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(§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required
to submit and post such files). Yes x No ~

Indicate by check mark whether the registrant is a large accelerated filer, and accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting
company” in Rule 12b-2 of the Exchange Act.
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APPLICABLE ONLY TO ISSUERS INVOLVED IN BANKRUPTCY
PROCEEDINGS DURING THE PRECEDING FIVE YEARS:
Indicate by check mark whether the registrant has filed all documents and reports required to be filed by Sections 12,
13 or 15(d) of the Securities Exchange Act of 1934 subsequent to the distribution of securities under a plan confirmed
by a court.

Yes xNo ~

As of August 14, 2012, the Registrant will have 19,339,379 shares of the Registrant’s common stock, $0.001 par value
per share, issued and outstanding, including 10,268 approved but unissued shares arising from the class action
settlement from 2005.

On July 27, 2012, the Registrant completed a merger (“Merger”) between Blast Acquisition Corp., a wholly-owned
Nevada subsidiary of the Registrant (“MergerCo”), and Pacific Energy Development Corp., a privately-held Nevada
corporation (“PEDCQO”). As a result of the Merger, the operations and assets of PEDCO became the operations and
assets of the Registrant (provided that the Registrant maintained its prior pre-Merger operations and

assets). However, as the Merger closed after the date of the financial statements set forth herein, the disclosures and
financial statements below relate (except as otherwise provided) to the Registrant’s pre-merger operations and

assets. For more information regarding PEDCO, including its business, plan of operations, and risk factors regarding
its operations readers are encouraged to review the Registrant’s Definitive Schedule 14A Proxy Statement filed with
the Securities and Exchange Commission on July 3, 2012 (the “Proxy Statement”) and the Amended Report on Form
8-K filed with the Securities and Exchange Commission on August 8, 2012.

Unless otherwise indicated or the context otherwise requires, the terms “Company,” “we,” “us,” and “our” refer to PEDEVC(
Corp. and its subsidiaries before giving effect to the Merger.
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PART I - FINANCIAL INFORMATION

Item 1. Financial Statements
PEDEVCO CORP.

(FORMERLY BLAST ENERGY SERVICES, INC.)
CONSOLIDATED BALANCE SHEETS

(unaudited)

Assets
Current assets:
Cash
Accounts receivable, net
Prepaid expenses and other current assets
Total current assets

Oil and gas properties — full cost method
Proved oil and gas properties

Unproved oil and gas properties

Less: accumulated depletion

Total oil and gas properties

Equipment, net
Total assets

Liabilities and Stockholders’ Deficit
Current liabilities:
Accounts payable
Accrued expenses
Accrued expenses - related parties
Note payable - related parties
Advances from PEDCO
Notes payable - net of discount of $158,018 and $11,944, respectively
Total current liabilities

Long term liabilities:

Notes payable - related party
Asset retirement obligations
Total liabilities

Commitments and contingencies

Stockholders’ deficit:

Series A Preferred Stock, $.001 par value, 25,000,000 shares
authorized; 6,000,000 shares issued and outstanding

Series B Preferred Stock, $.001 par value, 1 share authorized,;

1 share issued and outstanding, respectively

Common Stock, $.001 par value, 200,000,000 shares authorized;
1,368,201 and 637,731 shares issued and outstanding

June 30,
2012

$2,186
15,088
39,399
56,673

1,210,877
696,178
(532,914
1,374,141

366,089
$1,796,903

$23,144
614,318
9,745
6,150
488,330
1,376,783
2,518,470

41,712
2,560,182

6,000

1,368

December
31,
2011

$19,428
16,507
30,472
66,407

1,216,277
696,178
(493,186
1,419,269

396,754
$1,882,430

$84,196
632,349
367,763
106,150
87,000
1,185,731
2,463,189

1,120,000
44,160
3,627,349

6,000

638
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Additional paid-in capital 78,095,435 76,459,912
Accumulated deficit (78,866,082) (78,211,469)
Total stockholders' deficit (763,279 ) (1,744,919 )
Total liabilities and stockholders' deficit $1,796,903 $1,882,430

See accompanying notes to unaudited consolidated financial statements.
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PEDEVCO CORP.
(FORMERLY BLAST ENERGY SERVICES, INC.)
CONSOLIDATED STATEMENTS OF OPERATIONS
For the Three and Six Months Ended June 30, 2012 and 2011

