, but not limited to, events beyond our control or the failure of
third parties on which we rely to provide key services, could negatively impact our revenues.

Approximately 99% of our oil and natural gas revenues for the year ended December 31, 2006 and the six months ended June 30, 2007 were
derived from the Madisonville Project. In connection with that project, we have contracted with third parties to provide key services, including:

(a)  Madisonville Gas Processing, LP (�MGP�), which owns and operates gathering pipelines and a dedicated natural
gas treatment plant which we utilize to treat impurities in the Madisonville Project natural gas; and

(b)  Gateway, which operates a sales pipeline for such natural gas.

The failure of MGP or Gateway to perform their contractual obligations to us could impose delays or interruptions in our production operations
and prevent us from generating revenues. In addition, events which are beyond our control, or that of Gateway or MGP, could affect our
production operations. Such events include, but are not limited to:

�  events referred to as force majeure, such as an act of God, act of a public enemy, war, blockade, public riot,
lightning, fire, storm, flood, explosion and any other causes whether of the kind enumerated or otherwise not
reasonably within the control of MGP, Gateway or our company.

�  subsurface conditions or formations encountered during the drilling of wells, whether natural or mechanical,
including but not limited to blowout, igneous rock, salt, saltwater flow, loss of circulation, loss of hole, abnormal
pressures, or any other impenetrable substance or adverse condition, which renders further drilling of a well
impossible or impractical.
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�  the inability to secure raw materials or equipment,
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�  transportation accidents, and

�  labor disputes and equipment failures.

In excess of 90% of our revenues to date have been derived from sales by MGP to two customers. The loss of one or both these
customers could have a material adverse impact on our oil and gas revenues.
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Approximately 99% of our oil and natural gas revenues for the year ended December 31, 2006 and the six months ended June 30, 2007 were
derived from the Madisonville Project. During 2006, and in the current year to date, approximately 99% of our revenues have been derived from
sales by MGP to two customers, Atmos Pipeline-Texas, and ETC Katy Pipeline, Ltd. The loss of one of these customers could impact the price
we receive for our gas sold due to lessened competition. The loss of both customers could result in a total loss of our revenue.

Unless we replace our oil and natural gas reserves, our reserves and production will decline.
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The volume of production from oil and natural gas properties generally declines as reserves are depleted, with the rate of decline depending on
reservoir characteristics. Our proved reserves will decline as reserves are produced from our properties unless we are able to acquire or develop
new reserves. The business of exploring for, developing or acquiring reserves is capital intensive. For example, as of June 30, 2007 we have
capitalized costs totaling $49.7 million as evaluated and unevaluated oil and gas properties. 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 oil and natural gas reserves will be impaired. Even if we are able to raise capital to develop or acquire additional properties, no
assurance can be given that our future exploitation and development drilling activities will result in the discovery of any reserves.

Our exploration and development drilling activities may not be commercially successful. The drilling of exploratory oil and natural gas wells
is expensive, highly speculative and often unproductive.

Exploration for oil and natural gas on unproven prospects is expensive, highly speculative and involves a high degree of risk, including the risk
that no commercially productive oil or natural gas reservoirs will be encountered. Reserves are dependent on our ability to successfully complete
drilling activity on proven prospects.

The cost of drilling, completing and operating wells is often uncertain, and drilling operations may be curtailed, delayed or cancelled as a result
of a variety of factors, 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 and the delivery of equipment.

Our evaluations of the oil and gas prospects of our properties may be wrong.
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With the exception of the Madisonville Project, the properties in which we have an interest are prospects in which the presence of oil and natural
gas reserves in commercial quantities has not been established. Any decision to engage in exploratory drilling or other activities on any of these
properties will be dependent in part on the evaluation of data compiled by petroleum engineers and geologists and obtained through geophysical
testing and geological analysis.

Reservoir engineering, geophysics and geology are not exact sciences and the results of studies and tests used to make such evaluations are
sometimes inconclusive or subject to varying interpretations. As such, there is no certain way to know in advance whether any of our prospects
will yield oil and natural gas in commercial quantities. Further, it is possible that we will participate in the drilling of more dry holes than
productive wells or that all or substantially all of the wells drilled will be dry holes. The drilling of dry holes on prospects in which we have an
interest could adversely affect their values and our decision to undertake further exploration and
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development drilling of such prospects. It is not certain or predictable whether, and no assurance can be made that, the wells drilled on the
properties in which we have an interest will be productive or, if productive, that we will recover all or any part of our investment in the
properties. In sum, our participation in future drilling activities may not be successful and, if unsuccessful, such failure will negatively impact
our revenues and have a material adverse effect on our results of operations and financial condition. Our oil and natural gas revenues were
$6,716,360 million for the year ended December 31, 2006 and $4,212,192 for the  six months ended June 30, 2007. Future revenues could
decline from those levels if our future drilling efforts are not successful. Furthermore, as of June 30, 2007 we have capitalized costs totaling
$49.7 million as evaluated and unevaluated oil and gas properties. Should our future drilling activities be unsuccessful, we may then be required
to record an impairment charge equal to a portion of, or all, of the capitalized costs resulting in an immediate adverse impact on our results of
operations and financial position.

Our business may be harmed by failures of third party operators on which we rely.
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Our ability to manage and mitigate the various risks associated with certain of our exploration and operations in Alberta, Canada, and Indonesia
is limited since we rely on third parties to operate our projects. We are a non-operating interest owner in our Canadian and Indonesian
properties. With respect to our interests outside of the United States, we have entered into agreements with third party operators for the conduct
and supervision of drilling, completion and production operations. In the event that commercial quantities of oil and natural gas are discovered
on one of our properties, the success of the oil and natural gas operations on that property depends in large measure on whether the operator of
the property properly performs its obligations. The failure of such operators and their contractors to perform their services in a proper manner
could result in materially adverse consequences to the owners of interests in that particular property, including us.

Our percentage share of oil and gas revenues from our Indonesian property is diminished by the terms of our production sharing contract in
the Bengara Block.
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C-G Bengara is subject to a production sharing contract, which means generally that C-G Bengara is entitled to receive, from production
proceeds, 100% of expenditures in the block as �cost recovery.� Once these costs are recovered, C-G Bengara�s production share will be reduced to
approximately 26.7% of oil produced and 62.5% of all natural gas produced. We are entitled to 12% of C-G Bengara�s reduced share of any such
production. See the discussion under �Properties� in this prospectus for more information concerning the production sharing contract.

Drilling and completion equipment, services, supplies and personnel are scarce and may not be available when needed, which could
significantly disrupt or delay our operations.
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From time to time, there has been a general shortage of drilling rigs, equipment, supplies and oilfield services in North America and Indonesia,
which may intensify with current increased industry activity. In addition, the costs and delivery times of rigs, equipment and supplies have risen.
There can be no assurance that sufficient drilling and completion equipment, services and supplies will be available when needed. Shortages
could delay our proposed exploration, development drilling, and sales activities, which could have a material adverse effect on our results of
operations. Our oil and natural gas revenues were $6.7 million for the year ended December 31, 2006. Future revenues could decline from those
levels if we experience delays in our proposed exploration, development drilling, and sales activities. The demand for, and wage rates of,
qualified rig crews have risen in the drilling industry due to the increasing number of active rigs in service. If the demand for qualified rig crews
continues to rise in the drilling industry, then the oil and gas industry may experience shortages of qualified personnel to operate drilling rigs.
This could delay our drilling operations and adversely affect our financial condition and results of operations.

Our working interest in properties, and our ability to realize any profits from such properties, will be diminished to the extent that we enter
into farmout arrangements with unaffiliated third parties.

We have previously entered into, and may in the future enter into, farmout arrangements with third parties willing to drill natural gas and oil
wells on leaseholds in which we originally acquired working interests, in exchange for our assignment of part or all of our leasehold interests. As
a consequence of these arrangements, our retained interests in properties which are subject to farmout arrangements have been or may be
diminished. Our
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opportunity to realize revenues and profits from properties which are successfully developed under farmout arrangements will be diminished to
the extent of our reduced interests.

Competition with other oil and natural gas exploration and development drilling companies for viable oil and natural gas properties may
limit our success.
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It is likely that in seeking future property acquisitions, we will compete with companies which have substantially greater financial and
management resources. Our competition comes primarily from three sources:

(a)  those competitors that are seeking oil and gas fields for expansion, further drilling, or increased production
through improved engineering techniques;

(b)  income-seeking entities purchasing a predictable stream of earnings based upon historic production from fields
being acquired; and

(c)  junior companies seeking exploration opportunities in unknown, unproven territories.

Our competitors may be able to pay more for productive oil and natural gas properties and may be able to define, evaluate, bid for and purchase
a greater number of properties and prospects than we can. Our ability to acquire additional properties in the future will depend upon our ability
to conduct efficient operations, evaluate and select suitable properties, implement advanced technologies and consummate transactions in a
highly competitive environment.

Estimates of oil and natural gas reserves are inherently imprecise. Any material inaccuracies in these reserve estimates or underlying
assumptions will affect materially the quantities and present value of our reserves.

Estimates of proved oil and natural gas reserves and the future net cash flows attributable to those reserves are prepared by independent
petroleum engineers and geologists. There are numerous uncertainties inherent in estimating quantities of proved oil and natural gas reserves and
cash flows attributable to such reserves, including factors beyond our control and that of our engineers. Reserve engineering is a subjective
process of estimating underground accumulations of oil and natural gas that cannot be measured in an exact manner. Different reserve engineers
may make different estimates of reserves and cash flows based on the same available data. The accuracy of an estimate of quantities of reserves,
or of cash flows attributable to such reserves, is a function of the available data, assumptions regarding future oil and natural gas prices and
expenditures for future development drilling and exploration activities, and of engineering and geological interpretation and judgment.
Additionally, reserves and future cash flows may be subject to material downward or upward revisions, based upon production history,
development drilling and exploration activities and prices of oil and natural gas. Actual future production, revenue, taxes, development drilling
expenditures, operating expenses, underlying information, quantities of recoverable reserves and the value of cash flows from such reserves may
vary significantly from the assumptions and underlying information set forth herein.

Competitive pressures may force us to implement new technologies at substantial cost and our limited financial resources may limit our
ability to implement such technologies at the same rate as our competitors.

