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GEOPETRO RESOURCES COMPANY

CONSOLIDATED BALANCE SHEETS

ASSETS
Current Assets:
Cash and cash equivalents
Accounts receivable oil and gas sales
Accounts receivable other
Related party notes receivable
Prepaid expenses
Total current assets

0il and Gas Properties, at cost (full cost method):
Unevaluated properties

Evaluated properties

Less accumulated depletion and impairments

Net oil and gas properties

Furniture, Fixtures and Equipment, at cost, net of depreciation

Other Assets deposits and other noncurrent assets

Total Assets

LIABILITIES AND SHAREHOLDERS EQUITY

Current Liabilities:
Trade payables

Short term notes payable
Interest payable

Dividends payable
Production taxes payable
Other taxes payable
Royalty owners payable
Net profits interest payable
Total current liabilities

Asset Retirement Obligations
Commitments and Contingencies (Note 8)

Shareholders Equity:

Series AA preferred stock, no par value; 5,000,000 shares authorized, O shares after
conversion on March 28, 2007 and 1,890,710 shares issued and outstanding at December
31, 2006. Liquidation value was $6,750,923 at December 31, 2006

Common stock, no par value; 100,000,000 shares authorized 29,359,718 and 27,423,758
shares issued and outstanding at March 31, 2007 and December 31, 2006, respectively
Additional paid-in capital

Treasury stock, at cost; 1,257,043 shares held at March 31, 2007 and December 31, 2006,
respectively

Accumulated deficit

Total shareholders equity

Total Liabilities and Shareholders Equity

See accompanying notes to these consolidated financial statements.

March 31, 2007
(Unaudited)

$ 987,780
776,308

70,400
1,000,000
63,938
2,898,426

4,808,978
44,374,441
(12,129,208
37,054,211

36,556

6,867

$ 39,996,060

$ 1,231,328
1,773,267
24,044

138,834
3,616
1,070,977
248,321
4,490,387

50,020

46,092,896
1,091,791

(1,152,435
(10,576,599
35,455,653

$ 39,996,060

December 31, 2006

$ 734,561
394,337
115,770
1,000,000
121,413
2,366,081

4,503,481
43,701,510
(11,557,257
36,647,734

41,547

6,116

$ 39,061,478

$ 654,427
982,301

73,205

133,438
662,905

9,206

951,271
137,589
3,604,342

48,842

5,924,068

40,112,265
918,381

(1,152,435
(10,393,985
35,408,294

$ 39,061,478
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Revenues
Oil and gas sales

Costs and expenses:

Lease operating expense

General and administrative

Net profits interest

Depreciation and depletion expense
Total costs and expenses

Income (loss) from operations
Other Income and (Expense):
Interest expense

Interest income

Total other expense

Net Income (Loss) Before Taxes
Income tax expense

Net Income (Loss) After Taxes

Preferred stock dividend

GEOPETRO RESOURCES COMPANY

CONSOLIDATED STATEMENTS OF OPERATIONS

Net Loss Available to Common Shareholders

Earnings (Loss) per Share:
Basic
Diluted

Weighted Average Number of Common Shares Outstanding:

Basic
Diluted

See accompanying notes to these consolidated financial statements.

For the Three Months

Ended March 31,
2007
(Unaudited)

$ 1,823,342
427,277
759,356
184,204
576,942
1,947,779

(124,437

(86,182
28,005
(58,177

(182,614

(182,614

$ (182,614

$ (0.01
$ (0.01

27,526,895
27,526,895

)

)

)

)

2006
(Unaudited)

$ 1,498,453
266,223
548,864
158,603
405,197
1,378,887

119,566

(48,549

434

(48,115
71,451
(13,991
57,460
(130,537

$ (73,077

$ (0.00
$ (0.00

21,839,538
21,839,538

)
)




Edgar Filing: GEOPETRO RESOURCES CO - Form 10-Q

GEOPETRO RESOURCES COMPANY

CONSOLIDATED STATEMENTS OF CASH FLOWS

Cash Flows From Operating Activities:

Net income

Adjustments to reconcile net income to net cash provided by operating activities:

Depreciation and depletion

Stock compensation expense

Non-cash interest expense

Asset retirement obligations

Changes in operating assets and liabilities:
(Increase) decrease in accounts receivable
Decrease in other receivables

(Increase) decrease in prepaid expenses
Deposits and other noncurrent assets

Increase in trade payables

Increase (decrease) in interest payable
Decrease in dividends payable

Decrease in production taxes payable
Decrease in other taxes payable

Increase (decrease) in royalty owners payable
Increase (decrease) in net profit interest payable
Increase in asset retirement obligations

Net cash provided by operating activities

Cash Flows from Investing Activities:

Oil and gas property expenditures
Net cash used in investing activities

Cash Flows from Financing Activities:

Increase in deposit in trust

Increase in restricted cash

Proceeds from sale of common shares, option and warrant exercises, net
Payments of preferred dividends

Proceeds from promissory notes, net

Payments of loan fee

Repayments of promissory notes

Deferred offering costs

Net cash provided by financing activities

Net Increase in Cash and Cash Equivalents:
Cash and Cash Equivalents:
Beginning of period

End of period

Supplemental Disclosure of Cash Flow Information:
Cash paid for interest

Cash paid for income taxes

Three Months Ended

March 31, March 31,
2007 2006
(Unaudited) (Unaudited)

$ (182614 ) $ 57,460

576,942 405,197

34,935 16,616

38,742 35,398

707 484

(381,971 ) 233,045

45,370 6,154

57,475 (91,433 )
(750 )

576,900 3,129,718

(49,162 ) 13,151

(133,438 ) (2,901 )
(524,071 ) (207,574 )
(5.590 ) (21,072 )
119,707 (89,276 )
110,732 (90,955 )
471

$ 284385 $ 3,394,012
(945,895 ) (6,423,659 )
(945,895 ) (6,423,659 )

(10,867,849 )
(2,000,075 )

71,729 14,453,657
(130,537 )
1,000,000 1,000,000
(57,000 ) (30,000 )
(100,000 )
881,159
914,729 3,306,355
253,219 276,708
734,561 914,826
$ 987,780 $ 1,191,534
$ 47,440 $
$ $ (13,991 )

See accompanying notes to these consolidated financial statements.
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GEOPETRO RESOURCES COMPANY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited Prepared by Management)
1. ORGANIZATION AND NATURE OF OPERATIONS:

These financial statements are included herein pursuant to the rules and regulations of the Securities and Exchange Commission ( SEC ). Certain
information and footnote disclosure normally included in financial statements prepared in accordance with generally accepted accounting
principles have been condensed or omitted pursuant to such rules and regulations. The Company believes the disclosures made are adequate to
make the information not misleading and recommend that these condensed financial statements be read in conjunction with the financial
statements and notes included in our Form 10-K for the year ended December 31, 2006. In the opinion of management, the financial statements
herein contain all adjustments, consisting only of normal recurring accruals, necessary for a fair presentation of the results for such periods. The
results of operations for interim periods are not necessarily indicative of the results of operations for the full fiscal year.

GeoPetro  GeoPetro Resources Company ( GeoPetro , Company , we or us ) was originally incorporated as GeoPet
Company under the laws of the State of Wyoming in 1994 to participate in the oil and gas acquisition, exploration,
development and production business in the United States and internationally. GeoPetro Company was subsequently

merged into GeoPetro Resources Subsidiary Company, a California corporation, on June 28, 1996. GeoPetro s name

was then changed to GeoPetro Resources Company. GeoPetro s corporate offices are in San Francisco, California. The
accompanying consolidated financial statements include the accounts of GeoPetro and its wholly-owned subsidiaries.

All significant intercompany accounts and transactions have been eliminated in consolidation.

