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On February 24, 2009, the Company effected a reverse split of its issued and outstanding shares of common stock on a
100 for 1 basis.    As a result of the reverse split, the issued and outstanding shares of common stock were reduced on
a basis of one share for every 100 shares outstanding. The shareholders holding a majority of the issued and
outstanding shares of common stock and the board of directors approved the reverse split on November 24, 2008.  As
part of the reverse that became effective on February 24, 2009 the Company is now quoted on the Over-the-Counter
Bulletin Board under the symbol VXRC.OB.  During 2009, the Company was quoted on the Frankfurt exchange,
under the symbol HTE2. The Company did not initiate this quotation nor has it filed any reports with the Frankfurt
Exchange.
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On April 14, 2009 the closing bid price on the OTCBB for the Company’s common stock was $0.625.

Holders of Common Stock 

As of August 19, 2009, the Company had 113,430,807 shares of common stock outstanding and 131 shareholders of
record. The Company was advised by its transfer agent, the American Stock Transfer & Trust Company, that
according to a search made, the Company has approximately 3,351 beneficial owners who hold their shares in street
names.

Dividends

It has been the policy of the Company to retain earnings, if any, to finance the development and growth of its
business.

Equity Compensation Plan Information

The following table summarizes the equity compensation plans under which our securities may be issued as of
December 31, 2008.

      Plan Category

Number of securities to be
issued upon exercise of
outstanding options and
warrants

Weighted-average
exercise price of
outstanding options and
warrants

Number of securities
remaining available for
future issuance under
equity compensation
plans

Equity compensation plans approved by
security holders

12,500 377 46,460

Equity compensation plan not approved by
security holders

0 0 0

TOTAL 12,500 377 46,460

Sale of Securities that were not registered Under the Securities Act of 1933

Common Stock

On February 14, 2008, the Company raised Three Hundred Thousand Dollars ($300,000) from private offerings
pursuant to two (2) Private Placement Memorandums dated as of February 1, 2008 (“PPMs”). One PPM was in the
amount of One Hundred Thousand Dollars ($100,000) and the other was in the amount of Two Hundred Thousand
Dollars ($200,000). The offering is for Company common stock which shall be “restricted securities” and were sold at
$1.00 per share. The money raised from the Private Placement of the Company shares will be used for working capital
and business operations of the Company. The PPMs were done pursuant to Rule 506. A Form D has been filed with
the Securities and Exchange Commission in compliance with Rule 506 for each Private Placement.

On March 30, 2008, the Company raised $200,000 from a private offering pursuant to a Private Placement
Memorandum (“PPM”). The private placement was for Company common stock which shall be “restricted securities” and
were sold at $1.00 per share. The offering included 200,000 warrants to be exercised at $1.50 for two years (for
200,000 shares of Company common stock), and additional 200,000 warrants to be exercised at $2.00 for four years
(for 200,000 shares of Company common stock). Said Warrants may be exercised to common shares of the Company
only if the Company issues subsequent to the date of the PPM, 25,000,000 (twenty five million) or more shares of its

Edgar Filing: ARCH COAL INC - Form 4

Explanation of Responses: 4



common stock. The money raised from the private placement of the Company’s shares was used for working capital
and business operations of the Company. The PPM was done pursuant to Rule 506. A Form D has been filed with the
Securities and Exchange Commission in compliance with Rule 506 for each Private Placement. The investor is D’vora
Greenwood (Attia), the sister of Mr. Yossi Attia. Mr. Attia did not participate in the board meeting which approved
this PPM.

On May 6, 2008 the Company issued 500,000 shares of its common stock, $0.001 par value per share, to Stephen
Martin Durante in accordance with the instructions provided by the Company pursuant to the 2004 Employee Stock
Incentive Plan registered on Form S-8 Registration.

On June 6, 2008, the Company raised $300,000 from the private offering pursuant to a Private Placement
Memorandum (“PPM”). The private placement was for Company common stock which shall be “restricted securities” and
were sold at $1.00 per share. The money raised from the private placement of the Company’s shares was used for
working capital and business operations of the Company. The PPM was done pursuant to Rule 506. A Form D has
been filed with the Securities and Exchange Commission in compliance with Rule 506 for each Private Placement.
Based on information presented to the Company, and in lieu of the Company position which was sent to the investor
on September 24, 2008 the investor is in default for not complying with his commitment to invest an additional
$225,000 and the Company vested said 300,000 shares under a trustee.

10
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On June 11, 2008, the Company entered into a Services Agreement with Mehmet Haluk Undes (the “Undes Services
Agreement” or “Undes”) pursuant to which the Company engaged Mr. Undes for purposes of assisting the Company in
identifying, evaluating and structuring mergers, consolidations, acquisitions, joint ventures and strategic alliances in
Southeast Europe, Middle East and the Turkic Republics of Central Asia. Pursuant to the Undes Services Agreement,
Mr. Undes has agreed to provide the Company services related to the identification, evaluation, structuring,
negotiating and closing of business acquisitions, identification of strategic partners as well as the provision of legal
services.

The term of the agreement is for five years and the Company has agreed to issue Mr. Undes 525,000 shares of
common stock that was issued on August 15, 2008.

On June 30, 2008 and concurrent with the formation and organization of Vortex One, whereby the Company
contributed 525,000 shares of common stock (the “Vortex One Shares”), a common stock purchase warrant purchasing
200,000 shares of common stock at an exercise price of $1.50 per share (the “Vortex One Warrant”) and the initial well
that the Company intends to drill. However, the Vortex One warrants may only be converted to shares of common
stock if the Company issues 25,000,000 or more of its common stock so that there is at least 30,000,000 authorized
shares at the time of any conversion term.  As of September 30, 2008 there are 86,626,919 common shares issued and
82,126,919 shares outstanding. Mr. Ibgui contributed $525,000. The Vortex One warrants were immediately
transferred to Ibgui. Eighty percent (80%) of all available cash flow shall be initially contributed to Ibgui until the full
$525,000 has been repaid and the Company shall receive the balance. Following the payment of $525,000 to Ibgui,
the cash flow shall be split equally.

In July 2008, the Company issued 16,032 shares of its common stock, $0.001 par value per share, to Robin Ann
Gorelick, the Company Secretary, in accordance with the instructions provided by the Company pursuant to the 2004
Employee Stock Incentive Plan registered on Form S-8 Registration.

On July 28, 2008, the Company held a special meeting of the shareholders for four initiatives, consisting of approval
of a new board of directors, approval of the conversion of preferred shares to common shares, an increase in the
authorized shares and a stock incentive plan. All initiatives were approved by the majority of shareholders.  The 2008
Employee Stock Incentive Plan (the “2008 Incentive Plan”) authorized the board to issue up to 5,000,000 shares of
Common Stock under the plan.

On August 23, 2008, the Company issued 100,000 shares of its common stock 0.001 par value per share, to Robert M.
Yaspan, the Company lawyer, in accordance with the instructions provided by the Company pursuant to the 2008
Employee Stock Incentive Plan registered on Form S-8 Registration

On August 8, 2008, assigned holders of the Undes Note gave notices to the Company of their intention to convert their
original note dated June 5, 2007 into 25 million common shares of the Company. The portion of the accrued interest
from inception of the note in the amount of $171,565 was not converted into shares.  The Company accepted these
notices and issued the said shares.

On August 1, 2008, all holders of the Company’s preferred stock notified the Company about converting said 100,000
preferred stock into 50 million common shares of the Company. The conversion of preferred shares to common shares
marks the completion of the acquisition of Davy Crockett Gas Company, LLC. The Company accepted such notice
and instructed the Company’s transfer agent on August 15, 2008 to issue said 50 million common shares to the former
members of DCG, as reported and detailed on the Company’s 14A filings.

Based upon a swap agreement dated August 19, 2008, which was executed between C. Properties Ltd. (“C. Properties”)
and KSD Pacific, LLC (“KSD”), which is controlled by Mr. Yossi Attia Family Trust, where KSD will sell to C.
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Properties, and C. Properties will purchase from KSD, all its holdings of the Company which amount to 1,505,644
shares of common stock of the Company for a purchase price of 734,060,505 shares of common stock of AGL.

In connection of selling a convertible note to Trafalgar (see further disclosures in this report ), the Company issued on
September 25, 2008 the amount of 54,706 common shares at $0.001 par value per share to Trafalgar as a fee. As part
of collateral to said note, the Company issued to Trafalgar 4,500,000 common stock 0.001 par values per shares, as
security for the Note.

