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Special note regarding forward-looking statements

This report on Form 10-K contains forward-looking statements within the meaning of the federal securities laws. All
statements, other than statements of historical facts, concerning, among other things, planned capital expenditures,
potential increases in oil and natural gas production, the number of anticipated wells to be drilled in the future, future
cash flows and borrowings, pursuit of potential acquisition opportunities, our financial position, business strategy and
other plans and objectives for future operations, are forward-looking statements. These forward-looking statements are
identified by their use of terms and phrases such as “may,” “expect,” “estimate,” “project,” “plan,” “believe,” “intend,” “achievable,”
“anticipate,” “will,” “continue,” “potential,” “should,” “could” and similar terms and phrases. Although we believe that the
expectations reflected in these forward-looking statements are reasonable, they do involve certain assumptions, risks
and uncertainties. The actual results could differ materially from those anticipated in these forward-looking
statements. One should consider carefully the statements under the “Risk Factors” section of this report and other
sections of this report that describe factors that could cause our actual results to differ from those set forth in the
forward-looking statements, including, but not limited to, the following factors:

• the timing and extent of changes in prices for, and demand for, crude oil and condensate, NGLs,
natural gas and related commodities;

• the possibility that the industry may be subject to future regulatory or legislative actions
(including any additional taxes and changes in environmental regulation);

• the presence or recoverability of estimated oil and natural gas reserves and the actual future
production rates and associated costs;

• the possibility that production decline rates for some of our oil and gas producing properties are
greater than we expect;

• our ability to generate sufficient cash flow from operations, borrowings or other sources to
enable us to fully develop our undeveloped acreage positions;

• the ability to replace oil and natural gas reserves;

• increased labor costs or unavailability of skilled workers;

• environmental risks;

• drilling and operating risks;

• the loss of one or more of our larger customers;

• our ability to implement price increases or maintain pricing on our core services;

• exploration and development risks;

• competition, including competition for acreage in oil and gas producing areas and for
experienced personnel;

• management’s ability to execute our plans to meet our goals;
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• our ability to retain key members of senior management and key technical employees;

• our ability to repay our debt when due;

• our ability to obtain goods and services, such as drilling rigs and tubulars, and access to adequate
gathering systems and pipeline take-away capacity, to execute our drilling and development
programs;

• general economic conditions, whether internationally, nationally or in the regional and local
market areas in which we do business, may be less favorable than expected, including the
possibility that the current economic recession in the United States will be severe and prolonged,
which could adversely affect the demand for oil and natural gas and make it difficult, if not
impossible, to access financial markets;

• other economic, competitive, governmental, legislative, regulatory, geopolitical and
technological factors that may negatively impact our business, operations or pricing.

Finally, our future results will depend upon various other risks and uncertainties, including, but not limited to, those
detailed in the section entitled “Risk Factors” included in this report. All forward-looking statements are expressly
qualified in their entirety by the cautionary statements in this paragraph and elsewhere in this document. Other than as
required under the securities laws, we do not assume a duty to update these forward-looking statements, whether as a
result of new information, subsequent events or circumstances, changes in expectations or otherwise.
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PART I

ITEM 1. BUSINESS

Overview

Isramco, Inc., (NASDAQ: ISRL) a Delaware corporation incorporated in 1982 (hereinafter, “we”, the “Company” or
“Isramco”). The Company together with its subsidiaries is an independent oil and natural gas company, engaged in the
exploration, development and production of predominately oil and natural gas properties located onshore in the United
States and off shore Israel. The Company also operates a well service company that provides a full range of onshore
well services to oil companies and independent oil and natural gas production companies conducting operations in the
United States.

We currently conduct our operations through two operating segments: our Exploration, Development and Production
Segment and our Production Services Segment. The following is a description of these two operating segments.
Financial information about our operating segments is included in Note 12, Segment Information, of the Notes
to Consolidated Financial Statements, included in Part II, Item 8, Financial Statements and Supplemental Data, of
this Annual Report on Form 10-K.

Exploration, Development and Production Segment

At December 31, 2012, our estimated total proved oil, natural gas reserves and natural gas liquids, as prepared by our
independent reserve engineering firms, Netherland, Sewell & Associates, Inc. and Cawley, Gillespie & Associates,
Inc., were approximately 36,266 thousand barrels of oil equivalent (“MBOE”), consisting of 3,233 thousand barrels
(MBbls) of oil, 186,837 million cubic feet (MMcf) of natural gas and 1,893 thousand barrels (MBbls) of natural gas
liquids. Approximately 23% of our proved reserves were classified as proved developed (See Note 15 Supplemental
Oil and Gas Information to Consolidated Financial Statements to our consolidated financial statements). Full year
2012 production averaged 2.17 MBOE/d compared to 2.16 MBOE/d in 2011.

United States

We, through our wholly-owned subsidiaries, are involved in oil and gas exploration, developing, production and
operation of wells in the United States. We own varying working interests in oil and gas wells in Louisiana, Texas,
New Mexico, Oklahoma, Wyoming, Utah and Colorado and currently serve as operator of approximately 589
producing wells located mainly in Texas and New Mexico.

Israel

In 2007 we closed our branch in Israel in order to focus on our expanding presence in the United States. Despite the
closure of that branch we retained certain overriding royalties in three oil and gas licenses located offshore Israel.
These licenses granted by the government of Israel known as the “Michal", "Matan" and "Shimson" Licenses.

In 2009, two natural gas discoveries, known as "Tamar" and "Dalit", were made within the area covered by Michal
and Matan Licenses, respectively. In December 2009, the Israeli Petroleum Commissioner granted Noble Energy, Inc.
(“Noble”) and its partners, Isramco Negev 2-LP, Delek Drilling, Avner Oil & Gas, and Dor Gas (the “Tamar
Consortium”), two leases (the “Tamar Lease” and the "Dalit Lease"). The Leases are scheduled to expire in December
2038 and cover the Tamar and Dalit gas fields (collectively the “Tamar Field”). The Tamar Field is approximately 95
kilometers off the coast of the Israel, in the Israel exclusive economic zone of the Eastern Mediterranean, with a water
depth of approximately 1,700 meters.
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We own an overriding royalty interest of 1.5375% in the Tamar Field, which will increase to 2.7375% after payout
(collectively the “Tamar Royalty”).  An overriding royalty interest is an ownership in a percentage of production or
production revenues, free of cost of production or development from the underlying leases.  As with most overriding
royalty interests, we have no control over the operations, drilling, expenses, timing, production, sales, or any other
aspect of development or production of the underlying natural gas.

During 2012, the Tamar Consortium executed gas supply contracts for sales of natural gas to Israel Electricity
Company and other industrial customers located in Israel.  It is anticipated that gas deliveries under such contracts
would begin by the second quarter 2013. Although the contracts are subject to certain material conditions precedent,
the conditions precedent for the major sales contract with Israel Electricity Company have been fulfilled.  Currently
the Tamar field is classified as Proved Undeveloped Reserves and will be converting to Proved Developed Reserves
after first production.

4
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We have a third party reserve report from independent petroleum engineers, Netherland, Sewell & Associates, Inc.
dated March 14, 2013 and estimating reserves allocable to the Tamar Royalty as of December 31, 2012 (the “Tamar
Reserve Report”). This reserve report estimates that by reason of its ownership of the Tamar Royalty, we have proven
undeveloped reserves estimated at 165,869 million cubic feet of natural gas and 218 thousand barrels of natural gas
liquids.  The Tamar Reserve Report indicates that the undiscounted estimated future net revenue (after deduction of
estimated production and ad valorem taxes but before estimated income tax) for such reserves (paid out over time) at
$952,661,000.  The Tamar Reserve Report estimates the net present worth of such reserves, discounted at 10% annual
discount rate factor, at $389,018,000 (See Note 15 Supplemental Oil and Gas Information to Consolidated Financial
Statements to our consolidated financial statements). The gas price used to value the reserves in the Tamar Reserve
Report is based on contractual arrangements, in accordance with SEC rules. The report indicates that there are no
commercial oil deposits or condensate that is included as reserves.

The amount of proceeds, if any, we receive from the production of the natural gas will be determined not only by the
timing of production and price received but, as our interest increases at payout, the expenses, and the costs incurred by
the operations.  Payout is the point when all the cost of leasing, drilling, producing and operating the leases have been
recovered from lease production proceeds as defined in the royalty agreement.

As we do not control any of those factors affecting our payments (time of production, price received, costs incurred)
for our interest and based on that and the other risk factors as set out herein it is difficult to determine the amounts or
timing of any amounts  we receive with precision or when payout is likely to occur, if ever. Based on the reserves and
anticipated production, the income from these interests may be very significant to the Company, if they can be
commercially produced. 

Commercial production of such reserves is subject to numerous major risks.  These risks will include all of the typical
risks associated with offshore oil and gas production. Commercial production of such reserves will also be subject to
additional major risks that may be unique to the Tamar Field.  These include:

·  There has not been any large scale production of natural gas offshore Israel.  Therefore there may be geological,
geophysical or other unforeseen problems that may be unique to the offshore Israel site that could limit such
production. In addition, even if commercial production of the reserves can be achieved, it is uncertain what the
likely life of such commercial production is likely to be.

·  There has been significant political upheaval and unrest in the Mideast, particularly in Syria, Egypt and other
countries near Israel. In addition, there is considerable hostility between Iran and Israel and other countries.  There
is significant risk that war, acts of terrorism or other force majeure may delay, prevent or destroy commercial
production of natural gas from the Tamar Field, thereby diminishing or preventing production of natural gas from
the Tamar Field.

·  The market for natural gas in Israel exists but the financial ability of customers of the Tamar Consortium to take and
pay for material amounts of such natural gas is unknown. It is uncertain that all of the expected production would be
sold.

A well was drilled in the area covered by the Shimshon license and an application has been filed to recognize this well
as a commercial discovery and extend the terms of the license for an additional two years.  There has been no ruling
on that request and no reserves have been booked relating to this license.

Production Service Segment
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Our well servicing rig fleet provides a range of well services, including the completion of newly-drilled wells,
maintenance and workover of existing wells, and plugging and abandonment of wells at the end of their useful lives to
a diverse group of oil and gas exploration and production companies.

�  Completion Service. Newly drilled wells require completion services to prepare the well for production. Well
servicing rigs are frequently used to complete newly drilled wells to minimize the use of higher cost drilling rigs in
the completion process. The completion process may involve selectively perforating the well casing in the
productive zones to allow oil or gas to flow into the well bore, stimulating and testing these zones and installing the
production string and other downhole equipment. The completion process typically requires a few days to several
weeks, depending on the nature and type of the completion, and generally requires additional auxiliary equipment.
The demand for completion services is directly related to drilling activity levels, which are sensitive to changes in
oil and gas prices.

   ●Well-servicing/Maintenance Services. We provide maintenance services on the mechanical apparatus used to pump
or lift oil from producing wells. These services include, among other activities, repairing and replacing pumps,
sucker rods and tubing.  We provide the rigs, equipment and crews for these tasks, which are performed on both oil
and natural gas wells, but which are more commonly required on oil wells. Maintenance services typically take less
than 48 hours to complete. Rigs generally are provided to customers on a call-out basis.

5
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●
Workover Services. Producing oil and natural gas wells occasionally require major repairs or modifications, called
“workovers.” Workovers may be required to remedy failures, modify well depth and formation penetration to capture
hydrocarbons from alternative formations, clean out and recomplete a well when production has declined, repair
leaks or convert a depleted well to an injection well for secondary or enhanced recovery projects.  Workovers
normally are carried out with pumps and tanks for drilling fluids, blowout preventers and other specialized
equipment for servicing rigs.  A workover may last anywhere from a few days to several weeks.

●
Plugging Services. Well servicing rigs are also used in the process of permanently closing oil and gas wells no longer
capable of producing in economic quantities. Many well operators bid this work on a “turnkey” basis, requiring the
service company to perform the entire job, including the sale or disposal of equipment salvaged from the well as part
of the compensation received, and complying with state regulatory requirements. Plugging and abandonment work
can provide favorable operating margins and is less sensitive to oil and gas pricing than drilling and workover
activity since well operators must plug a well in accordance with state regulations when it is no longer productive.
We perform plugging and abandonment work throughout our core areas of operation in conjunction with equipment
provided by us or by other service companies.

We typically bill clients for our well servicing on an hourly basis for the period that the rig is actively working. As
of December 31, 2012, our fleet of well servicing rigs totaled 15 rigs, which we operate through 5 locations, in Texas
and New Mexico. Our fleet is among the newest in the industry, consisting of thirteen 550 horsepower and two 300
horsepower rigs capable of working at depths of 21,000 feet.

Derivative Instruments and Hedging Activities

We utilize derivative contracts to hedge against the variability in cash flows associated with the forecasted sale of our
anticipated future oil and natural gas production. We may hedge a substantial, but varying, portion of our anticipated
oil and natural gas production for the next years. We do not use derivative instruments for trading purposes. We have
elected not to apply hedge accounting to our derivative contracts, which would potentially allow us to not record the
change in fair value of our derivative contracts in the consolidated statements of operations. We carry our derivatives
at fair value on our consolidated balance sheets, with the changes in the fair value included in our consolidated
statements of operations in the period in which the change occurs. Our results of operations would potentially have
been significantly different had we elected and qualified for hedge accounting on our derivative contracts.

During the second quarter of 2009, we made the decision to mitigate a portion of our interest rate risk with interest
rate swaps. These swap instruments reduce our exposure to market rate fluctuations by converting variable interest
rates to fixed interest rates.

Under these swaps, we make payments to, or receive payments from, the counterparties based upon the differential
between a specified fixed price and a price related to the three-month LIBOR. These interest rate swaps convert a
portion of our variable rate interest on our Scotia debt (as defined in Note 5, “Long-term Debt and Interest Expense”) to
a fixed rate obligation, thereby reducing the exposure to market rate fluctuations. We have elected to designate these
positions for hedge accounting and therefore the unrealized gains and losses are recorded in accumulated other
comprehensive loss. The Company measures hedge effectiveness by assessing the changes in the fair value or
expected future cash flows of the hedged item.

