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Company Introduction

Victory Energy Corporation ( stock ticker symbol VYEY.OB ) is a publicly traded, devel
mental stage petroleum company primarily dedicated to energy related opportunities
Company goal is to evaluate profitable options, develop a solid foundation through le:
ship and sound business acumen, and acquire producing wells as well as other pote
profitable prospects within the Oil & Gas industry. Victory Energy Corporation focuses
the oil and gas industry. It engages in the acquisition and development of oil and gas p
ties in the United States and Canada.

Victory Carbon Solutions Inc. was formed as a wholly owned subsidiary of the Corpore
to participate in the Green House Gas
markets and for the Corporation to join in the Carbon Credits exchange currently offere
part of the Chicago Climate Exchange. In addition the Corporation will utilize this platfc
to establish a fund having a focus of investing in Carbon Credits as well as financing
friendly projects like, windmill farms, geothermal production, solar farms, and other en
saving projects

Management has determined that the Company will focus on projects in the oil and gz
dustry. This is based upon a belief that this industry is becoming an economically v
sector in which to conduct business operations. VYEY has targeted specific prospect:
intend to engage in the drilling for o
great deal of experience in the oil and gas industry and has already recruited additior
perience with the addition of new directors and advisory board member.

The Corporation owns eight (8) producing shallow gas wells located in th&agimatis
Ranch located in Crockett County Texas. The ABaggett Canyon Sandstone gas field is
located in the Permian Basin part of the 6th largest known oil and gas reserves in the \
The Canyon Sandstone formation is found at a depth of 4,300 feet to 4,900 feet. Eact
drilled in the field has an estimated proven undeveloped reserve of 500 Million cubic fe
gas per well, giving a total of approximately 4 Billion cubic feet of natural gas of prc
undeveloped reserves for the Corporation. The Corporation has three (3) more shalloy
wells coming on line in the near future, and currently has two (2) deep wells being drill
a depth of 12,500 feet.


mailto:mailto:info@granadacapital.comf?subject=d
http://granadacapital.com/researchreports.html
http://granadacapital.com/researchreports.html
http://granadacapital.com/researchreports.html
http://granadacapital.com/researchreports.html
http://granadacapital.com/freeresearchreports/
http://granadacapital.com/freeresearchreports/
http://granadacapital.com/freeresearchreports/

GRANADA CAPITAL GROUP

Victory Energy

Company SnapShOt Data As of 7/7/08
Last Trade: 0.0550
Average Volume (10 day) 1,180,940
Average Volume (3 month) 1,294,400
52Week Higl$ 0.50
52Week Low? 0.03
Shares Outstanding 60.03M
Market Cap: 3.30M
Float: 53.74M

Stock Price History
Beta: -2.05
52Week Change -46.67%
S&P500 52Veek Change -17.21%
52Week High (:May07} 0.50
52Week Low (30anr08} 0.03
50-Day Moving Average 0.178
200Day Moving Average 0.109

1-Year Stock Activity

Source: Yahoo Finance
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GRANADA CAPITAL GROUP VICtory Energy

Company News

Today, Mon, Jul 7, 2008
Victory Energy Moves Forward With Horizontal Drilling

Victory Energy Reports Revenue

Wed, Jul 2, 2008
Victory Energy Receives Permit Approval

Mon, Jun 30, 2008
Victory Energy Acquires Additional Oil & Gas Lease

Wed, Jun 25, 2008
Victory Energy Evaluates Horizontal Drilling Technology for Gas Wells

Mon, Jun 23, 2008
Victory Energy Set Casing on Twelfth Gas Well, Drilling and Production Update

Thu, Jun 12, 2008
Victory Energy Plans to Acquire Additional Drilling Capacity

Wed, Jun 11, 2008
VICTORY ENERGY CORP Financials

Mon, Jun 9, 2008
Victory Energy Gas Wells Continue on Target

Mon, Jun 2, 2008
Victory Energy Starts Drilling Twelfth Gas Well

Thu, May 29, 2008
Victory Energy Posts Monthly Revenues From Gas Production

Tue, May 27, 2008
Victory Energy Production and Drilling Continue to Expand

Tue, May 20, 2008
VICTORY ENERGY CORP Files SEC form-@) Quarterly Report

Mon, May 19, 2008
Victory Energy Starts Drilling Deep Strawn Limestone Gas Well

Wed, May 14, 2008
Victory Energy Registers Gas Well Holdings in Texas

Mon, May 12, 2008
Victory Energy Initiates Deep Well Project

Wed, May 7, 2008
Victory Energy Posts Third Month Revenues From Gas Production

Mon, May 5, 2008
Victory Energy Tenth Well Progress Update
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Victory Energy

GRANADA CAPITAL GROUP

Company Overview

Victory Energy Corporation ( stock ticker symbol VYEY.OB ) is a publicly traded, developmental stage pe-
troleum company primarily dedicated to energy related opportunities.