On November 4, 2008, the Company issued 254,000 shares of its common stock 0.001 par value per share, to one
consultant (200,000 shares) and two employees (54,000 shares), in accordance with the instructions provided by the
Company pursuant to the 2008 Employee Stock Incentive Plan registered on Form S-8 Registration.

11
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On December 5, 2008 the Company cancelled 15,000,000 of its common shares held by certain shareholder, per
comprehensive agreement detailed in this report under Preferred Stock section. Said 15,000,000 shares were
surrounded to the Company for cancellation.

On July 21, 2005, the Company entered into a registration rights agreement, whereby it agreed to file a registration
statement registering the 441,566 shares of Company common stock issued in connection with the Navigator
acquisition within 75 days of the closing of the transaction. As of June 30, 2008 (effective March 31, 2008), the
Company was in default of the Registration Rights Agreement and therefore made a provision for compensation for
$150,000 to represent agreed final compensation (the “Penalty”).  The holder of the Penalty subsequently assigned the
Penalty to three unaffiliated parties (the “Penalty Holders”). On December 26, 2008, the Company closed agreements
with the Penalty Holders pursuant to which the Penalty Holders agreed to cancel any rights to the Penalty in
consideration of the issuance 6,666,667 shares of common stock to each of the Penalty Holders. The shares of
common stock were issued in connection with this transaction in a private placement transaction made in reliance
upon exemptions from registration pursuant to Section 4(2) under the Securities Act of 1933 and Rule 506
promulgated there under. Each of the Penalty Holders is an accredited investor as defined in Rule 501 of Regulation D
promulgated under the Securities Act of 1933.

On January 23, 2009, the Company completed the sale of 5,000,000 shares of the Company’s common stock to one
accredited investor for net proceeds of $75,000 (or $0.015 per common share). The shares of common stock were
issued in connection with this transaction in a private placement transaction made in reliance upon exemptions from
registration pursuant to Section 4(2) under the Securities Act of 1933 and Rule 506 promulgated there under. The
investor is an accredited investor as defined in Rule 501 of Regulation D promulgated under the Securities Act of
1933.

On March 2009, the Company and Yasheng entered into an amendment of the Term Sheet (the “Amendment”), pursuant
to which the parties agreed to explore various areas including an alliance with third parties, a joint venture with
various Russian agencies floating nuclear power plants and the lease of an existing logistics center in Inland Empire,
California; in accordance with the Amendment, the Company, as an advance issuance, has issued 50,000,000 shares to
Yasheng and 38,461,538 shares to Capitol in consideration for exploring the above matters; The shares of common
stock were issued based on Board consent on March 9, 2009, in connection with this transaction in a private
transaction made in reliance upon exemptions from registration pursuant to Section 4(2) under the Securities Act of
1933 and/or Rule 506 promulgated thereunder. Yasheng and Capitol are accredited investors as defined in Rule 501 of
Regulation D promulgated under the Securities Act of 1933.

As reported by the Company on its Form 10-Q filed on November 14, 2008, Star Equity Investments, LLC (“Star”)
entered, on September 1, 2008, into that certain Irrevocable Assignment of Promissory Note, which resulted in Star
being a creditor of the Company with a loan payable by the Company in the amount of $1,000,000 (the “Debt”). No
relationship exists between Star and the Company and/or its affiliates, directors, officers or any associate of an officer
or director. On March 11, 2009, the Company entered and closed an agreement with Star pursuant to which Star
agreed to convert all principal and interest associated with the Debt into 8,500,000 shares of common stock and
released the Company from any further claims. The shares of common stock were issued in connection with this
transaction in a private placement transaction made in reliance upon exemptions from registration pursuant to Section
4(2) under the Securities Act of 1933 and/or Rule 506 promulgated thereunder. Each of the parties are accredited
investors as defined in Rule 501 of Regulation D promulgated under the Securities Act of 1933.

Preferred Stock:

Series A  - As disclosed in Form 8-Ks filed on May 7, 2008 and May 9, 2008, on May 1, 2008, the Company entered
into an Agreement and Plan of Exchange (the “DCG Agreement”) with Davy Crockett Gas Company, LLC (“DCG”) and
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the members of Davy Crockett Gas Company, LLC (“DCG Members”). Pursuant to the DCG Agreement, the Company
acquired and, the DCG Members sold, 100% of the outstanding securities in DCG. DCG is a limited liability company
organized under the laws of the State of Nevada and headquartered in Bel Air; California is a newly formed
designated LLC which holds certain development rights for gas drilling in Crockett County, Texas.  In consideration
for 100% of the outstanding securities in DCG, the Company issued the DCG Members promissory notes in the
aggregate amount of $25,000,000 payable together with interest in May 2010 (the “DCG Notes”). Additional amounts of
$5,000,000 in DCG Notes are issuable upon each of the first through fifth wells going into production. Further, the
DCG Members may be entitled to receive additional DCG Notes up to an additional amount of $200,000,000 (the
“Additional DCG Notes”) subject to the revenue generated from the land rights held by DCG located in Crockett
County, Texas less concession fees and taxes.  On June 11, 2008, the Company, the DCG Members and DCG entered
into an amendment to the DCG Agreement, pursuant to which the DCG Members agreed to replace all notes that they
received as consideration for transferring their interest in DCG to the Company for an aggregate of 100,000 shares of
Series A Preferred Stock (the “Series A Stock”) with the rights and preferences set forth below. The shares of Series A
Stock is convertible, at any time at the option of the Company subject to increasing the authorized shares of the
Company from 35 million to 400 million, into shares of common stock of the Company determined by dividing the
stated value by the conversion price. The initial aggregate stated value is $50,000,000 and the initial conversion price
is $1.00 per share. In the event that the net operating income for the Crockett County, Texas property for any year is
zero or negative, then the stated value shall be reduced by 10%. Holders of the Series A Stock are entitled to receive,
without any further action from the Company’s Board of Directors but only if such funds are legally available,
non-cumulative dividends equal to 25% of the net operating income derived from oil and gas production on the
Crockett County, Texas property on an annual audited basis. In the event of any liquidation, winding up, change in
control or fundamental transaction of the Company, the holders of Series A Preferred will be entitled to receive, in
preference to holders of common stock, an amount equal to the outstanding stated value and any accrued but unpaid
dividends.

12
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We granted the DCG Members piggyback registration rights. The Series A Stock is non-voting. The Company has the
right, at anytime; to redeem the Series A Preferred Stock by paying the holders the outstanding stated value as well as
accrued dividends.

On August 1, 2008, all holders of the Company’s preferred stock notified the Company of their intention to convert
said 100,000 preferred stock into 50 million common shares of the Company. The conversion of preferred shares to
common shares marks the completion of the acquisition of Davy Crockett Gas Company, LLC. The Company
accepted such notice and instructed the Company’s transfer agent on August 15, 2008 to issue said 50 million common
shares to the former members of DCG, as reported and detailed on the Company’s 14A filings.

Series B - On December 5, 2008 the Company entered into and closed an Agreement  with T.A.S. Holdings Limited
(“TAS”) (the “TAS Agreement”) pursuant to which TAS agreed to cancel the debt payable by the Company to TAS in the
amount of approximately $1,065,000 and its 15,000,000 shares of common stock it presently holds in consideration of
the Company issuing TAS 1,000,000 shares of Series B Convertible Preferred Stock, which such shares carry a stated
value equal to $1.20 per share (the “Series B Stock”).

The Series B Stock is convertible, at any time at the option of the holder, into common shares of the Company based
on a conversion price of $0.0016 per share. The Series B Stock shall have voting rights on an as converted basis
multiplied by 6.25. Holders of the Series B Stock are entitled to receive, when declared by the Company’s board of
directors, annual dividends of $0.06 per share of Series B Stock paid semi-annually on June 30 and December 31
commencing June 30, 2009.

In the event of any liquidation or winding up of the Company, the holders of Series B Stock will be entitled to receive,
in preference to holders of common stock, an amount equal to the stated value plus interest of 15% per year.

The Series B Stock restricts the ability of the holder to convert the Series B Stock and receive shares of the Company’s
common stock such that the number of shares of the Company common stock held by TAS and its affiliates after such
conversion does not exceed 4.9% of the Company’s then issued and outstanding shares of common stock.