On March 9, 2010, pursuant to an agreement with Wells Fargo & Company, the derivative contracts between Isramco
and Wells Fargo were terminated and the Company signed new swap contracts with Macquarie Bank, N.A. for an
aggregate volume of 336,780 barrels of crude oil during the 46 month period commencing March 2011. 
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On August 15, 2012, pursuant to an agreement with Macquarie Bank, the derivative contracts between Isramco and
Macquarie Bank were terminated early and the Company received an amount of $1,737,000 for outstanding hedge
positions.
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Competitive Conditions in the Business

The oil and natural gas industry is highly competitive and we compete with many other companies that have greater
financial and other resources. Many of these companies explore for, produce and market oil and natural gas, as well as
carry on refining operations and market the resultant products on a worldwide basis. There are also many well service
companies that compete for the same customers as we compete. The primary areas in which we encounter substantial
competition are in locating and acquiring attractive producing oil and natural gas properties, obtaining purchasers and
transporters of the oil and natural gas we produce and hiring and retaining key employees during active times in the
oil and gas industry. Furthermore, competitive conditions may be substantially affected by various forms of energy
legislation and/or regulation considered from time to time by the government of the United States and in some
instances individual states where we operate. It is not possible to predict the nature of any such legislation or
regulation which may ultimately be adopted or its effects upon our future operations. Such laws and regulations may
substantially increase the costs of exploring for, developing or producing oil and natural gas and may prevent or delay
the commencement or continuation of a given operation. 

Our well service customers include major oil companies and mid range independent oil and natural gas production
companies. The markets in which we operate are highly competitive. Competition is influenced by such factors as
price, capacity, availability of work crews, and reputation and experience of the service provider. We believe that an
important competitive factor in establishing and maintaining long-term customer relationships is having an
experienced, skilled and well-trained work force. We believe many of our large customers place increased emphasis
on the safety, performance and quality of the crews, equipment and services provided by their contractors. Although
we believe customers consider all of these factors, price is often the primary factor in determining which service
provider is awarded the work. However, in numerous instances, we secure and maintain work for large customers for
which efficiency, safety, technology, size of fleet and availability of other services are of equal importance to price.

Markets and Major Customers

Through our wholly-owned subsidiary, we operate a substantial portion of our domestic oil and natural gas properties.
As the operator of a property, the Company makes full payment of the costs associated with each property and seeks
reimbursement from the other working interest owners in the property for their share of those costs. Isramco’s joint
interest partners consist primarily of independent oil and natural gas producers. If the oil and natural gas exploration
and production industry in general were adversely affected, the ability of the Company’s joint interest partners to
reimburse the Company could be adversely affected.

The purchasers of the Company’s oil and natural gas production consist primarily of independent marketers, major oil
and natural gas companies and gas pipeline companies. The Company has not experienced any significant losses from
uncollectible accounts as to its sales of oil and gas production. The Company does not believe the loss of any one of
its purchasers would materially affect the Company’s ability to sell the oil and natural gas it produces. The Company
believes other purchasers are available in the Company’s areas of operations.

Seasonality of Business

Weather conditions affect the demand for, and prices of, natural gas and can disrupt our overall business
plans. Demand for natural gas is typically higher in the fourth and first quarters resulting in higher natural gas
prices. Due to these seasonal fluctuations, results of operations for individual quarterly periods may not be indicative
of the results that may be realized on an annual basis.

Operational Risks
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Oil and natural gas exploration and development involves a high degree of risk that even a combination of experience,
knowledge and careful evaluation may not be able to overcome. There is no assurance that we will discover or acquire
additional oil and natural gas in commercial quantities. Oil and natural gas operations also involve the risk that well
fires, blowouts, equipment failure, human error and other circumstances may cause accidental leakage of toxic or
hazardous materials, such as petroleum liquids or drilling fluids, into the environment, or cause significant injury to
persons or property. Such hazards may also cause damage to or destruction of wells, producing formations, production
facilities and pipeline or other processing facilities. In such event, substantial liabilities to third parties or
governmental entities may be incurred, the satisfaction of which could substantially reduce available cash and
possibly result in loss of oil and natural gas properties. 

We carry insurance against such hazards.  However, as is common in the oil and natural gas industry, we do not insure
fully against all risks associated with our business, either because such insurance is not available or because we
believe the premium costs are prohibitive. A loss not fully covered by insurance could have a materially adverse effect
on our financial position and results of operations. For further discussion on risks, see Item 1A.  Risk Factors.

7
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Regulations

We do not have any offshore operations in the United States.  However, all of the jurisdictions in which we own or
operate oil and natural gas properties regulate exploration for and production of oil and natural gas.  These laws and
regulations include provisions requiring permits to drill wells and requirements that we obtain and maintain a bond or
other security as a condition to drilling or operating wells.  Regulations also specify the permitted location of and
method of drilling and casing wells, the surface use and restoration of properties upon which wells are drilled, the
sourcing and disposal of water used in the drilling and completion process, and the plugging and abandonment of
wells.

Our operations are also subject to various conservation laws and regulations.  These include the regulation of the size
of drilling and spacing units or proration units, the number of wells which may be drilled in a given area, and the
unitization or pooling of oil and natural gas properties, as well as regulations that generally prohibit the venting or
flaring of natural gas, and impose certain requirements regarding the establishment of maximum allowable rates of
production from fields and individual wells. The effect of these regulations is to potentially limit the amount of oil and
natural gas that we can produce from our wells and to limit the number of wells or the locations at which we can drill,
although we can apply for exceptions to such regulations or to have reductions in well spacing.

Failure to comply with applicable laws and regulations can result in substantial penalties. The regulatory burden on
the industry increases the cost of doing business and affects profitability.

Each state in which we operate also imposes some form of production or severance tax with respect to the production
and sale of oil, natural gas and natural gas liquids within its jurisdiction. We are liable for paying this tax on our
production, and are also liable for various real and personal property taxes on our leases and facilities.

Environmental and Occupational Health and Safety Regulations

The oil and gas industry in the United States is subject to stringent federal, state and local laws regulating the
discharge of materials into the environment or otherwise relating to health and safety or the protection of the
environment.  Many governmental agencies, such as the United States Environmental Protection Agency (the “EPA”)
have issued lengthy and comprehensive regulations to implement and enforce these laws.  These laws and regulations
often require difficult and costly compliance measures.  Failure to comply with these laws and regulations may result
in the assessment of substantial administrative, civil and criminal penalties, as well as the issuance of injunctions
limiting or prohibiting our activities.

In addition, some laws and regulations relating to protection of the environment may, in certain circumstances, impose
strict liability for environmental contamination, rendering a person liable for environmental damages and cleanup
costs without regard to negligence or fault on the part of that person.  We endeavor to fully comply with these
regulatory requirements; however, compliance increases our costs and consequently affects our profitability.

As a part of the overall environmental regulatory policy, the permitting, construction and operations of certain oil and
gas facilities are regulated.  Many factors, including public perception, can materially impact the ability to secure an
environmental construction or operation permit.  Once operational, enforcement measures can include significant civil
penalties for regulatory violations, regardless of intent.  Under appropriate circumstances, an administrative agency
can issue a cease and desist order to require termination of operations.

Environmental regulation is becoming more comprehensive and additional programs, as well as increased obligations
under existing programs, are anticipated.  In this regard, we expect additional regulation of naturally occurring
radioactive materials, oil and natural gas exploration and production operations, waste management, and underground
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injection of water and waste material.  The adoption of additional regulations could have a material adverse effect on
our financial condition and results of operations.  Environmental laws and regulations have been subject to frequent
changes over the years, and the imposition of more stringent requirements could have a material adverse effect on our
financial condition and results of operations.

Compliance with environmental laws and regulations increases Company's overall cost of business, but has not had, to
date, a material adverse effect on its operations, financial condition or results of operations. It is not anticipated, based
on current laws and regulations, that Isramco will be required in the near future to expend amounts (whether for
environmental control facilities or otherwise) that are material in relation to its total exploration and development
expenditure program in order to comply with such laws and regulations. However, given that such laws and
regulations are subject to change, Isramco is unable to predict the ultimate cost of compliance or the ultimate effect on
its operations, financial condition and results of operations.

8
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Comprehensive Environmental Response, Compensation and Liability Act and Hazardous Substances

In 1980, the United States Congress enacted the federal Comprehensive Environmental Response, Compensation and
Liability Act, referred to as CERCLA or the Superfund law. This law, which has been amended since enactment, and
comparable state laws impose strict liability, without regard to fault, on certain classes of persons that are considered
to be responsible for the release of what are considered to be “hazardous substances” into the environment.  These
persons include the current or former owners or operators of the sites where the release occurred and companies that
disposed or arranged for the disposal of hazardous substances released at the site.  Under CERCLA, we may be
subject to joint and several liability for the costs of investigating and cleaning up hazardous substances that have been
released into the environment whether or not we are responsible for the release or even owned the site at the time of
the release, as well as for damages to natural resources and for the costs of health studies. In addition, companies that
incur liability frequently confront additional claims because it is not uncommon for neighboring landowners and other
third parties to file claims for personal injury and property damage allegedly caused by hazardous substances or other
pollutants released into the environment.

The Solid Waste Disposal Act and Waste Management

The federal Solid Waste Disposal Act, as amended by the Resource Conservation and Recovery Act of 1976, referred
to as RCRA, regulates the disposal of solid waste but generally excludes most wastes generated by the exploration and
production of oil and natural gas, such as drilling fluids, produced waters and other wastes associated with the
exploration, development or production of oil and natural gas from regulation as hazardous wastes.  However, these
wastes may be regulated by the EPA or state agencies as non-hazardous wastes as long as these wastes are not
commingled with regulated hazardous wastes.  Moreover, in the ordinary course of our operations, other wastes
generated in connection with our exploration and production activities may be regulated as hazardous waste under
RCRA or hazardous substances under CERCLA.  From time to time, releases of materials or wastes have occurred at
locations we own or at which we have operations. These properties and the materials or wastes released thereon may
be subject to CERCLA, RCRA and analogous state laws.  Under these laws, we have been and may be required to
remove or remediate these materials or wastes. At this time it is not possible to estimate the potential liabilities to
which we may be subject from unknown, latent liability risks with respect to any properties where materials or wastes
may have been released, but of which we have not been made aware.

The Clean Water Act, wastewater and storm water discharges

The oil and gas industry, and our operations, are also subject to the federal Clean Water Act and analogous state laws.
Under the Clean Water Act, the EPA has adopted regulations concerning discharges of storm water runoff. This
program requires covered facilities to obtain individual permits, or seek coverage under a general permit.  Some of our
properties may require permits for discharges of storm water runoff and, as part of our overall evaluation of our
current operations, we may apply for storm water discharge permit coverage and updating storm water discharge
management practices at some of our facilities. We believe that we will be able to obtain, or be included under, these
permits, where necessary, and be required make only minor modifications to existing facilities and operations that
would not have a material effect on us. The Clean Water Act and similar state acts regulate other discharges of
wastewater, oil, and other pollutants to surface water bodies, such as lakes, rivers, wetlands, and streams. Failure to
obtain permits for such discharges could result in civil and criminal penalties, orders to cease such discharges, and
costs to remediate and pay natural resources damages.

These laws also require the preparation and implementation of Spill Prevention, Control, and Countermeasure Plans in
connection with on-site storage of significant quantities of oil.  More specifically, we are required to develop and
maintain a plan applicable to each of our properties at which any significant volume of crude oil or other substance is
stored and to ensure the site has sufficient protections (such as berms, etc.) to ensure that any spill will be contained
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and not reach navigable waters.

The Safe Drinking Water Act, groundwater protection, and the Underground Injection Control Program

The federal Safe Drinking Water Act (SWDA), the Underground Injection Control (UIC) program promulgated under
the SWDA and state programs all regulate the drilling and operation of salt water disposal wells. EPA directly
administers the UIC program in some states and in others the responsibility for the program has been delegated to the
state.  This program requires that a permit be obtained before drilling salt water disposal well. Monitoring the integrity
of well  casing must also be conducted periodically to ensure the casing is not leaking saltwater to
groundwater.  Violation of these regulations and/or contamination of groundwater by oil and natural gas drilling,
production, and related operations may result in fines, penalties, and remediation costs, among other sanctions and
liabilities under the SWDA and state laws. In addition, third party claims may be filed by landowners and other parties
claiming damages for alternative water supplies, property damages, and bodily injury.

We have not heretofore engaged in extensive hydraulic fracturing or other well stimulation services on the wells for
which we are the operator and when we do we engage third parties to conduct these operations on our behalf.  

9
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The Clean Air Act

The federal Clean Air Act, enacted in 1970, and comparable state laws regulate emissions of various air pollutants
through air emissions permitting programs and the imposition of other requirements.  The EPA has developed and
continues to develop stringent regulations under the authority of the Clean Air Act governing emissions of toxic air
pollutants from specified sources. Federal and state regulatory agencies can impose administrative, civil and criminal
penalties for non-compliance with air permits or other requirements of the federal Clean Air Act and associated state
laws and regulations.

Some of our operations are located in areas designated as “non-attainment” areas, which are geographic areas that do not
meet the federal air quality standards.  Air emission controls and requirements in non-attainment areas are generally
more stringent that those imposed in other areas, and the construction of new, or expansion of existing, sources may
be restricted.

Climate change legislation and greenhouse gas regulation

The issue of “global warming” has attracted significant attention and many believe that emissions of certain gases
contribute to this problem. Many nations have agreed to limit emissions of “greenhouse gases” pursuant to the United
Nations Framework Convention on Climate Change, and the “Kyoto Protocol.” Methane, a primary component of
natural gas, and carbon dioxide, a byproduct of the burning of oil, natural gas, and refined petroleum products, are
considered “greenhouse gases” regulated by the Kyoto Protocol.  Although the United States is not participating in the
Kyoto Protocol, several states have adopted legislation and regulations to reduce emissions of greenhouse gases.
Restrictions on emissions of methane or carbon dioxide that may be imposed in various states could adversely affect
our operations and demand for our products.

In summary, we may be subject to EPA greenhouse gas monitoring and reporting rules, and potentially new EPA
permitting rules if adopted, that would apply greenhouse gas permitting obligations and emissions limitations under
the federal Clean Air Act. Whether or not any federal greenhouse gas regulations are enacted, more than one-third of
the states have begun taking action on their own to control and/or reduce emissions of greenhouse gases. Several
multi-state programs have been developed or are in the process of being developed, including the Regional
Greenhouse Gas Initiative involving 10 Northeastern states, the Western Climate Initiative involving seven western
states, and the Midwestern Greenhouse Gas Reduction Accord involving seven states. The latter two programs have
several other states acting as observers and they may join one of the programs at a later date. Any of the climate
change regulatory and legislative initiatives described above could have a material adverse effect on our business,
financial condition, and results of operations.

