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CAUTIONARY STATEMENT CONCERNING FORWARD-LOOKING STATEMENTS

Various statements in this annual report, including those that express a belief, expectation, or intention, as well as those that are not statements of

historical fact, are forward-looking statements. The forward-looking statements may include projections and estimates concerning the timing and

success of specific projects and our future reserves, production, revenues, income, and capital spending. When we use the words believe, intend,
expect, may, should, anticipate, could, estimate, plan, predict, project, or their negatives, other similar expressions, or the statem

those words are usually forward-looking statements.

The forward-looking statements contained in this annual report are largely based on our expectations, which reflect estimates and assumptions
made by our management. These estimates and assumptions reflect our best judgment based on currently known market conditions and other
factors. Although we believe such estimates and assumptions to be reasonable, they are inherently uncertain and involve a number of risks and
uncertainties that are beyond our control. In addition, management s assumptions about future events may prove to be inaccurate. Management
cautions all readers that the forward-looking statements contained in this annual report are not guarantees of future performance, and we cannot
assure any reader that such statements will be realized or the forward-looking events and circumstances will occur. Actual results may differ
materially from those anticipated or implied in the forward-looking statements due to the factors listed in the Risk Factors section and elsewhere
in this annual report. All forward-looking statements speak only as of the date of this annual report. We do not intend to publicly update or
revise any forward-looking statements as a result of new information, future events or otherwise. These cautionary statements qualify all
forward-looking statements attributable to us, or persons acting on our behalf. The risks, contingencies and uncertainties relate to, among other
matters, the following:

our business strategy;

our financial position;

our cash flow and liquidity;

declines in the prices we receive for our gas affecting our operating results and cash flows;

uncertainties in estimating our gas reserves;

replacing our gas reserves;

uncertainties in exploring for and producing gas;

our inability to obtain additional financing necessary in order to fund our operations, capital expenditures, and to meet our other
obligations;

availability of drilling and production equipment and field service providers;

disruptions, capacity constraints in, or other limitations on the pipeline systems which deliver our gas;
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competition in the gas industry;

our inability to retain and attract key personnel;

our joint venture arrangements;

the effects of government regulation and permitting and other legal requirements;

costs associated with perfecting title for gas rights in some of our properties;

our need to use unproven technologies to extract coalbed methane in some properties; and

other factors discussed under Risk Factors.
All references in this annual report to the Company , GeoMet , we , us or our areto GeoMet Inc. and our wholly-owned
Subsidiaries. Unless otherwise noted, all information in this annual report relating to natural gas reserves and the estimated future net cash
flows attributable to those reserves are based on estimates prepared by independent engineers and are net to our interest.
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GLOSSARY OF NATURAL GAS AND COALBED METHANE TERMS
The following is a description of the meanings of some of the oil and natural gas industry terms used in this prospectus.

Additional drilling locations. Locations specifically identified and scheduled by management as an estimate of our future multi-year drilling
activities on existing acreage.

Appalachian Basin. A mountainous region in the eastern United States, running from northern Alabama to Pennsylvania, and including parts of
Georgia, South Carolina, North Carolina, Tennessee, Kentucky, Virginia, and all of West Virginia.

Bcf. Billion cubic feet of natural gas.

Btu or British Thermal Unit. The quantity of heat required to raise the temperature of one pound of water by one degree Fahrenheit.
CBM. Coalbed methane.

CBM acres. Acreage under a lease that excludes oil, natural gas, and all other minerals other than CBM.

Coal seam. A single layer or stratum of coal.

Coal rank. Coal is a carbon rich rock derived from plant material accumulated in peat swamps. With increasing depth of burial, the plant
material undergoes coalification, releasing volatile matter. The coal rank increases as the percentage of volatile mater (% VM) decreases. The
generation of methane is a result of the thermal maturation or increasing rank of the coal. Coals targeted for CBM projects, from low rank to
high rank, are lignite, sub-bituminous, high volatile bituminous, medium volatile bituminous and low volatile bituminous coals. The range of
%VM associated with these coal ranks decrease from lignite at approximately 60% VM to low volatile bituminous coals at approximately
15%VM.

Completion. The installation of permanent equipment for the production of oil or natural gas, or in the case of a dry hole, the reporting of
abandonment to the appropriate agency.

Developed acreage. The number of acres that are allocated or assignable to productive wells or wells capable of production.

Development well. A well drilled within the proved boundaries of an oil or natural gas reservoir with the intention of completing the
stratigraphic horizon known to be productive.

Dry hole. A well found to be incapable of producing hydrocarbons in sufficient quantities such that proceeds from the sale of such production
exceed production expenses and taxes.

Estimated proved reserves. The estimated quantities of crude oil, natural gas and natural gas liquids that geological and engineering data
demonstrate with reasonable certainty to be recoverable in future years from known reservoirs under existing economic and operating
conditions.

Estimated proved undeveloped reserves. Estimated proved reserves that are expected to be recovered from new wells on undrilled acreage or
from existing wells where a relatively major expenditure is required for recompletion.

Exploratory well. A well drilled to find and produce oil or natural gas reserves not classified as proved, to find a new reservoir in a field
previously found to be productive of oil or natural gas in another reservoir or to extend a known reservoir.
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Field. An area consisting of either a single reservoir or multiple reservoirs all grouped on or related to the same individual geological structural
feature and/or stratigraphic condition.

Finding and development costs. A non-GAAP performance measure, expressed in dollars per Mcf, commonly used throughout the oil and gas
industry to measure the efficiency of a company in adding new reserves. The finding and development cost measure referred to in this
prospectus is calculated for the three year time period by taking the sum of the cost incurred for exploration, development, and acquisition,
including future development costs attributable to proved undeveloped reserves, adjusted for the change for the period in the balance of
unevaluated natural gas properties not subject to amortization and dividing such amount by the total proved reserve additions. Management
believes that this information is useful to an investor in evaluating GeoMet because it measures the efficiency of a company in adding proved
reserves as compared to others in the industry. The cost and reserve information is derived directly from line items disclosed in the schedule of
Capitalized Cost, Natural Gas Reserves and the Standardized Measure, which are all required to be disclosed by SFAS 69.

