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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM 10-Q

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

For the quarterly period ended March 31, 2010

OR

O 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 000-52155

GeoMet, Inc.

(Exact name of registrant as specified in its chaetr)

Delaware 76-0662382
(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification Number)

909 Fannin, Suite 1850
Houston, Texas 77010
(713) 659-3855

(Address of principal executive offices and teleph@ number, including area code)

N/A

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

Indicate by check mark whether the registrant € filed all reports required to be filed by Seeti or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 mofah$or such shorter period that the registrans wemjuired to file such reports), and
(2) has been subject to such filing requirementsHe past 90 days. Yes O No

Indicate by check mark whether the registrant ldsnstted electronically and posted on its corpo¥&eb site, if any, every Interactive
Data File required to be submitted and posted puntsio Rule 405 of Regulation S-T (8232.405 of ttiapter) during the preceding 12
months (or for such shorter period that the regigtwas required to submit and post such filed)] Yes O No

Indicate by check mark whether the registrantle&rge accelerated filer, an accelerated filer, maccelerated filer, or a smaller
reporting company. See the definitions of “largeederated filer,” “accelerated filer” and “small@porting company” in Rule 12b-2 of the
Exchange Act.

Large accelerated file [ Accelerated filel O
Non-accelerated file Smaller reporting compar [

Indicate by check mark whether the registrantshell company (as defined in Rule 12b-2 of the BExgje Act). [0  Yes
No

As of April 21, 2010, there were 39,401,508 shiasssed and outstanding of GeoMet, Inc.’s commoaokstpar value $0.001 per share.
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Part I. Financial Information

ltem 1. Financial Statements

GEOMET, INC. AND SUBSIDIARIES

Consolidated Balance Sheets
(Unaudited)

ASSETS
Current Assets
Cash and cash equivalel
Accounts receivable, both amounts net of allowarfck60,84€
Inventory
Derivative asse
Other current asse
Total current asse
Gas propertie—utilizing the full cost method of accountin
Proved gas properti¢
Other property and equipme
Total property and equipme
Less accumulated depreciation, depletion, amoitizatnd impairment of gas propert
Property and equipme—net
Other noncurrent asse
Derivative asse
Deferred income taxe
Other
Total other noncurrent asst
TOTAL ASSETS

LIABILITIES AND STOCKHOLDERS' EQUITY

Current Liabilities:

Accounts payabl

Accrued liabilities

Deferred income taxe

Derivative liability

Asset retirement liabilit

Current portion of lon-term debt
Total current liabilities
Long-term debt
Asset retirement liabilit
Other lon¢-term accrued liabilitie
TOTAL LIABILITIES

Commitments and contingencies (Note
Stockholder Equity:
Preferred stock, $0.001 par ve—authorized 10,000,000, none issi

Common stock, $0.001 par value—authorized 125,@@0shares; issued and outstanding

39,393,566 and 39,460,060 at March 31, 2010 anember 31, 2009, respective
Treasury stoc—10,432 shares at March 31, 2010 and December 89,
Paic-in capital
Accumulated other comprehensive |
Retained defici
Less notes receivab
Total stockholdel' equity
TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY

March 31, December 31,
2010 2009

$ 1,061,76. $ 973,72
3,026,53! 2,909,29:
1,640,20. 2,131,90.
8,853,18. 2,563,89:
333,10t 475,02
14,914,79 9,053,83
463,560,96 461,003,09
3,376,62; 3,480,20:
466,937,59 464,483,29
(368,164,74) (365,784,96)
98,772,84 98,698,32
2,113,56. 761,19:
49,858,10 51,804,97
1,344,83 609,97
53,316,50 53,176,13

$ 167,004,14 $ 160,928,30
$ 4,643,06 $ 5,169,17.
3,197,43! 2,808,22
2,661,51 157,25¢
453,71! 724,25:
105,25 108,11:
127,26t 121,79:.
11,188,24 9,088,81.
117,626,96 119,996,16
4,997,14. 4,862,27:
65,16 73,30¢
133,877,51 134,020,56
39,21 39,29
(94,424 (94,424
189,700,60 189,681,81
(1,592,73) (1,768,52)
(154,683,73) (160,710,88)
(242,29 (239,53)
33,126,62 26,907,73
$167,004,14 $ 160,928,30

See accompanying Notes to Consolidated Financié®ents (Unaudited)
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GEOMET, INC. AND SUBSIDIARIES
Consolidated Statements of Operations

(Unaudited)

Revenues

Gas sale

Operating fee

Total revenue

Expenses

Lease operating expen

Compression and transportation expe
Production taxe

Depreciation, depletion and amortizati
Impairment of gas propertis

General and administrati

Realized gains on derivative contra
Unrealized gains from the change in market valuepain derivative contrac
Total operating (gains) expens
Operating income (los

Other income (expense

Interest incom

Interest expense (net of amounts capitali:
Other

Total other income (expenst

Income (loss) before income tax
Income tax expense (benel

Net income (loss

Income (loss) per shar
Net income (loss
Basic

Diluted

Weighted average number of common she
Basic

Diluted

Three Months Ended March 31,

2010 2009
$9,883,68 $ 9,45250
74,29; 98,01
9,957,97: 9,550,521
3,107,37. 4,569,31
1,004,44 1,450,12:
208,22 367,06.
1,645,36! 3,036,73.
— 139,712,47
1,477,72! 2,972,61;
(1,460,12) (2,723,30)
(7,642,04) (185,885
(1,659,03) 149,199,13
11,617,01 (139,648,61)
25,80« 9,96(
(1,244,161 (983,041
(17,32 (1,016)
(1,235,68) (974,10
10,381,32 (140,622,71)
4,354,17 (52,896,90)
$ 6,027,15.  $ (87,725,80)
$ 0.1F § (2.25)
$ 0.1F % (2.25)
39,158,98 38,923,57
39,236,84 38,923,57

See accompanying Notes to Consolidated Financié®ents (Unaudited)
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GEOMET, INC. AND SUBSIDIARIES
Consolidated Statements of Comprehensive Income (ks)

(Unaudited)
Three Months Ended March 31,
2010 2009
Net income (loss $6,027,15. $(87,725,80)
Gain on foreign currency translation adjustn 8,83: 95,39:
Gain (loss) on interest rate swap, net of 166,95: (939)
Other comprehensive income (lo $6,202,931 $(87,631,35)

See accompanying Notes to Consolidated Financiaé®ents (Unaudited)
5
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GEOMET, INC. AND SUBSIDIARIES
Consolidated Statements of Cash Flows

(Unaudited)
Three Months Ended March 31,
2010 2009
Cash flows provided by operating activiti
Net income (loss $ 6,027,15: $(87,725,80)
Adjustments to reconcile net loss to net cash flprevided by operating activitie
Depreciation, depletion and amortizati 1,645,36! 3,036,73.
Impairment of gas propertis — 139,712,47
Amortization of debt issuance co: 73,22% 42,49"
Deferred income tax expense (bene 4,347,921 (52,903,15)
Unrealized gains from the change in market valuepain derivative contrac (7,642,04) (185,88))
Stocl-based compensatic (20,167) 312,43:
Loss on sale of other ass 19,49¢ 31,15:
Accretion expens 120,48t 107,41:
Changes in operating assets and liabilit
Accounts receivabl (114,55 2,415,28
Inventory 497,36( 122,09¢
Other current asse 141,91¢ 161,35(
Accounts payabl (742,629 (2,517,88)
Other accrued liabilitie 372,40 (416,17))
Net cash provided by operating activit 4,735,95! 2,192,52i
Cash flows used in investing activitie
Capital expenditure (1,521,28) (7,041,41)
Proceeds from sale of other property and equip! 79,37( 18,54¢
Other asset 25,33¢ (107,919
Net cash used in investing activit| (1,416,57) (7,130,77))
Cash flows provided by financing activitie
Proceeds from revolver borrowin 5,800,001 16,500,00
Payments on revolve (8,100,001 (12,000,00)
Deferred financing cos (887,379 —
Payments on other de (63,729 (58,694
Net cash (used in) provided by financing activi (3,251,10) 4,441,30
Effect of exchange rate changes on ¢ 19,77 (55,92%)
Increase (decrease) in cash and cash equivi 88,04+ (552,877
Cash and cash equivalents at beginning of p¢ 973,72( 2,096,56.
Cash and cash equivalents at end of pe $ 1,061,76: 1,543,68
Significant noncash investing and financing adtbgit
Accrued capital expenditur: $ 616,09 1,409,73!

See accompanying Notes to Consolidated Financié®ents (Unaudited)
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GEOMET, INC. AND SUBSIDIARIES

Notes to Consolidated Financial Statements
(Unaudited)

Note 1 — Organization and Our Business

GeoMet, Inc. (“GeoMet,” “Company,” “we,” or “our’{formerly GeoMet Resources, Inc.) was incorporatedien the laws of the state
Delaware on November 9, 2000. We are an independuatal gas producer primarily involved in the lexation, development and
production of natural gas from coal seams (coathethane) and non-conventional shallow gas. Oucjpdt operations and producing
properties are located in Alabama, West VirginiagWwia and Canada.

The accompanying unaudited consolidated finant@ésments include our accounts and those of ouflybwned subsidiaries. All
significant intercompany transactions and balates® been eliminated in consolidation. The unadditsmsolidated financial statements
reflect, in the opinion of our management, all atijuents, consisting only of normal and recurringisithents, necessary to present fairly the
financial position as of, and results of operatitors the interim periods presented. These unadditsmsolidated financial statements have
been prepared in accordance with the guidelinéstefim reporting; therefore, they do not includledésclosures required for our year-end
audited consolidated financial statements prep@rednformity with accounting principles generadlgcepted in the United States of Amel
(“GAAP”). Interim period results are not necessaiildicative of results of operations or cash fldasthe full year. These unaudited
consolidated financial statements included heregukl be read in conjunction with the audited cdidated financial statements for the fiscal
year ended December 31, 2009 and the accompangtag mcluded in our Annual Report on Forn-K, which we filed with the Securities
and Exchange Commission (the “SEC”) on March 31,020

Note 2 — Recent Pronouncements

In January 2010, the FASB issued Update No. 2010484ir Value Measurements and Disclosures (TopiQ:82proving Disclosures
about Fair Value Measurements. This Update prowvadesndments to Subtopic 820-10 that require neglatisres for transfers in and out of
Levels 1 and 2. This Update also clarifies existilgglosures for level of disaggregation, as welvaluation techniques and inputs used to
measure fair value for both recurring and nonreegrfair value measurements. The new disclosurdschamifications of existing disclosures
are effective for interim and annual reporting pds beginning after December 15, 2009. See additatinclosure provided in Note 6 —
Derivative Instruments and Hedging Activities.

Note 3 — Income (Loss) Per Share

Income (Loss) Per Share of Common Stock — Basic income (loss) per share is calculated biglidig net income (loss) by the weighted
average number of shares of common stock outstgmtliring the period. Fully diluted income (lossy pbare assumes the conversion of all
potentially dilutive securities and is calculatgddividing net income (loss) by the sum of the virggl average number of shares of common
stock outstanding plus potentially dilutive sedast Dilutive income (loss) per share considerdriact of potentially dilutive securities
except in periods in which there is a loss bec#lusénclusion of the potential common shares walde an anti-dilutive effect. A
reconciliation of the numerator and denominat@sigollows:

Three Months Ended March 31,

2010 2009
Net income (loss) per share:

Basic-net income (loss) per she $ 0.1f $ (2.2
Diluted-net income (loss) per she $ 0.1F $ (2.25)
Numerator:

Net income (loss) available to common stockhols $ 6,027,15: $(87,725,80)
Denominator:

Weighted average shares outstan-basic 39,158,98 38,923,57
Add potentially dilutive securitiet

Stock options 77,85¢ —
Dilutive securities 39,236,84 38,923,57

Diluted net loss per share for the three monthgémdarch 31, 2009 excluded the effect of outstamdistions to purchase 2,459,131
shares and 352,678 restricted shares because argetp net loss which caused options to be aluiibet.