The National Environmental Policy Act

Oil and natural gas exploration and production activities on federal lands are subject to the National Environmental
Policy Act, or NEPA. NEPA requires federal agencies, including the Department of the Interior, to evaluate major
agency actions that have the potential to significantly impact the environment. In the course of such evaluations, an
agency will prepare an Environmental Assessment that assesses the potential direct, indirect and cumulative impacts
of a proposed project and, if necessary, will prepare a more detailed Environmental Impact Statement that may be
made available for public review and comment. All of our current exploration and production activities, as well as
proposed exploration and development plans, on federal lands require governmental permits that are potentially
subject to the requirements of NEPA. This process has the potential to delay the development of oil and natural gas
projects.

Threatened and endangered species, migratory birds, and natural resources
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Various state and federal statutes prohibit certain actions that adversely affect endangered or threatened species and
their habitat, migratory birds, wetlands, and natural resources. These statutes include the Endangered Species Act, the
Migratory Bird Treaty Act, the Clean Water Act and CERCLA. The United States Fish and Wildlife Service may
designate critical habitat and suitable habitat areas that it believes are necessary for survival of threatened or
endangered species. A critical habitat or suitable habitat designation could result in further material restrictions to
federal land use and private land use and could delay or prohibit land access or development. Where takings of or
harm to species or damages to wetlands, habitat, or natural resources occur or may occur, government entities or at
times private parties, may act to prevent oil and gas exploration activities or seek damages for harm to species, habitat,
or natural resources resulting from drilling, construction or releases of oil, wastes, hazardous substances or other
regulated materials, and may seek compensation for alleged natural resources damages and in some cases, criminal
penalties.

Hazard communications and community right to know

We are subject to federal and state hazard communications and community right to know statutes, including, but not
limited to, the federal Emergency Planning and Community Right-to- Know Act,  and regulations. These regulations
govern record keeping and reporting of the use and release of hazardous substances.

10
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Occupational Safety and Health Act

We are subject to the requirements of the federal Occupational Safety and Health Act, commonly referred to as
OSHA, and comparable state statutes that regulate the protection of the health and safety of workers. In addition, the
OSHA hazard communication standard requires that information be maintained about hazardous materials used or
produced in operations and that this information be provided to employees, state and local government authorities and
the public.

Hydraulic Fracturing

There have been several regulatory and governmental initiatives to restrict the hydraulic-fracturing process, which
could have an adverse impact on our completion or production activities. The U.S. Environmental Protection Agency
(EPA) has asserted federal regulatory authority pursuant to the Safe Drinking Water Act over certain
hydraulic-fracturing practices notwithstanding the existence of current oil and gas regulations adopted at the state
level. Moreover, the EPA has commenced a study of the potential environmental effects of hydraulic fracturing on
drinking water and groundwater, with final results expected to be available by 2014. The EPA has also announced
plans to propose effluent limitations for the treatment and discharge of wastewater resulting from hydraulic-fracturing
activities by 2014. Certain other governmental reviews are either underway or being proposed that focus on
environmental aspects of hydraulic-fracturing practices, including evaluations by the U.S. Department of Energy and
the DOI, and coordination of an administration-wide review of these practices by the White House Council on
Environmental Quality. Congress is currently considering, and has from time to time in the past considered, bills that
would regulate hydraulic fracturing and/or require public disclosure of chemicals used in the hydraulic-fracturing
process. A number of states, including states in which we operate, have adopted or are considering legal requirements
that could impose more stringent permitting, public disclosure, and well-construction requirements on
hydraulic-fracturing activities.

These laws and their implementing regulations, as well as state counterparts, generally restrict the level of pollutants
emitted to ambient air, discharges to surface water, and disposals or other releases to surface and below-ground soils
and ground water. Failure to comply with these laws and regulations may result in the assessment of sanctions,
including administrative, civil, and criminal penalties; the imposition of investigatory, remedial, and corrective action
obligations or the incurrence of capital expenditures; the occurrence of delays in the development of projects; and the
issuance of injunctions restricting or prohibiting some or all of the Company’s activities in a particular area.
Compliance with these laws and regulations also, in most cases, requires new or amended permits that may contain
new or more stringent technological standards or limits on emissions, discharges, disposals, or other releases in
association with new or modified operations. Application for these permits can require an applicant to collect
substantial information in connection with the application process, which can be expensive and time-consuming. In
addition, there can be delays associated with public notice and comment periods required prior to the issuance or
amendment of a permit as well as the agency’s processing of an application. Many of the delays associated with the
permitting process are beyond the control of the Company.

Many states where the Company operates also have, or are developing, similar environmental laws, regulations, or
analogous controls governing many of these same types of activities. While the legal requirements may be similar in
form, in some cases the actual implementation of these requirements may impose additional, or more stringent,
conditions or controls that can significantly alter or delay the development of a project or substantially increase the
cost of doing business. 

The ultimate financial impact arising from environmental laws and regulations is neither clearly known nor
determinable as new standards, such as air emission standards and water quality standards, continue to evolve.
However, environmental laws and regulations, including those that may arise to address concerns about global climate
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change and the threat of adverse impacts to groundwater arising from hydraulic-fracturing activities, are expected to
continue to have an increasing impact on the Company’s operations.

Climate Change

Policymakers in the U.S. are increasingly focusing on whether the emissions of greenhouse gases, such as carbon
dioxide and methane, are contributing to harmful climatic changes. Policymakers at both the U.S. federal and state
levels have introduced legislation and proposed new regulations that are designed to quantify and limit the emission of
greenhouse gases through inventories, limitations and/or taxes on greenhouse gas emissions. Legislative initiatives
and discussions to date have focused on the development of cap-and-trade and/or carbon tax programs. A
cap-and-trade program generally would cap overall greenhouse gas emissions on an economy-wide basis and require
major sources of greenhouse gas emissions or major fuel producers to acquire and surrender emission allowances.
Cap-and-trade programs could be relevant to us and our operations in several ways. First, the equipment we use to
explore for, develop, produce and process oil and natural gas emits greenhouse gases. We could therefore be subject to
caps, and penalties if emissions exceeded the caps. Second, the combustion of carbon-based fuels, such as the oil, gas
and NGLs we sell, emits carbon dioxide and other greenhouse gases. Therefore, demand for our products could be
reduced by imposition of caps and penalties on our customers. Carbon taxes could likewise affect us by being based
on emissions from our equipment and/or emissions resulting from use of our products by our customers. Of overriding
significance would be the point of regulation or taxation. Application of caps or taxes on companies such as Isramco,
based on carbon content of produced oil and gas volumes rather than on consumer emissions, could lead to penalties,
fees or tax assessments for which there are no mechanisms to pass them through the distribution and consumption
chain where fuel use or conservation choices are made. Moreover, because oil and natural gas are used as chemical
feedstocks and not solely as fossil fuel, applying a carbon tax to oil and gas at the production stage would be excessive
with respect to actual carbon emissions from petroleum fuels.

11
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Employees

As of December 31, 2012, we had 150 full-time employees. We hire independent contractors on an as needed
basis. We have no collective bargaining agreements with our employees. We believe that our employee relationships
are satisfactory.

Available Information

We file annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, proxy statements
and other documents with the SEC under the Securities Exchange Act of 1934, as amended. The public may read and
copy any materials that we file with the SEC at the SEC’s Public Reference Room at 100 F Street, N.E., Washington,
D.C. 20549. The public may obtain information on the operation of the Public Reference Room by calling the SEC at
1-800-SEC-0330. Also, the SEC maintains an internet website that contains reports, proxy and information
statements, and other information regarding issuers, including Isramco, Inc., that file electronically with the SEC. The
public can obtain any document we file with the SEC at www.sec.gov.

ITEM 1A. RISK FACTORS

In addition to the other information contained in this Annual Report on Form 10-K, investors should consider
carefully the following risk factors, which may not be the only risks we face, as our business and operations may also
be subject to risks that we do not yet know of, or that we currently believe are immaterial. If any of the events or
circumstances described below actually occurs, our business, financial condition or results of operations could be
materially and adversely affected and the trading price of our common stock could decline.

Oil, natural-gas and NGLs prices are volatile. A substantial or extended decline in prices could adversely affect our
financial condition and results of operations.

Prices for oil, natural gas and NGLs ((Natural Gas Liquids) can fluctuate widely. Our revenues, operating results and
future growth rates are highly dependent on the prices we receive for our oil, natural gas and NGLs. Historically, the
markets for oil, natural gas and NGLs have been volatile and may continue to be volatile in the future. For example, in
recent years market prices for natural gas in the United States have declined substantially from the highs achieved in
2008 and the rapid development of shale plays throughout North America has contributed significantly to this trend.
Factors influencing the prices of oil, natural gas and NGLs are beyond our control. These factors include, among
others:

● the worldwide military and political environment, uncertainty or instability resulting from the
escalation or additional outbreak of armed hostilities or further acts of terrorism in the United
States, or elsewhere, particularly Israel;

● worldwide and domestic supplies of crude oil, natural gas and NGLs;
● actions taken by foreign oil and gas producing nations;
● the level of global crude oil and natural gas inventories;
● the price and level of foreign imports of oil, natural gas and NGLs;
● the effect of worldwide energy conservation efforts;
● the price and availability of alternative and competing fuels;
● the cost of exploring for, developing, producing, transporting, and marketing oil, natural gas, and

NGLs;
● the availability of pipeline capacity and infrastructure;
● the availability of crude oil transportation and refining capacity;
● consumer demand for oil, gas and NGLs;
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● the growth of consumer product demand in emerging markets, such as India and China;
● labor unrest in oil and natural gas producing regions;
● regional pricing differentials;
● weather conditions;
● electricity needs;
● the nature and extent of domestic and foreign governmental regulation (including environmental

regulation and regulation of derivatives transactions and hedging activities) and taxation; and
● the overall economic environment.

The long-term effect of these and other factors on the prices of oil, natural gas and NGLs are uncertain. Prolonged or
substantial declines in these commodity prices may have the following effects on our business:

● adversely affecting our financial condition, liquidity, ability to finance planned capital expenditures and results
of operations;

● reducing the amount of oil, natural gas and NGLs that we can produce economically;
● causing us to delay or postpone some of our capital projects;

12
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● reducing our revenues, operating income and cash flows;
● reducing the carrying value of our crude oil and natural gas properties;
● reducing the amounts of our estimated proved oil and natural-gas reserves;
● reducing the standardized measure of discounted future net cash flows relating to oil and natural-gas reserves;

and
● limiting our access to sources of capital, such as equity and long-term debt.

Depending on the market prices of oil and gas, oil and gas exploration and production companies may cancel or
curtail their drilling programs and may lower production spending on existing wells, thereby reducing demand for our
production services. Many factors beyond our control affect oil and gas prices, including:

● the cost of exploring for, producing and delivering oil and gas;
● the discovery rate of new oil and gas reserves;
● the rate of decline of existing and new oil and gas reserves;
● the ability of oil and gas exploration and production companies to raise capital;

Our domestic operations are subject to governmental risks that may impact our operations.

Our domestic operations have been, and at times in the future may be, affected by political developments and are
subject to complex federal, state, tribal, local and other laws and regulations such as restrictions on production,
permitting, changes in taxes, deductions, royalties and other amounts payable to governments or governmental
agencies, price or gathering-rate controls, hydraulic fracturing and environmental protection regulations. In order to
conduct our operations in compliance with these laws and regulations, we must obtain and maintain numerous
permits, approvals and certificates from various federal, state, tribal and local governmental authorities. We may incur
substantial costs in order to maintain compliance with these existing laws and regulations. In addition, our costs of
compliance may increase if existing laws, including environmental and tax laws, and regulations are revised or
reinterpreted, or if new laws and regulations become applicable to our operations. For example, currently proposed
federal legislation, that, if adopted, could adversely affect our business, financial condition and results of operations,
includes the following:

● Climate Change  A number of state and regional efforts have emerged that are aimed at tracking
and/or reducing emissions of green-house gases (GHGs). In addition, the U.S. Environmental
Protection Agency (EPA) has made findings that emissions of GHGs present a danger to public
health and the environment and, based on these findings, has adopted regulations that restrict
emissions of GHGs under existing provisions of the federal Clean Air Act. We may be required to
install “best available control technology” to limit emissions of GHGs from any new or significantly
modified facilities that we may seek to construct in the future if they would otherwise emit large
volumes of GHGs.

● Taxes. Congress may undertake significant deficit reduction or comprehensive tax reform in the
coming year. Proposals include provisions that would, if enacted, (i) eliminate the immediate
deduction for intangible drilling and development costs, (ii) eliminate the manufacturing deduction
for oil and gas qualified production activities, and (iii) eliminate the acceleration of depreciation for
tangible property.