The Company goal is to evaluate profitable options, develop a solid foundation through leadership and
sound business acumen, and acquire producing wells as well as other potentially profitable prospects within
the Oil & Gas industry.

Victory Energy Corporation focuses on the oil and gas industry. It engages in the acquisition and develop-
ment of oil and gas properties in the United States and Canada.

Management has determined that the Company will focus on projects in the oil and gas industry. This is
based upon a belief that this industry is becoming an economically viable sector in which to conduct busi-
ness operations. VYEY has targeted specific prospects and intend to engage in the drilling for oil and gas.
Jon Full enkamp, VYEYds President, has a great de a
recruited additional experience with the addition of new directors and advisory board member.

Victory Carbon Solutions Inc. was formed as a wholly owned subsidiary of the Corporation to participate in
the Green House Gas opportunities currently avai
join in the Carbon Credits exchange currently offered as part of the Chicago Climate Exchange. In addition
the Corporation will utilize this platform to establish a fund having a focus of investing in Carbon Credits as
well as financing edoendly projects like, windmill farms, geothermal production, solar farms, and other
energy saving projects.

The Corporation owns eight (8) producil
shallow gas wells located in the Adar
Baggett Ranch located in Crockett Cou
Texas. The AdanBaggett Canyon Sanc
stone gas field is located in the Permian
sin part of the 6th largest known oil and ¢
reserves in the world. The Canyon Sa
stone formation is found at a depth of 4,3 >
feet to 4,900 feet. Each well drilled in t
field has an estimated proven undevelo
reserve of 500 Million cubic feet of gas
well, giving a total of approximately 4 Billi
cubic feet of natural gas of proven undeV @
oped reserves for the Corporation. The Cj#
poration has three (3) more shallow g
wells coming on line in the near future, &
currently has two (2) deep wells being dri
to a depth of 12,500 feet.
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Victory Energy

GRANADA CAPITAL GROUP

Company Overview

The Corporation has established a financial facility with institutional investors providing drilling funds to the
Company for the further development of oil and gas properties. This facility provides for direct participa-
tion by the investors in the production of the completed WélésCorporation receives a 15% carried in-
terest in the wells and shares in the same value of the production revenue on a morihigeb#sis.
investment amount to drill each well is earned back to the financial facility, the Corporations participation
will increase to 25%The Corporation will receive the same level of participation in the revenues on a
monthly basis at that time.

In December of 2007, the Corporation purchased, through the financial facility with institutional investors,
50% working interest and 50% of 74% net revenue interest in six existing and producing gas wells in the
Canyon Sandstone gas zone from Universal Energy Resources, Inc., a whole owned dighSigieag of

Natural Gas Company IncAsset value to the Corporation for its interest in these wells is above
$10,000,000The recording of these wells, to the wholly owned subsidiary of Victory Energy Corporation,
Production Resources Incorporated through the State of Texas, will take place during the second quarter of
2008.

The Corporation has targeted the prolific Canyon Sandstone gas field in the Texas Permian Basin, with the
intent to focus on the drilling and completion of natural gas wells in this existifghéiedgportunity is

of reduced risk due to the extensive historical information available from this specific natural bas field.
commercial success of this field is over 97%, indicating that 97% of the wells drilled here are commercially
productive.

The Canyon Sandstone gas play is located in the Texas Permian Basin as part of the large prolific Adams
Baggett Canyon Sandstone gas field. The Canyon Sandstone formation is found at a depth of 4,300 feet to
4,900 feet. Initial production for these wells is approximately 250,000 cubic feet of gas per day per well. The
average life span of a Canyon Sandstone gas well is approximately 30 years.

Natural gas from the Canyon Sandstone gas zone receives a 20% premium in price above the standard price
due to its higher BTU content per cubic foot of natural gas.

To reduce risk in the field, each well drilled has the opportunity to have the Canyon Sandstone gas zone
available to produce frorkor each of the deeper gas wells drilled in this field, the Corporation will always
have the Canyon Sandstone zone available as a fall back opportunity to produce from and recover any addi-
tional drilling expenses incurred from drilling a deeper well.

The underlying opportunity in drilling a deeper gas well is to first produce the deepest zone, Ellenburger
Dolomite, until it is depleted.he next step is then to produce the shallower Strawn Limestone until deple-
tion and finally to produce the Canyon Sandstone zone to defétsmts of deeper gas wells in this field

are producing average of 2.5 million cubic feet of gas per day.

The Corporation received its first revenue from production sales from this field in March of 2008.

Granada Capital Group Initial Report Pageb
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GRANADA CAPITAL GROUP VICtory Energy

Company Overview

The Company holds 1,960 acres in a prospective oilfield identified as N.E. Glasgow Prospect located in
Mont ana which plans to be incorporated into the
tana.Victory has taken on the evaluation of a prospect in Oklahoma identified as the Skedee Prospect. As
Victory progressed into the due diligence of these prospects and the potential production, management de-
termined that the development of the prospect was not worth the required investment capital. Even with
the potential reduction in investment dollars, the prospects had an unacceptable pay back time for the initial
investment. Management felt the shareholders would be better served by seeking other prospects.

