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PART I - FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS

Current assets:
Cash

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

Assets

Accounts receivable - oil and gas
Accounts receivable - oil and gas - related party
Accounts receivable - related party

Deferred financing costs

Prepaid expenses and other current assets

Total current assets

Oil and gas properties:

Oil and gas properties, subject to amortization, net
Oil and gas properties, not subject to amortization, net
Total oil and gas properties, net

Deferred financing costs
Notes receivable - related parties

Other assets

Deposit for business acquisitions

Investments - equity method
Investments - cost method

Total assets

Current liabilities:
Accounts payable

Liabilities and Shareholders' Equity

Accounts payable - related party

Accrued expenses

Accrued expenses - related party

Revenue payable

Notes payable - Bridge Notes, net of discounts of $24,582 and $316,570,

respectively

Convertible notes payable- Bridge Notes, net of premiums of $504,018 and $0 and
discounts of $176,792 and $0, respectively
Notes payable — Secured Promissory Notes, net of discounts of $872,053 and $0,

respectively

Notes payable, - related parties, net of discounts of $0 and $93,957, respectively

$

$

$

March 31,
2014

8,483,069
1,505,210
62,616
340,217
397,437
71,651
10,860,200

13,087,854
7,319,661
20,407,515

6,396,350
1,617,254

85,000
5,000,000

4,100
44,370,419

276,142
1,877,576
1,509,862

888,167
1,134,324

225,419
2,452,226

1,146,423
6,170,065

$

$

$

December
31,
2013

6,613,470
110,547
47,076
78,830
50,000
74,310
6,974,233

2,173,245
6,629,394
8,802,639

10,019,633

4,100
25,800,605

173,475
2,346,818
1,501,221
1,057,265

2,633,430

7,126,109
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Total current liabilities 15,680,204 14,838,318
Long-term liabilities:
Notes payable - Secured Promissory Notes, net of discounts of $14,034,839 and $0,
respectively 18,446,685 -
Asset retirement obligations 118,005 75,447
Total liabilities 34,244,894 14,913,765
Commitments and contingencies
Redeemable Series A convertible preferred stock: -0- shares issued and outstanding at
March 31, 2014 and December 31, 2013 - -
Shareholders' equity:
Series A convertible preferred stock, $0.001 par value, 100,000,000
shares authorized, -0- shares issued and outstanding
at March 31, 2014 and December 31, 2013 - -
Common stock, $0.001 par value, 200,000,000 shares authorized,;
26,539,013 and 26,121,062 shares issued and outstanding
at March 31, 2014 and December 31, 2013, respectively 26,539 26,121
Stock subscription receivable - (10,000,000)
Additional paid-in capital 51,547,473 51,782,870
Accumulated deficit (44,092,171) (30,922,151)
Noncontrolling interests 2,643,684 -
Total shareholders' equity 10,125,525 10,886,840
Total liabilities and shareholders' equity $ 44370419 $ 25,800,605

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

(unaudited)
For the Three Months Ended
March 31,
2014 2013

Revenue:
Oil and gas sales $ 1,007,454 $ 269,067
Operating expenses:
Lease operating costs 606,180 119,676
Exploration expense 360,618 -

Selling, general and administrative expense 2,356,160 1,260,089
Impairment of oil and gas properties 3,365 34,641
Depreciation, depletion, amortization and accretion 114,851 138,451
Loss on settlement of payables 38,823 -
Total operating expenses 3,479,997 1,552,857
Loss on sale of oil and gas properties (5,659,553) -

Loss on sale of equity investment (1,028,194) -
Loss on sale of deposit for business acquisition (1,944,626) -
Loss from equity method investments (274,497) (85,301)
Operating loss (11,379,413) (1,369,091)
Other income (expense):
Interest expense (1,091,243) (174,555)
Interest income 63,946 44,484
Loss on debt extinguishment (763,310) -
Gain on change in derivative fair value - 2,545
Other income - 15,294
Total other expense (1,790,607) (112,232)
Net loss $ (13,170,020) $ (1,481,323)
Net loss per common share:
Basic and diluted $ (0.50) $ (0.17)
Weighted average number of common shares outstanding:
Basic and diluted 26,221,237 8,879,985

See accompanying notes to unaudited consolidated financial statements.
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PEDEVCO CORP.
(FORMERLY BLAST ENERGY SERVICES, INC.)
CONSOLIDATED STATEMENTS OF CASH FLOWS
(unaudited)

Cash Flows From Operating Activities:
Net loss

Adjustments to reconcile net loss to net cash used in operating activities:

March 31,

2014

$ (13,170,020)

2013

$(1,481,323)

Stock-based compensation expense 1,059,749 254,254
Impairment of oil and gas properties 3,365 34,641
Depreciation, depletion, amortization and accretion 114,851 138,451
Loss on sale:

Loss on sale of oil and gas properties 5,659,553 -
Loss on sale of 50% of equity investment 1,028,194 -
Loss on sale of 50% of the deposit for business acquisition 1,944,626 -

Loss on settlement of payables 38,823 -

Loss on debt extinguishment 763,310 -

Loss from equity method investments 274,497 85,301

Amortization of debt discount 397,459 78,103
Amortization of deferred financing costs 177,202 -

Gain on change in fair value of derivative - (2,545)
Changes in operating assets and liabilities:

Accounts receivable — oil and gas (1,043,914) 16,571

Accounts receivable — oil and gas — related party (15,540) (93,160)

Accounts receivable — related party (261,387) (18,062)

Inventory 396,482 -

Prepaid expenses and other current assets 2,659 58,635

Accounts payable 102,673 (146,726)

Accounts payable — related party (469,242) (711,564)

Accrued expenses 606,158 (314,856)

Accrued expenses — related party (64,098) 423,751

Revenue payable 288,735 -
Net cash used in operating activities (2,165,865) (1,678,529)
Cash Flows From Investing Activities:

Cash paid on option for oil and gas properties - (100,000)
Cash paid for oil and gas properties (28,521,822) -
Cash paid for drilling costs (879) -
Proceeds from sale of equity investment 1,615,488 -
Cash paid for Mississippian acquisition - (3,774,684)
Proceeds from sale of oil and gas properties 8,747,058 -

Proceeds from sale of deposit 3,055,374 -
Cash paid for plugging bond (85,000) -
Cash paid for unproved leasehold (80,989) -
Issuance of notes receivable — related parties (1,891,750) (902,978)
Proceeds from disposition of White Hawk 2,718,158 -
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Net cash used in investing activities

Cash Flows From Financing Activities:
Repayment of PIK

Cash paid for deferred financing costs

Repayment of notes payable

Procceds from notes payable, related party
Proceeds from notes payable, net of original discounts
Proceeds from issuance of common stock, net of offering costs
Proceeds from exercise of warrants and options
Net cash provided by financing activities

Net increase in cash
Cash at beginning of period
Cash at end of period

$

(14,444,362)

(400,000)
(5,381,755)
(1,625,000)

19,357,080
6,524,701
4,300
18,479,826

1,869,599
6,613,470
8,483,069

(4,777,662)

5,050,000
2,910,000

7,960,000

1,503,809
2,478,250
$ 3,982,059
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Supplemental disclosure of cash flow information
Cash paid for:
Interest

Noncash investing and financing activities:

Accrual of oil and gas properties acquisition costs

Accrual of drilling costs

Change in estimates of asset retirement obligations
Conversion of Series A preferred stock to common stock
Conversion of redeemable preferred stock to common stock

Expiration of redemption feature in 555,556 shares of Series A preferred stock

issued in acquisition of Excellong E&P-2, Inc.

Issuance of preferred stock in settlement of stock payable

Issuance of common stock in settlement of stock payable

Recission of common stock issued in private placement

Transfer of notes payable related party to notes payable

Cashless exercise of common stock options and warrants

Issuance of common stock to STXRA in settlement of debt

Rescission of common stock issued for exercise of stock options in 2012
Debt discount related to warrants issued in conjunction with notes payable
Deferred financing costs related to warrants issued in conjunction with notes
payable

Fair value of derivative warrant instruments issued with notes payable
Reclass of notes payable - Bridge Notes to convertible notes
Consolidation of non-controlling interest in PEDCO MSL

Beneficial conversion feature of Convertible notes payable - Bridge Notes
Reclass of notes payable - related parties to notes payable - Bridge Notes

R RS S “@LHL L L L

L L L L L P

295,795

10,000,000
630,000

83

405,777

1,519,601

2,125,000
2,643,684
211,570
525,000

See accompanying notes to unaudited consolidated financial statements.
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1,173,664
871,602
1,444
6,282

556

1,250,000
47
80,000

121
243,771

31,176
14,005
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PEDEVCO CORP.
(FORMERLY BLAST ENERGY SERVICES, INC.)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(unaudited)

NOTE 1 - BASIS OF PRESENTATION

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

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

Form 10-K filed with the SEC on March 31, 2014, have been omitted.

