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The aggregate market value of the Common Stock held by non-affiliates of the registrant (treating all executive officers and
directors of the registrant, for this purpose, as if they may be affiliates of the registrant) was approximately $243 million on June 30,
2003, the last business day of the registrant s most recently completed second fiscal quarter (based on $14.15 per share, the last
sale price of the Common Stock as reported on the New York Stock Exchange on such date).

On February 29, 2004, there were 23.8 million shares of the registrant s Common Stock outstanding.
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PLAINS RESOURCES INC.

AMENDMENT NO. 1 TO ANNUAL REPORT ON FORM 10K/A

FOR THE YEAR ENDED DECEMBER 31, 2003

Introductory Note and Table of Contents

Plains Resources Inc. hereby amends its Annual Report on Form 10-K for the fiscal year ended December 31, 2003 (originally filed
on March 5, 2004) to include ltems 10, 11, 12 and 13, which were not included in the original filing and to revise Item 7 and Item
9A. No other changes have been made to the Annual Report.
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Part IV
Item 15. Exhibits, Financial Statement Schedules and Reports on Form 8-K

This Form 10-K/A does not reflect events occurring after the filing of the original Form 10-K, and does not modify or update the
disclosures therein in any other way other than as required to reflect the amendments described above and as set forth below.
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STATEMENT REGARDING FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K includes forward-looking statements based on our current expectations and projections about

future events. Statements that are predictive in nature, that depend upon or refer to future events or conditions, or that include

words such as will , would , should , plans , likely , expects , anticipates , intends , believes , estimates , thinks , may
expressions, are forward-looking statements. These statements involve known and unknown risks, uncertainties, and other factors

that may cause our actual results and performance to be materially different from any future results or performance expressed or

implied by these forward-looking statements. These factors include, among other things:

the future profitability of Plains Resources;

the uncertainty of the market for the midstream activities of marketing, gathering, transporting, terminalling, and storage of
crude oil that Plains Resources engages in through its significant equity ownership in Plains All American Pipeline, L.P., or
PAA;

the risks associated with the finding and developing of upstream oil and gas reserves associated with Plains Resources
Florida oil and gas operations;

the seasonality of Plains Resources financial results;

the favorable resolution of pending and future litigation;

the operating and financial performance of PAA;

the consequences of our and Plains Exploration & Production Company s, or PXP, officers and employees providing
services to both us and PXP and not being required to spend any specified percentage or amount of time on our business;

risks, uncertainties and other factors that could have an impact on PAA, which could in turn impact the value of our
holdings in PAA (for a discussion of these risks, uncertainties and other factors, see PAA s filings with the Securities and
Exchange Commission, or SEC);

the effects of our indebtedness, which could adversely restrict our ability to operate, could make us vulnerable to general
adverse economic and industry conditions, could place us at a competitive disadvantage compared to our competitors that
have less debt, and could have other adverse consequences;

uncertainties inherent in the development and production of oil and gas and in estimating reserves;

unexpected future capital expenditures (including the amount and nature thereof);

impact of oil and gas price fluctuations;
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the effects of competition;

the success of our risk management activities;

the availability (or lack thereof) of acquisition or combination opportunities;

the impact of current and future laws and governmental regulations;

environmental liabilities that are not covered by an effective indemnity or insurance, and

general economic, market, industry or business conditions.

All forward-looking statements in this report are made as of the date hereof, and you should not place undue certainty on these
statements without also considering the risks and uncertainties associated with these statements and our business that are
discussed in this report. Moreover,
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although we believe the expectations reflected in the forward-looking statements are based upon reasonable assumptions, we can

give no assurance that we will attain these expectations or that any deviations will not be material. Except as required by applicable
securities laws, we do not intend to update these forward-looking statements and information. See Items 1 & 2. Business and

Properties Risk Factors and ltem 7. Management s Discussion and Analysis of Financial Condition and Results of Operations Critical
Accounting Policies and Factors That May Affect Future Results in this report for additional discussions of risks and uncertainties.

AVAILABLE INFORMATION

We file annual, quarterly and current reports, proxy statements and other information with the SEC. You may read and copy any
document we file at the SEC s Public Reference Room at 450 Fifth Street, N.W., Washington, D.C. 20549. Please call the SEC at
1-800-SEC-0330 for further information on the SEC s Public Reference Room. Our SEC filings are also available to the public at the
SEC s web site at www.sec.gov. No information from such web site is incorporated by reference herein. Our web site is
www.plainsresources.com. You may also obtain copies of our annual, quarterly and current reports, proxy statements and certain
other information filed with the SEC, as well as amendments thereto, free of charge from our web site. These documents are

posted to our web site as soon as reasonably practicable after we have filed or furnished these documents with the SEC.
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GLOSSARY OF OIL AND GAS TERMS

The following are abbreviations and definitions of certain terms commonly used in the oil and gas industry and this Form 10-K:

API gravity. A system of classifying oil based on its specific gravity, whereby the greater the gravity, the lighter the oil.

Bbl. One stock tank barrel, or 42 U.S. gallons liquid volume, used in reference to oil or other liquid hydrocarbons.

BOE. One stock tank barrel equivalent of oil, calculated by converting gas volumes to equivalent oil volumes based on relative heat
content, at a ratio of 6 Mcf to 1 Bbl of oil.

Developed acreage. The number of acres which are allocated or assignable to 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.

Differential. An adjustment to the price of oil from an established spot market price to reflect differences in the quality and/or
location of oil.

Exploratory well. A well drilled to find and produce oil or gas in an unproved area, to find a new reservoir in a field previously found
to be productive of oil or gas in another reservoir, or to extend a known reservoir.

Gas. Natural gas.

Gross acres. The total acres in which a person or entity has a working interest.

Gross oil and gas wells. The total wells in which a person or entity owns a working interest.

LPG. Liquefied petroleum gas.
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MBbI. One thousand barrels of oil or other liquid hydrocarbons.

MBOE. One thousand BOE.

Mcf. One thousand cubic feet of gas.

Midstream. The portion of the oil and gas industry focused on marketing, gathering, transporting and storing oil.

MMBbI. One million barrels of oil or other liquid hydrocarbons.

MMBOE. One million BOE.

MMcf. One million cubic feet of gas.

Net acres. Gross acres multiplied by the percentage working interest.

Net oil and gas wells. Gross wells multiplied by the percentage working interest.

Net production. Production that is owned, less royalties and production due others.

Net revenue interest. Our share of petroleum after satisfaction of all royalty and other non-cost-bearing interests.

NYMEX. New York Mercantile Exchange.

