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x QUARTERLY REPORT UNDER SECTION 13 OR 15(d) OF THE SECURITIES AND EXCHANGE ACT OF
1934

For the quarterly period ended September 30, 2009

OR

0 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934

For the transition period from to

Commission File Number 0-27563

SARATOGA RESOURCES, INC.

(Exact name of registrant as specified in its
charter)

Texas 76-0314489



Edgar Filing: SARATOGA RESOURCES INC /TX - Form 10-Q

(State or other jurisdiction of incorporation or (IRS Employer Identification No.)
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7500 San Felipe, Suite 675, Houston, Texas 77063
(Address of principal executive offices)(Zip Code)

(713) 458-1560

(Registrant's telephone number, including area code)

(Former name, former address and former fiscal year, if changed since last
report)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yesx Noo

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T
(§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). Yeso Noo

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer or
a smaller reporting company. See definition of large accelerated filer, accelerated filer and smaller reporting company
in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer
0

Accelerated filer

0

Non-accelerated filer

0

Smaller reporting company
X
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Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes
o Nox

As of November 20, 2009, we had 16,690,292 shares of $0.001 par value Common Stock outstanding.
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PART I - FINANCIAL INFORMATION

ITEM 1. Financial Statements

SARATOGA RESOURCES, INC.

(DEBTOR AND DEBTOR-IN-POSSESSION)

CONSOLIDATED BALANCE SHEETS

(Unaudited)
September 30, December 31,
2009 2008
ASSETS

Current assets:
Cash and cash equivalents $ 19,664,157 $ 5,677,994
Accounts receivable 6,728,671 7,392,887
Prepaid expenses and other 1,912,582 1,186,090
Derivative asset 1,893,920 346,058
Total current assets 30,199,330 14,603,029
Property and equipment:
Oil and gas properties - proved (successful efforts method) 159,477,075 154,449,346
Other 537,280 504,470

160,014,355 154,953,816
Less: Accumulated depreciation, depletion and amortization (15,270,835) (7,018,203)
Total property and equipment, net 144,743,520 147,935,613
Derivative asset 269,094 9,795,194
Other assets, net 3,781,174 4,078,889
Total assets $ 178,993,118 $ 176,412,725

LIABILITIES AND STOCKHOLDERS' EQUITY

Current liabilities:
Accounts payable $ 3,489,400 $ 11,869,017
Revenue and severance tax payable 3,996,912 783,459
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Accrued liabilities

Short-term notes payable

Current portion of long-term debt - related parties
Deferred taxes

Total current liabilities

Long-term liabilities:
Asset retirement obligation
Deferred taxes

Long-term debt, net of unamortized discount of $1,381,205 and $1,740,250,
respectively

Long-term debt - related parties

Total long-term liabilities

Liabilities subject to compromise

Commitments and contingencies (see notes)

Stockholders' equity:

Common stock, $0.001 par value; 100,000,000 shares authorized 16,690,292
and 16,877,792 shares issued and outstanding at September 30, 2009 and
December 31, 2008, respectively

Additional paid-in capital
Retained earnings

Total stockholders' equity

Total liabilities and stockholders' equity $

The accompanying notes are an integral part of these unaudited financial statements

10,095,259
1,035,642

492,094

19,109,307

10,107,000
2,416,110

108,647,673

121,170,783

17,738,534

16,690
20,112,213
845,591

20,974,494

178,993,118 $

1,705,408
581,836
259,488

9,932,348

25,131,556

9,124,717

108,288,628
428,057

117,841,402

16,878
19,309,658
14,113,231
33,439,767

176,412,725
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Revenues:

Oil and gas
revenues

Other revenues

Total revenues

Operating Expense:
Lease operating
expense
Exploration
expense
Depreciation,
depletion and
amortization
Accretion expense

General and
administrative

Taxes other than
income

Total operating
expenses
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SARATOGA RESOURCES, INC.
(DEBTOR AND DEBTOR-IN-POSSESSION)

