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Part I. Financial Information

Item 1. Financial Statements
GEOMET, INC. AND SUBSIDIARIES
Consolidated Balance Sheets (Unaudited)
March 31, December 31,
2009 2008
ASSETS
Current Assets:
Cash and Cash EQUIVAIENTS .........cccveiiiiie ettt st e e e nre s $ 1,543,689 2,096,561
Accounts receivable, both amounts net of allowance of $60,848 ..o, 2,925,170 5,364,456
LAY 0] 0] Y ST SS 2,805,310 3,339,228
DEIIVALIVE SSEL.... vttt ettt bbbt s bbb e sttt n bbb e, 7,487,812 6,596,360
OtNEE CUITENE ASSELS .. iivieieriiictee et e ietee et s ste e et e et e e sab e e st e e sabe e saaeesabessbaeesbeeesbaeesbeeesbeeesbeeesbesanbessnrenan, 379,961 541,311
TOLAI CUITENE @SSELS ...ttt ettt sttt b et s b e et b et s b et et sb ettt e e et nben 15,141,942 17,937,916
Gas properties—utilizing the full cost method of accounting:
0N Lo [0 T N ] 0] 01T TSP 450,677,750 447,968,536
Unevaluated gas properties, not subject to amortization............cccocvevereveniesiesinse e, 39,961 5,017
Other property and EQUIPMENT ........c.oiveiiiietireest bbbttt sbe e 3,479,918 3,429,890
Total property and BQUIPMENT........ccii ettt re st besaeere e e eneesnesrenre s 454,197,629 451,403,443
Less accumulated depreciation, depletion, amortization and impairment of gas properties............ (235,370,209) (93,104,323)
Property and eQUIPMENT—NEE ........coiiiiiiiiee e bbbttt ae e b e e 218,827,420 358,299,120
Other noncurrent assets:
DEIIVALIVE SSEL....c.ueiitiiite ettt te et et e s ae e s be e be e st e e sbesteesbeesbeeseesaeesaeesaeenteenbeenrennee, 21,563 723,669
DEfErred INCOME TAXES . cvviviieiiiteieieste ettt sttt ettt sttt et et b et eneaneneenea, 9,081,536 —
L@ 11 OSSOSO 705,069 639,648
Total Other NONCUITENT BSSELS .....iiiviiicrieiitieectee e ctee ettt et e st e e e et e s sbe e s be s s be e sabessrreesabessnreesabessanen, 9,808,168 1,363,317
TOTAL ASSETS ..ottt ettt ettt stk b et b et b e bbbt et bt et s bt e et ben $ 243,777,530 377,600,353
LIABILITIES AND STOCKHOLDERS’ EQUITY

Current Liabilities:
ACCOUNES PAYADIE ...ttt et bbbt bbb e b e b e bt et e et e st e e e nbe b e $ 6,435,966 13,384,675
F Ao ol (=T I LT o] [ =TSSR 2,465,405 2,623,640
DEfErred INCOME TAXES . cvviviieiiiteieieste ettt sttt ettt sttt et et b et eneaneneenea, 2,439,223 2,426,798
DEriVatiVE [IADTIITY ...o.veviieecice bbb 854,539 714,903
ASSet retiremMeNnt HaDIILY .......cooiiiiicc e e e e 115,804 117,423
Current portion of 1ong-term debt.........cov i 116,802 111,767
Total CUITENt HADTITIES ... bt 12,427,739 19,379,206
I TaTo (Y g o (=Y o OSSPSR 121,554,226 117,117,955
ASSEt TetiremMeENnt HaDIILY ........ooiiiiiece e e e 4,464,736 4,348,938
Other long-term accrued HabIlItIES .........cccviiiiiciieicc e e 97,745 105,890
DEriVatiVE TIADTIITY ...o.veviieicice e bbb, 245,279 374,489
DEferred INCOME TAXES ...c.viuiieiiitirieieite ettt ettt nb et b e bbbt — 43,841,950
TOTAL LIABILITIES. ..ottt ettt sttt sttt bbbt sttt s b nnen 138,789,725 185,168,428
Commitments and contingencies (Note 15)
Stockholders’ Equity:
Preferred stock, $0.001 par value—authorized 10,000,000, NONE ISSUE ......cvvververvreeieririeiniireenen, — —
Common stock, $0.001 par value—authorized 125,000,000 shares; issued and outstanding

39,471,820 and 39,305,152 at March 31, 2009 and December 31, 2008, respectively............... 39,472 39,050
Treasury StOCK—10,432 SNAIES........ccceierire sttt ettt reene e e e e e seeneenne s (93,811) (93,811)
Paid-IN CAPITAL .....e.viieieiicice ettt a e r e nr e, 189,070,720 188,692,242
Accumulated other COMPrenENSIVE 10SS......c.ciiiiiiiiiiree s (2,494,446) (2,399,992)
Retained (defiCit) BAIMINGS ........iciiiiiiie e, (81,303,032) 6,422,772
LESS NOLES FECEIVADIE ...t bbb bbb enebe b e (231,098) (228,336)
Total StOCKNOIAEIS” EUILY......eeieeiieie et seenrenne s 104,987,805 192,431,925
TOTAL LIABILITIES AND STOCKHOLDERS” EQUITY ..ottt e, $ 243,777,530 $ 377,600,353

See accompanying Notes to Consolidated Financial Statements.
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GEOMET, INC. AND SUBSIDIARIES
Consolidated Statements of Operations