7
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GEOMET, INC. AND SUBSIDIARIES

Notes to Consolidated Financial Statements—(Contired)
(Unaudited)

Note 4 — Gas Properties

The method of accounting for gas properties deteemivhat costs are capitalized and how these aostdtimately matched with
revenues and expenses. We use the full cost mefraxmtounting for gas properties as prescribechbySIEEC. Under this method, all direct
costs and certain indirect costs associated wéhatyuisition, exploration, and development of@as properties are capitalized and
segregated into United States of America (“U.Srfl £anadian cost centers. The Canadian cost agatefully impaired in 2009.

Gas properties are depleted using the units-ofypri@h method. The depletion expense is signifiyaaffected by the unamortized
historical and future development costs and thienaséd proved gas reserves. Depletion for the thheeths ended March 31, 2010 and 2009
was $0.83 and $1.52 per Mcf, respectively.

Estimation of proved gas reserves relies on priarakjudgment and use of factors that cannot keeipely determined. Subsequent
proved reserve estimates materially different ftbose reported would change the depletion expestsgnized during future reporting
periods. No gains or losses are recognized uposaleecor disposition of gas properties unless dhe @r disposition represents a significant
guantity of gas reserves, which would have a sicgnift impact on the depreciation, depletion andréizagion rate.

Under full cost accounting rules, total capitalizedts are limited to a ceiling equal to the présaiue of estimated future net revenues,
discounted at 10% per annum, plus cost of propsenti being amortized plus the lower of cost arvalue of unevaluated properties less
income tax effects (the “ceiling limitation”). Wesgorm a quarterly ceiling test to evaluate whethernet book value of our full cost pool
exceeds the ceiling limitation. The ceiling tespé&formed separately for our U.S. and Canadiaha®¥ers. If capitalized costs (net of
accumulated depreciation, depletion and amortinatiess related deferred taxes are greater thatisheunted future net revenues or ceiling
limitation, a write-down or impairment of the fudbst pool is required. A write-down of the carrywegue of the full cost pool is a hon-cash
charge that reduces earnings and impacts stockisbktguity in the period of occurrence and typigaésults in lower depreciation, depletion
and amortization expense in future periods. Onceried, a write-down is not reversible at a latzted

The ceiling test is calculated using the unweiglagthmetic average of the natural gas price orfiteeday of each month within the
12-month period prior to the end of the reportiegi@d, unless prices are defined by contractualngements, excluding escalations based on
future conditions, as allowed by the guidelineshef SEC. In addition, subsequent to the adoptiohcobunting Standards Codification
(“ASC") 410-20-25, formerly Financial AccountinggBtdard Board (“FASB”) Statement No. 143, AccountfioigAsset Retirement
Obligations, the future cash outflows associateth settling asset retirement obligations were noluded in the computation of the
discounted present value of future net revenuethfopurposes of the ceiling test calculation.

No impairments were recorded during the three moattded March 31, 2010.

At March 31, 2009, the ceiling limitation test weedculated using natural gas prices in effect ab®balance sheet date and adjuste
“basis” or location differential, held constant ovke life of the reserves; however, as allowedhgyguidelines of the SEC in effect at the
time, significant changes in gas prices subsedoemiarter end were used in the ceiling limitatiest. At March 31, 2009, the carrying value
of the Company’s gas properties in the U.S. anda@arexceeded the full cost ceiling limitation by.$P million, net of income tax of $68.5
million, based upon a natural gas price of apprexety $3.73 per Mcf in effect at that date. Howewarallowed by the guidelines of the S
since gas prices significantly increased subsedoeviarch 31, 2009, a recalculation of the ceiliingjitation was performed. Based upon a
natural gas price of approximately $4.21 per Mcéffect at May 7, 2009, the following impairmentsre recorded as of March 31, 2009 to
our gas properties:

United States Canada Total
Impairment of gas properti $138,371,63 $1,340,84(  $139,712,47
Deferred income tax bene (52,858,02) — (52,858,02)
Impairment of gas properties, net of - $ 85,513,60 $1,340,84( $ 86,854,44

Note 5 — Asset Retirement Liability

We record an asset retirement obligation (“ARO")tba consolidated balance sheets and capitalizasthet retirement costs in gas
properties in the period in which the retirementgatiion is incurred. The amount of the ARO and ¢bsts capitalized are equal to the
estimated future costs to satisfy the obligationgisurrent prices that are escalated by an assimflation factor up to the estimated
settlement date, which is then discounted backdalate we incurred the abandonment obligatiorgusinassumed interest rate. Once the
ARO is recorded, it is then accreted to its estaddtiture value using the same assumed interest rat

8
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GEOMET, INC. AND SUBSIDIARIES

Notes to Consolidated Financial Statements—(Contired)
(Unaudited)

The following table details the changes to our ast&#ement liability for the three months endedrgh 31, 2010:

Current portion of liability at January 1, 20 $ 108,11:
Add: Lonc-term asset retirement liability at January 1, 2 4,862,27
Asset retirement liability at January 1, 2( 4,970,38!
Liabilities incurred 6,72t
Liabilities settlec (3,792
Accretion 120,48t
Foreign currency translatic 8,581
Asset retirement liability at March 31, 20 5,102,39!
Less: Current portion of liabilit (105,25)
Long-term asset retirement liabili $4,997,14.

Note 6 — Derivative Instruments and Hedging Activites

The energy markets have historically been voladifel there can be no assurance that future naasgbrices will not be subject to wi
fluctuations. In an effort to reduce the effectdhaf volatility of the price of natural gas on ayerations, management has adopted a policy o
hedging natural gas prices from time to time prilparsing derivative instruments in the form ofébrway collars, traditional collars and
swaps. While the use of these hedging arrangerfiarits the downside risk of adverse price movemghtsso limits future gains from
favorable movements. Our price risk managementyailirictly prohibits the use of derivatives foesplative positions.

We enter into hedging transactions, generally doward periods up to two years or more, which iaseethe probability of achieving
our targeted level of cash flows. We generally fithe amount of these hedges during any perioa tmore than 50% to 70% of the then
expected gas production for such future periodavexchange floating price risk in the futureddixed price at the time of the hedge.
Costless collars set both a maximum ceiling (a selling) and a minimum floor (a bought floor) futuprice. Three-way costless collars are
similar to regular costless collars except thapriher to increase the ceiling price, we agreémd the amount of the floor price protection
(through a sold floor) to a predetermined amouenegally between $2.00 and $3.00 per MMBtu belosvitbught floor. We have accounted
for these transactions using the mark-to-markebatiing method. Generally, we incur accountingdsssn derivatives during periods where
prices are rising and gains during periods wheiaprare falling which may cause significant flitans in our consolidated balance sheets
and consolidated statements of operations.

Commodity Price Risk and Related Hedging Activities
At March 31, 2010, we had the following natural galiar positions:

Bought
Volume Sold Sold Fair
Period (MMBtu) Ceiling Floor Floor Value
April through October 201 856,00( $6.8C $5.5C $3.5C $1,172,05.
April through October 201 856,00( $6.3t¢ $55( — 1,258,99
November 2010 through March 20 604,00( $7.45 $6.5C — 862,57:
2,316,00i $3,293,62.
At December 31, 2009, we had the following natges collar positions:
Bought
Volume Sold Sold Fair
Period (MMBtu) Ceiling Floor Floor Value
January 2010 through March 20 540,00 $11.2( $9.5C $7.0C $1,326,72:
January 2010 through March 20 360,000 $ 6.65 $5.5C $3.5C 65,09¢
April through October 201 856,00( $ 6.8C $5.5C $3.5C 172,07:
April through October 201 856,000 $ 6.3t $55C — 116,55¢
November 2010 through March 20 604,000 $ 7.4t $6.5C — 160,74!
3,216,00i $1,841,19
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GEOMET, INC. AND SUBSIDIARIES

Notes to Consolidated Financial Statements—(Contired)
(Unaudited)

At March 31, 2010, we had the following natural gasp positions:

Volume

Period (MMBtu) Price Fair Value
April through October 201 856,00( $5.7C $1,389,45.
April through October 201 642,00( $6.3C 1,426,46.
November 2010 through March 20 604,00( $6.67 883,02:
November 2010 through March 20 906,00( $7.27 1,860,62.
April 2011 through October 201 856,00( $6.37 984,46¢
April 2011 through October 201 856,00( $5.37 137,36:
November 2011 through March 20 608,00( $7.12 688,52
November 2011 through March 20 608,00( $6.12 93,75¢
April 2012 through October 201 856,00( $5.7¢ 128,44
November 2012 through March 20 604,00( $6.42 80,99¢

7,396,00i $7,673,12,

At December 31, 2009, we had the following natges swap positions:
Volume

Period (MMBtu) Price Fair Value
April through October 201 856,00( $5.7C $ 5,341
April through October 201 642,00( $6.3C 387,38
November 2010 through March 20 604,00( $6.67 61,49:
November 2010 through March 20 906,00( $7.27 625,56
April 2011 through October 201 856,00( $6.37 236,88
November 2011 through March 20 608,00( $7.12 166,83t

4,472,00 $1,483,50.

I nterest Rate Risks and Related Hedging Activities

When we enter into an interest rate swap, we maigdate the derivative as a cash flow hedge, athwiiine we prepare the
documentation required under ASC 815-20-25. Hedfiesir interest rate are designated as cash flalgdsebased on whether the interest on
the underlying debt is converted to a fixed interate. Changes in derivative fair values thatdesignated as cash flow hedges are deferred
as other comprehensive income or loss to the ektahthey are effective and then recognized iniags when the hedged transactions oc

We use fixed rate swaps to limit our exposureuotiiations in interest rates with the objectiveaaflizing a fixed cash flow stream frc
these activities. At March 31, 2010, we had th&feing interest rate swaps:

Effective Designated Fixed Notional Fair
Description date maturity date  rate (1) amount Value
Floatin¢-to-fixed swap 12/14/200° 12/14/2011 3.8€% $15,000,00 $(382,729)
Floatin¢-to-fixed swap 5/13/200¢ 5/13/201¢ 3.0% $ 5,000,001 (33,039
Floatin¢-to-fixed swap 1/6/200¢ 1/6/201: 1.38% $ 5,000,00i (37,959

$25,000,000 $(453,71Y)

At December 31, 2009, we had the following interagt swaps:

Effective Designated Fixed Notional Fair
Description date maturity date  rate (1) amount Value
Floatin¢-to-fixed swap 12/14/200° 12/14/2011 3.8€% $15,000,00 $(479,56¢)
Floatinc-to-fixed swap 1/3/200¢ 1/4/201( 3.95%  $10,000,00 (87,497
Floatin¢-to-fixed swap 3/25/200¢  3/25/201¢ 2.38&%  $10,000,00 (50,74%)
Floatin¢-to-fixed swap 5/13/200¢ 5/13/201¢ 3.0% $ 5,000,001 (67,787
Floatin¢-to-fixed swap 1/6/200¢ 1/6/201: 1.38% $ 5,000,00i (38,279

$45,000,00 $(723,86Y)

(1) The floating rate paid by the counterparty is thiigh Banker’ Association LIBOR rate
10
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GEOMET, INC. AND SUBSIDIARIES

Notes to Consolidated Financial Statements—(Contired)
(Unaudited)

For the three months ended March 31, 2010 and 208%ecognized no ineffective portion of our casiwfhedges. We have reviewed
the financial strength of our hedge counterpaadies believe our credit risk to be minimal. Our hedgunterparties are participants in our
revolving credit facility agreement and the coltatdor the outstanding borrowings under our reir@\credit facility agreement is used as
collateral for our hedges. We do not have rightsaitateral from our counterparties, nor do we hagbts of offset against borrowings under
our revolving credit facility agreement.