STATEMENT OF OPERATIONS

(Unaudited)
For the For the
Three Period
For the Nine
Months July 15,2008
Ended For the Months
Period Ended
September September
30, 30, July 1,2008 September 30,
2009 2008 July 14, 2008 2009
(Successor) (Successor) (Predecessor) (Successor)
(Consolidated) (Consolidated) (Combined)

$ 13,375,438 $ 12,550,937 $ 5,706,852 § 33,479,520
608,161 526,839 15,119 778,720
13,983,599 13,077,776 5,721,971 34,258,240
4,839,359 3,598,214 681,027 13,395,483
286,554 - - 848,368
973,243 4,623,661 80,665 8,252,630
340,180 571,322 97,314 982,283
1,487,221 1,643,854 785,721 4,610,125
1,393,372 1,424,576 858,785 4,111,858
9,319,929 11,861,627 2,503,512 32,200,747

For the
Period

July 15, 2008
September
30,
2008

(Successor)

(Consolidated) (Consolidated)

$ 12,550,937
526,839

13,077,776

3,598,214

4,623,661
571,322

1,643,854

1,424,576

11,861,627

For the
Period

January 1,
2008

July 14, 2008

(Predecessor)
(Combined)

$ 46,475,559
1,116,318

47,591,877

17,356,190

2,521,020
837,094

3,992,925

5,609,040

30,316,269
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Operating income 4,663,670 1,216,149

Other income

(expense):

Commodity

derivative income

(expense), net 415,851 12,855,560
Interest income 13,418 37,945
Interest expense (6,382,877) (4,645,655)

Total other income
(expense) (5,953,608) 8,247,850

Net income (loss)

before

reorganization

expense and income

taxes (1,289,938) 9,463,999

Reorganization
expense 2,362,556 -

Net income (loss)
before income taxes  (3,652,494) 9,463,999

Income tax
(benefit)/provision: (1,277,049) 3,239,157

Net income (loss) $ (2,375,445) $ 6,224,842

Net income (loss)

per share:

Basic $ 0.14) $ 0.41
Diluted $ 0.14) $ 0.36
Weighted average

number of common
shares outstanding:

Basic 16,690,292 15,183,205
Diluted 16,690,292 17,058,426

3,218,459

(2,195,064)
2,293
(383,049)

(2,575,820)

642,639

642,639

$ 642,639

&+
1

2,057,493

(2,056,919)
34,054
(16,938,995)

(18,961,860)

(16,904,367)

3,174,894

(20,079,261)

(6,811,621)

$ (13,267,640)

$ (0.79)
$ (0.79)

16,695,970
16,695,970

1,216,149

12,855,560
37,945

(4,645,655)

8,247,850

9,463,999

9,463,999

3,239,157

6,224,842

0.48
0.45

12,254,701
13,199,147

The accompanying notes are an integral part of these unaudited financial statements

17,275,608

(19,060,603)
47,836
(4,971,970)

(23,984,737)

(6,709,129)

(6,709,129)

$ (6,709,129)
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SARATOGA RESOURCES, INC.

(DEBTOR AND DEBTOR-IN-POSSESSION)

STATEMENT OF CASH FLOWS

(Unaudited)
For the Nine For the Period
Months Ended July 15, 2008
September 30, September 30,
2009 2008
(Successor) (Successor)

(Consolidated) (Consolidated)
Cash flows from operating activities:
Net income (loss) $ (13,267,640) $ 5,907,084
Adjustments to reconcile net loss to net cash used in
operating activities:
Depreciation, depletion and amortization 8,252,630 4,623,661
Accretion expense 982,283 571,322
Amortization of debt issuance costs 520,906 200,059
Amortization of debt discount 359,045 142,643
Commodity derivative income (expense) 5,967,878 (14,618,555)
Stock-based compensation 802,360 930,600
Deferred taxes (6,930,621) 2,679,150
Changes in operating assets and liabilities:
Accounts receivable 664,216 12,026,933
Prepaids and other (726,492) 21,095
Accounts payable 3,533,122 (1,536,043)
Revenue and severance tax payable 5,357,499 (2,011,788)
Accrued liabilities 11,466,178 1,565,856
Due to related parties - -
Net cash provided by operating activities 16,981,364 10,502,017
Cash flows from investing activities:
Additions to oil and gas property (5,027,729) (619,027)
Acquisition of Harvest Companies - 2,030,440
Additions to other property and equipment (32,810) -