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

NOTE 2 - DESCRIPTION OF BUSINESS

PEDEVCO’s primary business plan is: (i) engaging in the acquisition, exploration, development and production of oil
and natural gas resources in the United States, primarily shale oil and natural gas and secondarily conventional oil and
natural gas opportunities in the United States (U.S.), and (ii) utilizing the Company’s strategic relationships for
acquisition, exploration, development and production in Asia, with a particular focus on China and Kazakhstan.

The Company’s principal operating properties are located in the Wattenberg, Wattenberg Extension, and Niobrara
formation in the Denver-Julesburg Basin (the “DJ Basin”) in Morgan and Weld Counties, Colorado.

The Company owns a 20% interest in Condor Energy Technology, LLC (“Condor”). Condor’s operations consist
primarily of working interests in oil and gas leases in the Niobrara shale formation located in the DJ Basin in Morgan
and Weld Counties, Colorado. The remaining interest in Condor is owned by an affiliate of MIE Holdings Corporation
(Hong Kong Stock Exchange code: 1555.HK), one of the largest independent upstream onshore oil companies in

China (“MIE Holdings”). In addition, the Company has made a direct investment into the drilling and completion of the
first three wells that Condor has drilled and completed.

The Company plans to focus initially on developing shale oil and gas assets held by the Company in the U.S.,
including its first oil and gas working interests in the Niobrara shale formation located in the DJ Basin in Morgan and
Weld Counties, Colorado (the “Niobrara Asset”), its oil and gas working interests in the Mississippian Lime play in
Kansas (the “Mississippian Asset”), and its recently acquired oil and gas working interests in the Wattenberg and
Wattenberg Extension in the DJ Basin (the “Wattenberg Asset”), which it acquired in March 2014 from Continental
Resources, Inc. (“Continental”).

To further develop the business plan, in the first quarter of 2014, the Company entered into a financing transaction

with investors to acquire the Wattenberg Asset and provide funding for the Company’s 2014 drilling plan. In
connection with the transaction, the Company sold a portion of its interests to RJ Corp. in its Mississippian Asset, its

10
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Wattenberg Asset and its interest in Asia Sixth. See Note 4.

As of December 31, 2013, the Company also owned an average 98% working interest in leases covering the
Mississippian Lime in Comanche, Harper, Barber and Kiowa Counties, Kansas. In connection with the financing of
the Wattenberg Asset acquisition, the Company sold 50% of its equity investment in Pacific Energy Development
MSL, LLC, which held the Mississipian Asset. See Note 4. Therefore, as of March 7, 2014, the Company owned

an indirect 49% working interest in leases in the Mississippian Asset. The Company serves as the operator of this

asset and anticipates drilling its first well in 2014 for which RJ Resources Corp. (“RJ Corp.”) will pay its proportionate
share.

In 2013, the Company entered into a Shares Subscription Agreement to acquire an approximate 51% ownership in

Asia Sixth Energy Resources Limited (“Asia Sixth”), a British Virgin Islands entity, which holds an approximate 60%
ownership interest in Aral Petroleum Capital Limited Partnership (“Aral”), a Kazakhstan entity. Aral holds a production
license covering a 380,000 acre oil and gas producing asset located in the Pre-Caspian Basin in Kazakhstan, which the
Company plans to close upon receipt of required approvals from the government of Kazakhstan, anticipated to be
received no later than the third quarter of 2014. We have also entered into an agreement with our strategic partner, RJ
Corp., pursuant to which we have agreed to convey to RJ Corp. fifty percent (50%) of the 51% interest in Asia

Sixth. Upon the closing and completion of these contemplated transactions, the Company, through its ownership in

Asia Sixth, will own an approximate 17% beneficial interest in Aral.

F-5
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As of January 1, 2013, the Company owned a 50% interest in White Hawk Petroleum, LLC (“White Hawk™’). White
Hawk’s operations consisted primarily of working interests in oil and gas leases in the Eagle Ford shale formation in
McMullen County, Texas. The remaining interest in White Hawk was owned by an affiliate of MIE Holdings
Corporation (“MIE Holdings”), MIE Jurassic Energy Corporation (“MIEJ”). On December 20, 2013, White Hawk entered
into a series of transactions pursuant to which White Hawk divested approximately 50% of its assets and used the
funds from the divestiture to acquire MIEJ’s interest in White Hawk. MIEJ then withdrew from White Hawk as a
member on December 31, 2013, with the Company’s effective interests in the Eagle Ford shale assets remaining
unchanged and unaffected by the transactions. As a result of the transactions, the Company became the 100% owner
of White Hawk. Accordingly, as of December 31, 2013, the Company has accounted for White Hawk as a
consolidated subsidiary of the Company and will no longer account for the entity as an equity investment. In addition,
on February 19, 2014, White Hawk sold its remaining interests in the Eagle Ford Shale play for net proceeds of
$2,718,158. See Note 4.

The Company plans to seek additional shale oil and gas and conventional oil and gas asset acquisition opportunities in
the U.S. and Asia utilizing its strategic relationships and technologies that may provide the Company a competitive
advantage in accessing and exploring such assets. Some or all of these assets may be acquired by subsidiaries, and
equity investees such as Condor, or others that may be formed at a future date.

NOTE 3 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation and Principles of Consolidation. The consolidated financial statements herein have been
prepared in accordance with GAAP and include the accounts of the Company and those of its wholly and
partially-owned subsidiaries as follows: (i) Eagle Domestic Drilling Operations LLC, a Texas limited liability
company (which was voluntarily dissolved effective July 10, 2013); (ii) Blast AFJ, Inc., a Delaware corporation; (iii)
Pacific Energy Development Corp., a Nevada corporation; (iv) Pacific Energy Technology Services, LLC, a Nevada
limited liability company (owned 70% by us); (v) Pacific Energy & Rare Earth Limited, a Hong Kong company; (vi)
Blackhawk Energy Limited, a British Virgin Islands company; (vii) Pacific Energy Development MSL, LLC, a
Nevada limited liability company (50% owned by us), (vii) White Hawk Petroleum, LLC, a Nevada limited liability
company, (viii) Red Hawk Petroleum, LLC, a Nevada limited liability company, which was formed on January 16,
2014, and (ix) Pacific Energy Development MSL, LLC (owned 50% by us) and is included in our consolidated results.
All significant intercompany accounts and transactions have been eliminated.

Equity Method Accounting for Joint Ventures. The majority of the Company’s oil and gas interests are held all or in
part by the following joint ventures which are collectively owned with affiliates of MIE Holdings:

- Condor Energy Technology LLC, a Nevada limited liability company owned 20% by the Company and 80% by an
affiliate of MIE Holdings. The Company accounts for its 20% ownership in Condor using the equity method; and

- White Hawk Petroleum, LLC, a Nevada limited liability company owned 50% by the Company and 50% by an
affiliate of MIE Holdings through December 30, 2013. Through December 30, 2013, the Company accounted for its
50% interest in White Hawk using the equity method. As a result of a series of transactions pursuant to which MIEJ
divested its 50% interest in White Hawk as of December 31, 2013, White Hawk became a consolidated subsidiary
effective on December 31, 2013.

Non-Controlling Interests. The Company is required to report its non-controlling interests as a seperate component of
shareholders' equity. The Company is also required to present the consolidated net income and the portion of the
consolidated net income allocable to the non-controlling interests and to the shareholders of the Company seperately
in its consolidated statements of operations. Losses applicable to the non-controlling interests are allocated to the
non-controlling interests even when those losses are in excess of the non-controlling interests' investment basis.

12
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During the three months ended March 31, 2014 and 2013, the Company did not record any losses relating to the
non-controlling interests.

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

Cash and Cash Equivalents. The Company considers all highly liquid investments with original maturities of three
months or less to be cash equivalents. As of March 31, 2014 and December 31, 2013, cash equivalents consisted of
money market funds and cash on deposit.