(unaudited)
For the Three Months
Ended For the Six Months Ended
June 30, June 30,
2012 2011 2012 2011
Revenues $108,375 $136,543 $226,589 $243,070
Cost of revenues
Services - 1,378 - 6,880
Lease operating costs 56,725 65,199 124,078 135,573
Total cost of revenues 56,725 66,577 124,078 142,453
Operating expenses:
Selling, general and administrative expense 203,296 270,060 394,277 696,574
Depreciation, depletion and amortization 37,221 36,587 73,345 71,503
Total operating expenses 240,517 306,647 467,622 768,077
Operating loss (188,867 ) (236,681 ) (365,111 ) (667,460 )
Other income (expense)
Gain on settlement of accrued liabilities 62,030 - 62,030 -
Interest expense (162,141 ) (254,300 ) (351,532 ) (368,075 )
Total other expense (100,111 ) (254,300 ) (289,502 ) (368,075 )
Loss from continuing operations (288,978 ) (490,981 ) (654,613 ) (1,035,535)
Loss from discontinued operations - - - (3,686 )
Net loss $(288,978 ) $(490,981 ) $(654,613 ) $(1,039,221)
Preferred dividends 59,836 59,836 119,672 119,014
Net loss attributable to common shareholders $(348,814 ) $(550,817 ) $(774,285 ) $(1,158,235)

Net loss per common share - Basic and diluted:

Continuing operations $(0.38 ) $(0.86 ) $(0.99 ) $(1.83 )
Discontinued operations - - - (0.01 )
$(0.38 ) $(0.86 ) $(0.99 ) $(1.84 )

Weighted average common shares outstanding:
Basic and diluted 923,567 637,731 782,220 631,139

See accompanying notes to unaudited consolidated financial statements.




Edgar Filing: PEDEVCO CORP - Form 10-Q

PEDEVCO CORP.
(FORMERLY BLAST ENERGY SERVICES, INC.)
CONSOLIDATED STATEMENTS OF CASH FLOWS
For the Six Months Ended June 30, 2012 and 2011

(unaudited)

2012 2011
Cash Flows From Operating Activities:
Net loss $(654,613 ) $(1,039,221)
Loss from discontinued operations - 3,686
Loss from continuing operations (654,613 ) (1,035,535)
Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation, depletion and amortization - oil and gas 73,345 71,504
Amortization of discount and financing costs 190,754 235,714
Gain on settlement of accrued liabilities (62,030 ) -
Stock-based compensation - 216,675
Loss on disposal of equipment - 1,315
Changes in:
Accounts receivable 1,419 58,160
Prepaid expenses and other current assets 24,174 48,912
Accounts payable (61,052 ) 36,858
Accrued expenses 43,999 167,986
Accrued expense — related parties 58,235 47,745
Net cash used in operating activities (385,769 ) (150,666 )
Cash Flows From Investing Activities:
Proceeds from sale of fixed assets - 11,200
Cash paid for oil and gas properties - (1,890,489)
Net cash used in investing activities - (1,879,289)
Cash Flows From Financing Activities:
Payments on short term debt (32,803 ) (305,423 )
Borrowings on short term debt, net of financing costs - 2,153,009
Cash paid for deferred financing costs - (135,548 )
Advances from PEDCO 401,330 -
Proceeds from warrants exercised - 7,500
Net cash provided by financing activities 368,527 1,719,538
Net cash used in discontinued operating activities - (3,686 )
Net change in cash (17,242 ) (314,103 )
Cash at beginning of period 19,428 373,470
Cash at end of period $2,186 $59,367
Cash paid for:
Interest $105,646 $63,599
Income taxes - -
Non-cash investing and financing transactions:
Note payable issued to finance insurance 53,893 65,373
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Shares issued for accrued expenses 1,636,253 249,000

See accompanying notes to unaudited consolidated financial statements.
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PEDEVCO CORP.
(FORMERLY BLAST ENERGY SERVICES, INC.)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(unaudited)

NOTE 1 - BASIS OF PRESENTATION

The accompanying unaudited interim financial statements of PEDEVCO CORP., formerly Blast Energy Services, Inc.
(“PEDEVCO” or the “Company”), have been prepared in accordance with accounting principles generally accepted in the
United States of America (“GAAP”) and the rules of the Securities and Exchange Commission (“SEC”) and should be
read in conjunction with the audited financial statements and notes thereto contained in the Company’s latest Annual
Report filed with the SEC on Form 10-K. In the opinion of management, all adjustments, consisting of normal

recurring adjustments, necessary for a fair presentation of financial position and the results of operations for the

interim periods presented have been reflected herein. The results of operations for interim periods are not necessarily
indicative of the results to be expected for the full year. Notes to the financial statements that would substantially
duplicate disclosures contained in the audited financial statements for the most recent fiscal year, as reported in the

Form 10-K, have been omitted.