Oil. Crude oil, condensate and natural gas liquids.

Table of Contents
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Operator. The individual or company responsible for the exploration and/or exploitation and/or production of an oil or gas well or
lease.

PV-10. The pre-tax present value, discounted at 10% per year, of estimated future net revenues from the production of proved
reserves, computed by applying sales prices in effect as of the dates of such estimates and held constant throughout the
productive life of the reserves (except for consideration of price changes to the extent provided by contractual arrangements), and
deducting the estimated future costs to be incurred in developing, producing and abandoning the proved reserves (computed
based on current costs and assuming continuation of existing economic conditions).

Proved developed reserves. Proved developed oil and gas reserves are reserves that can be expected to be recovered through
existing wells with existing equipment and operating methods. Additional oil and gas expected to be obtained through the

application of fluid injection or other improved recovery techniques for supplementing the natural forces and mechanisms of primary
recovery should be included as proved developed reserves only after testing by a pilot project or after the operation of an installed
program has confirmed through production response that increased recovery will be achieved.

Proved reserves. Per Article 4-10(a)(2) of Regulation S-X, the SEC defines proved oil and gas reserves as the estimated quantities
of oil, gas and gas liquids which geological and engineering data demonstrate with reasonable certainty to be recoverable in future
years from known reservoirs under existing economic and operating conditions, i.e., prices and costs as of the date the estimate is
made. Prices include consideration of changes in existing prices provided only by contractual arrangements, but not on escalations
based upon future conditions.

Reservoirs are considered proved if economic producibility is supported by either actual production or conclusive formation test.
The area of a reservoir considered proved includes: (i) that portion delineated by drilling and defined by gas-oil and/or oil-water

contacts, if any; and (ii) the immediately adjoining portions not yet drilled, but which can be reasonably judged as economically

productive on the basis of available geological and engineering data. In the absence of information on fluid contacts, the lowest
known structural occurrence of hydrocarbons controls the lower proved limit of the reservoir.

Reserves which can be produced economically through application of improved recovery techniques (such as fluid injection) are
included in the proved classification when successful testing by a pilot project, or the operation of an installed program in the
reservoir, provides support for the engineering analysis on which the project or program was based.

Estimates of proved reserves do not include: (i) oil that may become available from known reservoirs but is classified separately as
indicated additional reserves ; (ii) oil, gas, and gas liquids, the recovery of which is subject to reasonable doubt because of

uncertainty as to geology, reservoir characteristics, or economic factors; (iii) oil, gas, and gas liquids, that may occur in undrilled

prospects; and (iv) oil, gas, and gas liquids, that may be recovered from oil shales, coal, gilsonite and other such sources.

Proved reserve additions. The sum of additions to proved reserves from extensions, discoveries, improved recovery, acquisitions
and revisions of previous estimates.
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Proved undeveloped reserves. Proved undeveloped oil and gas reserves are reserves that are expected to be recovered from new
wells on undrilled acreage, or from existing wells where a relatively major expenditure is required for recompletion. Reserves on
undrilled acreage shall be limited to those drilling units offsetting productive units that are reasonably certain of production when
drilled. Proved reserves for other undrilled units can be claimed only where it can be demonstrated with certainty that there is
continuity of production from the existing productive formation. Under no circumstances should estimates for proved undeveloped
reserves be
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attributable to any acreage for which an application of fluid injection or other improved recovery technique is contemplated, unless
such techniques have been proved effective by actual tests in the area and in the same reservoir.

Reserve life. A measure of the productive life of an oil and gas property or a group of properties, expressed in years. Reserve life is
calculated by dividing proved reserve volumes at year-end by production for that year.

Reserve replacement cost. The cost per BOE of reserves added during a period calculated by using a fraction, the numerator of
which equals the costs incurred for the relevant property acquisition, exploration, exploitation and development and the
denominator of which equals changes in proved reserves due to revisions of previous estimates, extensions, discoveries, improved
recovery and other additions and purchases of reserves in-place.

Reserve replacement ratio. The proved reserve additions for the period divided by the production for the period.

Royalty. An interest in an oil and gas lease that gives the owner of the interest the right to receive a portion of the production from
the leased acreage (or of the proceeds of the sale thereof), but generally does not require the owner to pay any portion of the costs
of drilling or operating the wells on the leased acreage. Royalties may be either landowner s royalties, which are reserved by the
owner of the leased acreage at the time the lease is granted, or overriding royalties, which are usually reserved by an owner of the
leasehold in connection with a transfer to a subsequent owner.

Standardized measure. The present value, discounted at 10% per year, of estimated future net revenues from the production of
proved reserves, computed by applying sales prices in effect as of the dates of such estimates and held constant throughout the
productive life of the reserves (except for consideration of price changes to the extent provided by contractual arrangements), and
deducting the estimated future costs to be incurred in developing, producing and abandoning the proved reserves (computed
based on current costs and assuming continuation of existing economic conditions). Future income taxes are calculated by
applying the statutory federal and state income tax rate to pre-tax future net cash flows, net of the tax basis of the properties
involved and utilization of available tax carryforwards related to oil and gas operations.

Undeveloped acreage. Acreage held under lease, permit, contract or option that is not in a spacing unit for a producing well.

Upstream. The portion of the oil and gas industry focused on acquiring, exploiting, developing, exploring for and producing oil and
gas.

Working interest. An interest in an oil and gas lease that gives the owner of the interest the right to drill for and produce oil and gas
on the leased acreage and requires the owner to pay a share of the costs of drilling and production operations.

References herein to Plains Resources , Plains ,the Company , we , us and our mean Plains Resources Inc.
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PART |

ltems 1 and 2. BUSINESS and PROPERTIES.

General

We are an independent energy company. We are principally engaged in the midstream activities of marketing, gathering,
transporting, terminaling, and storage of oil through our equity ownership in Plains All American Pipeline, L.P., or PAA. PAAis a
publicly traded master limited partnership actively engaged in the midstream energy markets. As of February 29, 2004 we owned
44% of the general partner of PAA and 12.4 million, or 21%, of the limited partnership units of PAA, which represented
approximately 22% aggregate ownership interest in PAA. See  Plains All American Pipeline, L.P. . We also participate in the

upstream activities of acquiring, exploiting, developing, exploring for and producing oil through our wholly-owned subsidiary,
Calumet Florida L.L.C. ( Calumet ), which has producing properties in the Sunniland Trend in south Florida.