Natural Gas desorption test. A process to estimate the volume of natural gas adsorbed in a volume of coal (usually expressed as cubic feet per
ton) by placing a sample of coal into a sealed canister and taking periodic measurements of gas desorbed, temperature and pressure for up to 90
days. The estimate of total gas adsorbed in the coal sample is the sum of: (i) the measurements of natural gas during the test period, corrected to
standard temperature and pressure (the measured natural gas ), (ii) the lost natural gas, which is calculated using the elapsed time the sample
desorbed before its placement into the canister and the rate of desorption determined from the test period, and (iii) the remaining natural gas,
which is determined by measuring the natural gas released while grinding the coal sample into a powder or which is calculated mathematically
using the measurements from the test period.

Gathering system. Pipelines and other equipment used to move natural gas from the wellhead to the trunk or the main transmission lines of a
pipeline system.

Gross acres or gross wells. The total acres or wells, as the case may be, in which a working interest is owned.

Mcf. Thousand cubic feet of natural gas.

MMBtu. Million British thermal units.

MMcf. Million cubic feet of natural gas.

Dth. Decatherm is 10 therms and 1 therm is equivalent to 100,000 btu s at 59 degrees.

Net acres or net wells. The sum of the fractional working interests owned in gross acres or well, as the case may be.
NYMEX. The New York Mercantile Exchange.

Productive well. A well that is found to be capable of producing hydrocarbons in sufficient quantities such that proceeds from the sale of such
production exceed production expenses and taxes.

Proved developed reserves. Estimated proved reserves that can be expected to be recovered from existing wells with existing equipment and
operating methods.

PV-10 or present value of estimated future net revenues. An estimate of the present value of the estimated future net revenues from estimated
proved natural gas reserves at a date indicated after deducting estimated production and ad valorem taxes, future capital costs and operating
expenses, but before deducting any estimates
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of federal income taxes, a non-GAAP measure. The estimated future net revenues are discounted at an annual rate of 10% in accordance with the
SEC s practice, to determine their present value. The present value is shown to indicate the effect of time on the value of the revenue stream and
should not be construed as being the fair market value of the properties. Estimates of future net revenues are made using oil and natural gas

prices and operating costs at the date indicated and held constant for the life of the reserves.

Reserve life index. This index is calculated by dividing total estimated proved reserves by the production from the previous year to estimate the
number of years of remaining production.

Reservoir. A porous and permeable underground formation containing a natural accumulation of producible oil and/or natural gas that is
confined by impermeable rock or water barriers and is individual and separate from other reservoirs.

Shut in. Stopping an oil or natural gas well from producing.

Undeveloped acreage. Lease acreage on which wells have not been drilled or completed to a point that would permit the production of
commercial quantities of oil or natural gas regardless of whether or not such acreage contains estimated proved reserves.

Working interest. The operating interest that gives the owner the right to drill, produce and conduct operating activities on the property and
receive a share of production.

Index to Financial Statements 8



Edgar Filing: GeoMet, Inc. - Form 10-K

Table of Conten
Index to Financial men
PARTI
Item 1. Business
History of GeoMet

Our predecessor, GeoMet, Inc., an Alabama corporation ( Old GeoMet ), was founded in 1985 by three geologists (the Founders ) with
backgrounds in the coal mining and related coal degasification industry. The Founders became directly involved with coalbed methane in 1977,
working for USX Corporation in developing the first large-scale degasification field in the United States at the Oak Grove Mine in Alabama.
This project became the model for subsequent coalbed methane projects in the Black Warrior basin. Our staff has been involved in the
development of over thirty percent of the coalbed methane wells currently producing in the Black Warrior basin.

During the period 1985 through 1993, our staff consulted extensively with the Gas Research Institute (GRI) in the research and development of
new technology for the industry and with many of the companies involved in the early development of coalbed methane, including Taurus (now
Energen), Amoco, Chevron, and River Gas Corporation ( River Gas ). In addition to work done in the United States, we have evaluated or
consulted on coalbed methane projects in Australia, Bangladesh, Canada, China, Colombia, Czechoslovakia, Hungary, Israel, Poland, South
Africa, Switzerland, the United Kingdom, Venezuela, and Zimbabwe.

In 1986, the Founders acquired a 25% equity interest in River Gas and we provided the technical expertise in connection with the development

of the Blue Creek field in the Black Warrior Basin of Alabama. Dominion Energy acquired the Blue Creek field from River Gas in 1992. In

1993, following the sale of the Founders equity interest in River Gas, we ceased consulting services and began to participate in the initiation and
development of coalbed methane projects. Due to capital constraints, this participation usually was in the form of relatively small earned
interests. The White Oak Creek field in the Black Warrior Basin and the Apache Canyon field in the Raton Basin were developed in this manner.

Shareholders of Old GeoMet sold 80% of their ownership in Old GeoMet in December 2000 to GeoMet Resources, Inc., a Delaware corporation
( Resources ), a special purpose entity formed by J. Darby Seré, William C. Rankin, and Yorktown Energy Partners IV, L.P. In connection with
this purchase, Resources committed an additional $40 million to Old GeoMet to fund future coalbed methane development and Messrs. Seré and
Rankin assumed the positions of President and Chief Executive Officer and Executive Vice President and Chief Financial Officer, respectively.
Old GeoMet and Resources merged in April 2005 and Resources changed its name to GeoMet, Inc.