The Company’s consolidated financial statements include the accounts of the Company and its wholly-owned
subsidiaries. All significant inter-company accounts and transactions have been eliminated in consolidation.

NOTE 2 - DESCRIPTION OF BUSINESS

Business. Prior to the closing of the Merger (described below) the Company was primarily seeking to become an
independent oil and gas producer with additional revenue potential from its applied fluid jetting ("AFJ") technology.
The Company planned to grow operations, initially through the acquisition of oil producing properties, and then
eventually through the acquisition of oil and gas properties where its applied fluid jetting process could be used to
increase field production volumes and, therefore, the value of the properties in which it owns an interest.

As a part of this shift in strategy, in September 2010, with an effective date of October 1, 2010, the Company
completed the acquisition of oil and gas interests in the North Sugar Valley Field located in Matagorda County, Texas,
and in October 2010, the Company entered into a Letter of Intent with Solimar Energy LLC as described in Note 7
below. The Company also determined that the Satellite Services business was no longer a strategic part of the
Company’s future and steps were taken to divest this business unit further discussed in Note 14.

On January 13, 2012, the Company entered into an Agreement and Plan of Reorganization with Blast Acquisition
Corp., a newly formed wholly-owned Nevada subsidiary of the Company (“MergerCo”), and Pacific Energy
Development Corp., a privately-held Nevada corporation (“PEDCO”), pursuant to which MergerCo was to be merged
with and into PEDCO, with PEDCO being the surviving entity and becoming a wholly-owned subsidiary of the
Company, in a transaction structured to qualify as a tax-free reorganization (the “Merger”). The Merger closed on July
27,2012.

In connection with the Merger in July 2012, we subsequently issued former security holders of PEDCO 17,917,261
shares of common stock, 19,716,676 shares of new Series A Preferred Stock (as defined below), warrants to purchase
an aggregate of (1) 100,000 shares of common stock with an exercise price of $0.08 per share; (2) 500,000 shares of
common stock with an exercise price of $1.25 per share; (3) 500,000 shares of common stock with an exercise price of
$1.50 per share; (4) 20,000 shares of common stock with an exercise price of $0.75 per share, to former common
stock warrant holders of PEDCO; and (5) 692,584 shares of new Series A Convertible Preferred Stock with an
exercise price of $0.75 per share to former Series A Convertible Preferred Stock warrant holders of PEDCO; and
options to purchase an aggregate of 470,000 shares of common stock with an exercise price of $0.08 per share;

10
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365,000 shares of common stock with an exercise price of $0.10 per share; and 3,400,000 shares of the Company’s
common stock with an exercise price of $0.17 per share, to former option holders of PEDCO.

Additionally, on or around July 27, 2012, the Company filed an Amended and Restated Certificate of Formation with
the Secretary of State of Texas, which among other things, changed the Company’s name to PEDEVCO Corp.,
converted all of the Company’s outstanding shares of preferred stock into common stock on a one-for-one basis, and
effected a reverse split of the Company’s issued and outstanding shares on a basis of 1:112, with any fractional shares
rounded up on a per shareholder basis. As a result, the Company’s shares of issued and outstanding common stock
decreased from 153,238,555 shares to 1,411,850 shares. All shares and per share amounts used throughout this report
have been retroactively restated for the impact of the reverse split. The Amended and Restated Certificate of
Formation also increased the Company’s authorized capital stock subsequent to the reverse split from 180,000,000
shares of common stock to 200,000,000 shares of common stock and from 20,000,000 shares of preferred stock to
100,000,000 shares of preferred stock. Finally, on July 27, 2012, the Company filed an Amended and Restated Series
A Convertible Preferred designation with the Secretary of State of Texas.

