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Cautionary Notice Regarding Forward Looking Statements

We desire to take advantage of the “safe harbor” provisions of the Private Securities Litigation Reform Act of 1995.

This report contains a number of forward-looking statements that reflect management's current views and expectations

with respect to business, strategies, future results and events and financial performance. All statements made in this

Annual Report on Form 10-K other than statements of historical fact, including statements that address operating

performance, events or developments that management expects or anticipates will or may occur in the future,

including statements related to revenues, cash flow, profitability, adequacy of funds from operations, statements

expressing general optimism about future operating results and non-historical information, are forward looking

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

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

9 ¢

Readers should not place undue reliance on these forward-looking statements, which are based on management’s
current expectations and projections about future events, are not guarantees of future performance, are subject to risks,
uncertainties and assumptions and apply only as of the date of this report. Our actual results, performance or
achievements could differ materially from the results expressed in, or implied by, these forward-looking statements. In
particular, our business, including our financial condition and results of operations and our ability to continue as a
going concern may be impacted by a number of factors, including, but not limited to, the following:

- continued operating losses;

- investors questioning of our ability to continue as a going concern;

- difficulties in raising additional capital;

- challenges in growing our business;

- designation of our common stock as a “penny stock” under SEC regulations;

- FINRA requirements that may limit the ability to buy and sell our common stock;

- volatility in the price of our common stock;

- the highly speculative nature of an investment in our common stock;

- climate change and greenhouse gas regulations;

- global economic conditions;

- the substantial amount of capital required by our operations;

- the volatility of oil and natural gas prices;

- the high level of risk associated with drilling for and producing oil and natural gas;

- assumptions associated with reserve estimates;

- the potential that drilling activities will not yield oil or natural gas in commercial quantities;

- seismic studies may not guarantee the presence of oil or natural gas in commercial quantities;
- potential exploration, production and acquisitions may not maintain revenue levels in the future;
- future acquisitions may yield revenues or production that differ significantly from our projections;
- difficulties associated with managing a small and growing enterprise;

- strong competition from other oil and natural gas companies;

- the unavailability or high cost of drilling rigs and related equipment;

- our inability to control properties that we do not operate;

- our dependence on key management personnel and technical experts;

- the potential for write-downs in the carrying values of our oil and natural gas properties;

- our compliance with complex laws governing our business;

- our failure to comply with environmental laws and regulations;

- the financial condition of the operators of the properties in which we own an interest;

- terrorist attacks on our operations;

- the dilutive effect of additional issuances of our common stock, options or warrants;
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- any impairments of our oil and natural gas properties;
- the results of pending litigation; and
- state regulatory policies regarding spacing of wells and units.
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PART 1
Item 1. Business

The Company

Victory Energy Corporation was organized under the laws of the State of Nevada on January 7, 1982. The Company
is authorized to issue 47,500,000 shares of common stock par value $0.001 per share ("Common Stock"). On January
12, 2012 the Company implemented a 50:1 reverse stock split. All information in this Annual Report on Form 10-K
reflects the stock split.

Prior to May 3, 2006 the Company operated as Victory Capital Holdings Corporation among other corporate names.
The terms "Victory", "Company", "we", our", and "us" refer to Victory Energy Corporation and its consolidated
subsidiaries unless the context suggests otherwise.

Our Relationship with Aurora Energy Partners

Victory Energy Corporation is the managing partner of Aurora Energy Partners, a Texas general partnership (“Aurora”),
and holds a 50% partnership interest in Aurora. Aurora is a consolidated subsidiary with Victory Energy Corporation
for financial statement purposes. The Second Amended Partnership Agreement of Aurora (" Aurora Partnership
Agreement") gives Victory Energy Corporation control of Aurora. Article XI of the Aurora Partnership Agreement
cannot be modified unless there is a 100% vote of the partners, therefore Victory Energy Corporation cannot be
removed as a managing member of the partnership regardless of the partnership interest held by the partners, and thus
consolidation is appropriate for all reporting periods. Currently, Victory Energy Corporation conducts all of its oil and
natural gas operations through, and holds all of its oil and natural gas assets through, Aurora, which owns record title
to all of the oil and natural gas properties, wells and reserves referred to in this Annual Report on Form 10-K. Through
its partnership interest in Aurora, Victory Energy Corporation is the beneficial owner of 50% of such oil and gas
properties, wells and reserves held of record by Aurora.

Operational Overview and Strategy

Victory Energy Corporation is a publicly held, independent, growth-oriented exploration and production company,
headquartered in Austin, Texas, with additional technical and specialized resources located in Midland, Texas. The
company is focused on creating shareholder value by rapidly growing conventional oil and liquids-rich natural gas
reserves and cash-flow via continued low-risk vertical well development on existing properties, as well as through the
acquisition of new resource properties. This focus on returns is achieved by targeting the predictable resources plays,
favorable operating environment, and consistent reservoir quality across multiple target horizons, long-lived reserve
characteristics, and high drilling success rates of the Permian Basin of Texas and southeast New Mexico.

Victory Energy has carefully assembled a management team with more than 130 years of direct and relevant oil and
gas experience. The Company also utilizes a team of third-party professionals on an as-needed basis. This team
includes geologists for prospect evaluation and assessment and reservoir engineering resources for the analysis of
current and new properties. Reserve reporting is performed by a third-party engineer located in Midland, Texas. Each
independent operator utilized by the company also has their own array of experts tailored for the specific formations
and well completion techniques of each property the company holds an interest in. The Company strategically utilizes
both internal capabilities and strategic industry relationships to acquire non-operated, high-grade working interest
positions in predictable, low-to-moderate risk oil and gas prospects.

The Company is traded under the ticker symbol VYEY on the OTCQX , operated by OTC Markets Group.

The Company is one of two partners in Aurora which was established in January 2008. The second partner in Aurora
is the Navitus Energy Group ("Navitus"), also a Texas general partnership. The Company and Navitus work together
to increase proved reserves and the valuation of Aurora, with a future goal of consolidating the two partners into a



Edgar Filing: VICTORY ENERGY CORP - Form 10-K

single entity and moving to a larger stock exchange such as the NYSE or NASDAQ.

Navitus is currently utilizing a private placement memorandum to raise up to $15 million of capital for the Aurora
partnership. Capital from this private placement is generally focused on acquiring and developing targeted oil and gas
opportunities that are available to the company through a variety of industry sources. The Navitus private placement is
offered to accredited investors and provides these investors with a 10% preferred return distribution for five years, to
be paid by Victory, one warrant to purchase one share of Victory common stock for every dollar invested and
additional benefits. Under this agreement Navitus has the right to contribute up to $15 million dollars into Aurora, and
Victory is obligated to match this plus previous
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contributions made by Navitus and prior Navitus investments. Under the agreement, separation of the partners is not
mandatory and Victory may raise funds from other sources. All producing oil and natural gas assets are held in the
Aurora partnership during the five year term of the Aurora Partnership Agreement which ends in October 2017. As of
December 31, 2014, Navitus has contributed $4.4 million dollars into Aurora.

As of March 31, 2015, the Company had 26 wells on production. The Company’s portfolio of producing assets now
includes the following properties: the Fairway property, the Bootleg Canyon Ellenberger Field, the Adams-Baggett
Gas Field, the Morgan property, the Uno-Mas property and the Clear Water Wolfberry resource property. Proved
commercial accumulations of hydrocarbons now occur in multiple horizons, at depths ranging from 4,700 to 13,100
feet, with the majority of proved reserves being located on properties in the Permian Basin of Texas and New Mexico.
As the Company continues to evaluate available locations on its current properties and add properties that are
accessible to the Company through its established deal flow pipeline, it anticipates an accelerated pace toward
oil-weighted production and the addition of new reserves. Due to the precipitous downturn in oil prices in the later
part of 2014, the Company is concentrating its efforts on attractive acquisitions of proved producing properties, as
well as the proposed business combination Lucas Energy Inc. ("Lucas") announced on February 4, 2015.

The Company’s capital and exploration expenditures totaled $1,293,356 and property acquisitions totaled $3,397,122,
for the year ended December 31, 2014. At December 31, 2014, the Company had $2,941 of cash on hand with
$800,000 outstanding under its credit facility with Texas Capital Bank, National Association. The credit facility was
classified as currently payable due to the failure to meet the current ratio covenant set forth in the credit facility at
December 31, 2014. This requirement was met as of February 28, 2015.

Navitus contributed $1,140,000 in cash to Aurora for the year ended December 31, 2014, and $2,336,000 for the year
ended December 31, 2013. Distributions to Navitus totaled $647,421 for the year ended December 31, 2014. The
Company anticipates that Navitus will make additional contributions to Aurora as the portfolios of properties are
developed and or acquisitions are made.

Proposed Business Combination

On February 4, 2015, Victory Energy Corporation entered into a letter of intent relating to a proposed business
combination with Lucas ("the Combination"). The Combination is nonbinding, subject to among other things, the
parties completing due diligence, the mutual negotiation of definitive documents, regulatory approvals and the
registration of the securities to be issued to the shareholders of the combined company resulting from the Combination
(the “Combined Company”).

On February 26, 2015, Victory Energy Corporation entered into (a) the Pre-Merger Collaboration Agreement (the
“Collaboration Agreement”) by and among Victory, Lucas, Aurora, Navitus, and AEP Assets, LLC, a wholly-owned
subsidiary of Aurora (“AEP”); and (b) the Pre-Merger Loan and Funding Agreement between Victory and Lucas (the
“Loan Agreement”). Subsequently the parties entered into Amendment No. 1 to the Pre-Merger Collaboration
Agreement on March 3, 2015 (the “First Amendment to Collaboration Agreement”), which amendments affected
thereby are included in the discussion of the Collaboration Agreement below.

Pursuant to the Pre-Merger Loan and Funding Agreement, Victory agreed to loan Lucas up to $2 million, with
$250,000 initially loaned on February 26, 2015 (the "Initial Draw"). Pursuant to the Collaboration Agreement, Lucas
agreed to assign to the Company all of Lucas' rights and interests in five (5) Penn Virginia wells that are scheduled to
be funded February through March 2015 and go into production in April 2015 and two (2) Earthstone Energy/Oak
Valley Resources wells that are scheduled to be funded on or before April 1, 2015 and begin production in June or
July of 2015. These seven (7) wells are located in Karnes, Lavaca and Gonzales Counties, Texas. Immediately upon
the funding, Lucas is required to assign certain wellbore rights to Victory, and upon complete payment and
satisfaction of the certain financial requirements described in the Collaboration Agreement (the “Well Funding
Requirements”), Victory shall assign the Well Rights to Aurora, and Aurora is required to assign certain wellbore rights
to AEP. On March 2, 2015, payments of $195,928 and $317,027 were made by Aurora , on behalf AEP, to Earthstone
Energy/Oak Valley Resources and Penn Virginia, respectively, pursuant to the Pre-Merger Collaboration Agreement.
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If the Combination is consummated, then AEP shall become a direct or indirect subsidiary of the Combined Company.
If the letter of intent is terminated and/or if a subsequent definitive agreement is entered into and thereafter terminated
such that the Combination does not occur, then AEP shall retain ownership of the Well Rights and Lucas shall have no
claim whatsoever to the Well Rights.

The Initial Draw, and any other amounts borrowed under the Pre-Merger Loan and Funding Agreement are evidenced
by a Secured Subordinated Delayed Draw Term Note issued by Lucas in favor of Victory, which is in an initial

amount of $250,000 (the “Draw Note”). Borrowings evidenced by the Draw Note accrue interest at 0.5 %, with accrued
interest payable in one lump sum on

5
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maturity. The maturity date of the Draw Note is February 26, 2016 and Lucas has the right to pre-pay any amounts
owed under the Draw Note at any time with ten days prior written notice to the Victory. Upon the occurrence of the
event of default specified in the Draw Note, the interest rate increases by 5% per annum, Victory can declare the entire
outstanding balance of the Draw Note immediately due and payable, and can further take actions to enforce its
security interests in the Pledged Shares (as defined below).