The oil and gas industry is characterized by rapid and significant technological advancements and introductions of new products and services
utilizing new technologies. Other oil and gas 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 do. There can be no assurance that we will
be able to respond to such competitive pressures and implement such technologies on a timely basis or at all. One or more of the technologies
currently utilized by us or implemented in the future may become obsolete.
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We will require additional capital to fund our future activities. Our ability to pursue our business plan may be restricted by our access to
additional financing.
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Until such time as the properties in which we own interests are generating sufficient cash flow to fund planned capital expenditures, we will be
required to raise additional capital through the issuance of additional securities or otherwise sell or farm out interests in our oil and natural gas
properties to third parties. If and when the properties in which we own interests become productive and have adequate reserves, we may borrow
funds to finance our future oil and natural gas operations and exploratory and development drilling activities. We may not
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be able to raise additional funds in the future from any source or, if such additional funds are made available to us, we may not be able to obtain
such additional financing on terms acceptable to us. To the extent such funds are not available from any of those sources, our operations and
activities will be limited to those operations and activities we can afford with the funds then available to us. We have committed to a three well
drilling program in our Madisonville project to facilitate the expansion of the gas treatment plant. The commitment is not discretionary. While
we have fulfilled the commitment to drill the first two wells of the three well commitment, we are further required to commence the drilling of a
third well sufficient to test the Smackover Formation (estimated to be encountered at approximately 18,000 feet) on or before September 30,
2008. This well is expected to cost approximately $10 million to drill and complete. We have granted MGP a security interest in the
Madisonville Field properties to secure the three well commitment. Subject to events of force majeure, and the availability of suitable drilling
rigs, well services, and equipment, our failure to drill this well could result in the loss of our interest in the Madisonville Project. Our larger
competitors, by reason of their size and relative financial strength, may be more easily able to access capital markets than us.

The volatility in crude oil and natural gas prices could adversely affect our financial results and ability to raise additional capital.

Our revenues, cash flows and profitability are substantially dependent on prevailing prices for both oil and natural gas. Decreases in natural gas
prices will decrease revenues and cash flows from the Madisonville Project and our other producing properties, if any, and decreases in oil and
natural gas prices could deter potential investors from investing in our company and generally impede our ability to raise additional financing to
fund our exploration and development drilling activities. Historically, oil and natural gas prices and markets have been volatile, and they are
likely to continue to be volatile in the future. Prices for oil and natural gas are subject to wide fluctuations in response to relatively minor
changes in the supply of, and demand for, oil and natural gas, market uncertainty and a variety of additional factors that are beyond our control.
These factors include, but are not limited to, political conditions in the Middle East and other regions, internal and political decisions of OPEC
and other oil and natural gas producing nations to decrease or increase production of crude oil, domestic and foreign supplies of oil and natural
gas, consumer demand, weather conditions, domestic and foreign government regulations, transportation costs, the price and availability of
alternative fuels and overall economic conditions.

Our current operations are particularly exposed to volatility in natural gas prices because a portion of the fees we pay to process natural gas at
the Madisonville gas treatment plant is fixed. The sale price of natural gas must be above a minimum price of approximately $3.00 per Mcf at
the present time before we earn any net revenues from the sale of natural gas.

We are subject to a number of operational risks beyond our control against which we may not have, or be able to obtain insurance.

Our operations are subject to the many risks and hazards incident to exploring and drilling for, and producing and transporting, oil and natural
gas, including among other risks:

�  blowouts, fires, craterings, pollution and equipment failures that may result in damage to or destruction of wells,
producing formations, production facilities and equipment;

�  personal injuries or death due to accidents, human error or acts of God;
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�  unavailability of materials and equipment to drill and complete or re-complete wells; unfavorable weather
conditions; engineering and construction delays;

�  fluctuations in product markets and prices; proximity and capacity of pipeline, and trucking or termination
facilities to our oil and natural gas reserves; hazards resulting from unusual or unexpected geological or environmental
conditions; environmental regulations and requirements;

�  accidental leakage of toxic or hazardous materials, such as petroleum liquids or drilling fluids into the
environment, remediation and clean-up costs; and

�  political instability and civil unrest, insurrections or disruptions in foreign countries in which some of our interests
are located.
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If one or more of these events occurs, we could incur substantial liabilities to third parties or governmental entities, the payment of which could
have a material adverse effect on our financial condition and results of operations, or we could lose properties in which we have invested
significant sums (totaling $49.7 million) which are capitalized as evaluated and unevaluated oil and gas properties as of June 30, 2007.

A loss not covered by insurance could result in substantial expenses to us.
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We do not insure fully against all business risks either because such insurance is not available or because premium costs are prohibitive. This is
a common practice in the oil and gas industry. However, a loss not fully covered by insurance could result in expenses to us and could have a
material adverse effect on our financial position and results of operations. Uninsured losses in excess of $1.0 million would be materially
adverse.

We are subject to extensive government regulations that can change from time to time, compliance with which are costly and could
negatively impact our production, operations and financial results.

The oil and gas industry is subject to extensive government regulations in the countries in which we operate. Matters subject to regulation
include discharge permits for drilling operations, drilling bonds, reports concerning operations, unitization and pooling of properties and
taxation. Historically, our costs of complying with these regulations have not exceeded $100,000 per year. From time to time, regulatory
agencies have imposed price controls and limitations on production by restricting the rate of flow of oil and natural gas wells below actual
production capacity in order to conserve supplies of oil and natural gas. We are also subject to changing and extensive tax laws, the effects of
which cannot be predicted. Legal requirements are frequently changed and subject to interpretation, and we are unable to predict the ultimate
cost of compliance with these requirements or their effects on our operations. Future laws, or existing laws or regulations, as currently
interpreted or reinterpreted or changed in the future, could result in increased operating costs, fines and liabilities, in amounts which are
unknown at this time, any of which could materially adversely affect our results of operations and financial condition.

Our industry is subject to extensive environmental regulation that may limit our operations and negatively impact our production.

Extensive national, state, provincial and local environmental laws and regulations in the United States and foreign jurisdictions affect nearly all
of our operations. These laws and regulations set various standards regulating certain aspects of health and environmental quality, provide for
penalties and other liabilities for the violation of such standards and establish in certain circumstances obligations to remediate current and
former facilities and locations where operations are or were conducted. In addition, special provisions may be appropriate or required in
environmentally sensitive areas of operation.

Environmental legislation may require that we, among other things:

�  acquire permits before commencing drilling;

�  restrict spills, releases or emissions of various substances produced in association with our operations;

�  limit or prohibit drilling activities on protected areas such as wetlands or wilderness areas;

�  take reclamation measures to prevent pollution from former operations;
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�  take remedial measures to mitigate pollution from former operations, such as plugging abandoned wells and
remediating contaminated soil and groundwater;

�  take remedial measures with respect to property designated as a contaminated site.

The cost of any of these actions is presently unknown but is likely to be significant.

Compliance with existing or future environmental legislation is unknown but could be substantial.
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Compliance with such legislation can require significant expenditures and a breach may result in the imposition of fines and penalties. The
discharge of oil, natural gas or other pollutants into the air, soil or water
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may give rise to liabilities to governments and third parties and may require us to incur substantial costs to remedy such discharge. Under these
laws and regulations, we could be liable for personal injury, clean-up costs and other environmental and property damages, as well as
administrative, civil and criminal penalties. We could be required to cease production on properties if environmental damage occurs.
Environmental legislation is evolving in a manner expected to result in stricter standards and enforcement, larger fines and liability and
potentially increased capital expenditures and operating costs. Changes in, or enforcement of, environmental laws may result in a curtailment of
our production activities, or a material increase in the costs of production, development drilling or exploration, any of which could have a
material adverse effect on our financial condition and results of operations or prospects. We are not presently aware of any environmental
liabilities or able to predict the ultimate cost of liabilities not yet recognized. We have recorded an asset retirement obligation in connection with
the estimated future costs to plug certain wells in our Madisonville Project in Texas upon abandonment totaling approximately $51,226 as of
June 30, 2007.

Our natural gas deliveries to the Madisonville gas treatment plant may be affected by the demands of Crimson Exploration, Inc.
(�Crimson�) and other third parties for access to the plant, and as a result, our access to the plant could be restricted.

We are dependent upon the Madisonville gas treatment plant to treat our natural gas. We have committed all natural gas production from our
interest in the Madisonville Project to MGP, which has in turn committed to provide treatment capacity of up to 68 MMcf/d for our natural gas.
Third parties may seek access to the gas treatment plant through regulatory proceedings, which could restrict our access to the plant, disrupt our
production operations and negatively impact our revenues. An example of such a proceeding is the complaint filed by Crimson with the Texas
Railroad Commission described under �Properties�Description of the Properties�Texas�The Madisonville Gas Treatment Plant and Gathering
Facilities.� On August 9, 2006, the Texas Railroad Commission issued an order requiring MGP to ratably process, take, transport or purchase
natural gas produced by Crimson into the Madisonville gas treatment plant. MGP recently completed its expansion of the capacity of the
treatment plant from 18 MMcf/d to 68 MMcf/d and the additional treating capacity at such facilities is currently being phased in. There is no
guarantee that we will be able to obtain full access to treatment capacity of up to 68 MMcf/d once the phase-in is completed because, for
example, Crimson now has the right to have its natural gas treated at the plant, which may reduce the plant�s ability to treat all of our natural gas,
unless the plant�s capacity is further expanded.

Political and/or economic conditions in Indonesia, Canada or the United States could change in manners that negatively affect our
operations and prospects in those countries.

Our business activities in Indonesia, Canada and the United States are subject to political and economic risks, including: loss of revenue,
property and equipment as a result of unforeseen events like expropriation, nationalization, war, terrorist attacks and insurrection; increases in
import, export and transportation regulations and tariffs, taxes and governmental royalties; renegotiation of contracts with governmental entities;
changes in laws and policies governing operations of foreign-based companies; exchange controls, currency fluctuations and other uncertainties
arising out of foreign government sovereignty over international operations; laws and policies affecting foreign trade, taxation and investment;
and the possibility of being subject to the exclusive jurisdiction of foreign courts in connection with legal disputes and the possible inability to
subject foreign persons to the jurisdiction of courts in the United States.