F-4
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NOTE 3 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Reclassifications. Certain amounts in the consolidated financial statements of the prior year have been reclassified to
conform to the current presentation for comparative purposes.

Use of Estimates in Financial Statement Preparation. The preparation of financial statements in conformity with
GAAP requires management to make estimates and assumptions that affect the reported amounts of assets, liabilities,
revenues and expenses, as well as certain financial statement disclosures. While management believes that the
estimates and assumptions used in the preparation of the financial statements are appropriate, actual results could
differ from these estimates. Significant estimates include those with respect to the amount of recoverable oil and gas
reserves, the fair value of financial instruments, oil and gas depletion, asset retirement obligations and stock based
compensation.

Revenue Recognition. All revenue is recognized when persuasive evidence of an arrangement exists, the service or
sale is complete, the price is fixed or determinable and collectability is reasonably assured. Revenue is derived from
the sale of crude oil and down hole services. Revenue from crude oil sales is recognized when the crude oil is
delivered to the purchaser and collectability is reasonably assured. Revenue from services is recognized when the
service is delivered or completed and collection is reasonably assured. The Company follows the “sales method” of
accounting for oil and natural gas revenue, so it recognizes revenue on all natural gas or crude oil sold to purchasers,
regardless of whether the sales are proportionate to its ownership in the property. A receivable or liability is
recognized only to the extent that the Company has an imbalance on a specific property greater than its share of the
expected remaining proved reserves. If collection is uncertain, revenue is recognized when cash is collected. We
recognize reimbursements received from third parties for out-of-pocket expenses incurred as service revenues and
account for out-of-pocket expenses as direct costs.

Cash Equivalents. The Company considers all highly liquid investments with original maturities of three months or
less to be cash equivalents.

Allowance for Doubtful Accounts. The Company does not require collateral from its customers with respect to
accounts receivable, but performs periodic credit evaluations of such customer’s financial condition. The Company
determines any required allowance by considering a number of factors including length of time accounts receivable
are past due and the Company’s previous loss history. The Company provides reserves for accounts receivable when
they become uncollectible, and payments subsequently received on such receivables are credited to the allowance for
doubtful accounts. As of June 30, 2012 and December 31, 2011, the Company determined that no allowance for
doubtful accounts was required.

Equipment. Equipment is stated at cost less accumulated depreciation and amortization. Maintenance and repairs are
charged to expense as incurred. Renewals and betterments which extend the life or improve existing equipment are
capitalized. Upon disposition or retirement of equipment, the cost and related accumulated depreciation are removed
and any resulting gain or loss is reflected in operations. Depreciation is provided using the straight-line method over
the estimated useful lives of the assets, which are 3 to 10 years.

Oil and Gas Properties, Full Cost Method. The Company uses the full cost method of accounting for oil and gas
producing activities. Costs to acquire mineral interests in oil and gas properties, to drill and equip exploratory wells
used to find proved reserves, and to drill and equip development wells, including directly related overhead costs, and
related asset retirement costs are capitalized.

Under this method, all costs, including internal costs directly related to acquisition, exploration and development
activities, if any, are capitalized as oil and gas property costs on a field by field basis. Sales of oil and gas properties or
interests therein are credited against capitalized costs in the full cost pool. Properties not subject to amortization

12
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consist of exploration and development costs which are evaluated on a property-by-property basis. Amortization of
these unproved property costs begins when the properties become proved or their values become impaired. The
Company will assess the probability of realization of unproved properties, if any, on at least an annual basis or when
there has been an indication that impairment in value may have occurred. Impairment of unproved properties is
assessed based on management's intention with regard to future exploration and development of individually
significant properties and the ability of the Company to obtain funds to finance such exploration and development. If
the results of an assessment indicate that the properties are impaired, the amount of the impairment is added to the
capitalized costs to be amortized. Costs of oil and gas properties are amortized using the units of production method.

F-5
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Ceiling Test. In applying the full cost method, the Company performs an impairment test (ceiling test) at each
reporting date, whereby the carrying value of oil and gas property and equipment is compared to the “estimated present
value” of its proved reserves, discounted at a 10% interest rate of future net revenues based on current operating
conditions at the end of the period and the average, first day of the month price received for oil and gas production
over the preceding 12 month period, plus the cost of properties not being amortized, plus the lower of cost or fair
market value of unproved properties included in costs being amortized, less the income tax effects related to book and
tax basis differences of the properties.