For the Period

January 1, 2008

$

July 14, 2008

(Predecessor)
(Combined)

(6,709,129)

2,521,020
837,094
2,762,698
15,155,991

(5,252,765)
(1,214,106)
(596,719)
3,670,338
(1,116,005)
55,666

10,114,083

(4,957,082)

(14,362)
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Other assets

Net cash provided (used) in investing activities

Cash flows from financing activities:
Distributed capital

Proceeds from short-term notes payable
Repayments of short-term notes payable
Proceeds from debt borrowings

Proceeds from debt borrowings - related party
Repayment of debt borrowings - related party
Debt issuance cost

Settlement of commodity hedges recorded in
purchase accounting

Net cash provided (used) in financing activities

Net increase (decrease) in cash and cash equivalents

Cash and cash equivalents - beginning of period

Cash and cash equivalents - end of period

Supplemental disclosures of cash flow information:

Cash paid for income taxes

Cash paid for interest

Non-cash investing and financing activities:

Common stock issued in connection with Harvest

acquisition
Note payable issued in connection with Harvest
acquisition

The accompanying notes are an integral part of these unaudited financial statements

(316,711)

(5,377,250)

1,349,405
(895,599)

(82,117)

2,010,360

2,382,049

13,986,163

5,677,994

19,664,157

3,306,907

(284,731)

1,126,682

(418,189)
4,345,878
735,166
(482,942)
(2,107,750)

2,072,163

13,700,862

26,859

13,727,721

4,302,953

12,495,000

105,683,000

(243,512)

(5,214,956)

(3,811,194)

(2,232,082)

(6,043,276)

(1,144,149)

4,207,149

3,063,000

2,209,272

12
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SARATOGA RESOURCES, INC.
(DEBTOR AND DEBTOR-IN-POSSESSION)
Notes to Financial Statements
September 30, 2009

(Unaudited)

NOTE1 ORGANIZATION AND BASIS OF PRESENTATION

Organization

Saratoga Resources, Inc. ( Saratoga, the Company orthe Successor Company ) is an independent oil and natural ga
company engaged in the production, development, acquisition and exploitation of natural gas and crude oil properties.

On July 14, 2008 (the Acquisition Date ), the Company acquired (the Harvest Acquisitions ) all of the equity interests
in Harvest Oil & Gas, LLC ( Harvest Oil ) and The Harvest Group, LLC ( Harvest Group, and together with Harvest
Oil, the Harvest Companies orthe Predecessor Companies ).

On March 31, 2009, the Company and its principal operating subsidiaries filed voluntary Chapter 11 petitions in the
U.S. Bankruptcy Court for the Western District of Louisiana.

Financial Statements Presented

The Harvest Acquisitions were accounted for under the purchase method of accounting pursuant to standards on
business combinations. Accordingly, the effects of the Harvest Acquisitions have been included in the Company s
consolidated statement of operations subsequent to the Acquisition Date, and the respective assets and liabilities have
been recorded at their estimated fair values in the Company s consolidated balance sheet as of the Acquisition Date.

The consolidated financial statements for the Successor Company as of and for the quarter and nine months ended
September 30, 2009 and as of and for the period from July 15, 2008 to September 30, 2008 include the financial

14
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statements of Saratoga Resources, Inc., and its subsidiaries, all of which are 100%-owned: Harvest Oil and Gas, LLC,
The Harvest Group, LLC, Lobo Operating, Inc. and Lobo Resources, Inc. Intercompany transactions and balances are
eliminated in consolidation.