(Unaudited)
Three Months Ended March 31,
2009 2008
Revenues:
GAS SAIES ...ttt et ettt bt Ee bR bt Ee ettt b et et rens $ 9,452,509 $ 15,581,178
Operating fEES ANG OTNET ........ciiiee e ettt et et e e b e snenes 98,011 297,629
TOLAI FEVENUES ...ttt ettt ettt b e et e b et et e e b e e e be s b e e ebesbe e ebesbe e ebeebeneerenbe e 9,550,520 15,878,807
Expenses:
LEASE OPEIALING EXPENSE ...vrevrerieeeteitesteeteeeestestestestesseateeseesteseestestesseaseesseseessesbesteaseeseesesseseensessessens 4,569,317 3,751,326
Compression and tranSPOrtatioN EXPENSE.......eieiveieerrerieireitestesteseeeereesre e sresresreeseeseessessesrestesresseanes 1,450,124 1,042,809
PrOUUCTION TAXES. ...ttt sttt ettt ettt sttt ettt bkt a et e bt bt e s e e e b e sb e besbeeb e e b e emees e e e enbeseenbenbesneas 367,062 421,936
Depreciation, depletion and amOrtiZation ..ot 3,036,731 2,459,329
IMPairment OF gas PrOPEITIES ........oeciiiie ettt et bbbt e e b b e 139,712,471 —
General and adMINISTIALIVE ..........oiuiiiiiie e ettt see b e 2,972,612 2,492,470
Realized gains on derivative CONIIACTS.........uiiiiiie it sn s (2,723,304) (861,828)
Unrealized (gains) losses from the change in market value of open derivative contracts.................. (185,883) 8,646,663
TOtal OPEIALING EXPENSES. .. .cuvevetiiieitreteetetestestesteeteateeeeseeseestestesbesteassesee st ebeseestesteanseseessenseseesrenrenes 149,199,130 17,952,705
(@] o1 LT a0 N [0TSR (139,648,610) (2,073,898)
Other income (expense):
IEEIEST INMCOMIE. .ttt b ettt e st bt et e bt e et et et e e b et et e e be st ebeebe st ebeabeneerenbeeas 9,960 6,777
Interest expense (net of amounts Capitalized) .........cccceviii i (983,045) (1,303,193)
L@ 1 1= OSSOSO RO SO PRSPPI (1,018) (5,549)
Total Other INCOME (EXPENSE) . uiiueeeerierieriesie st eteee et et es e te st e st e sreere e e et e seestesbesaeeteeseenseseeseenseseeneenrenns (974,103) (1,301,965)
LLOSS DETOIE INCOME TAXES ... vviiitieectie e ettt sttt ettt ettt e et e s ebe e s be e s beeebeesbesabesssbesenbeesabeesaneesares (140,622,713) (3,375,863)
INCOME TAX DENETIE ....vecceeee ettt et e et e et e e ebe e e ebe e e bessabesabee e, (52,896,909) (1,233,920)
N 0TSSP $ (87,725,804) (2,141,943)
Loss per share:
Net loss
BIASIC ..viuvitiitiit ettt ettt b et a bt ae b et et e be b e Rt be b e At be b e Rt e be b eReebe b eReebe b eneebenbeneerentens, $ (2.25) $ (0.05)
[ ] U] T OSSPSR $ (2.25) $ (0.05)
Weighted average number of common shares:
BISIC .ttt bR R R bRt b bRt R bRt R bRt b et be b n b b n 38,923,572 39,004,402
[ ] ] T IO OSSPV PR TSP 38,923,572 39,004,402

See accompanying Notes to Consolidated Financial Statements.



GEOMET, INC. AND SUBSIDIARIES
Consolidated Statements of Comprehensive Loss

(Unaudited)
Three Months Ended March 31,
2009 2008
[N L= o3RRI $ (87,725,804) $ (2,141,943)
Gain (loss) on foreign currency translation adjuStMENT ............cccoeriiiieneiinene e 95,393 (679,480)
Loss on interest rate SWap, NEL OF TAX ....c.viiiiiiiiieee et (939) (760,319)
Other COMPIENENSIVE 10SS ... ..cueeeeiie ettt bbbttt b e sb e bbb sbesbe b e $ (87,631,350) $ (3,581,742)

See accompanying Notes to Consolidated Financial Statements.



GEOMET, INC. AND SUBSIDIARIES
Consolidated Statements of Cash Flows

(Unaudited)
Three Months Ended March 31,
2009 2008
Cash flows provided by operating activities:
N 0TSSP $ (87,725804) $ (2,141,943)
Adjustments to reconcile net loss to net cash flows provided by operating activities:
Depreciation, depletion and amortization.............ccociiiiiiiiiiiie e 3,036,731 2,459,329
IMpairment Of gas PrOPEITIES. ........iiiiieieiee ettt e sbe e 139,712,471 —
AMOrtization Of AEDt ISSUANCE COSES ......vvviireiirieiiee ettt e e sree s sbaeeebee e 42,495 42,991
Deferred iNCOME taX DENETIT........cviiiiiece e st (52,903,159) (1,233,920)
Unrealized (gains) losses from the change in market value of open derivative contracts........ (185,883) 8,646,663
Stock-based COMPENSALION .....ocvvevieiiieie ittt nre s 312,433 188,306
LSS ON SAIE OF OTNEI ASSELS ....veiiviiiete ettt e sba e st e e eaae e sre e e eaee e 31,152 17,084
ACCTELION EXPEISE .. veviveiietieiete st stestesteeteeseesteseestesaesbesteeseeseeseensesteseesbeseeaseeseenseneeseeneeneesnenss 107,413 83,797
Changes in operating assets and liabilities: ..........c.ocoieriiiinii e
ACCOUNTS TECEIVADIE .....cevii ettt sbe e s ebe s s ebeeebe e s ebeeebeeaas 2,415,286 (1,143,381)
gAY 01 0] Y PR USSR 122,099 142,265
OthEr CUITENE ASSELS....cvvieieieeieie e ettt stbe e ere et e e stre e st e e srreesbte e srreesabe e srbeesabeesrbeeenressees 161,350 175,104
ACCOUNES PAYADIE ......eiveiereeeece ettt re e e e e e e e ntesrenneas (2,517,885) (790,605)
Other acCrued labilitieS .......cveie e (416,171) (2,599,613)
Net cash provided by operating aCtiVITIES .......ccviieieriie e 2,192,528 3,846,077
Cash flows used in investing activities:
CaPItal EXPENATTUIES. ... cviieiei ettt bbbttt e et e b bt st e b e be e st et e b se e beseesae e (7,041,411) (7,234,087)
Proceeds from sale of other property and eQUIPMENT..........cccviiiiiiiiiie et 18,548 18,500
(O 1 T g TYC] £SO (107,915) 5,754
Net cash used in INVESTING ACHIVITIES .......ccviiciiice e sne s (7,130,778) (7,209,833)
Cash flows provided by financing activities:
Proceeds from exercise 0f StOCK OPLIONS........coiiviiiiiiiiie s s sne s — 67,880
Proceeds from reVOIVEr DOTTOWINGS ......cviiiicieiriie et sttt st e e ta e sresbesresne s 16,500,000 20,500,000
PAYMENTS ON FEVOIVET ...ttt ettt b et bt bt bt b et e eseesbenbeseesbenbesne s (12,000,000) (16,000,000)
Payments 0N OtNEE AEDL ..ot e be e b nne s (58,694) (54,063)
Net cash provided by financing aCtiVITIES .......c.ccviieiiiiiie e e ene 4,441,306 4,513,817
Effect of exchange rate Changes 0N CaSh...........ccucieiiiiiiie i (55,928) 144,348
(Decrease) increase in cash and cash eqUIVAIENTS ..o (552,872) 1,294,409
Cash and cash equivalents at beginning of PEriod ..........cccccvvvviiieciciec e, 2,096,561 1,540,516
Cash and cash equivalents at end Of PEFIOd ..........coeiiiiiiiii s $ 1,543,689 $ 2,834,925
Significant noncash investing and financing activities:
Accrued Capital EXPENAITUIES .........oviiiie ettt ettt b et b et st se et e e b $ 1,409,739 $ 1,827,946