Amounts owed under the Draw Note are secured by the pledge of shares of the Lucas’ common stock pursuant to the
terms of a Pledge Agreement between Lucas and Victory (the “Pledge Agreement”). Shares pledged pursuant to the
Pledge Agreement are to be issued from Lucas’ treasury in the name of Lucas and held by the Company to secure the
repayment of the Draw Note. The number of shares required to be pledged by Lucas from time to time under the
Pledge Agreement is equal to the amount of each draw under the Pre-Merger Loan and Funding Agreement divided
by the volume weighted average closing stock price of Lucas’ common stock (the “VWAP”) on the twenty trading days
prior to the closing date of each such draw. Based on the VWAP for the twenty trading days prior to the date of the
Initial Draw, Lucas was required to pledge 1,100,655 shares of its common stock to Victory (the “Pledged Shares”) to
secure the repayment of the $250,000 Initial Draw. Amounts owed under the Draw Note are also required to be
guaranteed by any subsidiaries Lucas forms or acquires in the future pursuant to the terms of a Subsidiary Guaranty,
provided that as of the date of this filing Lucas does not have any subsidiaries. The Pledged Shares constitute treasury
shares and unless and until there is a default under the Loan Agreement or the Draw Note or a failure to satisfy any
other obligation thereunder, the Pledged Shares may not be voted by Victory or Lucas.

Borrowings under the Pre-Merger Loan and Funding Agreement are at the discretion of Lucas, provided that the total
number of shares of common stock of Lucas issuable as collateral under the Pledge Agreement may not exceed 19.9%
of the total number of outstanding shares of the Lucas’ common stock as of February 26, 2015, unless the Lucas
receives shareholder approval consistent with the rules of the NYSE MKT. Notwithstanding the above, the Loan
Agreement requires Lucas and Victory to operate in accordance with a mutually agreed 12 month budget (the “Budget”),
which governs the timing and use of amounts borrowed under the Loan Agreement. The Budget is intended to

prioritize the payment of expenses in a manner designed to ensure that the Combination is consummated. The Budget
governs the utilization of Lucas’ cash and credit during the period prior to the consummation of the Combination and
provides a monthly breakdown of expenses and uses of cash and credit available to Lucas. Lucas is not allowed to use
any of its cash or credit to make payments to any third parties except in accordance with the Budget.

Separately from the pledge requirements described above, the Draw Note provides that upon maturity, Lucas may pay
such Draw Note in cash or in kind, by the issuance of shares of Lucas’ common stock based on the VWAP for the
twenty trading days prior to the maturity date, provided that Lucas is then required to register such shares with the
Securities and Exchange Commission within sixty days of the maturity date. Additionally, the Draw Note and all
obligations thereunder will become intercompany obligations of the Combined Company and forgiven if the
Combination is consummated.

The Collaboration Agreement also required Victory to provide Louise H. Rogers, Lucas’ senior lender, a Contingent
Promissory Note in the amount of $250,000, which accrues interest at the rate of 18% per annum. The Contingent
Promissory Note is due and payable within ninety days following the earlier of (a) the date the letter of intent is
terminated, or if a subsequent definitive agreement is entered into and thereafter terminated such that the Combination
does not occur, the date ninety days from the termination date of such definitive agreement, or (b) the failure of AEP
to satisfy the Well Funding Requirements, which failure is not cured within sixty (60) days of AEP receiving written
notice from Lucas of such failure. In connection with the issuance of the Contingent Promissory Note, the lender
agreed to release certain wellbore rights from its security interest in order to accommodate the transactions
contemplated by the Collaboration Agreement and Loan Agreement.

Distribution Methods

11
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Each of our fields that produce oil distributes the oil through one purchaser for each field. There is significant demand
for oil and there are several companies in our operating areas that purchase oil from small oil producers.

Each of our fields that produce natural gas distributes all of the natural gas that it produces through one purchaser for
each field. We have distribution agreements with these natural gas purchasers that provide us a tap into a distribution
line of a natural gas distribution company. We are to be paid for our natural gas at either a market price at the
beginning of the month or market price at the time of delivery, less any transportation cost charged by the natural gas
distribution company.

Competition
We encounter competition from other oil and natural gas companies in all areas of our operations. Many of our
competitors are large, well-established companies that have been engaged in the oil and natural gas business for much

longer than we have and

6
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possess substantially larger operating staffs and greater capital resources than we do. We compete by leveraging our
experience and hands on knowledge of the marketplace of available properties for sale and/or development.

Source and Availability of Raw Materials

We have no significant raw materials. However, we make use of numerous oil field service companies in the drilling
and work over of wells. We currently operate in areas where there are numerous oil field service and drilling
companies that are available to us.

Marketing Arrangements

There is a ready market for the sale of oil and gas. Each of our fields currently sells all of its oil and gas production on
the spot market basis.

Federal Regulations

Our business is subject to federal, state and local laws, regulations, and other legal requirements enacted by
governmental authorities, including regulations related to the operation of wells, pricing and terms for access to
pipeline transportation, and environmental matters. Compliance with these provisions has not had any material
adverse effect upon our capital expenditures, net earnings or competitive position. However, the legislative and
regulatory burden placed on the industry raises our cost of doing business and therefore could impact profitability.
Please refer to Item 1A, Risk Factors.

Regulation of Sale and Transportation of Natural Gas

The transportation and sale for resale of natural gas in interstate commerce are regulated pursuant to the Natural Gas
Act of 1938 ("NGA") and the Natural Gas Policy Act of 1978. The statutes are administered by the Federal Energy
Regulatory Commission ("FERC"). Effective January 1, 1993, the Natural Gas Wellhead Decontrol Act of 1989
deregulated natural gas prices for all “first sales” of natural gas, which includes all sales by the Company of its own
production. All other sales subject to a blanket sales certificate under the NGA, which has flexible terms and
conditions. Consequently, all of the Company’s sales of natural gas currently may be made at market prices, subject to
applicable contract provisions. The Company’s jurisdictional sales, however, are subject to the future possibility of
greater federal oversight, including the possibility that the FERC might prospectively impose more restrictive
conditions on such sales. Conversely, sales of crude oil and condensate and natural gas liquids by the Company are
made at unregulated market prices.

Thus, all of our sales of natural gas may be made at market prices, subject to applicable contract provisions. Sales of
natural gas are affected by availability, terms and cost of pipeline transportation. Since 1985, FERC has implemented
regulations intended to make natural gas transportation more accessible to gas buyers and sellers on an open access,
non-discriminatory basis. We cannot predict what further action FERC will take on these matters. Some of FERC’s
more recent proposals may, however, adversely affect the availability and reliability of interruptible transportation
service on interstate pipelines. We do not believe that we will be affected by any action taken materially differently
than other natural gas producers, gatherers and marketers with which we compete.

Our natural gas sales are generally made at the prevailing market price at the time of sale. Therefore, even though we
sell significant volumes to major purchasers, we believe that other purchasers would be willing to buy our natural gas

at comparable market prices.

Natural gas continues to supply a significant portion of North America’s energy needs and we believe the importance
of natural gas in meeting this energy need will continue. The impact of the ongoing economic downturn on natural gas

13
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supply and demand fundamentals has resulted in extremely volatile natural gas prices, which is expected to continue.

On August 8, 2005, the Energy Policy Act of 2005 (the “2005 EPA”) was signed into law. This comprehensive act
contains many provisions that will encourage oil and natural gas exploration and development in the United States.

The 2005 EPA directs FERC and other federal agencies to issue regulations that will further the goals set out in the
2005 EPA. The 2005 EPA amends the NGA to make it unlawful for “any entity,” including otherwise non-jurisdictional
producers such as us, to use any deceptive or manipulative device or contrivance in connection with the purchase or
sale of natural gas or the purchase or sale of transportation services subject to regulation by FERC, in contravention of
rules prescribed by FERC. On January 20, 2006, FERC issued rules implementing this provision. The rules make it
unlawful in connection with the purchase or sale of natural gas subject to the jurisdiction of FERC, or the purchase or
sale of transportation services subject to the jurisdiction of FERC, for any entity, directly or indirectly, to use or

employ any device, scheme or artifice to defraud; to make any untrue statement of material fact or omit to

7
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make any such statement necessary to make the statements made not misleading; or to engage in any act or practice
that operates as a fraud or deceit upon any person. The new anti-manipulation rule does not apply to activities that
relate only to intrastate or other non-jurisdictional sales or gathering, but does apply to activities of otherwise
non-jurisdictional entities to the extent the activities are conducted “in connection with” gas sales, purchases or
transportation subject to FERC jurisdiction. It therefore reflects a significant expansion of FERC’s enforcement
authority. We do not believe that we are affected any differently than other producers of natural gas.

In 2007, FERC issued a final rule on annual natural gas transaction reporting requirements, as amended by subsequent
orders on rehearing (“Order 704”). Under Order 704, wholesale buyers and sellers of more than 2.2 million MBtu of
physical natural gas in the previous calendar year, including interstate and intrastate natural gas pipelines, natural gas
gatherers, natural gas processors and natural gas marketers are now required to report, on May 1 of each year,
beginning in 2009, aggregate volumes of natural gas purchased or sold at wholesale in the prior calendar year to the
extent such transactions utilize, contribute to, or may contribute to the formation of price indices. It is the
responsibility of the reporting entity to determine which individual transactions should be reported based on the
guidance of Order 704. The monitoring and reporting required by these rules have increased our general and
administrative expenses. We do not anticipate that we will be affected any differently than other producers of natural
gas.

Regulation of the Sale and Transportation of Oil

Our sales of crude oil, condensate and NGL are not currently regulated, and are subject only to applicable contract
provisions negotiated by us and our counterparties. In a number of instances, however, the ability to transport and sell
such products is dependent on pipelines whose rates, terms and conditions of service are subject to FERC’s jurisdiction
under the Interstate Commerce Act (the “ICA”). In other instances, the ability to transport and sell such products is
dependent on pipelines whose rates, terms and conditions of service are subject to regulation by state regulatory

bodies under state statutes.

The regulation of pipelines that transport oil, condensate and NGL is generally less restrictive than FERC’s regulation
of natural gas pipelines under the NGA. Regulated pipelines that transport crude oil, condensate and NGL are subject
to common carrier obligations that generally ensure non-discriminatory access. With respect to interstate pipeline
transportation subject to regulation of FERC under the ICA, rates generally must be cost-based, although
market-based rates or negotiated settlement rates are permitted in certain circumstances. Pursuant to FERC Order No.
561, pipeline rates are subject to an indexing methodology. Under this indexing methodology, pipeline rates are
subject to changes in the Producer Price Index for Finished Goods, minus 1%. A pipeline can seek to increase its rates
above index levels provided that the pipeline can establish that there is a substantial divergence between the actual
costs experienced by the pipeline and the rate resulting from application of the index. A pipeline can seek to charge
market based rates if it establishes that it lacks significant market power. In addition, a pipeline can establish rates
pursuant to settlement if agreed upon by all current shippers. A pipeline can seek to establish initial rates for new
services through a cost-of-service proceeding, a market-based rate proceeding, or through an agreement between the
pipeline and at least one shipper not affiliated with the pipeline.