The combined financial statements for the Predecessor Companies for the periods from July 1, 2008 to the Acquisition
Date and from January 1, 2008 to the Acquisition Date, include the financial statements of Harvest Oil and Harvest
Group. All significant intercompany balances and transactions have been eliminated.

The accompanying unaudited financial statements have been prepared in accordance with accounting principles
generally accepted in the United States of America ( GAAP ) for interim financial information and with the instructions
to Form 10-Q. They do not include all of the information and footnotes required by accounting principles generally
accepted in the United States of America for a complete financial presentation. In the opinion of management, all
adjustments, consisting only of normal recurring adjustments, considered necessary for a fair presentation, have been
included in the accompanying unaudited financial statements. Operating results for the periods presented are not
necessarily indicative of the results that may be expected for the full year.

These financial statements should be read in conjunction with the financial statements and footnotes, which are
included as part of the Company s Form 10-K for the year ended December 31, 2008.
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Accounting for Reorganization

On March 31, 2009, Saratoga and its subsidiaries, all of which are 100%-owned: Harvest Oil and Gas, LLC, The
Harvest Group, LLC, Lobo Operating, Inc. and Lobo Resources, Inc. (collectively the Debtors ), filed voluntary
petitions under Chapter 11 of the U.S. Bankruptcy Code. The accompanying consolidated financial statements of
Saratoga have been prepared in accordance with FASB ASC 852, Reorganizations and on a going concern basis,
which contemplates the realization of assets and the satisfaction of liabilities in the normal course of business.
However, as a result of the bankruptcy filings, such realization of assets and satisfaction of liabilities are subject to a
significant number of uncertainties. Saratoga s consolidated financial statements do not reflect adjustments that might
be required if it (or each of the Debtors) is unable to continue as a going concern. FASB ASC 852 requires the
following for Debtor entities:

Reclassification of unsecured or under-secured pre-petition liabilities to a separate line item in the balance sheet which
we have called Liabilities Subject to Compromise ( LSTC );

Non-accrual of interest expense for financial reporting purposes, to the extent not paid during bankruptcy and not
expected to be an allowable claim. However, unpaid contractual interest is calculated for disclosure purposes.

Adjust any unamortized deferred financing costs and discounts/premiums associated with debt classified as LSTC to
reflect the expected amount of the probable allowed claim;

Segregation of reorganization items (direct and incremental costs, such as professional fees, of being in bankruptcy) as
a separate line item in the statement of operations outside of income from continuing operations. During the quarter
and nine months ended September 30, 2009, we incurred $2,362,556 and $3,174,894, respectively, of reorganization
costs, which reflects cash payments of $2,362,556 and $3,174,894, respectively, all of which are related to operating
activities;

Evaluation of actual or potential bankruptcy claims, which are not already reflected as a liability on the balance sheet,
under FASB ASC 450, Contingencies. If valid unrecorded claims, including parent guarantees of subsidiary debt,
meeting the criteria set out in the above guidance are presented in future periods, Saratoga would accrue for these
amounts, also at the expected amount of the allowed claim rather than at the expected settlement amount.

16
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Disclosure of condensed combined debtor entity financial information, if the consolidated financial statements include
material subsidiaries that did not file for bankruptcy protection.

Upon confirmation of Saratoga s plan of reorganization, and emergence from Chapter 11 reorganization, fresh-start
reporting must be adopted if the reorganization value of Saratoga s assets immediately before the date of confirmation
is less than the total of all post-petition liabilities and allowed claims, and if holders of existing voting shares
immediately before confirmation receive less than 50 percent of the voting shares of the emerging entity. Essentially,
the reorganization value of the entity, as mutually agreed to by the debtor-in-possession and its creditors, would be
allocated to the entity s assets in conformity with the procedures specified by FASB ASC 805, Business Combinations.