● Hydraulic Fracturing. This process is an essential and common practice used to stimulate
production of natural gas and/or oil from dense subsurface rock formations such as shales that
general ly exis t  between 4,000 and 14,000 feet  below ground.  We rout inely apply
hydraulic-fracturing techniques in many of our U.S. onshore oil and natural-gas drilling and
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completion programs. The process involves the injection of water, sand, and additives under
pressure into a targeted subsurface formation. The water and pressure create fractures in the rock
formations, which are held open by the grains of sand, enabling the oil or natural gas to flow to the
wellbore. The process is typically regulated by state oil and natural-gas commissions; however, the
EPA has asserted federal regulatory authority over certain hydraulic-fracturing activities involving
diesel under the Safe Drinking Water Act and published draft permitting guidance in May 2012
addressing the performance of such activities using diesel fuels with the public comment period
expiring in August 2012. In November 2011, the EPA announced its intent to develop and issue
regulations under the Toxic Substances Control Act to require companies to disclose information
regarding the chemicals used in hydraulic fracturing and the agency currently projects to issue an
Advance Notice of Proposed Rulemaking in May 2013 that would seek public input on the design
and scope of such disclosure regulations. In May 2012, the Department of the Interior (DOI)
released draft regulations governing hydraulic fracturing on federal and Indian oil and gas leases to
require disclosure of information regarding the chemicals used in hydraulic fracturing, advance
approval for well-stimulation activities, mechanical integrity testing of casing, and monitoring of
well-stimulation operations. In addition, Congress, from time to time, has considered adopting
legislation intended to provide for federal regulation of hydraulic fracturing and to require
disclosure of the chemicals used in the hydraulic-fracturing process. In the event that a new, federal
level of legal restrictions relating to the hydraulic-fracturing process is adopted in areas where we
currently or in the future plan to operate, we may incur additional costs to comply with such federal
requirements that may be significant in nature, and also could become subject to additional
permitting requirements and experience added delays or curtailment in the pursuit of exploration,
development, or production activities.
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Certain states in which we operate, including, Louisiana, Texas, and Wyoming, have adopted, and other states are
considering adopting, regulations that could impose new or more stringent permitting, disclosure, and additional
well-construction requirements on hydraulic-fracturing operations. For example, Texas adopted a law in June 2011
requiring disclosure to the Railroad Commission of Texas and the public of certain information regarding the
components used in the hydraulic-fracturing process. In addition to state laws, local land use restrictions, such as
city ordinances, may restrict or prohibit drilling in general and/or hydraulic fracturing in particular. We believe
that we follow applicable standard industry practices and legal requirements for groundwater protection in our
hydraulic-fracturing activities. Nonetheless, in the event state or local restrictions are adopted in areas where we
currently conduct operations, or in the future plan to conduct operations, we may incur additional costs to comply
with such requirements. These costs may be significant in nature, and we may experience delays or curtailment in
the pursuit of exploration, development, or production activities, and perhaps be limited or precluded in the
drilling of wells or in the amounts that we are ultimately able to produce from our reserves.

There are also certain governmental reviews recently conducted or underway that focus on environmental aspects
of hydraulic-fracturing practices. The White House Council on Environmental Quality is coordinating an
administration-wide review of hydraulic-fracturing practices, and the EPA has commenced a study of the potential
environmental effects of hydraulic fracturing on drinking water and groundwater, with a first progress report
outlining work currently underway by the agency released on December 21, 2012, and a final draft report drawing
conclusions about the potential impacts of hydraulic fracturing on drinking water resources expected to be
available for public comment and peer review by 2014. Moreover, the EPA is developing effluent limitations for
the treatment and discharge of wastewater resulting from hydraulic-fracturing activities and plans to propose these
standards for shale gas by 2014. In addition, the U.S. Department of Energy has conducted an investigation into
practices the agency could recommend to better protect the environment from drilling using hydraulic-fracturing
completion methods and, in August 2011, issued a report on immediate and longer-term actions that may be taken
to reduce environmental and safety risks of shale-gas development. Also, as discussed above, the DOI is pursuing
regulations governing hydraulic fracturing on federal and Indian oil and gas leases. These studies, depending on
any meaningful results obtained, could spur initiatives to further regulate hydraulic fracturing

The enactment of derivatives legislation could have an adverse effect on the Company’s ability to use derivative
instruments to reduce the effect of commodity-price, interest-rate, and other risks associated with its business.

The Dodd-Frank Wall Street Reform and Consumer Protection Act (Dodd-Frank Act), enacted in 2010, establishes
federal oversight and regulation of the over-the-counter derivatives market and entities, such as the Company, that
participate in that market. The Dodd-Frank Act requires the Commodities Futures Trading Commission (CFTC) and
the SEC to promulgate rules and regulations implementing the Dodd-Frank Act. In its rulemaking under the
Dodd-Frank Act, the CFTC issued a final rule on position limits for certain futures and option contracts in the major
energy markets and for swaps that are their economic equivalents. Certain bona fide hedging transactions or positions
are exempt from these position limits. The position-limits rule was vacated by the U.S. District Court for the District
of Colombia in September 2012 and the CFTC recently stated that it will appeal the District Court’s decision. The
CFTC also finalized other regulations, including critical rulemakings on the definition of “swap,” “swap dealer,” and
“major swap participant.” Some regulations, however, remain to be finalized and it is not possible at this time to predict
when this will be accomplished. Depending on the Company’s classification and the particular nature of its derivative
activities, the Dodd-Frank Act and regulations may require the Company to comply with margin requirements and
with certain clearing and trade-execution requirements in connection with its derivative activities. The Dodd-Frank
Act and regulations may also require the counterparties to the Company’s derivative instruments to spin off some of
their derivatives activities to separate entities, which may not be as creditworthy as the current counterparties. The
Dodd-Frank Act and regulations could significantly increase the cost of derivative contracts (including through
requirements to post collateral which could adversely affect our available liquidity), materially alter the terms of
derivative contracts, reduce the availability of derivatives to protect against risks the Company encounters, reduce the
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Company’s ability to monetize or restructure its existing derivative contracts, and increase the Company’s exposure to
less-creditworthy counterparties. If the Company reduces its use of derivatives as a result of the Dodd-Frank Act and
regulations, the Company’s results of operations may become more volatile and its cash flows may be less predictable,
which could adversely affect the Company’s ability to plan for and fund capital expenditures. Finally, the Dodd-Frank
Act was intended, in part, to reduce the volatility of oil and natural-gas prices, which some legislators attributed to
speculative trading in derivatives and commodity instruments related to oil and natural gas. The Company’s revenues
could therefore be adversely affected if a consequence of the Dodd-Frank Act and regulations is to lower commodity
prices. Any of these consequences could have a material adverse effect on the Company’s consolidated financial
position, results of operations, or cash flows.

Drilling crude oil and natural gas wells is a high-risk activity and subjects us to a variety of risks that we cannot
control.

Drilling crude oil and natural gas wells, including development wells, involves numerous risks, including the risk that
we may not encounter commercially productive crude oil and natural gas reserves (including "dry holes").  As a result,
we may not recover all or any portion of our investment in new wells.
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Specifically, we often are uncertain as to the future cost or timing of drilling, completing and operating wells, and our
drilling operations and those of our third-party operators may be curtailed, delayed or canceled, the cost of such
operations may increase and/or our results of operations and cash flows from such operations may be impacted, as a
result of a variety of factors, including

● unexpected drilling conditions;
● title problems;
● pressure or irregularities in formations;
● equipment failures or accidents;
● adverse weather conditions, such as winter storms, flooding and hurricanes, and changes in

weather patterns;
● compliance with, or changes in, environmental laws and regulations relating to air emissions,

hydraulic fracturing and disposal of produced water, drilling fluids and other wastes, laws and
regulations imposing conditions and restrictions on drilling and completion operations and
other laws and regulations, such as tax laws and regulations;

● the availability and timely issuance of required governmental permits and licenses;
● the availability of, costs associated with and terms of contractual arrangements for properties,

including mineral licenses and leases, pipelines, rail cars, crude oil hauling trucks and qualified
drivers and related facilities and equipment to gather, process, compress, transport and market
crude oil, natural gas and related commodities; and

● the costs of, or shortages or delays in the availability of, drilling rigs, hydraulic fracturing
services, pressure pumping equipment and supplies, tubular materials, water, sand, disposal
facilities, qualified personnel and other necessary equipment, materials, supplies and services.

Our failure to recover our investment in wells, increases in the costs of our drilling operations or those of our
third-party operators, and/or curtailments, delays or cancellations of our drilling operations or those of our third-party
operators in each case due to any of the above factors or other factors, may materially and adversely affect our
business, financial condition and results of operations.  For related discussion of the risks and potential losses and
liabilities inherent in our crude oil and natural gas operations generally, see the immediately following risk factor.

Our oil and natural gas activities are subject to various risks that are beyond our control and expose us to potential
losses and liabilities, and insurance may not fully protect us against these risks and potential losses and liabilities.

Our operations are subject to many risks and hazards incident to exploring and drilling for, producing, transporting,
marketing and selling oil and natural gas. Although we may take precautionary measures, many of these risks and
hazards are beyond our control and unavoidable under the circumstances. Many of these risks or hazards could
materially and adversely affect our revenues and expenses, the ability of certain of our wells to produce oil and natural
gas in commercial quantities, the rate of production and the economics of the development of, and our investment in
the prospects in which we have or will acquire an interest. Any of these risks and hazards could materially and
adversely affect our financial condition, results of operations and cash flows. Such risks and hazards include:

● human error, accidents, labor force and other factors beyond our control that may cause personal
injuries or death to persons and destruction or damage to equipment and facilities;

● blowouts, fires, explosions, loss of well control, hurricanes, pollution and equipment failures that
may result in damage to or destruction of wells, producing formations, production facilities and
equipment;

● unavailability of materials and equipment;
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● engineering and construction delays;

● unanticipated transportation costs and delays;

● adverse weather conditions, such as winter storms, flooding and hurricanes, and other natural
disasters;

● hazards resulting from unusual or unexpected geological or environmental conditions;

● environmental regulations and requirements;

● accidental leakage of toxic or hazardous materials, such as petroleum liquids or drilling fluids, into
the environment;
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● changes in laws and regulations, including laws and regulations applicable to oil and natural gas
activities or markets for the oil and natural gas produced;

● fluctuations in supply and demand for oil and natural gas causing variations of the prices we
receive for our oil and natural gas production;

● the availability of alternative fuels and the price at which they become available; and

● terrorism, vandalism and physical, electronic and cyber security breaches.

To mitigate financial losses resulting from these operating hazards, we maintain insurance coverage, including
insurance coverage for certain physical damage, blowout/control of a well, comprehensive general liability, aviation
liability, and worker’s compensation and employer’s liability. However, our insurance coverage may not be sufficient to
cover us against all of potential losses arising as a result of the foregoing, and for certain risks, such as political risk,
business interruption, war, terrorism, and piracy, for which we have limited or no coverage. In addition, we are not
insured against all risks in all aspects of our business. The occurrence of a significant event against which we are not
fully insured could have a material adverse effect on our consolidated financial position, results of operations, or cash
flows.

The high cost or unavailability of drilling rigs, equipment, supplies, personnel, and other oilfield services could
adversely affect our ability to execute our exploration and development plans on a timely basis and within our budget,
which could have a material adverse effect on our business, financial condition, or results of operations.

Our industry is cyclical and, from time to time, there is a shortage of drilling rigs, equipment, supplies, or qualified
personnel. During these periods, the costs of rigs, equipment, supplies, and personnel are substantially greater and
their availability to us may be limited. Additionally, these services may not be available on commercially reasonable
terms. The high cost or unavailability of drilling rigs, equipment, supplies, personnel, and other oilfield services could
adversely affect our ability to execute our exploration and development plans on a timely basis and within our budget,
which could have a material adverse effect on our business, financial condition, or results of operations.

A portion of our crude oil and natural gas production may be subject to interruptions that could have a material and
adverse effect on us.

A portion of our crude oil and natural gas production may be interrupted, or shut in, from time to time for various
reasons, including, but not limited to, as a result of accidents, weather conditions, loss of gathering, processing,
compression or transportation facility access or field labor issues, or intentionally as a result of market conditions such
as crude oil or natural gas prices that we deem uneconomic. If a substantial amount of our production is interrupted,
our cash flows and, in turn, our financial condition and results of operations could be materially and adversely
affected.

Failure to fund continued capital expenditures could adversely affect our properties.

Our acquisition, exploration, and development activities require substantial capital expenditures. Historically, we have
funded our capital expenditures through a combination of cash flows from operations and loans from commercial
banks and related parties. Future cash flows are subject to a number of variables, such as the level of production from
existing wells, prices of crude oil and natural gas, and our success in finding, developing and producing new reserves.
If revenues were to decrease as a result of lower crude oil and natural gas prices or decreased production, and our
access to capital were limited, we would have a reduced ability to replace our reserves, resulting in a decrease in
production over time. If our cash flows from operations are not sufficient to meet our obligations and fund our capital
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budget, we may not be able to access debt, equity or other methods of financing on an economic basis to meet these
requirements, particularly in the current economic environment. If we are not able to fund our capital expenditures,
interests in some properties might be reduced or forfeited as a result.

Reserve estimates depend on many interpretations and assumptions that may turn out to be inaccurate.  Any
significant inaccuracies in these interpretations and assumptions could cause the reported quantities and the value of
our reserves to be materially misstated.

Estimating quantities of crude oil, NGLs and natural gas reserves and future net cash flows from such reserves is a
complex, inexact process.  It requires interpretations of available technical data and various assumptions, including
assumptions relating to economic factors, made by our management and our independent reserve engineering firms;
Netherland, Sewell & Associates, Inc. and Cawley, Gillespie & Associates, Inc. Any significant inaccuracies in these
interpretations or assumptions could cause the reported quantities of our reserves and future net cash flows from such
reserves to be overstated or understated.  Also, the data for a given reservoir may also change substantially over time
as a result of numerous factors including, but not limited to, additional development activity, evolving production
history and continual reassessment of the viability of production under varying economic conditions.
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To prepare estimates of our economically recoverable crude oil, NGLs and natural gas reserves and future net cash
flows from our reserves, we analyze many variable factors, such as historical production from the area compared with
production rates from other producing areas.  We also analyze available geological, geophysical, production and
engineering data, and the extent, quality and reliability of this data can vary.  The process also involves economic
assumptions relating to commodity prices, production costs, severance and excise taxes, capital expenditures and
workover and remedial costs, many of which factors are or may be beyond our control.  

Estimates of reserves based on risk of recovery and estimates of expected future net cash flows prepared by different
engineers, or by the same engineers at different times, may vary substantially. Actual production, revenues, and
expenditures with respect to our reserves will likely vary from estimates, and the variance may be material. The
discounted cash flows included in this report should not be construed as the fair value of the estimated oil, natural-gas,
and NGLs reserves attributable to our properties. The estimated discounted future net cash flows from proved reserves
are based on average 12-month sales prices using the average beginning-of-month price. Actual future prices and costs
may differ materially from the SEC regulation-compliant prices used for purposes of estimating future discounted net
cash flows from proved reserves.

Discoveries or Acquisitions of reserves are needed to avoid a material decline in reserves and production.

The production rates from oil and gas properties generally decline as reserves are depleted, while related per unit
production costs generally increase, due to decreasing reservoir pressures and other factors. Therefore, our estimated
proved reserves and future oil, gas and NGL production will decline materially as reserves are produced unless we
conduct successful exploration and development activities or, through engineering studies, identify additional
producing zones in existing wells, secondary or tertiary recovery techniques, or acquire additional properties
containing proved reserves. Consequently, our future oil, gas and NGL production and related per unit production
costs are highly dependent upon our level of success in finding or acquiring additional reserves.