See accompanying Notes to Consolidated Financial Statements.



GEOMET, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements
(Unaudited)

Note 1 — Organization and Our Business

GeoMet, Inc. (“GeoMet,” “Company,” “we,” or “our”) (formerly GeoMet Resources, Inc.) was incorporated under the laws of
the state of Delaware on November 9, 2000. We are an independent natural gas producer primarily involved in the exploration,
development and production of natural gas from coal seams (coal bed methane) and non-conventional shallow gas. Our principal
operations and producing properties are located in Alabama, West Virginia, Virginia and Canada.

The accompanying unaudited consolidated financial statements include our accounts and those of our wholly owned
subsidiaries. All significant intercompany transactions and balances have been eliminated in consolidation. The unaudited
consolidated financial statements reflect, in the opinion of our management, all adjustments, consisting only of normal and recurring
adjustments, necessary to present fairly the financial position as of, and results of operations for, the interim periods presented. These
unaudited consolidated financial statements have been prepared in accordance with the guidelines of interim reporting; therefore, they
do not include all disclosures required for our year-end audited consolidated financial statements prepared in conformity with
accounting principles generally accepted in the United States of America (“GAAP”). Interim period results are not necessarily
indicative of results of operations or cash flows for the full year. These unaudited consolidated financial statements included herein
should be read in conjunction with the audited consolidated financial statements for the fiscal year ended December 31, 2008 and the
accompanying notes included in our Annual Report on Form 10-K, which we filed with the Securities and Exchange Commission (the
“SEC”) on March 13, 2009.

Note 2 — Recent Pronouncements

Recent FASB Staff Positions — On April 9, 2009, the FASB issued three Staff Positions (“FSP”) effective for interim and
annual periods ending after June 15, 2009, with early adoption permitted for periods ending after March 15, 2009 as follows:

(1) Determining Fair Value When Market Activity Has Decreased — FSP FAS 157-4, which applies to all assets and
liabilities (i.e., financial and nonfinancial), reemphasizes that the objective of fair value remains unchanged (i.e., an exit
price notion). FSP FAS 157-4 provides application guidance on measuring fair value when the volume and level of
activity has significantly decreased and identifying transactions that are not orderly. FSP FAS 157-4 also emphasizes that
an entity cannot presume that an observable transaction price is not orderly even when there has been a significant decline
in the volume and level of activity. FSP FAS 157-4 also requires enhanced disclosures.

(2) Other-Than-Temporary Impairment (OTTI) — FSP FAS 115-2/124-2 provides a new OTTI model for debt securities
only. Equity securities will continue to apply the existing OTTI model. The FSP shifts the focus for debt securities from
an entity’s intent to hold until recovery to its intent to sell. FSP FAS 115-2/124-2 also requires entities to initially apply
the provisions of the standard to certain previously other-than-temporarily impaired debt instruments existing as of the
date of initial adoption by making a cumulative-effect adjustment to the opening balance of retained earnings in the period
of adoption. The cumulative-effect adjustment reclassifies the noncredit portion of a previously other-than-temporarily
impaired debt security held as of the date of initial adoption from retained earnings to accumulated other comprehensive
income. FSP FAS 115-2/124-2 also requires enhanced disclosures.

(3) Interim Fair Value Disclosures for Financial Instruments — FSP FAS 107-1/APB 28-1 expands the fair value disclosures
required for all financial instruments within the scope of Statement 107 to interim periods. The disclosure requirements of
FSP FAS 107-1/APB 28-1 only apply to public entities. FSP FAS 107-1/APB 28-1 does not require interim disclosures of
credit or market risks also discussed in Statement 107.

We do not expect this guidance to have a significant impact on us. “We will adopt the new staff positions as of June 30, 2009.
We are currently evaluating the provisions of the staff positions and assessing the impact, if any, they may have on our financial
position and results of operations.”

Recent SEC Rule-Making Activity — In December 2008, the SEC announced that it had approved revisions designed to
modernize the oil and gas company reserve reporting requirements. The most significant amendments to the requirements include the
following:

. Commodity Prices — Economic producibility of reserves and discounted cash flows will be based on a 12-month average
commaodity price unless contractual arrangements designate the price to be used.

. Disclosure of Unproved Reserves — Probable and possible reserves may be disclosed separately on a voluntary basis.

. Proved Undeveloped Reserve Guidelines — Reserves may be classified as proved undeveloped if there is a high degree of
confidence that the quantities will be recovered.



. Reserve Estimation Using New Technologies — Reserves may be estimated through the use of reliable technology in
addition to flow tests and production history.

. Reserve Personnel and Estimation Process — Additional disclosure is required regarding the qualifications of the chief
technical person who oversees our reserves estimation process. We will also be required to provide a general discussion of
our internal controls used to assure the objectivity of the reserves estimate.

. Non-Traditional Resources — The definition of oil and gas producing activities will expand and focus on the marketable
product rather than the method of extraction.

The rules are effective for fiscal years ending on or after December 31, 2009, and early adoption is not permitted. We are
currently evaluating the new rules and assessing the impact they will have on our reported gas reserves. The SEC is coordinating with
the Financial Accounting Standards Board to obtain the revisions necessary to SFAS 19, “Financial Accounting and Reporting by QOil
and Gas Producing Companies”, and SFAS 69 to provide consistency with the new rules.