The Series B Stock was offered and sold to TAS in a private placement transaction made in reliance upon exemptions
from registration pursuant to Section 4(2) under the Securities Act of 1933 and Rule 506 promulgated there under.
TAS is an accredited investor as defined in Rule 501 of Regulation D promulgated under the Securities Act of 1933.
The Company filed its Certificate of Designation of Preferences, Rights and Limitations of Series B Preferred Stock
with the State of Delaware

Treasury Stock Repurchase

In June 2006, the Company’s Board of Directors approved a program to repurchase, from time to time, at
management’s discretion, up to 700,000 shares of the Company’s common stock in the open market or in private
transactions commencing on June 20, 2006 and continuing through December 15, 2006 at prevailing market prices.
Repurchases will be made under the program using our own cash resources and will be in accordance with Rule
10b-18 under the Securities Exchange Act of 1934 and other applicable laws, rules and regulations. A licensed Stock
Broker Firm is acting as agent for our stock repurchase program. Pursuant to the unanimous consent of the Board of
Directors in September 2006, the number of shares that may be purchased under the Repurchase Program was
increased from 700,000 to 1,500,000 shares of common stock and the Repurchase Program was extended until
October 1, 2007, or until the increased amount of shares is purchased.

Pursuant to the Sale Agreement of Navigator, the Company got on closing (February 2, 2007) 622,531 shares of the
Company’s common stock as partial consideration. The Company shares were valued at $1.34 per share, representing
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the closing price of the Company on the NASDAQ Capital Market on February 16, 2007, the closing of the sale. The
Company canceled the common stock acquired during the disposition in the amount of $834,192. All, the Company
660,362 treasury shares were retired and canceled during August and September 2008.

On November 20, 2008, the Company issued a press release announcing that its Board of Directors has approved a
share repurchase program. Under the program the Company is authorized to purchase up to ten million of its shares of
common stock in open market transactions at the discretion of management. All stock repurchases will be subject to
the requirements of Rule 10b-18 under the Exchange Act and other rules that govern such purchases.

As of September 24, 2009 the Company has 1,000 treasury shares in its possession scheduled to be cancelled.

13
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 ITEM 6.  SELECTED FINANCIAL DATA.

As a smaller reporting company, as defined in Rule 12b-2 of the Exchange Act, we are not required to provide the
information required by this Item.

ITEM 7        MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF OPERATIONS

The following discussion of the results of our operations and financial condition should be read in conjunction with
our financial statements and the related notes, which appear elsewhere in this annual report.

Operations

Our business plan since 1993 has been identifying, developing and operating companies within emerging industries
for the purpose of consolidation and sale if favorable market conditions exist. Although the Company primarily
focuses on the operation and development of its core businesses, the Company pursues consolidations and sale
opportunities in a variety of different industries, as such opportunities may present themselves, in order to develop its
core businesses as well as outside of its core business.  The Company may invest in other unidentified industries that
the Company deems profitable. If the opportunity presents itself, the Company will consider implementing its
consolidation strategy with its subsidiaries and any other business that it enters into a transaction.  In January 2009,
the Company commenced the development of a logistics center.

On January 20, 2009, the Company entered into a non-binding Term Sheet (the “Term Sheet”) with Yasheng Group,
Inc., a California corporation (“Yasheng”).  Yasheng is an agriculture conglomerate which has subsidiaries located in
the Peoples Republic of China who are engaged in the production and distribution of agricultural, chemical and
biotechnological products to the United States, Canada, Australia, Pakistan and various European Union countries as
well as in China.  Pursuant to the Term Sheet, Yasheng agreed to transfer 100% ownership of 80 acres of property
located in Victorville, California for use as a logistics center and eco-trade cooperation zone (the “Project”).  Vortex has
also agreed that it will change its name from “Vortex Resources Corp.” to “Yasheng EcoTrade Corporation”.  As
consideration for contributing the property, the Company agreed to issue Yasheng 130,000,000 shares of the
Company’s common stock and Capitol Properties (“Capitol”), an advisor on the transaction, 100,000,000 shares of the
Company’s common stock.  On March 5, 2009, the Company and Yasheng implemented an amendment to the Term
Sheet pursuant to which the parties agreed to explore further business opportunities including the potential lease of an
existing logistics center, and/or alliance with other major groups complimenting and/or synergetic to the development
of a logistics center.  Further, in accordance with the amendment, the Company has issued 50,000,000 shares to
Yasheng and 38,461,538 shares to Capitol in consideration for exploring the business opportunities and their efforts
associated with the development of the logistics center.  The issuance of the shares of common stock to Yasheng and
Capital Properties resulted in substantial dilution to the interests of other stockholders of the Company but did not
represent a change of control in the Company in light of the number of shares of common stock and Super Voting
Series B Preferred Stock that were outstanding on the date of issuance.

The Company and Yasheng have also evaluated several properties throughout California with the goal of leasing the
property to be used for the logistics center.  Management believes that leasing the property with an option to buy will
have significant cost savings in comparison to acquiring such property.    In June 2009, the Company has narrowed in
search down to a few potential properties and has subsequently identified a specific site in the San Bernardino,
California vicinity that it intends to move forward on.

On August 26, 2009, the Company entered into an agreement with Yasheng pursuant to which the Company agreed to
acquire 49% of the outstanding securities (the “Yasheng Logistic Securities”) of Yasheng (the United States) Logistic
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Service Company Incorporated (“Yasheng Logistic”), a California corporation and a wholly owned subsidiary of
Yasheng.  In consideration of the Yasheng Logistic Securities, the Company will issue Yasheng 100,000,000
restricted shares of common stock of the Company.  Further, Yasheng has agreed to cancel the 50,000,000 shares of
the Company that were previously issued to Yasheng.  The sole asset of Yasheng Logistic is the certificate of approval
for Chinese enterprises investing in foreign countries granted by the Ministry of Commerce of the People’s Republic of
China.

Pursuant to the Term Sheet, the Company granted Yasheng an irrevocable option to merge all or part of its assets into
the Company (the “Yasheng Option”). If Yasheng exercises the Yasheng Option, as consideration for the transaction to
be completed between the parties, Vortex will issue Yasheng such number of shares of the Company’s common stock
calculated by dividing the value of the assets which will be included in the transaction with the Company by the
volume weighted average price of the Company’s common stock as quoted on a national securities exchange or the
Over-the-Counter Bulletin Board for the ten days preceding the closing date of such transaction. The value of the
assets contributed by Yasheng will be based upon the asset value set forth in Yasheng’s audited financial statements
provided to the Company prior to the closing of any such transaction..  Furthermore, if a substantial portion of
Yasheng is merged into the Company upon the exercise of the Yasheng Option, the Company agreed to change its
name to “The Yasheng Group, Inc.”
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On August 26, 2009, the Company entered into a Stock Exchange Agreement (the “Exchange Agreement”) with
Yasheng Group (BVI), a British Virgin Island corporation (“Yasheng-BVI”), pursuant to which Yasheng-BVI agreed to
sell the Company 75,000,000 shares (the “Group Shares”) of common stock of Yasheng Group in consideration of
396,668,000 shares (the “Company Shares”) of common stock of the Company (the “Exchange”).  The parties agreed to
close the Exchange as soon as possible, but a closing date has not been set.

As the Company does not presently have the authorized amount of shares of common stock to provide for the issuance
of the Company Shares, the parties agreed that the Company will issue the amount of shares of common stock
presently available at the closing and will issue the balance of such Company Shares upon increasing the authorized
shares of common stock.  The Company has agreed that the Company Shares held by Yasheng-BVI are
non-dilutive  in that Yasheng-BVI shall never own less than 55% of the issued and outstanding shares of the
Company.  Yasheng-BVI may appoint a number of directors to the Board of Directors to provide voting control of the
Board of Directors to Yasheng -BVI.   Capitol Properties agreed to restructure its holdings in order to expedite the
closing.   Further, both parties have agreed to restructure the Exchange Agreement for tax or other purposes as needed
and the Company has agreed to enter into the required financing arrangements that are acceptable to Yasheng-BVI
prior to Closing.

As part of the closing procedure, the Company requested that Yasheng-BVI provide a current legal opinion from a
reputable Chinese law firm attesting to the fact that no further regulatory approval from the Chinese government is
required as well as other closing conditions to close the Exchange.    On November 3, 2009, the Company sent Group
and Yasheng-BVI a letter demanding various closing items.  Group and Yasheng-BVI did not deliver the requested
items and, on November 9, 2009, after verbally  consulting management of the Company with respect to the hardship
and delays expected consolidating both companies audits, Group and Yasheng-BVI  sent a termination notice to the
Company advising that the Exchange Agreement has been terminated.

The Company is presently evaluating its options in moving forward with respect to Group based on various letters of
intent and agreements with Group regarding various matters and is presently determining whether it should cease all
activities with Group. 

As of December 31, 2008, the Company and its subsidiaries’ major assets were in the industry of Resources and
Energy – oil and gas segment.