The application of ASC 820-10-55, formerly SFAS N6&7, Fair Value Measurements, currently appliesutoderivative instruments.
Under the provisions of ASC 820-10-55, we estintlagefair value of our natural gas hedges and isteede swaps using the income
approach. The income approach uses valuation gebsithat convert future cash flows to a singlealiated value. ASC 820-10-55 clarifies
that a fair value measurement for an asset oflitigbéflects its nonperformance risk, the riskttttze obligation will not be fulfilled. Because
nonperformance risk includes our counterparties’ aur credit risk, we have considered the effeaduwfcredit risk on the fair value of the
liabilities stated below. This consideration invedvdiscounting our counterpartiesid our liabilities based on the difference betwibenS&P
credit rating of a comparable company to ours &edlBweek Treasury bill rate, both at December 31, 200@. following is a description
the valuation methodologies used for our derivaitigtruments measured at fair value:

* Natural Gas Hedges —In order to estimate the fair value of our natgas$ hedge positions, a forward price curve andtiity
estimates were compiled from sources that includMBEX settlements and observed trading activityhia Over-the-Counter
(OTC) markets. Pricing estimates for the theorétitarket value of hedge positions were developéthusnalytical models
accepted and employed by a broad cross-sectiara$iry participants. To extrapolate future castwé, discount factors
incorporating our counterpart’ and our credit standing are used to discount futash flows

* Interest Rate Svaps —In order to estimate the fair value of our intémase swaps, we use a yield curve based on Morakéd
rates and Interest Rate swaps, extrapolate a fatretéuture interest rates, estimate each futash ¢low, derive discount factors
to value the fixed and floating rate cash flowgath swap, and then discount to present valusmaWi (fixed) and forecasted
(floating) swap cash flows. Curve building and disating techniques used to establish the theotetiagket value of interest
bearing securities are based on readily availatdady Market rates and Interest Rate swap markat @atextrapolate future ca
flows, discount factors incorporating our countetigs’ and our credit standing are used to discount futash flows

We did not have any transfers of assets and lisdsilbetween Level 1 and Level 2 of the fair valeasurement hierarchy during the
three months ended March 31, 2010. Based on thefudeservable market inputs, we have designatesktlypes of instruments as Level 2
for ASC 820-10-55 reporting purposes. The fair eadfiour derivative instruments were as follows:

Asset Derivatives Liability Derivatives
March 31, 2010 December 31, 2009 March 31, 2010 December 31, 2009
Balance Shee Balance Shee
Balance Sheet Fair Balance Sheet Fair Fair Fair
Location Value Location Value Location Value Location Value
Derivatives designated as hedging
instruments under ASC 815-20
25
Interest rate swaps Derivative Derivative
Derivative assi Derivative asst liability liability
(current) $ — (current) $ — (current) $453,71! (current) $724,25!
Interest rate swaps Derivative Derivative
liability liability
Derivative assi Derivative asst (non- (non-
(nor- current) — (nor- current) 38€E current) — current) —

Total derivatives designated a:

hedging instruments under

ASC 815-20-25 $ — $ 38¢ $453,71! $724,25:
Derivatives not designated a

hedging instruments under

ASC 815-20-25

Natural gas hedge positio Derivative Derivative
Derivative assi Derivative asst liability liability
(current) $ 8,853,18: (current) $2,563,89! (current) $ — (current) $ —
Natural gas hedge positio Derivative Derivative
liability liability
Derivative assi Derivative asst (non- (non-
(nor- current) 2,113,56:. (nor- current) 760,80: current) — current) —

Total derivatives not designated a



hedging instruments under ASC
815-20-25 $10,966,74 $3,324,70.
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Notes to Consolidated Financial Statements—(Contired)
(Unaudited)

The following (gains) losses on our hedging insteais included in the consolidated statements ofatie&s and other comprehensive
income (loss) (“OCI”) are as follows:

The Effect of Derivative Instruments on the Consotiated Statements of Operations and
Other Comprehensive Income for the Three Months Endd March 31, 2010 and 2009

Amount of (Gain) or Loss
Recognized in Income on

Location of (Gain) or Loss Recognized in Derivative
Derivatives Income on Derivative 2010 2009
Derivatives designated as hedging instruments unds
ASC 815-20-25
Interest rate swag Interest expense (net of amounts capitali: $ (239,21) $ 209,24l
Total gain (loss $ (239,219 $ 209,24
Derivatives not designated as hedging instrumen
under ASC 815-20-25

Natural gas collar positior Realized gains on derivative contra $(1,460,12) $(2,723,30)
Natural gas collar positior Unrealized (gains) losses from the change in market

value of open derivative contrac (7,642,04) (185,882
Total gain (loss $(9,102,17)) $(2,909,18)

Location of
Gain or (Iqus)
Reclassified Amount of Gain or (Loss)
Amount of Gain or (Loss) from Reclassified from
Recognized in OCI on Accumylated Accumulated OCI into
Derivative ?rfz:lt;:wtg Income

Derivatives in ASC 815-20-25 (Effective Portion) (Effective (Effective Portion)
Cash Flow Hedging Relationships 2010 2009 Portion) 2010 2009
Interest rate contrac $(30,93) $(216,20) Interest expen: $239,21: $(209,24()
Total $(30,93)  $(216,20)) $239,21: $(209,24()

Accumulated comprehensive loss of $1,592,735 agasth 31, 2010 consists of $1,312,339 in foreigmancy translation adjustments
and a $280,396 loss on interest rate swaps, netome tax benefit. Accumulated comprehensive 16280,396 as of March 31, 2010 is
expected to be realized as interest expense istétement of operations for the 12 months endeativat, 2011.

Note 7 — Long-Term Debt

After the Company received commitment letters ft@ra parties to provide additional financing for t8empany, effective March 30,
2010, the parties to the revolving credit faciityreement unanimously approved the Third Amenditeetfite revolving credit facility (“Third
Amendment”) as summarized below:

» The maturity date of the revolving credit faciligas extended four months to May 6, 2011 pursuaatramguest by the Compatr

e Pursuant to a request by the Company, the borrolédisg was reduced to $123 million and the bankmeameed that (1) the next
borrowing base determination would be as of Jun€@%0, and (2) the bank group agreed not to oakfdetermination of the
borrowing base prior to that da

* The minimum current ratio, adjusted for unrealifgains) losses on derivative contracts and borrgwirailability under the
revolving credit agreement, is adjusted to .80 swlkly for the quarter ended March 31, 2C

» The outstanding balances on the revolving creditifia bear interest at the Company’s option oheit(a) the bank' adjusted bas
rate, which is the greatest of (i) the bank’s base, (ii) the Federal Funds Rate plus 0.5%, grttie one-month LIBOR rate plus
1%, plus a margin of 2.625%, or (b) the adjusteBiQR rate, plus a margin of 3.50'

As part of the completion of the Third Amendmehg Company was required to pay a non-refundabléfée bank group in the
amount of $307,500.

12



Table of Contents

GEOMET, INC. AND SUBSIDIARIES

Notes to Consolidated Financial Statements—(Contired)
(Unaudited)

As of March 31, 2010, we had $117.2 million of lmevings outstanding under our revolving credit fégilresulting in a borrowing
availability of $5.8 million under our $123.0 mdh borrowing base. For the three months ended Mait¢R010 we borrowed $5.8 million
and made payments of $8.1 million under the remgl\dgredit facility. For the three months ended Mesd, 2009, we borrowed $16.5 million
and made payments of $12.0 million under the remgleredit facility. The rates at March 31, 201@ &ecember 31, 2009, excluding the
effect of our interest rate swaps, were 3.77% af8%, respectively. For the three months ended Maig 2010 and 2009, interest on the
borrowings averaged 3.14% per annum and 3.31%rpema, respectively.

The following is a summary of our long-term debiM&trch 31, 2010 and December 31, 2009:

March 31, December 31,
2010 2009
Borrowings under revolving credit facili $117,200,00 $119,500,00

Note payable to a third party, annual installmexfit$53,00C

through January 2011, interest-bearing at 8.25%alhyn

unsecure( 48,961 94,19(
Note payable to an individual, se-monthly installments of $644,

through September 2015, interest-bearing at 12&8aally,

unsecure( 103,60° 106,82!
Salary continuation payable to an individual, semainthly

installments of $3,958, through December 2015, interest-

bearing (less amortization discount of $572,074h\an

effective rate of 8.25%), unsecur 401,65¢ 416,94(
Total debt 117,754,22 120,117,95
Less current maturities included in current liakab (127,266 (121,79)
Total lon¢-term debi $117,626,96 $119,996,16

The fair value of long-term debt at March 31, 2@h@ December 31, 2009 was approximately $115,02&66 $115,817,126,
respectively. ASC 820-10-55 clarifies that a faifue measurement for an asset or liability refléastaonperformance risk, the risk that the
obligation will not be fulfilled. Because nonpenfiaaince risk includes our credit risk, we have cogrgd the effect of our credit risk on the
value of the long-term debt. This consideratioroimed discounting our long-term debt based on tfferdnce between the S&P credit rating
of a comparable company to ours and the staterkstteates of the debt instruments included oug-@mm debt, both at March 31, 2010 and
December 31, 2009.

Note 8 — Common Stock

At March 31, 2010 and December 31, 2009, there 881893,566 and 39,460,060 shares, respectivebgrmimon stock outstanding,
both including 10,432 shares of treasury stock bglthe Company. Also included in common stock taunding at March 31, 2010 and
December 31, 2009 were 176,128 and 311,684 shérestocted stock, respectively. For the three therended March 31, 2010, 66,194
shares of restricted stock were forfeited. On M&4h2010, 300 shares of common stock were purdHases from a non-executive
employee for the payment of $289 in withholdingesuxlue on vested shares of restricted stock iasugel our 2006 Long-Term Incentive
Plan. The shares were not retained as treasurl asthey were immediately cancelled. For the thmeaths ended March 31, 2009, we
issued 166,668 shares of common stock to our inatkge directors, representing 50% of their anneiainer.

Note 9 — Share-Based Awards

As of March 31, 2010, we have two stock-based aywkads authorized, which include our 2005 Stocki@pPlan and our 2006 Long-
Term Incentive Plan. However, we will not grant auditional awards under our 2005 Stock Option Rian that we have adopted our 2006
Long-Term Incentive Plan, although we will contirtoessue shares of our common stock upon exeofiawards previously granted under
the 2005 Stock Option Plan.