Concentrations of Credit Risk. Financial instruments which potentially subject the Company to concentrations of
credit risk include cash deposits placed with financial institutions. The Company maintains its cash in bank accounts
which, at times, may exceed federally insured limits as guaranteed by the Federal Deposit Insurance Corporation
(FDIC). At March 31, 2014, approximately $8,233,069 of the Company’s cash balances were uninsured. The Company
has not experienced any losses on such accounts.

F-6
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Sales to one customer comprised 55% of the Company’s total oil and gas revenues for the three months ended March
31, 2014. Sales to two customers comprised 75% and 22% of the Company’s total oil and gas revenues for the three
months ended March 31, 2013. The Company believes that, in the event that its primary customers are unable or
unwilling to continue to purchase the Company’s production, there are a substantial number of alternative buyers for
its production at comparable prices.

Accounts Receivable. Accounts receivable typically consist of oil and gas receivables. The Company has classified
these as short-term assets in the balance sheet because the Company expects repayment or recovery within the next 12
months. The Company evaluates these accounts receivable for collectability considering the results of operations of
these related entities and when necessary records allowances for expected unrecoverable amounts. To date, no
allowances have been recorded. Included in accounts receivable - oil and gas is $445,479 of working capital
receivables related to the acquisition of the Wattenberg Asset.

Revenue Recognition. All revenue is recognized when persuasive evidence of an arrangement exists, the service or
sale is complete, the price is fixed or determinable and collectability is reasonably assured. Revenue is derived from
the sale of crude oil and natural gas. Revenue from crude oil and natural gas sales is recognized when the product is
delivered to the purchaser and collectability is reasonably assured. The Company follows the “sales method” of
accounting for oil and natural gas revenue, so it recognizes revenue on all natural gas or crude oil sold to purchasers,
regardless of whether the sales are proportionate to its ownership in the property. A receivable or liability is
recognized only to the extent that the Company has an imbalance on a specific property greater than its share of the
expected remaining proved reserves. If collection is uncertain, revenue is recognized when cash is collected.

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

Deferred Property Acquisition Costs. The Company defers the costs, such as title and legal fees, related to oil and gas
property acquisitions. At the time the acquisition is completed, these costs are reclassified and included as part of the
purchase price of the property acquired. To the extent a property acquisition is not consummated these costs are
expensed.

Oil and Gas Properties, Successful Efforts Method. The successful efforts method of accounting is used for oil and gas
exploration and production activities. Under this method, all costs for development wells, support equipment and
facilities, and proved mineral interests in oil and gas properties are capitalized. Geological and geophysical costs are
expensed when incurred. Costs of exploratory wells are capitalized as exploration and evaluation assets pending
determination of whether the wells find proved oil and gas reserves. Proved oil and gas reserves are the estimated
quantities of crude oil and natural gas which geological and engineering data demonstrate with reasonable certainty to
be recoverable in future years from known reservoirs under existing economic and operating conditions, (i.e., prices
and costs as of the date the estimate is made). Prices include consideration of changes in existing prices provided only
by contractual arrangements, but not on escalations based upon future conditions.

Exploratory wells in areas not requiring major capital expenditures are evaluated for economic viability within one
year of completion of drilling. The related well costs are expensed as dry holes if it is determined that such economic
viability is not attained. Otherwise, the related well costs are reclassified to oil and gas properties and subject to
impairment review. For exploratory wells that are found to have economically viable reserves in areas where major
capital expenditure will be required before production can commence, the related well costs remain capitalized only if
additional drilling is under way or firmly planned. Otherwise the related well costs are expensed as dry holes.

14
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Exploration and evaluation expenditures incurred subsequent to the acquisition of an exploration asset in a business
combination are accounted for in accordance with the policy outlined above.

Depreciation, depletion and amortization of capitalized oil and gas properties is calculated on a field by field basis
using the unit of production method. Lease acquisition costs are amortized over the total estimated proved developed
and undeveloped reserves and all other capitalized costs are amortized over proved developed reserves.

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

F-7
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Asset Retirement Obligations. If a reasonable estimate of the fair value of an obligation to perform site reclamation,
dismantle facilities or plug and abandon wells can be made, the Company will record a liability (an asset retirement
obligation or “ARQO”) on its consolidated balance sheet and capitalize the present value of the asset retirement cost in oil
and gas properties in the period in which the retirement obligation is incurred. In general, the amount of an ARO and
the costs capitalized will be equal to the estimated future cost to satisfy the abandonment obligation assuming the
normal operation of the asset, using current prices that are escalated by an assumed inflation factor up to the estimated
settlement date, which is then discounted back to the date that the abandonment obligation was incurred using an
assumed cost of funds for the Company. After recording these amounts, the ARO will be accreted to its future
estimated value using the same assumed cost of funds and the capitalized costs are depreciated on a unit-of-production
basis over the estimated proved developed reserves. Both the accretion and the depreciation will be included in
depreciation, depletion and amortization expense on our consolidated statements of operations.

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

Stock-Based Compensation. We utilize the Black-Scholes option pricing model to estimate the fair value of employee
stock option awards at the date of grant, which requires the input of highly subjective assumptions, including expected
volatility and expected life. Changes in these inputs and assumptions can materially affect the measure of estimated
fair value of our share-based compensation. These assumptions are subjective and generally require significant
analysis and judgment to develop. When estimating fair value, some of the assumptions will be based on, or
determined from, external data and other assumptions may be derived from our historical experience with stock-based
payment arrangements. The appropriate weight to place on historical experience is a matter of judgment, based on
relevant facts and circumstances.

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

Earnings or Loss per Common Share. Basic earnings per common share equal net earnings or loss divided by
weighted average common shares outstanding during the period. Diluted earnings per share include the impact on
dilution from all contingently issuable shares, including options, warrants and convertible securities. The common
stock equivalents from contingent shares are determined by the treasury stock method. The Company incurred net
losses for the three months ended March 31, 2014 and 2013, and therefore, basic and diluted earnings per share for
those periods are the same as all potential common equivalent shares would be anti-dilutive. The Company excluded
1,459,724 and 1,340,563 potentially issuable shares of common stock related to options and 2,986,704 and 717,116
potentially issuable shares of common stock related to warrants due to their anti-dilutive effect for the three months
ended March 31, 2014 and 2013, respectively.

Derivative Liability. The Company follows Financial Accounting Standards Board (“FASB”), Derivatives and
Hedging (“ASC 815-40”), which limits the extent to which the conversion or exercise price (the “strike price”) of an
instrument can be adjusted for subsequent transactions. The Company utilizes a two-step process to determine
whether an instrument is indexed to its stock: (a) evaluate the instrument’s contingent exercise provisions, if any and
(b) evaluate the instrument’s settlement provisions. If it is determined the instrument is not indexed to the Company’s
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stock, the instrument is recognized as a derivative instrument at issuance and is measured at fair value at each
reporting period and the change is recorded in earnings.

Fair Value of Financial Instruments. The Company follows FASB ASC 820, Fair Value Measurement (“ASC 820”),
which clarifies fair value as an exit price, establishes a hierarchal disclosure framework for measuring fair value, and
requires extended disclosures about fair value measurements. The provisions of ASC 820 apply to all financial assets
and liabilities measured at fair value.

As defined in ASC 820, fair value, clarified as an exit price, represents the amount that would be received to sell an
asset or paid to transfer a liability in an orderly transaction between market participants. As a result, fair value is a
market-based approach that should be determined based on assumptions that market participants would use in pricing
an asset or a liability.

As a basis for considering these assumptions, ASC 820 defines a three-tier value hierarchy that prioritizes the inputs
used in the valuation methodologies in measuring fair value.

Level 1 — Quoted prices in active markets for identical assets or liabilities.

Level 2 — Inputs other than Level 1 that are observable, either directly or indirectly, such as quoted prices
for similar assets or liabilities, quoted prices in markets that are not active, or other inputs that are
observable or can be corroborated by observable market data for substantially the full term of the assets
or liabilities.

Level 3 — Unobservable inputs that are supported by little or no market activity and that are significant to
the fair value of the assets or liabilities.

F-8
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The fair value hierarchy also requires an entity to maximize the use of observable inputs and minimize the use of
unobservable inputs when measuring fair value.

Recently Issued Accounting Pronouncements. There were various accounting standards and interpretations issued
during the three months of 2014 and 2013, none of which are expected to have a material impact on the Company’s
financial position, operations or cash flows.

Subsequent Events. The Company has evaluated all transactions through the date the consolidated financial statements
were issued for subsequent event disclosure consideration.