Dependence on Oil and Gas Prices

As an independent oil and gas producer, Saratoga s revenue, profitability and future rate of growth are substantially
dependent on prevailing prices for natural gas and oil. Historically, the energy markets have been very volatile, and
there can be no assurance that oil and gas prices will not be subject to wide fluctuations in the future. Prices for oil and
gas have declined materially from September 30, 2008 to September 30, 2009. Any continued and extended decline in
oil or gas prices could have a material adverse effect on Saratoga s financial position, results of operations, cash flows
and access to capital and on the quantities of oil and gas reserves that Saratoga can economically produce.

17



Edgar Filing: SARATOGA RESOURCES INC /TX - Form 10-Q

Recently Adopted Accounting Pronouncements

In September 2009, the Company adopted The FASB Accounting Standards Codification (ASC or Codification) and
the Hierarchy of Generally Accepted Accounting Principles (GAAP) which establishes the Codification as the sole
source for authoritative U.S. GAAP and will supersede all accounting standards in U.S. GAAP, aside from those
issued by the SEC. The adoption of the Codification did not have an impact on the Company s results of operations,
cash flows or financial position. Since the adoption of the Accounting Standards Codification (ASC) the Company s
notes to the consolidated financial statements will no longer make reference to Statement of Financial Accounting
Standards (SFAS) or other U.S. GAAP pronouncements.

In August 2009, the FASB issued Update No. 2009-05, Fair Value Measurements and Disclosures (ASU 2009-05).
ASU 2009-05 amends Subtopic 820-10, Fair Value Measurements and Disclosures, to provide guidance on the fair
value measurement of liabilities. ASU 2009-05 provides clarification for circumstances in which a quoted price in an
active market for the identical liability is not available. ASU 2009-05 is effective for interim and annual periods
beginning after August 26, 2009. The Company adopted the provisions of ASU 2009-05 for the period ended
September 30, 2009. There was no impact on the Company s results of operations, cash flows or financial position.

In June 2009, the Company adopted the standards on subsequent events. This pronouncement establishes general
standards of accounting for and disclosure of events that occur after the balance sheet date but before financial
statements are issued or are available to be issued. The Company evaluated all events or transactions that occurred
after September 30, 2009 up through November 23, 2009, the date the Company issued these financial statements.
Adoption of the standard did not have a material effect on the Company s financial statements.

In June 2009, the Company adopted new guidance which requires disclosures about fair value of financial instruments
in interim as well as annual financial statements. See Note 7 Commodity Derivative Instruments for more details.

In June 2009, the Company adopted new accounting guidance related to fair value measurements. This
pronouncement provided additional guidance for estimating fair value in accordance with FASB ASC 820, Fair Value
Measurements and Disclosures, when the volume and level of activity for an asset or liability has significantly
decreased. In addition, it included guidance on identifying circumstances that indicate a transaction is not orderly.
Adoption of this pronouncement did not have a material effect on the Company s financial statements.

In January 2009, the Company adopted new accounting guidance that requires the issuer of certain convertible debt
instruments that may be settled in cash on conversion to separately account for the debt and equity components in a
manner that reflects the issuer s non-convertible debt borrowing rate when interest cost is recognized in subsequent
periods. Adoption of this statement did not have a material effect on the Company s financial statements.
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In January 2009, the Company adopted new accounting guidance for determining whether an instrument or an
embedded feature is indexed to the Company s own stock. This guidance specifies that a contract that would otherwise
meet the definition of a derivative but is both (a) indexed to the Company s own stock and (b) classified in
stockholders equity in the statement of financial position would not be considered a derivative financial instrument. It
also provides a new two-step model to be applied in determining whether a financial instrument or an embedded
feature is indexed to an issuer s own stock and thus able to qualify for the scope exception. The adoption of this
statement had no material effect on the Company s financial statements.