Our 2006 Long-Term Incentive Plan authorized thenting of incentive stock options, non-qualifiedcit options, stock appreciation
rights, stock awards, restricted stock, restrictedk units and performance awards. A maximum @9@,000 shares is available for grant
under this plan. The 2006 Long-Term Incentive Réaavailable to our employees and independentire@nd is designed to attract and
retain employees and independent directors, thduilign the interests of our employees and indeéget directors with the interests of our
stockholders, and to closely link compensation with performance. The exercise price of stock astigranted under this plan may not be
less than the fair market value of the common stockhe date of grant. The options generally hatexra of seven years and vest evenly over
three years, except performance based awardsedrambur named executive officers, and optionseidso directors. Performance based
awards granted under the 2006 Long-Term Incentiae ¥est once the performance criteria have bed¢n@mtions granted to our directors
vest immediately.
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During the three months ended March 31, 2010, werded a compensation expense accrual of $16,2hwlas allocated as an
addition of $12,508 to lease operating expensestafdl49 was capitalized to unevaluated gas priegedffset by a reduction of general and
administrative expense of $(22,383). The future pensation cost of all the outstanding awards IS8 which will be amortized over the
vesting period of such stock options and restristedk. The weighted average remaining usefuldffthe future compensation cost is 0.96
years. During the three months ended March 31, 208%ecorded a compensation expense accrual & $37 which was allocated amo
lease operating expenses for $26,570, generaldmahstrative expenses for $285,864, and $63,70=laapitalized to unevaluated gas
properties.

During the three months ended March 31, 2010, ockstptions were granted. During the three monttted March 31, 2009, 720,519
stock options were granted. The significant assionptused in determining the compensation costaded an expected volatility of 56.10
risk-free interest rate of 1.25%, an expected tefeh 5 years, forfeiture rates from 5% to 15%, ancexpected dividends.

I ncentive Stock Options
The table below summarizes incentive stock optidivigy for the three months ended March 31, 2010:

Weighted Average
Remaining Aggregate
Number of Average Contractual
Exercise Intrinsic
Options Price Life Value
Outstanding at December 31, 2( 997,78t $ 3.9
Forfeited (76,879 $ 1.8¢
Outstanding at March 31, 20 920,90t $ 4.12 4.71 $85,87¢
Options exercisable at March 31, 2( 494,94: $ 5.87 4.0z $28,62¢

During the three months ended March 31, 2010, centive stock options were granted or exercisedinduhe three months ended
March 31, 2009, 606,507 incentive stock optionseagganted with a weighted average grant-date &irevof $200,147. During the three
months ended March 31, 2009, no incentive stoclonptwere exercised.

Non-Qualified Stock Options
The table below summarizes non-qualified stockawpéictivity for the three months ended March 31,20

Weighted Average
Remaining Aggregate
Average Contractual
Number of Exercise Intrinsic
Options Price Life Value
Outstanding at December 31, 2( 1,400,76! $ 3.61
Forfeited (10,219 $ 0.72
Outstanding at March 31, 20: 1,390,54 $ 3.63 3.3C $17,64¢
Options exercisable at March 31, 2( 1,114,19 $ 3.0t 2.94 $ —

During the three months ended March 31, 2010, mequalified stock options were granted or exercigaating the three months end
March 31, 2009, 114,012 non-qualified stock optiamse granted with a weighted average grant-datedéue of $38,192. During the three
months ended March 31, 2009, no non-qualified stqtions were exercised.

Restricted Stock Awards
The table below summarizes non-vested restrictak stwards activity for the three months ended M&t, 2010:

Weighted
Number of Average Value a

Shares Grant Date
Non-vested restricted stock at December 31, 2 311,68 $ 6.57
Vested (69,36%) $ 6.5¢
Forfeited (66,199 $ 6.5C
Non-vested restricted stock at March 31, 2| 176,12¢ $ 6.5¢
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During the three months ended March 31, 2010, aceshof restricted stock were granted and 69,3&&stof restricted stock vested
with a grant date fair value of $456,795. During three months ended March 31, 2009, 48,397 sbérestricted stock vested with a grant
date fair value of $310,225.

Note 10 — Commitments and Contingencies

From time to time we are a party to litigation lrethormal course of business. While the outcomaveduits or other proceedings
against us cannot be predicted with certainty, mameent does not believe that the adverse effeotiofinancial condition, results of
operations or cash flows, if any, will be material.

CNX Antitrust Action

We filed a complaint against CNX Gas Company LLCNX") and Island Creek Coal Company (“Island Créekih affiliate of CNX,
in the Circuit Court of Tazewell County, Virginiamd-ebruary 14, 2007, in which we sought damageggrirom alleged violations of the
Virginia Antitrust Act, tortious interference wittontractual relations with third parties and statyiand common law conspiracy. The suit
sought compensatory and consequential damageBdgea violations of the Virginia Antitrust Act, @fuding alleged anticompetitive efforts
of CNX to dominate and maintain its control oves tharket for the production and transportationaaflisced methane gas from the Oakwood
Field in Buchanan County, Virginia and for CNX'degjed efforts to conspire and act in concert wstarid Creek and others to dominate and
maintain control over the market for the productéon transportation of coalbed methane gas fron®tiavood Field in violation of the
Virginia Antitrust Act and Virginia statutory anammon law. The suit also alleged CNX's intentioimérference with our existing and
prospective third-party business relationshipsnimtiempt to harm us and improve CNX'’s position eoporate and financial interests. In
December 2007, we filed an amended petition ttsated with specificity our claims against CNX dsldnd Creek, and added Cardinal
States Gathering Company and CONSOL Energy Ine.ulimate parent of the other defendants, as defeis. On June 3, 2009, the Court
ruled on the demurrers to our claims that had liggthby CNX, denying CNX’s demurrers with respéetfour of our five state-law antitrust
claims for monopolization and attempted monopoliratind upholding only the demurrers to one argittbeory and the claims under
Virginia law for tortious interference. As a resaftthis ruling, we are proceeding to full discoy@nd moving towards a trial on the merits,
seeking $385.6 million in actual damages, withghssibility for trebling of those damages undergtaute, as well as injunctive relief to
prevent CNX and the other defendants from contiptiese alleged anticompetitive activities. Unl@ssreach a commercially reasonable
settlement, we intend to pursue discovery and itrigthis matter.

Environmental and Regulatory

As of March 31, 2010, there were no known environtakor other regulatory matters related to ourapens that are reasonably
expected to result in a material liability to us.

Note 11 — Income Taxes

Our effective tax rate differs from the federakstary rate primarily due to net operating lossS®&JL’s”) in Canada and certain states
from which we are currently unable to benefit, adhas state income taxes. The deferred tax asked to the Canadian and certain state
NOL'’s are fully reserved because it is more likelyntimat that we will not use those NOL's to offseistixg tax liabilities in future years. We
do not anticipate that total unrecognized tax higneifill significantly change due to the settlemehtaudits and the expiration of statute of
limitations prior to March 31, 2010. For tax repogt purposes, we have federal and state NOL'’s pfapmately $100.5 million and $109.1
million, respectively, at March 31, 2010 that avaitable to reduce future taxable income. If ndliagd, the federal carryforwards would
begin to expire in 2022. Certain immaterial porsiai the state NOL's will expire prior to 2022.

Income tax expense for the three months ended MakcR010 was different than the amount computéthube statutory rate as
follows:

U.S. Canada Total
Amount computed using statutory ra 3,720,08: 34.(% (145,62) 26.(% 3,574,45! 34.4%
State income tax—net of federal benef 491,71: 4.5% — 0.C% 491,71. 4.7%
Valuation Allowance —  0.(% 145,62 -26.(% 145,62: 1.4%
Nondeductible items and oth 142,38: 1.2% — 0.C% 142,38: 1.4%
Income tax (benefit) provisia 4,354,171 39.8% — 0.C% 4,354,171 41.%%

Income tax expense for the three months ended MakcR009 was different than the amount computéthube statutory rate as
follows:

U.S. Canada Total
Amount computed using statutory ra (47,127,58) 34.(% (523,16) 26.(% (47,650,74) 33.%
State income tax—net of federal benef (5,978,81) 4.2% — 0.C% (5,978,81) 4.2%



Valuation Allowance — 0.C% 523,16: -26.(% 523,16 -0.4%

Nondeductible items and oth 209,497  -0.1% — 0.C% 209,49¢  -0.1%
Income tax (benefit) provisia (52,896,90) 38.2% — 0.C% (52,896,90) 37.%
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Item 2. Managemen’s Discussion and Analysis of Financial Condition ahResults of Operations
Statement Regarding Forward-Looking | nformation

Management’s Discussion and Analysis of Financ@dition and Results of Operations and other itentkis Quarterly Report on
Form 10-Q contain forward-looking statements aridrination that are based on management’s beliefajedl as assumptions made by, and
information currently available to, management. Wheed in this document, the words “believe,” “aipiate,” “estimate,” “expect,” “intend,”
and similar expressions are intended to identifwérd-looking statements. Although management betighat the expectations reflected in
these forward-looking statements are reasonahtaniigive no assurance that these expectationpneile to have been correct. These
statements are subject to certain risks, unceigaiand assumptions. Should one or more of theke or uncertainties materialize, or should
underlying assumptions prove incorrect, actualltesnay vary materially from those anticipated. Welertake no obligation to release
publicly any revisions to these forwalabking statements that may be made to reflecttsvencircumstances after the date hereof or teat
the occurrence of unanticipated events.

You should read “Management’s Discussion and AnglysFinancial Condition and Results of Operatfansconjunction with the
corresponding sections and our audited consolidatadcial statements for the fiscal year endeddbdzer 31, 2009, which are included in
our Annual Report on Form 10-K that we filed witletSecurities Exchange Commission on March 31, .2010

Overview

GeoMet, Inc. is an independent energy company pilyrengaged in the exploration for and developneerd production of natural gas
from coal seams (“coalbed methane” or “CBM”) anahftmnventional shallow gas. We were originally fdad as a consulting company to
the coalbed methane industry in 1985 and have &etare as an operator and developer of coalbedanethroperties since 1993. Our
principal operations and producing properties acated in the Cahaba Basin in Alabama and thealefppalachian Basin in West Virginia
and Virginia. We also control additional coalbedthame and oil and gas development rights, prinlgipalAlabama, British Columbia,
Virginia, and West Virginia. As of March 31, 20Me control a total of approximately 164,000 neeaasf coalbed methane and oil and gas
development rights.

We primarily explore for, develop, and produce CBM non-conventional shallow gas. Our objective isreate the premier non-
conventional shallow gas company in North Amerm@hasizing coalbed methane) while maximizing dtotder value through the efficie
investment of capital to increase reserves, praoiuctash flow and earnings. We believe that sulbistieexpertise and experience is required
to develop, produce, and operate coalbed methahe@mconventional shallow gas fields in an effitimanner. We believe that the inherent
geologic and production characteristics of coallmedhane and non-conventional shallow gas offeactttre investment opportunities.

Our ability to successfully leverage our compeditstrengths and execute our strategy depends upgoy factors and is subject to a
variety of risks. For example, our ability to digih our properties and fund our capital budgeteddsp, to a large extent, upon our ability to
generate cash flow from operations above curreeide maintain borrowing capacity at or near curfewels under our revolving credit
facility, and the availability of future debt anduaty financing on satisfactory terms. Our abilityfund new opportunities and compete for
retain the qualified personnel necessary to conduicbusiness is also dependent upon our finaresalurces. Prolonged weakness in the
global economy and in natural gas prices, which affgct both our cash flows and the value of o igserves, limitations on our ability to
replace production through drilling activities, aterial adverse change in our gas reserves daetor§ other than gas pricing changes, our
ability to transport our gas to markets, drillingsts, lower than expected production rates, maizdigerse outcomes from lawsuits and other
factors, many of which are beyond our control, radyersely affect our ability to fund our anticiphtpital expenditures, pursue property
acquisitions, and compete for qualified personamgpng other things.