Assets Sold

Real Estate 

Crescent Heights project - The Company formed and organized 610 N. Crescent Heights, LLC, a California limited
liability company (the “CH LLC”) on August 13, 2007 as wholly owned subsidiary to purchase and develop that certain
property located at 610 North Crescent Heights, Los Angeles, California 90048 (the “CH Property”). The CH Property
was acquired for $900,000 not including closing costs. On November 13, 2007 the CH LLC finalized a construction
loan with East West Bank of $1,440,000. The CH Property was completed and sold on August 15, 2008, as the LLC
entered into a Sale and Escrow Instruction Agreements with third parties for $1,990,000 in gross proceeds, which was
closed on September 30, 2008.

Dickens project - The Company formed and organized 13059 Dickens, LLC, a California limited liability company
(the Dickens LLC”) on November 20, 2007, to purchase and develop that certain property located at 13059 Dickens
Street, Studio City, California 91604 (the Dickens Property”). On December 5, 2007, the Dickens LLC entered into an
All Inclusive Deed of Trust, All Inclusive Promissory Note in the principal amount of $1,065,652, Escrow
Instructions and Grant Deed in connection with the purchase of the Dickens Property. Pursuant to the All Inclusive
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Deed of Trust and All Inclusive Promissory Note, the Dickens LLC purchased the Dickens Property for the total
consideration of $1,065,652 from an unrelated third party (“Seller”), and fifty percent (50%) owner of the Dickens LLC.
The Company and Seller formed the Dickens LLC to own and operate the Dickens Property and to develop a single
family residence at the location. The Dickens LLC is owned 50/50 by the Company and Seller. Escrow closed on
December 18, 2007. The Dickens Property is under construction. The Company reversed the transaction on August
19, 2008 with its partner to be released from the project at no cost or liability to the Company.

Disposal of AGL shares: On August 19, 2008 the Company entered into final fee agreement with Consultant, where
the Company had to pay Consultant certain fees in accordance with the agreement entered with the Consultant, the
Consultant had agreed that, in lieu of cash payment, it would receive an aggregate of up to 734,060,505 shares of
stock of the AGL, which represent disposal of all the Company holdings with AGFL and its subsidiaries. Said
transaction is detailed in Item 1 of this report, under the sub-title: “History of Acquisitions and Dispositions - Financial
Investment and Real Estate Industry”.

As of December 31, 2008 the Company does not have any interests in real estate development.
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Mineral Resources

On June 30, 2008, the Company formed Vortex Ocean One LLC (“Vortex One”) with Tiran Ibgui, an individual
("Ibgui"). In addition, we assigned the four leases in Crockett County, Texas to Vortex One.  As a condition precedent
to Ibgui contributing the required funding, Vortex One pledged all of its assets to Ibgui including the leases.   On
October 29, 2008, the Company entered into a settlement arrangement with Mr. Ibgui, whereby the Company agreed
to transfer the 525,000 common shares previously owned by Vortex One to Mr. Ibgui.  

Due to current issues in the development of the oil and gas project in Crockett County, Texas, the board obtained a
current reserve report for the Company’s interest in DCG and Vortex One, which report indicated that the DCG
properties as being negative in value. As a result of such report, the world and US recessions and the depressed oil and
gas prices, the board of directors elected to dispose of the DCG property and/or desert the project in its entirety.

Further, in February 28, 2009, Ibgui, as the secured lender to Vortex One, directed Vortex One to assign the term
assignments with 80% of the proceeds being delivered to Ibgui, as secured lender, and 20% of the proceeds being
delivered to the Company – as per the original agreement.  The transaction closed on February 28, 2009 in
consideration of a cash payment in the amount of $225,000, a 12 month promissory note in the amount of $600,000
and a 60 month promissory note in the amount of $1,500,000. Mr. Ibgui paid $25,000 fee, and from the net
consideration of $200,000 Mr. Ibgui paid the Company its 20% portion of $40,000 on March 3, 2009. No relationship
exists between Ibgui, the assignee of the leases and the Company  and/or its affiliates, directors, officers or any
associate of an officer or director.

Plan of operation

The Company intends to continue to develop its logistics center with the continued support and involvement of
Yasheng.  Its efforts will be focused on obtaining the required financing to develop the center, selecting the
appropriate facility for lease and commencing sales.  Secondarily, the Company will pursue options provided by
Yasheng if it elects to contribute any of its assets to the Company as well as closing the agreement with
Yasheng-BVI.  The issuance of the shares of common stock to Yasheng upon completion of the transaction(s) to be
completed subsequent to the exercise of the Yasheng Option will potentially result in substantial dilution to the
interests of other stockholders of the Company and could result in a change of control of the Company on the date of
issuance.  The transaction to be completed upon the exercise of the Yasheng Option is subject to the drafting and
negotiation of a final definitive agreement, performing due diligence as well as board approval from both parties. As
such, there is no guarantee that the Company will be able to successfully close the above transaction.

The above efforts are subject to obtaining adequate financing on acceptable terms. The Company anticipates that it
will be spending approximately $2,000,000 over the next 12 month period pursuing its stated plan. The Company’s
present cash reserves and monetary assets are not sufficient to carry out its plan of operation without substantial
additional financing. The Company is currently attempting to arrange for financing through mezzanine arrangements,
debt or equity that would enable it to proceed with its plan of investment operation.   However, there is no guarantee
that we will be able to close such financing transaction or, if financing is available, that the terms will be acceptable to
the Company.

Critical Accounting Estimates

Our discussion and analysis of our financial condition and results of operations are based upon our consolidated
financial statements that have been prepared in accordance with generally accepted accounting principles in the
United States of America (“US GAAP”). This preparation requires management to make estimates and assumptions that
affect the reported amounts of assets, liabilities, revenues and expenses, and the disclosure of contingent assets and
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liabilities. US GAAP provides the framework from which to make these estimates, assumptions and disclosures. We
choose accounting policies within US GAAP that management believes are appropriate to accurately and fairly report
our operating results and financial position in a consistent manner. Management regularly assesses these policies in
light of current and forecasted economic conditions. Although we believe that our estimates, assumptions and
judgments are reasonable, they are based upon information presently available. Actual results may differ significantly
from these estimates under different assumptions, judgments or conditions for a number of reasons. Our accounting
policies are stated in details in Note 2 to the Consolidated Financial Statements. We identified the following
accounting policies as critical to understanding the results of operations and representative of the more significant
judgments and estimates used in the preparation of the consolidated financial statements: impairment of goodwill,
allowance for doubtful accounts, acquisition related assets and liabilities, accounting of income taxes and analysis of
FIN46R as well as FASB 67.

Investment in Real Estate and Commercial Leasing Assets. Real estate held for sale and construction in progress is
stated at the lower of cost or fair value less costs to sell and includes acreage, development, construction and carrying
costs and other related costs through the development stage. Commercial leasing assets, which are held for use, are
stated at cost. When events or circumstances indicate than an asset’s carrying amount may not be recoverable, an
impairment test is performed in accordance with the provisions of SFAS 144. For properties held for sale, if estimated
fair value less costs to sell is less than the related carrying amount, then a reduction of the assets carrying value to fair
value less costs to sell is required. For properties held for use, if the projected undiscounted cash flow from the asset is
less than the related carrying amount, then a reduction of the carrying amount of the asset to fair value is required.
Measurement of the impairment loss is based on the fair value of the asset. Generally, we determine fair value using
valuation techniques such as discounted expected future cash flows. Based on said GAAP, the Company made a
provision to doubtful debts, on all ERC and Verge balances.
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Our expected future cash flows are affected by many factors including:

a) The economic condition of the US and Worldwide markets – especially during these current times of worldwide
financial crisis.

b) The performance of the underline assets in the markets where our properties are located;

c) Our financial condition, which may influence our ability to develop our properties; and

d) Governmental regulations.

Because any one of these factors could substantially affect our estimate of future cash flows, this is a critical
accounting policy because these estimates could result in us either recording or not recording an impairment loss
based on different assumptions. Impairment losses are generally substantial charges.

The estimate of our future revenues is also important because it is the basis of our development plans and also a factor
in our ability to obtain the financing necessary to complete our development plans. If our estimates of future cash
flows from our properties differ from expectations, then our financial and liquidity position may be compromised,
which could result in our default under certain debt instruments or result in our suspending some or all of our
development activities.