Impairment of Long-Lived Assets. The Company reviews the carrying value of its long-lived assets (other than oil
and gas properties, which are subject to a quarterly ceiling test impairment analysis) annually or whenever events or
changes in circumstances indicate that the historical cost-carrying value of an asset may no longer be appropriate. The
Company assesses recoverability of the carrying value of the asset by estimating the future net undiscounted cash
flows expected to result from the asset, including eventual disposition. If the future net undiscounted cash flows are
less than the carrying value of the asset, an impairment loss is recorded equal to the difference between the asset’s
carrying value and estimated fair value.

Accounting for Asset Retirement Obligations. If a reasonable estimate of the fair value of an obligation to perform
site reclamation, dismantle facilities or plug and abandon wells can be made, the Company will record a liability (an
asset retirement obligation or ARO) on its consolidated balance sheet and capitalize the present value of the asset
retirement cost in oil and gas properties in the period in which the retirement obligation is incurred. In general, the
amount of an ARO and the costs capitalized will be equal to the estimated future cost to satisfy the abandonment
obligation assuming the normal operation of the asset, using current prices that are escalated by an assumed inflation
factor up to the estimated settlement date, which is then discounted back to the date that the abandonment obligation
was incurred using an assumed cost of funds for the Company. After recording these amounts, the ARO will be
accreted to its future estimated value using the same assumed cost of funds and the capitalized costs are depreciated
on a unit-of-production basis within the related full cost pool. Both the accretion and the depreciation will be included
in depreciation, depletion and amortization expense on our consolidated statements of operations.

Fair Value of Financial Instruments. The carrying amount of the Company’s cash, accounts receivables, accounts
payables, and accrued expenses approximates their estimated fair values due to the short-term maturities of those
financial instruments. Management believes the fair value of the promissory notes entered into in connection with the
funding arrangement for the Guijarral Hills Exploitation Project approximates the fair value due to the short-term
nature of the instruments.

Income Taxes. The Company utilizes the asset and liability method in accounting for income taxes. Under this
method, deferred tax assets and liabilities are recognized for operating loss and tax credit carry-forwards and for the
future tax consequences attributable to differences between the financial statement carrying amounts of existing assets
and liabilities and their respective tax bases. Deferred tax assets and liabilities are measured using enacted tax rates
expected to apply to taxable income in the year in which those temporary differences are expected to be recovered or
settled. The effect on deferred tax assets and liabilities of a change in tax rates is recognized in the results of
operations in the period that includes the enactment date. A valuation allowance is recorded to reduce the carrying
amounts of deferred tax assets unless it is more likely than not that the value of such assets will be realized.

Stock-Based Compensation. Pursuant to the provisions of FASB ASC 718, Compensation — Stock Compensation,
which establishes accounting for equity instruments exchanged for employee service, we utilize the Black-Scholes
option pricing model to estimate the fair value of employee stock option awards at the date of grant, which requires
the input of highly subjective assumptions, including expected volatility and expected life. Changes in these inputs
and assumptions can materially affect the measure of estimated fair value of our share-based compensation. These
assumptions are subjective and generally require significant analysis and judgment to develop. When estimating fair
value, some of the assumptions will be based on, or determined from, external data and other assumptions may be

14
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derived from our historical experience with stock-based payment arrangements. The appropriate weight to place on
historical experience is a matter of judgment, based on relevant facts and circumstances.

F-6
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The Company estimates volatility by considering the historical stock volatility. The Company has opted to use the
simplified method for estimating expected term, which is generally equal to the midpoint between the vesting period
and the contractual term.

Earnings or Loss per Share. Basic earnings per share equal net earnings or loss divided by weighted average common
shares outstanding during the period. Diluted earnings per share include the impact on dilution from all contingently
issuable shares, including options, warrants and convertible securities. The common stock equivalents from
contingent shares are determined by the treasury stock method. The Company incurred a net loss for the six month
periods ended June 30, 2012 and 2011 and therefore, basic and diluted earnings per share for those periods are the
same as all potential common equivalent shares would be anti-dilutive.

Recently Issued Accounting Pronouncements. There were various accounting standards and interpretations issued
during 2012 and 2011, none of which are expected to have a material impact on the Company’s financial position,
operations or cash flows.