In the event that consistency is not achieved in time for companies to comply with the new rules, the SEC will consider delaying the
compliance date.

Note 3 — Loss Per Share

Loss Per Share of Common Stock — Basic loss per share is calculated by dividing net loss by the weighted average number of
shares of common stock outstanding during the period. Fully diluted loss per share assumes the conversion of all potentially dilutive
securities and is calculated by dividing net loss by the sum of the weighted average number of shares of common stock outstanding
plus potentially dilutive securities. Dilutive loss per share considers the impact of potentially dilutive securities except in periods in
which there is a loss because the inclusion of the potential common shares would have an anti-dilutive effect. A reconciliation of the
numerator and denominator is as follows:

Three Months Ended March 31,

2009 2008
Net loss per share:
BaSiC-NEL 10SS PEI SNAE ..ottt $ (2.25) $ (0.05)
Diluted-Net 10SS PEF SNAIE ........cvciicieriiceie et $ (2.25) $ (0.05)
Numerator:
Net loss available to common Stockholders ... $ (87,725,804) $  (2,141,943)

Denominator:

Weighted average shares outstanding-basiC..........cccccvvivveieiini s 38,923,572 39,004,402
Add potentially dilutive securities:

3 (001 ] o] 1[0 41RO — —

DIIULIVE SECUITIES.....veiiivii ittt ettt sbe et e e s aae e sab e s srre e sate e srreesaeeesrns 38,923,572 39,004,402

Diluted net loss per share for the three months ended March 31, 2009 excluded the effect of outstanding options to purchase 2,459,131
shares because we reported a net loss which caused options to be anti-dilutive. Diluted net loss per share for the three months ended
March 31, 2008 excluded the effect of outstanding options to purchase 1,918,666 shares because we reported a net loss which caused
options to be anti-dilutive.

Note 4 — Gas Properties

The method of accounting for gas properties determines what costs are capitalized and how these costs are ultimately matched
with revenues and expenses. We use the full cost method of accounting for gas properties as prescribed by the SEC. Under the full
cost method, all direct costs and certain indirect costs associated with the acquisition, exploration, and development of our gas
properties are capitalized and segregated into U.S. and Canadian cost centers.

Gas properties are depleted using the units-of-production method. The depletion expense is significantly affected by the
unamortized historical and future development costs and the estimated proved gas reserves.

Estimation of proved gas reserves relies on professional judgment and use of factors that cannot be precisely determined.
Subsequent proved reserve estimates materially different from those reported would change the depletion expense recognized during
future reporting periods. No gains or losses are recognized upon the sale or disposition of gas properties unless the sale or disposition
represents a significant quantity of gas reserves which would have a significant impact on the depreciation, depletion and amortization
rate.



Under full cost accounting rules, total capitalized costs are limited to a ceiling equal to the present value of future net revenues,
discounted at 10% per annum, plus the lower of cost or fair value of unevaluated properties less income tax effects (the “ceiling
limitation™). We perform a quarterly ceiling limitation test to evaluate whether the net book value of our full cost pool exceeds the
ceiling limitation. The ceiling limitation test is imposed separately for our U.S. and Canadian cost centers. If capitalized costs (net of
accumulated depreciation, depletion and amortization) less related deferred taxes are greater than the discounted future net revenues or
ceiling limitation, a write-down or impairment of the full cost pool is required. A write-down of the carrying value of the full cost pool
is a non-cash charge that reduces earnings and impacts stockholders’ equity in the period of occurrence and typically results in lower
depreciation, depletion and amortization expense in future periods. Once incurred, a write-down is not reversible at a later date.

The ceiling limitation test is calculated using natural gas prices in effect as of the balance sheet date and adjusted for “basis” or
location differential, held constant over the life of the reserves; however, as allowed by the guidelines of the SEC, significant changes
in gas prices subsequent to quarter end are used in the ceiling limitation test. In addition, subsequent to the adoption of SFAS No. 143,
“Accounting for Asset Retirement Obligations” (“SFAS 143”), the future cash outflows associated with settling asset retirement
obligations are not included in the computation of the discounted present value of future net revenues for the purposes of the ceiling
limitation test calculation.

At March 31, 2009, the carrying value of the Company’s gas properties in the U.S. and Canada exceeded the full cost ceiling
limitation by $112.9 million, net of income tax of $68.5 million, based upon a natural gas price of approximately $3.73 per Mcf in
effect at that date. However, as allowed by the guidelines of the SEC, since gas prices have significantly increased subsequent to
March 31, 2009, a recalculation of the ceiling limitation has been performed. Based upon a natural gas price of approximately $4.21
per Mcf in effect at May 7, 2009, the following impairments were recorded as of March 31, 2009 to those gas properties:

United States Canada Total
Impairment Of gas ProOPErtiES .......cocviveiiieeiece e $ 138,371,631 $ 1,340,840 $ 139,712,471
Deferred income tax DENETit........c.ovriiiiiii s (52,858,029) — (52,858,029)
Impairment of gas properties, Net OF taX .....cccceveririereicenee e $ 85513602 $ 1,340,840 $ 86,854,442

Note 5 — Asset Retirement Liability

We record an asset retirement obligation (“ARQ”) on the consolidated balance sheets and capitalize the asset retirement costs in
gas properties in the period in which the retirement obligation is incurred. The amount of the ARO and the costs capitalized are equal
to the estimated future costs to satisfy the obligation 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 we incurred the abandonment obligation using an assumed interest
rate. Once the ARO is recorded, it is then accreted to its estimated future value using the same assumed interest rate.