The book value of our ownership interest in PAA represents 57% of our total assets as of December 31, 2003, the book value of
our Florida oil properties represents 30% and other assets (including $5 million of restricted cash) represent 13% of our total

assets. As of December 31, 2003, the present value of our proved oil reserves was approximately $77.5 million (see  Oil Production
Operations ). The present value of our oil reserves as of December 31, 2003 as determined in accordance with SEC requirements
is based on prices, costs and assumptions in effect on that date. The price in effect at December 31, 2003 was $32.52 per barrel
before adjustment for location and quality differential. This present value does not necessarily represent the actual value of such
reserves since actual future prices and costs may be significantly higher or lower than the prices and costs on December 31, 2003.
We currently own 11.1 million common units and 1.3 million Class B common units of PAA. The closing price of publicly traded

PAA common units, as reported on the New York Stock Exchange, was $31.91 on December 31, 2003. The Class B common units
are not publicly traded but do receive cash distributions from PAA. PAA s financial performance directly impacts our financial
performance and the market value performance of PAA s limited partnership interests directly impacts the value of our assets. As a
result, we encourage you to review PAA s SEC filings, including its Annual Report on Form 10-K for the year ended December 31,
20083, to review and assess, among other things, PAA s financial performance and financial condition, PAA s business, operations,
and competition, and risk factors associated with PAA s business.

Our Board of Directors has authorized the repurchase of up to eight million shares of our common stock. Through December 31,
2003, we had repurchased a total of 4.9 million shares at a total cost of approximately $100.4 million.

Offer to Acquire Plains Resources

On November 19, 2003 we received a proposal from Vulcan Capital, Inc., our Chairman, James C. Flores, and our CEO and
President, John T. Raymond, or the Vulcan Group, to acquire all of our outstanding stock for $14.25 per share in cash (the Original
Vulcan Proposal ). Vulcan Capital is the investment arm of Seattle-based investor Paul G. Allen. The offer indicated that
commitments for all of the financing necessary to complete the transaction had been received.

Table of Contents 15



Edgar Filing: PLAINS RESOURCES INC - Form 10-K/A

In response to receipt of the Original Vulcan Proposal, the Board of Directors established a special committee comprised of board
members William C. O Malley and William M. Hitchcock. The special committee was authorized to review, evaluate, negotiate and
make recommendations to the full Board of Directors with respect to the Original Vulcan Proposal. In addition, the special
committee was authorized to review and evaluate alternative proposals that may be developed or received from other parties
relating to a transaction with the Company. The special committee retained Petrie Parkman &
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Co. as its financial advisor and Baker Botts L.L.P. and Morris, Nichols, Arsht & Tunnell as its legal counsel.

On January 22, 2004 the special committee, after a thorough review with its independent financial and legal advisors, announced
that, after careful consideration, it had determined that the Original Vulcan Proposal was inadequate and not in the best interests of
our stockholders. The Special Committee said it was prepared to enter into discussions or negotiations with the Vulcan Group or
other parties relating to a transaction with the Company.

Following discussions and negotiations with the Vulcan Group and other interested parties, on February 18, 2004 the Special
Committee voted unanimously to recommend to the PLX Board of Directors and to Plains Resources stockholders a $16.75 per
share proposal from the Vulcan Group (the Revised Vulcan Proposal ). Our Board of Directors, excluding Mr. Flores, has
unanimously approved the merger agreement negotiated in connection with the Revised Vulcan Proposal and recommends that
stockholders vote in favor of the transactions contemplated thereby.

The merger agreement contains customary fiduciary termination rights. If the merger agreement is terminated, under specified
circumstances, we have agreed to reimburse all of the Vulcan Group s reasonable out-of-pocket expenses. In addition, in certain
circumstances we have agreed to pay a termination fee of $15 million. In all other circumstances, each party must pay all fees and
expenses it incurs relating to the merger. The closing of the merger is subject to approval by the stockholders of Plains Resources
and other customary closing conditions. The Company plans to hold a special meeting of stockholders to vote on the proposed
transaction as soon as practicable. Completion of the transaction is expected during the second quarter of 2004. If the merger is
consummated, Plains Resources will become a privately held company. Accordingly, upon closing, the registration of the

Company s common stock under the Securities Exchange Act of 1934 will terminate and the Company will cease filing reports with
the SEC.

Plains Resources has filed a preliminary proxy statement for the special meeting of stockholders to vote on the proposed
transaction, and the Vulcan Group will file other relevant documents with the SEC concerning the proposed transaction.

Spin-off of Plains Exploration & Production Company

Prior to December 18, 2002 PXP was our wholly owned subsidiary. On December 18, 2002 we distributed the issued and
outstanding shares of PXP common stock to the holders of record of our common stock as of the close of business on December
11, 2002. Each of our stockholders received one share of PXP common stock for each share of our common stock held. Prior to
the spin-off, we made an aggregate of $52.2 million in cash contributions to PXP and transferred certain assets and liabilities to
PXP, primarily related to land, unproved oil and gas properties, office equipment and compensation obligations.

In contemplation of the spin-off, under the terms of a Master Separation Agreement between us and PXP, on July 3, 2002 we
contributed to PXP 100% of the capital stock of our wholly owned subsidiaries that own oil and gas properties in offshore California
and lllinois. As a result, PXP indirectly owned our offshore California and lllinois properties and directly owned our onshore
California properties. We also contributed $256.0 million of intercompany receivables that PXP and its subsidiaries owed to us. On
July 3, 2002 PXP issued $200 million of 8.75% Senior Subordinated Notes due 2012, or the 8.75% notes, and entered into a $300
million revolving credit facility. PXP distributed to us the net proceeds of $195.3 million from the 8.75% notes and $116.7 million of
initial borrowings under the credit facility. We used such amounts to redeem our 10.25% senior subordinated notes on August 2,
2002 ($287.0 million) and to repay amounts outstanding under our credit facility ($25.0 million).
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We received a letter ruling from the IRS on May 22, 2002, as supplemented on November 5, 2002, to the effect that the spin-off
qualifies as a tax-free distribution. A letter ruling from the IRS, while generally binding on the IRS, may under certain circumstances
be retroactively revoked or modified by the IRS. A letter ruling is based on the facts and representations presented in the request
for that ruling. Generally, an IRS letter ruling will not be revoked or modified retroactively if there has been no misstatement or
omission of material facts, the facts at the time of the transaction are not materially different from the facts upon which the IRS
letter ruling was based, and there has been no change in the applicable law. We are not aware of any facts or circumstances that
would cause the representations in the ruling request to be untrue or incomplete in any material respect.