About GeoMet

We are engaged in the exploration, development, and production of natural gas from coal seams (coalbed methane or CBM) and gas marketing.
Our principal operations and producing properties are located in the Cahaba Basin in Alabama and the central Appalachian Basin in West
Virginia and Virginia. At December 31, 2006, we controlled a total of approximately 280,000 net acres of coalbed methane and oil and natural
gas development rights, primarily in Alabama, West Virginia, Virginia, Louisiana, Colorado, and British Columbia. We control a total of
approximately 77,000 net acres of coalbed methane development rights in the Gurnee field in the Cahaba Basin and in the Pond Creek field in
the central Appalachian Basin, and we also control the balance of 203,000 net acres of coalbed methane and oil and natural gas development
rights primarily in Alabama, north central Louisiana, British Columbia, West Virginia, and Colorado. We have conducted substantial gas
desorption testing and drilling of core holes throughout our property base. We believe our extensive undeveloped acreage position in the Gurnee
field in the Cahaba Basin and in the Pond Creek field in the Appalachian Basin contains a total of 633 additional drilling locations. We operate
in two segments, natural gas exploration, development and production, exclusively within the continental United States and British Columbia
and gas marketing in the United States.
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At December 31, 2006, we had 325.7 Bcf of estimated proved reserves with a PV-10 of approximately $526 million using gas prices in effect at
such date. See Selected Financial Data Reconciliation of Non-GAAP Financial Measures for additional information regarding PV-10. Our
estimated proved reserves were 100% coalbed methane and 75% proved developed. In 2006 our net gas sales averaged approximately 17,064
Mcf per day. For 2006, our total capital expenditures were approximately $81 million, and our development expenditures for the development of
the Gurnee and Pond Creek fields were approximately $67.2 million. We intend to spend approximately $57 million in 2007 for development
expenditures in the Gurnee and Pond Creek fields, a 15% decrease from 2006. For 2007, we estimate that our total capital expenditures will be
approximately $69 million.

Areas of Operation
Cahaba Basin

We have the development rights to approximately 42,000 net CBM acres throughout the Cahaba Basin of central Alabama, which is adjacent to
the Black Warrior Basin. At December 31, 2006, approximately 59% of our estimated proved reserves, or 193.1 Bcef, were located in the Gurnee
field within the Cahaba Basin, of which approximately 78% were classified as proved developed. At December 31, 2006, we had developed
approximately 31% of our Cahaba Basin CBM acreage. We own a 100% working interest in the area and are the operator. As of December 31,
2006, we had 194 net productive wells in the Gurnee field. Net daily sales of gas averaged approximately 5,343 Mcf for 2006. At December 31,
2006, our undeveloped CBM acreage in the Cahaba Basin contained 346 additional drilling locations, based predominantly on 80-acre spacing.
In 2007, we intend to spend approximately $34 million of our capital expenditure budget to develop and drill approximately 52 wells and expand
our facilities in the Cahaba Basin. We intend to drill at least 50 wells annually in the Cahaba Basin over the next several years.

We extract gas from six coal groups within the Pottsville coal formation at depths ranging from 700 feet to 3,400 feet. At these depths, overall
seam thickness in this area averages approximately 50 feet of high volatile bituminous rank coal. A total of 33 core holes have been drilled and
over 600 gas desorption tests have been conducted on our acreage to determine the gas content of the coal and to define the coalbed methane
resource under a substantial portion of the acreage in our leasehold position.

We have constructed and operate an approximate 38.5-mile pipeline from the Cahaba Basin to the Black Warrior River for the disposal of
produced water under a permit issued by the Alabama Department of Environmental Management. This pipeline has a design capacity of
approximately 45,000 barrels of water per day. In October 2006, we executed a series of agreements with a privately held company relating to
our operations in the Cahaba Basin, under which we agreed to designate up to 50% of the pipeline s capacity to dispose of produced water from
the company s operations in the Gurnee field. Our fees earned under the agreements will initially be $0.35 per barrel of untreated produced water
but will decline to $0.20 per barrel of treated produced water on or about September 12, 2007. The disposal fees we generate will be included in
other revenues. We also operate a water treatment facility in the Gurnee field to condition the produced water prior to injection into the pipeline
and a discharge pond at the river to aerate the water prior to disposal. We believe that our disposal pipeline and water treatment facility will meet
all of our future water disposal requirements for the Gurnee field.

Additionally, under these agreements, we have secured firm capacity rights on a high pressure gas gathering pipeline which connects into
Enbridge s Magnolia Pipeline System. The acquired rights entitle us to transport approximately 40 million cubic feet per day of coalbed methane
gas at a fee of $0.05 per MMbtu actually gathered through the pipeline. We do not anticipate utilizing this capacity in the immediate future. This
agreement provides us with a second outlet for our gas produced from the Gurnee field. Together with our existing capacity on the Southern
Natural Gas Bessemer Calera lateral, our total gas takeaway capacity is expected to meet all of our future requirements.
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We control and operate a 17.3-mile, 12-inch high pressure steel pipeline and a gas treatment and compression facility through which we gather,
dehydrate, and compress our gas for delivery into the Southern Natural Gas pipeline system.

Central Appalachian Basin

In the central Appalachian Basin of southern West Virginia and southwestern Virginia, we have the rights to develop approximately 56,000 net
CBM acres, approximately 35,000 of which are in our Pond Creek field. At December 31, 2006, approximately 40% of our estimated proved
reserves, or 130.0 Bcef, were located within the Pond Creek field, of which approximately 68% were classified as proved developed. We own a
100% working interest in the area and are the operator. As of December 31, 2006, we had 194 net productive wells in the Pond Creek field. Net
daily sales of gas averaged approximately 10,531 Mcf for 2006. As of December 31, 2006, our undeveloped CBM acreage in the Pond Creek
field contained 287 additional drilling locations based predominantly on 60-acre spacing. In 2007, we intend to spend approximately $23 million
of our capital expenditure budget to develop and drill approximately 40 wells in the Pond Creek field. We intend to drill at least 40 wells
annually in the Pond Creek field over the next several years.

