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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549
Form 10-Q
(Mark One)
QUARTERLY REPORT UNDER SECTION 13 OR 15(d) OF THEGJRITIES EXCHANGE ACT OF 193
For the quarterly period ended June 30, 2011
O TRANSITION REPORT UNDER SECTION 13 OR 15(d) OF THRKCHANGE ACT

For the transition period from to

Commission file number 002-76219NY

VICTORY ENERGY CORPORATION
(Exact Name of Company as Specified in its Charter)

Nevada 87-0564472
(State or other jurisdiction of (I.LR.S. Employer
incorporation or organization) Identification No.)
20341 Irvine Avenue, Newport Beach, Californie 92660
(Address of principal executive office (Zip Code)

(714) 480-0300

(Registrant’s telephone number, including area rode

(Former name, former address and former fiscal, ykahanged since last report)

Indicate by check mark whether the registrant @ filed all reports required to be filed by Seeti3 or 15(d) of the Exchange Act during
preceding 12 months (or for such shorter periotittiregistrant was required to file such reppdsy (2) has been subject to such filing
requirements for the past 90 days. ¥as No[J

Indicate by check mark whether the registrant hésrmtted electronically and posted on its corpol&fteb site, if any, every Interactive D
File required to be submitted and posted pursumRiuie 405 of Regulation ${8232.405 of this chapter) during the precedi@grbnths (c
for such shorter period that the registrant wasired to submit and post such files). s No[d

Indicate by check mark whether the registrant iarge accelerated filer, an accelerated filerpa-accelerated filer, or a smaller report
company. See definitions of “large accelerategt fil“accelerated filer” and “smaller reporting cpamy” in Rule 122 of the Exchange A«
(Check one):

Large accelerated fileld] Accelerated fileid

Non-accelerated file(d Smaller reporting companyxI
(Do not check if a smaller reporting compa

Indicate by check mark whether the registrantshell company (as defined in Rule 12b-2 of the Exge Act). Ye&l No[X]
Applicable only to issuers involved in bankruptcy poceedings during the preceding five years
Check whether the registrant filed all documemtd eeports required to be filed by Section 12, t3%(d) of the Exchange Act after
distribution of securities under a plan confirmgdabcourt.
YesO NoO
Applicable only to corporate issuers:

Indicate the number of shares outstanding of edichenissuers classes of common stock, as of the latest peddtcdate. As
August 9, 2011, there were 382,307,294 sharesroframn stock, par value $0.001, issued and outstgndin
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Cautionary Notice Regarding Forward Looking Statemats

Victory Energy Corporation desires to take advaatafithe “safe harborrovisions of the Private Securities Litigation 8af Act of 199t
This report contains a number of forwdeomking statements that reflect management's cuwiews and expectations with respect to busil
strategies, future results and events and finapegbrmance. All statements made in this Annugbd®eother than statements of histor
fact, including statements that address operaterfppnance, events or developments that manageexgeicts or anticipates will or m
occur in the future, including statements relatedevenues, cash flow, profitability, adequacywfds from operations, statements expre:
general optimism about future operating results aodHhistorical information, are forward looking statemse In particular, the wor
“believe,” “ " estimte,” “may,” “will,” variations of such words, ansimilar expressions identify forward-

expect,” “intend,” “anticipate,
looking statements, but are not the exclusive medndentifying such statements and their abseroms dhot mean that the statement is
forward-looking.

Readers should not place undue reliance on thesaifd-looking statements, which are based on managts current expectations &
projections about future events, are not guarargéésgure performance, are subject to risks, utadeties and assumptions and apply onl
of the date of this report. Victory Energy Corparats actual results, performance or achievements adiffiesd materially from the resul
expressed in, or implied by, these forwéwdking statements. Factors that could cause ofriboite to such differences include, but are
limited to, the “Risk Factors’as well as those discussed elsewhere in this repod the risks discussed in press releases arad
communications to stockholders issued by Victorgdgy Corporation from time to time which attemptivise interested parties of the r
and factors that may affect the business. Exceptasbe required under the federal securities |&pry Energy Corporation undertal
no obligation to publicly update or revise any fard-looking statements, whether as a result ofinéeymation, future events or otherwise.




Part |
Item 1. Financial Statements

VICTORY ENERGY CORPORATION AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

(Unaudited)
June 30 December 3!
2011 2010
CURRENT ASSET¢
Cash and cash equivalel $ 467,71 3B 111,57.
Accounts receivable, n 70,58( 74,82¢
Prepaid expenses 15,07 24,89¢
Total current asse 553,36t 211,29¢
FIXED ASSETS
Furniture and equipme 10,62 2,29¢
Accumulated depreciation (2,497 (2,294
Total furniture and fixtures, ni 8,13: -
Option to acquire leases and mineral inter 25,00( 25,00(
Oil and natural gas properti 1,774,98 1,466,81
Accumulated depletion (983,49) (953,089
Oil and natural gas properties, | 816,48 538,72¢
OTHER ASSETS
Funds held at court 13,00¢ 13,00¢
TOTAL ASSETS $ 1,390,99: $ 763,03:
LIABILITIES AND STOCKHOLDERS' EQUITY (DEFICIT)
CURRENT LIABILITIES
Accounts payabl $ 307,39° $ 342,28!
Accrued liabilities 95,69¢ 74,08¢
Accrued interes 57,03¢ 10,50:
Line of credit- bank 62,48’ 68,66
Notes payabl- related partie - 50,00(
Liability for unauthorized preferred stock issued 32,16¢ 85,65
Total current liabilities 554,77¢ 631,19!
OTHER LIABILITIES
Senior convertible debenture, net of debt disc 89,26¢ 127,33t
Deferred tax liability 482,12 238,00(
Asset retirement obligation 27,28 27,28
TOTAL LIABILITIES 1,153,44 1,023,81!
STOCKHOLDERS' EQUITY (DEFICIT
Common Stock, $0.001 par value, 490,000,000 slartb®rized, 382,307,294 and 136,719,608 issue
and outstanding respective 382,30¢ 136,72(
Additional paid in capita 33,891,97 31,740,09
Accumulated deficit (34,036,74)  (32,137,59)
TOTAL STOCKHOLDERS' EQUITY (DEFICIT) 237,54 (260,787
TOTAL LIABILITIES AND
STOCKHOLDERS' EQUITY (DEFICIT) $ 1,390,99: $ 763,03:




REVENUES

COSTS AND EXPENSE!

VICTORY ENERGY CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENT OF OPERATIONS
(Unaudited)

For the Three Months End For the Six Months Ende
June 30 June 30

2011 2010 2011 2010

$ 109,83( $ 118,92¢ $ 218,15( $ 268,29¢

Costs of productiol 67,03 39,90 136,19: 51,78¢
General and administrative expel 473,69: 186,77: 1,162,12. 345,20:
Depletion and accretic 18,40: 24,98: 30,60¢ 49,96¢
Gain on settlement with former officer - - - (404,62
Total expenses 559,12¢ 251,66: 1,328,91 42,33:
INCOME (LOSS) FROM OPERATIONS (449,290 (132,73)) (1,110,761 225,96¢
OTHER EXPENSE
Interest expense 965,30: 10,86¢ 1,178,41! 19,12
Total other expense 965,30: 10,86¢ 1,178,41! 19,12:
NET INCOME (LOSS) BEFORE TAX BENEFI (1,414,59) (143,607 (2,289,18) 206,84"
TAX BENEFIT 331,92° - 390,03 -

NET INCOME (LOSS)

$ (1,082,67) $ (143,60) $ (1,899,14) $ 206,84’

Weighted average shares, basic and diluted 150,660,14 136,719,60 143,728,38 136,719,60
Net income (loss) per share, basic and diluted $ (0.01) $ (0.00) $ (0.01)) $ 0.0C




VICTORY ENERGY CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENT OF CASH FLOW
(Unaudited)

CASH FLOW FROM OPERATING ACTIVITIES
Net income (loss

Adjustment to reconcile net income (loss) from apiens to net cash used in operating activ

For the Six Months Ended June
2011 2010

$ (1,899,14) $ 206,84"

Amortization of debt discount and financing waree 98,17: -
Depletion 30,40" 49,96¢
Depreciatior 197 -
Debentures converted to common st 976,25! -
Gain on settlement with former offic - (404,62)
Tax benefit of debenture discot (390,03)) -
Warrants for service 35,20( 6,03(
Change in working capit:
Accounts receivabl 4,24¢ 20,51¢
Prepaid expens 9,82 23,14«
Accounts payabl (34,887) 43,054
Accrued liabilities 106,08: (11,466
Net cash used in operating activit (1,063,68) (66,537)
CASH FLOWS FROM INVESTING ACTIVITIES
Drilled wells (308,16) -
Purchase of wells (8,329 -
Net cash used in investing activiti (316,490 -
CASH FLOWS FROM FINANCING ACTIVITIES
Sale of debenture 1,792,501 -
Bank line of credi- net repayment (6,180 (12,705
Proceeds from notes payable to related pa - 125,00(
Payments on notes payable to related party (50,000 -
Net cash provided by financing activiti 1,736,32 113,29!
Net change in cash and cash equival 356,14( 46,76:
Beginning cash and cash equivalents 111,57. 22,07¢
Ending cash and cash equivalents $ 467,71. $ 68,83¢
Supplemental schedule of r-cash investing and financing activitie
Preferred stock converted to common stock $ 53,49( $ =
Debentures exchanged for common stock $ 1,11250 $ -
Common stock exchanged for accrued interest $ 37,94( % >
Deferred tax liability $ 302,22¢ $ -
Supplemental disclosures of cash flow informat
Cash paid during the period 1
Interest $ - $ -
Income taxes $ - $ =