Recently Issued Accounting Pronouncements

In June 2009, the FASB issued SFAS No. 166, Accounting for Transfers of Financial Assets, an amendment of FASB
Statement No. 140, or SFAS 166. This standard has not yet been integrated into the Codification and will remain
authoritative until integrated. SFAS 166 prescribes the information that a reporting entity must provide in its financial
reports about a transfer of financial assets; the effects of a transfer on its financial position, financial performance, and
cash flows; and a transferor s continuing involvement in transferred financial assets. Specifically, among other aspects,
SFAS 166 amends Statement of Financial Standard No. 140, Accounting for Transfers and Servicing of Financial
Assets and Extinguishments of Liabilities, or SFAS 140, by removing the concept of a qualifying special-purpose
entity from SFAS 140 and removes the exception from applying FIN 46(R) to variable interest entities that are
qualifying special-purpose entities. It also modifies the financial-components approach used in SFAS 140. SFAS 166
is effective for transfer of financial assets occurring on or after January 1, 2010. Saratoga has not determined the effect
that the adoption of SFAS 166 will have on its financial position or results of operations but the effect will generally
be limited to future transactions. Historically, Saratoga has not had any material transfer of financial assets.
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In June 2009, the FASB issued SFAS No. 167, Amendments to FASB Interpretation No. 46(R), or SFAS 167. This
standard has not yet been integrated into the Codification and will remain authoritative until integrated. SFAS 167
amends FASB Interpretation No. 46, Consolidation of Variable Interest Entities (revised December 2003) an
interpretation of ARB No. 51, or FIN 46(R), to require an enterprise to determine whether it s variable interest or
interests give it a controlling financial interest in a variable interest entity. The primary beneficiary of a variable
interest entity is the enterprise that has both (1) the power to direct the activities of a variable interest entity that most
significantly impact the entity s economic performance and (2) the obligation to absorb losses of the entity that could
potentially be significant to the variable interest entity or the right to receive benefits from the entity that could
potentially be significant to the variable interest entity. SFAS 167 also amends FIN 46(R) to require ongoing
reassessments of whether an enterprise is the primary beneficiary of a variable interest entity. SFAS 167 is effective
for all variable interest entities and relationships with variable interest entities existing as of January 1, 2010. Saratoga
has not determined the effect that the adoption of SFAS 167 will have on its financial position or results of operations.

In December 2008, the SEC issued Release No. 33-8995, Modernization of Oil and Gas Reporting, which amends the
oil and gas disclosures for oil and gas producers contained in Regulations S-K and S-X, as well as adding a section to
Regulation S-K (Subpart 1200) to codify the revised disclosure requirements in Securities Act Industry Guide 2,
which is being phased out. The goal of Release No. 33-8995 is to provide investors with a more meaningful and
comprehensive understanding of oil and gas reserves. Energy companies affected by Release No. 33-8995 will be
required to price proved oil and gas reserves using the unweighted arithmetic average of the price on the first day of
each month within the 12-month period prior to the end of the reporting period, unless prices are defined by
contractual arrangements, excluding escalations based on future conditions. SEC Release No. 33-8995 is effective
December 31, 2009 for periodic filers. The Company is currently evaluating the impact of Release No. 33-8995 on its
financial position, results of operations or cash flows.

NOTE 2 CHAPTER 11 BANKRUPTCY AND GOING CONCERN

On March 31, 2009, the Debtors filed for bankruptcy protection under Chapter 11 of the United States Bankruptcy
Code. The filings were made in the United States Bankruptcy Court for the Western District of Louisiana, Lafayette
Division (the Bankruptcy Court ). The Debtors cases are being jointly administered under Case No. 09-50397. The
Debtors will continue to operate their businesses as debtors-in-possession under the jurisdiction of the Bankruptcy
Court and in accordance with the applicable provisions of the Bankruptcy Code and orders of the Bankruptcy Court.

The Debtors were granted interim authority by the Bankruptcy Court for the limited use of cash collateral to pay
expenses pursuant to cash collateral budgets through September 2009 and in accordance with applicable provisions of
the Bankruptcy Code. In October 2009, the Bankruptcy Court granted final authority to use cash collateral.