We extract gas from up to an average of 12 coal seams within the Pocahontas and New River coal formations at depths ranging from 430 feet to
2,400 feet. At these depths overall coal thickness in this area ranges from 10 to 30 feet of high quality, low-medium volatile bituminous rank
Pennsylvanian Age coal. Prior mining activity revealed that these coal groups are gas rich. A total of 41 core holes have been drilled on and in
the area of our acreage in the central Appalachian Basin and a geographically extensive gas desorption testing program has been conducted to
determine the gas content of the coal and to define the coalbed methane resource under a substantial portion of our leasehold position.

CBM wells in the Pond Creek field produce comparatively lower levels of water. Produced water is either used in our operations or injected into
a disposal well that we own and operate. We believe this disposal well will meet our future water disposal requirements in the Pond Creek field.

Our gas from the Pond Creek field is gathered into our central dehydration and compression facility and delivered into the Cardinal States
Gathering System for redelivery into the Columbia Gas Transmission Corporation gas pipeline system. Our gathering agreement with Cardinal
States is cancellable by either party upon 30 days notice beginning on April 30, 2007. We have initiated right-of-way acquisitions, permitting,
and construction of our own 12-mile pipeline to be constructed at an estimated cost of approximately $6 million to interconnect with Jewell
Ridge Pipeline, a new interstate pipeline. The new 12-mile pipeline is presently subject to a dispute regarding the right to use the surface of
certain acreage. Additional information regarding this dispute can be found below under = Legal Proceedings CNX Surface Use Dispute. East
Tennessee Natural Gas, LLC ( ETNG ), a subsidiary of Spectra Energy, constructed and operates the Jewell Ridge Pipeline. In March 2006, we
executed a precedent agreement with ETNG that, subject to satisfaction of certain conditions, obligated the parties to enter into two long-term
firm transportation agreements, which become effective when our pipeline is in service, having maximum daily quantities of 15,000 decatherms
and 10,000 decatherms and primary terms of 15 years and 10 years, respectively. We expect our pipeline to be in service by April 1, 2007.

In addition to our operations in the Pond Creek field, we also have the rights to approximately 17,000 acres in the Lasher prospect located north
of the Pond Creek field in the central Appalachian Basin. We have drilled two test wells and four core holes in that area.

British Columbia

Our Peace River Project is comprised of approximately 36,687 gross acres and 18,343 net acres along the Peace River near Hudson s Hope,
British Columbia. We are conducting operations on this project through an exploration and development agreement with a group of third parties.
We have earned a 50% working interest in
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this leasehold by spending $7.2 million on an evaluation program. We completed our earning obligations in May 2006 and will continue to
operate this project going forward. We have drilled three core holes targeting the Lower Cretaceous Gething coal formation. Multiple, mostly
thin, coal seams exist at depths from 1,000 to 3,000 feet. At these depths, coals are medium volatile bituminous rank. We believe that the gas
content and coal thickness under our acreage position are favorable for CBM development. Prior to 2006, we drilled and completed two
production test wells and recompleted a third production test well and a water disposal well. During 2006, we drilled four production test wells
and a water disposal test well. We are currently conducting testing operations on these wells. In 2007, we intend to spend approximately $2.0
million of our capital expenditure budget to continue the evaluation and exploration of our Peace River acreage.

North Central Louisiana

In Winn, LaSalle, and Caldwell Parishes of Louisiana, we are conducting an evaluation of the coals within the Wilcox Formation. We operate
the project with a 100% working interest. As of December 31, 2006, we had a total of approximately 119,000 net acres under lease. The Wilcox
is a thick deltaic deposit of Eocene age, composed primarily of sandstone, siltstone, shale, and coal. The coals are low rank, being classified as
sub-bituminous and lignitic. Multiple, mostly thin, coal seams exist at depths from 2,000 to 3,500 feet. We have drilled 19 exploration or
production test wells and two water disposal wells. We have also conducted 71 gas desorption tests from a sample of nine of these wells to
determine the gas content of the coal and to define the potential gas resources. We believe that the gas content and coal thickness under our
acreage position are favorable for CBM development. We are currently evaluating producibility issues related to zonal isolation of adjacent
water sands and related water encroachment in this area.

Piceance Basin of Colorado

We also hold a total of approximately 16,900 net CBM acres of leasehold in the Piceance Basin in Mesa County, Colorado, of which
approximately 14,600 net CBM acres are located in our Cameo prospect in the southwestern portion of the Piceance Basin. We are targeting the
Cameo coals within a 200-foot interval of the Williams Fork formation at a depth of about 2,000 feet. We have drilled one core hole and have
conducted gas desorption tests on the core. We believe that the gas content and coal thickness under our acreage position are favorable for CBM
development. We continue to pursue opportunities to increase our acreage position in this area.

Characteristics of Coalbed Methane

The source rock in conventional natural gas is usually different from the reservoir rock, while in coalbed methane the coal seam serves as both
the source rock and the reservoir rock. The storage mechanism is also different. Gas is stored in the pore or void space of the rock in
conventional natural gas, but in coalbed methane, most, and frequently all, of the gas is stored by adsorption. Adsorption allows large quantities
of gas to be stored at relatively low pressures. A unique characteristic of coalbed methane is that the gas flow can be increased by reducing the
reservoir pressure. Frequently the coalbed pore space, which is in the form of cleats or fractures, is filled with water. The reservoir pressure is
reduced by pumping out the water, releasing the methane from the molecular structure, which allows the methane to flow through the cleat
structure to the well bore. While a conventional natural gas well typically decreases in flow as the reservoir pressure is drawn down, a coalbed
methane well will typically increase in production for up to five years depending on well spacing.