Subsequent Events. We evaluated all transactions from June 30, 2012 through the financial statement issuance date
for the subsequent event disclosure.

NOTE 4 - MERGER AGREEMENT - PACIFIC ENERGY DEVELOPMENT CORP.

On January 13, 2012, the Company entered into an Agreement and Plan of Reorganization (the “Merger Agreement”)
with Blast Acquisition Corp., a newly formed wholly-owned Nevada subsidiary of the Company (“MergerCo”), and
Pacific Energy Development Corp., a privately-held Nevada corporation (“PEDCO”), pursuant to which MergerCo was
to merge with and into PEDCO, with PEDCO being the surviving entity and becoming a wholly-owned subsidiary of
the Company, in a transaction structured to qualify as a tax-free reorganization (the “Merger”’). Pursuant to the Merger
Agreement, prior to the effective time of the Merger (the “Effective Time”), the Company was required to amend its
Certificate of Formation and Designation to: (i) convert all outstanding shares of the Company’s Series A Convertible
Preferred Stock and Series B Preferred Stock into common stock of the Company on a one to one basis, and
immediately thereafter, (ii) effectuate a reverse stock split, with the end result being that the Company would not have
more than 2,400,000 shares of common stock issued and outstanding on a fully-diluted basis prior to the Merger (the
“Shares Limit”), which include the converted preferred stock, converted debt securities (as described below), and all
options and warrants issued but not exercised (the “Reverse Split” and the “Amendment”). Furthermore, in connection
with the Reverse Split and the Amendment, the Company agreed to change its name to “PEDEVCO Corp.”, and amend
its Certificate of Formation and Designation, so that the Company shall have an authorized capitalization consisting of
300,000,000 shares of capital stock post-Reverse Split, which shall consist of 200,000,000 shares of common stock,
$0.001 par value per share (“Common Stock™); and 100,000,000 authorized shares of Preferred Stock, including (a)
25,000,000 authorized shares of Series A Convertible Preferred Stock, $0.001 par value per share ("new Series A
Preferred Stock"), which shares shall be designated in connection with the amendment to the Certificate of Formation
and Designation and which shall amend and replace the currently designated Series A and Series B Preferred Stock
designations, and have such terms and conditions as described in the Form of Amended and Restated Certificate of
Formation and Designation.

In addition, prior to the closing of the Merger, PEDCO agreed to advance certain transaction-related fees and expenses
to the Company.

The Merger closed on July 27, 2012, at which time MergerCo merged into PEDCO, with the stockholders of PEDCO
receiving one (1) share of the Company’s post-Reverse Split Common Stock or new Series A Preferred Stock, as
applicable, for each share of PEDCO Common Stock or PEDCO Series A Convertible Preferred Stock then held by
the PEDCO shareholders and all outstanding warrants and options of PEDCO at the Effective Time being assumed by
the Company. As a result of the Merger, the stockholders of PEDCO received approximately 95% of the issued and
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outstanding capital stock of the Company in the Merger.

BMC Debt Conversion

In connection with the Merger Agreement, on January 13, 2012, the Company entered into a Debt Conversion
Agreement (the “BMC Debt Conversion Agreement”) with Berg McAfee Companies, LLC (“BMC”), and Clyde Berg,
(“Berg”). The Company had previously entered into: (1) a Secured Promissory Note Agreement, dated February 27,
2008, as amended on January 5, 2011 with BMC in the aggregate principal amount of $1,120,000 (the "BMC Note");
and (2) a Promissory Note, dated May 19, 2011, with Berg in the aggregate principal amount of $100,000 (the "Berg
Note" and collectively with the BMC Note, the “Notes”).

F-7
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The BMC Debt Conversion Agreement modified the Notes to provide that all principal and accrued interest under the
Notes shall be converted into shares of the Company's Common Stock at a conversion price of $2.24 per share (the
“Conversion”). On May 29, 2012, BMC and Berg entered into a “First Amendment to the Voting Agreement and Debt
Conversion Agreement” (the “Amendment”). On June 26, 2012, the outstanding principal under the Notes, consisting of
$1,120,000 under the BMC Note and $100,000 under the Berg Note and accrued interest of $416,253, comprised of
$388,553 under the BMC Note and $27,700 under the Berg Note was converted into 730,470 shares of the Company’s
Common Stock.