Victory Energy Corporation and Subsidiary
Notes to the Consolidated Financial Statements
(Unaudited)
Note 1 — Financial Statement Presentation

Basis of Presentation

The accompanying consolidated balance sheet asoérber 31, 2010, which has been derived from edidibancial statements, and
accompanying interim consolidated financial statetmeas of June 30, 2011, for the three and six impetiods ended June 30, 2011
2010, have been prepared by management pursudhé taules and regulations of the Securities andh&mge Commission ("SEC") 1
interim financial reporting. These interim consalied financial statements are unaudited and, inoffirion of management, include
adjustments (consisting only of normal recurringuatinents and accruals) necessary to present féidyfinancial condition, results
operations and cash flows of Victory Energy Corgioraand subsidiary (hereinafter collectively reéer to as the "Company") as of and
the periods presented in accordance with accouptingiples generally accepted in the United StafeSmerica ("GAAP"). Operating resu
for the three and six month periods ended Jun@@0] are not necessarily indicative of the reshiéé may be expected for the year en
December 31, 2011 or for any other interim periaglirdy such year. Certain information and footnoiscldsures normally included
financial statements prepared in accordance wittAB/Aave been omitted in accordance with the ruteb regulations of the SEC. T
accompanying consolidated financial statements ldhlb@ read in conjunction with the audited consaild financial statements and ni
thereto contained in the Company's Annual Repoftammn 10K for the fiscal year ended December 31, 2010 filétth the SEC on May 1
2011.

Organization and nature of operations

Victory Energy Corporation (Pink Sheets symbol VY)EYormerly known as Victory Capital Holdings Corption (the “Company”was
organized under the laws of the State of Nevaddaoary 7, 1982, under the name All Things, Inc.Mamch 21, 1985 the Corporatian’
name was changed to New Environmental Technolog@poration and on April 28, 2003 to Victory Capikdoldings Corporation. Tt
name was changed finally to Victory Energy Corporabn May 3, 2006.

The business of the Company is to acquire, devg@aauce and exploit oil and natural gas properfiéd® Company major oil and natur
gas properties are located in Texas. The Compagwecutive offices are located in Newport Beaddif@nia and its operations offices
located in Austin, Texas.

The Companys initial authorized capital consisted of 100,000,8hares of $0.001 par value common voting stock as of the date of ti
filing, has authorized capital of 490,000,000 skark$0.001 par value common stock.

Going Concern

As presented in the consolidated financial statésyeve had a net loss of $1,899,149 for the sixtimornded June 30, 2011. Almost ha
the loss results from non-cash accounting chargkged to the sale and conversion of the Comman@% Senior Secured Convert
Debentures. The cash proceeds from the debenhares allowed the Company to continue operations iamdst in new oil and g
properties. The Company also incurred signifiGdounting, consulting, audit and legal expensesxirmonth period ended June 30, 2I
associated with bringing the Company current orsesurity and Exchange Commission filings. Losaesexpected to continue in the r
term and, as of June 30, 2011, the Company hadicitde its working capital of $1,413 and an acaulated deficit is $34,036,74(
Management anticipates that significant additiooapital expenditures will be necessary to develop €ompanys oil and natural gi
properties before significant positive operatingtcllows will be achieved.

Management plans to alleviate these conditions Umgying business partnering arrangements for tlg@isibon and development of
properties as well as debt and equity funding thhoprivate placements. Without outside investmemnfthe sale of equity securities, ¢
financing or partnering with other oil and natugals companies, operating activities and overheaéreses will be reduced to a pace
available operating cash flows will support.




The accompanying consolidated financial statemargsprepared as if the Company will continue asoiagyconcern. The consolida
financial statements do not contain adjustmentsluding adjustments to recorded assets and ligsilitvhich might be necessary if
Company were unable to continue as a going concern.

Note 2 — Summary of Significant Accounting Policies

Principles of consolidation

The accompanying consolidated financial statemargspresented in accordance with accounting pilesigenerally accepted in the Un
States. The consolidated financial statements diecthe accounts of the Company and Aurora Energynéta, A Texas General Partners
The Company holds a 15% equity interest in AurongrBy Partners. Since the Company serves as manpgitner and is responsible
managing all business operations of the partnerghip financial statements of Aurora have been aafeted with the Company. /
significant intercompany transactions have beamipited. The consolidated financial statement&ceihecessary adjustments, all of w
were of a recurring nature and are in the opiniomanagement necessary for a fair presentation.

Property and equipment

Property and equipment are recorded at cost. Gaospairs and maintenance are expensed as thegcareed. Major repairs that extend
useful life of equipment are capitalized and dejated over the remaining estimated useful life. Wipeoperty and equipment are solc
otherwise disposed, the related costs and accuedutipreciation are removed from the respectiveuads and the gains or losses real
on the disposition are reflected in operations. Toepany uses the straigite method in computing depreciation for finanaiaporting
purposes.

Revenue Recognition

We use the sales method of accounting for oil eatdral gas revenues. Under this method, revengerseaognized based on actual volu
of gas and oil sold to purchasers. The volumes swdg differ from the volumes to which we are eatitlbased on our interests in
properties. Differences between volumes sold anidexhvolumes create oil and gas imbalances whighgenerally reflected as adjustm:
to reported proved oil and gas reserves and futasé flows in our supplemental oil and gas diselEsulf our excess takes of natural ge
oil exceed our estimated remaining proved resefees property, a natural gas or oil imbalanceiligbis recorded in the consolidat
balance sheet. There were no such imbalance tiabiliecorded at June 30, 2011 and December 30, 201

Allowance for Doubtful Accounts

We recognize an allowance for doubtful accountsrisure trade receivables are not overstated duecillectability. Bad debt reserves
maintained for all customers based on a varietfacotors, including the length of time receivables past due, macroeconomic conditi
significant onetime events and historical experience. An additioaaerve for individual accounts is recorded wikanbecome aware o
customer's inability to meet its financial obligats, such as in the case of bankruptcy filingseterdoration in the customer's operating re:
or financial position. If circumstances related ¢astomers change, estimates of the recoverabilityeoeivables would be furtt
adjusted. There were allowance for doubtful act®balances at June 30, 2011 and December 31, 2010.

Fair Value of Financial Instruments

The Companys financial instruments consist of cash and caslivatgnts, accounts receivable, other assets, fassets, derivative liabilit
deferred revenue, accounts payable, accrued tiabilind shorterm debt. The estimated fair value of cash, attoreceivable, other ass
accounts payable, deferred revenue and accrueditigsb approximated their carrying amounts duethe shortterm nature of the:
instruments. The carrying value of shtetm debt also approximates fair value since tteems are similar to those in the lending marke
comparable loans with comparable risks. None @$¢hinstruments are held for trading purposes.




The Company utilizes various types of financingfuad its business needs, including debt with wasaitached and other instrume
indexed to its stock. The Company reviews its ats and conversion features of securities issseth avhether they are freestanding
contain an embedded derivative and if so, whethey are classified as a liability at each reportegiod until the amount is settled i
reclassified into equity with changes in fair vateeognized in current earnings.

Inputs used in the valuation to derive fair value elassified based on a fair value hierarchy whiistinguishes between assumptions b
on market data (observable inputs) and an entity's assumptions (unobservable inputs). The hiByaconsists of three levels:

e Level one - Quoted market prices in active markets for idehtsaets or liabilities

e Level two — Inputs other than level one inputs that are eitlgrctly or indirectly observable; ai

« Level three— Unobservable inputs developed using estimatésaasumptions, which are developed by the repoetntigy and
reflect those assumptions that a market participantid use

Determining which category an asset or liabilitiisfavithin the hierarchy requires significant judgm. The Company evaluates its hiera
disclosures each quarter. The following table gmésall assets that were measured and recogrtifaid walue as of June 30, 2011 and for
three months then ended on a menurring basis. The assets shown below were pegseat fair value due to the impairment ana
indicating an estimated fair value below the cangyalue for the proved oil and gas properties.

Fair value of assets measured and recognizedratgiagie on a non-recurring basis as of June 301 2&4re as follows:

Total Realize Total

(Loss) dueto  Unrealized
Description Level 1 Level 2 Level 3 valuation (Loss)
Proved Properties (net) $ — % — $ 483,32. $ — $ —
Totals $ — $ — $ 48332 $ — 3 —

The Company valued the Proved Properties at th&ivalue in accordance with the applicable AccounStandards Codification (“ASC”
standard due to the impairment indicators prevadsnif June 30, 2011. The inputs that were useetiermining the fair value of these as
were Level 3 inputs. These inputs consist of batrat limited to the following: estimates of reseuantities, estimates of future produc
costs and taxes, estimates of consistent pricingpofmodities, 10% discount rate, etc. No impairmexgense was recorded as of June
2011.