Federal, State or American Indian Leases. In the event we conduct operations on federal, state or American Indian
onshore oil and natural gas leases, such operations must comply with numerous regulatory restrictions, including
various nondiscrimination statutes, certain on-site security regulations and must also obtain permits issued by the
Bureau of Land Management (the “BLM”) or other appropriate federal, tribal or state agencies.

The Mineral Leasing Act of 1920 (the “Mineral Act”) prohibits direct or indirect ownership of any interest in federal
onshore oil and natural gas leases by a foreign citizen of a country that denies “similar or like privileges” to citizens of
the United States. Such restrictions on citizens of a “non-reciprocal” country include ownership or holding or controlling
stock in a corporation that holds a federal onshore oil and natural gas lease. If this restriction is violated, the

15
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corporation’s lease can be canceled in a proceeding instituted by the United States Attorney General. Although the
regulations of the BLM (which administers the Mineral Act) provide for agency designations of non-reciprocal
countries, there are presently no such designations in effect. We own interests in numerous federal onshore oil and
natural gas leases. It is possible that holders of our equity interests may be citizens of foreign countries, which at some
time in the future might be determined to be non-reciprocal under the Mineral Act. If any of our equity holders is
deemed to be a citizen of a non-reciprocal country, then our interests in federal onshore oil and natural gas leases may
be canceled. Any such cancellation could have a material adverse effect on our financial condition, cash flows and
results of operations.

State Regulations
Most states regulate the production and sale of oil and natural gas, including:

requirements for obtaining drilling permits;
the method of developing new fields;

8
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the spacing and operation of wells;
the prevention of waste of oil and gas resources; and
the plugging and abandonment of wells.

The rate of production may be regulated and the maximum daily production allowable from both oil and natural gas
wells may be established on a market demand or conservation basis or both.

We may enter into agreements relating to the construction or operation of a pipeline system for the transportation of
natural gas. To the extent that such natural gas is produced, transported and consumed wholly within one state, such
operations may, in certain instances, be subject to the jurisdiction of such state’s administrative authority charged with
the responsibility of regulating intrastate pipelines. In such event, the rates that we could charge for natural gas, the
transportation of natural gas, and the construction and operation of such pipeline would be subject to the rules and
regulations governing such matters, if any, of such administrative authority.

Environmental, Health and Safety Regulation

General. Our activities are subject to existing federal, state and local laws and regulations governing environmental
quality and pollution control. Although no assurances can be made, we believe that, absent the occurrence of an
extraordinary event, compliance with existing federal, state and local laws, regulations and rules regulating the release
of materials in the environment or otherwise relating to the protection of human health, safety and the environment
will not have a material effect upon our capital expenditures, earnings or competitive position with respect to our
existing assets and operations. We cannot predict what effect additional regulation or legislation, enforcement
policies, and claims for damages to property, employees, other persons and the environment resulting from our
operations could have on our activities.

Our activities with respect to exploration and production of oil and natural gas, including the drilling of wells, are
subject to stringent environmental regulation by state and federal authorities, including the U.S. Environmental
Protection Agency (the "US EPA"). Such regulations can increase the cost of our activities. Although we believe that
compliance with environmental regulations will not have a material adverse effect on us, risks of substantial costs and
liabilities are inherent in oil and natural gas production operations, and there can be no assurance that significant costs
and liabilities will not be incurred. Moreover it is possible that other developments, such as spills or other
unanticipated releases, stricter environmental laws and regulations, and claims for damages to property or persons
resulting from oil and natural gas production, would result in substantial costs and liabilities to us.

Solid and Hazardous Waste. We own or lease numerous properties that have been used for production of oil and
natural gas for many years. Although we have utilized operating and disposal practices standard in the industry at the
time, hydrocarbons or other solid wastes may have been disposed of or released on, under, or from these properties. In
addition, many of these properties have been operated by third parties that controlled the treatment of hydrocarbons
and solid wastes and the manner in which such substances may have been disposed or released. State and federal laws
applicable to oil and natural gas wastes and properties have gradually become stricter over time. Under these laws, we
could be required to remove or remediate previously disposed wastes (including wastes disposed of or released by
prior owners or operators) or property contamination (including groundwater contamination by prior owners or
operators) or to perform remedial plugging operations to prevent future contamination.

We generate wastes, including hazardous wastes, which are subject to regulation under the federal Resource
Conservation and Recovery Act (the “RCRA”) and state statutes. The USEPA has limited the disposal options for
certain hazardous wastes. Furthermore, it is possible that certain wastes generated by our oil and natural gas
operations that are currently exempt from regulation as “hazardous wastes” may in the future become regulated as
“hazardous wastes” under RCRA or other applicable statutes, and therefore may become subject to more rigorous and
costly management and disposal requirements.
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Naturally Occurring Radioactive Materials (“NORM?”) are radioactive materials which precipitate on production
equipment or area soils during oil and natural gas extraction or processing. NORM wastes are regulated under the
RCRA framework, although such wastes may qualify for the oil and gas hazardous waste exclusion. Primary
responsibility for NORM regulation has been a state function. Standards have been developed for worker protection;
treatment, storage and disposal of NORM waste; management of waste piles, containers and tanks; and limitations
upon the release of NORM-contaminated land for unrestricted use. We believe that our operations are in material
compliance with all applicable NORM standards.

Superfund. The Comprehensive Environmental Response, Compensation and Liability Act. The Comprehensive
Environmental Response, Compensation and Liability Act(“CERCLA”), also known as the “Superfund” law, imposes
joint and several liabilities, without regard to fault or the legality of the original conduct of certain persons with
respect to the release or threatened release of a “hazardous substance” into the environment. These persons include the
current or former owner or and operator of the site where the release occurred and anyone who and persons that
disposed or arranged for the disposal of a hazardous substance to the site

9
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where the release occurred. Under CERCLA, such persons may be subject to joint and several liabilities for the costs
of cleaning up the hazardous substances that have been released into the environment, damages to natural resources
and the costs of certain health studies. In addition, it is not uncommon for neighboring landowners and other third
parties to file claims for personal injury and property damage allegedly caused by the hazardous substances released
into the environment.

We own and lease, and may in the future operate, numerous properties that have been used for oil and natural gas
exploitation and production for many years. Hazardous substances may have been released on, at or under the
properties owned, leased or operated by us, or on, at or under other locations, including off-site locations, where such
substances have been taken for disposal. In addition, some of our properties have been or are operated by a site.
CERCLA also authorizes the USEPA and, in some cases, third parties or by previous owners or operators whose
handling, treatment and disposal of hazardous substances were not under our control. These properties and the
substances disposed or released on, at or under them may be subject to CERCLA, RCRA and analogous state laws. In
certain circumstances, we could be responsible for the removal of previously disposed substances and wastes,
remediate contaminated property or perform remedial plugging or pit closure operations to prevent future
contamination. In addition, federal and state trustees can also seek substantial compensation for damages to natural
resources resulting from spills or releases.

Water discharges. The Federal Water Pollution Control Ac( “Clean Water Act”) and analogous state laws, impose
restrictions and strict controls with respect to the discharge of pollutants, including oil and other substances generated
by our operations, into waters of the United States or state waters. Under these laws, the discharge of pollutants into
regulated waters is prohibited except in accordance with the terms of a permit issued by EPA or an analogous state
agency. Federal and state regulatory agencies can impose administrative, civil and criminal penalties for
non-compliance with discharge permits or other requirements of the Clean Water Act and analogous state laws and
regulations.

The Safe Drinking Water Act (“SDWA”) and analogous state laws impose requirements relating to underground
injection activities. Under these laws, the EPA and state environmental agencies have adopted regulations relating to
permitting, testing, monitoring, record keeping and reporting of injection well activities, as well as prohibitions
against the migration of injected fluids into underground sources of drinking water.

Air emissions. The Federal Clean Air Act and comparable state laws regulate emissions of various air pollutants
through air emissions permitting programs and the imposition of other requirements. In addition, EPA and certain
states have developed and continue to develop stringent regulations governing emissions of toxic air pollutants at
specified sources. Federal and state regulatory agencies can impose administrative, civil and criminal penalties for
non-compliance with air permits or other requirements of the Federal Clean Air Act and analogous state laws and
regulations.

The Kyoto Protocol to the United Nations Framework Convention on Climate Change became effective in February
2005. Under the Protocol, participating nations are required to implement programs to reduce emissions of certain
gases, generally referred to as greenhouse gases that are suspected of contributing to global warming. The United
States is not currently a participant in the Protocol, and Congress has not acted upon recent proposed legislation
directed at reducing greenhouse gas emissions. However, there has been support in various regions of the country for
legislation that requires reductions in greenhouse gas emissions, and some states have already adopted legislation
addressing greenhouse gas emissions from various sources, primarily power plants. The oil and natural gas industry is
a direct source of certain greenhouse gas emissions, namely carbon dioxide and methane, and future restrictions on
such emissions could impact our future operations.

National Environmental Policy Act. Oil and natural gas exploration and production activities on federal lands are
subject to the National Environmental Policy Act, or (“NEPA”). NEPA requires federal agencies, including the
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Department of Interior, to evaluate major agency to take actions that have the potential to significantly impact the
environment. In the course of such evaluations, an agency will prepare an Environmental Assessment that assesses the
potential direct, indirect and cumulative impacts of a proposed project and, if necessary, will prepare a more detailed
Environmental Impact Statement that may be made available for public review and comment. All exploration and
production activities on federal lands require governmental permits that are subject to the requirements of NEPA. This
process has the potential to delay the development of oil and natural gas projects on federal lands in response to
threats to the public health or the environment and to seek to recover from the responsible persons the costs of such
action. Certain state statutes impose similar liability. Neither we nor, to our knowledge, our predecessors have been
designated as a potentially responsible party by the USEPA under CERCLA or by any state under a similar state law.

Health safety and disclosure regulation. Under CERCLA, the term “hazardous substance” does not include “petroleum,
including crude oil or any fraction thereof,” unless specifically listed or designated and the term does not include
natural gas, NGL, liquefied natural gas, or synthetic gas usable for fuel. While this “petroleum exclusion” lessens the
significance of CERCLA to our operations, we may generate waste that may fall within CERCLA's definition of a
“hazardous substance” in the course of our ordinary operations. We also currently own or lease properties that for many
years have been used for the exploration and production of

10
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oil and natural gas. Although we and, to our knowledge, our predecessors have used operating and disposal practices
that were standard in the industry at the time, “hazardous substances” may have been disposed or released on, under or
from the properties owned or leased by us or on, under or from other locations where these wastes have been taken for
disposal. At this time, we do not believe that we have any liability associated with any Superfund site, and we have
not been notified of any claim, liability or damages under CERCLA.

Oil Pollution Act. The Oil Pollution Act of 1990 (the “OPA”) and regulations thereunder impose a variety of regulations
on “responsible parties” related to the prevention of oil spills and liability for damages resulting from such spills in
certain United States waters. A “responsible party” includes the owner or operator of a facility or vessel, or the lessee or
permittee of the area in which an offshore facility is located. The OPA assigns liability to each responsible party for

oil removal costs and a variety of public and private damages. While liability limits apply in some circumstances, a
party cannot take advantage of liability limits if a spill was caused by gross negligence or willful misconduct or

resulted from violation of federal safety, construction or operating regulations. If a party fails to report a spill or to
cooperate fully in the cleanup, liability limits likewise do not apply. Few defenses exist to the liability imposed by the
OPA.