Allocation of Overhead Costs. We periodically capitalize a portion of our overhead costs and also allocate a portion of
these overhead costs to cost of sales based on the activities of our employees that are directly engaged in these
activities. In order to accomplish this procedure, we periodically evaluate our “corporate” personnel activities to see
what, if any, time is associated with activities that would normally be capitalized or considered part of cost of sales.
After determining the appropriate aggregate allocation rates, we apply these factors to our overhead costs to determine
the appropriate allocations. This is a critical accounting policy because it affects our net results of operations for that
portion which is capitalized. In accordance with paragraph 7 of SFAS No. 67, we only capitalize direct and indirect
project costs associated with the acquisition, development and construction of a real estate project. Indirect costs
include allocated costs associated with certain pooled resources (such as office supplies, telephone and postage) which
are used to support our development projects, as well as general and administrative functions. Allocations of pooled
resources are based only on those employees directly responsible for development (i.e. project manager and
subordinates). We charge to expense indirect costs that do not clearly relate to a real estate project such as salaries and
allocated expenses related to the Chief Executive Officer and Chief Financial Officer.

We recognize our rental income based on the terms of our signed leases with tenants on a straight-line basis. We
recognize sales commissions and management and development fees when earned, as lots or acreages are sold or
when the services are performed.

Accounting for Income Taxes: We recognize deferred tax assets and liabilities for the expected future tax
consequences of transactions and events. Under this method, deferred tax assets and liabilities are determined based
on the difference between the financial statement and tax bases of assets and liabilities using enacted tax rates in effect
for the year in which the differences are expected to reverse. If necessary, deferred tax assets are reduced by a
valuation allowance to an amount that is determined to be more likely than not recoverable. We must make significant
estimates and assumptions about future taxable income and future tax consequences when determining the amount of
the valuation allowance. In addition, tax reserves are based on significant estimates and assumptions as to the relative
filing positions and potential audit and litigation exposures related thereto. To the extent the Company establishes a
valuation allowance or increases this allowance in a period, the impact will be included in the tax provision in the
statement of operations.
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The disclosed information presents the Company’s natural gas producing activities as required by Statement of
Financial Accounting Standards No.  69, “Disclosures about Oil and Gas Producing Activities.”.

Commitments and contingencies

Our Commitments and contingencies are stated in details in Notes to the Consolidated Financial Statements, which
include as mandatory required supplemental information about gas and oil.  On this section management give a more
detailed disclosures to specific commitments and contingencies that were in place (for disposed properties) prior of
completion of the DCG acquisition which changed the Company strategic substantially.
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Effective July 1, 2006, the Company entered into a five-year employment agreement with Yossi Attia as the President
of ERC which commenced on July 1, 2006 and provides for annual compensation of $240,000 and an annual bonus of
not less than $120,000 per year, as well as an annual car allowance for the same period.   In addition, on August 14,
2006, the Company amended the Agreement to provide that Mr. Attia shall serve as the Chief Executive Officer of the
Company for a term of two years commencing August 14, 2006 and granting annual compensation of $250,000 to be
paid in the form of Company shares of common stock.

Mr. Attia will be entitled to a special bonus equal to 10% of the earnings before interest, depreciation and amortization
(“EBITDA”) of ERC, which such bonus is payable in shares of common stock of the Company; provided, however, the
special bonus is only payable in the event that Mr. Attia remains continuously employed by ERC and Mr. Attia shall
not have sold shares of common stock of the Company on or before the payment date of the Special Bonus unless
such shares were received in connection with the exercise of an option that was scheduled to expire within one year of
the date of exercise.  Mr.  Attia has waived his rights to the receipt of the shares.

Based upon a swap agreement dated August 19, 2008, which was executed between C. Properties Ltd. (“C. Properties”)
and KSD Pacific, LLC (“KSD”), which is controlled by Mr. Yossi Attia Family Trust, where KSD will sell to C.
Properties, and C. Properties will purchase from KSD, all its holdings of the Company which amount to 1,505,644
shares of common stock of the Company for a purchase price of 734,060,505 shares of common stock of AGL.

On September 1, 2008 Star Equity Investment LLC a third party acquired from Mr. Attia, a $1 million note due by the
Company since January 1, 2008. Said note is bearing 12% interest commencing October 1st, 2008 and can be
converted (including interest) into common shares of the Company at a fixed price of $0.75 per share.  Equity
Investment LLC noticed the Company that due to the Company default on said note, it willing to enter negotiations to
modify its instrument. The parties agreed to settle by converting the note including interest into 8.5 million common
shares of the Company. Said agreements are being drafted by the Company attorney.

As of the date of closing this filing, the Company via its sub, completed the drilling of all 4 wells at the estimated cost
of $2,100,000 for four wells (not including option payments). The Company also exercised its fifth well option (by
paying per the master agreement $50,000 option fee on November 5, 2008).  In lieu of the world financial markets
crisis, the Company approached the land owners on DCG mineral rights, requesting an amendment to allow DCG an
additional six (6) months before it is required to exercise another option to secure a Term Assignment of Oil and Gas
Lease pursuant to the terms of the original Agreement dated March 5, 2008. The land owner’s representative has
answered the Company’s request with discrepancies about the date as effective date.

The Company refers the reader to its Notes to the Consolidated Financial Statements which include material
disclosing of all the Company’s Commitments and contingencies, as well as prior items which disclose Legal
Proceeding.

Off Balance Sheet Arrangements

There are no material off balance sheet arrangements.

Results of Operations 

Year Ended December 31, 2008 compared to Year Ended December 31, 2007

Due to the new financial investment in Gas and Oil activity, which commenced in May 2008, the consolidated
statements of operations for the years ended December 31, 2008 and 2007 are not comparable. The financial figures
for 2007 only include the corporate expenses of the Company’s legal entity registered in the State of Delaware. This
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section of the report, should be read together with Notes of the Company consolidated financials especially - Change
in the Reporting Entity: In accordance with Financial Accounting Standards, FAS 154, Accounting Changes and Error
Corrections , when an accounting change results in financial statements that are, in effect, the statements of a different
reporting entity, the change shall be retrospectively applied to the financial statements of all prior periods presented to
show financial information for the new reporting entity for those periods. Previously issued interim financial
information shall be presented on a retrospective basis.

The consolidated statements of operations for the years ended December 31, 2008 and 2007 are compared (subject to
the above description) in the sections below:

Revenues

The following table summarizes our revenues for the year ended December 31, 2008 and 2007:
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Year ended December 31, 2008 2007
Total revenues $ —$ —

There was a sale of a property in 2008 compared to three real estate properties in 2007.  There was no revenue from
the majority owned subsidiary, AGL, for the period November 2, 2007 through December 31, 2007.  Since the board
resolved to discontinue real estate operations during 2008, revenues of $1,990,000 and $6,950,000 from the real estate
properties are included as part of discontinued operations for years ended December 31, 2008 and 2007,
respectively.  (Note 10)

Cost of revenues

The following table summarizes our cost of revenues for the year ended December 31, 2008 and 2007:

Year ended December 31, 2008 2007
Total cost of revenues $ —$ —

The cost of revenue decrease reflects the sales of one property compare to three real estate properties in 2007.  There
was no cost of revenues from the majority owned subsidiary, AGL, for the period November 2, 2007 through
December 31, 2007.  Since the board resolved to discontinue real estate operations during 2008, cost of sales of
$2,221,929 and $6,505,506 for the real estate properties are included as part of discontinued operations for the years
ended December 31, 2008 and 2007, respectively.  (Note 10)

There was no cost of revenue from the majority owned subsidiary, AGL for the period November 2, 2007 through
December 31, 2007. 

Compensation and related costs

The following table summarizes our compensation and related costs for the year ended December 31, 2008 and 2007:

Year ended December 31, 2008 2007
Compensation and related costs $ 558,073 $ 762,787

Overall compensation and related costs decreased by about 27%, or $204,714 primarily as the result of reduction of
employees

Consulting, professional and director fees

The following table summarizes our consulting, professional and director fees for the year ended December 31, 2008
and 2007:

Year ended December 31 2008 2007
Consulting, professional and director fees $ 13,049,759 $ 1,195,922

Overall consulting, professional and director fees increased by about 991%, or $11,853,837, primarily as the result of
a fee charge of $9,782,768 to C. Properties as a fee associated with the DCG transaction and a $2,108,161 charge to
stock compensation expense for various grants of shares and warrants in relation to the cost of several consultants,
investment bankers, advisors, accounting and lawyers fee over last period.