Other than their President, Victory has no other employees at this time and we will seek to retain independ-

ent contractors to assist in operating and managing the prospects as well as to carry out the principal and
necessary functions incidental to the oil and gas business. With the intended acquisition of oil and natural
gas, Victory intends to establish themselves as an industry partner within the industry. With their established
revenue base with cash flow, Victory will seek opportunities more aggressive in nature.
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GRANADA CAPITAL GROUP VICtory Energy

Definitions for Oil and Gas Reserves
Reserves

Reserves are estimated volumes of crude oil, condensate, natural gas, natural gas liquids, and associated sut
stances anticipated to be commercially recoverable from known accumulations from a given date forward,
under existing economic conditions, by established operating practices, and under current government regu-
lations. Reserve estimates are based on interpretation of geologic and/or engineering data available at the
time of the estimate.

Reserve estimates generally will be revised as reservoirs are produced, as additional geologic and/or engi-
neering data become available, or as economic conditions change.

Reserves do not include volumes of crude oil, condensate, natural gas, or natural gas liquids being held in
inventory. If required for financial reporting or other special purposes, reserves were redusieéel for on
usage and/or processing losses.

The ownership status of reserves may change due to the expiration of a production license or contract;
when relevant to reserve assignment such changes are identified for each reserve classification.

Reserves may be attributed to either natural reservoir energy, or improved recovery methods. Improved re-
covery includes all methods for supplementing natural reservoir energy to increase ultimate recovery from a
reservoir. Such methods include (1) pressure maintenance. (2) cycling, (3) waterflooding, (4) thermal meth-
ods, (5) chemical flooding, and (6) the use of miscible and immiscible displacement fluids.

All reserve estimates involve some degree of uncertainty, depending chiefly on the amount and reliability of
geologic and engineering data available at the time of the estimate and the interpretation of these data. The
relative degrees of uncertainty were conveyed by placing reserves in one of two classifications, either proved
or unproved. Unproved reserves are less certain to be recovered than proved reserves and may be sub classi-
fied as probable or possible to denote progressively increasing uncertainty.

Proved Reserves

Proved reserves can be estimated with reasonable certainty to be recoverable under current economic condi-
tions. Current economic conditions include prices and costs prevailing at the time of the estimate. Proved
reserves may be developed or undeveloped.

In general, reserves are considered proved if commercial producibility of the reservoir is supported by actual
production or formation tests. The term proved refers to the estimated volume of reserves and not just to
the productivity of the well or reservoir. In certain instances, proved reserves were assigned on the basis of
electrical and other type logs and/or core analysis that indicate subject reservoir is hydrocarbon bearing and
is analogous to reservoirs in the same area that are producing, or have demonstrated the ability to produce
on a formation test.

The area of a reservoir considered proved includes: (1) the area delineated by drilling and defined by fluid
contacts, if any, and (2) the undrilled areas that can be reasonably judged as commercially productive on the
basis of available geological and engineering data. In the absence of data on fluid contacts, the lowest known
structural occurrence of hydrocarbons controls the proved limit unless otherwise indicated by definitive en-
gineering or performance data.
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Victory Energy

GRANADA CAPITAL GROUP

Definitions for Oil and Gas Reserves

Proved Reservegcontinued)

Proved reserves must have facilities to process and transport those reserves to market that are operational at
the time of the estimate, or there is such facilities in the future.

In general, proved undeveloped reserves are assigned to undrilled locations that satisfy the following condi-
tions: (1) the locations are direct offsets to wells that have indicated commercial production in the objective
formation, (2) it is reasonably certain that the locations are within the known proved productive limits of the
objective formation, (3) the locations conform to existing well spacing regulations, if any, and (4) it is rea-
sonably certain that the locations will be developed. Reserves for other undrilled locations are classified as
proved undeveloped only in those cases where interpretations of data from wells indicate that the objective
formation is laterally continuous and contains commercially recoverable hydrocarbons at locations beyond
direct offsets.

Reserve Status Categories
Reserve status categories define the development and producing status of wells and/or reservaoirs.

Developed- Developed reserves are expected to be recovered from existing wells (including reserves be-
hind pipe). Improved recovery reserves are considered developed only after the necessary equipment has
been installed, or when the costs to do so are relatively minor. Developed reserves may be subcategorized as
producing or nonproducing.

Producing - Producing reserves are expected to be recovered from completion intervals open at the time of
the estimate and producing. Improved recovery reserves are considered to be producing only after an im-
proved recovery project is in operation.