Coalbed methane and conventional natural gas both have methane as their major component. While conventional natural gas often has more
complex hydrocarbon gases, coalbed methane rarely has more than 2% of the more complex hydrocarbons. In the eastern coal fields of the
United States, coalbed methane is generally 98 to 99% pure methane and requires only dehydration of the gas to remove moisture to achieve
pipeline quality. In the western coal fields of the United States, it is also sometimes necessary to strip out either carbon dioxide or nitrogen. Once
coalbed methane has been produced, it is gathered, transported, marketed, and priced in the same manner as conventional natural gas.

10
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The content of gas within a coal seam is measured through gas desorption testing. The ability to flow gas and water to the well bore in a coalbed
methane well is determined by the fracture or cleat network in the coal. While at shallow depths of less than 500 feet these fractures are
sometimes open enough to produce the fluids naturally, at greater depths the networks are progressively squeezed shut, reducing the ability to
flow. It is necessary to provide other avenues of flow such as hydraulically fracturing the coal seam. By pumping fluids at high pressure,
fractures are opened in the coal and a slurry of fluid and sand proppant is pumped into the fractures so that the fractures remain open after the
release of pressure, thereby enhancing the flow of both water and gas to allow the economic production of gas.

Strategy

Our objective is to increase stockholder value by investing capital to increase our reserves, production, cash flow, and earnings. We have
recently engaged Merrill Lynch & Co. to evaluate and advise us on potential strategic opportunities or alternatives to increase our stockholder
value. We intend to focus on the following strategies:

Focus on coalbed methane operations where we have substantial experience and expertise.

Exploit our existing resource base by drilling in our projects and expanding into adjacent areas, thereby leveraging our knowledge of
the area and our existing infrastructure and operating base.

Explore for large-scale CBM development opportunities both in our existing core areas and in other areas that we enter, where we
intend to have operating control and the ability to reduce costs through economies of scale. We seek to be among the first companies
in an area so that our costs of entry are less, large acreage positions can be established, and smaller incremental investments can be
made to reduce our risk before larger expenditures are required.

Pursue opportunistic CBM producing property acquisitions.

Optimize financial flexibility by maintaining unused capacity under our bank revolving credit facility. We have a five-year, $180
million revolving credit facility with a $150 million borrowing base, of which approximately $90 million was available for
borrowing at December 31, 2006.

Competitive Strengths

CBM Is Our Primary Business. We primarily explore for, develop, and produce CBM gas. We believe that substantial expertise and experience
is required to develop, produce, and operate coalbed methane fields in an efficient manner. We believe that the inherent geologic and production
characteristics of coalbed methane offer significant operational advantages compared to conventional gas production, including:

Production Rates. Unlike conventional natural gas production, which typically declines after initial production is established,
production from CBM wells typically increases for the first few years of their productive lives although eventual peak rates are often
lower than those of typical conventional gas wells. CBM wells also generally decline at a shallow rate relative to typical
conventional gas wells.

Low Geologic Risks. Most CBM areas are located in known coal basins where the coal resource has been evaluated for coal mining.
These areas have extensive existing geologic information databases. The drilling of new coreholes and a limited number of
production test wells reduces the geologic risk prior to committing large development expenditures.
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Low Finding and Development Costs. Our finding and development costs for the three-year period ended December 31, 2006 have
been significantly below the industry average as published by John F. Herold, an independent third party.

Low Production Costs. In the early stage of CBM project development per unit operating costs are high because
production is initially low and many of our costs are fixed. As production from a project
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increases and economies of scale are realized, the per unit operating costs typically decrease. Over the life of a project, we believe
our average per unit operating costs will be lower than those of many conventional gas industry projects.

Long-lived Reserves. Because CBM wells typically have inclining production rates early in their lives and low decline rates

thereafter, CBM projects typically result in a reserve life that is significantly longer than many types of conventional gas production.
Highly Experienced Team of CBM Professionals. Our 22-person CBM management, professional, and project management team has an average
of more than 16 years of CBM experience and has participated in the drilling and operation of more than 2,700 CBM wells worldwide since
1977.

Large Inventory of Organic Growth Opportunities. We have a total of over 280,000 net acres of CBM and oil and natural gas exploration and
development rights, including almost 77,000 net undeveloped acres in our two development areas. We believe our extensive undeveloped
acreage position in the Gurnee field in the Cahaba Basin and in the Pond Creek field in the central Appalachian Basin provides us with a total of
633 additional drilling locations.

Track Record of Success in Identifying and Exploiting Large Underdeveloped Resource Plays. We pursue those projects that leverage our CBM
expertise to exploit underdeveloped resource potential where we believe we can improve on the prior performance of other operators. We have a
history of developing large scale projects in multiple basins with low finding and development costs and low project life operating costs.

Minimal Water Disposal Issues. Unlike many CBM projects, water disposal is not a significant issue for us. In the Gurnee field, we have a
pipeline in place to transport produced water for disposal into the Black Warrior River. The Pond Creek field produces comparatively low
amounts of water and where we have an existing water disposal well that we believe is adequate for our needs.

Risks Affecting Our Business

Our ability to successfully leverage our competitive strengths and execute our strategy depends upon many factors and is subject to a variety of
risks. For example, our ability to drill on our properties and fund our capital budgets depends, to a large extent, upon our ability to generate cash
flow from operations at or above current levels and maintain borrowing capacity at or near current levels under our revolving credit facility, or
the availability of future debt and equity financing at attractive prices. Our ability to fund CBM property acquisitions and compete for and retain
the qualified personnel necessary to conduct our business is also dependent upon our financial resources. Changes in natural gas prices, which
may affect both our cash flows and the value of our gas reserves, our ability to replace production through drilling activities, a material adverse
change in our gas reserves due to factors other than gas pricing changes, our ability to transport our gas to markets, drilling costs, lower than
expected production rates and other factors, many of which are beyond our control, may adversely affect our ability to fund our anticipated
capital expenditures, pursue property acquisitions, and compete for qualified personnel, among other things. You are urged to read the section
entitled Risk Factors for more information regarding these and other risks that may affect our business and our common stock.