NOTE 4 - OIL AND GAS PROPERTIES

The following table summarizes the Company’s oil and gas activities by classification for the three months ended
March 31, 2014:

December
31, March 31,
2013 Additions Disposals Transfers 2014
Oil and gas properties, subject
to amortization, net $ 6,314,044 $25,935,288 $ (15,751,426) $ - $16,497,906
Oil and gas properties, not (2,081,385)
subject to amortization, net 7,166,557 2,775,019 - 7,860,191
Asset retirement costs 28,081 106,677 (65,618) - 69,140
Accumulated depreciation
depletion and impairment (4,706,043) (115,235) 801,558 - (4,019,720)
Total oil and gas assets $ 8,802,639 $28,701,749 $ (17,096,871) $ - $20,407,517

The depletion recorded for production on proved properties for the three months ended March 31, 2014 and 2013
amounted to $111,870 and $123,143, respectively. The Company recorded impairment expense for expired leasehold
costs in the amount of $3,365 and $34,641 for the three months ended March 31, 2014 and 2013, respectively. For the
three months ended March 31, 2014, the Company has incurred $879 in drilling costs related to the Logan 2H well, in
addition to amounts previously incurred (exclusive of Red Hawk as described below).

Acquisition of Properties from Continental Resources, Inc.

On January 21, 2014, Red Hawk Petroleum, LLC (“Red Hawk™) entered into a Purchase and Sale Agreement (“Purchase
Agreement”) with Continental, pursuant to which the Company agreed to acquire Continental’s interests (the
“Continental Acquisition”) in approximately 28,727 net acres of oil and gas properties and interests in 40 wells located
in the Niobrara formation of the DJ Basin, Colorado, including approximately 2,200 net acres in the Wattenberg Area,
for $30 million in cash (subject to customary post-closing adjustments).

The Company paid $1.5 million of the purchase price as a deposit upon entering into the Purchase Agreement (the
“Deposit”). The final purchase price after adjustments was $28,521,822, resulting in $27,031,822 due to Continental
after applying the Deposit (the “Final Purchase Price”) (representing an adjusted total of 27,990 net acres at closing).

On March 7, 2014, the Company completed the Continental Acquisition and used a portion of funds from the initial

closing of a $50 million financing facility with RJ Credit LLC. and other lenders of which $34.5 million was
borrowed initially to pay the Final Purchase Price to acquire Continental's properties. As described below, the Note
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Purchase Agreement further provided that the Company convey 50% of the lease acreage and working interests
acquired from Continental to RJ Corp. as additional consideration for the financing.

F-9
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The following table summarizes the allocation of the purchase price to the net assets acquired:

Fair value at March 7, 2014

Accounts receivable — oil and gas $ 445,749
Inventory 396,482
Oil and gas properties, subject to amortization 26,039,697
Oil and gas properties, not subject to amortization 2,694,029
Total assets 29,575,957
Current liabilities (948,848)
Asset retirement obligations (105,287)
Total liabilities (1,054,135)
Final Purchase price $ 28,521,822

Disposition of Oil and Gas Properties

In connection with the RJ Corp. financing, the Company sold 50% of its interests in the Continental Assets and 50%
of its interest in Asia Sixth. The Company allocated the proceeds from the financing between the debt obligation and
the sale of the properties on a relative fair value basis. See Note 9.

Also, on February 19, 2014, White Hawk closed a Purchase and Sales Agreement (the “Sale Agreement”) with
Millennial, pursuant to which White Hawk sold its remaining interests in the Eagle Ford Shale formation to Millennial
for net cash proceeds of $2,718,158 received on February 27, 2014. A loss of $92,391 was recognized in the period
ending March 31, 2014 on the sale of oil and gas properties.

The following table presents the loss on sale of oil and gas properties:

Allocated

Proceeds Historical Cost Loss on Sale
Continental Assets $ 8,747,058 $ 14314220 $ (5,567,162)
White Hawk Assets 2,718,158 2,810,549 (92,391 )
Total $ 11,465216 $ 17,124,769 $  (5,659,553)

F-10
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The following table presents the Company’s supplemental consolidated pro forma total revenues, lease operating costs,
net income (loss) and net loss per common share as if the acquisition and simultaneous dispositions had occurred on
January 1, 2014 and January 1, 2013.

For the Three Months Ended
March 31, 2014

Net
PEDEVCO Acquisitions/Dispositioiis ) Combined
Revenue $ 1,007,454 $ 1,102,474 $ 2,109,928
Lease operating costs $ (606,180) $ (375,624) $ (981,804)
Net inome (loss) $ (13,170,020) $ 432,524 $ (12,737,496)
Net loss per common share $ (0.50) $ 0.01 $ (0.49)
For the Three Months Ended
March 31, 2013
Net
PEDEVCO Acquisitions/Disposition{1) Combined

Revenue $ 269,067 $ 1,046,307 $ 1,315,374
Lease operating costs $ (119,676) $ (202,642) $ (322,318)
Net income (loss) $(1,481,323) $ 843,665 $ (637,658)
Net loss per common share $ 0.17) $ 0.10 $ (0.07)

(1) Amounts are based on Company estimates.

Related to these properties during the three months ended March 31, 2014, we recorded $749,000 of revenues that
resulted in operating income of $58,000.

NOTE 5 - SALE OF 50% OF PACIFIC ENERGY DEVELOPMENT MSL, LLC.

Effective March 15, 2013, we acquired an average 97% working interest in the Mississippian Lime covering
approximately 7,006 gross (6,763 net) acres located in Comanche, Harper, Barber and Kiowa Counties, Kansas, which
we refer to as the Mississippian Asset, and approximately 10.5 square miles of related 3-D seismic data. Also effective
March 15, 2013, we acquired certain additional working interests in the same acreage located in Comanche, Harper,
and Kiowa Counties, Kansas, bringing our average working interest to 98% in the Mississippian Asset covering an
aggregate of approximately 7,006 gross (6,885 net) acres.

As of December 31, 2013, the Company owned an average 98% working interest in leases covering the Mississippian
Lime in Comanche, Harper, Barber and Kiowa Counties, Kansas. These assets are held by Pacific Energy
Development MSL, LL.C, a Nevada limited liability company (100% owned by us prior to March 7, 2014).

On March 7, 2014, in connection with our acquisition of the Wattenberg Asset, we entered into a $50 million 3-year
term debt facility with various investors including RJ Credit LLC. As part of the transaction, RJ Corp. (an affiliate of
RJ Credit LLC) acquired 50% of our ownership interest in Pacific Energy Development MSL, LLC, which holds our
Mississippian Asset, thereby making RJ Corp. a 50% working interest partner with us in the development of our
Mississippian Asset. The Company allocated the proceeds from the financing between the debt obligation, the sale of
the properties and the sale of 50% of MSL on a relative fair value basis. To the extent the sales price attributable to the
assets was less than the net book value, the Company recorded a loss on sale of assets. See Note 9.

The following table presents the loss on this sale:
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Allocated Historical Loss on
Proceeds Cost Sale
Mississippian Asset $1,615,488 $2,643,682 $(1,028,194)

NOTE 6 — DEPOSIT FOR BUSINESS ACQUISITION

On September 16, 2013, the Company entered into a Shares Subscription Agreement to acquire an approximate 51%
ownership in Asia Sixth, which holds an approximate 60% ownership interest in Aral. Aral holds a 100% operated
working interest in a production license issued by the Republic of Kazakhstan that expires in 2034 in western
Kazakhstan (the “Contract Area”).

Under the agreement, the Company and its partners plan to take control of Aral through the acquisition of a 51%
controlling interest in Asia Sixth, by way of subscription of shares of Asia Sixth, which in turn currently holds a 60%
controlling interest in Aral. Asia Sixth’s interest in Aral is scheduled to increase to 66.5% following the completion of
certain transactions to occur between Asia Sixth and Asia Sixth’s partner in Aral that currently holds the remaining
40% interest in Aral (the “Aral Transactions”). Upon closing and completion of the Aral Transactions, Aral will be
owned 66.5% by Asia Sixth.

The closing of the transaction is anticipated to occur in September 2014, subject to the satisfaction of certain
customary closing conditions including the approval of the Agency of the Republic of Kazakhstan for the Protection
of Competition and the Ministry of Oil and Gas of the Republic of Kazakhstan (“MOG”), and the MOG’s waiver of its
pre-emptive purchase right with respect to the transaction. In addition, the Company’s ability to pay the final closing
payment (if and to the extent due) is contingent upon the Company securing sufficient financing, of which there can
be no assurances.