Terrorist attacks could have an adverse effect on our oil and natural gas operations, especially overseas.
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To date, our operations have not been disrupted by terrorist activity. It is uncertain how terrorist activity will affect us in the future, or what
steps, if any, the Indonesian, Canadian or American government may take in response to terrorist activities. The attack on the New York World
Trade Center in 2001 and the subsequent wars in Afghanistan and Iraq have increased the likelihood that U.S. citizens and U.S. owned interests
may be targeted by terrorist groups operating both in the United States and in foreign countries, especially in Indonesia.
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If we do not satisfy the work requirements of our Production Sharing Contract (�PSC�), the Indonesian government may terminate all or
part of our contracts. Please see the Glossary for a definition of Terms.
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Our Indonesian PSC requires us and our partners to undertake work by specified dates in order to maintain our oil and natural gas rights. See
�Properties�Description of the Properties�Indonesia.� We may not be able to satisfy our contractual obligations. If we do not otherwise comply with
the work requirements of the PSC, or successfully renegotiate the terms, all or part of our contract  may be terminated. If this contract is
terminated, we would also lose all of our investment in that overseas prospect. If we forfeit our interest in the contract area, it will be necessary
to record an impairment write-down equal to the net capitalized costs recorded for the area forfeited. This could have a material adverse impact
on our financial condition and results of future operations in future periods. On September 29, 2006, we sold 70% of our interest in C-G Bengara
to CNPC. C-G Bengara owns 100% of the underlying rights in the Indonesian contract area known as the Bengara Block. CNPC has agreed to
fund our unmet work commitments in the Bengara Block. As discussed in greater detail under �Properties� in this prospectus, C-G Bengara is
subject to prior work commitments for the ten-year period ended December 3, 2007 requiring total expenditures of $25 million. As of July 31,
2007, C-G Bengara has met approximately $12.8 million of the $25.0 million required expenditures, leaving an approximate $12.2 million
shortfall. The applicable governing authority granted a deferral of the prior years� commitments until December 2007 and we expect additional
deferrals to be granted to December 2008. If the prior and future work commitments are not timely satisfied and if further deferrals of such
commitments are not secured, we will need to record an impairment charge equal to the amount of costs capitalized which were approximately
$878,865 as of June 30, 2007, and we may lose all of our rights in the Bengara Block.

We may not be able to sell our natural gas production in Indonesia, limiting our ability to obtain a return on our investment there.

Our Indonesian operations lack a local market for natural gas, and if we produce natural gas in Indonesia, it will most likely have to be
transported to an area where there is a demand. If no market for natural gas develops in Indonesia, we may incur costs for transportation. If we
are not able to sell our natural gas production at a commercially acceptable price or at all, we may not be able to obtain a return on our
investment in our Indonesian property.

We could lose our ownership interests in our properties due to a title defect of which we are not presently aware.
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As is customary in the oil and gas industry, only a perfunctory title examination, if any, is conducted at the time properties believed to be
suitable for drilling operations are first acquired. Before starting drilling operations, a more thorough title examination is usually conducted and
curative work is performed on known significant title defects. We typically depend upon title opinions prepared at the request of the operator of
the property to be drilled. The existence of a title defect on one or more of the properties in which we have an interest could render it worthless
and could result in a large expense to our business. Industry standard forms of operating agreements usually provide that the operator of an oil
and natural gas property is not to be monetarily liable for loss or impairment of title. The operating agreements to which we are a party provide
that, in the event of a monetary loss arising from title failure, the loss shall be borne by all parties in proportion to their interest owned.

Our acquisition activities are subject to uncertainties, may not be successful and provide a return to us on our investments.

We have grown primarily through acquisitions and intend to continue acquiring undeveloped oil and gas properties. Although we perform a
review of the properties proposed to be acquired, such reviews are subject to uncertainties. It generally is not feasible to review in detail every
individual property involved in an acquisition. Ordinarily, management review efforts are focused on the higher-valued properties; however,
even a detailed review of all properties and records may not reveal existing or potential problems; nor will it permit us to become sufficiently
familiar with the properties to assess fully their deficiencies and capabilities. Inspections are not always performed on every well, and potential
problems, such as mechanical integrity of equipment and environmental conditions that may require significant remedial expenditures, are not
necessarily observable even when an inspection is undertaken.
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We are dependent upon our key officers and employees and our inability to retain and attract key personnel could significantly hinder our
growth strategy and cause our business to fail.

While no assurances can be given that our current management resources will enable us to succeed as planned, a loss of one or more of our
current directors, officers or key employees could severely and negatively impact our operations and delay or preclude us from achieving our
business objectives. Stuart Doshi, David Creel and Chris Steinhauser, the three members of our senior management team, have a combined
experience of approximately 100 years in the oil and gas industry. Although we have entered into employment agreements with Messrs. Doshi,
Creel and Steinhauser, we could suffer the loss of key individuals for one reason or another at any time in the future. There is no guarantee that
we could attract or locate other individuals with similar skills or experience to carry out our business objectives. We maintain �key man� insurance
with respect to our Chief Executive Officer, Stuart Doshi.

Some of our directors may become subject to conflicts of interest which could impair their abilities to act in our best interest.

Nick DeMare, one of our directors, is a director, officer and/or significant shareholder of other natural resource companies and David Anderson,
another one of our directors, is a director and officer of Dundee Securities Corporation, an investment banking firm that was the lead underwriter
of our public offering of common stock in Canada and concurrent previous private placement of common shares with qualified institutional
buyers in the U.S. Their association with these other companies in the oil and gas business may give rise to conflicts of interest from time to
time. For example, they could be presented with business opportunities in their capacities as our directors, which they could, in turn, offer to the
other companies for whom they also serve as directors, rather than to us, whose interests might be competitive with ours. Our directors are
required by law to act honestly and in good faith with a view to our best interests and to disclose any interest which they may have in any project
or opportunity to us; however, their interests in the other companies may affect their judgment and cause such directors to act in a manner that is
not necessarily in our best interests.

Our directors and officers hold significant positions in our shares and their interests may not always be aligned with those of our other
shareholders.

As of October 30, 2007 our directors and officers beneficially own 22.6% of our outstanding common stock. See �Security Ownership of Certain
Beneficial Owners and Management�. This shareholding level will allow the directors, officers and certain beneficial owners to have a significant
degree of influence on matters that are required to be approved by shareholders, including the election of directors and the approval of
significant transactions. The short-term interests of our directors, officers and certain beneficial owners may not always be aligned with the
long-term interests of our public shareholders, and vice versa. Because our directors, officers and certain beneficial owners have a significant
degree of influence on matters that are required to be approved by our shareholders, they could influence the approval of transactions.

Our failure to manage internal or acquisition-based growth may cause operational difficulties and negatively affect our financial
performance.

We expect to experience internal and/or acquisition-based growth, which may bring many challenges. Growth in the number of employees, sales
and operations will place additional pressure on already limited resources and infrastructure. No assurances can be given that we will be able to
effectively manage this or future growth. Our growth may place a significant strain on our managerial, operational, financial and other resources.
Our success will depend upon our ability to manage our growth effectively which will require that we continue to implement and improve our
operational, administrative and financial and accounting systems and controls and continue to expand, train and manage our employee base. Our
systems, procedures and controls may not be adequate to support our operations and our management may not be able to achieve the rapid
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execution necessary to exploit the market for our business model. If we are unable to manage internal and/or acquisition-based growth
effectively, our business, results of operations and financial condition will be materially adversely affected.
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Risks Related to this Offering and Our Common Stock
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The shareholding position of holders of our common stock could be diluted by future issuances and conversions of other securities.

If our options and warrants are exercised for common shares, holders of our common stock will experience immediate and, depending on the
magnitude of the exercises, substantial dilution. As of the date of this prospectus, 2,459,688 shares of our common stock are issuable upon
exercise of warrants and 3,960,000 shares of our common stock are issuable upon exercise of options.

Investors may be subject to further dilution if we sell additional common shares or issue additional common shares in connection with future
financings. If a significant number of our common shares are sold in the public market, the market price of our common shares could be
depressed. This could hamper our ability to raise capital by issuing additional equity securities.

Our results may be affected by fluctuations in currency exchange rates.
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Our financial statements are reported in U.S. dollars and all of our revenue, and most of our operating costs, are currently denominated in
U.S. dollars; however, we have operations outside the United States and we plan to expend money in Indonesia and Canada, where our operating
costs will be denominated in local currencies. Fluctuations in exchange rates may increase our relative cost of operating in these countries, and
may therefore have a negative effect on our financial results.

Non- U.S. holders of our common shares may be subject to U.S. federal income tax on the sale of our common shares and purchasers may
have IRS withholding requirements

Since we believe that we are a United States real property holding corporation, gain recognized by a non U.S. holder on the sale of our common
shares will be subject to U.S. federal income tax at normal graduated rates, and a purchaser will be required to withhold for the benefit of the
IRS 10% of the purchase price, unless certain trading requirements are met. There is an exemption from U.S. federal income tax for non-U.S.
holders of 5% or less of our common shares (and therefore no tax withholding requirements) if our common shares are �regularly traded on an
established securities market.�  In the event that 100 or fewer persons own 50% or more of our common shares (which had been, may now be and
may continue to be, the case), temporary Treasury Regulations provide that our common shares will be �regularly traded on an established
securities market� for a calendar quarter if the established securities market is located in the United States and our common shares are regularly
quoted by more than one broker or dealer making a market in our common shares; our common shares are currently listed on the American
Stock Exchange (which constitutes an established United States securities market for this purpose) and are being regularly quoted. There can be
no assurance, however, that our common shares will continue to be regularly traded on an established securities market for this purpose in any
particular calendar quarter so as to avoid U.S. federal income tax on the sale of our common shares by non-U.S. holders of 5% or less of our
common shares and the withholding requirement on the purchaser.

At such time that it is no longer the case that 100 or fewer persons own 50% or more of our common shares, under temporary Treasury
Regulations, our common shares would also be �regularly traded� on an established securities market for a calendar quarter if:  (a) our common
shares trade, other than in de minimis quantities, on at least 15 days during the calendar quarter; (b) the aggregate number of our common shares
traded during the calendar quarter is at least 7.5% of the average number of our common shares outstanding during such calendar quarter
(reduced to 2.5% if there are 2,500 or more record shareholders); and (c) in the event that our common shares are traded on an established
securities market located outside the United States, the common shares are registered under Sec. 12 of the Securities Exchange Act of 1934
(which is presently the case). See �Material Income Tax Consequences � Dispositions of Common Shares� for a more detailed discussion.

There is a limited public market for our common shares, and the ability of our shareholders to dispose of their common shares may be
limited.

Our common shares have been listed on The Toronto Stock Exchange since March 2006, and have been trading on the American Stock
Exchange since February 15, 2007. We cannot foresee the degree of liquidity that will be associated with our common shares. A holder of our
common shares may not be able to liquidate his, her
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or its investment in a short time period or at the market prices that currently exist at the time the holder decides to sell. The purchase and sale of
relatively small common share positions may result in disproportionately large increases or decreases in the price of our common shares. A trade
involving a large number of common shares could have an exaggerated effect on the reported market price of our common shares.