The OPA currently establishes a liability limit for onshore facilities of $350 million and for offshore facilities of all
removal costs plus $75 million, and lesser limits for some vessels depending upon their size. The regulations
promulgated under OPA impose proof of financial responsibility requirements that can be satisfied through insurance,
guarantee, indemnity, surety bond, letter of credit, qualification as a self-insurer, or a combination thereof. The
amount of financial responsibility required depends upon a variety of factors including the type of facility or vessel, its
size, storage capacity, oil throughput, proximity to sensitive areas, type of oil handled, history of discharges and other
factors. We carry insurance coverage to meet these obligations, which we believe is customary for comparable
companies in our industry. A failure to comply with OPA's requirements or inadequate cooperation during a spill
response action may subject a responsible party to civil or criminal enforcement actions.

Clean Water Act. The Clean Water Act (the “CWA”) regulates the discharge of pollutants into waters of the United
States and adjoining shorelines, including wetlands, and requires a permit for the discharge of pollutants, including
petroleum and dredged or fill materials, into such waters and wetlands. Certain state regulations and the general
permits issued under the federal National Pollutant Discharge Elimination System program prohibit the discharge of
produced waters and sand, drilling fluids, drill cuttings and certain other substances related to the oil and natural gas
industry operations into certain coastal and offshore waters. Further, the USEPA has adopted regulations requiring
certain facilities that store or otherwise handle oil to prepare and implement Spill Prevention, Control and
Countermeasure Plans and Facility Response Plans relating to the possible discharge of oil to surface waters. We are
required to prepare and comply with such plans and to obtain and comply with discharge permits. The CWA also
prohibits spills of oil and hazardous substances to waters of the United States in excess of levels set by regulations and
imposes liability in the event of a spill. State laws further provide civil and criminal penalties and liabilities for spills
to both surface and groundwater and require permits that set limits on discharges to such waters. We believe we are in
substantial compliance with these requirements and that any noncompliance would not have a material adverse effect
on us.

Safe Drinking Water Act. The underground injection of oil and natural gas wastes is regulated by the Underground
Injection Control (“UIC”) Program, authorized by the federal SDWA. The primary objective of injection well operating
requirements is to ensure the mechanical integrity of the injection apparatus and to prevent migration of fluids from

the injection zone into underground sources of drinking water. In Oklahoma, Louisiana, Mississippi and Texas, no
underground injection may take place except as authorized by permit or rule. We currently own and operate various
underground injection wells. Failure to comply with our permits could subject us to civil and/or criminal enforcement.
We believe that we are in compliance in all material respects with the requirements of applicable state underground
injection control programs and our permits and authorizations.
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Moreover, our exploration and production activities may involve the use of hydraulic fracturing techniques to
stimulate wells and maximize natural gas production. Citing concerns over the potential for hydraulic fracturing to
impact drinking water, human health and the environment, and in response to a congressional directive, the USEPA
has commissioned a study to identify potential risks associated with hydraulic fracturing. The USEPA published a
progress report on this study in December 2012 and a final draft report will be delivered in 2014. Additionally, the
BLM proposed to regulate the use of hydraulic fracturing on federal and tribal lands, but following extensive public
comment on the proposals, announced it would issue an improved proposal before finalizing new rules. The revised
proposal is expected to address disclosure of fluids used in the fracturing process, integrity of well construction, and
the management and disposal of wastewater that flows back from the drilling process. Some states now regulate
utilization of hydraulic fracturing and others are in the process of developing, or are considering development of, such
rules. Depending on the results of the USEPA study and other developments related to the impact of hydraulic
fracturing, our drilling activities could be subjected to new or enhanced federal, state and/or local regulatory
requirements governing hydraulic fracturing.
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Air Emissions. Our operations are subject to local, state and federal regulations for the control of emissions from
sources of air pollution. The USEPA has promulgated new rules to address air emissions from the oil and natural gas
industry which, among other things, would require installation of equipment to capture certain gases released from
new or refitted hydraulically fractured natural gas wells by January 1, 2015. Other new rules, many effective in 2012,
impose stricter standards on emissions associated with gas production, storage and transport. The proposals would
revise New Source Performance Standards for volatile organic compounds and sulfur dioxide, impose controls on
toxics emitted at oil and natural gas wells and their associated production facilities, and limit fugitive emissions from
the production, storage and transport equipment. In addition, states impose requirements to address emissions from
certain production and associated facilities. We have complied and will continue to comply with these regulations as
applicable to our operations. Due to the uncertainties surrounding proposed regulations, we are unable to predict the
financial impact going forward.

Administrative enforcement actions for failure to comply strictly with air regulations or permits may be resolved by
payment of monetary fines and/or correction of any identified deficiencies. Alternatively, civil and criminal liability
can be imposed for non-compliance. Any such action could require us to forgo construction or operation of certain air
emission sources. We believe that we are in substantial compliance with air pollution control requirements and that, if
a particular permit application were denied, we would have enough permitted or permittable capacity to continue our
operations without a material adverse effect on any particular producing field.

Climate Change. According to certain scientific studies, emissions of carbon dioxide, methane, nitrous oxide and other
gases commonly known as greenhouse gases (“GHG”) may be contributing to global warming of the earth's atmosphere
and to global climate change. In response to the scientific studies, legislative and regulatory initiatives have been
underway to limit GHG emissions. The U.S. Supreme Court determined that GHG emissions fall within the federal
Clean Air Act (“CAA”) definition of an “air pollutant”, and in response the USEPA promulgated an endangerment finding
paving the way for regulation of GHG emissions under the CAA. The USEPA has also promulgated rules requiring
large sources to report their GHG emissions. Sources subject to these reporting requirements include on- and offshore
petroleum and natural gas production and onshore natural gas processing and distribution facilities that emit 25,000
metric tons or more of carbon dioxide equivalent per year in aggregate emissions from all site sources. We are not
subject to GHG reporting requirements. In addition, the USEPA promulgated rules that significantly increase the

GHG emission threshold that would identify major stationary sources of GHG subject to CAA permitting programs.

As currently written and based on current operations, we are not subject to federal GHG permitting requirements.
Regulation of GHG emissions is new and highly controversial, and further regulatory, legislative and judicial
developments are likely to occur. Such developments may affect how these GHG initiatives will impact us. Further,
apart from these developments, recent judicial decisions that have not precluded certain state tort claims alleging
property damage to proceed against GHG emissions sources may increase our litigation risk for such claims. Due to

the uncertainties surrounding the regulation of and other risks associated with GHG emissions, we cannot predict the
financial impact of related developments on us.

OSHA. We are subject to the requirements of the federal Occupational Safety and Health Act( “OSHA”) and
comparable state statutes. The OSHA hazard communication standard, the Emergency Planning and Community
Right to Know standards, the USEPA community right-to-know regulations under Title III of the federal Superfund
Amendments and Reauthorization Act and similar state statutes require that we use to organize and/or disclose
information about hazardous materials stored, used or produced in our operations. Certain of this information must be
provided to employees, state and local governmental authorities and local citizens.

We expect to incur capital and other expenditures related to environmental compliance. Although we believe that our
compliance with existing requirements will not have a material adverse impact on our financial condition and results
of operations, we cannot assure you that the passage of more stringent laws or regulations in the future will not have a
negative impact on our financial position or results of operation.
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Employees

The Company has four full-time employees as of 2015. We believe that our relationships with our employees are
satisfactory. We utilize the services of independent contractors to perform various daily operational duties.

Available Information

We make available free of charge through our “Investor Center — SEC Filings” section of our webs-site at
www.vyey.com our Annual Report on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K
and other filings pursuant to Section 13(a) of the Securities Exchange Act of 1934, as amended (“Exchange Act”), and
the amendments to such filings, as soon as reasonably practicable after each are electronically filed with, or furnished
to the SEC.
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Glossary of Certain Industry Terms

The definitions set forth below shall apply to the indicated terms as used throughout this Annual Report on Form
10-K.

Bbl. One barrel (of oil or natural gas liquids).

BOE. One barrel of oil equivalent. A Boe is determined using the ratio of six Mcf of natural gas to one Bbl of oil,
condensate or natural gas liquids, which approximates the relative energy content of oil, condensate and natural gas
liquids as compared to natural gas. Despite holding this ratio constant at six Mcf to one Bbl, prices have historically
often been higher or substantially higher for oil than natural gas on an energy equivalent basis, although there have

been periods in which they have been lower or substantially lower.

Completion. Installation of permanent equipment for production of oil or gas, or, in the case of a dry well, to reporting
to the appropriate authority that the well has been abandoned.

Developed acreage. The number of acres which are allocated or held by producing wells or wells capable of
production.

Development well. A well drilled within the proved area of an oil or gas reservoir to the depth of a stratigraphic
horizon known to be productive.

Dry hole; dry well. A well found to be incapable of producing either oil or gas in sufficient quantities to justify
completion as an oil or gas well.

Exploratory well. A well drilled to find a new field or to find a new reservoir in a field previously found to be
productive of oil or gas in another reservoir. Generally, an exploratory well is any well that is not a development well,
an extension well, a service well, or a stratigraphic test well as those items are defined in Regulation S-X.

Gross acres or gross wells. The total acres or wells, as the case may be, in which a working interest is owned.
Liquids. Describes oil, condensate, and natural gas liquids.

MBBbls. Thousands of barrels of oil or natural gas liquids.

MBoe. Million barrels of oil equivalent.

Mcf. Thousand cubic feet (of natural gas).

MMcf. Million cubic feet.

Net acres or net wells. The sum of the fractional working interest owned in gross acres or gross wells expressed in
whole numbers.

NGL. Natural gas liquids.

Present value or PV10% or “SEC PV10%.” When used with respect to oil and gas reserves, present value or PV10% or
SEC PV10% means the estimated future gross revenue to be generated from the production of net proved reserves, net
of estimated production and future development and abandonment costs, using prices and costs in effect at the
determination date, without giving effect to non-property related expenses such as general and administrative
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expenses, debt service, accretion, and future income tax expense or to depreciation, depletion, and amortization,
discounted using monthly end-of-period discounting at a nominal discount rate of 10% per annum.

Productive wells. Producing wells and wells that are capable of production in sufficient quantities to justify
completion, including injection wells, salt water disposal wells, service wells, and wells that are shut-in.

Proved developed reserves. Estimated proved reserves that can be expected to be recovered through existing wells
with existing equipment and operating methods.

Proved reserves. Those quantities of oil and gas, which, by analysis of geoscience and engineering data, can be
estimated with reasonable certainty to be economically producible—from a given date forward, from known reservoirs,
and under existing economic conditions, operating methods, and government regulations—prior to the time at which
contracts providing the right to
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operate expire, unless evidence indicates that renewal is reasonably certain, regardless of whether deterministic or
probabilistic methods are used for the estimation.

Proved undeveloped reserves. Estimated proved reserves that are expected to be recovered from new wells on
undrilled acreage or from existing wells where a relatively major expenditure is required.

Undeveloped acreage. Acreage on which wells have not been drilled or completed to a point that would permit the
production of commercial quantities of oil or natural gas, regardless of whether such acreage contains estimated
proved reserves.

Working Interest or WI. An operating interest which gives the owner the right to drill, produce, and conduct operating
activities on the property and a share of production.

Item1A. Risk Factors
Our business is subject to a number of risks including, but not limited to, those described below:
Risks Related to Our Business, Industry, and Strategy

Oil and gas prices are volatile and oil prices have been significantly depressed since the end of 2014. Declines in
commodity prices have adversely affected, and in the future may adversely affect, our financial condition and results
of operations, cash flows, access to the capital markets and ability to grow.