If we acquire crude oil and natural gas properties, our failure to fully identify existing and potential problems and
liabilities, to accurately estimate reserves, production rates or costs, or to effectively integrate the acquired properties
into our operations could materially and adversely affect our business, financial condition and results of operations.

From time to time, we seek to acquire crude oil and natural gas properties.  Although we perform reviews of
properties to be acquired in a manner that we believe is duly diligent and consistent with industry practices, reviews of
records and properties may not necessarily reveal existing or potential problems, nor may they permit us to become
sufficiently familiar with the properties in order to assess fully their deficiencies and potential. We do not inspect
every well. Even when we inspect a well, we do not always discover structural, subsurface and environmental
problems that may exist or arise in the future. Even when problems with a property are identified, we often may
assume environmental and other risks and liabilities in connection with acquired properties pursuant to the acquisition
agreements.  In addition, there are numerous uncertainties inherent in estimating quantities of crude oil and natural gas
reserves (as discussed further above), actual future production rates and associated costs with respect to acquired
properties.  Actual reserves, production rates and costs may vary substantially from those assumed in our estimates.
 In addition, an acquisition may have a material and adverse effect on our business and results of operations,
particularly during the periods in which the operations of the acquired properties are being integrated into our ongoing
operations or if we are unable to effectively integrate the acquired properties into our ongoing operations.

Title to the properties in which we have an interest may be impaired by title defects.

We generally conduct due diligence to review title on significant properties that we drill or acquire. However, there is
no assurance that we will not suffer a monetary loss from title defects or title failure. Additionally, undeveloped
acreage has greater risk of title defects than developed acreage. Generally, under the terms of the operating
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agreements affecting our properties, any monetary loss is due to title defects is to be borne by all parties to any such
agreement in proportion to their interests in such property. If there are any title defects or defects in assignment of
leasehold rights in properties in which we hold an interest, we will suffer a financial loss.

There is a possibility that we will lose the leases to our oil and gas properties.

Our oil and gas revenues are generated through oil and gas leases. These leases are conditioned on the performance of
certain obligations, primarily the obligation to produce oil and/or gas or engage in operations designed to result in the
production of oil and gas.  If production ceases and operations are not commenced within a specified time, the lease
may be lost.  The loss of our leases may have a material impact on our revenues.
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In the case of Israeli-based properties, we have interests in licenses that, subject to certain conditions, may result in
leases being granted.  The leases are subject to certain obligations and are renewable at the discretion of various
governmental authorities.  As such, if the parties responsible for operations are not able to fulfill their obligations
under the leases, the leases may be modified, cancelled, not renewed, or renewed on terms different from the current
leases.  The modification or cancellation of our leases could eliminate our interests and may have a material impact on
our revenues.

We are subject to complex laws and regulations relating to environmental protection that can adversely affect the cost,
manner, and feasibility of doing business.

Our operations and properties are subject to numerous federal, regional, state, tribal, local, and foreign laws and
regulations governing the release of pollutants or otherwise relating to environmental protection. These laws and
regulations govern the following, among other things:

● issuance of permits in connection with exploration, drilling and production activities;

● protection of endangered species;

● amounts and types of emissions and discharges;

● generation, management, and disposition of waste materials;

● reclamation and abandonment of wells and facility sites; and

● remediation of contaminated sites;

In addition, these laws and regulations may impose substantial liabilities for our failure to comply or for any
contamination resulting from our operations. Future environmental laws and regulations, such as the restriction
against emission of pollutants from previously unregulated activities or the designation of previously unprotected
species as threatened or endangered in areas where we operate, may negatively impact our industry. The cost of
satisfying these requirements may have an adverse effect on our financial condition, results of operations, or cash
flows or could result in limitations on our exploration and production activities, which could have an adverse impact
on our ability to develop and produce our reserves.

Reduced demand for or excess capacity of production services could adversely affect our profitability.

Our profitability in the future will depend on many factors, but largely on pricing and utilization rates for our
production services. An increase in supply of well servicing rigs and equipment, without a corresponding increase in
demand, or decrease in demand for well servicing rigs and equipment could decrease the pricing and utilization rates
of our production services, which would adversely affect our revenues and profitability.

Competition in the oil and gas exploration and production industry is intense, and many of our competitors have
greater resources than we have.

We compete with national oil companies, major integrated oil and gas companies, independent oil and gas companies
and other individual producers for the acquisition of licenses and leases, properties and reserves and the equipment,
materials, services and employees and other contract personnel (including geologists, geophysicists, engineers and
other specialists) required to explore, develop, produce and market crude oil and natural gas.  Some of our competitors
may have greater and more diverse resources on which to draw than we do.  As a consequence, we may be at a
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competitive disadvantage in certain respects, such as in bidding for drilling rights, acquisition of licenses and leases,
properties and reserves or in acquiring necessary services, equipment, materials and personnel. If we are not
successful in our competition for oil and gas reserves or in our marketing of production, our financial condition and
results of operations may be adversely affected.

Poor general economic, business, or industry conditions may have a material adverse effect on our results of
operations, liquidity, and financial condition.

During the last few years, concerns over inflation, energy costs, geopolitical issues, the availability and cost of credit,
the U.S. mortgage market, uncertainties with regard to European sovereign debt, and a declining real estate market in
the United States have contributed to increased economic uncertainty and diminished expectations for the global
economy. Concerns about global economic conditions have had a significant adverse impact on global financial
markets and commodity prices. If the economic recovery in the United States or abroad remains prolonged, demand
for petroleum products could diminish or stagnate, which could impact the price at which we can sell our oil, natural
gas, and NGLs, affect our vendors’, suppliers’ and customers’ ability to continue operations, and ultimately adversely
impact our results of operations, liquidity, and financial condition.

18

Edgar Filing: ISRAMCO INC - Form 10-K

36



Table of Contents

Our hedging activities may prevent us from benefiting fully from price increases and may expose us to other risks.

In order to manage our exposure to price risks in the marketing of our oil and natural gas production, we have entered
into oil and natural gas price hedging arrangements with respect to a portion of our anticipated production and we may
enter into additional hedging transactions in the future. While intended to reduce the effects of volatile oil and natural
gas prices, such transactions may limit our potential gains and increase our potential losses if oil and natural gas prices
were to rise substantially over the price established by the hedge. In addition, such transactions may expose us to the
risk of loss in certain circumstances, including instances in which:

● our actual production is less than hedged volumes;

● there is a widening of price differentials between delivery points for our production and the
delivery point assumed in the hedge arrangement; or

● the counterparties to our hedging agreements fail to perform under the contracts.

● a sudden unexpected event materially impacts oil and natural-gas prices.

The credit risk of financial institutions could adversely affect us.

We have exposure to different counterparties, and we have entered into transactions with counterparties in the
financial services industry, including commercial banks, insurance companies and other institutions. These
transactions expose us to credit risk in the event of default of our counterparty. Deterioration in the credit markets may
impact the credit ratings of our current and potential counterparties and affect their ability to fulfill their existing
obligations to us and their willingness to enter into future transactions with us. We have exposure to these financial
institutions through our derivative transactions. In addition, if any lender under our credit facility is unable to fund its
commitment, our liquidity will be reduced by an amount up to the aggregate amount of such lender’s commitment
under our credit facility. Moreover, to the extent that purchasers of the Company’s production rely on access to the
credit or equity markets to fund their operations, there is a risk that those purchasers could default in their contractual
obligations to the Company if such purchasers were unable to access the credit or equity markets for an extended
period of time.

We have no means to market our oil and gas production without the assistance of third parties.

The marketability of our production depends upon the proximity of our reserves to, and the capacity of, facilities and
third party services, including oil and natural gas gathering systems, pipelines, trucking or terminal facilities, and
processing facilities. The unavailability or lack of capacity of such services and facilities could impair or delay the
production of new wells or the delay or discontinuance of development plans for properties. A shut-in, delay or
discontinuance could adversely affect our financial condition. In addition, regulation of oil and natural gas production
transportation in the United States or in other countries may affect its ability to produce and market our oil and natural
gas on a profitable basis.

We depend on the skill, ability and decisions of third party operators to a significant extent.

The success of the drilling, development and production of the oil and natural gas properties in which we have or
expect to have a non-operating working interest is substantially dependent upon the decisions of such third-party
operators and their diligence to comply with various laws, rules and regulations affecting such properties. The failure
of any third-party operator to make decisions, perform their services, discharge their obligations, deal with regulatory
agencies, and comply with laws, rules and regulations, including environmental laws and regulations in a proper
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manner with respect to properties in which we have an interest could result in material adverse consequences to our
interest in such properties, including substantial penalties and compliance costs. Such adverse consequences could
result in substantial liabilities to us or reduce the value of our properties, which could negatively affect our results of
operations.

We depend substantially on the continued presence of key personnel for critical management decisions and industry
contacts.

Our success depends upon the continued contributions of our executive officers and key employees, particularly with
respect to providing the critical management decisions and contacts necessary to manage and maintain growth within
a highly competitive industry. Competition for qualified personnel can be intense, particularly in the oil and natural
gas industry, and there are a limited number of people with the requisite knowledge and experience. Under these
conditions, we could be unable to attract and retain these personnel. The loss of the services of any of our executive
officers or other key employees for any reason could have a material adverse effect on our business, operating results,
financial condition and cash flows.
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Our operations in Israel may be adversely affected by unique economic, terrorist activities and political developments.

We have interests in oil and gas leases and in oil and gas licenses in the waters off Israel.  These interests are a
significant portion of our future production and cash flow and may be adversely affected by terrorist activities,
political and economic developments, including the following:

● war, terrorist acts and civil disturbances, and other political risks

● changes in taxation policies,

● laws and policies of the US and Israel affecting foreign investment, taxation, trade and business
conduct,

● foreign exchange restrictions,

● international monetary fluctuations and changes in the value of the US dollar, such as the decline of
the US dollar and

● other hazards arising out of Israeli governmental sovereignty over areas in which we own oil and
gas interests.

Oilfield service is a highly competitive, fragmented industry in which price competition could reduce our profitability.

We encounter substantial competition from other oilfield service companies. Our primary market areas are highly
fragmented and competitive. The fact that production services equipment are mobile and can be moved from one
market to another in response to market conditions heightens the competition in the industry and may result in an
oversupply of equipment in an area. Oilfield service companies compete primarily on a regional basis, and the
intensity of competition may vary significantly from region to region at any particular time. If demand for drilling or
production services improves in a region where we operate, our competitors might respond by moving in suitable rigs
and production services equipment from other regions. An influx of equipment from other regions could rapidly
intensify competition, reduce profitability and make any improvement in demand for production services short-lived.

Most production services contracts are awarded on the basis of competitive bids, which also results in price
competition. In addition to pricing and equipment availability, we believe the following factors are also important to
our clients in determining which production services provider to select:

● the type and condition of each of the competing well servicing rigs;

● the quality of service and experience of the crews;

● the safety record of the company providing the services; and

● the offering of ancillary services;

We may be unable to implement price increases or maintain existing prices on our core services.

We periodically seek to increase the prices of our services to offset rising costs and to generate higher returns for our
stockholders. However, we operate in a very competitive industry and as a result, we are not always successful in
raising, or maintaining our existing prices. Additionally, during periods of increased market demand, a significant
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amount of new service capacity, including new well service rigs may enter the market, which also puts pressure on the
pricing of our services and limits our ability to increase or maintain prices. Furthermore, during periods of declining
pricing for our services, we may not be able to reduce our costs accordingly, which could further adversely affect our
profitability.
Even when we are able to increase our prices, we may not be able to do so at a rate that is sufficient to offset such
rising costs. In periods of high demand for oilfield services, a tighter labor market may result in higher labor costs.
During such periods, our labor costs could increase at a greater rate than our ability to raise prices for our services.
Also, we may not be able to successfully increase prices without adversely affecting our activity levels. The inability
to maintain our prices or to increase our prices as costs increase could have a material adverse effect on our business,
financial position and results of operations.
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Member of Isramco’s management team own a significant amount of common stock, giving them influence or control
in corporate transactions and other matters, and the interests of these individuals could differ from those other
shareholders.

Member of our management team individually and through companies they beneficially control own 66.02% of our
outstanding shares of common stock as of March 9, 2013. As a result, these shareholders are in a position to
significantly influence or control the outcome of matters requiring a shareholder vote, including the election of
directors, the adoption of an amendment to our certificate of incorporation or bylaws and the approval of mergers and
other significant corporate transactions.

Our stock price is volatile and could continue to be volatile and has limited liquidity; Accordingly, investors may not
be able to sell any significant number of shares of our stock at prevailing market prices.

Investor interest in our common stock may not lead to the development of an active or liquid trading market. The
market price of our common stock has fluctuated in the past and is likely to continue to be volatile and subject to wide
fluctuations. In addition, the stock market has experienced extreme price and volume fluctuations. The stock prices
and trading volumes for our stock has fluctuated widely  and the average daily trading volume of our stock continues
to be limited and may continue  for reasons that may be unrelated to business or results of operations. General
economic, market and political conditions could also materially and adversely affect the market price of our common
stock and investors may be unable to resell their shares of common stock at or above their purchase price.  As a result
of the limited trading in our stock, it may be difficult for investors to sell their shares in the public market at any given
time at prevailing prices.

ITEM 1B. UNRESOLVED STAFF COMMENTS

None.

ITEM 2. PROPERTIES

Oil and Gas Exploration and Production - Properties and Reserves

Reserve Information. For estimates of Isramco's net proved reserves of natural gas, crude oil and natural gas liquids,
see Note 15 to Consolidated Financial Statements, Supplemental Oil and Gas Information.

There are numerous uncertainties inherent in estimating quantities of proved reserves and in projecting future rates of
production and timing of development expenditures, including many factors beyond the control of the producer. The
reserve data set forth in Note 15 to Consolidated Financial Statements, Supplemental Oil and Gas Information,
represent only estimates. Reserve engineering is a subjective process of estimating underground accumulations of
natural gas, crude oil and condensate and natural gas liquids that cannot be measured in an exact manner. The
accuracy of any reserve estimate is a function of the amount and quality of available data and of engineering and
geological interpretation and judgment. As a result, estimates of different engineers normally vary. In addition, results
of drilling, testing and production subsequent to the date of an estimate may justify revision of such estimate (upward
or downward). Accordingly, reserve estimates are often different from the quantities ultimately recovered. The
meaningfulness of such estimates is highly dependent upon the accuracy of the assumptions upon which they were
based. For related discussion, see ITEM 1A. Risk Factors.