Operations  Although GeoPetro is not a development stage enterprise, the company has a limited operating history upon
which an evaluation of its business prospects can be based. The risks, expense, and difficulties encountered by early
stage companies must be considered when evaluating GeoPetro s business prospects. GeoPetro incurred a net loss of
$182,614 and $73,077 for the three months ended March 31, 2007 and 2006, and had an accumulated deficit at March
31,2007 of $10,576,599. GeoPetro expects to make significant capital expenditures in the foreseeable future.
Management believes that GeoPetro will be successful in obtaining adequate sources of cash to fund its anticipated
capital expenditures through the end of 2007 and to follow through with plans for continued investments in oil and gas
properties. GeoPetro s success, in part, depends on its ability to generate additional financing, farm-out certain of its
projects and manage its relations with the companies that provide exploration and development services. GeoPetro s
success also depends on its ability to effectively manage growth and develop proven reserves. Additionally, GeoPetro s
operations are subject to all of the environmental and operational risks normally associated with the oil and gas
industry. GeoPetro maintains insurance that is customary in the industry.

Since its inception, GeoPetro has participated as a working interest owner in the acquisition of undeveloped leases, seismic options, lease

options and foreign concessions and has participated in seismic surveys and the drilling of test wells on its undeveloped properties. Further
leasehold acquisitions and seismic operations are planned for 2007 and future periods. In addition, drilling is scheduled during 2007 and future
periods on GeoPetro s undeveloped properties. It is anticipated that these exploration activities together with others that may be entered into may
impose financial requirements which may exceed the existing working capital of GeoPetro. Management may raise additional equity and/or debt
capital, and has farmed-out certain of its projects to finance its continued participation in planned activities. In the opinion of GeoPetro
management, GeoPetro can continue as a going concern even if additional financing is unavailable. However, if additional financing is not
available, GeoPetro may be compelled to reduce the scope of its business activities. If GeoPetro is unable to fund planned expenditures, it may
be necessary to:

1. forfeit its interest in wells that are proposed to be drilled;
2. farm-out its interest in proposed wells;
3. sell a portion of its interest in prospects and use the sale proceeds to fund its participation for a

lesser interest; and

11
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reduce general and administrative expenses.
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In order for GeoPetro to maintain its interest in the Indonesian and Australian contract and permit areas, certain work and expenditure
commitments must be met or an extension must be granted by the applicable governing authority. In the event that GeoPetro does not meet the
commitments and no extensions are granted for meeting the commitments, GeoPetro will forfeit its interest in the contract or permit areas
requiring an impairment write-down equal to the capitalized costs recorded for the area forfeited. This could have a material adverse impact on
GeoPetro s results of operations in future periods.

In July 2005, GeoPetro entered into agreements with unaffiliated companies that have purchased and are operating a dedicated gas treatment
plant and related pipelines to process and transport GeoPetro s gas from the Madisonville Project in Madison County, Texas. These agreements
are discussed in detail in Note 10 to the financial statements included in our Form 10-K for the year ended December 31, 2006. In connection
with the Madisonville Project, GeoPetro re-completed an existing well for production from the Rodessa formation interval at approximately
11,800 feet of depth and completed an injection well for disposal of waste gasses from the production well. GeoPetro initiated gas sales from the
Madisonville Project in May 2003. A second well was drilled, tested and completed during 2004 and is presently producing on a restricted rate
awaiting a planned expansion of the gas treatment plant. Two additional development wells were drilled during 2006. Another well is planned
for drilling during late 2007 in the Madisonville Project.

Other than the above work and expenditure commitments, the timing of most of GeoPetro s capital expenditures is discretionary. GeoPetro has
no material long-term commitments associated with its capital expenditure plans or operating agreements. Consequently, GeoPetro has a
significant degree of flexibility to adjust the level of such expenditures as circumstances warrant. The level of capital expenditures will vary in
future periods depending on the success of exploratory drilling activities, gas and oil price conditions and other related economic factors.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

US. GAAP The Company s financial statements have been prepared in accordance with accounting principles
generally accepted within the United States of America ( U.S. GAAP ).