Concentrations

There is a ready market for the sale of cruderddl matural gas. During the six months ended Jun@@0L, each of our fields sold all of its
production to one purchaser for each field andalks natural gas production to one purchaserefach field. However, because alter
purchasers of oil and natural gas are readily abhil at similar prices, we believe that the losamf of our purchasers would not hay
material adverse effect on our financial results

Accounting estimates

The preparation of financial statements in confoymiith GAAP requires management to make estimates assumptions that affect
reported amounts of assets and liabilities andlalisce of contingent assets and liabilities at diage of the financial statements and
reported amounts of revenues and expenses duenggtinds reported. Actual results could diffenfrthese estimates.

Significant estimates include volumes of oil andunal gas reserves used in calculating depletioprofed oil and natural gas propert
future net revenues and abandonment obligationsainment of proved and unproved properties, fulnceme taxes and related assets
liabilities, the fair value of various common stoekarrants and option transactions, and contingsneil and natural gas reserve estim
which are the basis for unit-@icoduction depletion and the calculation of impan have numerous inherent uncertainties. Theracgw
any reserve estimate is a function of the qualityavailable data, the engineering and geologictdrpretation and judgment. Results
drilling, testing and production subsequent todhée of the estimate may justify revision of sustineate. Accordingly, reserve estimates
often different from the quantities of oil and natugas that are ultimately recovered. In additi@serve estimates are vulnerable to che
in wellhead prices of crude oil and natural gasiSorices have been volatile in the past and cagxpected to be volatile in the future.




These significant estimates are based on currenngstions that may be materially affected by changduture economic conditions sucl
the market prices received for sales of volumesibfind natural gas, interest rates, the fair valtighe Company common stock ai
corresponding volatility, and the Compasydbility to generate future taxable income. Futhanges to these assumptions may affect
significant estimates materially in the near term.

Oil and natural gas properties

The Company accounts for its oil and natural gap@rties using the successful efforts method obasting. Under this method, all cc
associated with property acquisitions, successfplogatory wells, all development wells, includicigy hole development wells, and a
retirement obligation assets are capitalized. Aolditlly, interest is capitalized while wells arergedrilled and the underlying property i<
development. Costs of exploratory wells are cagitdl pending determination of whether each well fessilted in the discovery of pro\
reserves. Oil and natural gas mineral leaseholtsare capitalized as incurred. Items charged perese generally include geological
geophysical costs, costs of unsuccessful explorat@ils, and oil and natural gas production coS@pitalized costs of proved proper
including associated salvage are depleted on ahyellell or field-by-field (common reservoir) bagising the units-offroduction methc
based upon proved producing oil and natural gasves. The depletion rate is the current periodiypction as a percentage of the total pre
producing reserves. The depletion rate is appliethé net book value of property costs to calcuthéedepletion expense. Proved rese
materially impact depletion expense. If the proveserves decline, then the depletion rate (theattehich we record depletion exper
increases, reducing net income. Dispositions lofimd natural gas properties are accounted fodmstments to capitalized costs with gail
loss recognized upon sale. A gain (loss) is reizeghto the extent the sales price exceeds ossstlean original cost or the carrying value
of impairment. Oil and natural gas propertiesas® subject to impairment at the end of each tegpperiod. Unproved property costs
excluded from depletable costs until the relategperties are developed. See impairment discussétoing-lived assets and intangil
assets” below.

We depreciate other property and equipment usiegtifaight-line method based on estimated usefes lianging from five to 10 years.

Longlived assets and intangible assets

The Company accounts for intangible assets in decme with the applicable ASC. Intangible asHsis have defined lives are subjec
amortization over the useful life of the assettarigible assets held having no contractual facorher factors limiting the useful life of 1
asset are not subject to amortization but are wadeat least annually for impairment or when inthca suggest that impairment may
needed. Intangible assets are subject to impairnesmew at least annually or when there is andatibon that an asset has been impa
While there are prospects for possible capital fiongpdeither debt or equity), much is left to therk® and outside instability. As such, at
time, management cannot anticipate with a comftetalegree of certainty if the appropriate amounfusiding will be achieved and a
funding will be diverted fully to its exploratiome production activities. For unproved propertgtspmanagement reviews these investn
for impairment on a property-by-property basis ifiggering event should occur that may suggegtithpairment may be required.

The Company reviews its loriyed assets for impairment whenever events or gbain circumstances indicate that the carryinguarof
an asset may not be recoverable. If the carryinguanof the asset, including any intangible asastociated with that asset, exceec
estimated future undiscounted net cash flows, tbmgany will recognize an impairment loss equalhe difference between its carry
amount and its estimated fair value. The fair valsed to calculate the impairment for producingaaiti natural gas field that produces frc
common reservoir is first determined by comparihg tndiscounted future net cash flows associat¢ld tetal proved properties to
carrying value of the underlying evaluated propelftyhe cost of the underlying evaluated propéstin excess of the undiscounted future
cash flows, the future net cash flows are discaliatel0%, which the Company believes approxima@s/alue, to determine the amoun
impairment.

The Company recorded no impairment for the threkesimmonths ended June 30, 2011.

Asset retirement obligation

In accordance with the ASC, the Company recognibesfair value of the liability for asset retiremtecosts in an entitg’ balance sheet,
both a liability and an increase in the carryinduea of such assets, in the periods in which siadfilities can be reasonably estimated.
present value of the estimated future asset retintmbligation (“ARQ”"),as of the date of acquisition or the date at whicguccessful well
drilled, is capitalized as part of the costs ofvam oil and natural gas properties and recorded kebility. The asset retirement costs
depleted over the production life of the oil andunal gas property on a unit-of-production basis.

10




The ARO is recorded at fair value and accretione@sp is recognized as the discounted liabilitycigreted to its expected settlement ve
The fair value of the ARO liability is measured bsing expected future cash outflows discounteth@tGompanys credit adjusted risk fr
interest rate.

Amounts incurred to settle plugging and abandonmétigations that are either less than or gredten tamounts accrued are recorded
gain or loss in current operations. Revisionsrevipus estimates, such as the estimated cosutpeplvell or the estimated future econc
life of a well, may require adjustments to the AR@I are capitalized as part of the costs of praileahd natural gas property.

Income taxes

The Company accounts for income taxes in accordantte ASC 740 “Income TaxesWhich requires an asset and liability approact
financial accounting and reporting of income taxd3eferred income taxes reflect the impact of terapy differences between the amour
assets and liabilities for financial reporting pesps and such amounts as measured by tax lawgguldtions. Deferred tax assets include
loss and credit carry forwards and are reduced bgla@ation allowance if, based on available evigentis more likely than not that so
portion or all of the deferred tax assets will hetrealized.

On January 1, 2007, the Company adopted the Fialaficcounting Standards Board (“FASBTfjterpretation on accounting for uncertaint
income taxes. The interpretation prescribes a ureasent process for recording in the financialestants uncertain tax positions takel
expected to be taken in a tax return. Additionallye interpretation provides guidance regardingeuain tax positions relating
derecognition, classification, interest and peaaltiaccounting in interim periods, disclosure aaddition. The Company will classify €
interest and penalties associated with income tagésterest expense.

Stock based compensation

Beginning January 1, 2006, the Company adopted&#®B standard for accounting for stock based corsgton to account for its issual
of warrants to key partners, directors and offic&fse standard requires all shdo&sed payments, including employee stock optioas;amt:
and restricted stock, be measured at the fair vallube award and expensed over the requisite s=period (generally the vesting peris
The fair value of common warrants granted to kestngas, directors and officers is estimated atdage of grant using the Blacehole
option pricing model by using the historical voi&fi of comparable public companies. The calculatadso takes into account the comr
stock fair market value at the grant date, thea@serprice, the expected life of the common stquiom or warrant, the dividend yield and
risk-free interest rate.

The Company from time to time may issue stock oystiovarrants and restricted stock to acquire gawdservices from third partie
Restricted stock, options or warrants issued azerded on the basis of their fair value, which sasured as of the date issued. The of
or warrants are valued using the Bl&&holes option pricing model on the basis of theketgprice of the underlying equity instrument be
“valuation date,” which for options and warranttated to contracts that have substantial disingestto norperformance, is the date of
contract, and for all other contracts is the vestlate. Expense related to the options and wariamécognized on a straiglite basis ove
the shorter of the period over which services areetreceived or the vesting period.

The Company recognized stobksed compensation expense from warrants grantdideictors for the three and six months ended B,
2011 was $16,240 and $35,200, respectively.