We believe that we have satisfactory title to the properties owned and used in our business, subject to liens for taxes
not yet payable, liens incident to minor encumbrances, liens for credit arrangements and easements and restrictions
that do not materially detract from the value of these properties, our interests in these properties, or the use of these
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properties in our business. We believe that our properties are adequate and suitable for us to conduct business in the
future.

ITEM 3. LEGAL PROCEEDINGS

We previously disclosed information relating to two putative shareholder derivative petitions that were filed by
individual shareholders of the Company in the District Court of Harris County, Texas.  These petitions each named
certain of our officers and directors as defendants.  Each of these suits claims that the shareholders were damaged as a
result of various breaches of fiduciary duty, self dealing, and other wrongdoing in connection with the Restated
Agreement between the Company and Goodrich Global, Ltd (“Goodrich”) and other matters, primarily on the part of the
Company’s Chairman and Chief Executive Officer, Haim Tsuff, and Jackob Maimon.  Mr. Maimon is a former
President and a director who resigned from all positions held with us on June 29, 2011.
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On or about April 6, 2011, a third complaint was filed in the 295th District Court of Harris County, Texas by Yuval
Ran, who claimed to be a shareholder, against certain of our officers and directors and several corporate parties
controlled by Haim Tsuff.  As with the prior suits, this complaint alleged various breaches of duty, self dealing and
other wrongdoing in connection with the Restated Agreement between the Company and Goodrich, primarily on the
part of the Company’s Chairman and Chief Executive Officer, Haim Tsuff, and Jackob Maimon  In addition, this suit
alleged claims relating to other transactions between the Company and entities controlled by Haim Tsuff, including
but not limited to the loan transactions between the Company and related parties, the lease and sale of a cruise ship,
and the closure of the Company’s Israel branch office.  The third complaint was transferred to the 55th Judicial District
Court of Harris County, Texas, by order signed April 20, 2011, and consolidated with the above-referenced first and
second original shareholder suits by order signed May 21, 2011, into a single case, called “Lead Cause No.
2010-34535; In Re Isramco, Inc. Shareholder Derivative Litigation; In the 55th Judicial District Court of Harris
County, Texas (the “Derivative Litigation”).

We also disclosed information in our quarterly report for the three months ended September 30, 2011 relating to an
additional putative shareholder derivative complaint that was filed by an individual shareholder, Yuval Lapiner, on
July 7, 2011 in the Delaware Chancery Court in Wilmington, Delaware, naming certain of our officers and directors as
defendants.  The claims asserted in this case are essentially the same damage claims as asserted in the lawsuit filed in
April 2011 and described above.  The Company filed motions in the Chancery Court to Dismiss or Stay the lawsuit
and, by order dated October 20, 2011, the case was dismissed.  The plaintiff did not appeal.  Yuval Lapiner then filed
a motion to intervene in the Derivative Litigation and that motion was denied Mr. Lapiner then filed a motion for
attorney’s fees that was also denied.  On December 12, 2011, the court approved the terms of the mediated settlement
and entered final order and judgment in the case.  The Company paid plaintiff attorney’s fees in the amount of
$1,000,000, replaced its bylaws, amended various committee charters, and adopted other corporate governance
changes as set out in the stipulation.  After the judgment was rendered, Mr. Lapiner filed a motion for new trial and on
February 12, 2012 filed a Notice of Appeal to the Fourteenth Court of Appeals in Houston, Texas.  A Motion to
Dismiss the appeal was filed.  Oral arguments were presented to the Court of Appeals on January 9, 2013.  The Court
of Appeals has not rendered an opinion on either the Motions to Dismiss or the appeal.  We do not believe the appeal
will be successful.

On or about September 21, 2011, the Company’s former Vice President and General Counsel, Dennis Holifield
resigned.  Mr. Holifield had been hired in March 2011.  On or about October 12, 2011, Mr. Holifield submitted a
“Summary Report” to the SEC (the “Summary Report”), in which made numerous factual allegations regarding Haim
Tsuff, the Company‘s Chief Executive Officer, Chairman, and President; Edy Francis, the Company’s Chief Financial
Officer; Amir Sanker, the Company’s Asset Manager; and other Company personnel.  In the Summary Report, Mr.
Holifield characterized the alleged conduct as illegal or criminal.  On November 3, 2011, the Company’s Board of
Directors constituted a committee of independent directors consisting of Max Pridgeon and Asaf Yarkon, referred to
as the Special Investigative Committee of the Board of Directors (“SIC”) which was directed to investigate all of the
Holifield allegations and report back to the full board and make any recommendations, if any, for corrective
action.  On January 7, 2013, SIC made their final report of the conclusions and results of the fourteen-month
investigation into the allegations made by Mr. Holifield.  The SIC determined that Mr. Holifield’s allegations are not
supported by any available documentary evidence or by any statements made by former or current Isramco, Inc.,
directors, management, or employees interviewed by the SIC or its counsel.  The SIC also determined that the
Company had not engaged in wrongdoing of any sort, including any unlawful or unethical business practices, any
lapses in financial controls or any governance issues that require redress or reform. 

On October 31, 2011, the Company received a written demand from, Mr. Holifield’s attorney on the Company for
$900,000.
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From time to time, we are involved in disputes and other legal actions arising in the ordinary course of business.  In
management's opinion, none of these other disputes and legal actions is expected to have a material impact on our
consolidated financial position or results of operations.

ITEM 4. MINE SAFETY DISCLOSURES

Not applicable.  
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PART II

ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY AND RELATED STOCKHOLDER MATTERS

Our common stock is listed on the NASDAQ Capital Market under the symbol "ISRL". The following table sets forth
for the periods indicated, the reported high and low closing prices for our common stock. As of March 8, 2013, there
were approximately 239 holders of record of our common stock.

High Low
2012
First Quarter $ 97.84 $ 73.55
Second Quarter 113.21 76.00
Third Quarter 120.69 94.72
Fourth Quarter 118.00 76.47

2011
First Quarter $ 86.50 $ 56.14
Second Quarter 68.66 58.99
Third Quarter 69.00 53.40
Fourth Quarter 93.40 55.05

We have never paid cash dividends on our common stock. We intend to retain earnings for use in the operation and
expansion of our business and therefore do not anticipate declaring cash dividends on our common stock in the
foreseeable future. Any future determination to pay dividends on common stock will be at the discretion of the board
of directors and will be dependent upon then existing conditions, including other factors, as the board of directors
deems relevant.

ITEM 6. SELECTED FINANCIAL DATA

Not applicable

ITEM 7. MANAGEMENT DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

THE FOLLOWING COMMENTARY SHOULD BE READ IN CONJUNCTION WITH THE CONSOLIDATED
FINANCIAL STATEMENTS AND RELATED NOTES CONTAINED ELSEWHERE IN THIS FORM 10-K. THE
DISCUSSION CONTAINS FORWARD-LOOKING STATEMENTS THAT INVOLVE RISKS AND
UNCERTAINTIES. THESE STATEMENTS RELATE TO FUTURE EVENTS OR OUR FUTURE FINANCIAL
PERFORMANCE. IN SOME CASES, YOU CAN IDENTIFY THESE FORWARD-LOOKING STATEMENTS BY
TERMINOLOGY SUCH AS "MAY," "WILL," "SHOULD," "EXPECT," "PLAN," "ANTICIPATE," "BELIEVE,"
"ESTIMATE," "PREDICT," "POTENTIAL," "INTEND," OR "CONTINUE," AND SIMILAR EXPRESSIONS.
THESE STATEMENTS ARE ONLY PREDICTIONS. OUR ACTUAL RESULTS MAY DIFFER MATERIALLY
FROM THOSE ANTICIPATED IN THESE FORWARD-LOOKING STATEMENTS AS A RESULT OF A
VARIETY OF FACTORS, INCLUDING, BUT NOT LIMITED TO, THOSE SET FORTH UNDER "RISK
FACTORS" AND ELSEWHERE IN THIS FORM 10-K.

Overview
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We are an independent oil and natural gas company engaged in the exploration, development, and production of oil
and natural gas properties located onshore in the United States and an owner of various royalty interests offshore
Israel. Our properties are primarily located in Texas, New Mexico and Oklahoma. We act as the operator of most of
our U.S. properties. Historically, we have grown through acquisitions, with a focus on properties within our core
operating areas that we believe have significant development and exploration opportunities and where we can apply
our technical experience and economies of scale to increase production and proved reserves while lowering lease
operating costs.  In August, 2011 we created a new well service subsidiary that began operations in October 2011. As
of December 2012, the subsidiary had 15 deployed well service rigs that operate primarily in Texas and New Mexico.
The company provides a full range of well services such as well completion and wellbore maintenance, workover,
plugging and abandonment services.
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Oil and Gas Exploration and Production Segment

Our financial results depend upon many factors, but are largely driven by the volume of our oil and natural gas
production and the price that we receive for that production. Our production volumes will decline as reserves are
depleted unless we expend capital in successful development and exploration activities or acquire additional
properties with existing production. The amount we realize for our production depends predominantly upon
commodity prices, which are affected by changes in market demand and supply, as impacted by overall economic
activity, weather, pipeline capacity constraints, inventory storage levels, quality, basis differentials and other factors,
and secondarily upon our commodity price hedging activities. Accordingly, finding and developing oil and natural gas
reserves at economical costs is critical to our long-term success. Our future drilling plans are subject to change based
upon various factors, some of which are beyond our control, including drilling results, oil and natural gas prices, the
availability and cost of capital, drilling and production costs, availability of drilling services and equipment, gathering
system and pipeline transportation constraints and regulatory approvals. To the extent these factors lead to reductions
in our drilling plans and associated capital budgets in future periods, our financial position, cash flows and operating
results could be adversely impacted.

At December 31, 2012, our estimated total proved oil, natural gas reserves and natural gas liquids, as prepared by our
independent reserve engineering firms, Netherland, Sewell & Associates, Inc and Cawley, Gillespie & Associates,
Inc., were approximately 36,266 thousand barrels of oil equivalent (“MBOE”), consisting of 3,233 thousand barrels
(MBbls) of oil, 186,837 million cubic feet (MMcf) of natural gas and 1,893 thousand barrels (MBbls) of natural gas
liquids. Approximately 23% of our proved reserves were classified as proved developed (See Note 15 Supplemental
Oil and Gas Information to Consolidated Financial Statements to our consolidated financial statements). Full year
2012 production averaged 2.17 MBOE/d compared to 2.16 MBOE/d in 2011.

Production Services Segment

The production service market is highly competitive. Competition is influenced by such factors as price, capacity,
availability of work crews, and reputation and experience of the service provider. We believe that an important
competitive factor in establishing and maintaining long-term customer relationships is having an experienced, skilled
and well-trained work force. We believe many of our larger customers place increased emphasis on the safety,
performance and quality of the crews, equipment and services provided by their contractors. Although we believe
customers consider all of these factors, price is often the primary factor in determining which service provider is
awarded the work. However, in numerous instances, we secure and maintain work from large customers for which
efficiency, safety, technology, size of fleet and availability of other services are of equal importance to price.

The demand for our services fluctuates, primarily in relation to the price (or anticipated price) of oil and natural gas,
which, in turn, is driven primarily by the supply of, and demand for, oil and natural gas. Generally, as supply of those
commodities decreases and demand increases, service and maintenance requirements increase as oil and natural gas
producers attempt to maximize the productivity of their wells in a higher priced environment. However, in a lower oil
and natural gas price environment, demand for service and maintenance generally decreases as oil and natural gas
producers decrease their activity. In particular, the demand for new or existing field drilling and completion work is
driven by available investment capital for such work. Oil and natural gas producers generally tend to be less risk
tolerant when commodity prices are low or volatile, we may experience a more rapid decline in demand for well
maintenance services compared with demand for other types of oilfield services. Further, in a low commodity price
environment, fewer well service rigs are needed for completions, as these activities are generally associated with
drilling activity.  The plugging and abandonment work is less affected by prices and generally driven by state
regulations and have smaller variations in demand.
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The level of our revenues, earnings and cash flows are substantially dependent upon, and affected by, the level of U.S.
oil and natural gas exploration, development and production activity, as well as the equipment capacity in any
particular region.

Critical accounting policies

The discussion and analysis of our financial condition and results of operations are based upon our consolidated
financial statements, which have been prepared in accordance with accounting principles generally accepted in the
United States. The preparation of our consolidated financial statements requires us to make estimates and assumptions
that affect our reported results of operations and the amount of reported assets, liabilities and proved oil and natural
gas reserves. Some accounting policies involve judgments and uncertainties to such an extent that there is reasonable
likelihood that materially different amounts could have been reported under different conditions, or if different
assumptions had been used. Actual results may differ from the estimates and assumptions used in the preparation of
our consolidated financial statements. Described below are the most significant policies we apply in preparing our
consolidated financial statements, some of which are subject to alternative treatments under accounting principles
generally accepted in the United States. We also describe the most significant estimates and assumptions we make in
applying these policies.
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Oil and Natural Gas Activities

Accounting for oil and natural gas activities is subject to unique rules. Two generally accepted methods of accounting
for oil and natural gas activities are available - successful efforts and full cost. The most significant differences
between these two methods are the treatment of unsuccessful exploration costs and the manner in which the carrying
value of oil and natural gas properties are amortized and evaluated for impairment. The successful efforts method
requires unsuccessful exploration costs to be expensed as they are incurred upon a determination that the well is
uneconomical, while the full cost method provides for the capitalization of these costs. Both methods generally
provide for the periodic amortization of capitalized costs based on proved reserve quantities. Impairment of oil and
natural gas properties under the successful efforts method is based on an evaluation of the carrying value of individual
oil and natural gas properties against their estimated fair value, while impairment under the full cost method requires
an evaluation of the carrying value of oil and natural gas properties included in a cost center against the net present
value of future cash flows from the related proved reserves, using period-end prices and costs and a 10% discount rate.
We account for our natural gas and crude oil exploration and production activities under the successful efforts method
of accounting.