Use of Estimates and Significant Estimates ~ Certain amounts in GeoPetro s financial statements are based upon significant
estimates, including oil and gas reserve quantities which form the basis for the calculation of depreciation, depletion,
amortization and impairment of oil and gas properties. Actual results could materially differ from those estimates.

Qil and Gas Properties GeoPetro follows the full cost method of accounting for oil and gas producing activities and,
accordingly, capitalizes all costs incurred in the acquisition, exploration, and development of proved oil and gas
properties, including the costs of abandoned properties, dry holes, geophysical costs, and annual lease rentals. All
general corporate costs are expensed as incurred. In general, sales or other dispositions of oil and gas properties are
accounted for as adjustments to capitalized costs, with no gain or loss recorded. Amortization of evaluated oil and gas
properties is computed on the units of production method based on all proved reserves on a country by country basis.
Unevaluated oil and gas properties are assessed for impairment either individually or on an aggregate basis. The net
capitalized costs of evaluated oil and gas properties (full cost ceiling limitation) are not to exceed their related
estimated future net revenues discounted at 10%, and the lower of cost or estimated fair value of unproved properties,
net of tax considerations.

Joint Ventures  Some exploration and production activities are conducted jointly with others and, accordingly, the
accounts reflect only GeoPetro s proportionate interest in such activities.

Revenue Recognition  Revenue is recognized upon delivery of oil and gas production and is shown net of applicable
royalty payments, processing and transportation fees. In addition, the Company recognizes revenue from the
Madisonville Field net of applicable fees to gather, treat and transport the Company s natural gas production. The
applicable fees are paid to unrelated third parties. Revenue from the Madisonville Field is recognized when the price
for gas delivered becomes fixed and determinable. The price for gas delivered to the purchaser, Madisonville Gas
Processing LP ( MGP ), becomes fixed and determinable after the gas has been gathered, treated, and transported to a
common carrier pipeline where it is then resold by MGP to the common carrier pipeline on a spot market basis. The
proceeds from the sale of the gas are deposited directly into an escrow account under the joint signature control of the
Company and MGP. The fees to gather, treat and transport the gas are distributed to MGP in accordance with

13
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agreements between them and the Company. The remaining net proceeds are distributed to the Company.

Asset Retirement Obligation  In accordance with Statement of Financial Accounting Standards No. 143, Accounting for
Asset Retirement Obligations ( SFAS 143 ), the fair value of an asset retirement cost, and corresponding liability,

8
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should be recorded as part of the cost of the related long-lived asset and subsequently allocated to expense using a systematic and rational
method. GeoPetro recorded an asset retirement obligation to reflect GeoPetro s legal obligations related to future plugging and abandonment of
its oil and gas wells. GeoPetro estimated the expected cash flow associated with the obligation and discounted the amount using a
credit-adjusted, risk-free interest rate. At least annually, GeoPetro reassesses the obligation to determine whether a change in the estimated
obligation is necessary. GeoPetro evaluates whether there are indicators that suggest the estimated cash flows underlying the obligation have
materially changed. Should those indicators suggest the estimated obligation has materially changed, GeoPetro will accordingly update its
assessment.

March 31, December 31,
2007 2006
Asset retirement obligations, beginning of period $ 48,842 $ 26,641
Liabilities incurred 471 19,537
Accretion expense 707 2,664
Asset retirement obligations, end of period $ 50,020 $ 48,842

FEurniture, Fixtures and Equipment ~ Furniture, fixtures and equipment are stated at cost. Depreciation is provided on
furniture, fixtures and equipment using the straight-line method over an estimated service life of three to seven years.

Income Taxes GeoPetro accounts for income taxes using the asset and liability method wherein deferred tax assets and
liabilities are recognized for the future tax consequences attributable to differences between financial statement
carrying amounts of existing assets and liabilities and their respective tax bases. Deferred tax assets and liabilities are
measured using enacted tax rates expected to apply to taxable income in the years in which the temporary differences
are expected to be recovered or settled. Because management has determined that realization of deferred tax assets is
not likely, the net deferred tax assets are fully reserved.