Our stock price may fluctuate significantly.
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The stock market in general and the market for natural gas and oil exploration companies have experienced price and volume fluctuations that
are often unrelated or disproportionate to the operating results or asset values of companies. These broad market and industry factors may
seriously impact the market price and trading volume of our common shares regardless of our actual operating performance. The market price of
our common stock could also fluctuate significantly as a result of:

�  actual or anticipated quarterly variations in our operating results and our reserve estimates;

�  changes in expectations as to our future financial performance or changes in financial estimates, if any, of public
market analysts;

�  announcements relating to our business or the business of our competitors;

�  conditions generally affecting the oil and natural gas industry, including changes in oil and natural gas prices;

�  speculation in the press or investment community;

�  general market and economic conditions;

�  the success of our operating strategy; and

�  the operating and stock price performance of other comparable companies.

The large numbers of shares of our common stock eligible for sale following this offering may depress the market price of our common
stock.
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The sale of a substantial number of shares of our common stock in the public market, or the perception that substantial sales may occur,
could cause the market price of our common stock to decrease. Following this offering, substantially all of the shares of our common stock
are freely transferable or will be transferable in compliance with restrictions under the Securities Act of 1933, as amended. These include
shares of our common stock sold in this offering, as well as shares of common stock outstanding after this offering which are available for
sale in public markets pursuant to Rule 144 or Rule 701 promulgated under the Securities Act.

We will continue to incur significant expenses as a result of being a public company, which may negatively impact our financial
performance.
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We have incurred and will continue to incur significant legal, accounting, insurance and other expenses as a result of being a public
company. The Sarbanes-Oxley Act of 2002, as well as related rules implemented by the Securities and Exchange Commission, or SEC, and
the American Stock Exchange, have required changes in corporate governance practices of public companies. Compliance with these laws,
rules and regulations has increased our expenses, including our legal and accounting costs, and made some activities more time-consuming
and costly. We also believe these laws, rules and regulations have made it more expensive for us to obtain director and officer liability
insurance, and in the future we may be required to accept reduced policy limits and coverage or incur substantially higher costs to obtain the
same or similar coverage. As a result, it may be more difficult for us to attract and retain qualified persons to serve on our board of directors
or as officers. Furthermore, any additional increases in legal, accounting, insurance and certain other expenses that we may experience in
the future could negatively impact our financial performance and have a material adverse effect on our results of operations and financial
condition.
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CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS
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Most of the matters discussed within this prospectus include forward-looking statements of our current expectations and projections about future
events. Words such as �may,� �should,� �potential,� �continue,� �expect,� �anticipate,� �intend,� �plan,� �believe,� �seek,� �estimate,� and similar expressions are
intended to identify such forward looking statements. These statements are based on our current beliefs, expectations, and assumptions and are
subject to a number of risks and uncertainties and, therefore, actual results and events may vary significantly from those discussed in the
forward-looking statements. These risks and uncertainties include those noted in �Risk Factors� above. Other factors besides those listed here
could adversely affect us.

These forward-looking statements may include, among other things, statements relating to the following matters:

�  the level of oil and gas reserves that can be extracted at any of our projects;

�  our ability to extract reserves at commercially attractive prices;

�  our ability to compete against companies with much greater resources than us;

�  identified drilling locations;

�  exploration and development drilling prospects, inventories, projects and programs;

�  financial strategy;

�  production;

�  lease operating expenses, general and administrative costs and finding and development drilling costs;

�  future operating results; and

�  plans, objectives, expectations and intentions.
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We undertake no obligation to update publicly any forward-looking statements, whether as a result of new information, future events or
otherwise, except to the extent we are required to do so by law.

You should not unduly rely on these forward-looking statements in this prospectus as they speak only as of the date of this prospectus. Except as
required by law, we undertake no obligation to publicly release any revisions to these forward-looking statements to reflect events or
circumstances occurring after the date of this prospectus or to reflect the occurrence of unanticipated events. See the information under the
heading �Risk Factors� in this prospectus for some of the important factors that could affect our financial performance or could cause actual results
to differ materially from estimates contained in forward-looking statements.

USE OF PROCEEDS
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We will not receive any proceeds from the sale of our common stock by the selling shareholders; however if all warrants to acquire our common
stock being registered hereunder were to be exercised, we will realize cash proceeds of approximately $3,359,856, which we expect to use for
general working capital purposes.

We do not know if, or how many, of the warrants will be exercised. This is our best estimate of our use of proceeds generated from the possible
exercise of warrants or options based on the current state of our business operations, our current plans and current economic and industry
conditions. Any changes in the projected use of proceeds will be made at the sole discretion of our board of directors.

DILUTION
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The net tangible book value of our common stock on June 30, 2007 was approximately $36,293,447 or $1.23  per share. Net tangible book value
per share represents the amount of our total tangible assets, less our total liabilities, divided by the total number of shares of our common stock
outstanding. The number of shares of our common stock outstanding may be increased by shares issued upon payment of dividends, or exercise
of options and warrants, and, to the extent options and warrants are exercised for cash, the net tangible book value
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of our common stock may increase. If all the options and warrants for which the shares of our common stock that are issuable upon exercise of
the options and warrants were exercised for cash, the net tangible book value of our common stock would be $49,924,614 or approximately
$1.41 per share, excluding the effect of any other transactions occurring after June 30, 2007. Since we will not receive any of the proceeds from
the sale of common stock sold under this prospectus, the net tangible book value of our common stock will not be increased as a result of such
sales, nor will the number of shares outstanding be affected by such sales. Consequently, there will be no change in the net tangible book value
per share of our common stock as a result of any sales under this prospectus. However, any dilution to new investors will represent the
difference between the amount per share paid by purchasers of shares of our common stock from the selling stockholders in this offering and the
net tangible book value per share of our common stock at the time of purchase.

MARKET PRICE OF COMMON STOCK

Edgar Filing: GEOPETRO RESOURCES CO - Form 424B3

101



Edgar Filing: GEOPETRO RESOURCES CO - Form 424B3

102



Our common stock trades on the American Stock Exchange under the symbol �GPR�. Our common stock is also listed on the Toronto Stock
Exchange under the symbol �GEP.s�. On October 30, 2007, the last reported sale prices for our common stock on the American Stock Exchange
and Toronto Stock Exchange were $4.00 and $3.25, respectively. The following table sets forth the high and low sale prices of our common
shares as reported on the American Stock Exchange and the Toronto Stock Exchange and bid prices as quoted in the United States in the �pink
sheets� over-the-counter market for the periods presented. Prior to the first quarter of 2006, there was no trading market for our common shares.

American Stock Toronto Stock
Exchange (1) Exchange (2) U.S. Pink Sheets

High Low High Low High Low
2007
Fourth Quarter through
October 30, 2007 $ 4.20 $ 3.78 $ 4.00 $ 3.01 N/A N/A
Third Quarter $ 4.05 $ 3.55 $ 3.35 $ 2.50 N/A N/A
Second Quarter $ 4.75 $ 3.50 $ 2.95 $ 2.30 N/A N/A
First Quarter $ 6.25 $ 2.66 $ 3.39 $ 2.61 $ 4.10 $ 2.66
2006
Fourth Quarter N/A N/A $ 3.05 $ 2.35 $ 3.25 $ 2.25
Third Quarter N/A N/A $ 3.40 $ 2.76 $ 3.50 $ 2.25
Second Quarter N/A N/A $ 3.98 $ 3.15 $ 9.00 $ 3.68
First Quarter N/A N/A $ 3.50 $ 3.50 $ 10.05 $ 3.50
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(1)  Our common stock commenced trading on the American Stock Exchange on February 15, 2007.

(2)  Our common stock is quoted in U.S. dollars on the Toronto Stock Exchange. Our common stock
commenced trading on the Toronto Stock Exchange on March 30, 2006.

As of October 30, 2007, there were 577 holders of record of our common shares.

Over-the-counter market quotations reflect inter-dealer prices, without retail mark-up, mark-down or commission, and may not necessarily
represent actual transactions.

DIVIDENDS
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On March 28, 2007, all outstanding shares of Series AA 8% Convertible Preferred Stock converted to common shares. Dividends on Series AA
preferred stock are no longer payable. The holders of Series AA preferred stock were entitled to receive ratably such cash dividends, as were
declared from time to time by the board of directors out of funds legally available therefor and, when declared, dividends were paid at the rate of
$0.28 per share per annum, paid on a calendar quarter basis. Prior to the conversion, we had declared and paid dividends on a quarterly basis
with respect to all outstanding shares of Series AA preferred stock at the rate of $0.28 per share per year from the time the Series AA stock was
issued.
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The holders of our common stock shall be entitled to receive ratably such lawful dividends as may be declared by the Board of Directors. We
have never paid any dividends, whether cash or property, on our common stock. For the foreseeable future it is anticipated that any earnings
which may be generated from our operations will be used to finance our growth and that dividends will not be paid to common stockholders.

18

Edgar Filing: GEOPETRO RESOURCES CO - Form 424B3

107



SELECTED CONSOLIDATED FINANCIAL DATA
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The following selected consolidated financial data should be read in conjunction with �Management�s Discussion and Analysis of Financial
Condition and Results of Operations� and our consolidated financial statements and the related notes to those statements included elsewhere in
this prospectus. The consolidated statements of operations data for the years ended December 31, 2004, 2005 and 2006 and the balance sheet
data as of December 31, 2005 and 2006 are derived from our audited consolidated financial statements included elsewhere in this prospectus.
The consolidated statements of operations data for the years ended December 31, 2002 and 2003 and the balance sheet data as of December 31,
2002, 2003 and 2004 are derived from our audited consolidated financial statements not included in this prospectus. The selected consolidated
statements of operations data for the six months ended June 30, 2006 and 2007 and the selected consolidated balance sheet data as of June 30,
2007 have been derived from our unaudited consolidated financial statements included elsewhere in this prospectus. The unaudited consolidated
financial statements include, in the opinion of management, all adjustments that management considers necessary for the fair presentation of the
financial information set forth in those statements. Historical results are not necessarily indicative of the results to be expected in the future, and
the results for the six months ended June 30, 2007 should not be considered indicative of results expected for the full year.