As a result of the spin-off the historical results of the operations of PXP are reflected in our financial statements as discontinued
operations . Except as noted, discussions in this Form 10-K with respect to oil and gas operations relate to our activities other than
the discontinued operations of PXP. In connection with the spin-off, we entered into certain agreements with PXP, see  Spin-off
Agreements .

Our June 2001 Strategic Restructuring

In a series of transactions in June 2001, we sold a portion of our interests in PAA to a group of investors and management of PAA
for approximately $155.2 million. The assets we sold in this restructuring included 52% of the subordinated units of PAA and an
aggregate 54% ownership interest in the general partner of PAA. We received approximately $110 million in cash and 23,108
shares of our series F preferred stock valued at $45.2 million as consideration for the sale. In addition, in September 2001 PAA
management exercised an option to acquire an additional 2% ownership interest in the general partner of PAA by paying us $1.5
million in cash and notes.

Plains All American Pipeline, L.P.

As of February 29, 2004, our aggregate ownership in PAA was approximately 22%, which was comprised of (1) a 44% interest in
the general partner of PAA, (2) 19%, or 11.1 million, of the common units and (3) all of the 1.3 million class B common units.

Operations

PAA is a publicly traded master limited partnership that is engaged in the marketing, gathering, transporting terminalling and
storage of oil and the gathering, marketing and storage of liquefied petroleum gas and other petroleum products. Terminals are
facilities where oil is transferred to or from storage or a transportation system, such as a pipeline, to another transportation system,
such as trucks or another pipeline. The operation of these facilities is called terminalling . PAA is the exclusive purchaser/marketer
of all of our equity oil production.

PAA s operations are concentrated in Texas, Oklahoma, California and Louisiana and in the Canadian provinces of Alberta and
Saskatchewan, and can be categorized into two primary business activities:
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Oil Pipeline Transportation Operations. PAA owns and operates approximately 7,000 miles of gathering and mainline oil
pipelines located throughout the United States and Canada. Its activities from pipeline operations generally consist of
transporting oil for a fee, third party leases of pipeline capacity, barrel exchanges and buy/sell arrangements.

Gathering, Marketing, Terminalling and Storage Operations. PAA owns and operates approximately 24.0 million barrels of
above-ground oil terminalling and storage facilities, including tankage associated with its pipeline systems. These facilities
include an oil
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terminalling and storage facility at Cushing, Oklahoma. Cushing is one of the largest oil market hubs in the United States
and the designated delivery point for NYMEX oil futures contracts. PAA s terminalling and storage operations generate
revenue through a combination of storage and throughput charges to third parties. PAA also utilizes its storage tanks to
counter-cyclically balance its gathering and marketing operations and to execute different hedging strategies to stabilize
profits and reduce the negative impact of oil market volatility. PAA s gathering and marketing operations include:

the purchase of oil at the wellhead and the bulk purchase of oil at pipeline and terminal facilities;

the transportation of oil on trucks, barges and pipelines;

the subsequent resale or exchange of oil at various points along the oil distribution chain; and

the purchase of LPG from producers, refiners and other marketers, and the sale of LPG to wholesalers, retailers and
industrial end users.

PAA Cash Distributions

PAA s partnership agreement requires that it distribute 100% of available cash within 45 days after the end of each quarter to
unitholders of record and to its general partner. Available cash is generally defined as all cash and cash equivalents on hand at the
end of each quarter less reserves established by PAA s general partner for future requirements.

Prior to the fourth quarter of 2003 PAA had outstanding 10.0 million subordinated units, of which we owned 4.5 million units. The
subordinated units were not publicly traded and were subordinated in the right to distributions. Common units accrue arrearages
with respect to distributions for any quarter during the subordination period and subordinated units do not accrue any arrearages.
PAA met certain financial requirements and 25% of the subordinated units converted to common units in the fourth quarter of 2003.
The remaining subordinated units converted to common units in February 2004.

Class B common units are initially pari passu with common units with respect to distributions, and are convertible into common
units upon approval of a majority of the common unitholders. If we request that PAA call a meeting of common unitholders to
consider approval of the conversion of Class B units into common units and the approval is not obtained within 120 days, each
Class B common unitholder will be entitled to receive distributions, on a per unit basis, equal to 110% of the amount of distributions
paid on a common unit, with such distribution right increasing to 115% if such approval is not secured within 90 days after the end
of the 120-day period. Except for the vote to approve the conversion, Class B common units have the same voting rights as the
common units.

PAA s general partner is entitled to receive incentive distributions if the amount distributed with respect to any quarter exceeds
levels specified in PAA s partnership agreement. Generally, the general partner is entitled, without duplication, to 15% of amounts
PAA distributes in excess of $0.45 per unit, 25% of the amounts PAA distributes in excess of $0.495 per unit and 50% of amounts
PAA distributes in excess of $0.675 per unit.

Table of Contents 21



Edgar Filing: PLAINS RESOURCES INC - Form 10-K/A

Based on PAA s $0.5625 per unit distribution paid in the first quarter of 2004 ($2.25 per unit annualized), we would receive an
annual distribution from PAA of approximately $32.6 million for 2004, including $4.1 million for our general partner distribution
(including $2.9 million for the general partner incentive distribution).
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Oil Production Operations

Calumet has a 100% working interest in five producing fields in the Sunniland Trend in south Florida. Calumet acquired 50% of its
interest in these fields in 1993 and the remaining 50% in 1994. In 2003 net production from these properties averaged 2,315
barrels of oil per day and proved reserves were 14.5 MMBDbls at December 31, 2003. In 2003 we spent $3.3 million on capital
projects, primarily facility enhancements and abandonment of inactive wells. In 2004 we expect to spend $3.5 million on artificial lift
projects, facility upgrades and idle well abandonments.

The following tables set forth certain information with respect to the reserves of our Florida properties based upon reserve reports
prepared by the independent petroleum consulting firm of Netherland, Sewell & Associates, Inc. The reserve volumes and values
were determined under the method prescribed by the Securities and Exchange Commission, or SEC, which requires the

application of year-end prices for each year, held constant throughout the projected reserve life. The amounts presented for 2002
and 2001 exclude reserves attributable to discontinued operations. See Spin Off of Plains Exploration & Production Company and
Note 2 to the consolidated financial statements.