Other selling, general and administrative expenses
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The following table summarizes our other selling, general and administrative expenses for the year ended December
31, 2008 and 2007:

Year ended December 31 2008 2007
Other selling, general and administrative expenses $ 413,576 $ —

 Since the board resolved to discontinue real estate operations during 2008, other selling, general and administrative
expenses of $0 and $469,942 for the real estate properties are included as part of discontinued operations for the years
ended December 31, 2008 and 2007, respectively.  (Note 10)
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Goodwill impairment

The following table summarizes our goodwill impairment fees for the year ended December 31, 2008 and 2007:

Year ended December 31 2008 2007
Goodwill impairment $ 35,935,635 $ 10,656,933

For the year ended December 31, 2008, an analysis was performed on the goodwill associated with the investment in
DCG that occurred during the year (which was booked against Equity), and an impairment expense was charged
against the P&L for approximately $35 million.  (Note 10)

 For the year ended December 31, 2007, an analysis was performed on the goodwill associated with the investment in
AGL, and an impairment expense was charged against the P&L for approximately $10.2 million.

Software development expense

The following table summarizes our software development expense for the year ended December 31, 2007:

Year ended December 31 2008 2007
Software development expense $ —$ 136,236

In the year ended December 31, 2007, the Company consolidated the results of operations of Micrologic, which
incurred $136,236 of software development expense.  There was no software development expense in the year ended
December 31, 2008.

Depreciation and amortization

The following table summarizes our depreciation and amortization for the year ended December 31, 2008 and 2007:

Year ended December 31, 2008 2007
Depreciation $ —$ —

There is no depreciation expense in the years ended December 31, 2008 and 2007 due to the capitalization of
depreciation into the Investment in Land Development accounts for the majority owned subsidiary.

Net interest income (expense)

The following table summarizes our net interest income for the year ended December 31, 2008 and 2007:

Year ended December 31, 2008 2007
Interest income $ 729,097 $ 1,665,379
Interest expense $ (1,922,983) $ —
Net interest income (expense) $ (1,193,886) $ 1,665,379

The decrease in interest income is attributable to the Company investing strategy pending establishment of the real
estate development business, as well as loans to Verge, together with capitalized 10 million dollars into Verge equity
as part of the AGL transaction, which reduced materially the amounts entitled to interest income. Since the board
resolved to discontinue real estate operations during 2008, interest expense of $0 and $386,108 for the real estate
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properties are included as part of discontinued operations for the years ended December 31, 2008 and 2007,
respectively.  (Note 10)

Additionally, the increase in interest expense is primarily due to interest expense recognized for a debt discounts
relating to a convertible notes payable in the amount of $966,261. The remaining increase is due to the interest
accrued due to former DCG members as well as the increase line of credits and short time borrowing outstanding
during the year.

Liquidity and Capital Resources

As of December 31, 2008, our cash, cash equivalents and marketable securities were $123,903, a decrease of
approximately $245,000 from the end of fiscal year 2007. The decrease in our cash, cash equivalents and marketable
securities is primarily the result of pay-off bank loans and conversion of notes payable.
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Cash flow provided from operating activities for the year ended December 31, 2008 was $(230,983) and cash flow
used in operating activities was $87,636 for the year ended December 31, 2007.  The change is primarily due a larger
net loss in 2008.

Cash flow used in investing activities for the year ended December 31, 2008 and 2007 was $327,102 and $3,832,323,
respectively. The change was primarily due to the significant reduction in loan advances to ERC and Verge of
approximately $8,600,000 offset slightly by the cash received from the sale of discontinued operations of Navigator of
$3,200,000 in 2007.

Cash used in financing activities was approximately $341,792 for the year ended December 31, 2008 and cash
provided by financing activities was $1,261,643 for the year ended December 30 2007. This change is due to the
repayment of a bank loan in 2008, which was provided in 2007.

The Company held restricted Certificate of Deposits (CD) with the Bank to access a revolving line of credit. These
deposits are interest bearing and approximated $4.196 million as of September 30, 2008. On November 8, 2007, the
lines of credits were increased and extended as the following: $4,180,000 until October 16, 2008 and $4,229,000 until
September 1, 2008. Both lines bear interest of 5.87% and are secured by restricted cash deposited in CD’s with the
bank.  On August 2008, the company notified the bank, not to extend the deposits, and pay it off from the CD.

In the event the Company makes future acquisitions or investments, additional bank loans or fund raising may be used
to finance such future acquisitions. The Company may consider the sale of non-strategic assets. The Company
currently anticipates that its available cash resources will not be sufficient to meet its prior anticipated working capital
requirements, though it will be sufficient manage the existing business of the Company without further development.

Inflation and Foreign Currency

The Company maintains its books in local currency: on sold assets - Kuna for Sitnica, N.I.S for AGL and US Dollars
for the Parent Company registered in the State of Delaware. The Company’s operations are primarily in the United
States through its wholly owned subsidiaries. Some of the Company’s customers were in Croatia. As a result,
fluctuations in currency exchange rates may significantly affect the Company’s sales, profitability and financial
position when the foreign currencies, primarily the Croatian Kuna, of its international operations are translated into
U.S. dollars for financial reporting. In additional, we are also subject to currency fluctuation risk with respect to
certain foreign currency denominated receivables and payables. Although the Company cannot predict the extent to
which currency fluctuations may, or will, affect the Company’s business and financial position, there is a risk that such
fluctuations will have an adverse impact on the Company’s sales, profits and financial position. Because differing
portions of our revenues and costs are denominated in foreign currency, movements could impact our margins by, for
example, decreasing our foreign revenues when the dollar strengthens and not correspondingly decreasing our
expenses. The Company does not currently hedge its currency exposure. In the future, we may engage in hedging
transactions to mitigate foreign exchange risk.

Effect of Recent Accounting Pronouncements  

In December 2007, the Securities and Exchange Commission (“SEC”) issued Staff Accounting Bulletin No. 110 (“SAB
110”). SAB 110 amends and replaces Question 6 of Section D.2 of Topic 14, “Share-Based Payment,” of the Staff
Accounting Bulletin series. Question 6 of Section D.2 of Topic 14 expresses the views of the staff regarding the use of
the “simplified” method in developing an estimate of the expected term of “plain vanilla” share options and allows usage
of the “simplified” method for share option grants prior to December 31, 2007. SAB 110 allows public companies which
do not have historically sufficient experience to provide a reasonable estimate to continue to use the “simplified” method
for estimating the expected term of “plain vanilla” share option grants after December 31, 2007. The Company will
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continue to use the “simplified” method until it has enough historical experience to provide a reasonable estimate of
expected term in accordance with SAB 110.

In December 2007, the FASB issued Statement of Financial Accounting Standards (“SFAS”) 141-R, “Business
Combinations.” SFAS 141-R retains the fundamental requirements in SFAS 141 that the acquisition method of
accounting (referred to as the purchase method) be used for all business combinations and for an acquirer to be
identified for each business combination. It also establishes principles and requirements for how the acquirer:
(a) recognizes and measures in its financial statements the identifiable assets acquired, the liabilities assumed, and any
non-controlling interest in the acquiree; (b) recognizes and measures the goodwill acquired in the business
combination or a gain from a bargain purchase and (c) determines what information to disclose to enable users of the
financial statements to evaluate the nature and financial effects of the business combination. SFAS 141-R will apply
prospectively to business combinations for which the acquisition date is on or after the Company’s fiscal year
beginning October 1, 2009. While the Company has not yet evaluated the impact, if any, that SFAS 141-R will have
on its consolidated financial statements, the Company will be required to expense costs related to any acquisitions
after September 30, 2009.
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In December 2007, the FASB issued SFAS 160, “Non-controlling Interests in Consolidated Financial Statements.” This
Statement amends Accounting Research Bulletin 51 to establish accounting and reporting standards for the
non-controlling (minority) interest in a subsidiary and for the deconsolidation of a subsidiary. It clarifies that a
non-controlling interest in a subsidiary is an ownership interest in the consolidated entity that should be reported as
equity in the consolidated financial statements. The Company has not yet determined the impact, if any, that SFAS
160 will have on its consolidated financial statements. SFAS 160 is effective for the Company’s fiscal year beginning
October 1, 2009.

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements” (“SFAS 157”). SFAS 157 defines fair
value, establishes a framework for measuring fair value in generally accepted accounting principles, and expands
disclosures about fair value measurements. This Statement applies under other accounting pronouncements that
require or permit fair value measurements, the FASB having previously concluded in those accounting
pronouncements that fair value is the relevant measurement attribute. Accordingly, this Statement does not require any
new fair value measurements. SFAS 157 is effective for financial statements issued for fiscal years beginning after
November 15, 2007, and interim periods within those fiscal years. In February 2008, the FASB issued FASB Staff
Position No. FAS 157–2, “Effective Date of FASB Statement No. 157”, which provides a one year deferral of the
effective date of SFAS 157 for non–financial assets and non–financial liabilities, except those that are recognized or
disclosed in the financial statements at fair value at least annually. Therefore, effective January 1, 2008, we adopted
the provisions of SFAS No. 157 with respect to our financial assets and liabilities only. Since the Company has no
investments available for sale, the adoption of this pronouncement has no material impact to the financial statements.