The following table details the changes to our asset retirement liability for the three months ended March 31, 2009:

Current portion of liability at January 1, 2009.........ccccoeieriiriirinirierre e, $ 117,423
Add: Long-term asset retirement liability at January 1, 2009..........cccoevereiinierinnineseeereee e, 4,348,938
Asset retirement liability at January 1, 2009.........cccooiiiiiieiie e e 4,466,361
LIADTHEIES TNCUITE ...ttt bbbt b e b bbbt e s et e nbe e e 6,914
LIADITHTIES SEELIEA. ... ettt bbbttt b e bbbt eb e b e e (835)
F Ao 11T o OO UTPURURUPO PP 112,682
Foreign CUrrenCy tranSIation ..o (4,582)
Asset retirement liability at March 31, 2009...........cccoeiiiiieiice e 4,580,540
Less: Current portion of Hability..........coooiiiiiiii e (115,804)
Long-term asset retirement [1ability .........ccov i $ 4,464,736

Note 6 — Derivative Instruments and Hedging Activities

The energy markets have historically been very volatile, and there can be no assurance that natural gas prices will not be subject
to wide fluctuations in the future. In an effort to reduce the effects of the volatility of the price of natural gas on our operations,
management has adopted a policy of hedging natural gas prices from time to time primarily using derivative instruments in the form of
three-way collars, traditional collars and swaps. While the use of these hedging arrangements limits the downside risk of adverse price
movements, it also limits future gains from favorable movements. Our price risk management policy strictly prohibits the use of
derivatives for speculative positions.



We enter into hedging transactions that increase our statistical probability of achieving our targeted level of cash flows and at
times hedge forward for periods of more than two years. We generally limit the amount of these hedges during any period to no more
than 50% to 60% of the then expected gas production for such future periods. Swaps exchange floating price risk in the future for a
fixed price at the time of the hedge. Costless collars set both a maximum ceiling (a sold ceiling) and a minimum floor (a bought floor)
future price. Three-way costless collars are similar to regular costless collars except that, in order to increase the ceiling price, we
agree to limit the amount of the floor price protection (through a sold floor) to a predetermined amount, generally between $2.00 and
$3.00 per MMBtu below the bought floor. We have accounted for these transactions using the mark-to-market accounting method.
Generally, we incur accounting losses on derivatives during periods where prices are rising and gains during periods where prices are
falling which may cause significant fluctuations in our consolidated statement of operations.

We believe that the use of derivative instruments does not expose us to material risk. However, the use of derivative instruments
may materially affect our financial position and results of operations as a result of changes in the estimated market value of our natural
gas derivatives. Nevertheless, we believe that the use of these instruments will not have a material adverse effect on our cash flows.

The following (gains) losses on our hedging instruments included in the consolidated statements of operations and other
comprehensive income are as follows:

The Effect of Derivative Instruments on the Consolidated Statements of Operations and Other Comprehensive Income
for the Three Months Ended March 31, 2009 and 2008

Amount of (Gain) or Loss
Recognized in Income on
Derivative

Location of (Gain) or Loss Recognized in
Derivatives Income on Derivative 2009 2008

Derivatives designated as hedging instruments
under SFAS 133
INtErest rate SWaPS.........ccvvevivererieieiercrererereseeeeevesenenas Interest expense (net of amounts capitalized) $ 209,240 $  (47,764)

Total gain (10SS) c.c.vveveeeerieeeeeeeeeeeeee e $ 209,240 $ (47,764)

Derivatives not designated as hedging
instruments under SFAS 133

Natural gas collar PoSitions..............ccccceveeurreererrennnnn. Realized gains on derivative contracts $ (2,723,304) $ (861,828)
Unrealized (gains) losses from the change in
Natural gas collar POSItions............cccevveveveveererrverennns market value of open derivative contracts (185,883) 8,646,663
TOtal gain (10SS) ....eeeeeeeeeeeeeeeeeeeeeeee s $ (2,909,187) $ 7,784,835
Location of Location of Gain or Amount of Gain or
Gain or (Loss) Amount of Gain or (Lo0ss) (Loss) Recognized (Loss) Recognized in
Amount of Gain or (Lo0ss) Reclassified Reclassified from in Income on Income on Derivative
Recognized in OCI on from Accumulated OCI into Derivative (Ineffective Portion and
Derivative Accumulated Income (Ineffective Portion Amount Excluded from
Derivatives in (Effective Portion) OCl into (Effective Portion) and Amount Effectiveness Testing)
Statement 133 Cash Income Excluded from
Flow Hedging (Effective Effectiveness
Relationships 2009 2008 Portion) 2009 2008 Testing) 2009 2008
Interest Other
Interest rate contracts $ (216,202) $ (712,555) expense $ (209,240) $ 47,764 incomel/(expense) $ — $ = —
Total oo $ (216,202) $ (712,555) $ (209,240) $ 47,764 $8 — 8 —
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Commodity Price Risk and Related Hedging Activities
At March 31, 2009, we had the following natural gas collar positions:

Volume Sold Bought Sold Fair

Period (MMBtu) Ceiling Floor Floor Value
April through October 2009..........cccveiiieiiiire e 1,284,000 $ 10.00 $ 750 $ 525 $ 2,672,716
April through October 2009...........cccoviiiiiiiiiecee e 1,284,000 $ 10.00 $ 850 $ 6.50 $ 2,468,931
November 2009 through March 2010..........cccoveviiieveieienciecee e, 906,000 $ 1120 $ 950 $ 7.00 $ 1,854,889
November 2009 through March 2010.........cccoevevieeveiece e 604,000 $ 665 $ 550 $ 350 $ 106,087
April through October 2010.........cccevviiiiiiieiecese e, 856,000 $ 680 $ 550 $ 350 $ 18,100
$ 7,120,723

At March 31, 2009, we had the following natural gas swap position:

Volume Fair

Period (MMBtu) Price Value
April through OCLODEr 2009.......ccueiiiiciiee ettt s resbesresresteaneeneenes 856,000 $ 4.47 $ 385,189

Interest Rate Risks and Related Hedging Activities

When we enter into an interest rate swap, we may designate the derivative as a cash flow hedge, at which time we prepare the
documentation required under SFAS 133. Hedges of our interest rate are designated as cash flow hedges based on whether the interest
on the underlying debt is converted to a fixed interest rate. Changes in derivative fair values that are designated as cash flow hedges
are deferred as other comprehensive income or loss to the extent that they are effective and then recognized in earnings when the
hedged transactions occur.