Marketing and Customers

We market substantially all of our gas through Shamrock Energy LLC, which became our wholly owned subsidiary on January 1, 2007, under a
natural gas purchase agreement. The purchase agreement calls for Shamrock to purchase and us to sell gas produced from all of our major
properties. In addition, Shamrock provides several related services including nominations, gas control, gas balancing, transportation and
exchange, market and transportation intelligence and other advisory and agency services. We receive the weighted average resale price for the
gas sold, less a fee for Shamrock s services ranging from $0.03 to $0.045 per MMBtu purchased.

12

Table of Contents 15



Edgar Filing: GeoMet, Inc. - Form 10-K

Table of Conten
Index to Financial men

On June 14, 2006, we entered into an option agreement with Jon M. Gipson, the president of Shamrock, pursuant to which we had the right to
acquire all of the outstanding equity interests and assets of Shamrock. In exchange for this option, we agreed (i) to extend our gas marketing
agreement with Shamrock for a term ending no earlier than January 31, 2007, the termination date of the Shamrock purchase option, (ii) to
advance, on or before August 1, 2006, $90,000 to Shamrock for working capital purposes during the option period, (iii) to provide any
guaranties on behalf of Shamrock for transactions that Shamrock entered into during the option period that require such guaranties, up to an
aggregate of $1,500,000, and (iv) to advance Shamrock up to an additional $50,000 as may be required to cover certain expenses of Shamrock
prior to January 31, 2007.

We exercised the Shamrock purchase option on January 1, 2007, at which time we provided Mr. Gipson an at-will employment position with us.
Also, on March 9, 2007, we caused Shamrock to distribute to Mr. Gipson approximately $22,500, which equals 50% of the net profits generated
by Shamrock from August 1, 2006 through January 1, 2007. This amount was accrued at December 31, 2006 as a dividend payable to

Mr. Gipson. No additional consideration was paid as a result of our exercise of this option.

In accordance with FIN 46(R), we consolidated Shamrock into our financial statements, effective August 1, 2006. We did not have any voting
interest in Shamrock prior to January 1, 2007 and as a result the consolidation of Shamrock did not have a material impact on our results of
operations for year ended December 31, 2006. Other than the Shamrock customers that we have provided guarantees to on behalf of Shamrock,
the remainder of Shamrock s customers have no recourse against us. Our potential losses were limited to the current advance of $90,000 and the
amounts outstanding under the existing guarantees ($1,160,000) which have not been recorded as a liability as of December 31, 2006. As of
December 31, 2006, $3,387,118 of assets and $3,387,118 of liabilities have been included in our audited consolidated balance sheet as a result of
applying FIN 46(R) to Shamrock, a variable interest entity. Over 99% of the assets and liabilities are current.

Segment Information

We are engaged in the exploration, development and production of coal bed methane primarily in the United States and Canada. The variable
interest entity consolidation of Shamrock LLC for the period from August 1, 2006 through December 31, 2006 (see Note 4 of the audited
consolidated financial statements) added a gas marketing activity that added a second reportable segment to our core business of natural gas
exploration, development and production.

Using guidelines set forth in SFAS No. 131, Disclosures about Segments of an Enterprise and Related Information, we have identified two
reportable segments; (1) exploration, development and production of natural gas and (2) marketing natural gas.

Information concerning our business activities is summarized as follows:

Natural Gas
Exploration & Marketing

Production Natural Gas Eliminations Total
As of and for the year ended December 31, 2006:
Revenues from external customers $ 45,092,949 $13,043,598 $ $ 58,136,547
Intersegment revenues 22,551,525 (22,551,525)
Operating income (loss) 31,305,258 (109) 31,305,149
Total assets $331,807,648 $ 9,266,426 $ (5,879,308) $335,194,766

All sales and operating income occurred in the United States, except for a $624,151 operating loss in Canada. Natural gas exploration and
production cash capital expenditures were $73,344,670 in the United States and $5,715,938 in Canada. Marketing natural gas is not capital
intensive and there were no capital expenditures during the reporting period. We sell all of our gas production to Shamrock Energy, our natural
gas marketing
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subsidiary, and all intersegment revenues are related to Shamrock. For the years ended December 31, 2006 and 2005 and 2004, Shamrock,
which became our wholly owned subsidiary on January 1, 2007, purchased approximately 99% of our natural gas production. Due to the
availability of other purchasers, we do not believe that the loss of our current purchasers would adversely affect our results of operations.

Competition

Our operations primarily compete regionally in the northeastern and southeastern United States. Competition throughout the United States is
regionalized. We believe that the gas market is generally highly fragmented and not dominated by any single producer except in the immediate
area of our Virginia development operations, where we believe there is one dominate producer that controls a substantial portion of the market.
We believe that several of our competitors have devoted far greater resources than we have to gas exploration and development. We believe that
competition within our market is based primarily on price and the proximity of gas fields to customers.

Governmental Regulations

Our coalbed methane exploration and production operations are subject to significant federal, state, and local laws and regulations governing the
gathering and transportation of our gas production across state and federal boundaries. The following is a summary of some of the existing
regulations to which our operations in the United States are subject.

Regulation by the FERC of Interstate Natural Gas Pipelines. We do not own any interstate natural gas pipelines, so the Federal Energy
Regulatory Commission, or the FERC, does not directly regulate any of our operations. However, the FERC s regulation influences certain
aspects of our business and the market for our products. In general, the FERC has authority over natural gas companies that provide natural gas
pipeline transportation services in interstate commerce, and its authority to regulate those services includes:

the certification and construction of new facilities;

the extension or abandonment of services and facilities;

the maintenance of accounts and records;

the acquisition and disposition of facilities;

the initiation and discontinuation of services; and

various other matters.
In recent years, the FERC has pursued pro-competitive policies in its regulation of interstate natural gas pipelines. However, we cannot assure
you that the FERC will continue this approach as it considers matters such as pipeline rates and rules and policies that may affect rights of access
to natural gas transportation capacity.