Upon closing, the Company and the other shareholders of Asia Sixth will enter into a shareholders agreement,

pursuant to which the shareholders will agree to certain restrictions on the transfer of their interests in Asia Sixth,
certain pre-emption rights in the event a shareholder desires to transfer its interests in Asia Sixth, certain information
rights, and certain other rights, including, but not limited to, certain management and control provisions, including: (i)
the Company’s right to nominate two (2) of the five (5) directors of Asia Sixth, subject to the Company maintaining at
least a 25% ownership of Asia Sixth; (ii) the Company’s right to nominate one (1) additional of the five (5) directors of
Asia Sixth, subject to the Company maintaining at least a 51% ownership of Asia Sixth; (iii) the Company’s right to
designate the Chairman of Asia Sixth from among its directors appointed to the Asia Sixth Board; and (iv) the
appointment of two (2) of the Asia Sixth directors designated by the Company to the five (5) member Supervisory
Council of Aral.
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The Company paid an initial deposit of $8 million in September 2013 and a subsequent deposit of $2 million on
October 1, 2013 to Asia Sixth, and could have been required to increase its deposit by up to $10 million, to a total of
$20 million, contingent upon receipt of payment in full to the Company from an investor under a promissory note
maturing in December 2013 in connection with a subscription of shares and warrants in the Company. The investor
failed to pay the $10 million balance due under the Note by December 1, 2013. On December 1, 2013, the Company
granted a verbal extension to the investor pending further discussions regarding the investment. Following
discussions with the investor, the investor elected to forego making a further investment. Accordingly, on March 7,
2014, the Company notified the investor that, effective immediately, certain shares and warrants subject to the
subscription were rescinded as permitted pursuant to the terms of the promissory note, and the promissory note was

cancelled and forgiven, with no further action required by the investor (the “Cancellation”). The stock subscription
receivable related to 3,333,333 shares of common stock and 999,999 warrants to purchase shares of common stock in
the amount of $10 million was extinguished as of March 7, 2014. No gain or loss was recognized.

The rescission of the promissory note had no net effect on us or our obligations under the Shares Subscription
Agreement because (a) if such promissory note was paid in full we would have been required to pay such funds
directly to Asia Sixth; and (b) the result of such funds not being paid only results in a decrease in the required deposit
due to Asia Sixth.

The deposit is subject to full refund to the Company in the event the transaction does not close, other than as a result

of the Company’s material uncured breach. The funds that have been deposited will also be used, in part, to recomplete
and rework currently producing wells with the goal of significantly increasing their production rates. Based on how
these wells perform, at closing, the Company shall owe to Asia Sixth a final closing payment equal to an additional:

(i) $20 million if the daily average volume of oil produced by Aral over a specified 30 day period (the “Target Volume”)
equals or exceeds 1,500 barrels of oil per day (“BOPD”); (ii) $15 million if the Target Volume equals or exceeds 1,000
BOPD but is less than 1,500 BOPD; or (iii) $0 due if the Target Volume comes in less than 1,000 BOPD. Pursuant to
the Asia Sixth Purchase Agreement, RJ Corp. is obligated to pay 50% of any final closing payment due to Asia Sixth.

We have also entered into an agreement with our strategic partner, RJ Corp. to convey 50% of our interests in Asia
Sixth in connection with the RJ Corp. financing. See Note 9. Upon the closing and completion of these contemplated
transactions, the Company, through its ownership in Asia Sixth, will own an approximate 17% beneficial interest in
Aral. In the event of any refund of the initial deposit by Asia Sixth, the Company must provide 50% of such refund to
RJ Corp.

In connection with the RJ Corp. financing, the Company allocated $3,055,374 of the proceeds from the debt financing
to the 50% interest in Asia Sixth and recorded a loss on sale of 50% of its interests in Asia Sixth of $1,944,626. See
Note 9.

NOTE 7 - NOTES RECEIVABLE

The Company loaned Condor funds for operations pursuant to a promissory note entered into on February 14, 2013,
which permits multiple loans to be made up to $8,000,000 as separate “advances”. The note receivable bears interest at a
rate per annum equal to the one (1) month LIBOR rate for U.S. dollar deposits plus four (4.0) percentage points.
Principal and interest are due thirty-six (36) months from the date each advance is made under the note, with the first
repayment being due September 24, 2015. As of March 31, 2014, the balance of the note receivable prior to applying
the excess loss from Condor is $6,976,048 plus accrued interest of $109,279 due from Condor. The Company
advanced $1.9 million to Condor for operations during the three months ended March 31, 2014. The carrying balance
of the note receivable was reduced by $274,496 as the Company’s share of losses from Condor for the three months
ended March 31, 2014 was $1,859 plus the previously unrecognized loss for the year ended December 31, 2013 of
$272,637 was recorded. In accordance with ASC 323-10-35, the excess loss from Condor was used to reduce the notes
receivable balance. If the losses were to exceed the notes receivable balance , no additional losses would be recorded
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for the equity investment. The net receivable balance after applying the excess loss is $1,617,254. After applying the
losses to the equity investment and the note receivable, the Company has unrecorded excess losses of zero. The
Company recognized $59,361 of interest income in the three months ended March 31, 2104.

The Company loaned White Hawk funds for operating expenses and drilling and completion costs for a third Eagle
Ford well, pursuant to a promissory note entered into on June 4, 2012, which note permits multiple loans to be made
thereunder as separate “advances”, with no stated maximum limit of loan principal. The note receivable bears interest at
a rate per annum equal to the one (1) month LIBOR rate for U.S. dollar deposits plus four (4.0) percentage points.
Principal and interest of each loan is due thirty-six (36) months from the date each advance is made under the note,
with the first repayment being due June 4, 2015. As a result of the previously discussed sale of this property in
February 2014, the balance of the note receivable was paid in full.

F-12
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NOTE 8 — EQUITY METHOD INVESTMENTS
Condor Energy Technology, LLC

In October 2011, the Company formed a subsidiary, Condor Energy Technology LLC (“Condor”), a limited liability
company organized under the laws of the State of Nevada. The Company accounts for its 20% ownership in Condor
using the equity method. The Company evaluated its relationship with Condor to determine if Condor was a variable
interest entity (“VIE”) as defined in ASC 810-10, and whether the Company was the primary beneficiary of Condor, in
which case consolidation with the Company would be required. The Company determined that Condor qualified as a
VIE, however, the Company concluded that MIE Holdings was the primary beneficiary as a result of being in control
of the Board and its ability to control the funding commitments to Condor, thereby concluding that consolidation was
not required.

During the year ended December 31, 2013, the Company's equity share of the net losses in Condor totaled $5,626,567,
which exceeded the Company's combined investment of $160,353 and note receivable of $5,193,577. As a result, the
Company had an unrecognized loss of $272,637, which was carried forward.

During the three months ended March 31, 2014, the Company advanced $1.9 million to Condor. The Company
recorded the previously unrecognized loss of $272,637 and its equity share of net loss from Condor of $1,859 for a
total recognized loss of $274,496 during the three months ended March 31, 2014.

The Company's investment in Condor has a balance of $0 and will not increase until the Company's share of income
from Condor exceeds the $5,468,073 valuation allowance currently applied against the balance of the Company's note
receivable to Condor.

As of March 31, 2014 and December 31, 2013, the Company has a note receivable of $6,976,048 and $5,005,108,
respectively, plus accrued interest of $109,279 and $188,469, respectively, due from Condor.

As of March 31, 2014 and December 31, 2013, the Company has unrecognized losses of $0 and $272,637,
respectively, in excess of its basis in Condor (the Company recognized all losses for the period ended March 31,
2014).

The Company is subject to recording its 20% proportionate share of Condor’s income or losses. The Company is
obligated to maintain, under the membership agreement of Condor, its proportionate share of capital contributions.

Below is summarized financial information for Condor.

Summarized balance sheets:

March 31, December 31,

2014 2013
Current assets $4,458,062 $4,224,369
Oil and gas properties, net 3,588,738 3,533,915
Other long —term assets 108,001 108,000
Total assets $8,154,801 $ 7,866,284
Current liabilities $2,230,599 $3,708,123
Notes payable to affiliates 33,236,922 31,477,643
Other long term liabilities 27,645 11,587
Total liabilities 35,495,166 35,197,353
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Members’ equity (deficit)
Total liabilities and members’ equity (deficit)
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(27,340,365)
$8,154,801

(27,331,069 )
$7,866,284
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Summarized statements of operations:

For the For
Three the Three
Months Months
Ended Ended
March 31, March 31,
2014 2013
Revenue $ 1,106,292 $ 1,108,767
Operating expenses (786,909)  (1,382,693)
Operating gain (loss) 319,383 (273,926)
Interest expense (328,678) (186,584)
Net loss $ (9,295 $ (460,510)

The Company has an agreement to provide management services to Condor for which Condor owes $243,115 and
$75,131 at March 31, 2014 and December 31, 2013, respectively. Total fees billed to Condor were $167,984 and
$149,007 in the three months ended March 31, 2014 and 2013, respectively.