We use fixed rate swaps to limit our exposure to fluctuations in interest rates with the objective of realizing a fixed cash flow
stream from these activities. At March 31, 2009, we had the following interest rate swaps:

Effective Designated Fixed Notional Fair

Description date maturity date rate (1) amount Value
Floating-to-fixed SWap ........ccocoeierreinnieiesee s 12/14/2007 12/14/2010 3.86% $ 15,000,000 $ (601,712)
F10ating-to-fiXed SWaP .........cv.oveeeeeeererereeeeeeeeseeeneenens 1/3/2008 1/4/2010 3.95% $ 10,000,000 $  (262,091)
FI0ating-t0-fiXed SWaP .........cv.oveeeeeeereeereeseeeseeeeeneeeea, 3/25/2008 3/25/2010 2.38% $ 10,000,000 $  (117,103)
F10ating-to-fiXed SWaP .........cv.oveeeeeeerereeeeeeeeseseeeneeeea, 5/13/2008 5/13/2010 3.07% $ 5,000,000 $ (106,613)
Floating-to-fiXed SWap ...........oververeerreeereeseeseeneenenen 1/6/2009 1/6/2011 1.38% $ 5,000,000 $ (8,836)
$ (1,096,355)

(1) The floating rate paid by the counterparty is the British Bankers’ Association LIBOR rate.

For the three months ended March 31, 2009, there was no ineffective portion of our cash flow hedges. We have reviewed the
financial strength of our hedge counterparties and believe our credit risk to be minimal. Our hedge counterparties are participants in
our credit agreement and the collateral for the outstanding borrowings under our credit agreement is used as collateral for our hedges.
We do not have rights to collateral from our counterparties, nor do we have rights of offset against borrowings under our credit
agreement.
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The application of SFAS 157 currently applies to our derivative instruments. Under the provisions of SFAS 157, we estimate the
fair value of our natural gas hedges and interest rate swaps using the income approach. The income approach uses valuation
techniques that convert future cash flows to a single discounted value. SFAS 157 clarifies that a fair value measurement for an asset or
liability reflects its nonperformance risk, the risk that the obligation will not be fulfilled. Because nonperformance risk includes our
counterparties’ and our credit risk, we have considered the effect of our credit risk on the fair value of the liabilities stated below. This
consideration involved discounting our counterparties’ and our liabilities based on the difference between the S&P credit rating of a
comparable company to ours and the 13-week Treasury bill rate, both at March 31, 2009. The following is a description of the
valuation methodologies used for our derivative instruments measured at fair value:

. Natural Gas Hedges—In order to estimate the fair value of our natural gas hedge positions, a forward price curve and
volatility estimates were compiled from sources that include NYMEX settlements and observed trading activity in the
Over-the-Counter (OTC) markets. Pricing estimates for the theoretical market value of hedge positions were developed
using analytical models accepted and employed by a broad cross-section of industry participants. To extrapolate future
cash flows, discount factors incorporating our counterparties’ and our credit standing are used to discount future cash
flows.

. Interest Rate Swaps—In order to estimate the fair value of our interest rate swaps, we use a yield curve based on Money
Market rates and Interest Rate swaps, extrapolate a forecast of future interest rates, estimate each future cash flow, derive
discount factors to value the fixed and floating rate cash flows of each swap, and then discount to present value all known
(fixed) and forecasted (floating) swap cash flows. Curve building and discounting techniques used to establish the
theoretical market value of interest bearing securities are based on readily available Money Market rates and Interest Rate
swap market data. To extrapolate future cash flows, discount factors incorporating our counterparties’ and our credit
standing are used to discount future cash flows.
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Based on the use of observable market inputs, we have designated these types of instruments as Level 2 for SFAS 157 reporting
purposes. The fair value of our derivative instruments were as follows:

Asset Derivatives

Liability Derivatives

March 31, 2009

December 31, 2008

March 31, 2009

December 31, 2008

Balance Sheet

Balance Sheet

Balance Sheet

Balance Sheet

Location Fair Value Location Fair Value Location Fair Value Location Fair Value
Derivatives designated
as hedging
instruments under
SFAS 133
Derivative asset Derivative asset Derivative liability Derivative
Interest rate swaps (current) $ —  (current) — (current) $ 854,539 liability (current) $ 714,903
Derivative Derivative
Derivative asset Derivative asset liability (non- liability (non-
Interest rate swaps (non-current) 3,464  (non-current) — current) 245,279 current) 374,489
Total derivatives
designated as
hedging
instruments under
SFAS 133 $ 3,464 $ — $ 1,099,818 $ 1,089,392
Derivatives not
designated as
hedging
instruments under
SFAS 133
Natural gas collar Derivative asset Derivative asset Derivative liability Derivative
positions (current) $7,102,623 (current) $ 6,596,360 (current) $ — liability (current) $ —
Derivative
Natural gas collar Derivative asset Derivative asset Derivative liability liability (non-
positions (non-current) $ 18,099 (non-current) $ 723,669 (non-current) $ —  current) $ —
Derivative
Natural gas swap Derivative asset Derivative asset Derivative liability liability (non-
positions (current) 385,189  (non-current) — (non-current) — current) —
Total derivatives not
designated as
hedging
instruments under
SFAS 133

$7,505,911 $ 7,320,029 $ — $ —

Note 7 — Long-Term Debt

On March 12, 2009, the Company’s bank syndicate approved a borrowing base of $140 million after completing its year-end
borrowing base determination. The next regular borrowing base determination, which will be based on a June 30, 2009 reserve report
prepared by the Company, is scheduled to be complete on or before December 16, 2009. Under the terms of the determination, our
borrowing cost was increased by approximately 100 basis points and the fee on the undrawn portion of the borrowing base was
increased by 12.5 basis points. Our revolving credit facility permits us to borrow and repay amounts as needed based on the available
borrowing base as determined in the credit agreement. The revolving credit facility is secured by substantially all of our gas properties
and the capital stock of our subsidiaries. The borrowing base under the revolving credit facility is based upon the reserve valuation of
our gas properties as of June 30 and December 31 of each year and other factors deemed relevant by the lenders, including Bank of
America as agent. The lenders may also request one additional borrowing base re-determination in any fiscal year. If not extended, our
credit facility will mature in January 2011.