Debt Modifications

In connection with the Merger, on January 13, 2012, the Company entered into the Amendment to Note Purchase
Agreement (the “Note Purchase Amendment”), and on May 29, 2012, the Company entered into the Second
Amendment to First Tranche Promissory Note and the Second Amendment to the Second Tranche Promissory Note
(collectively, the “Second Amendments to the Promissory Notes™), with the Lender in connection with the Company’s
debt obligations under certain secured notes with the Lender. The Note Purchase Amendment and the Second
Amendments to the Promissory Notes amended the Note Purchase Agreement, dated February 24, 2011 (the “Note
Purchase Agreement”) primarily in order (i) to grant consent to the Merger Agreement, (ii) to waive, solely with
respect to the Company post-Merger, certain loan covenants and restrictions as they relate to the assets of PEDCO and
the operations of the Company post-Merger, (iii) to waive the Lender’s right of first refusal to provide additional
funding to the Company; and (iv) to provide for the conversion of up to 50% of the loan amounts outstanding to the
Lender in the original principal amount of $2,522,111, of which approximately $1,306,078 was owed as of the date of
the parties entry into the Note Purchase Amendment, into shares of the Company’s Common Stock at $0.75 per share
at the option of Lender at any time after June 9, 2012, provided that the Company in its sole discretion may waive the
50% conversion limitation. The conversion rights described above are subject to the Lender being prohibited from
converting any portion of the outstanding notes which would cause it to beneficially own more than 4.99% of the
Company’s then outstanding shares of common stock, subject to the Lender’s right to increase such limit to up to 9.99%
of the Company’s outstanding shares with 61 days prior written notice to the Company.

The Promissory Notes issued in connection with the Note Purchase Amendment were amended to provide an
extension of the maturity date of such Promissory Notes, which were due February 2, 2012 under the terms of the
original notes, to the earlier of (i) thirty (30) days after the termination of the Merger Agreement, if the Merger
Agreement is terminated before June 1, 2012, (ii) August 1, 2012, or (iii) the date all obligations and indebtedness
under such Promissory Notes are accelerated in accordance with the terms and conditions of such Promissory

Notes. Furthermore, commencing February 2, 2012, the interest amount on the Promissory Notes was increased from
10% to 18% per annum, and the new interest rate includes both the principal amount and the Exit Fee payable below,
and as further described under the Promissory Notes. Lastly, the Exit Fee, which is 12% of the repayment amount,
was increased by an aggregate of $15,000 for the Promissory Notes and was expensed by the Company at
modification.

The Company is currently working with Centurion on payment terms including extending the maturity date and
converting a portion of the outstanding loan balance to the Company’s common stock.

Other Debt Conversions

In connection with the Merger, the Company further approved the conversion of certain other outstanding debt
obligations of the Company at $2.24 per share. As of June 30, 2012, these debt obligations include: $335,500 of
accrued compensation due to the members of Board of Directors, $6,150 of short term loans from members of the
Board of Directors, and $225,958 of accrued salaries and vacation pay owed to the Company’s employees for a total
amount of $567,608. These amounts will convert at $2.24 per share under debt conversion agreements (“Debt
Conversion Agreements”) into approximately 253,396 shares of the Company’s Common Stock shortly after the date of
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this filing. Additionally, in May 2012, in a settlement amongst the principals for Trident, the placement fee owed by
the Company was reduced from $119,990 to $47,960 and Trident agreed to convert the remaining amount due at
$2.24 per share into approximately 21,411 shares of the Company’s Common Stock upon completion of the Merger.

F-8

19



Edgar Filing: PEDEVCO CORP - Form 10-Q

Advances from PEDCO

For the twelve month period ended December 31, 2011, the Company received $87,000 in advances from PEDCO to
fund the merger transaction-related fees and expenses. During the six month period ended June 30, 2012, the
Company received an additional $401,330 in advances from PEDCO for the same purpose resulting in a total advance
as of June 30, 2012 of $488,330. The advances were non-interest bearing and will be eliminated as the result of
completion of merger.

NOTE 5 - EQUIPMENT

Equipment consists of the following as of June 30, 2012 and December 31, 2011:

December
June 30, 31,

Description  Life 2012 2011
Computer 3
equipment  years $ -O- $ 7,987

4
Tractor years 15,518 15,518
Service 5
Trailer years 4,784 4,784

10
AFJ Rig years 712,133 712,133
Equipment 732,435 740,422
Less:
Accumulated
depreciation (366,346) (343,668)
Equipment,
net $ 366,080 $ 396,754

During the six months ended June 30, 2012, we evaluated the carrying value of the AFJ rig and, based upon our
analysis, no impairment was warranted.