Intrastate Regulation of Natural Gas Transportation Pipelines. We own a pipeline in Alabama that provides intrastate natural gas transportation
as defined by the Alabama Public Service Commission (APSC). The APSC regulates gas pipelines that transport gas on an intrastate basis in
situations where the gas has been cleaned and pressurized to the point that it is ready for sale. All pipeline systems in Alabama must be
constructed, operated and maintained to be in compliance with the defined federal minimum safety standards. The APSC has not enacted its own
regulations relating to pipeline safety. Instead, it enforces the U.S. Department of Transportation Office of Pipeline Safety Regulations,
including as to reporting, design, construction, and operating requirements of the pipeline. We are inspected annually by the APSC to ensure we
are in compliance with the regulations.
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Gathering Pipeline Regulation. Section 1(b) of the Natural Gas Act exempts natural gas gathering facilities from the jurisdiction of the FERC.
We own an intrastate natural gas pipeline that we believe would meet the
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traditional tests the FERC has used to establish a pipeline s status as a gatherer not subject to the FERC s jurisdiction. However, the distinction
between the FERC-regulated transmission services and federally unregulated gathering services is the subject of regular litigation, so, in such a
circumstance, the classification and regulation of some of our gathering facilities may be subject to change based on future determinations by the
FERC and the courts.

In the states in which we operate, regulation of intrastate gathering facilities generally includes various safety, environmental and, in some
circumstances, nondiscriminatory take requirement and complaint based rate regulation. For example, we are subject to state ratable take and
common purchaser statutes. Ratable take statutes generally require gatherers to take, without undue discrimination, natural gas production that
may be tendered to the gatherer for handling. In certain circumstances, such laws will apply even to gatherers like us that do not provide third
party, fee-based gathering service and may require us to provide such third party service at a regulated rate. Similarly, common purchaser
statutes generally require gatherers to purchase without undue discrimination as to source of supply or producer. These statutes are designed to
prohibit discrimination in favor of one producer over another producer or one source of supply over another source of supply. These statutes
have the effect of restricting our right as an owner of gathering facilities to decide with whom we contract to purchase or transport natural gas.

Natural gas gathering may receive greater regulatory scrutiny at both the state and federal levels now that the FERC has taken a less stringent
approach to regulation of the gathering activities of interstate pipeline transmission companies and a number of such companies have transferred
gathering facilities to unregulated affiliates. Our gathering operations could be adversely affected should they be subject in the future to the
application of state or federal regulation of rates and services. Our gathering operations also may be or become subject to safety and operational
regulations relating to the design, installation, testing, construction, operation, replacement, and management of gathering facilities. Additional
rules and legislation pertaining to these matters are considered or adopted from time to time. We cannot predict what effect, if any, such changes
might have on our operations, but the industry could be required to incur additional capital expenditures and increased costs depending on future
legislative and regulatory changes.

Sales of Natural Gas. The price at which we sell natural gas currently is not subject to federal regulation and, for the most part, is not subject to
state regulation. Our natural gas sales are affected by the availability, terms, and cost of pipeline transportation. As noted above, the price and
terms of access to pipeline transportation are subject to extensive federal and state regulation. The FERC is continually proposing and
implementing new rules and regulations affecting those segments of the natural gas industry, most notably interstate natural gas transmission
companies that remain subject to the FERC s jurisdiction. These initiatives also may affect the intrastate transportation of natural gas under
certain circumstances. The stated purpose of many of these regulatory changes is to promote competition among the various sectors of the

natural gas industry, and these initiatives generally reflect more light handed regulation. We cannot predict the ultimate impact of these
regulatory changes to our natural gas marketing operations, and we note that some of the FERC s more recent proposals may adversely affect the
availability and reliability of interruptible transportation service on interstate pipelines. We do not believe that we will be affected by any such
FERC action materially differently than other sellers of natural gas with whom we compete.

Environmental Regulations

Our coalbed methane exploration and production operations are subject to significant federal, state, and local environmental laws and regulations
governing environmental protection as well as the discharge of substances into the environment. These laws and regulations may restrict the
types, quantities, and concentrations of various substances that can be released into the environment as a result of natural gas and oil drilling,
production, and processing activities; suspend, limit or prohibit construction, drilling and other activities in certain lands lying within wilderness,
wetlands and other protected areas; require remedial measures to mitigate pollution from historical and on-going operations such as the use of
pits and plugging of abandoned wells; and
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restrict injection of liquids into subsurface strata that may contaminate groundwater. Governmental authorities have the power to enforce
compliance with their laws, regulations and permits, and violations are subject to injunction, as well as administrative, civil and even criminal
penalties. The effects of these laws and regulations, as well as other laws or regulations that are adopted in the future could have a material
adverse impact on our operations.

We believe that we are in substantial compliance with existing applicable environmental laws and regulations. However, it is possible that new
environmental laws or regulations or the modification of existing laws or regulations could have a material adverse effect on our operations. As

a general matter, the recent trend in environmental legislation and regulation is toward stricter standards, and this trend will likely continue. To
date, we have not been required to expend extraordinary resources in order to satisfy existing applicable environmental laws and regulations.
However, costs to comply with existing and any new environmental laws and regulations could become material. Moreover, a serious incident of
pollution may result in the suspension or cessation of operations in the affected area or in substantial liabilities to third parties. Although we
maintain insurance coverage against costs of clean-up operations, no assurance can be given that we are fully insured against all such potential
risks. The imposition of any of these liabilities or compliance obligations on us may have a material adverse effect on our financial condition and
results of operations.

The following is a summary of some of the existing environmental laws, rules and regulations to which our operations in the United States are
subject. Our operations in Canada are subject to similar Canadian requirements.