Condor owes the Company $62,616 and $47,076 at March 31, 2014 and December 31, 2013, respectively, from
production sales related to the Company’s working interests in the Niobrara Asset.

The Company owes Condor $21,761 and $59,448 from production related expenses and $1,855,815 and $2,278,266
related to capital expenditures previously incurred by Condor for the drilling of wells as of March 31, 2014 and
December 31, 2013, respectively.

White Hawk Petroleum, LLC

In May 2012, the Company formed a subsidiary, White Hawk Petroleum, LLC (“White Hawk”), a limited liability
company organized under the laws of the State of Texas. The Company accounted for its 50% ownership in White
Hawk using the equity method through December 30, 2013. The Company evaluated its relationship with White
Hawk to determine if White Hawk was a variable interest entity (“VIE”) as defined in ASC 810-10, and whether the
Company was the primary beneficiary of White Hawk, in which case consolidation with the Company would be
required. The Company determined that White Hawk qualified as a VIE; however, the Company concluded that MIE
Holdings was the primary beneficiary as a result of being in control of the Board and its ability to control the funding
commitments to White Hawk.

The Company accounted for its 50% ownership in White Hawk using the equity method through December 30, 2013.
As aresult of a series of transactions in which White Hawk became wholly-owned on December 31, 2013, White
Hawk became a consolidated subsidiary.
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NOTE 9 - NOTES PAYABLE
Note Purchase Agreement and Sale of Secured Promissory Notes

On March 7, 2014, the Company entered into a $50 million financing facility between the Company, BRe BCLIC
Primary, BRe BCLIC Sub, BRe WNIC 2013 LTC Primary, BRe WNIC 2013 LTC Sub, and RJ Credit LLC (“RJC”), as
investors (collectively, the “Investors”), and BAM Administrative Services LLC, as agent for the Investors (the
“Agent”). Pursuant to the Note Purchase, the Company initially issued the Investors Secured Promissory Notes in the
aggregate amount of $34.5 million (the “Initial Notes™) and provided for an additional $15.5 million available under the
financing agreement to fund the Company’s future drilling costs.

The Initial Notes bear interest at the rate of 15% per annum, payable monthly in arrears, on the first business day of
each month beginning April 1, 2014 (in connection with the Initial Notes), provided that upon the occurrence of an
event of default, the Initial Notes bear interest at the lesser of 30% per annum and the maximum legal rate of interest
allowable by law. We can prepay all or any portion of the principal amount of Initial Notes, without premium or
penalty. The Initial Notes include customary events of default.

The Initial Notes are due and payable on March 6, 2017 (the “Maturity Date”), and may be repaid in full without
premium or penalty at any time. Additionally, we are required on the third business day of each month, commencing
on April 1, 2014, to prepay the Initial Notes in an amount equal to the lesser of (a) the outstanding principal amount of
the Initial Notes or (b) twenty-five percent (25%) of the aggregate of all net revenues actually received by us and our
subsidiaries (other than net revenues received by Asia Sixth, unless and to the extent received by us in the United
States) or for the immediately preceding calendar month (or such pro rata portion of the first month the payment is
required). The Initial Notes also provide that RJC is to be repaid (i) accrued interest, only after all of the other
Investors are repaid any accrued interest due and (ii) principal, only after all of the other Investors are repaid the full
amount of principal due under their Initial Notes, and (iii) that any funding in connection with Subsequent Notes will
be made solely by RJC.

The amount outstanding under the Initial Notes is secured by a first priority security interest in all of our subsidiaries,
assets, property, real property, intellectual property, securities and proceeds therefrom, granted in favor of the agent
for the benefit of the Investors. Additionally, the Company granted a mortgage and security interest in all of our and
our subsidiaries real property as located in the state of Colorado (including those assets acquired pursuant to the
Continental Acquisition) and the state of Texas. Additionally, our obligations under the Initial Notes, Note Purchase
Agreement and related agreements were guaranteed by our wholly-owned and majority owned direct and indirect
subsidiaries.

As additional consideration for RJC providing the loan evidenced by its Initial Notes and agreeing to provide the
funding from the Subsequent Notes, on March 7, 2014, the Company entered into the following transactions in favor
of RJC and its affiliate RJ Corp.

Red Hawk Purchase - A Purchase and Sale Agreement between Pacific Energy Development Corp.’s (the
Company’s wholly-owned subsidiary, “PEDCQ”), the Company’s wholly-owned subsidiary, Red Hawk, and
RJ Corp. (the “Red Hawk Purchase”); which required the Company to convey 50% of the mineral interests
and leases acquired in the Continental Acquisition to RJ Corp. The agreement also provided that for three
years from March 7, 2014, RJ Corp. does not have the right to propose or conduct any operations on the
property acquired pursuant to the Red Hawk Purchase, unless (a) approved by Red Hawk, or (b) unless

Red Hawk fails to execute the portion of the then current capital expenditure plan related to such

applicable assets, provided that RJ Corp. may not (i) propose to drill more wells on such lands during the
calendar year covered by such capital expenditure plan than are prescribed in the portion of such
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applicable capital expenditure plan and (ii) propose or conduct any operations on such lands during the
following calendar year in excess of the operations budgeted for in the portion of such applicable capital
expenditure plan.

Asia Sixth Purchase - The Asia Sixth Purchase Agreement between PEDCO and RJ Corp. (the “Asia Sixth
Purchase”); the principal terms of which required the conveyance of 50% of the Company’s 51% interest
in Asia Sixth once acquired by PEDCO and if any part of the $10 million deposit previously paid by the
Company in connection with the Shares Subscription Agreement is returned to the Company, 50% of any
such returned funds will be paid to RJ Corp.

Membership Purchase and Plan of Merger - A Membership Interest Purchase Agreement between
PEDCO and RJ Corp. (the “Membership Purchase”), pursuant to which (i) PEDCO transferred 50%
ownership of PEDCO MSL Merger Sub, LLC, a Nevada limited liability company (“MSL Merger Sub”),
which was wholly-owned by PEDCO to RJ Corp., (ii) PEDCO’s wholly-owned subsidiary, Pacific
Energy Development MSL, LLC (“PEDCO MSL”) merged with and into MSL Merger Sub, with MSL
Merger Sub being the surviving entity in the merger, and (iii) MSL Merger Sub changed its name to
Pacific Energy Development MSL, LLC. The effective result of the Membership Purchase and Plan of
Merger was that RJ Corp. now owns 50% of PEDCO MSL, which owns all of the interests in the
Mississippian Asset.

As a result of the transactions effected by the Red Hawk Purchase, Asia Sixth Purchase, Membership Purchase and
Plan of Merger, RJ Corp. acquired ownership of 50% of all of the Company’s oil and gas assets and properties
acquired in connection with the Continental Acquisition, rights to 50% of the Company's right to acquire Asia Sixth
which owns the oil and gas assets and properties in Kazakhstan pursuant to the Shares Subscription Agreement, and
effective ownership of 50% of the Mississippian Asset. In return, the Company received the financing agreement to
acquire the Continental Assets and provide for future drilling funds and obtain a strategic partner to fund its own
portion of the drilling costs for the development of the Company’s properties.

F-15

29



Edgar Filing: PEDEVCO CORP - Form 10-Q

In connection with the financing with RJ Corp, the Company allocated a portion of the proceeds from the financing to
the promissory notes and a portion to the sales of (i) 50% of the Continental asset, (ii) 50% of the Company's
investment in Asia Sixth and (iii) 50% of the Mississippian Asset on a relative fair value basis. To the extent the
proceeds of the financing exceed the portion allocated to the debt the Company recorded a debt discount. To the
extent the sales price attributable to the assets was less than the net book value, the Company recorded a loss on sale

of assets.
The components of this transaction are as follows:
March 7,
2014

Gross proceeds from issuance of Initial Notes $ 34,500,000
Deferred financing costs — paid underwriting fees (5,381,755)
Original debt issue discount (1,725,000 )

Net Proceeds $ 27,393,245
Allocation of proceeds to sale of assets (recorded as additional debt issue discount)
Allocation of proceeds to debt and sale of properties:

Allocated to Continental Assets sold $ 8,747,058

Allocated to Mississippian Assets sold 1,615,488

Allocated to Asia Sixth interest sold 3,055,374

Net proceeds allocated to sales of properties 13,417,920
Net proceeds allocated to Initial Notes 21,082,080
Total proceeds $ 34,500,000

Accordingly, total debt discount including the original issue discount and the amount allocated to the sale of assets
was $15,142,920. In addition, additional deferred financing costs for the issuance of 1,000,000 warrants to a
placement agent with a fair value of $1,519,601 was recorded.