Six Months Ended For The Years Ended December 31,
June 30, 2007 June 30, 2006 2006 2005 2004 2003 2002
(unaudited) (unaudited) (audited) (audited) (audited) (audited) (audited)

Consolidated Statement
of Operations:
Revenues 4,212,192 3,467,517 6,716,360 7,975,990 5,825,072 2,452,648 21,659
Lease operating expense 846,107 717,929 1,602,932 878,176 780,237 582,889 19,955
General and
administrative 1,526,919 1,287,620 2,347,447 1,551,747 1,963,649 1,259,269 856,491
Net profits expense 428,588 360,471 632,708 856,837 579,590 225,869 �
Impairment expense � � 38,849 � 2,038,422 473,496 �
Depreciation and
depletion expense 1,229,870 1,106,162 2,406,612 1,832,693 2,077,004 798,555 5,138
Earnings (loss) from
operations 180,708 (4,665) (312,188) 2,856,537 (1,613,830) (887,430) (859,925)
Net income (loss) 56,164 (60,092) (482,406) 2,640,471 (2,077,615) (1,684,692) (1,284,480)
Net income (loss)
attributable to common
shareholders 56,164 (322,617) (1,011,806) 2,111,074 (2,606,978) (1,943,565) (1,299,700)

Earnings (Loss) per
Share:
Basic 0.00 (0.01) (0.04) 0.10 (0.14) (0.12) (0.09)
Diluted 0.00 (0.01) (0.04) 0.09 (0.14) (0.12) (0.09)

Weighted Average
Number of Common
Shares Outstanding:
Basic 28,510,691 24,609,367 25,990,868 20,890,841 18,901,607 16,497,898 14,465,177
Diluted 30,897,006 24,609,367 25,990,868 24,001,888 18,901,607 16,497,898 14,465,177

Production Data:
Natural gas (Mcf) 1,108,338 1,084,684 2,229,059 1,991,105 2,316,895 1,217,327 14,737
Natural gas (Mcfd) 6,123 5,993 6,107 5,455 6,348 3,335 40

Production Data reduced
by net profits interests:
Natural gas (Mcf) 969,796 949,099 1,950,427 1,742,217 2,027,283 1,065,161 14,737
Natural gas (Mcfd) 5,358 5,244 5,344 4,773 5,554 2,918 40

Average Sales Prices:
Natural gas (per Mcf) 3.80 3.19 3.01 4.01 2.51 2.01 1.47
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As of As of December 31,
June 30, 2007 2006 2005 2004 2003 2002
(unaudited) (audited) (audited) (audited) (audited) (audited)

Balance Sheet Information:
Current Assets 3,625,503 2,366,081 1,718,893 1,579,388 2,967,626 832,255
Total Assets 40,560,691 39,061,478 25,014,826 22,771,411 18,875,981 13,652,187
Current liabilities 4,216,018 3,604,342 3,574,466 7,582,377 1,471,248 2,383,725
Long-term liabilities 51,226 48,842 26,641 24,705 5,242,554 4,853,409
Deferred income taxes � � � � � �

Accumulated Deficit (10,337,821) (10,393,985) (9,382,179) (11,493,253) (8,886,275) (6,942,710)

20

Edgar Filing: GEOPETRO RESOURCES CO - Form 424B3

111



Edgar Filing: GEOPETRO RESOURCES CO - Form 424B3

112



MANAGEMENT�S DISCUSSION AND ANALYSIS OF FINANCIAL
CONDITION AND RESULTS OF OPERATIONS
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The following discussion and analysis should be read in conjunction with accompanying financial statements and related notes included
elsewhere in this prospectus. It contains forward looking statements that reflect our future plans, estimates, beliefs and expected performance.
The forward looking statements are dependent upon events, risks and uncertainties that may be outside our control. Our actual results could
differ materially from those discussed in these forward looking statements. Factors that could cause or contribute to such differences include,
but are not limited to, market prices for natural gas and oil, economic and competitive conditions, regulatory changes, estimates of proved
reserves, potential failure to achieve production from development drilling projects, capital expenditures and other uncertainties, as well as
those factors discussed below and elsewhere in this prospectus, particularly in �Risk Factors� and �Cautionary Notes Regarding Forward
Looking Statements�, all of which are difficult to predict and which expressly qualify all subsequent oral and written forward-looking
statements attributable to us or persons acting on our behalf. In light of these risks, uncertainties and assumptions, the forward looking events
discussed may not occur. We do not have any intention or obligation to update forward-looking statements included in this prospectus after the
date of this prospectus, except as required by law.

Overview
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We are an oil and gas company in the business of exploring and developing oil and natural gas reserves on a worldwide basis. Since inception,
we have conducted leasehold acquisition, exploration and drilling activities on our North American, Australian and Indonesian prospects. These
projects currently encompass approximately 1.03 million gross (236,170 net) acres, consisting of mineral leases, production sharing contracts
and exploration permits that give us the right to explore for, develop and produce oil and natural gas. Most of these properties are in the
exploration, appraisal or development drilling phase and have not begun to produce revenue from the sale of oil and natural gas. Excluding
minor interest and dividend income, our only significant cash inflows until 2003 were the recovery of capital invested in projects through sale or
other divestiture of interests in oil and gas prospects to industry partners.

Since 2003, substantially all of our revenue has been generated from natural gas sales derived from the Magness #1, the Fannin#1, and the
Mitchell#1 wells in the Madisonville Field in East Texas under spot gas purchase contracts at market prices. Natural gas sales from the
Madisonville Field are expected to account for substantially all of our revenues for 2007. We expect the majority of our capital expenditures in
2007 to be the costs of drilling and completing wells in the Madisonville Field.
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Six Months Ended For The Years Ended December 31,
June 30, 2007 June 30, 2006 2006 2005 2004 2003 2002
(unaudited) (unaudited) (audited) (audited) (audited) (audited) (audited)

Consolidated Statement of
Operations:
Revenues 4,212,192 3,467,517 6,716,360 7,975,990 5,825,072 2,452,648 21,659
Lease operating expense 846,107 717,929 1,602,932 878,176 780,237 582,889 19,955
General and administrative 1,526,919 1,287,620 2,347,447 1,551,747 1,963,649 1,259,269 856,491
Net profits expense 428,588 360,471 632,708 856,837 579,590 225,869 �
Impairment expense � � 38,849 � 2,038,422 473,496 �
Depreciation and depletion
expense 1,229,870 1,106,162 2,406,612 1,832,693 2,077,004 798,555 5,138
Earnings (loss) from
operations 180,708 (4,665) (312,188) 2,856,537 (1,613,830) (887,430) (859,925)
Net income (loss) 56,164 (60,092) (482,406) 2,640,471 (2,077,615) (1,684,692) (1,284,480)
Net income (loss)
attributable to common
shareholders 56,164 (322,617) (1,011,806) 2,111,074 (2,606,978) (1,943,565) (1,299,700)

Revenue and Operating Trends in 2007

As discussed in the �Properties � Texas � Madisonville Project� section in this prospectus, in order to produce the gas reserves from the Rodessa
Formation, we developed an onsite plan to treat and remove impurities from the Madisonville Project natural gas in order to meet
pipeline-quality specifications. In 2003, the construction and installation of a natural gas treatment plant with a designed capacity of 18 million
cubic feet of gas per day (�MMcf/d�) and associated pipeline and gathering facilities were completed. The treatment plant and associated pipeline
and gathering facilities are owned by an unaffiliated third party.

In 2005 we secured a commitment from MGP to install and make operational additional treating facilities capable of treating 50 MMcf/d, which
combined with the capacity of the current in-service treating facilities will represent a total designed treating capacity of 68 MMcf/d for the
Madisonville treatment plant. In early October 2007, MGP completed the additional treating facilities and the additional treating capacity at such
facilities is currently being phased in.

Upon completion of the phase-in, we expect to produce our Fannin Well and Mitchell Well at a higher rate as the well rate has previously been
restricted due to capacity limitations in the gas treatment plant. The Mitchell Well was placed in production in June 2007. In addition, later in
2007 we expect to fracture stimulate the Wilson Well, and provided such stimulation is successful, we will place the Wilson Well on production.

In addition, our contract with MGP provides that for the first 18,000 Mcf/d of gas measured and delivered to the inlet flange of the gas treatment
plant, MGP will receive a treating fee of $1.50 per thousand cubic feet (�Mcf�) (this fee is presently $1.55 per Mcf adjusted for inflation). For any
gas volumes in excess of 18,000 Mcf/d of gas delivered to the inlet flange of the gas treatment plant, the treating fee received by MGP is reduced
from $1.50 to $1.10 per Mcf ($1.14 per Mcf adjusted for inflation). We record our revenues net of these treating fees. Thus, if we are able to
increase our inlet production volumes over 18 MMcf/d on a sustained basis, we expect to experience a disproportionately higher increase in
revenue due to lower average treating fees per Mcf.
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While there can be no assurance, the higher production rates from our wells combined with the lower average treating fees per Mcf, may result
in higher net production and increased revenue during later periods in 2007 as compared to the second quarter of 2007 and prior periods.

Industry Overview for the six months ended June 30, 2007

The six months ended June 30, 2007 saw strengthening natural gas prices. The Houston Ship Channel price, the index price prevailing in the
locale of our Madisonville Project in Madison County, Texas, as quoted in Gas Daily as of June 29, 2007, was $6.66 versus  $5.40 as of
December 29, 2006. Natural gas prices improved during the quarter due to higher demand induced by cold temperatures experienced in many
parts of the United States, among other factors.

Comparison of Results of Operations for six months ended June 30, 2007 and 2006

During the six months ended June 30, 2007, we had oil and natural gas revenues of $4,212,192. Our net production was 1,108,338 Mcf of
natural gas at an average price of $3.80 per Mcf. During the six months ended June 30, 2006, we had oil and natural gas revenues of
$3,467,517. Our net production for the six months ended June 30, 2006 was 1,084,684 Mcf at an average price of $3.19 per Mcf.
Revenues increased in the six months ended June 30, 2007 as compared to the prior year period due to higher gas prices and 2% higher
production volumes. Prices were approximately 19% higher for the six months ended June 30, 2007 versus the same period in 2006.
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During the six months ended June 30, 2007, we incurred lease operating expense of $846,107. Our average lifting cost for the 2007
period was $0.76 per Mcf. During the six months ended June 30, 2006, we incurred lease operating expense of $717,929. Our average
lifting cost for the 2006 period was $0.66 per Mcf. The higher average lifting cost for the six months ended June 30, 2007 was due to a
workover performed on the Magness well and higher production taxes attributable to the Fannin and Mitchell wells.
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During the six months ended June 30, 2007, we incurred net profits interest expense of $428,588 associated with the Magness, the Fannin, and
the Mitchell wells as compared to $360,471 during the six months ended June 30, 2006. The 19% increase resulted from higher gas prices as
well as slightly higher production volumes in the six months ended June 30, 2007 versus 2006.