As of or for the Year Ended
December 31,

2003 2002 2001
Oil (MBbls)

Proved Reserves
Beginning balance 16,313 17,343 18,775
Revision of previous estimates (921) (60) (2,470)
Extensions, discoveries, improved recovery and other additions 1,992
Production (845) (970) (954)
Ending balance 14,547 16,313 17,343
Proved Developed Reserves
Beginning balance 14,499 15,456 17,853
Ending balance 12,730 14,499 15,456
PV-10 ($/000s) (1)
Proved developed $ 60,936 $ 73,656 $21,124
Proved undeveloped 16,517 14,258 5,421
Total Proved $ 77,453 $87,914 $ 26,545
Standardized measure $ 65,558 $ 73,339 $ 26,545
Average year-end realized oil price, per Bbl (2) $ 20.78 $ 20.25 $ 9.82

December 31 NYMEX WTI spot price, per Bbl $ 32.52 $ 31.20 $ 19.84

(1) The PV-10 and standardized measure have been reduced to reflect applicable abandonment costs. PV-10 represents the
standardized measure before deducting estimated future income taxes.
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(2) Price in effect at year end with adjustments based on location and quality of oil.

There are numerous uncertainties inherent in estimating quantities and values of proved reserves and in projecting future rates of
production and timing of development expenditures, including many factors beyond our control. Reservoir engineering is a
subjective process of estimating the recovery from underground accumulations of oil that cannot be measured in an exact manner,
and the accuracy of any reserve estimate is a function of the quality of available data and of engineering and geological
interpretation and judgment. Because all reserve estimates are to some degree speculative, the
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quantities of oil and gas that are ultimately recovered, production and operating costs, the amount and timing of future development
expenditures and future oil sales prices may all differ from those assumed in these estimates. In addition, different reserve
engineers may make different estimates of reserve quantities and cash flows based upon the same available data. Therefore, the
PV-10 and standardized measure shown above represents estimates only and should not be construed as the current value of the
estimated oil reserves attributable to our properties. The information set forth in the preceding tables includes revisions of reserve
estimates attributable to proved properties included in the preceding year s estimates. Such revisions reflect additional information
from subsequent exploitation and development activities, production history of the properties involved and any adjustments in the
projected economic life of such properties resulting from changes in product prices. See ltem 7. Management s Discussion and
Analysis of Financial Condition and Results of Operations Critical Accounting Policies and Factors That May Affect Future Results .

In accordance with the SEC guidelines, the reserve engineers estimates of future net revenues from our properties and the present
value thereof are made using oil sales prices in effect as of the dates of such estimates and are held constant throughout the life of
the properties, except where such guidelines permit alternate treatment, including the use of fixed and determinable contractual

price escalations. The oil price in effect at December 31, 2003 is based on the year-end oil price with variations based on location
and quality of oil. The overall average year-end price used in the reserve report as of December 31, 2003 was $20.78 per barrel of
oil. See Product Markets and Major Customers . Historically, the prices for oil have been volatile and are likely to continue to be
volatile in the future. See Iltem 7. Management s Discussion and Analysis of Financial Condition and Results of Operations Critical
Accounting Policies and Factors That May Affect Future Results .

Since December 31, 2002, we have not filed any estimates of total proved net oil reserves with any federal authority or agency
other than the SEC.

Productive Wells and Acreage

As of December 31, 2003, we had working interests in 16 gross (16 net) active producing oil wells. At December 31, 2003 we had
working interests in 12,025 gross, 12,025 net, developed acres and 73,427 gross, 71,524 net, undeveloped acres, all located in the
state of Florida. Less than 10% of total net undeveloped acres are covered by leases that expire in the next five years.

Drilling Activities

No wells were drilled in 2003 or 2002. In 2001 we participated in 1 gross (0.5 net) dry exploratory well on a property outside Florida.

11
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Production and Sales

The following table presents certain information with respect to oil production and sales attributable to our properties, average sales
prices received and average production costs during the three years ended December 31, 2003, 2002 and 2001.

Year Ended December 31,

2003 2002 2001
Production (MBbls) 845 970 954
Sales (MBbls) 926 869 1,060
Sales Price per Bbl
Average NYMEX price $30.99 $26.15 $26.01
Differential (7.06) (3.97) (9.77)

23.93 22.18 16.24
Hedging (0.33) (0.71) (1.11)

23.60 21.47 15.13
Derivative cash settlements (2.57)

21.03 21.47 15.13
Costs and Expenses per Bbl
Production expenses 7.99 6.72 6.63
Production and ad valorem taxes 1.22 0.67 0.35
Oil transportation expenses 4.22 4.34 4.20

Product Markets and Major Customers

Our revenues are highly dependent upon the prices of, and demand for, oil. Historically, the markets for oil have been volatile, and
are likely to continue to be volatile in the future. The prices we receive for our oil production and the levels of such production are
subject to wide fluctuations and depend on numerous factors beyond our control, including the condition of the United States and
world economies (particularly the manufacturing sector), foreign imports, political conditions in other oil-producing countries, the
actions of the Organization of Petroleum Exporting Countries and domestic government regulation, legislation and policies.
Decreases in the prices of oil have had, and could have in the future, an adverse effect on the carrying value of our proved

reserves and our revenues, profitability and cash flow. See ltem 7 Management s Discussion and Analysis of Financial Condition
and Results of Operations Critical Accounting Policies and Factors That May Affect Future Results .

To manage our exposure to commaodity price risks, we utilize various derivative instruments to hedge our exposure to price
fluctuations on oil sales. Our hedging arrangements provide us protection on the hedged volumes if oil prices decline below the
prices at which these hedges are set, however, ceiling prices in our hedges may cause us to receive less revenue on the hedged
volumes than we would receive in the absence of hedges. See ltem 7A  Quantitative and Qualitative Disclosures about Market
Risks .
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Substantially all of our production is transported by pipelines, trucks and barges owned by third parties. The inability or
unwillingness of these parties to provide transportation services to us for a reasonable fee could result in our having to find
transportation alternatives, increased transportation costs or involuntary curtailment of a significant portion of our oil production.

PAA is the exclusive purchaser of all of our equity oil production. If we were to lose PAA as the exclusive purchaser of our equity
production, we believe such loss would not have a material adverse
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effect on our results of operations. We believe PAA could be replaced by other purchasers under contracts with similar terms and
conditions.

We recommend you review PAA s Annual Report on Form 10-K for the year ended December 31, 2003, and other applicable SEC
filings by PAA, for a discussion of PAA s major customers.

Competition

Competitors of our upstream activities include major integrated oil and gas companies, and numerous independent oil and gas
companies, individuals and drilling and income programs. Many of our larger upstream competitors possess and employ financial
and personnel resources substantially greater than those available to us. Such companies are able to pay more for productive oil
and gas properties and exploratory prospects and to define, evaluate, bid for and purchase a greater number of properties and
prospects than our financial or human resources permit. Our ability to acquire additional properties and to discover reserves in the
future will depend on our ability to evaluate and select suitable properties and to consummate transactions in a highly competitive
environment. In addition, there is substantial competition for capital available for investment in the oil and gas industry.