Our revenue reserves, cash flows, profitability and future rate of growth substantially depend upon the market prices
of oil and natural gas. Our ability to borrow funds or obtain additional capital, as well as the carrying value of our
properties, is substantially dependent on prevailing prices of oil and natural gas. Historically, the markets for oil and
natural gas have been volatile, and those markets are likely to continue to be volatile in the future. Starting in the
second half of 2014, the NYMEX price for a barrel of oil has fallen sharply. In addition, NYMEX prices for natural
gas have been low compared with historical prices. Extended periods of low prices for oil or natural gas will have a
material adverse effect on us, including the following possible negative effects:

our cash flow will be reduced, which will decrease funds available for capital investments employed to replace
reserves;

certain reserves will no longer be economic to produce, resulting in lower proved reserves and cash flow and charges
to earnings that impair the value of these assets; and

access to other sources of capital, such as bank loans and equity or debt markets, could be severely limited or
unavailable.

It is impossible to predict future oil and natural gas price movements with certainty.
The prices we receive for our oil and natural gas depend upon factors beyond our control, including, among others:

echanges in the supply of and demand for oil and natural gas;

market uncertainty;

{evel of consumer product demands;

sveather conditions;

domestic governmental regulations and taxes; price and availability of alternative fuels;
political and economic conditions in oil producing countries;

actions by the Organization of Petroleum Exporting Countries;

price of oil and natural gas imports; and
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overall domestic and foreign economic conditions.

These factors make it very difficult to predict future commodity price movements with any certainty. Substantially all
of our oil and natural gas sales are made in the spot market or pursuant to contracts based on spot market prices and
are not long-term fixed price contracts. Further, oil prices and gas prices do not necessarily fluctuate in direct relation
to each other.
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If oil and gas prices remain depressed for extended periods of time, we may be required to take write-downs of the
carrying values of our oil and natural gas properties, which could negatively impacting the trading value of our
securities.

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

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

Potential legislative and regulatory actions addressing climate change could increase our costs, reduce our revenue and
cash flow from oil and gas sales or otherwise alter the way we conduct our business.

Future changes in the laws and regulations to which we are subject may make it more difficult or expensive to conduct
our operations and may have other adverse effects on us. For example, the USEPA has issued a notice of finding and
determination that emissions of carbon dioxide, methane and other GHGs present an endangerment to human health

and the environment, which allows the USEPA to begin regulating emissions of GHGs under existing provisions of

the CAA. The USEPA has begun to implement GHG-related reporting and permitting rules. Similarly, the U.S.
Congress has considered and may in the future consider “cap and trade” legislation that would establish an
economy-wide cap on emissions of GHGs in the United States and would require most sources of GHG emissions to
obtain GHG emission “allowances” corresponding to their annual emissions of GHGs. Any laws or regulations that may
be adopted to restrict or reduce emissions of GHGs would likely require us to incur increased operating costs and

could have an adverse effect on demand for our production.

Federal and state legislation and regulatory initiatives relating to hydraulic fracturing could result in increased costs
and additional operating restrictions or delays.

Congress has considered legislation to amend the SDWA to require the disclosure of chemicals used by the oil and
natural gas industry in the hydraulic fracturing process and other legislation regulating hydraulic fracturing has been
considered, and in some cases adopted, at various levels of government. Hydraulic fracturing is an important and
commonly used process in the completion of unconventional gas wells in shale formations as well as tight
conventional formations. This process involves the injection of water, sand and chemicals under pressure into rock
formations to stimulate gas production. Sponsors of these bills have asserted that chemicals used in the fracturing
process could adversely affect drinking water supplies and/or that hydraulic fracturing could pose a variety of other
risks. Any additional level of regulation could lead to operational delays, or increased operating costs and could result
in additional regulatory burdens that could make it more difficult to perform hydraulic fracturing, and increase our
costs of compliance and doing business.
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Gas drilling and production operations require adequate sources of water to facilitate the fracturing process and the
disposal of that water when it flows back to the wellbore. If we are unable to obtain adequate water supplies and
dispose of the water we use or remove at a reasonable cost and within applicable environmental rules, our ability to
produce gas commercially and in commercial quantities would be impaired.

New environmental regulations governing the withdrawal, storage and use of surface water or groundwater necessary
for hydraulic fracturing of wells may increase operating costs and cause delays, interruptions or termination of
operations, the extent of which cannot be predicted, all of which could have an adverse effect on our operations and
financial performance. Water that is used to fracture gas wells must be removed when it flows back to the wellbore.
Our ability to remove and dispose of water will affect our production and the cost of water treatment and disposal may
affect our profitability. The imposition of new environmental initiatives and regulations could include restrictions on
our ability to conduct hydraulic fracturing or disposal of waste, including produced water, drilling fluids and other
wastes associated with the exploration, development and production of gas.
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Proposed changes to U.S. tax laws, if adopted, could have an adverse effect on our business, financial condition,
results of operations and cash flows.

From time to time legislative proposals are made that would, if enacted, make significant changes to U.S. tax laws.
These proposed changes have included, among others, eliminating the immediate deduction for intangible drilling and
development costs, eliminating the deduction from income for domestic production activities relating to oil and
natural gas exploration and development, repealing the percentage depletion allowance for oil and natural gas
properties and extending the amortization period for certain geological and geophysical expenditures. Such proposed
changes in the U.S. tax laws, if adopted, or other similar changes that reduce or eliminate deductions currently
available with respect to oil and natural gas exploration and development, could adversely affect our business,
financial condition, results of operations and cash flows.

The adoption and implementation of new statutory and regulatory requirements for derivative transactions could have
an adverse impact on our ability to hedge risks associated with our business and increase the working capital
requirements to conduct these activities.

On July 21, 2010, the President signed into law the Dodd-Frank Wall Street Reform and Consumer Protection Act, or
the Dodd-Frank Reform Act, which, among other provisions, establishes federal oversight and regulation of the
over-the-counter derivatives market and entities that participate in that market. The legislation required the
Commodities Futures Trading Commission, or the CFTC, and the SEC to promulgate rules and regulations
implementing the new legislation, which they have done since late 2010. The CFTC has introduced dozens of
proposed rules coming out of the Dodd-Frank Reform Act, and has promulgated numerous final rules based on those
proposals. The effect of the proposed rules and any additional regulations on our business is not yet entirely clear, but
it is increasingly clear that the costs of derivatives-based hedging for commodities will likely increase for all market
participants. Of particular concern, the Dodd-Frank Reform Act does not explicitly exempt end users from the
requirements to post margin in connection with hedging activities. While several senators have indicated that it was
not the intent of the Act to require margin from end users, the exemption is not in the Act. While rules proposed by the
CFTC and federal banking regulators appear to allow for non-cash collateral and certain exemptions from margin for
end users, the rules are not final and uncertainty remains. The full range of new Dodd-Frank requirements to be
enacted, to the extent applicable to us or our derivatives counterparties, may result in increased costs and cash
collateral requirements for the types of derivative instruments we use to mitigate and otherwise manage our financial
and commercial risks related to fluctuations in oil and natural gas prices. In addition, final rules were promulgated by
the CFTC imposing federally-mandated position limits covering a wide range of derivatives positions, including
non-exchange traded bilateral swaps related to commodities including oil and natural gas. These position limit rules
were vacated by a Federal court in September 2012, and the CFTC has appealed that decision and could re-promulgate
the rules in a manner that addresses the defects identified by the court. If these position limits rules go into effect in
the future, they are likely to increase regulatory monitoring and compliance costs for all market participants, even
where a given trading entity is not in danger of breaching position limits. These and other regulatory developments
stemming from the Dodd-Frank Reform Act, including stringent new reporting requirements for derivatives positions
and detailed criteria that must be satisfied to continue to enter into uncleared swap transactions, could have a material
impact on our derivatives trading and hedging activities in the form of increased transaction costs and compliance
responsibilities. Any of the foregoing consequences could have a material adverse effect on our financial position,
results of operations and cash flows.

The borrowing base under our bank credit facility may be reduced below the amount of borrowings outstanding under
such facility.

Under the terms of our bank credit facility, our borrowing base is subject to redeterminations at least semi-annually
based in part on prevailing oil and gas prices. A negative adjustment could occur if the estimates of future prices used
by the bank in calculating the borrowing base are significantly lower than those used in the last redetermination. The
next redetermination of our borrowing base is scheduled to occur by March 31, 2015. In addition, the portion of our
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borrowing base made available to us is subject to the terms and covenants of the bank credit facility including, without
limitation, compliance with the ratios and other financial covenants of such facility. In the event the amount
outstanding under our bank credit facility exceeds the redetermined borrowing base, we could be forced to repay a
portion of our borrowings. We may not have sufficient funds to make any required repayment. If we do not have
sufficient funds and are otherwise unable to negotiate renewals of our borrowings or arrange new financing, we may
have to sell a portion of our assets.

Restrictive debt covenants could limit our growth and our ability to finance our operations, fund our capital needs,
respond to changing conditions and engage in other business activities that may be in our best interests.

Our bank credit facility contains a number of significant covenants that, among other things, restrict or limit our
ability to:
pay dividends or distributions on our capital stock or issue stock;
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repurchase, redeem or retire our capital stock;
make certain loans and investments;
sell assets;
enter into certain transactions with affiliates;
create or assume certain liens on our assets;
enter into sale and leaseback transactions; or
merge or to enter into other business combination transactions.

Also, our bank credit facility requires us to maintain compliance with specified financial ratios and satisfy certain
financial condition tests. Our ability to comply with these ratios and financial condition tests may be affected by
events beyond our control, and we cannot assure you that we will meet these ratios and financial condition tests. These
financial ratio restrictions and financial condition tests could limit our ability to obtain future financings, make needed
capital expenditures, withstand a future downturn in our business or the economy in general or otherwise conduct
necessary corporate activities. We may also be prevented from taking advantage of business opportunities that arise
because of the limitations that the restrictive covenants under our bank credit facility impose on us.

A breach of any of these covenants or our inability to comply with the required financial ratios or financial condition
tests could result in a default under our bank credit facility. A default, if not cured or waived, could result in all
indebtedness outstanding under our bank credit facility to become immediately due and payable. If that should occur,
we may not be able to pay all such debt or borrow sufficient funds to refinance it. Even if new financing were then
available, it may not be on terms that are acceptable to us. If we were unable to repay those amounts, the lenders could
accelerate the maturity of the debt or proceed against any collateral granted to them to secure such defaulted debt.

We are exposed to the credit risk of our customers and other counterparties, and a general increase in the
nonperformance by counterparties could have an adverse impact on our cash flows, results of operations and financial
condition.

We are subject to risks of loss resulting from nonperformance by our counterparties, such as Lucas under the
Pre-Merger Loan and Funding Agreement. Any deterioration in the financial health of Lucas or any of our future
counterparties or any factors causing reduced access to capital for them may result in the reduction in their ability to
pay or otherwise perform on their obligations to us. Any increase in the nonperformance by Lucas or any of our
counterparties, either as a result of recent changes in financial and economic conditions or otherwise, could have an
adverse impact on our operating results and could adversely affect our liquidity.

Drilling for and producing oil and natural gas are high risk activities with many uncertainties that could adversely
affect our business, financial condition or results of operations.

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

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

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

adverse weather conditions;
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reductions in oil and gas prices; and
oil and gas property title problems.

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

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

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

Our results of operations could be adversely affected as a result of impairments of oil and natural gas properties.

While we provide that our assets will be depleted over the estimated productive reserves of the oil and natural gas
wells, these assets must also be tested at least annually for impairment. Management makes certain estimates and
assumptions when determining the fair value of net assets and liabilities, including, among other things, an assessment
of market conditions, projected cash flows, investment rates, cost of capital and growth rates, which could
significantly impact the reported value of drilling costs and other intangible assets. Fair value is determined using a
combination of the discounted cash flow, market multiple and market capitalization valuation approaches. Absent any
impairment indicators, we perform our impairment tests annually during the fourth quarter. Any future impairment,
including impairments of the carrying values of drilling costs and other intangible assets, could negatively impact our
results of operations for the period in which the impairment is recognized.