NOTE 6 — OIL AND GAS PROPERTIES
Guijarral Hills Exploitation Project

In October 2010, the Company entered into a letter of intent with Solimar Energy LLC (“Solimar”), which provides the
Company the right to participate in a field extension drilling project to exploit an undeveloped acreage position in the
Guijarral Hills Field located in the San Joaquin basin of central California. Solimar is a wholly-owned subsidiary of
Solimar Energy Limited, a publicly-traded company on the Australia Stock Exchange based in Melbourne,

Australia. Pursuant to the letter of intent, the Company paid Solimar a non-refundable fee of $100,000 in return for

the exclusive right for a period of 90 days to execute a definitive agreement.

In February 2011, the Company entered into a farmout agreement with Solimar, whereby the Company will
participate in the Guijarral Hills project on a promoted basis of 66-2/3 percent (%) of the costs to drill and complete
the initial planned exploratory well. After the drilling of the initial well, the Company will earn a 50% working
interest, with a net revenue interest of 38% in the entire project’s acreage position and will be required to contribute on
an equal heads up basis (i.e., 50% of all costs) on any additional wells that may be drilled in the project.
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In March 2011, the Solimar Energy 76-33 well in the Guijarral Hills Field reached its total drilling depth of 10,550
feet. In May 2011, Solimar commenced completion operations, by perforating and flow testing three potentially
hydrocarbon bearing sands encountered in the drilling process. However, the zones tested did not result in an oil
producing well.

On December 22, 2011, the Company entered into a Modification Agreement ("Modification Agreement") with
Solimar. The Modification Agreement amended certain existing agreements, including the Guijarral Hills Farmout
Agreement and the related Guijarral Hills Joint Operating Agreement ("JOA") with Solimar, which provided the
Company the right to participate in a field extension drilling project to exploit an undeveloped acreage position in the
Guijarral Hills Field located in the San Joaquin basin of central California. Solimar purchased 25% of the 100%
working interest in the Solimar Energy 76-33 Well (modifying the Farmout Agreement which provided for the
Company to hold 50% of the 100% working interest), and the Company agreed to participate on all go-forward costs
associated with the Guijarral Hills project on a heads up 25% of 100% basis (governed by the JOA) in exchange for
$311,872 of unpaid drilling costs.

F-9
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The Farmout Agreement and subsequent participation in the Solimar Energy 76-33 well is reported in the balance
sheet under “Unproved oil and gas properties, not subject to amortization.”

NOTE 7 - NOTES PAYABLE
Related Party Transactions
Related Party Advances

The Company was advanced $2,050 from Michael Peterson, former Interim President and CEO, and $2,050 each from
Pat Herbert and Don Boyd, directors of the Company, for the purpose of paying the Company’s Directors’ and Officers’
insurance premiums in the month of September 2011. These advances are noninterest bearing, unsecured and are due
on demand (reflected as Accrued expenses — related parties in the accompanying balance sheet).

Promissory Note with Clyde Berg

On May 19, 2011, the Company entered into a $100,000 promissory note with Clyde Berg, a significant shareholder.
The note carries a 25% interest rate, has a one-year term and the Company’s performance under the note was
guaranteed by Eric McAfee, another affiliate of Berg McAfee Companies, LLC. The proceeds from this note were
used to partially pay the cost of testing operations on the Solimar Energy 76-33 well. On June 26, 2012, the
promissory note and accrued interest thereon was converted into 57,009 shares of Common Stock. See Note 4.

AFJ Note

On July 15, 2005, the Company entered into an agreement to develop its initial applied jetting rig with Berg McAfee
Companies, LLC (“BMC”). The arrangement involved two loans for a total of $1 million to fund the completion of the
initial rig and sharing in the expected rig revenues for a ten-year period. Under the terms of the loan agreement with
BMC, cash revenues will be shared on the basis of allocating 90% to the Company and 10% to BMC for a ten-year
period following repayment. After ten years, the Company will receive all of the revenue from the rig. BMC also has
the option to fund an additional three rigs under these commercial terms.