General and administrative expenses for the six months ended June 30, 2007 were $1,526,919 compared to $1,287,620 for the six months
ended June 30, 2006. This represents a $239,299 increase over the prior year period due primarily to U.S. and Canada public company
filling fees, and costs associated with our SEC registration statement, listing on the American Stock Exchange and ongoing filing
requirements.
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Depreciation, depletion and amortization expense (�DD&A�) for the six months ended June 30, 2007 was $1,229,870 as compared to $1,106,162
in the same period of 2006, which amounts primarily represent amortization of the U.S. full cost pool for the six months ended June 30, 2007
and 2006, respectively. The increase was due to higher net production in the six months period of 2007 and an increase in the amount of
capitalized cost in the U.S. full cost pool.
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Earnings from operations totaled $180,708 for the six months ended June 30, 2007 as compared to loss from operations of $4,665 for the six
months ended June 30, 2006. The increase in the income from operations was due primarily to higher gas prices as well as slightly higher
production volumes in the six months ended June 30, 2007 versus 2006.

Other income for the six months ended June 30, 2007 and 2006 consisted of interest income in the amount of $56,201 and $91,894, respectively.
The reason for the decreased interest income was lower average cash and cash equivalent balances during the 2007 period as compared to 2006
period.

During the six months ended June 30, 2007 and 2006, we incurred interest expense of $178,445 and $126,030, respectively. The higher interest
expense in the current period was due to short-term borrowings which were incurred in 2007 to complete the Mitchell well as well as a workover
performed on the Magness well.

Net income before taxes for the six months ended June 30, 2007 was $58,464  as compared to net loss before taxes of $38,801 for the six months
ended June 30, 2006. The increase in net income during the six months ended June 30, 2007 was primarily due to higher gas prices as well as
slightly higher production volumes in the six months ended June 30, 2007 versus 2006.

Income tax expense for the six months ended June 30, 2007 was $2,300 compared to $21,291 in the same period of 2006. Income tax expense in
2006 was more than 2007 due to estimated 2005 tax return recorded in 2006.

Industry Overview for the Year Ended December 31, 2006

The year 2006 saw softening natural gas prices. The Houston Ship Channel price, the index price prevailing in the locale of our Madisonville
Project in Madison County, Texas, as quoted in Gas Daily as of December 29, 2006, was $5.40 versus $7.80 as of December 31, 2005. In the
year of 2005, the natural gas prices were strong as a result of hurricane related supply disruptions and generally tight supplies of natural gas in
the United States. Availability of capital, particularly equity capital for junior oil and natural gas companies, continued to show improvement in
2006. As a result of the initial public offering in Canada in March 2006, we were able to drill two wells in our Madisonville Project during 2006.

Company Overview in 2006

Our net loss after taxes for the year ended December 31, 2006 was $1,011,806. From our inception, through mid-2003, we only received
nominal revenues from our oil and natural gas activities, while incurring substantial acquisition and exploration costs and overhead expenses
which have resulted in an accumulated deficit through December 31, 2006 of $10,393,985. Commencing in May 2003, we placed our
Madisonville Project into production. Substantially all of our oil and natural gas sales for the year ended December 31, 2006 were derived from
our Madisonville Project, from two producing wells, the UMC Ruby Magness #1 well (the �Magness Well�) and the Angela Farris Fannin #1 well
(the Fannin Well�).
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Comparison of Results of Operations for the twelve months ended December 31, 2006 and 2005

During the twelve months ended December 31, 2006, we had oil and natural gas revenues of $6,716,360. Our net production was 2,229,059
thousand cubic feet (Mcf) of natural gas at an average price of $3.01 per Mcf. During the twelve months ended December 31, 2005, we had oil
and natural gas revenues of $7,975,990. Our net production for the twelve months ended December 31, 2005 was 1,991,105 Mcf at an average
price of $4.01 per Mcf. Revenues decreased in the twelve months ended December 31, 2006 as compared to the prior year period due to lower
gas prices in spite of 12% higher production volumes. Prices were approximately 25% lower for the twelve months ended December 31, 2006
versus the same period in 2005.

During the twelve months ended December 31, 2006, we incurred lease operating expenses of $1,602,932. Our average lifting cost for the 2006
period was $0.72 per Mcf. During the twelve months ended December 31, 2005, we incurred lease operating expenses of $878,176. Our average
lifting cost for the 2005 period was $0.44 per Mcf. The higher average lifting cost in 2006 was due to higher lease operating costs and
production taxes attributable to the Fannin #1 well. The primary reason for the increase in average lifting cost per Mcf were increases in
production costs related to the Fannin #1 well which was placed in production in March 2006. The production for the Magness and the Fannin
wells is at present limited to the current treatment plant�s capacity of up to 18,000 Mcf/d. Therefore, the production from the Fannin #1 and the
Magness #1 wells is limited to a rate that is below the combined productive flow capability of the wells. A majority of the lease operating costs
are fixed costs such as chemical treatments for the wells, insurance, ad valorem tax, and salaries paid to the field personnel. During the twelve
months ended December 31, 2006, the total lease operating costs for the Magness #1 well were $752,924 versus $878,176 in the same period of
2005. The net production of the Magness #1 well was 1,155,840 Mcf for the twelve months ended December 31, 2006 compared to 1,991,105
Mcf in same period of 2005. Some of the production decrease is attributable to natural declines and some of the decrease is attributable to the
fact that the Magness #1 well shared the treating capacity of the treatment plant with the Faninn #1 well in 2006 whereas in the comparable 2005
period it did not. As a result, the average lifting cost for Magness #1 well was $0.65 per Mcf for the twelve months ended December 31, 2006
versus $0.44 per Mcf in the same period of 2005. The Fannin #1 well�s average lifting cost was higher than the Magness #1 well due mainly to
the severance tax of $230,600 which was incurred on the Fannin #1 well for the twelve months ended December 31, 2006. The Magness #1 well
is exempt from the severance tax. The average lifting cost for the Fannin #1 well was $0.79 per Mcf for the twelve months ended December 31,
2006.

During the twelve months ended December 31, 2006, we incurred net profits interest expense of $632,708 associated with the Magness and
Fannin wells as compared to $856,837 during the twelve months ended December 31, 2005. The 26% decrease resulted from lower net revenues
from the wells in the twelve months ended December 31, 2006 versus 2005. The net profits interest is 12.5% of the net operating profits from
our Magness and Fannin wells.

General and administrative expenses for the twelve months ended December 31, 2006 were $2,347,447 compared to $1,551,747 for the twelve
months ended December 31, 2005. This represents a $795,700 increase over the prior year period due to primarily to:

1.  $198,000 of stock based compensation,
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2.  a $265,000 increase in directors and officers liability insurance,

3.  $48,000 in filing fees related to our public listing on the Toronto Stock Exchange; and

4.  $285,000 in legal, audit, printing and filing fees associated with the S-1 registration statement which was
prepared for the resale of some of our common stock.

For the year ended December 31, 2006, impairment expense was incurred in amount of $38,849 as compared to $0 in the same period of 2005.
The 2006 impairment write-downs were associated with the Canadian cost pool. The remaining costs of drilling a dry hole in Canada of $38,849
were expensed in 2006.

Depreciation, depletion and amortization expense (�DD&A�) for the twelve months ended December 31, 2006 was $2,406,612 as compared to
$1,832,693 in the same period of 2005, which amounts represent amortization of the U.S. full cost pool for the twelve months ended December
31, 2006 and 2005, respectively. The increase was due to higher net production in the twelve months period of 2006 and an increase in the
amount of capitalized cost in the U.S. full cost pool.

Loss from operations totaled $312,188 for the twelve months ended December 31, 2006 as compared to income from operations of $2,856,537
for the twelve months ended December 31, 2005. The decrease in the income from operations was due primarily to lower gas prices, higher lease
operating expenses, and higher G&A expenses.

Other income for the twelve months ended December 31, 2006 and 2005 consisted of interest income in the amount of $198,050 and $18,969,
respectively. The reason for the increased interest income was higher average cash and cash equivalent balances during 2006 period as compared
to 2005 period resulting from net proceeds received from common stock offerings completed by us in 2006.

During the twelve months ended December 31, 2006 and 2005, we incurred interest expense of $306,682 and $217,768, respectively. The higher
interest expense in the current year period was due to $194,691 in expense related to the amortization of debt issuance costs in connection with a
debt financing in January 2006 consisting of: (i) the fair market value assigned to common stock warrants issued, and (ii) a loan origination fee
paid.

Net loss before taxes for the twelve months ended December 31, 2006 was $420,820 as compared to net income before taxes of $2,657,738 for
the twelve months ended December 31, 2005. The loss incurred during 2006 was primarily due to lower gas income, higher lease operating
expenses as well as higher general and administrative costs.

Income tax expense for the twelve months ended December 31, 2006 was $61,586 compared to $17,267 in the same period of 2005. The
increased income tax expense was due to 2005 alternative minimum tax paid in 2006.
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Industry Overview for the Year Ended December 31, 2005
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The year 2005 saw continued strong natural gas prices as a result of hurricane related supply disruptions and generally tight supplies of natural
gas in the United States. The Houston Ship Channel price, the index price prevailing in the locale of our Madisonville Project in Madison
County, Texas, as quoted in Gas Daily as of December 31, 2005, was $7.80 versus $5.82 as of December 31, 2004. Availability of capital,
particularly equity capital for junior oil and natural gas companies, continued to show improvement in 2005, and in 2005, we raised $4,727,824
net of issuance costs through equity financing transactions. As a result, and through the sale of one of our Indonesian property interests, we were
able to repay our indebtedness of $1.7 million to various creditors and improve our capital position during 2005.

During 2005, we received a weighted average net price of $4.01 per mcf of gas sold. As further discussed under
�Properties�Texas�Madisonville Project�, we receive revenue for our gas sales net of certain costs to treat and transport the gas. The
weighted average gross price during 2005, prior to the deduction of the treating and transportation costs, was $6.81. This compares to
$7.80 which was the price prevailing on the last day of 2005.