Concentrations of Credit Risk ~ Credit risk represents the accounting loss that would be recognized at the reporting date if
counterparties failed completely to perform as contracted. Concentrations of credit risk (whether on or off balance
sheet) that arise from financial instruments exist for groups of customers or counterparties when they have similar
economic characteristics that would cause their ability to meet contractual obligations to be similarly affected by
changes in economic or other conditions described below. The credit risk amounts for cash and accounts receivable do
not take into account the value of any collateral or security.

GeoPetro maintains several cash accounts with three financial institutions. Accounts at each institution are insured by the Federal Deposit
Insurance Corporation up to $100,000. As of March 31, 2007, the uninsured bank balance was $1,022,458. GeoPetro has not experienced any
losses in such accounts and believes it is not exposed to any significant credit risk.

For the three months ended March 31, 2007 and year ended December 31, 2006, the Company had sales to customers exceeding 10% of total
sales as follows:

March 31, 2007 December 31, 2006
Customer A 57 % 79 %0
Customer B 43 % 21 %0

At March 31, 2007, the Company had accounts receivable balances from Customer B of $776,308, or 92%, and from Customer A of $394,337
or 77% at December 31, 2006 of total accounts receivable respectively.

Allowance for Doubtful Accounts  Trade accounts receivable are recorded at net realizable value. If the financial condition
of GeoPetro s customers were to deteriorate, resulting in an impairment of their ability to make payments, additional
allowances may be required. Delinquent trade accounts receivable are charged against the allowance for doubtful
accounts once uncollectibility has been determined. The allowance is determined through an analysis of the past-due
status of accounts receivable and assessments of risk that are based on historical trends and an evaluation of the
impact of current and projected economic conditions. There was no activity in the allowance for doubtful accounts as
of March 31, 2007 and December 31, 2006.
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Eair Value of Financial Instruments  The estimated fair values for financial instruments are determined at discrete points in
time based on relevant market information. These estimates involve uncertainties and cannot be determined with
precision. For certain of GeoPetro s financial instruments, including cash, accounts receivable, accounts payable and
current portion of notes payable, the carrying amounts approximate fair value due to their maturities.

Stock-Based Compensation ~ Effective January 1, 2006, the Company adopted the fair value recognition provisions of
Statement of Financial Accounting Standard 123(R) Share-Based Payment ( SFAS 123(R) ) using the modified
prospective transition method. In addition, the Securities and Exchange Commission issued Staff Accounting Bulletin
No. 107 Share-Based Payment ( SAB 107 ) in March, 2005, which provides supplemental SFAS 123(R) application
guidance based on the views of the SEC. Under the modified prospective transition method, compensation cost
recognized in the three months ended March 31, 2007 includes: (a) compensation cost for all share-based payments
granted prior to, but not yet vested as of January 1, 2006, based on the grant date fair value estimated in accordance
with the original provisions of SFAS No. 123, and (b) compensation cost for all share-based payments granted
beginning January 1, 2006, based on the grant date fair value estimated in accordance with the provisions of SFAS
123(R). In accordance with the modified prospective transition method, results for prior periods have not been
restated.

The adoption of SFAS 123(R) resulted in stock compensation expense for the three months ended March 31, 2007 $34,935 to income from
continuing operations and income before income taxes, of which the entire amount was recorded to general and administrative expenses. The
Company did not recognize a tax benefit from the stock compensation expense because the Company considers it is more likely than not that the
related deferred tax assets, which have been reduced by a full valuation allowance, will not be realized.