We recommend you review PAA s Annual Report on Form 10-K for the year ended December 31, 2003, and other applicable SEC
filings by PAA, for a discussion of PAA s competition.

Regulation

We recommend you review PAA s Annual Report on Form 10-K for the year ended December 31, 2003, and other applicable SEC
filings by PAA, for a discussion of regulations related to the midstream business. Our discussion on regulation below relates
primarily to our upstream business.

Our upstream operations are subject to extensive regulations. Many federal, state and local departments and agencies are
authorized by statute to issue and have issued laws and regulations binding on the oil and gas industry and its individual
participants. The failure to comply with such rules and regulations can result in substantial penalties. The regulatory burden on the
oil industry increases our cost of doing business and, consequently, affects our profitability. However, we do not believe that we are
affected in a significantly different manner by these laws and regulations than are our competitors. Due to the myriad of complex
federal, state and local regulations that may affect us, directly or indirectly, you should not rely on the following discussion of certain
laws and regulations as an exhaustive review of all regulatory considerations affecting our operations.

OSHA

We are subject to the requirements of the federal Occupational Safety and Health Act, as amended, or OSHA, and comparable
state statutes that regulate the protection of the health and safety of workers. In addition, the OSHA hazard communication
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standard, the U.S. Environmental Protection Agency, or EPA, community-right-to-know regulations, and similar state statutes
require that we maintain certain information about hazardous materials used or produced in our operations and that we provide this
information to our employees, state and local government authorities and citizens. We believe that our operations are in substantial
compliance with OSHA requirements, including general industry standards, record keeping requirements and monitoring of
occupational exposure to regulated substances.

Regulation of Production

The production of oil and gas is subject to regulation under a wide range of federal and state statutes, rules, orders and regulations.
State and federal statutes and regulations require permits for

13

Table of Contents 29



Edgar Filing: PLAINS RESOURCES INC - Form 10-K/A

Table of Conten

drilling operations, drilling bonds and reports concerning operations. The State of Florida has regulations governing conservation
matters, including provisions for the unitization or pooling of oil and gas properties, the establishment of maximum rates of
production from oil and gas wells and the regulation of the spacing, plugging and abandonment of wells. Florida also has the right
to restrict production to the market demand for oil and gas. Moreover, Florida imposes an ad valorem, production or severance tax
with respect to production and sale of oil and gas within its jurisdiction.

Pipeline Regulation

In our upstream business, we have pipelines to deliver our production to sales points. Our pipelines are subject to certain
regulations of the U.S. Department of Transportation, or DOT. In addition, we must permit access to and copying of records, and
must make certain reports and provide information as required by the Secretary of Transportation. We believe that our pipeline
operations are in substantial compliance with applicable requirements.

Environmental

Our operations and properties are subject to extensive and changing federal, state and local laws and regulations relating to safety,
health and environmental protection, including the generation, storage, handling, emission, and transportation of materials and
discharge of materials into the environment. Other statutes that provide protection to animal and plant species and which may
apply to our operations include, but are not necessarily limited to, the Marine Mammal Protection Act, the Marine Protection,
Research and Sanctuaries Act, the Fish and Wildlife Coordination Act, the Fishery Conservation and Management Act, the
Migratory Bird Treaty Act and the National Historic Preservation Act. These laws and regulations may require the acquisition of a
permit or other authorization before construction or drilling commences and for certain other activities; limit or prohibit construction,
drilling and other activities on certain lands lying within wilderness or wetlands and other protected areas; and impose substantial
liabilities for pollution resulting from our operations. The permits required for various of our operations are subject to revocation,
modification and renewal by issuing authorities.

As with the oil and gas industry generally, our compliance with existing and anticipated laws and regulations increases our overall
cost of business, including our capital costs to construct, maintain, upgrade and close equipment and facilities. Although these
regulations affect our capital expenditures and earnings, we believe that they do not affect our competitive position because our
competitors are similarly affected. Environmental laws and regulations have historically been subject to change, and we are unable
to predict the ongoing cost to us of complying with these laws and regulations or the future impact of such laws and regulations on
our operations. If a person violates these environmental laws and regulations and any related permits, they may be subject to
significant administrative, civil and criminal penalties, injunctions and construction bans or delays. If we were to discharge
hydrocarbons or hazardous substances into the environment, we could, to the extent the event is not insured, incur substantial
expense, including both the cost to comply with applicable laws and regulations and claims made by neighboring landowners and
other third parties for personal injury and property damage.

Although we obtained environmental studies when we acquired our properties in the Sunniland Trend, and we believe that such
properties have been operated in accordance with standard oil field practices, current or future local, state and federal
environmental laws and regulations may require substantial expenditures to remediate the properties or to otherwise comply with
such rules and regulations.
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A portion of our Sunniland Trend properties is located within the Big Cypress National Preserve and our operations therein are
subject to regulations administered by the National Park Service, or
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NPS. Under such regulations, a master plan of operations has been approved by the Regional Director of the NPS. The master
plan of operations is a comprehensive plan of practices and procedures for our drilling and production operations designed to
minimize the effect of such operations on the environment. We must modify the master plan of operations and secure permits from
the NPS for new wells that require the use of additional land for drilling operations. The master plan of operations also requires that
we restore the surface property affected by drilling and production operations upon cessation of these activities. We do not
anticipate that expenditures required to comply with such regulations will have a material adverse effect on our operations.

Other Business Matters

Without successful drilling, acquisition or exploitation operations, our oil and gas reserves and revenues will decline. Drilling
activities are subject to numerous risks, including the risk that no commercially viable oil or gas production will be obtained. Our
decision to purchase, explore, exploit or develop an interest or property will depend in part on the evaluation of data obtained
through geophysical and geological analyses and engineering studies, the results of which are often inconclusive or subject to
varying interpretations. See  Oil Production Operations . The cost of drilling, completing and operating wells is often uncertain.
Drilling may be curtailed, delayed or canceled as a result of many factors, including title problems, weather conditions, compliance
with government permitting requirements, shortages of or delays in obtaining equipment, reductions in product prices or limitations
in the market for products. The availability of a ready market for our oil production also depends on a number of factors, including
the demand for and supply of oil and the proximity of reserves to pipelines or trucking and terminal facilities. See  Product Markets
and Major Customers .

Our operations are subject to all of the risks normally incident to the exploration for and the production of oil and gas, including
blowouts, cratering, oil spills and fires, each of which could result in damage to or destruction of oil and gas wells, production
facilities or other property, or injury to persons.