If we are not successful in continuing to grow our business, then we may have to scale back or even cease our
ongoing business operations.

Our success is significantly dependent on a successful acquisition, drilling, completion and production program. We
may be unable to locate recoverable reserves or operate on a profitable basis. If our business plan is not successful,
and we are not able to operate profitably, investors may lose some or all of their investment in us.

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

In general, the volume of production from oil and natural gas properties declines as reserves are depleted, with the rate
of decline depending on reservoir characteristics. Except to the extent that successful exploration and development
activities are conducted on properties we own or we acquire properties containing proved reserves, or both, our proved
reserves will decline as reserves are produced. Our future oil and natural gas production is, therefore, highly
dependent on our level of success in finding or acquiring additional reserves. Additionally, the business of exploring
for, developing, or acquiring reserves is capital intensive. Recovery of our reserves, particularly undeveloped reserves,
will require significant additional capital expenditures and successful drilling operations. To the extent cash flow from
operations is reduced and external sources of capital become limited or unavailable, our ability to make the necessary

35



Edgar Filing: VICTORY ENERGY CORP - Form 10-K

capital investment to maintain or expand our asset base of oil and natural gas reserves would be impaired. In addition,
we may be required to find partners for any future exploratory activity. To the extent that others in the industry do not
have the financial resources or choose not to participate in our exploration activities, we will be adversely affected.

We are not the operator of our oil and gas properties and therefore are not in a position to control the timing of
development efforts, the associated costs or the rate of production of the reserves on such properties.

We are a non-operator with respect to our natural gas and oil properties. Consequently, we have limited ability to
exercise influence over, and control the risks associated with, the operation of these properties. The success and
timing of leasehold acquisition, drilling and development activities therefore will depend upon a number of factors
outside of our control, including:
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the timing and amount of capital expenditures;

the availability of suitable drilling equipment, production and transportation infrastructure and qualified operating
personnel;

the operator’s expertise and financial resources;

approval of other participants in drilling wells;

selection of technology; and

the rate of production of the reserves.

In addition, when we are not the majority owner or operator of a particular oil or natural gas project, if we are not
willing or able to fund our capital expenditures relating to such projects when required by the majority owner or
operator, our interests in these projects may be reduced or forfeited.

As aresult of any of the above or other failure of the operator to act in ways that are in our best interest, our results of
operations could be adversely affected.
Our future acquisitions may yield revenues and/or production that vary significantly from our projections.

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

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

We cannot assure you that:

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

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

we will have the ability to develop prospects which contain proven natural gas or oil reserves;

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

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

We face strong competition from other oil and gas companies.

We encounter competition from other oil and gas companies in all areas of our operations, including the acquisition
of exploratory prospects and proved properties. Our competitors include major integrated oil and gas companies and
numerous independent oil and gas companies, individuals, and drilling and income programs. Many of our
competitors are large, well-established companies that have been engaged in the oil and gas business much longer
than we have and possess substantially larger operating staffs and greater capital resources than we do. These
companies may be able to pay more for productive oil and gas properties and may be able to define, evaluate, bid for,
and purchase a greater number of properties and prospects than our financial or human resources permit. In addition,
these companies may be able to expend greater resources on the existing and changing technologies that we believe
are and will be increasingly important to attaining success in the industry. We may not be able to conduct our
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operations, evaluate, and select suitable properties and consummate transactions successfully in this highly
competitive environment.
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The unavailability or high cost of drilling rigs, equipment, supplies or personnel could affect adversely our ability to
execute on a timely basis our exploration and development plans within budget, which could have a material adverse
effect on our financial condition and results of operations.

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

We depend on key management personnel and technical experts. The loss of key employees or access to third party
technical expertise could impact our ability to execute our business.

If we lose the services of the senior management, or access to independent land men, geologists and reservoir
engineers with whom the Company has strategic relationships, our ability to function and grow could suffer, in turn,
negatively affecting our business, financial condition and results of operations.

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

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

We are subject to complex laws that can affect the cost, manner or feasibility of doing business.

The exploration, development, production and sale of oil and natural gas are subject to extensive federal, state, local
and international regulation. We may be required to make large expenditures to comply with such governmental
regulations. Matters subject to regulation include:

natural disasters;

permits for drilling operations;

drilling and plugging bonds;

reports concerning operations;

the spacing and density of wells;

unitization and pooling of properties;

environmental maintenance and cleanup of drill sites and surface facilities; and
protection of human health.

From time to time, regulatory agencies have also imposed price controls and limitations on production by restricting
the rate of flow of oil and gas wells below actual production capacity in order to conserve supplies of oil and gas.

Under these laws, we could be liable for personal injuries, property damage and other damages. Failure to comply
with these laws also may result in the suspension or termination of our operations and subject us to administrative,
civil and criminal penalties. Moreover, these laws could change in ways that substantially increase our costs. Any

such liabilities, penalties, suspensions, terminations or regulatory changes could materially adversely affect our
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financial condition and results of operations.
The financial condition of our operators could negatively impact our ability to collect revenues from operations.

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

Risks Related to Our Common Stock

We continue to incur operating losses and additional losses in the future which may adversely affect our business,
financial condition and cash flows.

While the Company has taken steps to reduce general and administrative costs and add further oil and natural gas
reserves through additional investment, there is no guarantee the Company will become profitable, or have continued
and sustained profitability over the longer term. Our profitability is affected by, among other factors, our ability to
have continued access to high-potential reserves, our success in drilling operations, the economic life of any reserves
developed, and the market price of crude oil or natural gas. Future losses may adversely affect our business, financial
condition and cash flows.

A decline in the price of our common stock could affect our ability to raise further working capital and adversely
impact our operations.

A prolonged decline in the price of our common stock could result in a reduction in the liquidity of our common stock
and a reduction in our ability to raise capital. Because our operations may be financed through the sale of equity
securities, a decline in the price of our common stock could be especially detrimental to our liquidity and our
continued operations. Any reduction in our ability to raise equity capital in the future would force us to reallocate
funds from other planned uses and would have a significant negative effect on our business plans and operations,
including our ability to develop new projects and continue our current operations. If our stock price declines, we may
not be able to raise additional capital or generate funds from operations sufficient to meet our obligations.

Trading of our stock may be restricted by the SEC's "Penny Stock" regulations which may limit a stockholder's ability
to buy and sell our stock.

The SEC defines and applies “penny stock™ regulations to any equity security that has a market price of less $5.00 per
share or an exercise price of less than $5.00 per share, subject to certain exceptions. Our securities are covered by the
penny stock rules, which impose additional sales practice requirements on broker-dealers who sell to persons other
than established customers or "accredited investors." The term "accredited investor" refers generally to institutions
with assets in excess of $5,000,000 or individuals with a net worth in excess of $1,000,000 (excluding the value of
their primary residence and mortgage debt on their primary residence) or annual income exceeding $200,000 or
$300,000 jointly with his or her spouse. The penny stock rules require a broker-dealer, prior to a transaction in a
penny stock not otherwise exempt from the rules, to deliver a standardized risk disclosure document in a form
prepared by the SEC that provides information about penny stocks and the nature and level of risks in the penny stock
market. The broker-dealer also must provide the customer with current bid and offer quotations for the penny stock,
the compensation of the broker-dealer and its salesperson in the transaction and monthly account statements showing
the market value of each penny stock held in the customer's account. The bid and offer quotations, and the
broker-dealer and salesperson compensation information, must be given to the customer orally or in writing prior to
effecting the transaction and must be given to the customer in writing before or with the customer's confirmation. In
addition, the penny stock rules require that prior to a transaction in a penny stock not otherwise exempt from these
rules; the broker-dealer must make a special written determination that the penny stock is a suitable investment for the
purchaser and receive the purchaser's written agreement to the transaction. These disclosure requirements may have
the effect of reducing the level of trading activity in the secondary market for the stock that is subject to these penny
stock rules. Consequently, these penny stock rules may affect the ability of broker-dealers to trade our securities. We
believe that the penny stock rules discourage investor interest in and limit the marketability of, our common stock.
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FINRA sales practice requirements may also limit a stockholder’s ability to buy and sell our stock.

In addition to the “penny stock” rules described above, the Financial Industry Regulatory Authority (“FINRA”) has
adopted rules that require that in recommending an investment to a customer, a broker-dealer must have reasonable
grounds for believing that the investment is suitable for that customer. Prior to recommending speculative low priced
securities to their non-institutional customers, broker-dealers must make reasonable efforts to obtain information
about the customer’s financial status, tax status, investment objectives and other information. Under interpretations of
these rules, FINRA believes that there is a high probability that speculative low priced securities will not be suitable
for at least some customers. The FINRA requirements make it more difficult for broker-dealers to recommend that
their customers buy our common stock, which may limit your ability to buy and sell our stock and have an adverse
effect on the market for our shares.
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Trading in our common shares has been volatile and with low trading volumes, making it more difficult for our
stockholders to sell their shares or liquidate their investments with predictability.

Our common shares are currently quoted on the OTC Markets. The trading price of our common shares has been
subject to wide fluctuations and low trading volumes. Trading prices of our common shares may fluctuate in response
to a number of factors, many of which will be beyond our control. The stock market has generally experienced
extreme price and volume fluctuations that have often been unrelated or disproportionate to the operating performance
of companies with no current business operation. There can be no assurance that trading prices and price earnings
ratios previously experienced by our common shares will be matched or maintained. These broad market and industry
factors may adversely affect the market price of our common shares, regardless of our operating performance. In the
past, following periods of volatility in the market price of a company's securities, securities class-action litigation has
often been instituted. Such litigation, if instituted, could result in substantial costs for us and a diversion of
management's attention and resources.

Our securities are considered highly speculative.

Our securities are considered highly speculative, generally because of the nature of our business and the early stage
we are in of building a long life asset base. While operating revenues are planned to increase over time, through our
capital and exploration program, there are risks associated with drilling success, oil and natural gas prices, and our
ability to raise additional monies through share offerings or debt. Access to capital is vital and unless the revenue base
grows over time that could prove difficult to accomplish.

We may issue additional shares of capital stock that could affect the value of existing holders of the Company’s stock,
stock options, or warrants.

Our board of directors is authorized to issue additional classes or series of shares of our capital stock without any
action on the part of our stockholders. Our board of directors also has the power, without stockholder approval, to set
the terms of any such classes or series of shares of our capital stock that may be issued, including voting rights,
dividend rights, conversion features, preferences over shares of our existing class of common stock with respect to
dividends or if we liquidate, dissolve or wind up our business and other terms. If we issue shares of our capital stock
in the future that have preference over shares of our existing class of common stock with respect to the payment of
dividends or upon our liquidation, dissolution or winding up, or if we issue shares of capital stock with voting rights
that dilute the voting power of shares of our existing class of common stock, the rights of holders of shares of our
common stock or the trading price of shares of our common stock and, as a result, the market value of the options and
warrants into shares of common stock could be adversely affected.

Pending litigation may place a financial burden on our resources and the outcome of the litigation may not be
favorable to the Company.

We are or may become party to legal proceedings that are considered to be either ordinary or routine litigation
incidental to our business or not material to our financial position or results of operations. We also are or may become
party to legal proceedings with the potential to be material to our financial position or results of operations.

Item 1B. Unresolved Staff Comments

We are a “smaller reporting company” as defined by Rule 12b-2 under the Securities Exchange Act, and as such, are not
required to provide the information required under this item.

Item 2. Properties
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Office Space Leases.

Our executive office space lease is month to month and is for approximately 1,200 square feet at 3355 Bee Caves
Road, Suite 608, Austin, TX 78746. The monthly lease cost is $2,375.
Portfolio.