We expect to fund our remaining capital expendihudget for 2010 of $7.3 million from our operaticash flows. If our cash flows are
not sufficient to fund all of our planned capitabjects, we expect to reduce our capital budgetraiegly. The amount and timing of our
expenditures are subject to change based upon teamkéitions, results of operations and other fiecté/e routinely adjust our capital
expenditure budget in response to changes in naaseprices, drilling and acquisition costs, cieW, drilling results and borrowing base
redeterminations under our revolving credit fagilit

Effective March 30, 2010, the parties to the reir@\wcredit facility agreement unanimously approteel Third Amendment to the
revolving credit facility (“Third Amendment”) as sumarized below:

« The maturity date of the revolving credit faciligas extended four months to May 6, 2011 pursuaatramguest by the Compar
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» Pursuant to a request by the Company, the borroleasg was reduced to $123.0 million and the baokmagreed that (1) the
next borrowing base determination would be as n€Jib, 2010, and (2) the bank group agreed ndadltdar a determination of
the borrowing base prior to that de

e The minimum current ratio, adjusted for unrealifgains) losses on derivative contracts and borrgwivailability under the
revolving credit agreement, is adjusted to .80 solely for the quarter ended March 31, 2C

» The outstanding balances on the revolving creditifia will bear interest at the Company’s optioheither (a) the bank’s adjusted
base rate, which is the greatest of (i) the bablse rate, (ii) the Federal Funds Rate plus 0.5%ij)ahe one-month LIBOR rate
plus 1%, plus a margin of 2.625%, or (b) the adjd4tIBOR rate, plus a margin of 3.50

As part of the completion of the Third Amendmehg Company was required to pay a non-refundabléfée bank group in the
amount of $307,500.

On March 29, 2010, we executed commitment lettetis WGP Capital Resources Company (“NGPC”) and N&tore Energy, LLC
(“North Shore™),an affiliate of our largest stockholder, whereby®@5and North Shore have agreed to the prelimireangg of a commitme
to purchase up to $20 million each ($40 milliorthe aggregate) of the Company’s convertible pretestock in the event that a proposed
rights offering of the convertible preferred staskot fully subscribed by our common stockhold€ar Board of Directors approved the
execution of the commitment letters after its rptef a recommendation to do so by a Special Cotamitomprised of two independent
directors with no affiliation with our largest stdwlder. The Special Committee retained the sesvidéndependent legal counsel and a
financial advisor in evaluating and formulatingriéeommendation to the Board.

NGPC and North Shore each received an initial rdnndable payment of $250,000 from the Compargxizhange for the commitme
letters. The initial payment will be credited agsia $600,000 fee due to each of NGPC and NortheSkfmon the closing of a rights offering
and backstop commitment. Under the terms of thpgsed $40 million rights offering, we would distitb, at no charge to the holders of our
common stock, rights to purchase up to an aggregat@®00,000 new shares of convertible prefertedksat a subscription price of $10.00
per share. The number of rights to be distribudspare of common stock would be determined afieboard of directors approves and
a record date for the rights offering. Any righfiedng will be made only by means of a prospe&ugplement and accompanying prospectus
to our effective registration statement on Form ®8&gistration No. 333-163193). We are currentlgatiating the terms of a definitive
backstop arrangement with NGPC and North Shorthdrevent that we are able to complete the propagkts offering, we intend to use the
net proceeds to repay a portion of our outstantlidgbtedness. We cannot assure that we will beessfid in completing the proposed rights
offering on the terms outlined above, and any disimn of the proposed rights offering in this fijion Form 109 does not constitute an of
or the solicitation of an offer of the Company’sgsties.

We currently have limited borrowing availability der our revolving credit facility, which matures btay 6, 2011, and we have no
assurances that our lenders will extend the mgtdéate. Accordingly, because the successful conopleif the proposed rights offering
cannot be assured, we will continue to exploreétives for additional financing for the Compaiijese alternatives may include private or
public offerings of debt or equity securities oe #ale of assets. The terms, timing and structuaeysuch financing or sale will depend on
several factors, including market conditions, exiecurisk, timing, possible dilution of existing ateholders and relative cost of the various
financing alternatives. There can be no assurdratente will be able to obtain debt or equity fineugg including the proposed rights offering,
or complete an asset sale on terms favorable tor,all.

Changes in natural gas prices may significantlgafbur revenues, financial condition, cash flomatural gas reserves and borrowing
capacity. Markets for natural gas have historicel#¢n volatile and we expect this trend to contifuees for natural gas may fluctuate in
response to changes in supply and demand, markettaimty, seasonal, political and other factongolpe our control. We are unable to
accurately predict the prices we will receive far oatural gas. Accordingly, any significant ortsirsed declines in natural gas prices may
materially adversely affect our financial conditi@perating results, liquidity and ability to obtdinancing. Declining or prolonged low
natural gas prices may also result in non-compéamith the covenants in our revolving credit fagikkgreement and could result in a lower
determination of our borrowing base. Although wé attempt to cure any non-compliance with covesantour revolving credit facility in
the event they occur, no assurance can be givemehwill be able to cure such n@empliance. Lower natural gas prices also may redie
amount of natural gas that we can produce econdisni€arther declines in natural gas prices cowudstidna material adverse effect on the
estimated value and estimated quantities of owgumatural gas reserves, our ability to fund qearations and our financial condition, cash
flow, results of operations and access to capiial. capital expenditure budgets are highly depenoierfuture natural gas prices.

Operational Developments

Pond Creek—-No new wells were added to sales in the three nsosmtlded March 31, 2010. We have a total of 24pmetucing wells ir
the Pond Creek field. Net gas sales were 14.4 Midcfday for the three months ended March 31, 284 @pmpared to 14.3 MMcf per day
for the three months ended March 31, 2009. We taahill at least eight new wells in the Virginiagion of the Pond Creek field prior to
August 16, 2010, three of which were drilled inuany, 2010. If the proposed rights offering or othkernate financing transactions are
completed, we will consider increasing spendinthiarea later this year.
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Lasher—No new wells were added to sales in the three nsoerided March 31, 2010. Net gas sales averagedNdct per day from 1.
producing wells for the three months ended March2B10, as compared to 0.2 MMcf per day for the¢hmonths ended March 31, 2009.

Gurnee—No new wells were added to sales in the three nsosided March 31, 2010. Net gas sales were 5.3 Ndetcflay from a tot
of 219 producing wells in the Gurnee field for theee months ended March 31, 2010, as compare@ g cf per day for the three months
ended March 31, 2009. We have no drilling schedingdurnee in 2010. In 2009, we fraced a previousigompleted coal group in three
nearby wells in the Gurnee field to test three fraw techniques. We have subsequently fraced otteedest wells a second time using the
most effective technique with significantly impralveesults. We recently applied this technique tofathe coal groups previously fraced ir
existing wellbore. The results of this frac is eutly being evaluated. We are planning to spentb$i.2 million testing this frac technique
2010.

Garden City— Our focus in the Garden City Chattayzo8hale prospect is directed at determining devisddution to handle and
dispose of produced water. We are currently revigvgieveral alternatives including a reverse osngystem. We are evaluating the resuli
our reverse osmosis unit in Pond Creek to deterihihés is an economical solution for Garden Gi/well. However, due to low gas prices
and the high cost of trucking produced water thed&ma City test wells remain temporarily shut in.

Peace River— No new wells were added to salesithitee months ended March 31, 2010. Net gas sedgaged 0.1 MMcf per day
from 4 net producing wells for the three monthsezhiarch 31, 2010, as compared to 0.1 MMcf perfdaghe three months ended
March 31, 2009. On April 15, 2010, we shut in owll&in the Peace River field, located in Britisbl@nbia as a result of decreased natural
gas prices and longer than expected dewatering time

Critical Accounting Policies

The preparation of financial statements in confeymiith GAAP requires us to use our judgment to maktimates and assumptions
affect certain amounts reported in our financiatesnents. As additional information becomes avkilahese estimates and assumptions are
subject to change and thus impact amounts reporti future. Critical accounting policies aregb@ccounting policies that involve
judgment and uncertainties affecting the applicatibthose policies and the likelihood that matgridifferent amounts would be report
under different conditions or using differing asgtions. We periodically update our estimates usdtié preparation of the financial
statements based on our latest assessment ofrtieatcand projected business and general econamicoament. There have been no
significant changes to our critical accounting piels during the three months ended March 31, 2010.

Producing Fields Operations Summary

The table below presents information on gas saktssales volumes, production expenses and pedMaffor the three months ended
March 31, 2010 and 2009. This table should be mreadnjunction with the discussion of the result®perations for the periods presented
below (in thousands).

Three Months Ended March 31,

2010 2009
Gas sale $ 9,88¢ $ 9,45:
Lease operating expens $ 3,10 $ 4,56¢
Compression and transportation expet 1,00t 1,45(C
Production taxe 20¢ 367
Total production expens: $ 4,32( $ 6,38¢€
Net sales volumes (MMc 1,82( 1,887
Pond Creek fielt 1,29t 1,291
Gurnee fielc 474 557
Per Mcf data ($/Mcf)

Average natural gas sales pr $ 5.42 $ 5.01
Average natural gas sales price realize $ 6.28 $ 6.4<
Lease operating expens $ 1.71 $ 2.4z
Pond Creek fiell $ 1.3¢ $ 1.7:
Gurnee fielc $ 2.14 $ 3.1¢
Compression and transportation expet $ 0.5t $ 0.77
Pond Creek fiell $ 0.5¢ $ 0.77
Gurnee fielc $ 0.37 $ 0.5¢
Production taxe $ 0.11 $ 0.1¢
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Three Months Ended March 31,

2010 2009
Pond Creek fiell $ 0.1¢ $ 0.1t
Gurnee field (2 $ (0.07) $ 031
Total production expensi $ 2.37 $ 3.3¢
Pond Creek fiel( $ 2.0¢ $ 26F
Gurnee fielc $ 2.44 $ 4.0t
Depletion $ 0.8: $ 1.5Z

(1) Average realized price includes the effects ofizedl gains on derivative contrac
(2) The company received a production tax refund rdladeprior production in the Gurnee field in Mar2010.

Results of Operations
Three Months Ended March 31, 2010 compared with Three Months Ended March 31, 2009

The following are selected items derived from oonéblidating Statement of Operations and theirgreage changes from the
comparable period are presented below.

Three Months Ended March 31,

2010 2009 Change
(In thousands)
Gas sale $ 9,88/ $ 9,452 5%
Lease operating expens $ 3,107 $ 4,56¢ -32%
Compression expen: $ 68t $ 83¢ -18%
Transportation expent $ 32 $ 617 -48%
Production taxe $ 20¢ $ 367 -43%
Impairment of gas propertit $ — $139,71. NM
Depreciation, depletion and amortizati $1,64¢ $ 3,03i -46%
General and administrati\ $1,47¢ $ 2,97: -50%
Realized gains on derivative contra $(1,460) $ (2,729 -46%
Unrealized gains from the change in market valuepah derivative
contracts $(7,647) $ (18¢) NM
Interest expense, net of amounts capital $(1,244) $ (987 27%
Income tax expense (benet $ 4,35¢ $(52,89)) NM

NM-Not Meaningful

Gas sales. Gas sales increased by $0.43 million, or 5%, t8&illion compared to the prior year quarter. Tierease in gas sales was
a result of increased gas prices partially offsetiécreased production. Production decreased 4% ardge gas prices increased 8%,
excluding hedging transactions. The $0.43 milliocréase in gas sales consisted of a $0.77 miliorease in prices and a $0.33 million
decrease in production.