In February 2007, the FASB issued SFAS No. 159, “The Fair Value Option for Financial Assets and Financial
Liabilities — including an amendment of FASB Statement No. 115” (“SFAS 159”). SFAS 159 permits entities to choose to
measure many financial instruments and certain other items at fair value. This statement provides entities the
opportunity to mitigate volatility in reported earnings caused by measuring related assets and liabilities differently
without having to apply complex hedge accounting provisions. This Statement is effective as of the beginning of an
entity’s first fiscal year that begins after November 15, 2007. Effective January 1, 2008, we adopted SFAS No. 159 and
have chosen not to elect the fair value option for any items that are not already required to be measured at fair value in
accordance with accounting principles generally accepted in the United States .

ITEM 7A.       QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

As a smaller reporting company, as defined in Rule 12b-2 of the Exchange Act, we are not required to provide the
information required by this Item.

ITEM 8.    FINANCIAL STATEMENTS.

The audited Consolidated Financial Statements of the Company for the years ended December 31, 2008 and
December 31, 2007, are included herein beginning with the index hereto on page F-1 ..
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ITEM
9.

CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

DELOITTE RESIGNATION -

As the Company disclosed in its Form 8-K filed April 30, 2007, on April 25, 2007 (the “Resignation Date”), Deloitte
Kft. (the “Former Auditor”) advised the Company that it has resigned as the Company’s independent auditor. The Former
Auditor performed the audit for the one year period ended December 31, 2005, which report did not contain any
adverse opinion or a disclaimer of opinion, nor was it qualified as to audit scope or accounting principles. During the
Company’s two most recent fiscal years and during any subsequent interim period prior to the Resignation Date, there
were no disagreements with the Former Auditor, with respect to accounting or auditing issues of the type discussed in
Item 304(a)(iv) of Regulation S-B.

Prior to the Resignation Date, the Former Auditor advised the Company that it had raised certain issues relating to the
accounting of ERC. As of December 31, 2006, the Company owned 43.33% of the outstanding securities of ERC. The
Former Auditor believed that this communication was a disclosable event pursuant to Item 304(a)(v). The issues
raised by the Former Auditor related to the recording of the cost of real estate purchased by Verge (a wholly owned
subsidiary of ERC), the production of records relating to loans made to VLC and the valuation of land in connection
with Lorraine Properties, LLC (a wholly owned subsidiary of ERC). Management of the Company disagrees with the
aforementioned statements and believes that it has adequately explained each of the above inquires made by the
Former Auditor. Further, prior to being advised of the above issues, the Company maintained that ERC and its
subsidiaries do not need to be consolidated in the Company’s financial statements, which such position was
subsequently confirmed by a detailed analysis by management and an independent third party consultant of the
accounting pronouncements governing consolidation.

The Former Auditor advised the Company that it intended to furnish a letter to the Company, addressed to the Staff,
stating that it agreed with the statements made herein or the reasons why it disagreed. The letter from the Former
Auditor was filed as an amendment to Form 8-K on May 14, 2007.

Appointment of New Auditors - Robison, Hill & Co. (“RHC”) -

On April 26, 2007, the Company engaged Robison, Hill & Co. (“RHC”) as its independent registered public accounting
firm for the Company’s fiscal years ended December 31, 2007 and 2006. The decision to engage RHC as the
Company’s independent registered public accounting firm was approved by the Company’s Board of Directors, and
ratify the selection of Robison Hill & Co. as our independent auditors for the fiscal year ending December 31, 2007,
by our shareholders meeting that took place on December 7, 2007.

During the two most recent fiscal years and through April 26, 2007, the Company has not consulted with RHC
regarding either:

1. the application of accounting principles to any specified transaction, either completed or proposed, or the type of
audit opinion that might be rendered on the Company’s financial statements, and neither a written report was provided
to the Company nor oral advice was provided that RHC concluded was an important factor considered by the
Company in reaching a decision as to the accounting, auditing or financial reporting issue; or

2. any matter that was either subject of disagreement or event, as defined in Item 304(a)(1)(iv)(A) of Regulation S-B
and the related instruction to Item 304 of Regulation S-B, or a reportable event, as that term is explained in Item
304(a)(1)(iv)(A) of Regulation S-B.
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ITEM 9A.   CONTROLS AND PROCEDURES

The term disclosure controls and procedures means controls and other procedures of an issuer that are designed to
ensure that information required to be disclosed by the issuer in the reports that it files or submits under the Exchange
Act (15 U.S.C. 78a, et seq.) is recorded, processed, summarized and reported, within the time periods specified in the
Commission’s rules and forms.  Disclosure controls and procedures include, without limitation, controls and
procedures designed to ensure that information required to be disclosed by an issuer in the reports that it files or
submits under the Exchange Act is accumulated and communicated to the issuer’s management, including its principal
executive and principal financial officers, or persons performing similar functions, as appropriate to allow timely
decisions regarding required disclosure.

The term internal control over financial reporting is defined as a process designed by, or under the supervision of, the
issuer’s principal executive and principal financial officers, or persons performing similar functions, and effected by
the issuer’s board of directors, management and other personnel, to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles and includes those policies and procedures that:
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•Pertain to the maintenance of records that in reasonable detail accurately and fairly reflect the transactions and
dispositions of the assets of the issuer;

•Provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial statements
in accordance with generally accepted accounting principles, and that receipts and expenditures of the issuer are
being made only in accordance with authorizations of management and directors of the issuer; and

•Provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use or disposition
of the issuer’s assets that could have a material effect on the financial statements.

Our management, including our chief executive officer and principal financial officer, does not expect that our
disclosure controls and procedures or our internal controls over financial reporting will prevent all error and all
fraud.  A control system, no matter how well conceived and operated, can provide only reasonable, not absolute,
assurance that the objectives of the control system are met.  Further, the design of a control system must reflect the
fact that there are resource constraints, and the benefits of controls must be considered relative to their costs.  Because
of inherent limitations in all control systems, internal control over financial reporting may not prevent or detect
misstatements, and no evaluation of controls can provide absolute assurance that all control issues and instances of
fraud, if any, within the registrant have been detected.  Also, projections of any evaluation of effectiveness to future
periods are subject to the risk that controls may become inadequate because of changes in conditions, or that the
degree of compliance with the policies or procedures may deteriorate.

Evaluation of Disclosure and Controls and Procedures.   Our management is responsible for establishing and
maintaining adequate internal control over financial reporting as defined in Rule 13a-15(f) under the Exchange
Act.  Our internal control over financial reporting is a process designed to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in accordance with
accounting principles generally accepted in the United States.  We carried out an evaluation, under the supervision and
with the participation of our management, including our chief executive officer and principal financial officer, of the
effectiveness of the design and operation of our disclosure controls and procedures as of the end of the period covered
by this report.  The evaluation was undertaken in consultation with our accounting personnel.  Based on that
evaluation and for the reasons set forth below, our chief executive officer and principal financial officer concluded
that our disclosure controls and procedures are currently not effective to ensure that information required to be
disclosed by us in the reports that we file or submit under the Exchange Act is recorded, processed, summarized and
reported within the time periods specified in the SEC’s rules and forms.  

Management’s Report on Internal Control over Financial Reporting

Management is responsible for establishing and maintaining adequate internal control over financial reporting of the
Company. Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that
controls may become inadequate because of changes in conditions, or that the degree of compliance with the policies
and procedures may deteriorate.

Management, with the participation of our principal executive officer, financial and accounting officer, has evaluated
the effectiveness of our internal control over financial reporting as of December 31, 2008 based on criteria established
in Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations . Based on this
evaluation, because of the Company’s limited resources and limited number of employees, management concluded
that, as of December 31, 2008, our internal control over financial reporting is not effective in providing reasonable
assurance regarding the reliability of financial reporting and the preparation of financial statements for external
purposes in accordance with U.S. generally accepted accounting principles.   The ineffectiveness of our disclosure
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controls and procedures is the result of certain deficiencies in internal controls that constitute material weaknesses as
discussed below. Except for the restatement of the consolidated financial statements for the year ended December 31,
2009, material weaknesses identified did not result in the restatement of any previously reported financial statements
or any other related financial disclosure, nor does management believe that it had any effect on the accuracy of the
Company's financial statements for the current reporting period. We lack segregation of duties in the period-end
financial reporting process.  The Company has historically had limited accounting and minimal operating revenue and,
as such, all accounting and financial reporting operations have been and are currently performed by one
individual.  The party that performs the accounting and financial reporting operations is the only individual with any
significant knowledge of generally accepted accounting principles.  The person is also in charge of the general ledger
(including the preparation of routine and non-routine journal entries and journal entries involving accounting
estimates), the selection of accounting principles, and the preparation of interim and annual financial statements
(including report combinations, consolidation entries and footnote disclosures) in accordance with generally accepted
accounting principles.  In addition, the lack of additional staff with significant knowledge of generally accepted
accounting principles has resulted in ineffective oversight and monitoring.  The company intends to add accounting
staff, subject to adequate financing, in order to assist in reducing its risk in these areas and plans to add additional
personnel in accounting and internal auditing in the near future, which is subject to obtaining the required financing.
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This annual report does not include an attestation report of the Company’s registered public accounting firm regarding
internal control over financial reporting. Management’s report was not subject to attestation by the Company’s
registered public accounting firm pursuant to temporary rules of the SEC that permit the Company to provide only
management’s report in this annual report.