All deferred financing costs and debt discount amounts are amortized using the effective interest rate method. The
amount of the debt discount and deferred financing costs (net of amortization) reflected on the balance sheet as of
March 31, 2014 was $14,906,892 and $6,793,786, respectively. Amortization of debt discount, amortization of
deferred financing costs and interest expense, related to the Initial Notes, was $236,028, $107,570 and $359,375 for
the three months ended March 31, 2014, respectively.

Bridge Note Financing

On March 22, 2013, the Company closed a private placement of secured promissory notes (the “Bridge Notes”) for an
aggregate principal amount of $4.0 million, together with warrants exercisable for a total of up to 76,198 shares of its
common stock at an exercise price of $5.25 per share (the “Bridge Warrants,” and, together with the Bridge Notes, the
“Bridge Securities”). At the closing of the bridge financing (the “Bridge Financing”), the Company entered into separate
Note and Warrant Purchase Agreements with a total of 16 individual and institutional investors (collectively, the
“Bridge Investors”), including ten (10) current Company shareholders, in which the Company sold and issued to the
Bridge Investors a total of $4.0 million of Bridge Notes and Bridge Warrants to purchase 76,198 shares of the
Company’s common stock (the "Note and Warrant Purchase Agreements") for gross proceeds of $4.0 million. The fair
value of the warrants was $256,857 which was recorded as a debt discount. The debt discount as of March 31, 2014,
was $4,329. The debt discount was being amortized over the expected life of the Bridge Financing, which is July
2014. Interest expense for the three months ended March 31, 2014 and 2013 was $3,193 and $27,521, respectively.
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Frank C. Ingriselli, the Company’s President, Chief Executive Officer, and member of the Company’s Board of
Directors, participated in the Bridge Financing, purchasing Bridge Notes of $1 million and receiving Bridge Warrants
exercisable for 19,048 shares of the Company’s common stock, and Clark R. Moore, the Company’s Executive Vice
President and General Counsel, purchased Bridge Notes of $50,000 and received Bridge Warrants exercisable for 953
shares of the Company’s common stock, respectively.

Somerley Limited (“Somerley”) acted as the Company’s placement agent with respect to a portion of the Bridge
Financing sold to non-U.S. investors. As compensation, Somerley received total cash fees of $40,000 and Bridge
Warrants to purchase a total of up to 9,524 shares of the Company’s common stock at an exercise price of $5.25 per
share valued at $32,095 using a Monte Carlo simulation model. The Company capitalized these amounts as deferred
financing costs and will be amortized over the expected life of the Bridge Financing. Interest expense for the three
months ended March 31, 2014 was $2,110.
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Terms of the Bridge Notes

The proceeds of the Bridge Financing were used by the Company for (i) the acquisition of the Mississippian Asset; (ii)
up to $300,000 to acquire an exclusive option to acquire leases and 3D seismic data covering up to an additional 7,880
gross (7,043 net) Mississippian acres located in Harper, Kiowa, Barber and Comanche Counties, Kansas, and Woods
County, Oklahoma; (iii) the payment of placement agent fees; and (iv) general working capital expenses.

The Bridge Notes had an annual interest rate of 10% and were due and payable on the earlier to occur of (i) the date
that is thirty (30) days following the closing of the Company’s then next underwritten public offering of the Company’s
common stock, or (ii) December 31, 2013 (the “Maturity Date”). The Company may, in its sole discretion, repay the
Bridge Notes in whole or in part at any time prior to the Maturity Date. The Bridge Notes are secured by a lien and
security interest in all of the Company’s assets, subject to a senior lien on the Company’s Niobrara assets held by MIEJ,
an affiliate of MIE Holdings, which secures MIEJ’s loans to date under the Note with MIEJ described below.

Upon maturity, the Company is obligated to pay to the holders an additional payment-in-kind (“PIK”) cash amount
equal to 10% of the original principal amount of the Bridge Notes, or $400,000. If an event of default on the Bridge
Notes occurs, the principal amount of the Bridge Notes, plus accrued and unpaid interest and the PIK, if any, may be
declared immediately due and payable, subject to certain conditions set forth in the Bridge Notes. These amounts may
automatically become due and payable upon written notice of holders of a majority of the then-outstanding principal
amount in the case of certain types of bankruptcy or insolvency events. The PIK liability was reflected as a debt
discount to the principal and amortized over the life of the Bridge Notes, which is estimated to be until December
2013. The amount of the debt discount reflected on the balance sheet as of March 31, 2014 was $6,742; and the
interest expense was $4,973 for the three months ended March 31, 2014.

The Bridge Warrants are exercisable for shares of the Company’s common stock for a period of four (4) years
commencing as of their issuance date, at an exercise price of $5.25 per share; provided, however, that the exercise
price was to be adjusted to the price per share at which the Company issues common stock in the Company’s next
underwritten public offering of common stock, if such price per share is lower than $5.25 per share and such offering
occurred within six months of the grant date (provided that no underwritten offering occurred within six months of
closing). The Bridge Warrants may be exercised on a cashless basis. The Company determined that these warrants
contain provisions that protect holders from future issuances of the Company’s common stock at prices below such
warrants’ respective exercise prices and these provisions could have resulted in modification of the warrants’ exercise
price based on a variable that is not an input to the fair value of a “fixed-for-fixed” option. Such warrants were
recognized as derivative warrant instruments at issuance and are measured at fair value at each reporting period. The
Company determined the fair values of these warrants using a Monte Carlo simulation valuation model in the period
ended March 31, 2013. The Company subsequently determined, as a public offering was not closed prior to the six
month expiration of any possible exercise price adjustment on September 22, 2013, that the exercise price of the
warrants would not be reset and the derivative feature of the warrants has no value as of the period ending March 31,
2014.

Modification of Bridge Notes

On December 16, 2013, the Company entered into an amendment to the secured promissory notes (the “Amended
Notes”) with each of the Bridge Investors of the Bridge Notes. The Amended Notes provided for (i) the extension of
the maturity date of such Bridge Notes, which were originally due on December 31, 2013, to July 31, 2014 (the “New
Maturity Date”), (ii) the subordination of the Bridge Notes to certain future qualified senior indebtedness of the
Company with a principal amount of at least $5.0 million, (iii) the payment in full of all accrued interest through
January 8, 2014 (the “Payment Date”), equal to an aggregate of $294,795 due and payable to the Bridge Investors on the
Payment Date, (iv) the payment in full of the $400,000 PIK on the original principal amount of such Bridge Notes on
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the Payment Date (v) the repayment of either none or 50% of the outstanding principal amount due under such Bridge
Notes, as elected by the holders on the Payment Date, of which principal repayment of $1,625,000 was due and
payable to the Bridge Investors on the Payment Date as elected by the holders, (vi) the amendment of the interest rate
of such Bridge Notes for the Amended Notes from 10% per annum to 12% per annum with respect to the remaining
unpaid principal amount of the Bridge Notes (the ‘“Deferred Principal”), and (vii) an additional payment-in-kind cash
amount equal to 10% of the Deferred Principal due on the New Maturity Date (the “Additional PIK”). In total, eleven
(11) Bridge Investors holding Bridge Notes with an aggregate principal amount outstanding of $3,250,000 elected to
defer 50% of their principal, agreeing to defer an aggregate of $1,625,000 in principal amount of the Bridge Notes,
and five (5) Bridge Investors holding Bridge Notes with an aggregate principal amount outstanding of $750,000
elected to defer 100% of their principal, for total deferred principal of $2,375,000, and an aggregate Additional PIK
due upon the New Maturity Date of $237,500. The Company recorded the Additional PIK as a debt discount to the
Amended Notes.