Earnings per share

Basic earnings per share are computed using tightee average number of common shares outstanBihged earnings per share refl
the potential dilutive effects of common stock emients such as options, warrants and convertidatargties. The Company showed posi
net income of $206,487 for the six months endee B 2010 which resulted from a otiree gain on a settlement with a former office
$404,623. Had the gain not occurred, the Companyldvhave shown a net loss of $197,776 for thensiaths ended June 30, 2010.
avoid possible confusion surrounding the effedhaf onetime gain, basic and diluted net income and net p@s share are the stated as t
the same when the net income is the result of atioreegain. Given the historical and projected fatiosses of the Company, all potenti
dilutive common stock equivalents are anti-dilutive
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Note 3 — Oil and natural gas properties
Oil and natural gas properties are comprised ofdhewing as of:

June 30 December 3:

2011 2010
Option on oil and gas propel $ 25,000 $ 25,00(
Drilling in process cost 308,16° -
Proved propert— drilled wells 1,753,02 1,753,02
Proved property — purchased wells 3,015,32. 3,015,32;
Total oil and natural gas properties, ¢ 5,101,51! 4,793,34
Less: accumulated depletion and impairment (4,285,02)  (4,254,61)
Oil and natural gas properties, net $ 816,48 $  538,72¢

Drilling in process costs for the six months endade 30, 2011 reflects the acquisition costs amasloare of the operating and drilling cc
for our respective working interest in a producingll operated by CO Energy, a working interesthi@ Tunis Creek project operated byFV-
Petroleum Inc., a working interest in the Alwan Weatural gas prospect in Wharton County, Texasaipd by Miramar Petroleum, Inc., ¢
the Atwood oil project in Hughes County, Oklahombn each case, participation in the operatingcosts part of the respective considere
given in the acquisition.

Note 4 —Loans payable to related parties

On March 24, 2011 the former CEO and shareholdévedahis claim to his loan payable as part of a pahensive settlement agreen
with the Company (see Note 7). The Company redlizgain on settlement of $404,623 at DecembeR@10 as a result of the cancella
of this debt.

Note 5 — Unsecured notes payable to related parties

Unsecured notes payable to related parties welialass as of:

December 3:
June 30, 201 2010
Note payable to an affiliate of a shareholder aingictor, unsecured, 10% interest payable at matdtie ol
March 31, 2011 was settled for cash on March 25120 - 50,00(
Total notes payable to related parties $ - $ 50,00(

Note 6 — Line of credit payable to Wells Fargo Bank

On October 7, 2008, the Company executed an uregd&usiness Line of Credit Agreement with WellsgeaBank, National Associatic
The Credit Agreement provides the Company witina bf credit facility in the aggregate amount 06 F®%1. Interest on the loan is pay:
monthly, at the rate of 10.0% per annum. The diheredit was personally guaranteed by the Comigaoymer CEO and shareholder.

During the three months ended December 31, 2080Ctmpany defaulted on its monthly loan paymentd/&édls Fargo Bank and the Ic
was referred to the Wells Fargo Baskvorkout department. The Company has negotiatesifarmal repayment program with the Wi
Fargo Banks workout department whereby the Wells Fargo Baitlknat institute collection actions provided th@@pany continues to ma
monthly principal payments of $2,200 monthly to Weétargo Bank. As of June 30, 2011, the Companyaua®nt on the workout terms
this line of credit. The note was settled forlcaa August 4, 2011.

December 3!
June 30, 201 2010

Line of credit payable to Wells Fargo Bank, 10%iest payable at maturity, currently in workoutgha $ 62,487 $ 68,66
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Note 7 — Separation Settlement Payable to former fider and shareholder

On May 15, 2009, the Company entered into a “Sejpardgreement and General Release of Claims” \dith Fullenkamp (“Fullenkampp”
and the Virgin Family Trust. The terms of the Agmreent include (a) termination of an employment agrent between the Company
Fullenkamp; (b) payment of all accrued salariegeimbursed expenses, and shareholder advanceoysivimade by Fullenkamp;
reduction of shareholder advances from estimatddnba owed at the time of settlement of $1,665,87% balance of $500,000 (
“Separation Settlement”)dj Payment terms of the Separation Settlement 6f8D monthly commencing June 1, 2009, and payal®e ¢
fifty (50) month period, including imputed interest the rate of 3.52% per annum; (e) cancellatib,000,000 shares of preferred st
convertible at the rate of 100 shares of commaniogkup agreement with respect to all shares ovdiesttly or indirectly by Fullenkamp f
a period of five years, (e) Fullenkamp was to coapewith the Company to recover misappropriatetiéuand agreed to bring litigation
induce others to bring litigation against the Compa

At the time of the agreement, Fullenkamp was ovedsum of approximately $1,665,375 in shareholdeaaces which were settled
$500,000, resulting in a gain on the settlemerihisfdebt of $1,199,748. After the first paymeh$b0,000 the Company recorded a disc
of 3.25% on $490,000, the minimum federal ratehmnamount of $34,373 against the note. The disasuarnortized to interest expense ¢
the period of estimated maturity. During the yeadad December 31, 2009, the Company recorded gttexpense of $8,997 and the note
an unamortized discount of $24,476. During the yated December 31, 2009, the Company paid $5h0the principal of the Separati
Settlement, reducing the outstanding balance 8eoémber 31, 2009 to $404,623.

During the year ended December 31, 2009, Fullenkidleghba lawsuit against the Company. The Comparsequently filed a lawsuit agai
Fullenkamp and others on January 19, 2010, in Mitl@ounty, Texas.

On March 24, 2011 the Company, James Capital Enédg® and other related parties entered into a gefmgnsive Settlement Agreem
with Jon Fullenkamp. Under the Settlement Agredméistory agreed to i) dismiss Jon Fullenkamp frtira Texas lawsuit with prejudice,
provide him with a general release from all actatesl thereto, and iii) pay him $30,000 over 70dain turn, Jon Fullenkamp agreed {
dismiss with prejudice the lawsuit he filed agaitie Company and others in California; ii) trangfer/ictory 2,000,000 shares of Victc
preferred stock; iii) transfer to Victory 400,00@fmants for Victory common stock; iv) transfer tmmkes Capital Energy, LLC 16,144.!
shares of Victory common stock; v) voluntarily appéor his deposition to discuss events that oecuat the AdamB8aggett Ranch; v
waive the claim he had to the $430,000 severangm@at under the May 15, 2009 Separation Agreensemd; vii) provide Victory Jam
Capital Energy, LLC and other related parties waitheneral release.

Note 8 — Liability for Unauthorized Preferred StockIssued

During the year ended December 31, 2006, the Coyngathorized 10,000,000 shares of Preferred Stomhvertible to common stock at
rate of 100 shares of common for every share deped. During 2006, the Company issued 715,51 7eshaf this preferred stock for cast
$246,950. The Company subsequently issued additipreferred stock and had several preferred sbltefs converted their shares i
common stock during the years ended December 3B, 2008, and 2007.

During the course of the Company’s internal ingegtion, it was determined by the Companiggal counsel that the preferred shares he
been duly authorized by the State of Nevada. Sime€€ompany had issued and received consideraiicthé preferred stock, notwithstand
that the stock was not legally authorized, the Camypreclassified the preferred stock into a lisillThe Company has offered to settle
debt with the remaining holders of the unauthoripegferred stock by honoring the terms of conversib one share of preferred into :
shares of common stock.

On April 25, 2011, 155,000 shares of the Compapregerred stock held by three affiliates of the @amy were converted to 15,500,
shares of the Company’s common stock in accordaitbethe terms on which such preferred stock hantmonverted.

The preferred stock liability consisted of the doling as of:

December 3!
June 30, 201 2010
Liability for unauthorized preferred stock $ 32,16¢ $ 85,65/

13




Note 9 — Senior Secured Convertible Debentures

Between October 15, 2010, and July 25, 2011, thepgany entered into agreements with 47 accreditedstors for the cash sale by
Company of an aggregate of $2,917,275 of 10% Se®dmured Convertible Debentures (the “Debenturesiich are convertible into |
aggregate of 583,455,000 shares of the Compaoginmon stock at a conversion price of $0.005sbare of common stock, subjec
adjustment. The maturity date of the DebentureSdptember 30, 2013, but may be extended at ttee distretion of the Company
December 31, 2013. The Debentures are immediateiyertible by the holder into shares of the Comgfmeommon stock at a convers
price of $0.005 per share, subject to customarysadients for stock splits, stock dividends, recdigitions and the like. The Company
the right to force conversion of the Debentureaifjong other things, the closing sales price ofGbepanys common stock is equal to
exceeds $0.025 for twenty (20) consecutive tradiags. In connection with this offering, the Compatso issued five (5) year warrant:
purchase an aggregate of 2,917,275 shares of tp&7tys common stock at an exercise price of $0.005 Iperes subject to adjustment
the investors. The cash proceeds of $2,917,276 altocated to working capital. The Debenturessecured under the terms of a Sec
Agreement by a security interest in all of the Camygs personal property. The relative fair value of weaerants and beneficial convers
features of the debentures were determined atrtieedf issuance using the methodology prescribedupsent accounting guidance.