Nonproducing - Non-producing reserves include shuand behingbipe reserves. Shatreserves are
expected to be recovered from completion intervals open at the time of the estimate, but which had not
started producing, or were shut in for market conditions or pipeline connection, or were not capable of pro-
duction for mechanical reasons, and the time when sales will start is uncertain.
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GRANADA CAPITAL GROUP

Reserves and Economics

The following tables contain data compiled in a report created by Joe C. Neal and Associated, a petroleum
and environmental engineering consulting company based out of Midland, TX. The report and the data
therein is current as of July 7, 2008. The price of natural gas per Million BTU has been updated as of the
same date to $12.95Qictory Energy receives a 20% premium to the prevailing market price due to the
aboveaverage BTU composition of the natural gas its wells produce. The effective price of natural gas used
in the following tables is $15.547.

Total Proved Undeveloped Reserves

As of 7/08
Mil Cubic Feet | Mil Cubic Feet | Price | Net Revs | Severance and | Net Operating | Capital Costs| Cash b/f Tax
Gross Net Ad Valorem Taxes Expenses
Dec-08 150.69 111.51 15.547 $1,733,690 $178,137 $7,000 $2,100,000 -$551,446.8
Dec-09 667.24 493.76 15.547 $7,676,495 $788,760 $40,500 $3,600,000 $3,247,235.5p
Dec-10 1,029.07 761.51 15.547 $11,839,17¢ $1,216,476 $76,500 $3,600,000 $6,946,202.4D
Dec-11 1,312.02 970.89 15.547 $15,094,455 $1,550,955 $112,500 $3,600,000 $9,831,000.14
Dec-12 1,400.56 1,036.41 15.547 $16,113,08¢ $1,655,620 $141,000 $1,500,000 $12,816,468.80
Dec-13 1,094.46 809.90 15.547 $12,591,568  $1,293,784 $144,000 $0 $11,153,783.97
Dec-14 922.35 682.54 15.547 $10,611,38t¢ $1,090,320 $144,000 $0 $9,377,067.7P
Dec-15 813.23 601.79 15.547 $9,356,067 $961,336 $144,000 $0 $8,250,730.8P
Dec-16 735.21 544.06 15.547 $8,458,429 $869,104 $144,000 $0 $7,445,325.69
Dec-17 676.00 500.24 15.547 $7,777,254 $799,113 $144,000 $0 $6,834,141.41
Dec-18 628.90 465.39 15.547 $7,235,391 $743,436 $144,000 $0 $6,347,954.2]7
Dec-19 589.12 435.95 15.547 $6,777,638 $696,402 $144,000 $0 $5,937,236.1P
Dec-20 553.91 409.89 15.547 $6,372,601 $654,785 $144,000 $0 $5,573,816.41
Dec-21 521.10 385.62 15.547 $5,995,175 $616,004 $144,000 $0 $5,235,171.1p
Dec-22 489.84 362.48 15.547 $5,635,467 $579,044 $144,000 $0 $4,912,422.69
Dec-23 460.45 340.73 15.547 $5,297,341 $544,302 $144,000 $0 $4,609,039.6D
Dec-24 432.82 320.29 15.547 $4,979,499 $511,644 $144,000 $0 $4,323,855.3]7
Dec-25 406.85 301.07 15.547 $4,680,731 $480,945 $144,000 $0 $4,055,786.11
Dec-26 382.44 283.01 15.547 $4,399,888 $452,088 $144,000 $0 $3,803,799.56
Dec-27 359.49 266.02 15.547 $4,135,888 $424,962 $144,000 $0 $3,566,925.4D
S Total 13,625.75 10,083.05 15.547 $156,761,233 $16,107,217 $2,537,500 $14,400,000%$123,716,516,38
After 5,167.00 3,823.58 15.547 $59,453,528  $6,108,850 $5,802,000 $0 $47,542,677.75
TOTAL 18,792.75 13,906.63  15.547 $216,214,761 $22,216,067 $8,339,500  $14,400,000 $171,259,194/12
Natural Gas
Gross Wells 86.00 Life, Yrs. 62.08
Goss Ult., MMF 18,792.75 ~ Discount 10.00%
Gross Reserves, MMF 18,792.75 U_ndlscounted Payout, Yrs. 2.10
Discounted Payout, Yrs. 2.19
Net Reserves, MMF 13,906.63 Undiscounted Net/Investment 7.46
Net Revenue $216,214,761  Discounted Net/Investment 3.69
Initial Price 15.55  Rateof-Return, Pct. 100.00
Initial N.1. Price 74.00 Initial W.I., Pct. 100.00
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Reserves and Economics