Our upstream properties may experience damage as a result of an accident or other natural disaster. These hazards can cause
personal injury and loss of life, severe damage to and destruction of property and equipment, pollution or environmental damages
and suspension of operations. We maintain insurance of various types that we consider to be adequate to cover our upstream
operations and properties. The insurance covers all of our upstream assets in amounts considered reasonable. The insurance
policies are subject to deductibles that we consider reasonable and not excessive. Our insurance does not cover every potential
risk associated with our operations. Consistent with insurance coverage generally available to the industry, our insurance policies
provide limited coverage for losses or liabilities relating to pollution, with broader coverage for sudden and accidental occurrences.

The occurrence of a significant event not fully insured or indemnified against, or the failure of a party to meet its indemnification
obligations, could materially and adversely affect our operations and financial condition. We believe that we are adequately insured
for public liability and property damage to others with respect to our operations. With respect to all of our coverage, no assurance
can be given that we will be able to maintain adequate insurance in the future at rates we consider reasonable.

Title to Properties

Our properties are subject to customary royalty interests, liens incident to operating agreements, liens for current taxes and other
burdens, including other mineral encumbrances and restrictions. We do not believe that any of these burdens materially interferes
with the use of such properties in the operation of our business.
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We believe that we have generally satisfactory title to or rights in all of our producing properties. As is customary in the oil and gas
industry, minimal investigation of title is made at the time of acquisition of undeveloped properties. Title investigation is made and
title opinions of local counsel are generally obtained only before commencement of drilling operations. We believe that we have
satisfactory title to all of our other assets. Although title to such properties are subject to encumbrances in certain cases, such as
customary interests generally retained in connection with acquisition of real property, liens for current taxes and other burdens and
minor easements, restrictions and other encumbrances to which the underlying properties were subject at the time of acquisition by
us, we believe that none of such burdens will materially detract from the value of such properties or from our interest therein or will
materially interfere with their use in the operation of our business.

Spin-off Agreements

In connection with the spin-off we entered into certain agreements with PXP, including a master separation agreement; an
intellectual property agreement; the Plains Exploration & Production transition services agreement; the Plains Resources transition
services agreement; and a technical services agreement. For the year ended December 31, 2003, PXP billed us $0.5 million for
services provided to us under these agreements and we billed PXP $0.1 million for services we provided under these agreements.

The master separation agreement provides that for a period of three years, (1) we and our subsidiaries will be prohibited from
engaging in or acquiring any business engaged in any of the upstream activities of acquiring, exploiting, developing, exploring for
and producing oil and gas in any state in the United States (except Florida), and (2) PXP will be prohibited from engaging in any of
the midstream activities of marketing, gathering, transporting, terminalling and storing oil and gas (except to the extent any such
activities are ancillary to, or in support of, any of PXP s upstream activities).

The technical services agreement provides that PXP will provide services with respect to the operations of Calumet until (1)
Calumet is no longer our subsidiary, (2) Calumet transfers substantially all of its assets to a person that is not a subsidiary of us, (3)
the third anniversary of the date of this agreement or (4) when all the services are terminated as provided in the agreement. We
may terminate the agreement as to some or all of the services at any time by giving PXP at least 90 days written notice.

Employees

As of February 29, 2004, we had 12 full-time employees (not including our Chief Executive Officer, Chief Financial Officer and
General Counsel, who also devote time and efforts to PXP), none of whom is represented by any labor union. All of our full-time
employees are field personnel involved in oil and gas producing activities.

Risk Factors

You should carefully consider the following risk factors in addition to the other information included in this report. Each of these risk
factors could adversely affect our business, operating results and financial condition, as well as adversely affect the value of an
investment in our common stock.
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We are highly dependent upon the earnings and distributions of PAA.

In 2003, we had oil revenues from our upstream operations of $21.9 million while distributions received from PAA attributable to our
general and limited partner interests totaled $30.9 million.
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PAA s financial performance will directly affect our financial performance and the market value performance of PAA s limited partner
interests will directly impact the value of our assets. A significant decline in PAA s earnings would have a corresponding negative
impact on our earnings. Likewise, a significant decline in the value of PAA s common units would have a corresponding negative
impact on the value of our assets.

In addition, cash from PAA distributions on its general partner and limited partner interests is one of our primary sources of our
liquidity. If PAA could not, for any reason, make its minimum quarterly distribution payments on its limited partner and general
partner interests, this would impair our ability to meet our short and long-term cash needs, including normal recurring operating
needs, debt service obligations, contingencies and capital expenditures.

We have also entered into an oil marketing agreement with PAA under which PAA is the exclusive purchaser of all of our net oil
production. We generally do not require letters of credit or other collateral from PAA to support our trade receivables. Accordingly, a
material adverse change in PAA s financial condition could adversely impact our ability to collect our receivables from PAA and
thereby affect our financial condition.

We urge you to review PAA s SEC filings, including its Annual Report on Form 10-K for the year ended December 31, 2003, for
risks associated with PAA s business.

Our levels of indebtedness may limit our financial and operating flexibility.

We have a substantial amount of debt and the ability to incur substantially more debt. We have a secured term loan facility, of
which $50.0 million was outstanding at December 31, 2003. The term loan is collateralized by a pledge of the equity of our
subsidiaries and 5.2 million of our PAA common units. We also delivered mortgages on Calumet s oil and gas properties to secure
the loan. The term loan is repayable in 12 quarterly installments of $5.0 million that commenced on August 31, 2003 with a final
maturity on May 31, 2006.

We and all of our subsidiaries must comply with various covenants contained in our secured term loan facility, which, among other
things, limit the ability of us and our subsidiaries to:

incur additional debt or liens;

enter into leases;

sell assets;

make loans or investments;
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change the nature of our business or operations;

guarantee other indebtedness;

enter into certain types of hedge agreements;

enter into take-or-pay arrangements;

merge or consolidate; and

enter into transactions with affiliates.

If the Revised Vulcan Proposal is consummated, our credit facility will terminate and the amount outstanding would be paid in full.

In addition, if an event of default exists, the term loan prohibits us from paying dividends or repurchasing or redeeming shares of
any class of our capital stock.
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Our substantial debt could have important consequences to you. For example, it could:

increase our vulnerability to general adverse economic and industry conditions;

limit our ability to fund future working capital and capital expenditures, to engage in future acquisitions or development
activities, or to otherwise realize the value of our assets and opportunities fully because of the need to dedicate a
substantial portion of our cash flow to payments on our debt or to comply with any restrictive terms of our debt;

limit our flexibility in planning for, or reacting to, changes in the industry in which we operate; and

place us at a competitive disadvantage as compared to our competitors that have less debt.