Comprehensive Environmental Response, Compensation and Liability Act. The Comprehensive Environmental Response, Compensation and
Liability Act, or CERCLA, also known as the Superfund law, imposes strict, joint and several liability without regard to fault or legality of

conduct, on persons who are considered to have contributed to the release of a hazardous substance into the environment. These persons include
the owner or operator of the site where the release occurred and companies that disposed or arranged for the disposal of the hazardous substance
released at the site. Under CERCLA, such persons may be liable for the costs of cleaning up the hazardous substances that have been released

into the environment, for damages to natural resources, and for the costs of certain health studies. In addition, it is not uncommon for

neighboring land owners and other third parties to file claims for personal injury and property damage allegedly caused by the hazardous

substances released into the environment. Although CERCLA currently excludes petroleum and natural gas, natural gas liquids, liquefied natural
gas or synthetic gas useable for fuel from the definition of hazardous substance, our operations may generate materials that are subject to
regulation as hazardous substances under CERCLA.

CERCLA may require payment for cleanup of certain abandoned waste disposal sites, even if such waste disposal activities were undertaken in
compliance with regulations applicable at the time of disposal. Under CERCLA, one party may, under certain circumstances, be required to bear
more than its proportional share of cleanup costs if payment cannot be obtained from other responsible parties. CERCLA authorizes the U.S.
Environmental Protection Agency and, in some cases, third parties to take actions in response to threats to the public health or the environment
and to seek to recover from the responsible classes of persons the costs they incur. The scope of financial liability under these laws involves
inherent uncertainties.

Resource Conservation and Recovery Act. The Resource Conservation and Recovery Act, or RCRA, and comparable state programs regulate the
management, treatment, storage, and disposal of hazardous and non-hazardous solid wastes. Our operations generate wastes, including
hazardous wastes, that are subject to RCRA and comparable state laws. We believe that these operations are currently complying in all material
respects with applicable RCRA requirements. Although RCRA currently exempts certain natural gas and oil exploration and production wastes
from the definition of hazardous waste, we cannot assure you that this exemption will be preserved in the future, which could have a significant
impact on us as well as on the oil and gas industry, in general.
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Water Discharges. Our operations are subject to the Clean Water Act, or CWA, as well as the Oil Pollution Act, or OPA, and analogous state
laws and regulations. These laws and regulations impose detailed requirements and strict controls regarding the discharge of pollutants,
including spills and leaks of o0il and other substances, into waters of the United States, including wetlands. Under the CWA and OPA, any
unpermitted release of pollutants from operations could cause us to become subject to: the costs of remediating a release; administrative, civil or
criminal fines or penalties; or OPA specified damages, such as damages for loss of use and natural resource damages. In addition, in the event
that spills or releases of produced water from CBM production operations were to occur, we would be subject to spill notification and response
requirements under the CWA or the equivalent state regulatory program. Depending on the nature and location of these operations, spill
response plans may also have to be prepared.

Our CBM exploration and production operations produce substantial volumes of water that must be disposed of in compliance with requirements
of the CWA, Safe Drinking Water Act, or SDWA, or an equivalent state regulatory program. This produced water is disposed of by re-injection
into the subsurface through disposal wells, discharge to surface streams, or in evaporation ponds. Discharge of produced water to surface
streams and other bodies of water must be authorized in advance pursuant to permits issued under the CWA, and disposal of produced water in
underground injection wells must be authorized in advance pursuant to permits issued under the SDWA. To date, we believe that all necessary
surface discharge or disposal well permits have been obtained and that the produced water has been disposed in substantial compliance with
such permits and applicable laws.

Air Emissions. The Clean Air Act, or CAA, and comparable state laws and regulations govern emissions of various air pollutants through the
issuance of permits and the imposition of other requirements. Air emissions from some equipment used in our operations, such as gas
compressors, are potentially subject to regulations under the CAA or equivalent state and local regulatory programs, although many small air
emission sources are expressly exempt from such regulations. To the extent that these air emissions are regulated, they are generally regulated
by permits issued by state regulatory agencies. To date, we believe that no unusual difficulties have been encountered in obtaining air permits,
and we believe that our operations are in substantial compliance with the CAA and analogous state and local laws and regulations. However, in
the future, we may be required to incur capital expenditures or increased operating costs to comply with air emission-related requirements.

Other Laws and Regulations. Our operations are also subject to regulations governing the handling, transportation, storage and disposal of
naturally occurring radioactive materials. Furthermore, owners, lessees and operators of natural gas and oil properties are also subject to
increasing civil liability brought by surface owners and adjoining property owners. Such claims are predicated on the damage to or
contamination of land resources occasioned by drilling and production operations and the products derived therefrom, and are often based on
negligence, trespass, nuisance, strict liability or fraud.

In addition, our operations may in the future be subject to the regulation of greenhouse gas emissions. Numerous countries, including Canada but
not the United States, are participants in the Kyoto Protocol to the United Nations Framework Convention on Climate Change. Participating
countries are required to implement national programs to reduce emissions of certain gases, generally referred to as greenhouse gases, that are
suspected of contributing to global warming. Although the United States is not participating in the Protocol, there has been support in various
regions of the country for legislation that requires reductions in greenhouse gas emissions, and some states have already adopted legislation
addressing greenhouse gas emissions from certain greenhouse gas emission sources, primarily power plants. The oil and gas exploration and
production industry is a direct source of certain greenhouse gas emissions, namely carbon dioxide and methane, and future restrictions on such
emissions could impact our future operations. Our operations in the United States currently are not adversely impacted by current state and local
climate change initiatives. Our Canadian operations are subject to the Protocol, but implementation of the Protocol s greenhouse gas emission
reduction requirements in British Columbia are not presently expected to have a material adverse effect on our operations. However, it is not
possible to accurately estimate how potential future laws or regulations addressing greenhouse gas emissions may impact our business.
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