Total Probable Reserves

As of 7/08
Mil Cubic Feet | Mil Cubic Feet | Price | Net Revs Severance and | Net Operating |Capital Costg Cash b/f Tax
Gross Net Ad Valorem Taxes Expenses
Dec-08 0.00 0.00 15.55 $0 $0 $0 $0 $0.00
Dec-09 0.00 0.00 15.55 $0 $0 $0 $0 $0.00
Dec-10 0.00 0.00 15.55 $0 $0 $0 $0 $0.00
Dec-11 0.00 0.00 15.55 $0 $0 $0 $0 $0.00
Dec-12 150.69 111.51 15.55 $1,733,69C $178,137 $7,000 $2,100,000 -$551,446.82
Dec-13 667.24 493.76 15.55 $7,676,495 $788,760 $40,500 $3,600,000 $3,247,235.52
Dec-14 1,029.07 761.51 15.55 $11,839,17: $1,216,476 $76,500 $3,600,000 $6,946,202.40
Dec-15 1,226.86 907.88 15.55 $14,114,743 $1,450,290 $108,750 $2,100,000 $10,455,703.05
Dec-16 957.85 708.81 15.55 $11,019,88: $1,132,293 $114,000 $0 $9,773,594.54
Dec-17 785.93 581.59 15.55 $9,041,975 $929,063 $114,000 $0 $7,998,911.85
Dec-18 682.95 505.38 1555 $7,857,132 $807,320 $114,000 $0 $6,935,811.67
Dec-19 611.59 452.57 15.55 $7,036,174 $722,967 $114,000 $0 $6,199,207.02
Dec-20 558.22 413.08 15.55 $6,422,187 $659,880 $114,000 $0 $5,648,307.09
Dec-21 516.71 382.36 15.55 $5,944,612 $610,809 $114,000 $0 $5,219,803.00
Dec-22 483.09 357.49 15.55 $5,557,844 $571,068 $114,000 $0 $4,872,775.68
Dec-23 454.00 335.96 15.55 $5,223,182 $536,682 $114,000 $0 $4,572,499.71
Dec-24 427.28 316.18 15.55 $4,915,71€ $505,090 $114,000 $0 $4,296,626.52
Dec-25 401.66 297.23 15.55 $4,620,987 $474,806 $114,000 $0 $4,032,180.52
Dec-26 377.56 279.39 15.55 $4,343,722 $446,317 $114,000 $0 $3,783,404.32
Dec-27 354.91 262.63 15.55 $4,083,104 $419,539 $114,000 $0 $3,549,565.02
S Total 9,685.59 7,167.34 15.55 $111,430,628  $11,449,497 $1,600,750 $11,400,000$86,980,381.10
After 5,192.00 3,842.08 15.55 $59,739,387 $6,138,222 $5,001,750 $0 $48,599,414.98
$135,579,796.0
TOTAL 14,877.59 11,009.42 15.55 $171,170,015 $17,587,719 $6,602,500 $11,400,000 7
Natural Gas
Gross Wells 86.00 Life, Yrs. 65.25
Goss Ult., MMF 14,877.59 Discount 10.00%
Gross Reserves, MMF 14,877.59 Updlscounted Payout, Yrs. 2.10
Discounted Payout, Yrs. 2.19
Net Reserves, MMF 11,009.42 Undiscounted Net/Investment 7.46
Net Revenue $171,170,015 pjscounted Net/Investment 3.69
Initial Price 15.55 Rateof-Return, Pct. 100.00
Initial N.1. Price 74.00 Initial W.I., Pct. 100.00
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Reserves and Economics