Lease operating expenses. Lease operating expenses decreased by $1.46 moli@2%, to $3.11 million compared to the prioaye
guarter. The decrease in lease operating expeonassted of a $1.30 million decrease in costs a$@d. &6 million decrease in production. 7
$1.30 decrease in costs was primarily due to a eoyywide cost reduction strategy implemented inilA&2609.

Compression expense. Compression expense decreased by $0.15 milliob8%r, to $0.68 million compared to the prior yeaarer.
The $0.15 million decrease was comprised of a $fillbbn decrease in costs and a $0.03 decreagmoifuction. The $0.12 decrease in costs
was primarily due to a company-wide cost reductisategy implemented in April 2009.

Transportation expense. Transportation expense decreased by $0.30 miliod8%, to $0.32 million compared to the prior ygaarter.
The $0.30 million decrease was primarily due torelased costs resulting from the permanent reldasecess firm transportation capacity
effective May 1, 2009.

Production taxes . Production taxes decreased by $0.16 million,3864to $0.21 million compared to the prior yearmgm The $0.16
million decrease in production taxes was primadile to a refund received in March 2010 for productaxes related to our Gurnee field.

Impairment of gas properties. At March 31, 2009, the carrying value of the Compsaigas properties exceeded the full cost ceiling
limitation. There was no such impairment recordethe current year period.
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Depreciation, depletion and amortization. Depreciation, depletion and amortization decredse$i1.39 million, or 46%, to $1.65 million
compared to the prior year quarter. The depreciatiepletion and amortization decrease consisted$®f.11 million decrease in production
and a $1.28 million decrease in the depletion rate.

General and administrative. General and administrative expenses decreased.#9 #illion, or 50%, to $1.48 million compared ket
prior year quarter. The decrease in general andrésinative expenses was primarily due to a compaite cost reduction strategy
implemented in April 2009.

Realized gains on derivative contracts. Realized gains on derivative contracts decrease®llt86 million. Or 46%, to $1.46 million
compared to the prior year quarter. Realized lossm®sent net cash flow settlements paid to theteoparty, while realized gains represent
net cash flow settlement paid to us from the cayatey. Realized losses occur when natural gagpesceed the derivative ceiling prices.
Conversely, realized gains occur when natural gaspgo below the derivative floor prices.

Unrealized gains from the change in market value of open derivative contracts. Unrealized gains from the change in market valuepefr
derivative contracts increased by $7.45 millioi$7064 million compared to the prior year quartemréhlized losses and gains are non-cash
transactions that occur when the corresponding asdi@bility derivative contracts are marked tanket at the end of each reporting period.
The gain was a result of the increased estimaieddhie of our natural gas derivative contracsuiéng from decreased natural gas prices.

Interest expense (net of amounts capitalized). Interest expense (net of amounts capitalized) ased by $0.26 million, or 27%, to $1.24
million compared to the prior year quarter. The@ase was primarily due to a $0.24 million los®aninterest rate swaps in the current year
quarter.

Income tax expense (benefit) . Income tax expense was $4.35 million in the auryear period. The effective tax rate for the pervas
41.9%. Income tax expense for the three monthscektdech 31, 2010 was different than the amount agegusing the statutory rate as

follows:

U.S. Canada Total
Amount computed using statutory ra 3,720,08: 34.(% (145,62) 26.(% 3,574,45! 34.4%
State income tax—net of federal benef 491,71: 4.5% — 0.C% 491,71: 4.7™%
Valuation Allowance —  0.(% 145,62 -26.% 145,62! 1.4%
Nondeductible items and oth 142,38. 1.2% — 0.C% 142,38. 1.4%
Income tax (benefit) provisia 4,354,171 39.£% — 0.C% 4,354,171 41.%%

Liquidity and Capital Resources
Cash Flows and Liquidity

Cash flows provided by operations for the three th®ended March 31, 2010 and 2009 were $4.7 midimh$2.2 million, respectivel
Cash flows from operations of $4.7 million for tieee months ended March 31, 2010 were sufficiefiind net cash used in investing
activities of $1.4 million, which primarily includecapital expenditures for the development of @s groperties, and cash used in financing
activities of $3.3 million, primarily related toetit facility net repayment.

As of March 31, 2010 and 2009, we had working et approximately $3.7 million and $2.7 milliorespectively.

Based upon current expectations, we believe thatash flow from operations and other financiabrgses such as borrowings under
our credit facility and proceeds from potentiahactions such as the proposed rights offering a@vprdvide the ability to develop our
existing properties.

If natural gas prices remain at a depressed levelrf extended period, our ability to finance danped capital expenditures could be
affected negatively. Consistent with our intentiorkeep our capital expenditures in line with ostiraated operating cash flows, further
reduction in spending may be necessary. Furthermaaneunts available for borrowing under our revodvcredit facility are largely
dependent on our level of estimated proved resamndsur lender’s expectation of future natural g@ses. There is no assurance, absent the
completion of new financing such as the proposgltsi offering, that our bank group will not dece#ise availability under our current
revolving credit facility or decline to extend @tarrent maturity. If either our estimated provesames or natural gas prices decrease, funding
available to us under our revolving credit facilityuld be further negatively affected. If our cllslws are less than anticipated, amounts
available for borrowing under our revolving crefditility are reduced, we are unable to sell eqaitgcceptable prices, or we are unable to
find alternative sources of financing, we may beéal to defer planned capital expenditures.
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The ongoing disruption in the credit markets had daignificant adverse impact on a number of fifrinstitutions. We have review
the creditworthiness of the banks and financiditingons with which we maintain our cash and shiertn investments. Thus far, our liquidity
and financial position have not been impacted,wedio not expect that it will be materially impatia the future. However, we cannot
predict with any certainty the impact of any furtldésruption in the credit markets.

Price Risk Management Activities

The energy markets have historically been volatifel there can be no assurance that future nagasgbrices will not be subject to wi
fluctuations. In an effort to reduce the effectdhaf volatility of the price of natural gas on ayerations, management has adopted a policy o
hedging natural gas prices from time to time prifparsing derivative instruments in the form ofeékrway collars, traditional collars and
swaps. While the use of these hedging arrangertipnits the downside risk of adverse price movemeihsso limits future gains from
favorable movements. Our price risk managementypailirictly prohibits the use of derivatives foesplative positions.

We enter into hedging transactions, generally dowhrd periods up to three years, which increasethbability of achieving our
targeted level of cash flows. We generally limi gimount of these hedges during any period to e thhan 50% to 70% of the then expe:
gas production for such future periods. Swaps exghdloating price risk in the future for a fixedqe at the time of the hedge. Costless
collars set both a maximum ceiling (a sold ceiliagyl a minimum floor (a bought floor) future priddwree-way costless collars are similar to
regular costless collars except that, in ordentogase the ceiling price, we agree to limit the@amt of the floor price protection (through a
sold floor) to a predetermined amount, generaltyveen $2.00 and $3.00 per MMBtu below the bougltrfl We have accounted for these
transactions using the mark-tearket accounting method. Generally, we incur anting losses on derivatives during periods wheieegrart
rising and gains during periods where prices ditmdawhich may cause significant fluctuations iar@onsolidated balance sheets and
consolidated statements of operations.

Commodity Price Risk and Related Hedging Activities
At March 31, 2010, we had the following natural gaiar positions:

Bought
Volume Sold Sold Fair
Period (MMBtu) Ceiling Floor Floor Value
April through October 201 856,00( $6.8C $5.5C $3.5C $1,172,05
April through October 201 856,00( $6.3¢ $5.5C — 1,258,99
November 2010 through March 20 604,000 $7.4t $6.5C — 862,57.
2,316,00i $3,293,62.
At March 31, 2010, we had the following natural gasp positions:
Volume
Period (MMBtu) Price Fair Value
April through October 201 856,00( $5.7C  $1,389,45
April through October 201 642,00( $6.3C 1,426,46.
November 2010 through March 20 604,00( $6.67 883,02:
November 2010 through March 20 906,00( $7.27 1,860,62.
April 2011 through October 201 856,00( $6.37 984,46¢
April 2011 through October 201 856,00( $5.37 137,36«
November 2011 through March 20 608,00( $7.12 688,52
November 2011 through March 20 608,00( $6.12 93,75¢
April 2012 through October 201 856,00( $5.7¢ 128,44
November 2012 through March 20 604,00( $6.42 80,99¢
7,396,00i $7,673,12,

I nterest Rate Risks and Related Hedging Activities

When we enter into an interest rate swap, we maigdate the derivative as a cash flow hedge, athwiiine we prepare the
documentation required under ASC 815-20-25. Hedfjesir interest rate are designated as cash flalgémbased on whether the interest on
the underlying debt is converted to a fixed interate. Changes in derivative fair values thatdesignated as cash flow hedges are deferred
as other comprehensive income or loss to the ektahthey are effective and then recognized iniags when the hedged transactions oc
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We use fixed rate swaps to limit our exposureuotiiations in interest rates with the objectiveaaflizing a fixed cash flow stream frc
these activities. At March 31, 2010, we had théofeing interest rate swaps:

Effective Designated Fixed Notional Fair
Description date maturity date  rate (1) amount Value
Floatin¢-to-fixed swap 12/14/200° 12/14/201¢ 3.86% $15,000,000 $(382,72)
Floatinc-to-fixed swap 5/13/200¢ 5/13/201¢ 3.0% $ 5,000,00! (33,039
Floatin¢-to-fixed swap 1/6/200¢ 1/6/201: 1.38% $ 5,000,00i (37,959

$25,000,00 $(453,71Y

(1) The floating rate paid by the counterparty is thiéigh Banker’ Association LIBOR rate

Capital Expenditures and Capital Resources
The following table is a summary of our capital emgitures on an accrual basis by category:

Three Months Ended March 31,

2010 2009
Capital expenditure:

Leasehold acquisitio $ 129,15¢ $ 639,97
Exploration — 9,607
Developmen 1,364,12. 2,045,93!
Other items (primarily capitalized overhead anéiiest) 160,83 559,33!
Total capital expenditure $ 1,654,111  $ 3,254,841

We expect our capital expenditure budget for 20f1%87a3 million to be funded from our estimated agigrg cash flows. If the amount
and timing of cash flows are reduced, we will regloar capital budget. The amount and timing ofeyrenditures are subject to change
based upon market conditions, natural gas priessits of expenditures and other factors. We relytindjust our capital expenditure budget
in response to changes in natural gas pricesindriéind acquisition costs, cash flow, drilling iésand borrowing base redeterminations
under our revolving credit facility.

The development of coalbed methane fields reqsubstantial initial investment before meaningfuddurction and resulting cash flows
are realized. Among the factors that can be expdotaffect our cash flows and liquidity are theugcteristics of the field, the amount of
water produced, the methods utilized to disposgreduced water, the transportation alternatived,tha timing and volume of initial and
subsequent natural gas production volumes.