Company Overview in 2005
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Our net income for the year ended December 31, 2005 was $2,640,471. From our inception to 2003, we only received nominal revenues from
our oil and natural gas activities, while incurring substantial acquisition and exploration costs and overhead expenses which resulted in our
sustaining an accumulated deficit through December 31, 2005 of $9,382,179. We placed our Madisonville Project into production in May 2003.
Substantially all of our oil and natural gas sales for the year ended December 31, 2005 were derived from our Madisonville Project, from one
producing well, the Magness #1 well.

Comparison of Results of Operations for the twelve months ended December 31, 2005 and 2004
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During the year ended December 31, 2005, we had oil and natural gas revenues of $7,975,990. Our net production was 1,991,105 thousand cubic
feet (Mcf) of natural gas at an average price of $4.01 per Mcf. During the year ended December 31, 2004, we had oil and natural gas revenues of
$5,825,072. Our net production for the year ended December 31, 2004 was 2,316,895 Mcf at an average price of $2.51 per Mcf. Revenues
increased in the year ended December 31, 2005 as compared to the prior period due to higher gas prices. Average prices in 2005 were 60%
higher than 2004, more than offsetting the 14% drop in production from 2004 to 2005. Production was lower due to normal declines associated
with the production of reserves from the Magness #1 well.

During the year ended December 31, 2005, we incurred lease operating expenses of $878,176. Our average lifting cost for this period was $0.44
per Mcf. During the year ended December 31, 2004, we incurred lease operating expenses of $780,237. Our average lifting cost for this period
was $0.34 per Mcf. The primary reasons for the increase in average lifting cost per Mcf were increases in costs and lower net production. The
increase in lease operating costs was due primarily to higher insurance premiums, approximately $40,000, and higher costs of chemical
treatments, approximately $60,000 associated with the Magness #1 well.

During the year ended December 31, 2005, we incurred net profits interest expense of $856,837 associated with the Magness Well compared to
$579,590 during the year ended December 31, 2004. The increase resulted from higher revenues associated with the Magness Well in 2005
versus 2004.
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General and administrative expenses for the year ended December 31, 2005 were $1,551,747 compared to $1,963,649 for the year ended
December 31, 2004. This represents a $411,902 decrease over the prior year period due to stock based compensation incurred in 2004. During
2004 we issued 500,000 shares of our common stock for cash proceeds of $500,000 in connection with the exercise of stock options by an
officer and director. Concurrent with the exercise of stock options, the officer sold 117,647 shares of common stock to us at the estimated fair
market value price prevailing at that time of $4.25 per share. We recorded compensation expense of $500,000 in connection with the purchase of
stock.

Depreciation, depletion and amortization expense for the year ended December 31, 2005 was $1,832,693 compared to $2,077,004 in the year
ended December 31, 2004, which amounts represent amortization of the U.S. full cost pool for the year ended December 31, 2005 and 2004,
respectively. The decrease was due to lower net production in 2005 as well as an upward revision in net proved reserve estimates during the
year.

For the year ended December 31, 2005, no impairment expense was incurred as compared to $2,038,422 for the year ended December 31, 2004.
The 2004 impairment write-downs were associated with the Canadian and Australian cost pools. We expensed the costs of drilling dry holes in
those areas during 2004 while no such costs associated with unsuccessful wells were incurred in 2005.

Earnings from operations totaled $2,856,537 for the year ended December 31, 2005 compared to a loss of $1,613,830 for the year ended
December 31, 2004. The increase in the earnings from operations was due primarily to higher revenues associated with the Magness Well.

Other income for the year ended December 31, 2005 and 2004 consisted of interest income in the amount of $18,969 and $6,548, respectively.
The reason for the increase was higher average cash and cash equivalents balances for the 2005 period as compared to 2004.

During the year ended December 31, 2005 and 2004, we incurred interest expense of $217,768 and $402,958, respectively. The lower interest
expense in the current year period was due to lower average debt levels. In March 2004, we incurred a cash finders fee of $67,375 to a director
associated with the negotiation of a reduction in debt through the conversion of $1,347,500 of long-term debt to equity.

Net income after taxes for the year ended December 31, 2005 was $2,640,471 compared to net loss of $2,077,615 for the year ended
December 31, 2004. The increase in net income was primarily due to higher revenues associated with the Magness Well and the impairments
expense recorded in the previous period.

Industry Overview for the Year Ended December 31, 2004
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The year 2004 saw continued strong natural gas prices as a result of tight supplies of natural gas in the United States. The Houston Ship Channel
price, the index price prevailing in the locale of the Madisonville Project, as quoted in Gas Daily as of December 30, 2004, was $5.82 versus
$5.76 as of December 31, 2003. Availability of capital, particularly equity capital for junior oil and natural gas companies, continued to show
improvement in 2004, and in 2004, we raised $3,479,899 net of issuance costs through equity financing transactions.
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Revenue Trend in 2004

Edgar Filing: GEOPETRO RESOURCES CO - Form 424B3

140



Edgar Filing: GEOPETRO RESOURCES CO - Form 424B3

141



The results of operations for the year ended 2004 reflected a full year of production revenues from the Madisonville Project where we had one
well on production. Substantially all of our oil and natural gas sales for the year ended December 31, 2004 were derived from our Madisonville
Project in Madison County, Texas.

Comparison of Results of Operations for the Years ended December 31, 2004 and 2003
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During the year ended December 31, 2004, we had oil and natural gas revenues of $5,825,072. Our net production was 2,316,895 Mcf at an
average price of $2.51 per Mcf. During the year ended December 31, 2003, we had oil and natural gas revenues of $2,452,648. Our net
production was 1,217,327 Mcf at an average price of $2.01 per Mcf for 2003.

During the year ended December 31, 2004, we incurred lease operating expenses of $780,237. Our average lifting cost for this period was $0.34
per Mcf. During the year ended December 31, 2003, we incurred lease operating expenses of $582,889. Our average lifting cost for this period
was $0.48 per Mcf. The reason for the significant decrease in average lifting cost per Mcf was that the Magness Well experienced significantly
higher production volumes in 2004 versus 2003.

During the year ended December 31, 2004, we incurred net profits interest expense of $579,590 associated with the Magness Well compared to
$225,869 in 2003. This was due to higher revenues associated with the Magness Well in 2004 versus 2003.

General and administrative expenses for the year ended December 31, 2004 were $1,963,649 compared to $1,259,269 for 2003. This represents
a $704,380 or a 56% increase over the prior year period. The primary reason for the increase was a $500,000 non-cash charge associated with
stock-based compensation. During 2004 we issued 500,000 shares of our common stock for cash proceeds of $500,000 in connection with the
exercise of stock options by an officer and director. Concurrent with the exercise of stock options, the officer sold 117,647 shares of common
stock to us at the estimated fair market value price at that time of $4.25 per share. We recorded compensation expense of $500,000 in connection
with the purchase of stock. The balance of the increase was due to additional employees and salary increases.

Depreciation, depletion and amortization expense for the year ended December 31, 2004 was $2,077,004 compared to $798,555 for 2003,
substantially all of which represents amortization of the U.S. full cost pool for the respective periods. The increase was due to higher depletion
expense associated with the Magness Well due to higher production in 2004 versus 2003.

For the years ended December 31, 2004 and 2003, we incurred impairment expense of $2,038,422 and $473,496, respectively. The 2004
impairment write-downs were associated with the Canadian and Australian cost pools while the 2003 impairment write-down was due to the
expiration of Permit #386 in Australia. We expensed the costs of drilling dry holes in Canada and Australia during 2004. The impairment charge
in 2003 relates to the costs capitalized in connection with an exploration permit which expired during 2003.

Loss from operations totaled $1,613,830 for the year ended December 31, 2004 compared to a loss of $887,430 for 2003. The increase in the
loss from operations was due to higher impairments and depletion expenses.
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Other income for the year ended December 31, 2004 and 2003 consisted of interest income in the amount of $6,548 and $4,769, respectively.
The reason for the increase was higher average cash and cash equivalents balances for the 2004 period as compared to 2003.

During the years ended December 31, 2004 and 2003, we incurred interest expense of $402,958 and $802,031, respectively. The higher interest
expense in the prior year period was due to short-term borrowings which were incurred to drill and complete the injection well and equipment
for production of the Magness Well. In 2004, we incurred debt conversion expense of $67,375 associated with the conversion of $1,347,500 of
long-term debt to equity.

Net loss for the year ended December 31, 2004 was $2,077,615 compared to a loss of $1,684,692 for the year ended December 31, 2003. The
increase in net loss was primarily due to higher impairments and depletion.

Recent Developments
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On August 13, 2007, we sold, pursuant to a private placement, 2,002,599 units of our securities at a price of $3.85 per unit for total gross
proceeds of $7,710,006. Each unit consists of one share of common stock and a warrant to purchase three-tenths of a common share. Each one
whole warrant shall entitle the holder to acquire one share of common stock at a price of $4.50 per share for a period of five years from the
closing date. The units were purchased by a a small number of accredited investors. We agreed to file a resale registration statement covering the
common shares sold in the placement. The gross proceeds of the sale of common shares will be used to fund the Company�s exploration and
development program and for general working capital purposes.

Under the terms of a registration rights agreement in connection with the private placement, we must pay the holders of the registrable securities
issued in the private placement liquidated damages if a registration statement is not filed in conjunction with the private placement with the U.S.
Securities and Exchange Commission (SEC) within 60 days of the closing of the private placement (August 13, 2007).  In addition, we must pay
the holders of the registrable securities liquidated damages in the event a registration statement that was filed in conjunction with the private
placement has not been declared effective by the U.S. Securities and Exchange Commission (SEC) within 180 days of the closing of the private
placement (August 13, 2007). We must pay as liquidated damages a number of shares of common stock equal to 1.0% of the number of shares of
our common stock (including common stock underlying warrants) that were issued to the holder for each 30-day period (pro rated on a daily
pro-rata basis for periods shorter than 30 days) that the above conditions are not met, not to exceed 10% of the aggregate number of shares of
common stock issued to such holder.

In February 2007, we borrowed $900,000 pursuant to three promissory notes bearing interest at 8% per annum. The notes mature on October 31,
2007. In connection with these notes, we paid loan origination fees totaling $27,000 and issued warrants to the Noteholders to purchase 45,000
shares of our common stock at $3.50 per share through February 2009.

In February 2007, we received an extension of the maturity date of our promissory note for $1,000,000 payable to Pine Hill Capital, LLC to
October 31, 2007. In connection with the extension, we paid a loan extension fee of $30,000 and issued a warrant to purchase 50,000 shares of
our common stock at $3.50 per share which expires in February 2009. If we do not repay the note by October 31, 2007, we are required to
dedicate 5% of our net cash flow from the Madisonville Project located in Madison County, Texas, toward the unpaid principal and all accrued
and unpaid interest on the note, until all such amounts are paid in full. Net cash flow for this purpose means gross revenues, less royalties,
production taxes and net profits interest expense.