The fair value of each option grant was estimated on the date of grant using the Black-Scholes option pricing model with the following
weighted-average assumptions used for grants in 2003 and 2005: risk-free, weighted-average interest rates ranging from 2.52 to 3.75 percent,
expected dividend yield of O percent, expected life of 5 years from the date of grant, and expected volatility of 10 and 25 percent. After the
initial public offering on March 30, 2006, an expected volatility factor of 58% was used for the newly issued common stock options and the
extension of common stock options and warrants. A newly issued stock option is an option that was granted on or after March 30, 2006 or a
previously granted stock option or warrant that is modified on or after March 30, 2006. The fair value of all newly issued stock options grants in
2006 is estimated using the Black-Scholes option pricing model with the following weighted average assumptions used for grants and
modifications of prior grants made on or after March 30, 2006 for the three months ended March 31, 2007: risk-free, weighted average interest
rate of 4.9 percent based on the U.S. Treasury yield curve in effect at the time of grant, expected dividend yield of O percent, expected life of 5
years from the date of grant (the remaining term of the option in the case of option extensions), and expected volatility of 58%. GeoPetro
selected 10 publicly traded small cap companies whose primary business is oil and gas exploration and production. Small cap, for purposes of
this analysis, is defined as companies with a market capitalization under $1 billion. From this peer group of similar companies, GeoPetro
randomly selected 10 companies and derived expected volatility factors for the most recent completed fiscal years for each entity as reported in
their recently filed 10K or 10KSB Annual Reports with the Securities and Exchange Commission. Where the expected volatilities were
expressed as a range, a simple average of the range is used as an expected volatility for that entity.

A description of the common stock options outstanding as of March 31, 2007 are included in Note 6.

Income (Loss) Per Common Share  Basic earnings per share excludes dilution and is calculated by dividing net income or
loss by the weighted average number of common shares outstanding for the period. Diluted earnings per share reflects
the potential dilution that could occur if securities or other contracts to issue common stock were exercised or
converted into common stock or resulted in the issuance of common stock that then shared from the earnings of the
entity. Potential common shares for the periods ended March 31, 2007 and 2006 were excluded from the earnings per
share computation because the Company incurred net losses and were anti-dilutive.

10
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Three Months Ended March 31,

2007 2006
Net Income (Loss) and Adjustments:
Net Income (Loss) Available to Common Shareholders $ (182,614 ) $ (73,077 )
Adjustments Anti-dilutive Anti-dilutive
Net Earnings (Loss) for Diluted Calculation $ (182,614 ) $ (73,077 )
Shares:
Weighted Average Shares Outstanding 27,526,895 21,839,538
Outstanding Options Anti-dilutive Anti-dilutive
Series A Preferred Stock - Conversion Anti-dilutive Anti-dilutive
Outstanding Warrants Anti-dilutive Anti-dilutive
Average Number of Shares for Diluted Calculation 27,526,895 21,839,539
Diluted EPS $ (0.01 ) $ (0.00 )

Cash Eguivalents  Cash and cash equivalents include cash on hand, amounts held in banks and highly liquid
investments purchased with an original maturity of three months or less.

New Accounting Pronouncements --- In July 2006, the Financial Accounting Standards Board ( FASB ) issued Interpretation
No. 48, Accounting for Uncertainty in Income Taxes (FIN 48). It became effective for the Company on January 1,

2007. FIN 48 clarifies the accounting for income taxes by prescribing a minimum recognition threshold that a tax
position is required to meet before being recognized in the financial statements. FIN 48 also provides guidance on
measurement, classification, interim accounting and disclosure. We adopted FIN 48 effective January 1, 2007 (See
Note 8).

In September 2006, FASB issued SFAS No. 157, Fair Value Measurements. SFAS No. 157 defines fair value, establishes a framework for
measuring fair value, and expands disclosure requirements regarding fair value measurement. Where applicable, this statement simplifies and
codifies fair value related guidance previously issued within GAAP. Although this statement does not require any new fair value measurements,
its application may, for some entities, change current practice. SFAS No. 157 will be effective for the Company beginning January 1, 2008. The
adoption of SFAS No. 157 is not expected to have a material impact on our financial statements.

In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and Financial Liabilities, which permits entities
to choose to measure many financial instruments and certain other items at fair value. The objective is to improve financial reporting by
providing entities with the opportunity to mitigate volatility in reported earnings caused by measuring related assets and liabilities differently
without having to apply complex hedge accounting provisions. SFAS No. 159 applies to all entities and is effective for fiscal years beginning
after November 15, 2007. Adoption of SFAS No. 159 is not required for these financial statements, and we are currently determining the impact,
if any, that SFAS No. 159 will have on our future financial statements.