During the three months ended June 30, 2011, thep@ny issued $882,500 of these debentures for cb$#882,500. The Compa
determined the initial fair value of the benefic@nversion feature was approximately $857,416. Chenpany also determined that
relative fair value of the warrants upon issuanas 25,084 which was calculated under a Blackeles option pricing model using
assumptions an expected life of 5 years, a stotdtility ranging from 679.1% to 682.9% , a risk drinterest rate ranging from 1.74%
2.2%, and no expected dividend yield. The initat #alue of the warrants of $25,084 and the beraftonversion feature of $857,416 w
recorded by the Company as a financing discou882,500 which the Company is amortizing to inteexpense over the life of the notes.

On June 30, 2011, $1,112,500 of the convertibleedielves were converted into 222,500,000 sharebeofCompanys common stock
accordance with the terms of the debentures.

Senior secured convertible debentures consigtdadollowing as of:

June 30, December 3!
2011 2010
Convertible debentures, interest at 10% per annayalge quarterly, due September 30, 2013 with
detachable warran $ 2,067,500 $ 275,00(
Convertible debentures, interest at 10% per annayalge quarterly, due September 30, 2013 issued ir
exchange for notes payable and accrued interestated part) 552,27¢ 552,27¢
Convertible debentures converted to common stock (1,112,501 --
Subtotal 1,507,27! 827,27"
Debt discount (1,418,01) (699,93)
Net book value $ 89,26 $ 127,33t

Amortization of the debt discount and related ficiag warrants totaled $98,171 for the six monthdeeinJune 30, 2011.

In May 2011, a majority of the investors in thrévate placement agreed to an amendment propos#telyompany to remove a condition
under which the Company would be required to ueikdty adjust the conversion price of the debemstamed the exercise price of the warrants
if the Company issued securities at a price belmnstated conversion price of $.005 per share.

As the Company did not intend to be unilaterallguieed to adjust the conversion price of the delrest because the conversion g
included in the offering of the debentures is su,lthe Company is treating the amendment as aa@reto the original offering documents.

Note 10 — Shareholders Equity
During the three months ended June 30, 2011, tlenMiog unregistered securities were issued forghmoses noted.

On April 25, 2011, 155,000 shares of the Compapregerred stock held by three affiliates of the @amy were converted to 15,500,
shares of the Company’s common stock in accordaitbethe terms on which such preferred stock hantw®nverted.

On June 30, 2011, $1,112,500 of the face valud®iGompanys 10% Senior Secured Convertible Debentures hekbbgffiliated and si
non affiliated entities were converted to 222,500,8hares of the Company’s common stock in accosdaith the terms of the debentures.

On June 30, 2011, 7,587,671 of the Comparmgmmon stock were issued to six affiliated amdhsin affiliated entities in full satisfaction
the $37,940 in accrued interest on the debentun@gected on that date.

During the three months ended June 30, 2011, weds$0% Senior Secured Convertible Debentures tivithiotal face value of $750,00(C
15 individual or investment entities who are raffiiates of the Company in exchange for $750,000e debentures are convertible
150,000,000 shares of common stock at a convepsioa of $0.005 per share.
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During the three months ended June 30, 2011, wedswarrants to purchase a total of 750,000 shafresmmon stock to 15 individual
investment entities who are naffiliates of the Company at an exercise price @D$5 as part of the terms of the sale of the delbes. Th
warrants are convertible into 750,000 shares ofimpany’s common stock.

During the three months ended June 30, 2011, weds$0% Senior Secured Convertible Debentures tivithiotal face value of $132,50(C
three individual or investment entities who areiliates of the Company in exchange for $132,5068e THebentures are convertible
26,500,000 shares of common stock at a conversioe pf $0.005 per share.

During the three months ended June 30, 2011, wedswarrants to purchase a total of 132,500 shresmmon stock to three individual
investment entities who are affiliates of the Compat an exercise price of $0.005 as part of thedeof the sale of the debentures.
warrants are convertible into 132,500 shares ofimpany’s common stock.

On June 30, 2011, we agreed to issue warrantsrahg@se a total of 400,000 shares of common stobland members of the Company a
exercise price of $0.01 per share in exchangedniices. Of these warrants, each board member riscteive warrants to purchase 100.
shares. These warrants will be issued by us tinthieiduals on December 31, 2011.

Note 11 — Income Taxes

As a result of net operating losses and the irntgidi record a benefit for its deferred income @agets, the Company has no income tax
provision for the six months ended June 30, 201fbrothe year ended December 31, 2010.

The Internal Revenue Code of 1986, as amended,siespsubstantial restrictions on the utilizatiomef operating losses in the event o
“ownership change” of a corporation. Accordinglygompanys ability to use net operating losses may be lidnée prescribed under Inter
Revenue Code Section 382 (“IRC Section 38Eyents which may cause limitations in the amounthaf net operating losses that
company may use in any one year include, but atelimited to, a cumulative ownership change of mtran 50% over a thregai
period. There have been transactions that havegeldathe Compang’ownership structure since inception that may hagalted in one 1
more ownership changes as defined by the InteraaéRuie Code of 1986.

At December 31, 2010, the Company had availgiecximately $2,896,000 in Federal and state netaimg loss to reduce future taxable
income. The Federal net operating loss carry foiviagins to expire in 2025.

Given the Company’s history of net operating lossegnagement has determined that it is more-likedyrnot the Company will not be al
to realize the tax benefit of the carry forwardsiri@nt standards require that a valuation allowdrecestablished when it is more likely t
not that all or a portion of deferred tax assetsmat be realized.

Accordingly, the Company has recorded a full vabratallowance against its net deferred tax assetfSegember 31, 2010. Upon
attainment of taxable income by the Company, mamagé will assess the likelihood of realizing the beenefit associated with the use of
carry forwards and will recognize a deferred teseasit that time.

Accounting principles generally accepted in thetethiStates requires the recognition of a defera&diability for the tax benefit associa
with the beneficial conversion feature relatedhi® Companys 10% Senior Secured Convertible Debentures. €hefizial conversion vali
is created whenever the market price of the Comipastpck is less than the conversion price of tHeedtures. The resulting deferred
liability is designed to reflect the potential tevedit associated with the difference between tsishof the debentures for accounting purg
and the basis of the debentures for tax purposesn@the three and six months ended June 30, 28&@1Company recognized a benefi
$331,927 and $390,032, respectively, as a restiftioflifference.

Note 12 — Subsequent Event
On August 5, 2011, the company settled the litagathat it filed on March 18, 2011, against itsnfier independent public accounting fi

John Kinross-Kennedy, for professional negligenthe Company executed a Settlement Agreement artiddlIRelease with Mr. Kinross-
Kennedy as the matter has been satisfactorilyvedol
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Item 2. Management'’s Discussion and Analysis of Famcial Condition and Results of Operations

The following discussion is intended to assist yownderstanding our business and results of dpesatogether with our present finan
condition. This section should be read in conjwrctivith our consolidated financial statements amel accompanying notes incluc
elsewhere in this report. Statements in our disongmay be forward-looking statements. These foddaoking statements involve risks &
uncertainties. We caution that a number of factweld cause future production, revenues and expetwsaliffer materially from ot
expectations.

The following is managemeistdiscussion and analysis of certain significaotdies that have affected certain aspects of oanfiral positiol
and results of operations during the periods inetuoh the accompanying audited consolidated firdratatements. You should read thi
conjunction with the discussion under “Financigbhmation” and the audited consolidated financial statememisided in our Annual Rept
on Form 10-K for the years ended December 31, 2002009.

Forward Looking Statements

This Quarterly Report on Form 10-Q contains forwlmaking statements concerning our beliefs, plargediives, goals, expectatio
anticipations, estimates, intentions, operationgré results and prospects, including stateméras include the words “may,” “could,”
“should,” “would,” “believe,” “expect,” “will,” “shall,” “anticipate,” “estimate,” “intend,” “plan” ad similar expressions. These forward-
looking statements are based upon current expeetadind are subject to risk, uncertainties andnggtons. Should one or more of these 1

or uncertainties materialize, or should underlyaggumptions prove incorrect, actual results may vaaterially from those anticipatt
estimated, expected, projected, intended, commiditdetlieved. We provide the following cautionatgtement identifying important factc
(some of which are beyond our control) which coeddise the actual results or events to differ neterfirom those set forth in or implied

the forward-looking statements and related assumgti

" o« ” o, n o« " ow ” o« "o

General Overview

We are an independent oil and natural gas compaggged in the production, acquisition and explmitabf oil and natural gas propert
through our partnership with Aurora Energy Partnéfte are geographically focused on the onshor¢edribtates. Our operational focu
the acquisition, through the most cost effectiveangepossible, of production or near productioraail natural gas field assets. Our arei
operation include Crockett County and South Paslendl, Texas.

Our revenue, profitability, cash flow, oil and natlugas reserves value, future growth, and ahkifitiporrow funds or obtain additional capi
as well as the carrying value of our properties,sarbstantially dependent on prevailing pricesatfiral gas and oil. Historically, the mark
for natural gas and oil have been volatile, and¢hmarkets are likely to continue to be volatilehie future. It is impossible to predict fut
natural gas and oil price movements with certaiRtyces for natural gas and oil are subject to ligdetuations in response to relatively mi
changes in the supply of and demand for naturahgdoil, market uncertainty, and a variety of &ddal factors beyond our control.