Currently, there is a significant uncertainty ie financial markets. The uncertainty in the mabkéigs additional potential risks to us.
The risks include less availability and higher sasttadditional credit, tougher credit standarageptial counterparty defaults, and further
commercial bank failures. Although the financiadtitutions in our bank group appear to be capabieeeting their obligation under our
revolving credit facility, some could be considetakie-over candidates. Although we have no indicatihat any such transactions would
impact our current revolving credit facility, thegsibility does exist. Financial market disruptionay impact our ability to collect trade
receivables. We constantly monitor the credit wioghs of our customers. We believe that our cuiceahterparties are sound and represent
no abnormal business risk.

Changes in natural gas prices significantly aftestrevenues, financial condition, cash flows aaddwing capacity. Markets for
natural gas have historically been volatile andewgect this trend to continue. Prices for natuea gpay fluctuate in response to changes in
supply and demand, market uncertainty, seasoniiticaband other factors beyond our control. We anable to accurately predict the prices
we will receive for our natural gas. Accordinglyyasignificant or sustained declines in natural gases may materially adversely affect our
financial condition, liquidity, ability to obtairirfancing and operating results. Lower natural gasep also may reduce the amount of natural
gas that we can produce economically. A declingaitural gas prices could have a material advefsetafn the estimated value and estim
guantities of our natural gas reserves, our altititiund our operations and our financial conditicash flow, results of operations and access
to capital. Our capital expenditure budgets arélgigependent on future natural gas prices.

Based upon current expectations, we believe thatash flow from operations and other financiabrgses such as borrowings under
our revolving credit facility and proceeds from @atial transactions such as the proposed righésioff will provide the ability to develop
certain existing properties.
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Beginning in early 2009, we began implementing ¢exrmeasures in response to the above referencetbtie order to enhance our
ability to execute our business strategy. Thesateomeasures included reducing costs, increasidgihg to reduce exposure to volatile
natural gas prices and limiting capital spending & evaluating additional measures in light efdtrrent credit and commodity markets
including the proposed rights offering, sellingetssentering into joint venture agreements withustry partners to reduce our capital outl
and alternate forms of financing.

Revolving Credit Facility

Effective March 30, 2010, the parties to the reir@\wcredit facility agreement unanimously approteel Third Amendment to the
revolving credit facility (“Third Amendment”) as sumarized below:

» The maturity date of the revolving credit facilikas extended four months to May 6, 2011 pursuaatraguest by the Compar

e Pursuant to a request by the Company, the borrolédisg was reduced to $123 million and the bankmeameed that (1) the next
borrowing base determination would be as of Jun@Q%0, and (2) the bank group agreed not to oathfdetermination of the
borrowing base prior to that da

* The minimum current ratio, adjusted for unrealifgains) losses on derivative contracts and borrgwirailability under the
revolving credit agreement, is adjusted to .80 swlkly for the quarter ended March 31, 2C

» The outstanding balances on the revolving creditifia bear interest at the Company’s option oheit(a) the bank' adjusted bas
rate, which is the greatest of (i) the bank’s base, (ii) the Federal Funds Rate plus 0.5%, grttie one-month LIBOR rate plus
1%, plus a margin of 2.625%, or (b) the adjusteBiQR rate, plus a margin of 3.50'

As part of the completion of the Third Amendmehg Company was required to pay a non-refundabléfée bank group in the
amount of $307,500.

Commitments for Additional Financing

On March 29, 2010, we executed commitment lettetis WGP Capital Resources Company (“NGPC”) and N&tore Energy, LLC
(“North Shore”),an affiliate of our largest stockholder, whereby®and North Shore have agreed to the prelimireargg of a commitme
to purchase up to $20 million each ($40 milliorthe aggregate) of the Company’s convertible pretestock in the event that a proposed
rights offering of the convertible preferred staskot fully subscribed by our common stockhold€ar Board of Directors approved the
execution of the commitment letters after its rptef a recommendation to do so by a Special Cotemitomprised of two independent
directors with no affiliation with our largest stdwlder. The Special Committee retained the sesvidéndependent legal counsel and a
financial advisor in evaluating and formulatingriéeommendation to the Board.

NGPC and North Shore each received an initial rdnndable payment of $250,000 from the Compargxizhange for the commitme
letters. The initial payment will be credited agdia $600,000 fee due to each of NGPC and NortheSkyon the closing of a rights offering
and backstop commitment.

The proposed rights offering will be made only bgans of a prospectus supplement and accompanyisgeutus that will contain the
specific terms of the proposed transaction andbelprovided to our stockholders in connection \aitly such offering. The disclosure in this
filing on Form 10-Q does not constitute an offethar solicitation of an offer of the Company’s séties. Any such offer will only be made
by registration under federal and state secuiidi@s, or pursuant to an applicable exemption fregistration thereunder.

Proposed Rights Offering

Under the terms of the proposed $40 million rigsffering, we would distribute, at no charge to ktdders of our common stock, rights
to purchase up to an aggregate of 4,000,000 nexesbéconvertible preferred stock at a subscnipgidce of $10.00 per share. The number
of rights to be distributed per share of commorlstwould be determined when our Board of Direct®ts a record date for the rights
offering and would be set forth in a prospectusptempent to our effective registration statemenForm S-3. The prospectus supplement
would be distributed to stockholders of record fathe record date. Each whole right would entitleoider to purchase one share of
convertible preferred stock at the subscriptiocgarin the event that our stockholders do not sitieséor all 4,000,000 shares of preferred
stock offered, NGPC and North Shore would purclthegemaining unsubscribed shares of preferredk gtorsuant to the terms of a backs
arrangement. We are currently negotiating the texfrasdefinitive backstop arrangement with NGPC Bliedth Shore. Consummation of the
rights offering is subject to the execution of fimiéve backstop agreement between the Company?@@nd North Shore, completion of t
and environmental due diligence satisfactory to KGd North Shore, the approval of our stockholders other terms and conditions
described in the commitment letters. We cannotrassiat we will be successful in completing thepmsed preferred stock rights offering on
the terms outlined herein.
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Terms of Proposed Backstop Commitment

Under the proposed terms set forth in the commitriegters, NGPC and North Shore agree to purchihsbares of convertible
preferred stock that remain unsubscribed as atreSahy unexercised rights by our common stockéxddiuring the proposed rights offering.
NGPC and North Shore each would purchase up ton$ion of convertible preferred stock assumingstockholder subscriptions a
would participate equally in any unsubscribed shafeconvertible preferred stock.

Under the terms set forth in the commitment left8IGPC and North Shore are entitled to receiveckdiap fee of $600,000 each, or
$1.2 million in the aggregate, upon the closinghefrights offering and backstop commitment. Atiahi$500,000 aggregate payment already
made by the Company will be credited against tlek$tap fee. In addition, in the event that lesstBa5 million of convertible preferred
stock is available for NGPC or North Shore to pasghfollowing the rights offering, the Company vl required to pay NGPC and/or Nc
Shore an additional fee of 3% of the shortfall.(itee difference between $15 million and the antaficonvertible preferred stock actually
purchased). We have agreed to pay or reimburse NgBE@orth Shore for all reasonable costs and Bbpboket expenses relating to their
commitments.

As additional consideration for their commitmenbtickstop the proposed rights offering, NGPC andiN8hore would each be
entitled to appoint one member to our board ofad@es so long as it held a threshold amount of ediitMe preferred stock, and our board
would be comprised of no more than nine directGestain Company actions would require the approtal supermajority (70%) of our
board, including our annual operating budget, ehpitpenditure budget and general and adminisgétirdget.

The commitment letters also outline certain covéndimat are expected to be included in the backsgopement, including:
» Adebt incurrence test during the first year foliogvclosing of the proposed rights offerir
* A maximum det-to-EBITDA ratio, which would be less restrictive thdre ratio required under our senior credit facil
* Alimit on general and administrative expenses;
* A $5 million reduction in Company debt each yeat th threshold amount of convertible preferredistemains outstandin

In addition, so long as a threshold amount of cdible preferred stock remains outstanding, the @amy may not incur additional
material debt, issue any equity senior or on péhn tie convertible preferred stock, engage in aajenml acquisitions or other significant
corporate transactions, incur any exploration egpsnor engage in certain other activities witlibatconsent of NGPC and North Shore.

We currently have limited borrowing availability der our revolving credit facility, which matures btay 6, 2011, and we have no
assurances that our lenders will extend the mgtdate. Accordingly, because the successful conopletf the proposed rights offering
cannot be assured, we will continue to exploreédtives for additional financing for the Compaiifese alternatives may include private or
public offerings of debt or equity securities oe #ale of assets. The terms, timing and structuaeysuch financing or sale will depend on
several factors, including market conditions, exiecurisk, timing, possible dilution of existing ateholders and relative cost of the various
financing alternatives. There can be no assurdratente will be able to obtain debt or equity fineugg including the proposed rights offering,
or complete an asset sale on terms favorable toru,all.

Changes in natural gas prices significantly aftestrevenues, financial condition, cash flows aaddwing capacity. Markets for
natural gas have historically been volatile andewgect this trend to continue. Prices for natuea gnay fluctuate in response to changes in
supply and demand, market uncertainty, seasoniticaband other factors beyond our control. We anable to accurately predict the prices
we will receive for our natural gas. Accordinglyyasignificant or sustained declines in natural grases will materially adversely affect our
financial condition, operating results, liquiditgydhability to obtain financing. Continued decliniagprolonged low natural gas prices may
also result in non-compliance with the covenantsunrevolving credit facility agreement and cotggult in a lower determination of our
borrowing base. Lower natural gas prices also mrdycee the amount of natural gas that we can proglcmeomically. Further declines in
natural gas prices could have a material advefsetain the estimated value and estimated quantfieur proved natural gas reserves, our
ability to fund our operations and our financiahddion, cash flow, results of operations and asd¢esapital. Our capital expenditure bud
are highly dependent on future natural gas prices.

The ongoing disruption in the credit markets had daignificant adverse impact on a number of fifrinstitutions. We have review
the creditworthiness of the banks and financiditingsons with which we maintain our cash and shiertn investments. Thus far, our liquidity
and financial position have not been impacted. H@rewve cannot predict with any certainty the impEfcany further disruption in the credit
markets.

Contractual Commitments

We have numerous contractual commitments in thimarg course of business, debt service requiremramoperating lease
commitments.
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Recent Pronouncements

In January 2010, the FASB issued Update No. 2010484ir Value Measurements and Disclosures (TopiQ:82tproving Disclosures
about Fair Value Measurements. This Update provagesndments to Subtopic 820-10 that require newlatigres for transfers in and out of
Levels 1 and 2. This Update also clarifies existilgglosures for level of disaggregation, as welvaluation techniques and inputs used to
measure fair value for both recurring and nonréegrair value measurements. The new disclosurdschaifications of existing disclosures
are effective for interim and annual reporting pds beginning after December 15, 2009. See addititiaclosure provided in Note 6 —
Derivative Instruments and Hedging Activities withilotes to Consolidated Financial Statements (Uitedid

Item 3. Quantitative and Qualitative Disclosures About Market Risk

Commodity Price Risk . Our major commodity price risk exposure is to phiees received for our natural gas productioralRed
commodity prices received for our production am ¢pot prices applicable to natural gas. Pricesived for natural gas are volatile and
unpredictable and are beyond our control. Forhiheet months ended March 31, 2010, a 10% decredise prices received for natural gas
production would have had an approximate $1.0 onilimpact on our revenues, which would be partiaffget by gas hedging gains.