Changes in internal controls

There have been no changes in our internal control over financial reporting identified in connection with the
evaluation required by paragraph (d) of Rule 13a-15 or 15d-15 under the Exchange Act that occurred during the
quarter ended December 31, 2008 that has materially affected, or is reasonably likely to materially affect, our internal
control over financial reporting.
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ITEM 9B.   OTHER INFORMATION

Trafalgar:

The Company entered into a Securities Purchase Agreement (the “Agreement”) with Trafalgar Capital Specialized
Investment Fund, Luxembourg (“Buyer”) on September 25, 2008 for the sale of up to $2,750,000 in convertible notes
(the “Notes”). Pursuant to the terms of the Agreement, the Company and the Buyer closed on the sale and purchase of
$1,600,000 in Notes on September 25, 2008, with escrow instruction to be closed on October 1, 2008. The Buyer, at
its sole discretion, has the option to close on a second financing for $400,000 in Notes (which has been exercised as
discussed below) and a third financing for $750,000 in Notes. Pursuant to the terms of the Agreement, the Company
agreed to pay to the Buyer a commitment fee of 4% of the commitment amount, a structuring fee of $15,000, a facility
draw down fee of 4%, issue the Buyer 150,000 shares of common stock, pay a due diligence fee to the Buyer of
$15,000 and pay an advisory fee of $100,000 to TAS Holdings Limited. The Notes bear interest at 8.5% with such
interest payable on a monthly basis with the first two payments due at closing. The Notes are due in full in September
2010. In the event of default, the Buyer may elect to convert the interest payable in cash or in shares of common stock
at a conversion price using the closing bid price of when the interest is due or paid. The Notes are convertible
into  common stock, at the Buyer’s option, at a conversion price equal to 85% of the volume weighted average price
for the ten days immediately preceding the conversion but in no event below a price of $2.00 per share. If on the
conversion or redemption of the Notes, the Euro to US dollar spot exchange rate (the “Exchange Rate”) is higher that the
Exchange Rate on the closing date, then the number of shares shall be increased by the same percentage determined
by dividing the Exchange Rate on the date of conversion or redemption by the Exchange Rate on the closing date. The
Company is required to redeem the Notes starting on the fourth month in equal installments of $56,000 with a final
payment of $480,000 with respect to the initial funding of $1,600,000. We are also required to pay a redemption
premium of 7% on the first redemption payment, which will increase 1% per month. The Company may prepay the
Notes in advance, which such prepayment will include a redemption premium of 15%. In the event the Company
closes on a funding in excess of $4,000,000, the Buyer, in its sole election, may require that the Company redeem the
Notes in full. On any principal or interest repayment date, in the event that the Euro to US dollar spot exchange rate is
lower than the Euro to US dollar spot exchange rate at closing, then we will be required to pay additional funds to
compensate for such adjustment.

Pursuant to the terms of the Notes, the Company shall default if (i) the Company fails to pay amounts due within 15
days of maturity, (ii) failure of the Company to comply with any provision of the Notes upon ten days written notice;
(iii) bankruptcy or insolvency or (iv) any breach of the Agreement and such breach is not cured upon ten days written
notice. Upon default by the Company, the Buyer may accelerate full repayment of all Notes outstanding and all
accrued interest thereon, or may convert all Notes outstanding (and accrued interest thereon) into shares of common
stock (notwithstanding any limitations contained in the Agreement and the Notes). The Buyer has a secured lien on
three of our wells and would be entitled to foreclose on such wells in the event an event of default is entered. In the
event that the foregoing was to occur, significant adverse consequences to the Company would be reasonably
anticipated.

So long as any of the principal or interest on the Notes remains unpaid and unconverted, the Company shall not,
without the prior written consent of the Buyer, (i) issue or sell any common stock or preferred stock, (ii) issue or sell
any Company preferred stock, warrant, option, right, contract, call, or other security or instrument granting the holder
thereof the right to acquire Common Stock, (iii) incur debt or enter into any security instrument granting the holder a
security interest in any of the assets of the Company or (iv) file any registration statement on Form S-8.

The Buyer has contractually agreed to restrict their ability to convert the Notes and receive shares of our common
stock such that the number of shares of the Company common stock held by a Buyer and its affiliates after such
conversion or exercise does not exceed 9.9% of the Company’s then issued and outstanding shares of common stock.
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The Buyer exercised its option to close on a second financing for $400,000 in Notes on October 28, 2008 and still
holds an option to close on additional financing for $750,000 in Notes.  The terms of the second financing for
$400,000 are identical to the terms of the $1,600,000 Note, as disclosed in detail on the Company filing on October 2,
2008 on Form 8-K - Unregistered Sale of Equity Securities, Financial Statements and Exhibits. The Notes are
convertible into our common stock, at the Buyer’s option, at a conversion price equal to 85% of the volume weighed
average price for the ten days immediately preceding the conversion but in no event below a price of $2.00 per share.
As of the date hereof, the Company is obligated on the Notes issued to the Buyer in connection with this offering. The
Notes are a debt obligation arising other than in the ordinary course of business, which constitute a direct financial
obligation of the Company.

The Notes were offered and sold to the Buyer in a private placement transaction made in reliance upon exemptions
from registration pursuant to Section 4(2) under the Securities Act of 1933 and Rule 506 promulgated there under.
The Buyer is an accredited investor as defined in Rule 501 of Regulation D promulgated under the Securities Act of
1933.
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The estimated value of the conversion feature was approximately $210,000 and will be reported as interest expense
over the anticipated repayment period of the debt.

As reported under Legal proceedings, the Company notified Trafalgar that Trafalgar is in breech with regard to the
services to be performed in accordance with the $2,000,000 loan agreement. Pursuant to FASB 5, the $2,000,000 is
recorded as a liability on the balance sheet, and interest is being accrued on the note, since the outcome of the legal
actions is undeterminable at this time. On April 14, 2009 the Company filled a complaint against Trafalgar and its
affiliates.

Star

On September 1, 2008, the Company entered into a note payable with Star Equity Investments LLC (“STAR”), a third
party, for $1 million was effective January 1, 2008. The proceeds from this note were used to pay off the Company’s
debt to Mr. Attia, a related party.  The note bears 12% interest commencing October 1st, 2008 and can be converted
(including interest) into common shares of the Company at an established conversion price of $0.75 per share.  Per
Star’s position the Company is default under said note, and the parties in negotiation to resolve adversaries’ procedure
among them, based on issuing 8.5 million common shares of the Company for conversion the note and interest into
equity. On March 11, 2009, the Company entered and closed an agreement with Star pursuant to which Star agreed to
convert all principal and interest associated with the Debt into 8,500,000 shares of common stock and released the
Company from any further claims. The shares of common stock were issued in connection with this transaction in a
private placement transaction made in reliance upon exemptions from registration pursuant to Section 4(2) under the
Securities Act of 1933 and/or Rule 506 promulgated thereunder. Each of the parties are accredited investors as defined
in Rule 501 of Regulation D promulgated under the Securities Act of 1933.

Short Term Loan – by Investor

On September 5, 2008 the Company entered a short term loan memorandum, with Mehmet Haluk Undes, for a short
term loan (“bridge”) of $220,000 to bridge the drilling program of the Company. As a consideration for said facility, the
Company grants the investor with 100% cashless warrants coverage for two years at exercise price of $1.50 per share.
The investor made a loan of $220,000 to the company on September 15, 2008 (where said funds were wired to the
company drilling contractor), that was paid in full on October 8, 2008. Accordingly the investor is entitled to 200,000
cashless warrants from September 15, 2008 at exercise price of $1.50 for a period of 2 years.  The Company contest
said warrants entitlements to the investor, based on a cause.
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PART III
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