As of December 31, 2014, the Company, through Aurora had 26 gross and 9 net wells, in production. The Company’s

portfolio of producing assets now includes the Fairway property, the Bootleg Canyon Ellenberger Field, the
Adams-Baggett Gas Field, the Chapman Ranch, the Morgan Property, and the Clear Water Wolfberry Resource Play.
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Proved commercial accumulations of hydrocarbons now occur in multiple target zones at depths ranging from 4,700
to 13,100 feet, with the majority of proved reserves being located on properties in the Permian Basin of Texas and
New Mexico. As the Company continues to drill available locations on its current properties and add properties that
are accessible to the Company through its established deal flow pipeline, it anticipates an accelerated pace toward
oil-weighted production and the addition of new reserves.

The Lightnin' Property, Glascock County, Texas

On June 5, 2014, Victory, through its controlling interest and as managing partner in Aurora , sold certain leasehold
properties and all of Aurora’s related interests in approximately 640 gross and 128 net mineral acres located in

Glascock County, Texas (the “Lightnin Assets”) to an unrelated third party (the “Lightnin' Buyer”) for approximately $4
million in cash gross to Aurora. The sale was made pursuant to a Purchase and Sale Agreement dated as of April 30,
2014 by and among the working interest owner/sellers, including Aurora, and the Lightnin' Buyer. The effective date

for the transaction was April 1, 2014. Aurora held a 20% working and 15% net revenue interest in the Lightnin' Assets
which were operated by a third party. Estimated daily net production to Aurora's interest was approximately 36

BOEPD (barrels of oil equivalent per day) at the time of the sale from the 3 producing wells. The Company

recognized a gain on the sale of the Lightnin' Assets of $2,160,099 in its consolidated statement of operations as of
December 31, 2014.

The Bootleg Canyon Property, Pecos County, Texas

Acquired in 2011, this 4,000+ acre lease is located in Pecos County, Texas. There are now two producing Ellenberger
oil wells and one producing Connell gas well on this 3D seismic-controlled property. A third-party SEC reservoir
report allocates a gross EUR for each Ellenberger oil well at 186 MBO (100% oil). Gross reserves for the gas well are
201 MMcf.

During the year ended December 31, 2014, gross production for the two oil wells (University 6 #1 and #2) was just
over 51 MBO.

The gas well (University 7 #1) spud on December 23, 2012 and went into completion on March 6, 2013. During the
year ended December 31, 2014, total net Mcf is 2,218 (3.75% working interest). Gross production was 59,158 Mcf, or
164 Mcf per day.

The operator of the Bootleg Canyon Property wells currently believes the University 6 #1 and 6 #2 are subject to
water drive, and as a result, has restricted the flow of hydrocarbons to avoid excess water production.

The two completed oil wells and the one proved undeveloped oil well represent approximately $1.1 million of future
undiscounted cash flow to the partnership. The acreage held currently provides 160 acre spacing between wells and
thus an opportunity to drill additional wells on the prospect acreage. It’s estimated there may be ten total well locations
on the property. The Company, through its interest in Aurora, holds a 5 % working interest and a 3.75 % net revenue
interest.

Development capital required for the remaining ten well locations is estimated to be $870,650.

The Adams-Baggett Property, Crockett County, Texas

The Company, via its partnership interest in Aurora, received its first production revenue from this field in March of
2008 and continues to receive income today. Canyon sandstones are the primary hydrocarbon target within this
prospect and they form a prolific low-permeability gas play located in the Val Verde Basin of Southwest Texas.

Natural gas from the Canyon Sandstone generally receives a premium in price above the standard market price for
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natural gas due to its higher BTU content per cubic foot. In addition, each of the Adams-Baggett wells have
historically displayed an established, well behaved decline trend of 4.5% per year.

The Canyon Sandstone gas play is part of the large Adams-Baggett Canyon Sandstone gas field. The Canyon
Sandstone formation is found at a depth of 4,300 feet to 4,900 feet. The average life span of a Canyon Sandstone gas
well is approximately 30 years. Gross reserves for the Adams-Baggett property are estimated at 850 MMcf, which

represents upwards of $1.3 million in future undiscounted cash flows to the Company.

Aurora Energy Partners holds a working interest in nine wells; 100% WI and a 75% NRI in seven wells and a 50% WI
with 38% NRI in two wells in the Adams-Baggett property.

Fairway, Howard County, Texas
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On June 30, 2014, Aurora completed the initial closing (the “First Closing”) of a purchase of a 10% working and 7.5%
net revenue interest in the proved and unproved Permian Basin Fairway Operations from Target Energy Limited
(“TELA”) for an initial payment of $2,491,888 in cash, subject to customary purchase price adjustments ( the "Fairway
Acquisition"), pursuant to the terms and conditions of the Purchase and Sale Agreement dated June 30, 2014 between
Aurora and TELA (the "Fairway PSA"). On the First Closing, TELA assigned certain assets in its Permian Basin
Fairway Operation (the “First Closing Assets”) to Aurora. The second closing (the “Second Closing”) was planned to
follow the completion of curative title work and was expected in August 2014. On the Second Closing, TELA was to
assign the remainder of its assets in its Permian Basin Fairway Operations to Aurora. The Effective Date for the
transfer of all assets was May 1, 2014. The acquisition of the First Closing Assets included 7 producing wells and 4
wells completed and awaiting production start-up.

The acquisition of the First Closing Assets included seven producing wells and four wells completed and awaiting
production start-up. On September 23, 2014, the Company mutually agreed to the termination of the Fairway PSA.
Pursuant to the termination of the Fairway PSA, the Second Closing did not occur as the result of certain title
impairment issues that were uncovered during the due diligence process and that were not remedied to the satisfaction
of the Company and TELA. No penalties or payments were due as a result of the termination of the Fairway PSA.

On January 9, 2015, Aurora was named in a lawsuit in Howard County, Texas by the operator of the Company’s
Fairway assets acquired the Fairway Acquisition, for failure to pay certain costs associated with wells, for which AEP
considers themselves in a non-consent status regarding the drilling and completion costs. Discussions are under way in
an attempt to settle this matter. The Company does not expect to be required to pay additional costs related to these
assets. The related payable of $637,248 is included in the Company’s accounts payable as of December 31, 2014.

On January 31, 2015, Aurora was named in a lawsuit in Harris County, Texas by TELAfor failure to pay certain
charges related to costs of undeveloped properties related to the Fairway Acquisition. The Company is in the process
of answering the petition claims and considering counter claims related to the provisions of the TELA PSA. The
Company does not expect to be required to pay additional costs related to these assets. The related payable of
$182,250 is included in the Company’s accounts payable as of December 31, 2014.

Clearwater Wolfberry Resource Play, Howard County, Texas

In April 2011, the Company, through its ownership in Aurora acquired a 1.5% working interest and a 1.125% net
revenue interest in 3,186 gross acres known as the Clearwater Property. At the time of the acquisition this property
contained two producing wells and a third exploration well was in progress. At year-end 2011, there were three
producing oil wells on this property. During February 1, 2012 the Company assigned approximately 944 gross acres
of mineral rights related to the Hamlin 26 and Hamlin 24 tracts to another operator in exchange for an overriding
royalty interest proportional to the working interest held by the Company. In exchange for the assignment, the
Company retained a 0.375% overriding royalty interest in the 944 gross acres. The Company still owns a 1.5%
working interest and a 1.125% net revenue interest in the remaining 2,242 acres.

The Chapman Ranch Property, Nueces County, Texas

The Company through its interest in Aurora acquired this prospect in April 2012. The prospect is located in south
central Nueces County, Texas. The prospect wells are a conventional drilling play targeting the Frio Sands formation.

The first well was drilled and completed in July 2012. Multiple pay zones were present in the well-logs; however oil
and gas production from the target formation was not of a commercial quantity. A second well location is up-dip of
the first well site and is in a different fault block.

This second well, the Chapman 4501, spud on December 22, 2013 and reached total depth of 7,800 feet on January 7,
2014. The well was perforated in several sections and was successfully flow tested from the Frio Sands on January 21,
2014 at 67 barrels of oil and 10 Mcf of dry gas per day. During the year ended December 31, 2014, the well produced
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5,453 gross barrels of oil and 2,830 gross Mcf of natural gas.
On February 10th, 2015, the Company received a recommendation from the operator to plug and abandon the
Chapman 4501, citing high recompletion costs and poor reservoir behavior. The Company concurred with the
operator's proposal and agreed to bear the prorata share of the plugging and surface reclamation expenses.
The Company through its interest in Aurora holds a 5 % working interest and a 3.75 % net revenue interest.

Developed and Undeveloped Lease Acreage

24
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The following table sets forth certain information regarding developed and undeveloped leasehold acreage held by
Aurora as of December 31, 2014. “Developed Acreage” refers to acreage on which wells have been drilled or completed
to a point that would permit production of oil and natural gas in commercial quantities. “Undeveloped Acreage” refers to
acreage on which wells have not been drilled or completed to a point that would permit production of oil and natural
gas in commercial quantities whether or not the acreage contains proved reserves.

Adams-Baggett Ranch
Adams-Baggett Ranch
The Fairway Prospect
Bootleg Prospect
Saddle Butte Prospect
The Uno-Mas Property
The Morgan Property
The Chapman Ranch
Property

The Pinetop Property
Clearwater Wolfberry
Royalty Interest Acreage
Total Acreage

WI %
100.00
50.00
10.00
5.00
3.00
10.00
3.00

5.00

4.00
1.50

%
%
%
%
%
%
%

%

%
%
%

Developed Acreage
Gross Net
140.0 140.0
20.0 10.0
240.0 24.0
480.0 24.0
0.0 0.0
160.0 16.0
40.0 1.2
80.0 4.0
80.0 32
160.0 24
0.0 0.0
1,400 224.8

Undeveloped Acreage
Gross Net
0.0 0.0
0.0 0.0
560.0 56.0
4164.7 198.2
2560.0 76.8
160.0 2.0
40.0 1.2
240.0 12.0
1120.0 48.0
2082.0 29.1
944.0 3.5
11,870.7  426.8

Internal Controls Over Reserve Estimates, Technical Qualifications and Technologies Used

Total Acreage

Gross
140.0
20.0
800.0
4644.7
2560.0
320.0
80.0

320.0

1200.0
2242.0
944.0
13,270.7

Net
140.0
10.0
80.0
222.2
76.8
18.0
2.4

16.0

51.2
31.5
35
651.6

The Company’s policies regarding internal controls over reserve estimates requires reserves to be in compliance with
the SEC definitions and guidance, and for reserves to be prepared by an independent third party reserve engineering
firm and reviewed by certain members of senior management, specifically our CEO.

Estimates of our reserves were outsourced to Cambrian Management and prepared by their independent reserve
engineer, Mr. James Nicholson, who specializes in preparing reservoir studies, reserve estimates, and property
evaluations. Mr. Nicholson, a Registered Professional Engineer, is a member of the Society of Petroleum Engineers,
and a former chairman of the Permian Basin Oil & Gas Recovery Conference. Our independent consultants, including
a geologist and an oil and gas operations professional have reviewed and approved the reserve report which is filed as
an exhibit to this Annual Report on Form 10-K.

At December 31, 2014, the Company’s proved developed reserves accounted for 94% of total reserves. 17% of the
total reserves are attributable to oil, while 83% are attributable to natural gas and other liquids. The following table
sets forth our estimated proved oil and natural gas reserves for the 26 wells and the PV-10 of such reserves as of

December 31, 2014 and 2013.