Grand Total All Reserves

As of 7/08
Mil Cubic Feet | Mil Cubic Feet| Price | Net Revs Severance and | Net Operating | Capital Costs Cash b/f Tax
Gross Net Ad Valorem Taxes| Expenses
Dec-08 150.69 111.51 15.547 $1,733,690 $178,137 $7,000 $2,100,000 -$551,447
Dec-09 667.24 493.76 15.547 $7,676,495 $788,760 $40,500 $3,600,000 $3,247,236
Dec-10 1,029.07 761.51 15.547 $11,839,17¢ $1,216,476 $76,500 $3,600,000 $6,946,202
Dec-11 1,312.02 970.89 15.547 $15,094,455 $1,550,955 $112,500 $3,600,000 $9,831,000
Dec-12 1,551.25 1,147.93 15.547 $17,846,79( $1,833,758 $148,500 $3,600,000 $12,264,537
Dec-13 1,761.71 1,303.66 15.547 $20,268,074 $2,082,545 $184,500 $3,600,000 $14,401,030
Dec-14 1,951.41 1,444.04 15.547 $22,450,56¢ $2,306,796 $220,500 $3,600,000 $16,323,270
Dec-15 2,040.09 1,509.67 15.547 $23,470,810 $2,411,626 $252,750 $2,100,000 $18,706,434
Dec-16 1,693.06 1,252.87 15.547 $19,478,311 $2,001,397 $258,000 $0 $17,218,920
Dec-17 1,461.93 1,081.83 15.547 $16,819,229 $1,728,176 $258,000 $0 $14,833,053
Dec-18 1,311.85 970.77 15.547 $15,092,53¢ $1,550,758 $258,000 $0 $13,283,776
Dec-19 1,200.70 888.52 15.547 $13,813,824 $1,419,370 $258,000 $0 $12,136,453
Dec-20 1,112.13 822.98 15.547 $12,794,79¢ $1,314,666 $258,000 $0 $11,222,134
Dec-21 1,037.81 767.98 15.547 $11,939,787 $1,226,813 $258,000 $0 $10,454,974
Dec-22 972.93 719.97 15.547 $11,193,311] $1,150,113 $258,000 $0 $9,785,198
Dec-23 914.45 676.69 15.547 $10,520,523 $1,080,984 $258,000 $0 $9,181,539
Dec-24 860.10 636.47 15.547 $9,895,215 $1,016,733 $258,000 $0 $8,620,482
Dec-25 808.51 598.30 15.547 $9,301,718 $955,752 $258,000 $0 $8,087,967
Dec-26 760.00 562.40 15.547 $8,743,610 $898,406 $258,000 $0 $7,587,204
Dec-27 714.40 528.65 15.547 $8,218,992 $844,501 $258,000 $0 $7,116,490
S Total 23,311.35 17,250.40 15.547 $268,191,919 $27,556,720 $4,138,750 $25,800,000 $210,696,449
After 10,360.30 7,666.62 15.547 $119,192,972 $12,247,078 $10,803,850 $0 $96,142,044
TOTAL 33,671.65 24,917.02 15.547 $387,384,891  $39,803,798 $14,942,600 $25,800,000 $306,838,493
Natural Gas
Gross Wells 86.00 Life, Yrs. 65.25
Goss Ult., MMF 33,671.65 Discount 10.00%
Gross Reserves, MMF 33,671.65 Sndiscounted Payout, Yrs. 6.10
Discounted Payout, Yrs. 6.19
Net Reserves, MMF 24,917.02 Undiscounted Net/Investment 7.46
Net Revenue $387,384,891pjscounted Net/Investment 3.69
Initial Price 15.55 Rateof-Return, Pct. 100.00
Initial N.I. Price 74.00 Initial W.I., Pct. 100.00
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The Drilling Process

To locate underground structures that may contain oil, geologists survey the Earth with devices such as
gravity meters or magnetometers. With seismographs similar to those used to measure earthquakes, they
explore what they cannot see by sending sound waves underground. (How long they take to return helps
determine the depth and characteristics of the rock layers through which they travel.) Using computer mod-
els, geologists create thaeaensional pictures of sedimentary basins. With CAT scans and magnetic reso-
nance imaging (MR3)the same technology doctors use to peer inside the humantheylyisualize the

flow of oil through the rocks.

On land, exploration teams use trucks equipped with vibrators or explode dynamite to produce sound waves
that reveal subterranean geological structures. Undersea, air guns send large bubbles of compressed air into
the water to generate sound waves that penetrate the rocks of the sea floor; the patterns of the waves re-
flected back provide clues to geology below the sea.

Oil exploration initially meant drilling near spots where oil seeped naturally to the surface, or making hap-
hazard guesses about where to drill, usually with disappointing results. Even with modern technology, the
search for oil is fraught with uncertainty. The odds are against striking oil in a new location. And even when
oil is found, there is rarely enough to make production commercially viable.

To locate underground structures that may contain oil, geologists survey the Earth with devices such as
gravity meters or magnetometers. With seismographs similar to those used to measure earthquakes, they
explore what they cannot see by sending sound waves underground. (How long they take to return helps
determine the depth and characteristics of the rock layers through which they travel.) Using computer mod-
els, geologists create thde@aensional pictures of sedimentary basins. With CAT scans and magnetic reso-
nance imaging (MR®)the same technology doctors use to peer inside the humértteylyisualize the

flow of oil through the rocks.

On land, exploration teams use trucks equipped with vibrators or explode dynamite to produce sound waves
that reveal subterranean geological structures. Undersea, air guns send large bubbles of compressed air into
the water to generate sound waves that penetrate the rocks of the sea floor; the patterns of the waves re-
flected back provide clues to geology below the sea.

Oil and natural gas are often discovered in-dhagped structures called "anticlines." But oil does not re-
side in underground lakes as is commonly supposed. Instead, it is trapped in rocks with holes like sponges.
Natural gas is dissolved in the oil or separates and rests atop the oil as a separate layer.

The porous rocks holding oil and natural gas may be far below the surface. So extracting them requires drill-
ing a well. A rotary tool with a tough diamond bit drills through the rock. Drillingdrfiuidi’composed

of clay, water, and chemidakeeps the bit cool. The drilling mud is pumped down with the bit and returns
through the space between the drilling string and the borehole, carrying rock fragments with it.

Depending on the hardness of the rock, drilling proceeds at a rate anywhere from 30 to 60 meters an hour.
Today, a typical U.S. oil well is more than half a kilometer deep.