Going Concern

As presented in the consolidated financial statésmeve had a net loss of $1,899,149 for the sixttroended June 30, 2011. Almost ha
the loss results from non-cash accounting chargkged to the sale and conversion of the Comman@% Senior Secured Convert
Debentures. The cash proceeds from the debenhares allowed the Company to continue operations iamdst in new oil and g
properties. The Company also incurred signifiGaadounting, consulting, audit and legal expensesxirmonth period ended June 30, 2I
associated with bringing the Company current orsésurity and Exchange Commission filings. Lossesexpected to continue in the r
term and, as of June 30, 2011, the Company hadictde its working capital of $1,413 and an acauated deficit of $34,036,74(
Management anticipates that significant additiooapital expenditures will be necessary to develop €ompanys oil and natural gi
properties before significant positive operatingtcllows will be achieved.

Management plans to alleviate these conditions Umgying business partnering arrangements for tlg@isiion and development of
properties as well as debt and equity funding thoprivate placements. Without outside investmemnfthe sale of equity securities, ¢
financing or partnering with other oil and natugals companies, operating activities and overheaéreses will be reduced to a pace
available operating cash flows will support.

16




Three Months Ended June 30, 2011 Compared to the Té&e Months Ended June 30, 2010

Our revenue, operating expenses, and net incomihdothree months ended June 30, 2011 as compatee three months ended June
2010 were as follows:

Percentag
Three Months Ended June
30, Change
2011 2010 Change Inc (Dec)
REVENUES $ 109,83( $ 118,92¢ $ (9,09¢) (7.7%)
COSTS AND EXPENSE:
Costs of productio 67,03: 39,90 27,127 68.(%
General and administrative expel 473,69: 186,77: 286,91¢ 154%
Depletion and accretion 18,40: 24,98 (6,587) (26.2%)
Total expenses 559,12¢ 251,66: 307,46! 122%
LOSS FROM OPERATIONS (449,296 (132,73)) (316,56 (23&%)
OTHER INCOME AND EXPENSE
Interest expense 965,30: 10,86¢ 954,43 8,781%
Total other expense 965,30: 10,86¢ 954,43:
INCOME (LOSS) BEFORE TAX BENEFI (1,414,59) (143,60)  (1,270,99) (885%)
TAX BENEFIT 331,92° - $ 331,92
NET INCOME (LOSS) $ (1,082,67) $ (143,60) $ (939,07() (654%)
Weighted average shares, basic and diluted 150,660,14 136,719,60
Net loss per share, basic and diluted $ (0.01) $ (0.00)

Revenues : All of our revenue was derived from the sale tffamd natural gas. Our revenues decreased $@0987% to $109,830 for t
three months ended June 30, 2011 from $118,928éothree months ended June 30, 2010. The deareffsets a decline in volume of ¢
sold to 16,352 MCF (thousand cubic feet) in the¢hmonths ended June 30, 2011 compared to 21,032fbtGhe three months ended J
30, 2010 offset by an in increase in the averadgaralagas price received of $6.61 per MCF for thee¢ months ended June 30, Z
compared to $5.73 for the three months ended JOn2C0. The decline in gas production is attriblgéao the normal productivity decli
that occurs with these types of wells over time.

Costs of Production: Our cost of productionincluding royalties, lease, operations, productexes and expenses increased $27,127 ol
to $67,031 for the three months ended June 30, #0ir1$39,904 for the three months ended June @D).2 This increase is due to additic
operating expenses and other one-time chargesiatezbwith on-going well production.

General and Administrative Expense: General and administrative expenses increased, $P8@r 154% to $473,693 for the three mo
ended June 30, 2011 from $186,774 for the threetmsaended June 30, 2010. The increase refleutsrder of ondime charges includir
accounting, auditing, and legal expenses to btiiegGompany current on its SEC filings, and thedase in salaries and expenses asso
with the opening of the Austin office in Januar@12.

Depletion and Accretion: Depletion, accretion, and depreciation declineb®b or 26.3% to $18,402 for the three months enllenk 3(

2011 from $24,983 for the three months ended Jine2B10. The decrease was due to the lower anmfuasset cost basis available
deplete following the impairment adjustment of 2010
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Interest Expense : Interest expense increased $954,434 to $965808é three months ended June 30, 2011 from $20@6the thre
months ended June 30, 2010. Of this amount, $904&dresents the amortization of the mash debt discount associated with the sali
conversion of the 10% Senior Secured Debentures$&0J963 represents the actual interest expenseoduine 10% Senior Secul
Convertible Debentures and the bank line of credit.

Income Taxes : There is no provision for income tax recordeddaher the three months ended June 30, 2011 dhéthree months enc
June 30, 2010 due to the expected operating laxfsbeth years. We had available Federal incomengtxoperating loss (“NOL"farry
forwards of approximately $5,472,000 at December2B10. Our NOL generally begins to expire in 208 recognize the tax benefit
NOL carry forwards as assets to the extent thatagament believes that the realization of the NQOkyctrward is more likely than not. T
realization of future tax benefits is dependentoam ability to generate taxable income within trerg forward period. This valuati
allowance is provided for all deferred tax assets.

The Company recognized a tax benefit of $331,92% tduthe timing difference in tax effect betweer #ttcounting and tax basis of
Company’s 10% Senior Secured Convertible Debentolesand converted during the three month penatbd June 30, 2011.

Net Loss: We had a net loss of $1,082,672 for the three hwended June 30, 2011 compared to a net losAS{&I2 for the three mont

ended June 30, 2010, Of this loss, approximateh6%63 represents a net decrease in operatingimenmd $954,434 represents increas
cash and non cash financing interest costs. Thibsag should be viewed in light of the cash flaanf operations discussed below.
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Six Months Ended June 30, 2011 Compared to the Skonths Ended June 30, 2010

Our revenue, operating expenses, and net incorss) (for the six months ended June 30, 2011 as cemhpa the six months ended June
2010 were as follows:

Percentag
Six Months Ended June 3 Change
2011 2010 Change Inc (Dec)
REVENUES $ 218,15( $ 268,29¢ $ (50,149 (18.7%0)
COSTS AND EXPENSE:
Costs of productio 136,19: 51,78¢ 84,40¢ 165%
General and administrative expel 1,162,122, 345,20: 816,91¢ 237%
Depletion and accretic 30,60¢ 49,96¢ (19,367 (38.8%)
Loss (gain) on settlements - (404,62 404,62: n/m
Total expenses 1,328,91 42,33 1,286,58! 3,03%%
INCOME (LOSS) FROM OPERATIONS (1,110,761 225,96¢ (1,336,739 (591)%
OTHER INCOME AND EXPENSE
Interest expense 1,178,41! 19,121 1,159,29. 6,06%%
Total other expense 1,178,41! 19,121 1,159,29.
INCOME (LOSS) BEFORE TAX BENEFI (2,289,18) 206,84" (2,496,02) (1,207%)
TAX BENEFIT 390,03 - $ 390,03
NET INCOME (LOSS) $ (1,899,14) $ 206,84 $ (2,105,99) (1,01¢%)
Weighted average shares, basic and diluted 143,728,388 136,719,60
Net loss per share, basic and diluted $ (0.01) $ 0.0C

Revenues : All of our revenue was derived from the sale ibfamd natural gas. Our revenues decreased $5@y129.7% to $218,150 for t
six months ended June 30, 2011 from $268,299 stk months ended June 30, 2010. The decredsetsed decline in volume of gas <
to 33,982 MCF (thousand cubic feet) in the six rhergnded June 30, 2011 compared to 42,438 MCHdéosik months ended June 30, 2
offset by the increase in the average natural gas peceived of $6.71 per MCF for the six monthdesl June 30, 2011 compared to $6.4
the six months ended June 30, 2010. The decligasrproduction is attributable to the normal praity decline that occurs with these ty
of wells over time.

Costs of Production: Our cost of productionincluding royalties, lease, operations, productaxes and expenses increased $84,405 or
to $136,191 for the six months ended June 30, 2@t $51,786 for the six months ended June 30, 2010s increase is due to additic
operating expenses and other one-time chargesiatezbwith on-going well production.

General and Administrative Expense: General and administrative expenses increased,$Bd.&r 237% to $1,162,121 for the six mol
ended June 30, 2011 from $345,202 for the six nwatided June 30, 2010. The increase reflectsrderuof onetime charges includir
accounting, auditing, and legal expenses to biiegGompany current on its SEC filings, the legaitcelated to the final settlement with
former officer of the Company, and the increassalaries and expenses associated with the opesatidhe Austin office.
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Depletion and Accretion: Depletion, accretion, and depreciation declinedl,$32 or 38.8% to $30,604 for the six months enhedw 30, 201
from $49,966 for the six months ended June 30, 200ie decrease was due to the lower amount ot aesé basis available to depl
following the impairment adjustment of 2010.

Gain on Settlement: On March 24, 2011, we entered into a compreherSatdement Agreement with Jon Fullenkamp in whiciidhkamy
gave up his claim to several amounts reported bgsuswing to him. The elimination of the claimsrevenade to the financial statement
2010 and reported in the both the 2010 Annual RepoiForm 10-K and the 2010 Quarterly Reports omso10€Q which had not been fili
at the time of the settlement.