3. SHORT TERM NOTES PAYABLE:
Short term notes payable at three months ended March 31, 2007 and December 31, 2006 consisted of the following:

11
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March 31, 2007 December 31, 2006
Promissory note dated January 31, 2006, payable to Pinehill Capital;
collateralized with an undivided 5% of the net cash flow in GeoPetro s
Madisonville Project; payable on or before October 31, 2007 (a) $ 1,000,000 $ 1,000,000
Promissory note dated February 1, 2007 payable on or before October 31,
2007 (b) 500,000
Promissory note dated February 6, 2007 payable on or before October 31,
2007 (c) 300,000
Promissory note dated February 1, 2007 payable on or before October 31,
2007 (d) 100,000
1,900,000 1,000,000
Less discount on promissory notes (126,733 ) (17,699 )
$ 1,773,267 $ 982,301

() The Company issued a $1,000,000 short term promissory note on January 31, 2006 with a maturity date of
January 31, 2007. The note may be repaid at any time without penalty. In the event the note is not repaid by the
maturity date, the Company has agreed to dedicate 5% of the net cash flow from the Madisonville Project in Texas
toward the repayment of the note and any accrued interest thereon. In connection with the note, the Company paid a
loan origination fee of $30,000 and granted a three-year warrant exercisable to purchase 150,000 Common Shares at
$3.50 per share. The fair value of the warrants on the date of issuance, $182,390, as well as the $30,000 loan
origination fee, was recorded as a debt discount and is being amortized over the life of the promissory note. On
February 1, 2007, the maturity date was extended to October 31, 2007. The Company has paid $80,000 accrued
interest thru January 31, 2007. In connection with the extension, the Company paid a loan extension fee of $30,000
and granted a three-year warrant exercisable to purchase 50,000 Common Shares at $3.50 per share. The fair value of
the warrants on the date of issuance, $57,242, together with the $30,000 loan extension fee, were recorded as a debt
discount and are being amortized over the life of the promissory note. As of March 31, 2007, the unamortized debt
discount was $67,855.

()  The Company issued a $500,000 short term promissory note payable on February 1, 2007 with a maturity date
of October 31, 2007. The note may be repaid at any time without penalty. The principal plus accrued interest on the
note are due on the maturity date. In connection with the note, the Company paid a loan origination fee of $15,000 and
granted a three-year exercisable warrant to purchase 25,000 Common Shares at $3.50 per share. The fair value of the
warrants on the date of issuance, $27,072, as well as the $15,000 loan origination fee, was recorded as a debt discount
and is being amortized over the life of the promissory note. As of March 31, 2007, the unamortized debt discount was
$32,723.

(©) The Company issued a $300,000 short term promissory note payable on February 6, 2007 with a maturity date
of October 31, 2007. The note may be repaid at any time without penalty. The principal plus accrued interest on the
note are due on the maturity date. In connection with the note, the Company paid a loan origination fee of $9,000 and
granted a three-year exercisable warrant to purchase 15,000 Common Shares at $3.50 per share. The fair value of the
warrants on the date of issuance, $16,214, as well as the $9,000 loan origination fee, was recorded as a debt discount
and is being amortized over the life of the promissory note. As of March 31, 2007, the unamortized debt discount was
$19,611.

(d  The Company issued a $100,000 short term promissory note payable on February 1, 2007 with a maturity date

of October 31, 2007. The note may be repaid at any time without penalty. The principal plus accrued interest on the
note are due on the maturity date. In connection with the note, the Company paid a loan origination fee of $3,000 and
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granted a three-year exercisable warrant to purchase 5,000 Common Shares at $3.50 per share. The fair value of the
warrants on the date of issuance, $5,414, as well as the $3,000 loan origination fee, was recorded as a debt discount

and is being amortized over the life of the promissory note. As of March 31, 2007, the unamortized debt discount was
$6,544.