In the days of the "gushers," the pressure of natural gas released when the drill reached its target sometimes
forced petroleum to explode to the surface, polluting the environment and wasting precious oil. To prevent
this, drills now have instruments that measure well pressure and special valves aalfepr&viemiers."

But most of the oil trapped underground needs to be pumped out. To extract as much as possible, carbon
dioxide, other gases, water, or chemicals are injected to maintain well pressure. An assembly of pipes and
valves called a "Christmas tree" controls the flow at the wellhead.

Granada Capital Group Initial Report Pagel2


http://granadacapital.com/researchreports.html
http://granadacapital.com/researchreports.html

GRANADA CAPITAL GROUP VICtory Energy

Industry Overview

The equipment and oilfield services industry is a highly diverse and still quite fragmented industry that
serves to support activities of the worldbdés oil F
tract drilling and oilfield services, companies within the industry offer a wide range of products and services
that oil producers generally do not sourd®use. Industry companies also provide technicatHovw

on an aseeded basis.

More than 10,000 companies operate within the industry in the United States alone, according to the Ameri-
can Petroleum Institute, an industry association. They vary in size enormously, from Fortune 500 companies
such as Schlumberger Ltd. which had $23.3 billion in revenues in 2007 and more than 70,000 employees
working in 80 countries to small retailers and consultants that operate locally with only a handful of employ-
ees.

Oil and Gas Capital Spending

The capital spending budgets of oil and gas companies from which almost all revenue for equipment and
service providers is derived grew significantly in recent years, as tight supply conditions and rising demand
for crude oil and natural gas encouraged oil companies to invest in expanding their own operations.

Total finding and devel opment spending (F&D spend
top 200 oil companies jumped by 38% in 2006 alone to $309 billion, according to an annual survey by in-
dustry researcher and consultant John S. Herold Inc. It was the fourth straight annual increase, marking a
152% rise since 2002. However, those companies got less bang for their buck in 2006 than in 2005, since
proved reserves (on a barrel of oil equivalent basis) rose by only 1.6%.

Total upstream spending rose in every region except-Padiie, although North America contributed

more than 70% of the yeareryear change in spending, driven largely by acquisitions of proved reserves.
Nevertheless, if one focuses solely on F&D spending, there was an increase in spending in every region. The
largest increase, both in dollar terms and in percentage terms, was in the United States, where F&D spend-
ing rose 66% to over $91 billion, or roughly 30% of worldwide total F&D spending. The Africa/Middle
East region was a distant second, with F&D spending up 43% to nearly $31 billion. The smallest increase in
F&D spending was found in the Latin America region, where spending was up 14% to slightly over $22 bil-
lion. In Canada, the vast oil sands deposits in Alberta continued to attract strong amounts of new invest-
ment, which rose by 23% to US$41 billigsurce: Energy Information Administration)

Industry Statistics For Publicly Traded Oil and Gas Companies

Total Industry Market Capitalization: 670B

Price / Earnings: 13.9

Price / Book: 3.1 preee
Net Profit Margin (mrq): 14.7% .
Price To Free Cash Flow (mrq): 117.0
Return on Equity: 22.1%

Total Debt / Equity: 0.4
Dividend Yield: 0.6%

Source: Yahoo Finance
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Industry Overview

1-Year Best Performing Stocks

Symbol Company Name Percentage Change
MXSV Matrix Energy Svcs Corp 27,400.00%
EXER Exact Energy Resources Inc 1,478.95%
OOAG Omda Oil & Gas Inc 1,233.33%
BLZE Blaze Energy Corp 1,171.94%
EDVC Endevco Inc 942.86%
CNEH China North East Pete Hldg... 834.78%
IRCE Interline Resources Corpor... 760.00%
EUGS Eurogas Inc 643.24%
MXC Mexco Energy Corp 441.75%
GTE Gran Tierra Energy Inc 417.39%

Source: Energy Information Administration

1-Year Oil and Gas Exploration and Production Industry Activity
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Oil and Gas Supply and Demand

A critical factor in assessing the oil industry's outlook is supply and demand for oil and natural gas. Statistics
may be obtained from a variety of sources, including research firms such as Global Insight, government
agencies such as the US Department of Energy's Energy Information Administration (EIA)bésedParis
International Energy Agency (IEA), and trade organizations such as the American Petroleum Institute
(API).

As of February 2008, Standard & Poor's and Global Insight estimated that world oil demand rose about
0.98 million barrels per day (b/d) in 2007 to 84.79 million b/d. There is a projected increase of 1.30 million
b/d, to 87.07 million b/d, in 2008, rising to 89.3 million b/d in 2010. In order to meet this demand, and
reflecting substantial new OPEC and-@&EC project staips, global supply is expected to increase by

1.83 million b/d in 2008, compared with 0.13 million b/d in 2007.