In February 2007, Stuart J. Doshi, President and CEO, loaned $100,000 to us pursuant to a promissory note bearing interest at 8% per annum,
payable upon demand. We repaid the note plus accrued interest on March 28, 2007.

On June 7, 2006, we loaned $1,000,000 to G. Carter Sednaoui, a 5% shareholder at the time of the loan, evidenced by a full-recourse short-term
promissory note with a maturity date of March 31, 2007. On March 30, 2007, we extended the maturity date of the note to June 30, 2007. On
June 29, 2007, we received full payment of the note plus accrued interest.

On March 28, 2007, all 1,890,710 of our outstanding shares of our Series AA Stock automatically converted into 1,890,710 shares of our
common stock. Under our Amended and
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Restated Articles of Incorporation, the Series AA stock automatically converts into common shares on a one-for-one share basis effective the
first trading day after the reported high selling price for our common shares is at least $5.25 per share for any consecutive ten trading days,
which condition was met on March 27, 2007. As a result of the conversion of our Series AA stock to common stock on March 28, 2007,
dividends on the Series AA Stock ceased accruing on December 31, 2006. In 2006, dividends paid on the Series AA Stock totaled $529,400.

On April 25, 2007, May 9, 2007, and June 13, 2007, J. Chris Steinhauser, an officer and director, exercised warrants to purchase 80,000, 70,000
and 33,333 shares of common stock at an exercise price of $2.00, $2.00 and $4.00 per share, respectively. The warrants were granted on June 18,
2000 and had expiration dates of between June 18 and June 30, 2007.

On May 11 and May 14, 2007, we issued 12,357 and 25,000 shares of common stock at an exercise price of $3.50 per share in connection with
exercises of outstanding warrants.

On June 20, 2007, we agreed to sell and transfer all of our remaining property interests in Australia to an unrelated party for cash consideration
and a Petroleum Sales Royalty Payment equal to 25% of the future annual earnings before interest, taxes, depreciation and amortization from the
property interests. The agreement is subject to satisfaction of certain terms and conditions. Specifically, the agreement provides that we will be
paid consideration for the sale and transfer of our property interests as follows:

1. Initial cash consideration of $175,000 subject to certain closing conditions;

2. a  second cash payment of $175,000 upon a successful flow test of petroleum from a well located on the property interests. A
successful flow test is defined for purposes of this agreement to be a test of at least 7 million standard cubic feet of natural gas for a continuous
and uninterrupted 24 hour period (or an equivalent oil/condensate rate based on a conversion ratio of 6000 cubic feet of gas to a barrel of oil or
condensate); and,

3. a Petroleum Sales Royalty Payment equal to 25% of the future annual earnings before interest, taxes, depreciation and amortization
from the property interests up to a total amount of $2,200,000.

On June 21, 2007, we entered into a participation agreement wherein we acquired a 50% non-operated working interest in the Goodwin
Prospect, which is located in the Central Alberta Basin, Canada. We can earn a total of 12,000 acres by the drilling of wells. Subsequent to June
30, 2007, we advanced US $494,677 to be applied toward the drilling and completion of the first well in the prospect, the Nexstar Goodwin
16-19-58-12 Well as well as US $21,193 towards the acquisition of additional leases in the Goodwin Prospect.

Liquidity and Capital Resources
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We had a working capital deficit of $590,515 versus $1,238,261 at June 30, 2007 and December 31, 2006, respectively. Our working capital
increased during six months ended June 30, 2007 due primarily to higher oil and gas income for the six months ended June 30, 2007 in spite of
increased costs associated with our SEC registration, our listing on the American Exchange and the Mitchell well�s hookup costs.
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We have historically financed our business activities through June 30, 2007 principally through issuances of common shares, promissory notes
and common stock purchase warrants in private placements. These financings, since 2004, are summarized as follows:

Six Months
Ended Years Ended December 31,

June 30, 2007 2006 2005 2004
(unaudited)

Cash flows from Financing Activities:
Proceeds from sale of common shares, option and warrant
exercises, net 620,644 16,717,604 4,727,824 3,479,899
Payments of preferred dividends � (529,400) (529,397) (529,363)
Proceeds from promissory notes, net 1,000,000 1,900,000 � 2,075,000
Payment of loan fee (57,000) (30,000) � �
Repayments of promissory notes (100,000) (900,000) (4,781,807) (1,158,569)
Deferred offering costs � (1,213,789) (730,906) (150,255)
Purchase of treasury stock � � (592,435) �
Net cash provided by (used in) financing activities $ 1,463,644 $ 15,944,415 $ (1,906,721) $ 3,716,712

The net proceeds of our financings have been primarily invested in oil and natural gas properties totaling $1,430,493, $16,721,944, $5,602,741,
and $9,171,589 for the six months ended June 30, 2007 and for the years ended December 31, 2006, 2005, and 2004, respectively.

On May 31, 2005, we paid the remaining balance of $962,780 plus accrued but unpaid interest of $4,431 on a note to G. Carter Sednaoui dated
July 19, 2004. See �Certain Relationships and Related Party Transactions.�

In October 2005, we sold our 40% interest in C-G Yapen for cash proceeds of $2.4 million. Our cost basis in C-G Yapen was $698,000. The sale
of the interest was recorded as a reduction of the capitalized cost pool for the Indonesian properties. We utilized the cash proceeds to repay
indebtedness during the fourth quarter of 2005. On October 27, 2005, we repaid the remaining principal balance of $1,260,292 plus accrued but
unpaid interest of $8,287 on the Rolling Hill Promissory Note dated October 18, 2002, as well as the unsecured promissory note dated
September 30, 2004 with a remaining principal balance of $475,000 and accrued but unpaid interest of $9,058 to Patricia S. Cayce. See �Certain
Relationships and Related Party Transactions.�
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Our cash balance at June 30, 2007 was $2,702,934 compared to a cash balance of $734,561 at December 31, 2006. The change in the Company�s
cash balance is summarized as follows:

Cash balance at December 31, 2006 $ 734,561
Sources of cash:
Cash provided by operating activities 941,103
Cash provided by financing activities 1,463,644
Cash provided by payment of notes receivable 1,000,000

Total sources of cash including cash on hand 4,139,308

Uses of cash:
Cash used in investing activities:
Oil and natural gas property expenditures (1,430,493)
Furniture, fixtures and equipment (5,881)
Total uses of cash (1,436,374)
Cash balance at June 30, 2007 $ 2,702,934

During January and February 2006, we conducted a private placement of common shares to accredited investors. We issued 927,314 common
shares at $3.50 per share for gross cash proceeds of $3,245,600 (net of $3,123,408).

On January 31, 2006, we borrowed $1,000,000 from Pinehill Capital Inc. pursuant to an 8% promissory note with a maturity date of January 31,
2007. We issued 150,000 shares at $3.50 per share of no par voting common stock warrants, immediately exercisable with an expiration date on
January 31, 2009 to Pinehill Capital Inc., as well as a $30,000 loan origination fee. The fair market value of the warrants on the date of issuance,
$182,390, as well as the $30,000 loan origination fee, was recorded as a debt discount and is being amortized over the life of the promissory
note. On February 1, 2007, the maturity date was extended to October 31, 2007. We paid $80,000 accrued interest thru January 31, 2007. In
connection with the extension, we paid a loan extension fee of $30,000 and granted a three-year warrant exercisable to purchase 50,000
Common Shares at $3.50 per share. The fair value of the warrants on the date of issuance, $57,242, together with the $30,000 loan extension fee,
were recorded as a debt discount and are being amortized over the life of the promissory note. As of June 30, 2007, the unamortized debt
discount was $38,774. In the event this note is not repaid by the maturity date, and unless an extension thereof is mutually agreed to, then we
have agreed that we shall dedicate 5% of our net cash flow from the Madisonville Field toward the unpaid principal amount and all accrued and
unpaid interest thereon, until such amounts are paid in full. Net cash flow for purposes of this provision means gross revenues received by us
less royalties, production taxes and net profits interest expense.

On March 30, 2006, we completed an initial public offering pursuant to a final prospectus under the securities laws of each of the provinces of
Canada, which consisted of 3,730,021 common shares from our treasury at an issue price of $3.50 per common share and 519,500 common
shares issued on a �flow-through� basis under the Income Tax Act of Canada at an issue price of $3.85 per common share for aggregate gross
proceeds of $15,055,149. We used the net proceeds of the offering to fund development drilling of proven and probable natural gas reserves
associated with the Madisonville Project and to conduct exploration and appraisal activities on our other projects in the United States, Canada
and Indonesia.

It is required that we expend $2,000,075 of the proceeds realized from the Canadian offering from the issuance of 519,500 �flow-through� shares
toward Canadian exploration expense pursuant to Canadian tax law. Canadian exploration expense generally means, but is not limited to, the
drilling of exploratory wells in Canada. Pursuant to the terms of our agreement with the subscribers of the �flow-through� shares, we must
renounce the tax deductions which would result from these expenditures and pass the deductions through to the holders of these shares. We must
incur these expenditures by the end of our fiscal year ended December 31, 2007.
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Our current cash and cash equivalents and anticipated cash flow from operations may not be sufficient to meet our working capital,
capital expenditures and growth strategy requirements for the foreseeable future. See �Outlook for 2007� for a description of our expected
capital expenditures for 2007. If we are unable to generate revenues necessary to finance our operations over the long-term, we may
have to seek additional capital through the sale of our equity or borrowing. As noted in �Recent Developments,� we periodically borrow
funds pursuant to short term promissory notes to finance our activities Contractual Obligations.
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A summary of our contractual obligations as of December 31, 2006 is provided in the following table.

Payments Due By Period(6)
Contractual Obligations
at December 31, 2006 Total

Less than
1 year 1-3 years 3-5 years

More than
5 years

Operating lease obligations(1) $ 168,256 $ 76,856 $ 91,400 $ 0 $ 0
Production sharing contract(2) 120,000 120,000 0 0 0
Madisonville Field drilling
obligation(3) 10,000,000 0 10,000,000 0 0
Cook Inlet Alaska work
program(4) 3,568,063 0 3,568,063 0 0
Canadian flow-through shares(5) 2,000,075 2,000,075 0 0 0
Total $ 15,856,394 $ 2,196,931 $ 13,659,463 $ 0 $ 0
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