As of March 31, 2009, we had $121.0 million of borrowings outstanding under our revolving credit facility, resulting in a
borrowing availability of $19.0 million under our $140.0 million borrowing base. For the three months ended March 31, 2009 and
2008 we borrowed $16.5 million and $20.5 million, respectively, and made payments of $12.0 million and $16.0 million, respectively,
under the revolving credit facility. The outstanding balances on the revolving credit facility bear interest at the Company’s option of
either (a) the bank’s adjusted base rate, which is the greatest of (i) the bank’s base rate, (ii) the Federal Funds Rate plus 0.5%, or
(iii) the one-month LIBOR rate plus 1%, plus a margin of 1.375% to 2.125% based on borrowing base usage, or (b) the adjusted
LIBOR rate, plus a margin of 2.25% to 3.00%, based on borrowing base usage. The rates at March 31, 2009 and December 31, 2008,
excluding the effect of our interest rate swaps, were 3.52% and 2.49%, respectively. For the three months ended March 31, 2009 and
2008, interest on the borrowings averaged 3.31% per annum and 4.28% per annum, respectively.
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The following is a summary of our long-term debt at March 31, 2009 and December 31, 2008:

March 31, December 31,
2009 2008

Borrowings under revolving credit faCility .........ccccccooveviiii e $ 121,000,000 $ 116,500,000
Note payable to a third party, annual instaliments of $53,000 through January 2011,

interest-bearing at 8.25% annually, UNSECUIed ...........ccovvevieieneiese s 115,897 135,972
Note payable to an individual, semi-monthly installments of $644, through

September 2015, interest-bearing at 12.6% annually, Unsecured ................o..v.ee... 94,190 118,735
Salary continuation payable to an individual, semi-monthly installments of $3,958,

through December 2015, non-interest-bearing (less amortization discount of

$572,074, with an effective rate of 8.25%), UNSECUred ...........cccovevvrerecisieieiesienens 460,941 475,015
TOAl AEIL ..ot 121,671,028 117,229,722
Less current maturities included in current liabilities............ccooovviiiiiciiicicicccies (116,802) (111,767)
Total 1oNG-TErmM deDt......c.oiviiiice s $ 121554226 $ 117,117,955

We are subject to certain restrictive financial and non-financial covenants under the credit agreement, including a minimum
current ratio, adjusted for unrealized (gains) losses on derivative contracts and borrowing availability, of 1.0 to 1.0, and a rate of
consolidated EBITDA to interest expense of up to 2.75 to 1.0, both as defined in the credit agreement. As of March 31, 2009, we were
in compliance with all of the financial covenants in the credit agreement.

The fair value of long-term debt at March 31, 2009 and December 31, 2008 was approximately $98,773,958 and $92,485,449,
respectively. SFAS 157 clarifies that a fair value measurement for an asset or liability reflects its nonperformance risk, the risk that the
obligation will not be fulfilled. Because nonperformance risk includes our credit risk, we have considered the effect of our credit risk
on the fair value of the long-term debt. This consideration involved discounting our long-term debt based on the difference between
the S&P credit rating of a comparable company to ours and the stated interest rates of the debt instruments included our long-term
debt, both at March 31, 2009.

Note 8 — Common Stock

At March 31, 2009 and December 31, 2008, there were 39,471,820 and 39,305,152 shares, respectively, of common stock
outstanding, both including 10,432 shares of treasury stock held by the Company. For the three months ended March 31, 2009 and
2008, a total of zero and 40,337 shares, respectively, of common stock were issued upon the exercise of stock options granted under
our 2005 Stock Option Plan. For the three months ended March 31, 2009, we issued 166,668 shares of common stock to our
independent directors, representing 50% of their annual retainer. For the three months ended March 31, 2008, we issued 253,806
shares of restricted stock to key employees of the Company, as well as 5 executive officers and two other officers of the Company,
and 18,720 shares of common stock to our independent directors, representing 50% of their annual retainer. Additionally, for the three
months ended March 31, 2009 and 2008, zero shares and 4,891 shares of restricted stock, respectively, were forfeited.

Note 9 — Share-Based Awards

As of March 31, 2009, we have two stock-based award plans authorized, which include our 2005 Stock Option Plan and our
2006 Long-Term Incentive Plan. However, we will not grant any additional awards under our 2005 Stock Option Plan now that we
have adopted our 2006 Long-Term Incentive Plan, although we will continue to issue shares of our common stock upon exercise of
awards previously granted under the 2005 Stock Option Plan.

Our 2006 Long-Term Incentive Plan authorized the granting of incentive stock options, non-qualified stock options, stock
appreciation rights, stock awards, restricted stock, restricted stock units and performance awards. A maximum of 4,000,000 shares is
available for grant under this plan. The 2006 Long-Term Incentive Plan is available to our employees and independent directors and is
designed to attract and retain employees and independent directors, to further align the interests of our employees and independent
directors with the interests of our stockholders, and to closely link compensation with our performance. The exercise price of stock
options granted under this plan may not be less than the fair market value of the common stock on the date of grant. The options
generally have a term of seven years and vest evenly over three years, except performance based awards and options issued to
directors. Performance based awards granted under the 2006 Long-Term Incentive Plan vest once the performance criteria have been
met. Performance based awards issued to our directors vest immediately.
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During the three months ended March 31, 2009, we recorded a compensation expense accrual of $376,137 which was allocated
among lease operating expenses ($26,570), general and administrative expenses ($285,864), and capitalized to unevaluated gas
properties ($63,704). The future compensation cost of all the outstanding awards is $1,725,646 which will be amortized over the
vesting period of such stock options and restricted stock. The weighted average remaining useful life of the future compensation cost
is 1.39 years.

During the three months ended March 31, 2009, 720,519 stock options were granted. The significant assumptions used in
determining the compensation costs included a expected volatility of 56.10%, risk-free interest rate of 1.25%, an expected term of 4.5
years, forfeiture rates from 5% to 15%, and no expected dividends. For the three months ended March 31, 2008, no stock options were
granted.

Incentive Stock Options
The table below summarizes incentive stock option activity for the three months ended March 31, 2009:

Weighted Average
Average Remaining Aggregate
Number of Exercise Contractual Intrinsic
Options Price Life Value
Outstanding at December 31, 2008 ...........cccvceiieeeeriee e, 477,169 $ 8.09
GFANTEA ...ttt 606,507 $ 0.72
TRANSTEITEA ..ottt st be st s (12,048) $ 8.30
FOITRItEA ...ttt (18,644) $ 151
Outstanding at March 31, 2009 ..........cccoviviieeiererese e 1,052,984 $ 3.96 586 $ —
Options exercisable at March 31, 2009 .........ccccocevevievierinnieee e, 256,466 $ 8.29 382 % —

During the three months ended March 31, 2009, 606,507 incentive stock options were granted with a weighted average grant-
date fair value of $200,147. During the three months ended March 31, 2009, no incentive stock options were exercised. During the
three months ended March 31, 2008, no incentive stock options were granted and the total intrinsic value of the 40,337 incentive stock
options exercised was $157,308.