Interest Rate Risk. We have long-term debt subject to the risk of Bssociated with movements in interest rates. A&, 2010, we
had $117.2 million outstanding under our revolvimgdit facility. For the three months ended Mart¢h 2010 and 2009, interest on the
borrowings averaged 3.14% per annum and 3.31%rprma, respectively. Borrowing availability at Margh, 2010 was $5.8 million. All of
the debt outstanding under our revolving creditifgaccrues interest at floating or market ratélsictuations in market interest rates will
cause our interest costs to fluctuate. Based upmbalance outstanding under our revolving crediiify at March 31, 2010, a 1% increas¢
market interest rates would have increased intergstnse and negatively impacted our annual casls fby approximately $0.92 million.
$25 million of the outstanding balance was exclufileth our market rate analysis due to lack of iesérate exposure based on the interest
rate swaps we have in place.

Foreign Currency Exchange Rate Risk. We have exploratory operations in Canada and dbawé operations in any other foreign
countries. We do not hedge our foreign currendy aisd are exposed to foreign currency exchangeisktén the Canadian dollar. Because
our Canadian project is exploratory, changes irettehange rate do not impact our revenues or ergdng primarily affect the costs of
unevaluated properties. We continue to monitorféineign currency exchange rate in Canada and mpiement measures to protect against
the foreign currency exchange rate risk in thertitu

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

In accordance with Exchange Act Rules 13a-15(e)l&ud15(e), we carried out an evaluation, undestigervision and with the
participation of management, including our ChietEuxtive Officer and our Chief Financial Officer,tbk effectiveness of our disclosure
controls and procedures as of the end of the pededred by this report. Based on that evaluation Chief Executive Officer and Chief
Financial Officer concluded that our disclosureteools and procedures were effective as of Marci2B10 to provide reasonable assurance
that information required to be disclosed in oyoomés filed or submitted under the Exchange Aceorded, processed, summarized and
reported within the time periods specified in tH&CS rules and forms. Our disclosure controls amdgdures include controls and
procedures designed to ensure that informationimedjto be disclosed in reports filed or submitteder the Exchange Act is accumulated
and communicated to our management, including dief@&xecutive Officer and Chief Financial Officais appropriate, to allow timely
decisions regarding required disclosure.

Changesin Internal Control Over Financial Reporting

There were no changes in our internal control dwancial reporting that occurred during the mastent fiscal quarter that have
materially affected, or are reasonably likely tatenally affect, our internal control over finantraporting.
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Part Il. OTHER INFORMATION

Item 1. Legal Proceedings

From time to time we are a party to litigation frethormal course of business. While the outcomaveduits or other proceedings
against us cannot be predicted with certainty, mameent does not believe that the adverse effeotiofinancial condition, results of
operations or cash flows, if any, will be material.

CNX Antitrust Action

We filed a complaint against CNX Gas Company LLCNX") and Island Creek Coal Company (“Island Créekih affiliate of CNX,
in the Circuit Court of Tazewell County, Virginiamd-ebruary 14, 2007, in which we sought damageggrirom alleged violations of the
Virginia Antitrust Act, tortious interference wittontractual relations with third parties and statyiand common law conspiracy. The suit
sought compensatory and consequential damageBdgea violations of the Virginia Antitrust Act, éfuding alleged anticompetitive efforts
of CNX to dominate and maintain its control oves tharket for the production and transportationaaflised methane gas from the Oakwood
Field in Buchanan County, Virginia and for CNX'degjed efforts to conspire and act in concert wstarid Creek and others to dominate and
maintain control over the market for the productéon transportation of coalbed methane gas fron®tiavood Field in violation of the
Virginia Antitrust Act and Virginia statutory anammon law. The suit also alleged CNX's intentioimérference with our existing and
prospective third-party business relationshipsnimtiempt to harm us and improve CNX'’s position eoporate and financial interests. In
December 2007, we filed an amended petition ttsated with specificity our claims against CNX dsldnd Creek, and added Cardinal
States Gathering Company and CONSOL Energy Ine.ultimate parent of the other defendants, as defeis. On June 3, 2009, the Court
ruled on the demurrers to our claims that had liggshby CNX, denying CNX’s demurrers with respéetfour of our five state-law antitrust
claims for monopolization and attempted monopoliratind upholding only the demurrers to one argittbeory and the claims under
Virginia law for tortious interference. As a resaftthis ruling, we are proceeding to full discoy@nd moving towards a trial on the merits,
seeking $385.6 million in actual damages, withghssibility for trebling of those damages undergtaute, as well as injunctive relief to
prevent CNX and the other defendants from contiptiese alleged anticompetitive activities. Unl@ssreach a commercially reasonable
settlement, we intend to pursue discovery and itrighhis matter.

Environmental and Regulatory

As of March 31, 2010, there were no known environtalkor other regulatory matters related to ourapens that are reasonably
expected to result in a material liability to us.

Item 1A. Risk Factors

There has been no changes from the risk factoctodisd in the “Risk Factors” section of our AnnRa&lport on Form 10-K for the year
ended December 31, 2009.

Item 2. Unregistered Sales of Equity Securities andse of Proceeds
None.

Item 3. Defaults Upon Senior Securitie:
None.

Item 4. Reserved

Item 5. Other Information
None.

Item 6. Exhibits
The information required by this Item 6 is setlfiart the Index to Exhibits accompanying this qudytesport on Form 10-Q.

26



Table of Contents

SIGNATURES

Pursuant to the requirements of the Securities &xgé Act of 1934, the Registrant has duly causisd¢port to be signed on its behalf
by the undersigned thereunto duly authorized.

GeoMet, Inc.

Date: April 28, 2010 By /s/  WiLLiam C. RANKIN

William C. Rankin, Executive Vice President and Chef Financial Officer
(Principal Financial Officer)
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Exhibit

Number

10.1

10.2

10.3

31.1*

31.2*

32*

INDEX TO EXHIBITS

Exhibits

Commitment Letter dated effective March 29, 201&Ghby between NGP Capital Resources Company and Setid
(incorporated herein by reference to Exhibit 1a@fthe Compar’s 1(-K filed on March 31, 201C

Commitment Letter dated effective March 29, 201&Ghy between North Shore Energy, LLC and GeoMet(ihcorporated
herein by reference to Exhibit 10.22 to the Com|'s 1(-K filed on March 31, 201C

Third Amendment to Third Amended and Restated €sglieement dated March 30, 2010 by and among Bammerica, N.A.,
as administrative agent, and certain financialtusbns, as lenders (incorporated herein by refeego Exhibit 10.23 to the
Compan’s 1K filed on March 31, 201C

Certification of the Company’s Chief Executive @#r Pursuant to Section 302 of the Sarbanes-Oxt¢p#A2002 (18 U.S.C.
Section 7241)

Certification of the Company’s Chief Financial @#r Pursuant to Section 302 of the Sarbanes-Oxt¢w#2002 (18 U.S.C.
Section 7241)

Certification of the Company’s Chief Executive @#r and Chief Financial Officer Pursuant to Secfi66 of the Sarbanes-Oxley
Act of 2002 (18 U.S.C. Sectic1350).

*  Attached heret
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Exhibit 31.1
CERTIFICATION PURSUANT TO SECTION 302 OF THE SARBAN ES-OXLEY ACT OF 2002
I, J. Darby Seré, certify that
1. I have reviewed this quarterly report on Formr €r the quarter ended March 31, 2010 of Geolhet, (“registrant”);

2. Based on my knowledge, this report does notaioriny untrue statement of a material fact or dméttate a material fact necessal
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememid,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amngtfe@ periods presented in this report;

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

a) Designed such disclosure controls and procedaresused such disclosure controls and procedoites designed under our
supervision, to ensure that material informatidatmeg to the registrant, including its consolidhsubsidiaries, is made known to us by
others within those entities, particularly durihg tperiod in which this report is being prepared;

b) Designed such internal control over financiglaoing, or caused such internal control over fiahreporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repodiand the preparation of financial
statements for external purposes in accordancegeitlerally accepted accounting principles;

c) Evaluated the effectiveness of the registratisslosure controls and procedures and presentisineport our conclusions
about the effectiveness of the disclosure contintsprocedures, as of the end of the period cougyelis report based on such
evaluation; and

d) Disclosed in this report any change in the tegig’s internal control over financial reportirtgat occurred during the
registrant’s most recent fiscal quarter (the regits fourth fiscal quarter in the case of an aimeaport) that has materially affected, or
is reasonably likely to materially affect, the itgant’s internal control over financial reportiremd

5. The registrant’s other certifying officer andve disclosed, based on our most recent evaluatimternal 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 coravelr financial reporting which
are reasonably likely to adversely affect the regig’s ability to record, process, summarize aqbrt financial information; and

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

Date: April 28, 201(

By /s/ J. DARBY SERE
J. Darby Seré,
Chief Executive Officer




Exhibit 31.2
CERTIFICATION PURSUANT TO SECTION 302 OF THE SARBAN ES-OXLEY ACT OF 2002
[, William C. Rankin, certify that
1. I have reviewed this quarterly report on Formr €r the quarter ended March 31, 2010 of Geolhet, (“registrant”);

2. Based on my knowledge, this report does notaioriny untrue statement of a material fact or dméttate a material fact necessal
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememid,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amngtfe@ periods presented in this report;

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

a) Designed such disclosure controls and procedaresused such disclosure controls and procedoites designed under our
supervision, to ensure that material informatidatmeg to the registrant, including its consolidhsubsidiaries, is made known to us by
others within those entities, particularly durihg tperiod in which this report is being prepared;

b) Designed such internal control over financiglaoing, or caused such internal control over fiahreporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repodiand the preparation of financial
statements for external purposes in accordancegeitlerally accepted accounting principles;

c) Evaluated the effectiveness of the registratisslosure controls and procedures and presentisineport our conclusions
about the effectiveness of the disclosure contintsprocedures, as of the end of the period cougyelis report based on such
evaluation; and

d) Disclosed in this report any change in the tegig’s internal control over financial reportirtgat occurred during the
registrant’s most recent fiscal quarter (the regits fourth fiscal quarter in the case of an aimeaport) that has materially affected, or
is reasonably likely to materially affect, the itgant’s internal control over financial reportiremd

5. The registrant’s other certifying officer andve disclosed, based on our most recent evaluatimternal 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 coravelr financial reporting which
are reasonably likely to adversely affect the regig’s ability to record, process, summarize aqbrt financial information; and

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

Date: April 28, 201(

By /s/ WILLIAM C. RANKIN
William C. Rankin,
Chief Financial Officer




Exhibit 32

CERTIFICATION 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 of GeoMat. (the “Company”) for the quarter ended March 3210 as filed with the
Securities and Exchange Commission on the dateh@he “Report”), |, J. Darby Seré, Chief Execeti@fficer, and I, William C. Rankin,
Chief Financial Officer of the Company, certify,rpuant to 18 U.S.C. Section 1350, as adopted puorsoigection 906 of the Sarbar@gley
Act of 2002, that, to our knowledge:

(1) The Report fully complies with the requiremeatsSection 13(a) or 15(d) of the Securities ExaeAct of 1934 (15 U.S.C.
78m or 780(d)); and

(2) The information contained in the Report faphgsents, in all material respects, the finan@aldition and results of operations
of the Company.

/s/ J. DARBY SERE /s/ WILLIAM C. RANKIN
J. Darby Seré William C. Rankin
Chief Executive Officer Chief Financial Officer
April 28, 2010 April 28, 2010

A signed original of this written statement reqdil®y Section 906 has been provided to the Compadyn| be retained by the
Company and furnished to the Securities and Exah&uagnmission or its staff upon reque