Interest Expense : Interest expense increased $1,159,294 to $1,138&@r the six months ended June 30, 2011 from 1®19for the si
months ended June 30, 2010. Of this amount, $4884epresents the amortization of the wash debt discount associated with the sal
conversion of the 10% Senior Secured Debentures$d08,989 represents the actual interest expenseoduthe 10% Senior Secu
Convertible Debentures.

Income Taxes : There is no provision for income tax recordeddither the six months ended June 30, 2011 ohfisix months ended Ju
30, 2010 due to the expected operating lossestbfyears. We had available Federal income taxpetating loss (“NOL"arry forwards ¢
approximately $5,472,000 at December 31, 2010. KDDLt generally begins to expire in 2025. We recogrtize tax benefit of NOL car
forwards as assets to the extent that managembendmethat the realization of the NOL carry fordids more likely than not. The realizat
of future tax benefits is dependent on our abildygenerate taxable income within the carry forwpediod. This valuation allowance
provided for all deferred tax assets.

The Company recognized a tax benefit of $390,032 tduthe timing difference in tax effect betweer #ttcounting and tax basis of
Company’s 10% Senior Secured Convertible Debentolesand converted during the six month perioceentline 30, 2011.

Net Income (Loss): We had a net loss of $1,899,149 for the six moetided June 30, 2011. Of this amount, $1,336\W&l from a n¢
decrease in operating income and $1,159,294 wasifforeased cash and non cash financing interets.co

For the six months ended June 30, 2010, we hathcaine of $206,847 due primarily to the dimae gain of $404,623 on the settlement
our former executive officer. Without the otime gain we would have incurred a net loss of $19§ for the six months ended June
2010. This net income should be viewed in lighthaf cash flow from operations discussed below.

During the six months ended June 30, 2011, asthittsix months ended June 30, 2010, we did notrgempositive cash flow from normal
operations. As a result, we funded our operatibraugh the private sale of equity and debt sdestithe issuance of our securities in
exchange for services, and loans.

Liquidity and Capital Resources
The global financial and credit crisis may have impacts on our liquidity and financial condition that we currently cannot predict.

The continued credit crisis and related turmoithie global financial system may have a materialdaotn our liquidity and our financ
condition, and we may ultimately face major challes if conditions in the financial markets do maprove. Our ability to access the caj
markets or borrow money may be restricted at a tilhen we would like, or need, to raise capital,chhitould have an adverse impact on
flexibility to react to changing economic and bwsia conditions and on our ability to fund our ofilers and capital expenditures in
future. Additionally, the current economic situatioould lead to reduced demand for natural gasodndr further reductions in the prices
natural gas and oil, or both, which could have gatige impact on our financial position, resultsapferations and cash flows. While
ultimate outcome and impact of the current finahcigsis cannot be predicted, it may have a mdtadaerse effect on our future liquidi
results of operations and financial condition.

Our cash and cash equivalents, total current ade¢ts assets, total current liabilities, and tdiebilities as of June 30, 2011 as compare
June 30, 2010, are as follows:

June 30
2011 2010
Cash $ 467,71 $ 68,83¢
Total current asse 553,36¢ 172,31¢
Total asset 1,390,99. 942,73’
Total current liabilities 554,77¢ 999,77(
Total liabilities 1,153,44 1,034,74

At June 30, 2011, we had a working capital defiit1,413 compared to a working capital deficit$@27,454 at June 30, 2010. Cur
liabilities decreased to $554,779 at June 30, Z6drh $999,770 at June 30, 2010 primarily due todheversion of short term notes pay:
and accrued interest due a related party to a 1®8@ESecured Debenture.
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Net cash used in operating activities for the sonths ended June 30, 2011 totaled $1,063,684thiezash used in the net loss of $1,89¢
was decreased by $750,198 in raash charges and increased by $85,267 in net Besan the working capital accounts. This comp&y
cash used in operating activities for the six merghded June 30, 2010 of $66,533 after the netiador the period of $206,847 was redt
by $348,627 in non cash charges and offset by &7512changes to the working capital accounts.

Net cash used in investing activities for the signths ended June 30, 2011 was $316,496 of whicB,$80 was used for drilling co
related to the new working interest acquired duthmg period and $8,329 was used in the purchafemfure and equipment for the Aus
office.

Net cash provided by financing activities for tlive months ended June 30, 2011 was $1,736,320hi®&mount, $1,792,500 came from
sale of debentures offset by $56,180 in paymenteams. This compares to $113,295 in cash was geovby financing activities during t
six months ended June 30, 2011 of which $125,06tdeom a related party loan and $11,705 was usedy down loans.

Item 3. Qualitative and Quantitative Discussions Abut Market Risk

As a smaller reporting company we are not requicedrovide the information required by this Itetdowever, we did include market r
factors in our Annual Report on Form 10-K for theay ended December 31, 2010 filed with the SEC ag 16, 2011.

Iltem 4. Controls and Procedures
Evaluation of Disclosure Controls and Procedures

We maintain disclosure controls and procedures ahatdesigned to ensure that information requicelet disclosed in our reports filed
submitted under the Securities Exchange Act of 1@84amended (the “Exchange AciS)recorded, processed, summarized and ref
within the time periods specified in the Securigesl Exchange Commissianfules and forms and that such information is exdated an
communicated to our management, including our paicexecutive officer and principal financial af#ir, as appropriate, to allow tim
decisions regarding required disclosure.

Pursuant to Rule 13a-15(e) under the Exchange thet,Company carried out an evaluation, with thetigipation of the Company’
management, including the Company’s Chief Execu@fBicer (“CEQ”) (the Company's principal executive officer) and CHiamancia
Officer (“CFO") (the Company’s principal financiaind accounting officer), of the effectiveness & Bompanys disclosure controls a
procedures (as defined under Rule 13é) under the Exchange Act) as of June 30, 2Based upon that evaluation, our manage
concluded that our control over financial reportiagd related disclosure controls and procedure® wet effective as our account
processes lacked appropriate segregation of reffjliies necessary for an effective system of int# control. Due to the small size of

company, the CEO of the Company is also the CF@{Company. On the other hand, due to the snmldfi the Company and the ac
involvement of the Board of Directors, we belietiattour lack of segregation of duties and inadexjaantrols over the control environm
does not constitute a material weakness in ourriateontrol.

Changes in Internal Controls
Our management, with the participation of our CERIIC performed an evaluation as to whether any ahamgur internal controls ov
financial reporting occurred during the quarter eshdune 30, 2011. Based on that evaluation, o/CEO concluded that no chai

occurred in the Company's internal controls ovearicial reporting during the quarter ended June26@] that has materially affected, c
reasonably likely to materially affect, the Compangternal controls over financial reporting.
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Part Il
Item 1. Legal Proceedings

We are subject to litigation and claims that havisea in the ordinary course of business, the nitgjaf which have resulted from c
thorough restructuring and turnaround efforts nésgylfrom the malfeasance that occurred in 2008nyaf these claims have b
resolved. Management believes individually sutigdtion and claims will not have a material adeeirapact on our financial position or «
results of operations but these matters are sutgjénherent uncertainties and managensewtw may change in the future. If an unfavor
final outcome were to occur, there exists the filtyi of a material impact on our financial positi and the results of operations for
period in which the effect becomes reasonably esdtie

The following updates the current legal action efaitied in Item 3 of the Annual Report on FormKL.@sr the year ended December 31, 2
filed with the SEC on May 16, 2011.

On August 5, 2011, we settled the litigation thigdf on March 18, 2011, against its former indeggmgublic accounting firm, John Kinross-
Kennedy, for professional negligence. The Compagcuted a Settlement Agreement and Mutual ReledaheMr. KinrossKennedy as tr
matter has been satisfactorily resolved.

Item 1A. Risk Factors

As a smaller reporting company we are not requioegrovide the information required by this Itetdowever, we did include risk factors
our Annual Report on Form 10-K for the year ended¢@nber 31, 2010 filed with the SEC on May 16, 2011

Item 2. Unregistered Sales of Equity Securitiesral Use of Proceeds
During the three months ended June 30, 2011, tlnMiog unregistered securities were issued forghgoses noted.

On April 25, 2011, 155,000 shares of the Compapre$erred stock held by three affiliates of the @amy were converted to 15,500,
shares of the Company’s common stock in accordaitbethe terms on which such preferred stock hantw®nverted.

On June 30, 2011, $900,000 of the face value o€Cmpanys 10% Senior Secured Convertible Debentures beigrigi six non affiliates «
the Company was converted to 180,000,000 sharém dompany’s common stock in accordance witheéhmg¢ of the debentures.

On June 30, 2011, 6,556,438 shares of the Companpisnon stock was issued to six raffiliates of the Company in full satisfaction b
$32,782 in accrued interest on the debentures ctau/en that date.

On June 30, 2011, $212,500 of the face value orapanys 10% Senior Secured Convertible Debentures beigrtgi six affiliates of th
Company was converted to 42,500,000 shares of dhgp@ny’s common stock in accordance with the tevhitee debentures.