WORLD OIL SUPPLY & DEMAND*
(iiar F Bsrral s Wi
[(Milfions of barrels per os ) o ANGE
z006  Z007  z00s2 0e-07  07-08
DEMAND
Marth 2merica 253 256 235 1.2 (o)
Europs 156 1532 155 {1.9} L2
Facific 2.4 23 2.4 (1.2} L2
CECD, total 43,3 4%2 485 (0.2 o0&
FsuU 41 33 4.0 (49
Z.6
Europs o7 08 0.8 4.3 o0
Chinz TE 7.5 7.9 4.2
5.3
Crher Asia 2.8 %3 S5 57 ZZ
Latin Americ 3.3 35 a7 z8 36
Middle Bast 6.3 GE 7.0 4.8 &1
Afric 9 a1 2 69
3z
Men-CED, total 355 Z&e8 3&2 z7 28
TOTAL WORLD DEMAND 848 860 878 1.4 19
SUPPLY
Merth Smerica 14,2 143 141 07 L4
Europs 5.2 49 4.6 {58} {&1}
Eacific 0.6 06 08 0.0 I33
CECDL total 20,0 1%8 15 {10} {15}
Fsu 122 128 122 45
31
Eurcps 0.1 01 Ot 0.0 a0
Chinz 37 a7 8 oo
7
Crher Asia 2.7 Z7 8 0.0 a7
Latn Amerc 4,8 43 4.z (2.3 (23]
MWiddle Ezst 1.7 L& L6 {5.9} o0
Afric 39 25 27 (3539
8.0
Men-CED, total 8.8 Z7.8 ZB4 {2.5} ZZ
Frocessing gains 2.0 Z1 21 5.0 0o
Cther bizfusls 0.3 0.4 a7 353 750
Tetzl non-CFEC 51,1 501 506 {2.0} L0
CREC
Trude 237 307 [, Zd [,
MGLs 4.5 48 = 4.3 B3
Tatal CEEC 343 355 [, 35 [
TOTAL WORLD SUPPLY 85.4 B56 0.2 [,
Al data as published, as of February 2008; totals may not add due te reunding,
E-Estimated, COECT-Crganisation FcrrEccncmi-_: Cp-operation and Development
FSl-Farmer Seviet Union, MNELs-Maturzl gas liquids
Seource: Internztionz| Energy Agency
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Oil and Gas Inventories

While oil inventory levels in absolute terms may reflect immediately available supplies, a measure based on
days of forward demand cover (how many days of demand are covered by current oil inventories) indicates
the adequacy of current oil supplies against an unexpected event. This measure may provide a better indica-
tion of oil supply in a market where demand has recently increased and where further strong growth in de-
mand is projected.

For the 30 nations of the OECD, total OECD inventories stood at 4.07 billion barrels (63% industry held,
37% government controlled) at the close of the fourth quarter of 2007; this was 101 million barrels below
the level of the prior year. Forward demand cover, as of the fourth quarter of 2007, stood at 81 days (down
from 84 days for the same period last year). Industry OECD stocks were 2.56 billion barrels, down 124 mil-
lion barrels from the same period last year, and its forward demand cover stood at 51 days (down from 54
days for the same period last year), on the low side ofyesafivae/eragea measure that has been trend-

ing downward at least since 1992. While absolute inventory levels look comfortable, issues of crude quality
remain: the demand for sweet crude is unsatisfied, and marginal production is mostly heavy and sour.

For the week ended February 8, 2008, US crude oil inventories totaled 301.1 million barrels, according to
the EIA - trending up toward the middle of the fp@r range and 7.0% below the prior year's level. On a
forward demand basis, the EIA estimates that there were 20.6 days of cover for US crude oil during the
week, compared with 21.8 days for the same week in 2007.

For gasoline, US demand of 9.02 million b/d (for the week ended February 8, 2008) was down 0.5%, year
over year. US gasoline inventories of 229.2 million barrels for the same week were 1.8% above the prior
year's level and above the top of theiryibag range. On a forward demand basis, the EIA estimates that
there were 25.6 days of cover for US gasoline during the week, compared with 24.8 days for the same week
in 2007. Inventories of distillates (which include heating oil and diesel fuel) were at 127.0 million barrels for
the week 4.7% below the previous

year's levels and toward the middle
their fiveyear range. On a forward
demand basis, it is estimated th
there were 30 days of cover for U
distillates during the week, compar
with 29.6 days for the same week
2007.

The EIA estimated US natural ga
storage levels at 1.94 Tcf for the we
ended February 8, 200883 billion
cubic feet (Bcf), or 8.6%, below th
yearearlier level, but only 109 Bcf, o
5.9%, above the fiyear average. US
gas storage levels were high goi
into the winter, reflecting mild
weather and increased US natural
production in Texas, Wyoming, an
offshore; however, colder weathe
and reduced LNG imports have
drawn levels down toward the mid
point of their fiveyear range.
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