On July 29, 2009, the Bankruptcy Court extended the exclusive period for 30 days, until September 28, 2009, for the
Debtors to file a plan of reorganization. The Debtors filed a Plan of Reorganization on August 17, 2009 and
subsequently filed a First Amended and Second Amended Plan of Reorganization on September 11, 2009 and October
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6, 2009, respectively. The exclusive period was extended for 30 days after September 28, 2009 and was further
extended until December 1, 2009 in order for the Debtors to obtain confirmation of the plan of reorganization. A
hearing on approval of the Plan of Reorganization was held beginning on November 12, 2009. On November 16,
2009, an agreement in principle was reached between the Debtors, Wayzata and Macquarie pursuant to which the
Debtors would prepare and file a further amended consensual Plan of Reorganization, which plan would involve,
among other things, refinancing the existing Wayzata debt and increasing the availability under the Macquarie
revolving credit facility. Confirmation of the amended consensual Plan of Reorganization is subject to completion and
filing of the amended plan, preparation and approval of documentation and final confirmation of the plan by the
Bankruptcy Court. A hearing has been scheduled for November 30, 2009 to consider confirmation of the amended
consensual plan.

Due to the Chapter 11 proceedings, the realization of assets and satisfaction of liabilities of the Debtors, without
substantial adjustments and/or changes in ownership, are subject to uncertainty. Accordingly, there is substantial
doubt about the current financial reporting entity s ability to continue as a going concern.

The accompanying consolidated and combined financial statements do not reflect or provide for the consequences of
the Chapter 11 proceedings. In particular, the financial statements do not show (1) as to assets, their realizable value
on a liquidation basis or their availability to satisfy liabilities; (2) as to pre-petition liabilities, the amounts that may be
allowed for claims or contingencies, or their status and priority; (3) as to shareowners equity accounts, the effect of
any changes that may be made in the Debtors capitalization; or (4) as to operations, the effect of any changes that may
be made in the Debtors business.
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NOTE 3 LIABILITIES SUBJECT TO COMPROMISE

As a result of the Chapter 11 Filings, the payment of prepetition indebtedness may be subject to compromise or other
treatment under the Debtors plan of reorganization. Generally, actions to enforce or otherwise effect payment of
prepetition liabilities are stayed. Refer to Note 2, Chapter 11 Bankruptcy and Going Concern.

The Debtors have been paying and intend to continue to pay undisputed postpetition claims in the ordinary course of
business. In addition, the Debtors may reject prepetition executory contracts and unexpired leases with respect to the
Debtors operations, with the approval of the Court. Damages resulting from rejection of executory contracts and
unexpired leases are treated as general unsecured claims and will be classified as liabilities subject to compromise.

FASB ASC 852, Reorganizations requires prepetition liabilities that are subject to compromise to be reported at the
amounts expected to be allowed, even if they may be settled for lesser amounts. The amounts currently classified as
liabilities subject to compromise may be subject to future adjustments depending on Court actions, further
developments with respect to disputed claims, determinations of the secured status of certain claims, the values of any
collateral securing such claims, or other events.

Liabilities subject to compromise consist of the following at September 30, 2009:

Accounts payable $ 11,912,739
Revenue and severance tax payable 2,144,046
Accrued interest 1,711,302
Accrued liabilities 1,365,019
Notes payable related parties 605,428
Total liabilities subject to compromise $ 17,738,534

NOTE 4 MINERAL ROYALTY AUDIT

In October 2009, the Louisiana Department of Mineral Resources notified the Company of the completion of audits of
royalty payments from Harvest Oil and Harvest Group for the period from September 2005 to March 2009. Pursuant
to the notifications, the Department of Mineral Resources asserted deficiencies in royalty payments totaling
$1,368,194. Additionally, the Department of Mineral Resources estimated interest and penalties owing of
approximately $772,894. Saratoga is reviewing the asserted royalty deficiencies and, based on its review, may contest
the asserted deficiencies. Saratoga also intends to review potential claims against the former owners of Harvest Oil
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and Harvest Group arising from underpayments determined to have occurred during periods prior to Saratoga s
acquisition of the Harvest Companies.