Total Estimated Proved Reserves 2014 2013
Proved Developed Reserves

Oil (Mbbl) 13.64 32.38
Gas (Mmcf) 598.14 702.15
Total proved developed reserves (Mboe) 113.33 149.41
Proved Undeveloped Reserves

Oil (Mbbl) 7.02 16.64
Gas (Mmcf) 1.79 21.05
Total proved undeveloped reserves (Mboe) 7.32 20.15

49



Edgar Filing: VICTORY ENERGY CORP - Form 10-K

Total Proved Reserves (Mboe) 120.65 169.56
% Oil 17.12 % 28.91 %
% Proved Developed 93.93 % 88.12 %

PV-10% (in thousands)

25

$1,464.57 $2,422.10
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Reconciliation of PV-10 to Standardized Measure

PV-10 is derived from the Standardized Measure of discounted future net cash flows, which is the most directly
comparable GAAP financial measure. PV-10 is a computation of the Standardized Measure of discounted future net
cash flows on a pre-tax basis. PV-10 is equal to the Standardized Measure of discounted future net cash flows at the
applicable date, before deducting future income taxes, discounted at 10 %. We believe that the presentation of PV-10
is relevant and useful to investors because it presents the discounted future net cash flows attributable to our estimated
net proved reserves prior to taking into account future corporate income taxes, and it is a useful measure for evaluating
the relative monetary significance of our oil and natural gas properties. Further, investors may utilize the measure as a
basis for comparison of the relative size and value of our reserves to other companies. We use this measure when
assessing the potential return on investment related to our oil and natural gas properties. PV-10, however, is not a
substitute for the Standardized Measure of discounted future net cash flows. Our PV-10 measure and the Standardized
Measure of discounted future net cash flows do not purport to represent the fair value of our oil and natural gas
reserves.

The following table provides a reconciliation of PV-10 to the Standardized Measure of discounted future net cash
flows at December 31, 2013 and 2012 for the Company:

December 31,

2014 2013

(In Thousands)
PV-10 $1,464.6 $2,422.1
Present value of future income taxes discounted at 10% 500.6 823.5
Standardized Measure of discounted future net cash flows $964.0 $1,598.6

Estimated future net revenues
The following table sets forth the estimated future net revenues, excluding derivative contracts, from proved reserves,
the present value of those net revenues (PV-10) and the standardized measure values at December 31, 2014 and 2013

for the Company:

December 31,

2014 2013

(In Thousands)
Undiscounted future net revenues $2,688.0 $4.,230.8
Present value of net revenues:
Before income tax (PV-10) $1,464.6 $2,422.1
After income tax (Standardized Measure) $964.0 $1,598.6
Productive Wells

Productive wells are producing wells or wells capable of production. This does not include water source wells, water
injection wells or water disposal wells. Productive wells do not include any wells in the process of being drilled and
completed that are not yet capable of production, but does include old productive wells that are currently shut-in,
because they are still capable of production. The following table sets forth the number of productive oil and natural
gas wells in which we owned an interest as of December 31, 2014 and 2013 for the Company.

A gross total of five producing wells were added to the Company's portfolio during the year ended December 31,

2014. The change in producing wells reflects the sale of the Lightnin' Prospect and the acquisition of the Fairway
properties.
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December 31,

2014
Gross
11

15

26

Net
8.1
0.9
9

2013
Gross
10

11

21

Net
8.1
04
8.5
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Technologies Used in Establishing Proved Reserves in 2014 and 2013

Our proved reserves in 2014 and 2013 were based on estimates generated through the integration of available and
appropriate data, utilizing well established technologies that have been demonstrated in the field to yield repeatable
and consistent results.

Data used in these integrated assessments included information obtained directly from the subsurface via wellbores,
such as well logs, reservoir core samples, fluid samples, static and dynamic pressure information, production test data,
and surveillance and performance information. The data utilized also included subsurface information obtained
through indirect measurements, including high-quality 2-D and 3-D seismic data, calibrated with available well
control. Surface geological information was also utilized in the preparation of the data where applicable. The tools
used to interpret the data included proprietary seismic processing software, proprietary reservoir modeling and
simulation software, and commercially available data analysis packages.

Proved Undeveloped Reserves

At December 31, 2014 and 2013, our proved undeveloped reserves included 1 prospect (University 6 #3) and 2
prospects (the Cotter 6 #2 and the University 6 #3), respectively. As we are not the operator of these properties, we
cannot predict the timing of the development of the properties.

Oil and natural gas Production, Production Prices and Production Costs

The following table sets forth certain information regarding our production volume, and average sales and production
costs for the periods indicated for the Company:

Years Ended December 31,
2014 2013 2012

Production:
Oil (Bbls) 6,509 5,810 1,659
Natural gas (Mcf) 45,577 44,833 61,582
BOE 14,106 13,282 11,923
Average sales prices:
Oil (per Bbl) $71.16 $84.81 $83.98
Natural gas (per Mcf) $5.09 $5.35 $4.55
BOE $49.29 $55.17 $27.37
Average production costs
Lease operating expense $190,207 $203,132 $126,131
Production tax $34,867 $44218  $24,649
BOE $15.96 $18.61 $12.65
Drilling and Other Exploratory and Development Activities
The following table sets forth our drilling activity for the periods indicated.

Years Ended December 31,

2014 2013 2012

Gross Net Gross Net Gross Net
Exploratory Wells
Productive — — 4 0.5 3.0 0.1
Dry — — 1 0.1 3.0 0.1

Developmental Wells
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— — 2 0.3

2.0
0.0

0.1
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We believe that we have satisfactory title to substantially all of our active properties in accordance with standards
generally accepted in the oil and natural gas industry. Our properties are subject to customary royalty interests, liens
for current taxes and other burdens, which we believe do not materially interfere with the use of or affect the value of
such properties. Prior to acquiring undeveloped properties, we perform a title investigation that is thorough but less
vigorous than that conducted prior to drilling, which is consistent with standard practice in the oil and natural gas
industry. Before we commence drilling operations, we conduct a thorough title examination and perform curative
work with respect to significant defects before proceeding with operations. We have performed a thorough title
examination with respect to substantially all of our active properties.

Item 3. LEGAL PROCEEDINGS

Cause No. 08-04-07047-CV; Oz Gas Corporation v. Remuda Operating Company, et al. v. Victory Energy
Corporation.; In the 112t District Court of Crockett County, Texas.

Plaintiff Oz Gas Corporation (“Oz”) filed a lawsuit in April 2008 against various parties for bad faith trespass, among
other claims, regarding the drilling of two wells on lands that Oz claims title to. On November 18, 2009, Victory
Energy Corporation intervened in the lawsuit to protect its 50% interest in one of the named wells in the lawsuit (that
being the 155-2 well located on the Adams Baggett Ranch in Crockett County, Texas).

This case was mediated, with no settlement reached. It went to trial February 8-9, 2012. The Court found in favor of
Oz and rendered verdict against Victory and the other Defendants, jointly and severally. Victory appealed this case to
the 8th Court of Appeals in El Paso, Texas where the Court of Appeals affirmed the verdict of the District Court and
Victory filed a Motion for Rehearing, which was denied. Victory filed a Petition for Review in the Supreme Court of
Texas on December 15, 2014 which was denied. Victory is in the process of deciding whether or not they want to file
a Motion for Rehearing in this case.

Cause No. CV-47,230; James Capital Energy, LLC and Victory Energy Corporation v. Jim Dial, et al.; In the 142nd
District Court of Midland County, Texas.

This is a lawsuit filed on or about January 19, 2010 by James Capital Energy, LL.C and Victory Energy Corporation
against numerous parties for fraud, fraudulent inducement, negligent misrepresentation, breach of contract, breach of
fiduciary duty, trespass, conversion and a few other related causes of action. This lawsuit stems from an investment
Victory entered into for the purchase of six wells on the Adams Baggett Ranch with the right of first refusal on option
acreage.

On December 9, 2010, Victory was granted an interlocutory Default Judgment against Defendants Jim Dial, 15t Texas
Natural Gas Company, Inc., Universal Energy Resources, Inc., Grifco International, Inc., and Precision Drilling &
Exploration, Inc. The total judgment amounted to approximately seventeen million, one-hundred eighty-three
thousand, nine-hundred eighty-seven dollars and eight cents ($17,183,987).

Victory has added a few more parties to this lawsuit. Discovery is ongoing in this case and no trial date has been set at
this time.

Victory believes they will be victorious against all the remaining Defendants in this case.

On October 20, 2011 Defendant Remuda filed a Motion to Consolidate and a Counterclaim against Victory. Remuda
is seeking to consolidate this case with two other cases wherein Remuda is the named Defendant. An objection to this
motion was filed and the cases have not been consolidated. Additionally, we do not believe that the counterclaim
made by Remuda has any legal merit.

Cause No. 10-09-07213; Perry Howell, et al. v. Charles Gary Garlitz, et al.; In the 112t District Court of Crockett
County, Texas.

The above referenced lawsuit was filed on or about September 6, 2010. This lawsuit alleges that Cambrian
Management, Ltd. and Victory were trespassers on their land, and that they, along with other Defendants, drilled a
well (115 #8) on land belonging to Plaintiffs. Plaintiffs claim trespass and unjust enrichment by certain Defendants
because of the drilling of the 115 #8 well.
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Discovery is ongoing in this case and no trial date has been set. Victory believes that the claims made by Plaintiffs
have no merit and that they will prevail at trial. Mediation began on August 8, 2013 and was adjourned to a later date
which has not been set yet.

Cause No. D-1-GN-13-000044; Aurora Energy Partners and Victory Energy Corporation v. Crooked Oaks, LLC; In
the 2615t District Court of Travis County, Texas.

Victory Energy Corporation sued Crooked Oaks, LLC a/k/a Crooked Oak, LLC for breach of a purchase and sale
agreement dated May 7, 2012 in which Victory sold certain assets to Crooked Oaks, LLC for $400,000 of which only
$200,000 has been paid as of December 31, 2014. The lawsuit seeks to recover the remaining balance owed of
$200,000.00 from Crooked Oaks, LLC in addition to attorney’s fees and all costs of court. Crooked Oaks, LL.C has
asserted a counterclaim for rescission of the underlying contract.

Victory believes it will ultimately recover this receivable.
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Cause No. 50198; Trilogy Operating, Inc. v. Aurora Energy Partners; In the 118th District Court of Howard County,
Texas.

This lawsuit was filed on January 9, 2015. This lawsuit alleges causes of action for declaratory judgment, breach of
contract, and suit to quiet title regarding the drilling and completion of four wells. On or about February 12, 2015, the
parties met at an informal settlement conference. At the adjournment of the meeting, Trilogy was to provide Aurora
with a detailed accounting before proceeding forward. The accounting provided by Trilogy was not helpful and
Aurora has asked for an audit under the terms set out in the Joint Operating Agreement. Discovery is ongoing in this
case and no trial date has been set at this time. Victory does not believe that all of Plaintiff’s claims have merit, and
thus an audit is needed before proceeding any further.

Cause No. 2015-05280; TELA Garwood Limited, LP. v. Aurora Energy Partners, Victory Energy Corporation,
Kenneth Hill, David McCall, Robert Miranda, Robert Grenley, Ronald Zamber, and Patrick Barry; In the 164th
District Court of Harris County, Texas.

This lawsuit was filed on January 30, 2015 and supplemented on March 4, 2015. This lawsuit alleges breach of
contract regarding a Purchase and Sale Agreement that TELA Garwood Limited, LP and Aurora Energy Partners
entered into on June 30, 2014. A first closing was held on June 30, 2014 and a purchase price adjustment payment was
made on July 31, 2014. Between these two dates Aurora paid TELA approximately three million fifty thousand one
hundred thirty three dollars and sixty six cents ($3,050,133.66). A second closing was to take place in September,
however several title defect were found to exist