In addition, if we fail to comply with the terms of our debt, our lenders will have the right to accelerate the maturity of that debt and

foreclose upon the collateral securing that debt. Realization of any of these factors could adversely affect our financial condition.

Volatile oil and gas prices could adversely affect our financial condition and results of operations.

Revenues from our upstream operations are largely dependent on oil prices, which are extremely volatile. Any substantial or
extended decline in the price of oil below current levels will have a material adverse effect on our business operations and future
revenues. Moreover, oil prices depend on factors we cannot control, such as:

supply and demand for oil and expectations regarding supply and demand;

weather;

actions by the Organization of Petroleum Exporting Countries, or OPEC;

political conditions in other oil-producing countries including the possibility of insurgency or war in such areas;

general economic conditions in the United States and worldwide; and

governmental regulations.

Prices of oil will affect:
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our revenues, cash flows and earnings;

our ability to attract capital to finance our operations and the cost of such capital;

the amount that we are allowed to borrow; and

the value of our oil and gas properties.

Any prolonged, substantial reduction in the demand for oil, or distribution problems in meeting this demand, could
adversely affect our business.

Our success in our upstream business is materially dependent upon the demand for oil. The availability of a ready market for our oil
production depends on a number of factors beyond our control, including the demand for and supply of oil and gas, the availability
of alternative energy sources, the proximity of reserves to, and the capacity of oil and gas gathering systems, pipelines or trucking
and terminal facilities. We may also have to shut-in some of our wells temporarily due to a lack of market or adverse weather
conditions including hurricanes. If the demand for oil diminishes, our financial results would be negatively impacted.
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In addition, there are limitations related to the methods of transportation for our production. Substantially all of our oil production is
transported by pipelines, barges and trucks owned by third parties. The inability or unwillingness of these parties to provide
transportation services to us for a reasonable fee could result in our having to find transportation alternatives, increased
transportation costs or involuntary curtailment of a significant portion of our oil production, any of which could have a negative
impact on our results of operation and cash flows.

The war in Iraq, recent terrorist activities and the potential for other global events could adversely affect our business.

The war in Iraq and recent terrorist attacks of unprecedented scope have caused instability in the world financial markets and may
generate global economic instability. The continued threat of terrorism and the impact of military or other action have led to and will
likely lead to increased volatility in prices for oil and gas and could affect the markets for our operations. Further, the United States
government has issued public warnings that indicate that energy assets might be specific targets of terrorist organizations. These
developments have subjected our operations to increased risk and, depending on the ultimate magnitude, could have a material
adverse affect on our business.

If we do not replace the reserves that we have produced, our reserves and revenues will decline.

The future success of our upstream business depends in part on our ability to find, develop and acquire additional oil and gas
reserves that are economically recoverable which, in itself, is dependent on oil and gas prices. Without continued successful
exploitation, acquisition or exploration activities, our reserves and revenues will decline as a result of our current reserves being
depleted by production. We may not be able to find or acquire additional reserves at acceptable costs.

Estimates of oil and gas reserves depend on many assumptions that may be inaccurate. Any material inaccuracies could
adversely affect the quantity and value of our oil and gas reserves.

The proved oil reserve information included in this document represents only estimates. These estimates are based on reports
prepared by independent petroleum engineers. The estimates were calculated using oil prices in effect on the date indicated in the
reports. Any significant price changes will have a material effect on the quantity and present value of our reserves.

Petroleum engineering is a subjective process of estimating underground accumulations of oil and gas that cannot be measured in
an exact manner. Estimates of economically recoverable oil and gas reserves and of future net cash flows depend upon a number
of variable factors and assumptions, including:

historical production from the area compared with production from other comparable producing areas;

the assumed effects of regulations by governmental agencies;
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assumptions concerning future oil and gas prices; and

assumptions concerning future operating costs, severance and excise taxes, development costs and workover and
remedial costs.

Because all reserve estimates are to some degree subjective, each of the following items may differ materially from those assumed
in estimating reserves:

the quantities of oil and gas that are ultimately recovered;

19

Table of Contents 41



Edgar Filing: PLAINS RESOURCES INC - Form 10-K/A

Table of Conten

the timing of the recovery of oil and gas reserves;

the production and operating costs incurred; and

the amount and timing of future development expenditures.

Furthermore, different reserve engineers may make different estimates of reserves and cash flows based on the same available
data. Actual production, revenues and expenditures with respect to reserves will vary from estimates and the variances may be
material.

The discounted future net revenues included in this document should not be considered as the market value of the reserves
attributable to our properties. As required by the SEC, the estimated discounted future net revenues from proved reserves are
generally based on prices and costs as of the date of the estimate, while actual future prices and costs may be materially higher or
lower. Actual future net revenues will also be affected by factors such as:

the amount and timing of actual production;

supply and demand for oil and gas; and

changes in governmental regulations or taxation.

In addition, the 10% discount factor, which the SEC requires to be used to calculate discounted future net revenues for reporting
purposes, is not necessarily the most appropriate discount factor based on the cost of capital in effect from time to time and risks
associated with our business and the oil and gas industry in general.

The geographic concentration and lack of marketable characteristics of our oil reserves may have a greater effect on our
ability to sell our oil compared to other companies.

All of our oil reserves are located in Florida. Because our reserves are not as diversified geographically as many of our competitors,
our business is more subject to local conditions than other, more diversified companies. Any regional events, including price
fluctuations, natural disasters, and restrictive regulations that increase costs, reduce availability of equipment or supplies, reduce
demand or limit our production may impact our operations more than if our reserves were more geographically diversified.

Our crude oil produced in Florida has a high sulfur content which limits its use in certain refineries and therefore limits its
marketability.

Operating hazards, natural disasters or other interruptions of our operations could result in potential liabilities, which
may not be fully covered by our insurance.
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The oil and gas business involves certain operating hazards such as:

well blowouts;

cratering;

explosions;

uncontrollable flows of oil, gas or well fluids;

fires;

pollution; and

releases of toxic gas.
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Any of these operating hazards could cause serious injuries, fatalities or property damage, which could expose us to liabilities. The
payment of any of these liabilities could reduce, or even eliminate, the funds available for exploration, development, and
acquisition, or could result in a loss of our properties.

Consistent with insurance coverage generally available to the industry, our insurance policies provide limited coverage for losses or
liabilities relating to pollution, with broader coverage for sudden and accidental occur