The full amount of the asserted deficiency in royalty payments is included in lease operating expense for the
September 30, 2009 quarter and nine month periods and the estimated interest and penalties are included in interest
expense for the same periods. At September 30, 2009, Saratoga recorded as liabilities subject to compromise
$2,141,088 attributable to the asserted deficiencies in royalties.

NOTE S STOCK-BASED COMPENSATION EXPENSE

During the nine months ended September 30, 2009, the Company issued 12,500 shares of common stock for services
of consultants and directors and granted stock options to purchase 75,000 shares of common stock. Stock based
compensation expense attributable to the issuance of shares and grants of options during the nine month ended
September 30, 2009 totaled $802,360.

Additionally, the Company realized $111,108 and $802,360, respectively, of stock-based compensation expense
during the quarter and nine months ended September 30, 2009, which expense was attributable to grants made during
2008 with the associated expense being recognized over the service period. At September 30, 2009, unamortized
stock-based compensation not yet recorded totaled $102,000 and is expected to be recognized over the next 10
months.

10
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The following table summarizes information about unvested restricted share activity for the nine months ended

September 30, 2009:

Outstanding at January 1, 2009
Granted

Forfeited

Vested

Outstanding at September 30, 2009

Number Weighted Average
of
Grant Date Fair
Restricted
Shares Value per Share
832,000 $ 2.55
(200,000) 2.55
(536,000) 2.55
96,000 $ 2.55

The following table summarizes information about stock option activity for the nine months ended September 30,

2009:

Outstanding at January 1, 2009
Granted

Exercised

Forfeited

Outstanding at September 30, 2009
Exercisable at September 30, 2009

Options
75,000

75,000
75,000

Aggregate
Weighted-Average Intrinsic
Exercise Price Value
$ - $ -
0.36 116,250
$ 0.36 116,250
$ 036 $ 116,250

The weighted average remaining contract life of the options is 9.5 years.

The following table summarizes information about stock warrant activity for the nine months ended September 30,

2009:

Warrants

Weighted-Average Aggregate

Exercise Price Intrinsic
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Value
Outstanding at January 1, 2009 1,085,516 $ 0.07 $ 1,997,680
Granted 5,000 1.50 2,050
Exercised - - -
Forfeited - - -
Outstanding at September 30, 2009 1,090,516 $ 008 $ 1,997,730
Exercisable at September 30, 2009 1,090,516 $ 008 $ 1,997,730

The weighted average remaining contract life of the warrants is 3.8 years.

The following table reflects share-based compensation recorded by the Company for the quarter ended September 30,

2009 and 2008:

Three Months Ended
September 30,
2009 2008
Share-based compensation expense included in reported net
income $ 111,108 $ 930,600
Earnings per share effect of share-based compensation expense  $ 0.01 $ 0.05

11
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The following table reflects share-based compensation recorded by the Company for the nine months ended
September 30, 2009 and 2008:

Nine Months Ended
September 30,
2009 2008
Share-based compensation expense included in reported net
income $ 802,360 $ 930,600
Earnings per share effect of share-based compensation expense  $ 0.05 $ 0.05

NOTE6 COMMON STOCK

Equity Issuances

During the nine months ended September 30, 2009, the Company issued 10,000 shares of common stock for services
of a director and 2,500 shares of common stock to a consultant for services. The grant-date value of these shares was
approximately $3,600.

During the nine months ended September 30, 2009, 200,000 shares of restricted common stock were forfeited and
cancelled. In addition, 536,000 shares of restricted stock vested during the nine month period.

Stock Options

During the nine months ended September 30, 2009, stock options to purchase 75,000 shares of common stock, with a
grant-date value of $13,386, were granted to directors. The options are exercisable at $0.36 per share for a term of ten
years. The options fully vested immediately. The options were valued using the Black-Sholes model with the
following assumptions: $0.36 quoted stock price; $0.36 exercise price; 341% volatility; 5 year estimated life; zero
dividends; 1.92% discount rate. No stock options were granted during t