On June 30, 2011, 1,031,233 shares of the Compammyhmon stock were issued to six affiliates of @menpany in full satisfaction of t
$5,156 in accrued interest on the debentures ctet/en that date.

During the three months ended June 30, 2011, weds$0% Senior Secured Convertible Debentures tivithiotal face value of $750,00(C
15 individuals or investment entities who are raffiliates of the Company in exchange for $750,000e debentures are convertible
shares of common stock at a conversion price @(&per share.

During the three months ended June 30, 2011, weds®/arrants to purchase a total of 750,000 sh&resmmon stock to 15 individual
investment entities who are non-affiliates of trempany at an exercise price of $0.005 as parteofatms of the sale of the debentures.

During the three months ended June 30, 2011, weds$0% Senior Secured Convertible Debentures tivithiotal face value of $132,50(C
three individual or investment entities who argliates of the Company in exchange for $132,508e @iebentures are convertible into sh
of common stock at a conversion price of $0.005speare.

During the three months ended June 30, 2011, wedswarrants to purchase a total of 132,500 shresmmon stock to three individual
investment entities who are affiliates of the Compat an exercise price of $0.005 as part of thegef the sale of the debentures.

On June 30, 2011, we agreed to issue warrantsrthg@se a total of 400,000 shares of common stobland members of the Company a

exercise price of $0.01 per share in exchangedniices. Of these warrants, each board member riscteive warrants to purchase 100.
shares. These warrants will be issued by us tintheiduals on December 31, 2011.
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Unless otherwise indicated, we relied on the ex@ngdtom registration relating to offerings that dot involve any public offering pursu
to Section 4(2) under the Securities Act of 193 (tAct”) and/or Rule 506 of Regulation D of the Act. We bedi that each investor F
adequate access to information about us througimtiestor’s relationship with us.

Item 3. Default Upon Senior Securities

There is no information required to be reportedaurttis Item.
Item 4. Removed and Reserved

There is no information required to be reportedaurttis Item.
Item 5. Other Information

On August 5, 2011, the Company settled the litayathat it filed on March 18, 2011, against itsnfier independent public accounting fi
John Kinross-Kennedy, for professional negligeritbe Company executed a Settlement Agreement andadliRelease with Mr. Kinross-
Kennedy as the matter has been satisfactorilyvedol

As previously disclosed in prior filings with th&eS, the Company is selling Units to accredited #oes in a private placement, each
consisting of a 10% Senior Secured Convertible Delve and warrant to purchase shares of commok.sftite Company has authorizec
additional increase in the total amount to be dhisethe private placement from $2.0 million to G3nillion. Additionally, the Compar
extended the closing of the private placement fitsramended closing date of June 30, 2011 to AugLis2011.

Iltem 6. Exhibits

31.1 Rule 13i-14(a)/15¢-14(a) Certification of Robert Miranc
31.2 Rule 13i-14(a)/15¢-14(a) Certification of Robert Miranc
32 Section 1350 Certification of Robert Miran

Pursuant to the requirements of the Securities &xgh Act of 1934, the registrant has duly causisdréport to be signed on its behalf by the
undersigned, thereunto duly authorized.

VICTORY ENERGY CORPORATION
Date: August 15, 201

By: /s/ Robert J. Mirand
Robert J. Mirand:
Chief Executive Officer,
Chief Financial Officer,
Chairman, and Directc
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EXHIBIT 31.1
CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER REQUIR ED BY RULE 13(a)-14(a) OF THE
SECURITIES EXCHANGE ACT OF 1934, AS AMENDED,
AS ADOPTED PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Robert J. Miranda, certify that:
1. | have reviewed this Form 10-Q of Vict@&gergy Corporation;

2. Based on my knowledge, this report dagscantain any untrue statement of a material dacmit to state a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nistatdisg with respect to the period
covered by this report;

3. Based on my knowledge, the financialestatnts, and other financial information includedhiis report, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amgtfe@ periods presented in this report;

4, The registrant’s other certifying offi€rand | are responsible for establishing and taaiimg disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}%nd internal control over financial reportirag defined in Exchange Act Rule 13a-15
(f) and 15d-(f)) for the registrant and have:

(a) Designed such disclosure controls and proesdwr caused such disclosure controls and proeedoibe designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgibsidiaries, is made known to us by others
within those entities, particularly during the metin which this report is being prepared,;

(b) Designed such internal control over finanegdorting, or caused such internal control oveafirial reporting to be designed under
our supervision, to provide reasonable assuramgading the reliability of financial reporting attte preparation of financial statements for
external purposes in accordance with generallygiedeaccounting principles;

(c) Evaluated the effectiveness of the registeagiSsclosure controls and procedures and presamtad report our conclusions about
effectiveness of the disclosure controls and pros] as of the end of the period covered by #psnt based on such evaluation; and

(d) Disclosed in this report any change in thastegnt’s internal control over financial reportititat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fotdigbal quarter in the case of an annual repod) tias materially affected, or is reasonably
likely to materially affect, the registrant’s intedl control over financial reporting; and

5. The registrant’s other certifying offi¢€rand | have disclosed, based on our most res@thation of internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

(a) All significant deficiencies and material weakses in the design or operation of internal oboirer financial reporting which are
reasonably likely to adversely affect the regigfeaability to record, process, summarize and refioancial information; and

(b) Any fraud, whether or not material, that inved management or other employees who have aisa@ttifole in the registrant’s
internal control over financial reporting.

Date: August 15, 2011

/s/ ROBERT J. MIRANDA
Robert J. Mirand.
Chief Executive Officer (principal executive offige




EXHIBIT 31.2
CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER REQUI RED BY RULE 13(a)-14(a) OF THE
SECURITIES EXCHANGE ACT OF 1934, AS AMENDED,
AS ADOPTED PURSUANT TO SECTION 302 OF THE SARBANESOXLEY ACT OF 2002

I, Robert Miranda, certify that:
1. I have reviewed this Form 10-Q of Victé@yergy Corporation;

2. Based on my knowledge, this report doésantain any untrue statement of a material factnoit to state a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nistatdisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statets, and other financial information includedktiis report, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this report;

4, The registrant’s other certifying officer@nd | are responsible for establishing and raaiimg disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}%(nd internal control over financial reportirag defined in Exchange Act Rule 13a-15
(f) and 15d-(f)) for the registrant and have:

(a) Designed such disclosure controls and procsgdorecaused such disclosure controls and procedaoitege designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidh&ubsidiaries, is made known to us by others
within those entities, particularly during the etin which this report is being prepared;

(b) Designed such internal control over financéarting, or caused such internal control overrfaial reporting to be designed under
our supervision, to provide reasonable assuramzgdeng the reliability of financial reporting attie preparation of financial statements for
external purposes in accordance with generallygiedeaccounting principles;

(c) Evaluated the effectiveness of the registradisslosure controls and procedures and presenttisi report our conclusions about the
effectiveness of the disclosure controls and pros] as of the end of the period covered by #psnt based on such evaluation; and

(d) Disclosed in this report any change in thesegnt's internal control over financial reportitigat occurred during the registramthost
recent fiscal quarter (the registrant’s fourth dilsguarter in the case of an annual report) thathaterially affected, or is reasonably likely to
materially affect, the registrant’s internal cohmwwer financial reporting; and

5. The registrant’s other certifying officer@nd | have disclosed, based on our most regahiation of internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

(a) All significant deficiencies and material weakses in the design or operation of internal cbotrer financial reporting which are
reasonably likely to adversely affect the regigfeaability to record, process, summarize and refioancial information; and

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a sigmiifiole in the registrant’s
internal control over financial reporting.

Date: August 15, 2011

/s/ ROBERT J. MIRANDA

Robert J. Miranda
Chief Financial Officer (principal financial office




EXHIBIT 32

CERTIFICATION OF CHIEF EXECUTIVE OFFICER
AND CHIEF FINANCIAL OFFICER
PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report on FormQ®f Victory Energy Corporation (the “Company”) fihie six month period
ended June 30, 2011, (the “Report”), the undersidrezeby certify in their capacities as Chief Exe@uOfficer and Chief Financial Officer
of the Company, respectively, pursuant to 18 U.Seattion 1350, as adopted pursuant to Section Bt Garbanes-Oxley Act of 2002, that:

1. the Report fully complies with thejuerements of Section 13(a) or 15(d) of the Sem#iExchange Act of 1934, as amended; and

2. the information contained in the Refairly presents, in all material respects, timafcial condition and results of operations of the
Company.

Dated: August 15,2011 By: /s/ ROBERT J. MIRANDA

Robert J. Mirand:
Chief Executive Officer (principal executive offid¢

Dated: August 15, 2011 By: /s/ ROBERT J. MIRANDA
Robert J. Mirand:
Chief Financial Officer (principal financial office

Asigned original of thiswritten statement required by Section 906, or other document authenticating, acknowledging, or otherwise adopting
the signatures that appear in typed form within the electronic version of thiswritten statement required by Section 906, has been provided to
the Company and will be retained by the Company and furnished to the Securities and Exchange Commission or its staff upon request.