As additional consideration for the Amended Notes, the Company granted a new warrant (“New Warrant”) exercisable
on a cashless basis at an exercise price of $2.34 per share for a number of shares of common stock of the Company
equal to (i) double (2x) the number of shares issuable under the Bridge Warrant originally issued to each holder who
agreed to defer 50% of the outstanding principal of its Bridge Note, and (ii) triple (3x) the number of shares issuable
under the Bridge Warrant originally issued to each holder who agreed to defer 100% of the outstanding principal of its
Bridge Note, for a total of New Warrants exercisable for an aggregate of 166,684 shares of Company common stock
issued by the Company to the Bridge Investors. The New Warrants have a 4-year life and have substantially the same
terms as the Bridge Warrants originally issued to the Bridge Investors (except for the anti-dilution rights). The New
Warrants have a fair value of $181,475, calculated using the Black Scholes model.
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Frank C. Ingriselli, the Company’s President, Chief Executive Officer, and member of the Company’s Board of
Directors, agreed to defer $500,000 of the original $1.0 million principal amount outstanding under his Bridge Note,
and on the Payment Date, the Company paid $73,699 in accrued interest and $100,000 in PIK amounts due, and
repaid 50% of his outstanding principal amount of $500,000. Mr. Ingriselli received a New Warrant exercisable for
38,096 shares of the Company’s common stock valued at $41,064 on the grant date. Clark R. Moore, the Company’s
Executive Vice President and General Counsel, agreed to defer $25,000 of the original $50,000 principal amount
outstanding under his Bridge Note, and on the Payment Date, the Company paid $3,685 in accrued interest and $5,000
in PIK amounts due, and repaid 50% of his outstanding principal amount of $25,000. Mr. Moore received a New
Warrant exercisable for 1,906 shares of the Company’s common stock valued at $2,055 on the grant date.

The Company accounted for the amendment to the notes with the Bridge Investors as a modification of debt under
ASC 405-20, and, accordingly, the unamortized debt discount related to the PIK of $12,544 and debt discount of
$8,055 related to the Bridge Warrants prior to the amendment of the notes with the Bridge Investors was amortized
over the new expected term of the Amended Notes, which is July 2014. In addition, the amounts related to the New
Warrants and Additional PIK will also be amortized as interest expense over the new expected term of the Amended
Notes.

On January 8, 2014, payment in full was made of all accrued interest through January 8, 2014 equal to an aggregate of
$294,795. On that same date, the payment in full of the $400,000 PIK on the original principal amount of the Bridge
Notes was made. Also on that same date, principal repayment of $1,625,000 were made to the Bridge Investors.

The interest expense for the Amended Notes at 12% was $70,274 for the period ended March 31, 2014. The
unamortized debt discount related to the Bridge Warrants and New Warrants as of March 31, 2014, was

$11,146. Interest expense related to the debt discount for the Bridge Warrants and New Warrants for the three months
ended March 31, 2014 was $54,956. The unamortized debt discount related to the PIK and Additional PIK reflected
on the balance sheet as of March 31, 2014 was $13,436 and the interest expense related to the PIK and Additional PIK
was $71,698 for the three months ended March 31, 2014.

Second Amendment to Bridge Notes and Subordination and Intercreditor Agreements

On March 7, 2014, the Company entered into a Second Amendment to Secured Promissory Notes (each, a “Second
Amended Note,” and collectively, the “Second Amended Notes™) with all but one of the holders (each holder who agreed
to such Second Amendment Notes, the “Amended Bridge Investors”).

The Second Amended Notes amended the Bridge Notes to allow the holders the right to convert up to 100% of the
outstanding and unpaid principal amount (but in increments of not less than 25% of the principal amount of each
Bridge Note outstanding as of the entry into the Second Amended Notes and only up to four (4) total conversions of
not less than 25% each); the Additional PIK; and all accrued and unpaid interest under each Bridge Note (collectively,
the “Conversion Amount”) into common stock of the Company, subject to no more than 19.99% of the Company’s
outstanding common stock on the date the Second Amended Notes were entered into being issued in aggregate
pursuant to such Second Amended Notes without shareholder approval for such transaction as required by the NYSE
MKT rules. Upon a conversion, the applicable holder shall receive that number of shares of common stock as is
determined by dividing the Conversion Amount by a conversion price (the “Conversion Price”) as follows:

(A) prior to June 1, 2014, the Conversion Price shall be $2.15 per share; and
(B) following June 1, 2014, the denominator used in the calculation described above shall be the greater
of (i) 80% of the average of the closing price per share of the Company’s publicly traded common stock for the five (5)

trading days immediately preceding the date of the conversion notice provided by the holder; and (ii) $0.50 per share.
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Additionally, each Amended Bridge Investor entered into a Subordination and Intercreditor Agreement in favor of the
Agent, subordinating and deferring the repayment of the Bridge Notes until full repayment of certain senior notes. The
Subordination and Intercreditor Agreements also prohibit the Company from repaying the Bridge Notes until certain
senior notes have been paid in full, except that we are allowed to repay the Bridge Notes from net proceeds received
from the sale of common or preferred stock (i) in calendar year 2014 if such net proceeds received in such calendar
year exceeds $35,000,000, (ii) in calendar year 2015 if such net proceeds received in such calendar year exceeds
$50,000,000, and (iii) in calendar year 2016 if such net proceeds actually received in such calendar year exceeds
$50,000,000.

Prior to the Bridge Note Investors’ entry into the Amended Notes, Mr. Ingriselli and Mr. Moore transferred their

Bridge Notes to non-affiliates of the Company and as such, as of the date of the Second Amended Notes, such officers
no longer held any Bridge Notes or rights thereunder.
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The Company concluded that the Note Purchase Amendment described above constituted a debt extinguishment
rather than a debt modification because a significant conversion feature was added to the terms of the note. As a
result, the Company recorded a loss on debt extinguishment of $763,310 in the first quarter of 2014. Accordingly, a
debt premium was recorded for the increase in fair value over the carrying value of the notes payable of $504,018 as
of March 31, 2014.

In connection with the Note Purchase Amendment, the convertible debenture was also analyzed for a beneficial
conversion feature after the debt modification at which time it was concluded that a beneficial conversion feature
existed. The Company extinguised the unamortized portion of the debt discounts associated with the warrants and PIK
of $110,903 and $148,389, respectively. The Company recorded $211,570 as a debt discount related to the beneficial
conversion feature. The debt discount will be amortized over the term of the Second Amended Notes.

Related Party Financings
MIE Jurassic Energy Corporation

On February 14, 2013, the Company’s subsidiary, Pacific Energy Development Corp. (“PEDCO”) entered into a Secured
Subordinated Promissory Note, as amended on March 25, 2013 and July 9, 2013 (the “Note”, the description of which
Note below takes into account the amendments to such Note to date) with MIEJ, with an effective date of November
1, 2012. Under the Note, PEDCO may draw down multiple advances up to a maximum of $6.5 million under the
Note, with repaid amounts not being permitted to be re-borrowed. Amounts borrowed under the Note were used by
PEDCO to fund fees and expenses allocable to PEDCO with respect to its operations in the Niobrara Asset, Niobrara
Asset-related acquisition expenses, and repayment of $432,433 due to Condor as a refund of the performance deposit
paid by MIEJ to Condor with respect to the Mississippian Asset acquisition and applied toward the Company’s
purchase price of the Mississippian Asset. When drawn, principal borrowed under the Note carries an interest rate of
10.0% per annum. Principal and accrued interest under the Note is due and payable within ten (10) business days of
August 31, 2014. The Note may be prepaid in full by PEDCO without penalty, and is secured by all of PEDCO’s
ownership and working interests in the FFT2H, Logan 2H, Waves 1H, State 16-7-60 1H and Wickstrom 18-2H wells
located in the Niobrara Asset, and all corresponding leasehold rights pooled with respect to such wells, and PEDCO’s
ownership and working interests in each future well drilled and completed in the Niobrara Asset. The Note converted
amounts previously advanced by MIEJ to PEDCO in the amount of $2.17 million to fund operations in the Niobrara
Asset through November 1, 2012, as well as an additional $2 million loaned by MIEJ to PEDCO under the Note on
February 14, 2013 and $2 million loaned by MIEJ to PEDCO under the Note on March 25, 2013, for a total current
principal amount outstanding under the Note of $6.17 million as of March 31, 2014. There is currently approximately
$330,000 available for future borrowing by PEDCO under the Note. Further, the Company owes $737,916 in accrued
interest at March 31, 2014 under the Note.

NOTE 10 — INCOME TAXES

Due to the Company’s net losses, there was no provision for income taxes for the three months ended March 31, 2014
and 2013.

The difference between the income tax expense of zero shown in the stateme