12
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4. RELATED PARTY TRANSACTIONS:

There were no material changes in related party transactions from those disclosed in the audited annual consolidated financial statements for the
year ended December 31, 2006, except:

On February 12, 2007, Stuart J. Doshi, President and CEO, loaned $100,000 to the Company. The note bears interest at 8% annually and is
payable on demand. The note plus accrued interest was repaid on March 28, 2007.

On June 7, 2006, the Company loaned $1,000,000 to G. Carter Sedanoui, a 5% shareholder, evidenced by a short term promissory note payable
to the Company with an original maturity date of March 31, 2007. On March 30, 2007, the Company extended the maturity date of the note to
June 30, 2007.

5. SHAREHOLDERS EOQUITY:

GeoPetro s articles of incorporation allow for the issuance of 100,000,000 shares of common stock, 1,000,000 shares of Series A preferred stock
( Series A Stock ), 5,000,000 shares of Series AA preferred stock ( Series AA Stock ), and an additional 44,000,000 shares of preferred stock
which may be issued from time to time in one or more series.

During the three months ended March 31, 2007, the following issuances of common stock were made:

Preferred Stock

Series AA Common Stock

Shares Amount Shares Amount
Balances, December 31, 2006 1,890,710 $ 5,924,068 27,423,758 $ 40,112,265
Issuance of common stock for cash 45,250 56,563
Series AA preferred stock conversion (1,890,710 ) (5,924,068 ) 1,890,710 5,924,068
Balances, March 31, 2007 $ 29,359,718 $ 46,092,896

Conversion of Series A Stock  On March 28, 2007, all 1,890,710 of the Company s outstanding shares of Series AA Stock
automatically converted into 1,890,710 shares of our common stock, no par value per share. Under the Company s
Amended and Restated Articles of Incorporation, and as more fully described in Note 7 included in our Form 10K for
the year ended December 31, 2006, the Series AA stock automatically converts into common shares on a one-for-one
share basis effective the first trading day after the reported high selling price for our common shares is at least $5.25
per share for any consecutive ten trading days, which condition was met on March 27, 2007. Dividends accrued on
the Series AA Stock at a rate of $0.28 per annum, per share, while the Series AA Stock was outstanding. In 2006,
dividends paid on the Series AA Stock totaled $529,400. Pursuant to the terms of the Series AA Stock, no dividends
are payable for the first quarter of 2007.

6. COMMON STOCK OPTIONS:

There were no material changes to common stock options from those disclosed in the audited annual consolidated financial statements for the
year ended December 31, 2006. The options outstanding as of March 31, 2007 have the following contractual lives:

Number of Number of Weighted A
. umber o eighted Average
Opthl’lS Options Exercise Remgaining g
Outstanding Exercisable Prices Contractual Life
750,000 750,000 0.50 1.08
1,290,000 1,290,000 2.00 0.75
1,750,000 1,070,000 2.10 6.18
150,000 0 3.85 4.05
10,000 4,000 4.25 2.76
10,000 2,000 6.25 3.20
3,960,000 3,116,000
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As of March 31, 2007, there are 3,116,000 options which are exercisable. The remaining 844,000 options will become exercisable ratably over
the next four years.

7. COMMON STOCK WARRANTS:

On February 12, 2007, the Company issued a two-year exercisable common stock warrant to purchase 20,000 Common Shares at $3.50 per
share to an unaffiliated third party for geophysical services. The purchase right under the warrant has an expiration date of February 12, 2009
unless terminated earlier in accordance with the stock warrant purchase agreement.

On February 28, 2007, the Company issued a two-year exercisable common stock warrant to purchase 5,000 Common Shares at $4.51 per share
to the same party as above for geophysical services. The purchase right under the warrant has an expiration date of February 28, 2009 unless
terminated earlier in accordance with the stock warrant purchase agreement.

The fair value of the warrants totalled $32,533 and was capitalized in oil and gas properties as part of the U.S. c