Proved Oil and Natural Gas Reserves

Isramco estimates its proved oil and gas reserves as defined by the SEC and the FASB. This definition includes crude
oil, natural gas, and NGLs that geological and engineering data demonstrate with reasonable certainty to be
economically producible in future periods from known reservoirs under existing economic conditions, operating
methods, government regulations, etc., i.e., at prices and costs as of the date the estimates are made. Prices include
consideration of price changes provided only by contractual arrangements, and do not include adjustments based upon
expected future conditions.
The Company’s estimates of proved reserves are made using available geological and reservoir data, as well as
production performance data. These estimates are reviewed annually by our independent reserve engineering firm,
Cawley, Gillespie & Associates, Inc and Netherland, Sewell & Associates, Inc. and revised, either upward or
downward, as warranted by additional data. Revisions are necessary due to changes in, among other things, reservoir
performance, prices, economic conditions, and governmental restrictions, as well as changes in the expected recovery
associated with infill drilling. Decreases in prices, for example, may cause a reduction in some proved reserves due to
reaching economic limits earlier. A material adverse change in the estimated volumes of proved reserves could have a
negative impact on DD&A and could result in property impairments.

Depreciation, Depletion and Amortization

Our rate of recording depreciation, depletion and amortization expense (DD&A) is primarily dependent upon our
estimate of proved reserves, which is utilized in our unit-of-production method calculation. If the estimates of proved
reserves were to be reduced, the rate at which we record DD&A expense would increase, reducing net income. Such a
reduction in reserves may result from lower market prices, which may make it non-economic to drill for and produce
higher cost reserves.
Our well service equipment and tools are carried at cost less accumulated depreciation. Depreciation is provided for
our assets over the estimated depreciable lives of the assets using the straight-line method. We depreciate our
operational assets over their depreciable lives to their salvage value, which is a fair value higher than the assets’ value
as scrap. When we scrap an asset, we accelerate the depreciation of the asset down to its salvage value. When we
dispose of an asset, a gain or loss is recognized.

Impairment
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We review our property and equipment in accordance with Accounting Standards Codification (ASC) 360, Property,
Plant, and Equipment (ASC 360). ASC 360 requires us to evaluate property and equipment as an event occurs or
circumstances change that would more likely than not reduce the fair value of the property and equipment below the
carrying amount. If the carrying amount of property and equipment is not recoverable from its undiscounted cash
flows, then we would recognize an impairment loss for the difference between the carrying amount and the current
fair value. Further, we evaluate the remaining useful lives of property and equipment at each reporting period to
determine whether events and circumstances warrant a revision to the remaining depreciation periods.

Asset Retirement Obligations

We have significant obligations to remove tangible equipment and facilities associated with our oil and gas wells and
to restore land at the end of oil and gas production operations. Our removal and restoration obligations are most often
associated with plugging and abandoning wells. Estimating the future restoration and removal costs is difficult and
requires us to make estimates and judgments because most of the removal obligations we have will be take effect in
the future. Additionally, these operations are subject to private contracts and government regulations that often have
vague descriptions of what is required. Asset removal technologies and costs are constantly changing, as are
regulatory, political, environmental, safety and public relations considerations.  Inherent in the present value
calculations are numerous assumptions and judgments including the ultimate removal cost amounts, inflation factors,
credit adjusted discount rates, timing of obligations and changes in the legal, regulatory, environmental and political
environments.
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Accounting for Derivative Instruments and Hedging Activities

We utilize derivative contracts to hedge against the variability in cash flows associated with the forecasted sale of our
anticipated future oil and natural gas production. We may generally hedge a substantial, but varying, portion of our
anticipated oil and natural gas production for the next years. We do not use derivative instruments for trading
purposes. We have elected not to apply hedge accounting to our derivative contracts, which would potentially allow us
to not record the change in fair value of our derivative contracts in the consolidated statements of operations. We carry
our derivatives at fair value on our consolidated balance sheets, with the changes in the fair value included in our
consolidated statements of operations in the period in which the change occurs. Our results of operations would
potentially have been significantly different had we elected and qualified for hedge accounting on our derivative
contracts.

Environmental Obligations, Litigation and Other Contingencies

Management makes judgments and estimates in accordance with applicable accounting rules when it establishes
reserves for environmental remediation, litigation, and other contingent matters. Provisions for such matters are
charged to expense when it is probable that a liability is incurred and reasonable estimates of the liability can be made.
Estimates of environmental liabilities are based on a variety of matters, including, but not limited to, the stage of
investigation, the stage of the remedial design, evaluation of existing remediation technologies, and presently enacted
laws and regulations. In future periods, a number of factors could significantly change the Company’s estimate of
environmental-remediation costs, such as changes in laws and regulations, changes in the interpretation or
administration of laws and regulations, revisions to the remedial design, unanticipated construction problems,
identification of additional areas or volumes of contaminated soil and groundwater, and changes in costs of labor,
equipment, and technology. Consequently, it is not possible for management to reliably estimate the amount and
timing of all future expenditures related to environmental or other contingent matters and actual costs may vary
significantly from the Company’s estimates. The Company’s in-house legal counsel regularly assesses these contingent
liabilities and, in certain circumstances, consults with third-party legal counsel or consultants to assist in forming the
Company’s conclusion.

Income Taxes

The Company follows ASC 740, Income Taxes, (ASC 740), which requires recognition of deferred tax assets and
liabilities for the expected future tax consequences of events that have been included in the consolidated financial
statements or tax returns. Under this method, deferred tax assets and liabilities are computed using the liability method
based on the differences between the financial statement and tax basis of assets and liabilities using enacted tax rates
in effect for the year in which the differences are expected to reverse.

A valuation allowance is provided, if necessary, to reserve the amount of net operating loss and net deferred tax assets
which the Company may not be able to use because of the expiration of maximum carryover periods allowed under
applicable tax codes.

Liquidity and Capital Resources

Our primary source of liquidity was cash flow generated from our operating activities, loans from related party lender
(“Related Party Loans”) and net proceeds from sale of our investment in shares of JOEL Jerusalem Oil Exploration Ltd,
(“JOEL”) a related party. We continuously monitor our liquidity and evaluate our development plans in light of a variety
of factors, including, but not limited to, our cash flows, capital resources and drilling success.
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Note 5 to our Consolidated Financial Statements, Long-Term Debt and Interest Expense, describes the Senior Credit
Agreements and Related Party Loans. Our Senior Credit Agreements originally provided a total $300 million in credit
facilities under a credit facility from a group of lenders, under which Wells Fargo was the lead bank (the “Lenders”).
The borrowing base under the facility was redetermined on a semi-annual basis  and adjusted based on our oil and
natural gas properties, reserves, other indebtedness and other relevant factors. During the fourth quarter of 2011 the
Lenders reduced the borrowing base to zero.  On April 27, 2012, The Company entered into an amendment to the
Credit Agreement with Lenders, formalizing the election to pay the $20,000,000 borrowing base deficiency in six
monthly installments of $3,333,333.33. As of June 29, 2012 the Company has fully paid all amounts owed and
terminated the Senior Credit Facility with the Lenders. 

The Company is also in negotiations for similar credit facilities with several other commercial lenders, to obtain a new
credit facility on terms most favorable to the Company. The Company hopes to obtain a new credit facility that would
replace its existing financing from affiliated parties and also provide additional financing for Company operations and
investments. The Company is uncertain as to whether it will be successful in obtaining new replacement financing or,
if it is obtained, the timetable upon which such facility will be closed and other material terms and conditions. The
Company believes that the current source of its affiliate financing will remain flexible and additional funding will be
made available if needed until a new credit facility can be obtained. See Note 5 to Consolidated Financial Statements,
Long-Term Debt and Interest Expense.
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Our future capital resources and liquidity may depend, in part, on our success in developing the leasehold interests
that we have acquired and from stream line operations of our well service operations. Cash is required to fund capital
expenditures necessary to offset inherent declines in production and proven reserves, which is typical in the
capital-intensive oil and gas industry. Future success in growing reserves and production will be highly dependent on
capital resources available and the success in finding and acquiring additional reserves. We expect to fund our future
capital requirements through internally generated cash flows and borrowings from related parties and hopefully a new
commercial credit facility. Long-term cash flows are subject to a number of variables, including the level of
production and prices as well as various economic conditions that have historically affected the oil and natural gas
industry. Our well service business requires capital to fund ongoing operations, including maintenance expenditures
on our existing fleet and equipment, organic growth initiatives and investments in new equipment and tools. We plan
to fund these activities from Isramco’s available operating cash flows, loans from related parties and financial
institutions. We also plan to utilize revenue derived from our overriding interest in Tamar Field offshore Israel. (See
Item 1A “Risk Factors”).

Debt

As of December 31,
2012 2011 2010

(In thousands except percentage)
Senior Credit Facilities $ - $ - $ 22,725
Long – term debt – related
party 73,906 60,211 76,354
Short – term debt – related
party - 6,456 -
Current maturities of
long-term debt, short-term
debt and bank overdraft 18,184 32,009 17,350
Total debt 92,090 98,676 116,429

Stockholders’ equity 18,815 18,548 18,537

Debt to capital ratio 83% 84% 86%

(1)  The amounts are excluded of accrued interest.

At year-end 2012, our total debt was $92,090,000, compared to total debt of $98,676,000 at year-end 2011 and
$116,429,000 at year-end 2010. As of December 31, 2011, current debt included $20,000,000 as current maturities of
the Senior Credit Facilities. During the fourth quarter of 2011 the Lenders reduced the borrowing base to zero. As of
June 29, 2012 the Company has fully paid all amounts owed the Lenders under the terminated the Senior Credit
Facility.

On March 3, 2011, the Company entered into a Loan Agreement with I. O. C. - Israel Oil Company, LTD., an affiliate
of the Company (“IOC”) pursuant to which it borrowed the sum of $11 million. The loan bears interest at a rate of 10%
per annum and was payable in quarterly payments of interest only until March 3, 2012, when all accrued interest and
principal was due and payable.  The loan was repayable at any time without penalty and is unsecured.  The purpose of
the loan was to provide funds to Isramco for the payment of amounts due the Lenders under the Wells Fargo Senior
Credit Facility at maturity.  On March 3, 2011 Isramco paid the outstanding principal balance due under the Wells
Fargo Senior Credit Agreement.  Subsequently, on March 9, 2011, pursuant to an agreement with Wells Fargo, the
derivative contracts between Isramco and Wells Fargo were terminated at a cost to the Company of approximately
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$7,000,000.  Concurrently, the Company entered into new derivative contracts for 336,780 barrels of crude oil during
the 46 month period commencing March 2011 with Macquarie Bank, N.A. During September 2011 Isramco paid
$5,096,000 of principal and interest pursuant to Loan agreement with IOC.

In October 2011 the agreement with IOC, pertaining to a loan in the outstanding principal amount of $6,456,000 was
renegotiated. The payoff of principal amount was extended by 6 months to September 9, 2012. Interest accrued per
annum was determined on LIBOR+5.5% from initial 10%.

On March 29, 2012, the Company entered into a Loan Agreement with IOC pursuant to which it borrowed
$3,500,000. The loan bears interest at a rate of Libor + 5.5% per annum and matures on March 29, 2013, when all
accrued interest and principal is due and payable. The loan may be prepaid at any time without penalty or premium
and the loan is unsecured. The purpose of the loan was to provide funds to Isramco for the payment of amounts were
due to the Lenders under the Senior Credit Facility.
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On April 29, 2012, the Company entered into another Loan Agreement with IOC, pursuant to which it borrowed
$10,000,000. The loan bears interest of Libor+5.5% per annum and matures on April 30, 2013, when all accrued
interest and principal is due and payable. The loan may be prepaid at any time without penalty or premium. The loan
was funded by IOC in three monthly installments starting April 2012. The loan is unsecured. The purpose of the loan
was to provide funds to Isramco for the payment of amounts that were due to the Lenders under the Senior Credit
Facility that was paid in full June 29, 2012.

On February 13, 2013, the Company entered into another Loan Agreement with IOC, pursuant to which it borrowed
$1,500,000. The loan bears interest of Libor+5.5% per annum and matures on February 13, 2018, when all accrued
interest and principal is due and payable. The loan may be prepaid at any time without penalty or premium. The loan
is unsecured. The purpose of the loan was to provide funds to back up a Letter of Credit.

On March 1, 2013 all of the above mentioned Loan agreements and notes with IOC, except for the $1,500,000 loan
agreement entered on February 13, 2013, were amended. The terms of all existing loans and notes between the
Company and IOC were amended extending the maturity to December 31, 2018.  In addition the payment schedule
was changed on all of the loans and notes to require interest only payments on December 31, 2014, December 31,
2015, December 31, 2016, December 31, 2017 and final interest payment December 31, 2018 along with all
outstanding principal paid in four equal installments with the first payment December 31, 2015 and an similar
payment made December 31 in each of the following three years until the final payment on December 31, 2018.  The
other terms of the loan agreements and notes remained unchanged. In accordance with the amendment, as of
December 31, 2012 the loans are classified as long-term on our balance sheet.

On March 1, 2013 the terms of all existing loans and note between the Company and Naphtha were also amended
extending the maturity to December 31, 2018.  The payment schedule was changed on the Naphtha loans and notes to
require interest only payments December 31, 2013, December 31, 2014, December 31, 2015, December 31, 2016,
December 31, 2017 and the final interest payment on December 31, 2018 with principal outstanding paid in four equal
installments with the first payment December 31, 2015 and remaining three installments made on December 31 of
each of the following three years with the final payment on December 31, 2018.  The other terms of the loan
agreement and note remained unchanged. In accordance with the amendment, as of December 31, 2012 the loans are
classified as long-term on our balance sheet.

Off-Balance Sheet Arrangements

At December 31, 2012, we did not have any off-balance sheet arrangements.

Cash Flow

Our primary source of cash in 2012 was cash flow from operating activities, loans from related party and proceeds
from sale of shares of marketable securities of JOEL to a related party. In 2012 cash received from operations, sale of
marketable securities and proceeds from related party were used primarily to repay borrowings under our Senior
Credit Facility and investing in equipment for well service subsidiary. Our primary source of cash in 2011 was cash
flow from operating activities, loans from related party and proceeds from sale of investment in MediaMind Ltd
shares. In 2011 cash received from operations, from selling of investment in MediaMind Ltd shares and from related
party was offset by repayments of borrowings under our Senior Credit Agreements, repayment of related party loans,
purchase of equipment and payments made on settled derivatives contracts. Our primary source of cash in 2010 was
our operating activities. In 2010 cash received from operations was offset by repayments of borrowings under our
Senior Credit Agreements and cash used in payments on addition to oil and gas properties, net of any divestiture
activities.
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Operating cash flow fluctuations were substantially driven by changes in commodity prices and changes in our
production volumes. Working capital was substantially influenced by these variables. Fluctuation in commodity prices
and our overall cash flow may result in an increase or decrease in our future capital expenditures. Prices for oil and
natural gas have historically been subject to seasonal fluctuations characterized by peak demand and higher prices in
the winter heating season; however, the impact of other risks and uncertainties have influenced prices throughout
recent years. See Results of Operations below for a review of the impact of prices and volumes on sales.

Years Ended December 31,
2012 2011 2010

(In thousands)
Cash flows provided by
operating activities $ 17,000 $ 6,946 $ 12,063
Cash flows provided by
(used in) investing activities (12,031) 7,643 (1,437)
Cash flows used in
financing activities (6,476) (18,124) (7,876)
Net increase (decrease) in
cash $ (1,507) $ (3,535) $ 2,750
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Operating Activities, Net cash flows provided by operating activities were $17,000,000, $6,946,000 and $12,063,000
for the years ended December 31, 2012, 2011 and 2010, respectively. Key drivers of net operating cash flows are
commodity prices, production volumes, hedging activities, operating cost and activities of our well service subsidiary
in the year ended December 31, 2012.

During the year ended December 31, 2012, compared to the same period in 2011, net cash flow provided by operating
activities increased by $10,054,000 to $17,000,000 This increase was primarily attributable to a net cash onetime
payment in 2011 on settled derivatives contracts of $7,007,000, activities of our well service subsidiary and lower
lease operating expenses which were partially offset by payment a portion of accrued interest on the loan to related
party of $2,000,000 and  decrease in NGLs revenues. The decrease in natural gas and NGLs revenues was caused by
both decrease in natural gas and NGLs prices and as well as decrease in production volumes of natural gas and
NGLs.  The decrease in revenues was primarily attributable to lower average gas prices for the twelve months ended
December 31, 2012 of $3.68/Mcf, compared to $4.97/Mcf and natural gas liquids average prices for the twelve
months ended December 31, 2012 of $36.19/Bbl, compared to $50.24/ Bbl to the corresponding period in 2011.

During the year ended December 31, 2011, compared to the same period in 2010, net cash flow provided by operating
activities decreased by $5,117,000 to $6,946,000. This decrease was primarily attributable to net cash paid on settled
derivatives contracts of $7,007,000, less cash received on proceeds from settlements of derivative contracts, higher
lease operating expenses all of which were partially offset by increased oil and NGLs revenues.  The increase in
revenues was primarily attributable to higher average oil and NGLs prices for the year ended December 31, 2011 of
$94.12/bbl and $50.24/bbl respectively,  compared to $77.26/bbl and $36.97/bbl for the year ended December 31,
2010.

However, we are unable to predict future production levels or future commodity prices, and, therefore, we cannot
predict future levels of net cash provided by operating activities.

Investing Activities, Net cash flows provided (used) in investing activities for the twelve months ended December 31,
2012 and 2011 were $(12,031,000) and $7,643,000, respectively. During 2012 the Company invested in equipment for
its well service subsidiary and oil and gas properties amount of $11,575,000 and $5,422,000 respectively. These
investments of $16,997,000 were partially offset by proceeds from sale of investment in marketable securities in the
amount of $4,737,000.

The primary driver of cash provided by investing activities in 2011 was proceeds from sale of marketable securities of
$16,073,000 which was offset by purchase of other property and equipment of approximately $6,500,000 and an
additional $2,549,000 spent on capital expenditures.

In 2010, we spent $3,454,000 on capital expenditures and an additional $157,000 on other property and equipment.
We participated in the drilling of 3 gross wells in 2010. In December, 2010, we completed the sale of our interests in
certain properties in Wise and Parker Counties, Texas, for approximately $2.2 million. Net cash flows provided by
(used in) investing activities for the years ended December 31, 2011 and 2010 were $7,643,000 and $(1,437,000)
respectively.

Financing Activities, Net cash flows used in financing activities were $(6,476,000) and $(18,124,000) for the years
ended December 31, 2012 and 2011, respectively. The Company has fully repaid the outstanding debt under Senior
Credit Facility in the amount of $20,000,000 which was partially offset by new borrowings of $13,500,000 from a
related party.

During the year ended in 2011, we repaid borrowings of $29,612,000. During the year ended in 2010, we repaid
borrowings of $7,875,000. 
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Results of Continuing Operations

Selected Data

Years Ended December 31,
2012 2011 2010

(In thousands except per share and MBOE amounts)
Financial Results
Oil and Gas sales $ 40,402 $ 44,228 $ 39,329
Production Services 9,279 896 -
Other 749 524 2,871
Total revenues and other 50,430 45,648 42,200

Cost and expenses 44,433 41,278 41,059
Other expense (income) 2,455 (6,991 ) 5,784
Income tax expense
(benefit) 1,095 3,975 (1,856 )
Net income (loss)
attributable to common
shareholders 2,447 7,386 (2,787 )
Net income attributable
to noncontrolling
interests 226 5 -
Net income (loss)
attributable to Isramco 2,221 7,381 (2,787 )
Earnings (loss) per
common share – basic $ 0.82 $ 2.72 $ (1.03 )
Earnings (loss) per
common share –diluted $ 0.82 $ 2.72 $ (1.03 )

Weighted average
number of shares
outstanding-basic 2,717,691 2,717,691 2,717,691
Weighted average
number of shares
outstanding- diluted 2,717,691 2,717,691 2,717,691

Operating Results
Adjusted EBITDAX (1) $ 25,713 $ 30,606 $ 22,472
Total proved reserves
(MBOE) 36,266 34,990 9,031
Annual sales volumes
(MBOE) 791 789 841

Average cost per
MBOE:
Production (excluding
transportation and taxes) $ 19.12 $ 20.55 $ 18.32

$ 5.70 $ 5.63 $ 6.09
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General and
administrative
Depletion of oil and gas
properties $ 13.45 $ 12.55 $ 14.44

(1)  See Adjusted EBITDAX for a description of Adjusted EBITDAX, which
is not a Generally Accepted Accounting Principles (GAAP) measure, and
a reconciliation of Adjusted EBITDAX to income from operations before
income taxes, which is presented in accordance with GAAP.
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Financial Results

Net Income, our net income was $2,221,000, or $0.82 per share for the year ended December 31, 2012. This compares
to net income of $7,381,000 or $2.72 per share, for the year ended December 31, 2011.

This decrease was primarily due to net gain of $3,650,000 on sale of our investment in shares of Jerusalem Oil
Exploration Ltd, (“JOEL”) a related party in 2012 comparing to net gain on sale of investment in shares of Media Mind
in 2011 in the amount of $15,910,000, lower natural gas and NGLs sales revenues as a result of the decrease in natural
gas and NGLs prices and decrease in production volumes of natural gas and NGLs which were partially offset by
increase in revenues from well service activities, net gain on derivative contracts lower tax and interest expenses
comparing to twelve months ended December 31, 2011.

Our net income for 2011 was $7,381,000, or $2.72 per share. This compares to net loss of $(2,787,000), or $(1.03) per
share, for the year ended December 31, 2010. The increase in net income was primarily due to the impact of sale of
marketable securities, derivatives, higher oil and NGLs sales revenues due to higher prices and lower depreciation,
depletion and amortization expenses. This was partially offset by a decrease in sales volumes of natural gas, oil and
NGLs caused by natural decline in production, higher taxes paid due to increase in revenues, higher impairments of
oil and gas assets and higher lease operating expenses.

Revenues, Volumes and Average Prices
Sales Revenues

Years Ended December 31,
In thousands except percentages 2012 2011 Dvs. 2011 2010 D vs. 2010
Gas sales $ 7,950 $ 11,135 (29)% $ 11,157 NM%
Oil sales 27,639 26,260 5 22,405 17
Natural gas liquid sales 4,813 6,833 (30) 5,767 18
Total $ 40,402 $ 44,228 (9)% $ 39,329 12%

NM—not meaningful

Our sales revenues for the year ended December 31, 2012 decreased by 9% when compared to the same period of
2011, mainly due to lower prices received for natural gas and condensate and NGLs and decreased production
volumes for natural gas and natural gas liquids which was partially offset by increase in crude oil revenues. Our sales
revenues for the year ended December 31, 2011 increased by 12% when compared to the same period of 2010, mainly
due to higher oil and NGLs commodity prices.

Volumes and Average Prices

Years Ended December 31,
2012 2011 D vs. 2011 2010 D vs. 2010

Natural Gas
Sales volumes Mmcf (2) 2,160 2,241 (4)% 2,368 (5)%
Price per Mcf (1) $ 3.68 $ 4.97 (26) $ 4.71 6
Total gas sales revenues
(thousands) $ 7,950 $ 11,135 (29)% $ 11,157 NM

Crude Oil
Sales volumes MBbl 298 279 7% 290 (4)%
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Price per Bbl (1) $ 92.75 $ 94.12 (1) $ 77.26 22
Total oil sales revenues
(thousands) $ 27,639 $ 26,260 5% $ 22,405 17%

Natural gas liquids
Sales volumes MBbl (2) 133 136 (2)% 156 (13)%
Price per Bbl (1) $ 36.19 $ 50.24 (28) $ 36.97 36
Total natural gas liquids sales
revenues (thousands) $ 4,813 $ 6,833 (30)% $ 5,767 18%

(1)    Amounts exclude the impact of cash paid/received on settled contracts as we did not elect to apply hedge
accounting.

(2)    At the end of 2010, the company sold interests in several oil and gas properties which resulted in lower natural
gas, oil and NGLs volumes in 2011.
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The company’s natural gas sales volumes decreased by 4%, crude oil sales volumes increased by 7% and natural gas
liquids sales volumes decreased by 2% for the year ended December 31, 2012 compared to the same period of 2011.  

Our average natural gas price for the year ended December 31, 2012 decreased by 26%, or $1.29 per Mcf, when
compared to the same period of 2011. Our average crude oil price for the year ended December 31, 2012 decreased by
1%, or $1.37 per Bbl, when compared to the same period of 2011. Our average natural gas liquids price for the year
ended December 31, 2012 decreased by 28%, or $14.05 per Bbl, when compared to the same period of 2011.

In 2011 the company’s natural gas sales volumes decreased by 5%, crude oil sales volumes by 4% and natural gas
liquids sales volumes by 13% compared to the same period of 2010.  This decrease was primarily caused by natural
decline in production and sale of oil and gas properties in 2010.

Analysis of Oil and Gas Operations Sales Revenues

The following table provides a summary of the effects of changes in volumes and prices on Isramco’s sales revenues
for the year ended December 31, 2012 compared to 2011 and 2010.

In thousands Natural Gas Oil
Natural gas
liquids

2010 sales revenues $ 11,157 $ 22,405 $ 5,767
Changes associated with
sales volumes (598) (850) (739)
Changes in prices 576 4,705 1,805
2011 sales revenues 11,135 26,260 6,833
Changes associated with
sales volumes (402) 1,788 (151)
Changes in prices (2,783) (409) (1,869) 
2012 sales revenues $ 7,950 $ 27,639 $ 4,813

Adjusted EBITDAX.

To assess the operating results of Isramco, management analyzes income from operations before income taxes,
interest expense, exploration expense, unrealized gain (loss) on derivative contracts and DD&A expense and
impairments (“Adjusted EBITDAX”). Adjusted EBITDAX is not a GAAP measure. Isramco’s definition of Adjusted
EBITDAX excludes exploration expense because exploration expense is not an indicator of operating efficiency for a
given reporting period, but rather is monitored by management as a part of the costs incurred in exploration and
development activities. Similarly, Isramco excludes DD&A expense and impairments from Adjusted EBITDAX as a
measure of segment operating performance because capital expenditures are evaluated at the time capital costs are
incurred. The Company’s definition of Adjusted EBITDAX also excludes interest expense to allow for assessment of
segment operating results without regard to Isramco’s financing methods or capital structure. Adjusted EBITDAX is a
widely accepted financial indicator of a company’s ability to incur and service debt, fund capital expenditures and
make payments on its long term loans. Management believes that the presentation of Adjusted EBITDAX provides
information useful in assessing the Company’s financial condition and results of operations.
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However, Adjusted EBITDAX, as defined by Isramco, may not be comparable to similarly titled measures used by
other companies. Therefore, Isramco’s consolidated Adjusted EBITDAX should be considered in conjunction with
income (loss) from operations and other performance measures prepared in accordance with GAAP, such as operating
income or cash flow from operating activities. Adjusted EBITDAX has important limitations as an analytical tool
because it excludes certain items that affect income from continuing operations and net cash provided by operating
activities. Adjusted EBITDAX should not be considered in isolation or as a substitute for an analysis of Isramco’s
results as reported under GAAP. Below is a reconciliation of consolidated Adjusted EBITDAX to income (loss) from
operations before income taxes.

Years Ended December 31,
In thousands 2012 2011 2010
Income (loss) from operations before income taxes (1) $ 3,542 $ 11,361 $ (4,643)
Depreciation, depletion, amortization and impairment expense 12,575 14,016 13,893
Interest expense 6,339 7,760 7,646
Gain (loss) on derivative contract 2,382 (3,384) 4,727
Accretion Expenses 875 853 849
Consolidated Adjusted EBITDAX $ 25,713 $ 30,606 $ 22,472

(1)  Including net gain from sale of investment in shares of JOEL in the amount of $3,650,000 and shares of Media
Mind in the amount of $15,910,000 in 2012 and 2011 respectively.

Operating Expenses

Years Ended December 31,
In thousands except percentages 2012 2011 D vs. 2011 2010 D vs. 2010
Lease operating expense,
transportation and taxes $ 19,737 $ 20,981 (6)% $ 19,894 5%
Production Services 6,427 675 852 -
Depreciation, depletion and
amortization oil and gas segment 10,638 9,894
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