Non-Qualified Stock Options
The table below summarizes non-qualified stock option activity for the three months ended March 31, 2009:

Weighted Average
Average Remaining Aggregate
Number of Exercise Contractual Intrinsic
Options Price Life Value
Outstanding at December 31, 2008 ...........cccvcivveieiieieee e 1,280,087 $ 3.87
(€] 111 (<o [T 114,012 $ 0.72
BT (=T (=0 I 12,048 $ 8.30
Outstanding at March 31, 2009 .........ccooieiririie e 1,406,147 $ 3.65 375 $ —
Options exercisable at March 31, 2009 ..........ccocerveiiiiinieneiese e 1,160,329 $ 3.35 396 $ —

During the three months ended March 31, 2009, 114,012 non-qualified stock options were granted with a weighted average
grant-date fair value of $38,192. During the three months ended March 31, 2009, no non-qualified stock options were exercised.
During the three months ended March 31, 2008, no non-qualified stock options were granted or exercised.

Restricted Stock Awards

The table below summarizes non-vested restricted stock awards activity for the three months ended March 31, 2009:

Weighted
Number of Average Value at
Options Grant Date
Non-vested restricted stock at December 31, 2008 ........ccccccereverierennsinne e 401,075 $ 6.60
BT (=T OO SOPSEPPRTSRPRR (48,397) $ 6.41

Non-vested restricted stock at March 31, 2009 .........cccceeviiiiieiii it 352,678 $ 6.61



On March 24, 2009, 48,397 shares of restricted stock vested. The fair value of the shares that vested on that date was $31,458.

Note 10 — Commitments and Contingencies

From time to time we are a party to litigation in the normal course of business. While the outcome of lawsuits or other
proceedings against us cannot be predicted with certainty, management does not believe that the adverse effect on our financial
condition, results of operations or cash flows, if any, will be material.

CNX Antitrust Action

We filed a complaint against CNX and Island Creek Coal Company (“Island Creek”), an affiliate of CNX, in the Circuit Court
of Tazewell County, Virginia on February 14, 2007, in which we sought damages arising from alleged violations of the Virginia
Antitrust Act, tortious interference with contractual relations with third parties and statutory and common law conspiracy. The suit
sought compensatory and consequential damages for alleged violations of the Virginia Antitrust Act, including alleged anticompetitive
efforts of CNX to dominate and maintain its control over the market for the production and transportation of coalbed methane gas
from the Oakwood Field in Buchanan County, Virginia and for CNX’s alleged efforts to conspire and act in concert with Island Creek
and others to dominate and maintain control over the market for the production and transportation of coalbed methane gas from the
Oakwood Field in violation of the Virginia Antitrust Act and Virginia statutory and common law. The suit also alleged CNX’s
intentional interference with our existing and prospective third-party business relationships in an attempt to harm us and improve
CNX’s position and corporate and financial interests. In accordance with an opinion issued by the Tazewell Circuit Court in December
2007, we have filed an amended petition that restates with specificity our claims against CNX and Island Creek, names Cardinal States
Gathering Company and CONSOL Energy Inc., the ultimate parent of the other defendants, as additional defendants, and seeks actual
damages of $385.6 million. We are seeking treble damages for the alleged violations of the Virginia Antitrust Act, as well as
injunctive relief to prevent CNX and other parties from continuing these alleged anticompetitive activities.

Environmental and Regulatory

As of March 31, 2009, there were no known environmental or other regulatory matters related to our operations that are
reasonably expected to result in a material liability to us.

Note 11 — Income Taxes

Our effective tax rate differs from the federal statutory rate primarily due to net operating losses in Canada and certain states
from which we are currently unable to benefit, as well as state income taxes. The Canadian and state net operating losses are fully
reserved because it is more likely than not that we will not use those NOL’s to offset current tax liabilities in future years. We do not
anticipate that total unrecognized tax benefits will significantly change due to the settlement of audits and the expiration of statute of
limitations prior to March 31, 2010. For tax reporting purposes, we have federal and state NOL’s of approximately $83.1 million and
$6.2 million, respectively, at March 31, 2009 that are available to reduce future taxable income. If not utilized, the federal
carryforwards would begin to expire in 2022. Certain immaterial portions of the state NOL’s will expire prior to 2022.

Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations
Statement Regarding Forward-Looking Information

Management’s Discussion and Analysis of Financial Condition and Results of Operations and other items in this Quarterly
Report on Form 10-Q contain forward-looking statements and information that are based on management’s beliefs, as well as
assumptions made by, and information currently available to, management. When used in this document, the words “believe,”
“anticipate,” “estimate,” “expect,” “intend,” and similar expressions are intended to identify forward-looking statements. Although
management believes that the expectations reflected in these forward-looking statements are reasonable, it can give no assurance that
these expectations will prove to have been correct. These statements are subject to certain risks, uncertainties and assumptions. Should
one or more of these risks or uncertainties materialize, or should underlying assumptions prove incorrect, actual results may vary
materially from those anticipated. We undertake no obligation to release publicly any revisions to these forward-looking statements
that may be made to reflect events or circumstances after the date hereof or to reflect the occurrence of unanticipated events.

You should read “Management’s Discussion and Analysis of Financial Condition and Results of Operations” in conjunction
with the corresponding sections and our audited consolidated financial statements for the fiscal year ended December 31, 2008, which
are included in our Annual Report on Form 10-K that we filed with the Securities Exchange Commission on March 13, 2009.
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Overview

GeoMet, Inc. is an independent energy company primarily engaged in the exploration for and development and production of
natural gas from coal seams (“coalbed methane” or “CBM?”) and non-conventional shallow gas. We were originally founded as a
consulting company to the coalbed methane industry in 1985 and have been active as an operator and developer of coalbed methane
properties since 1993. Our principal operations and producing properties are located in the Cahaba Basin in Alabama and the central
Appalachian Basin in West Virginia and Virginia. We also control additional coalbed methane and oil and gas development rights,
principally in Alabama, British Columbia, Virginia, and West Virginia. As of March 31, 2009, we control a total of approximately
230,000 net acres of coalbed methane and oil and gas development rights.

We primarily explore for, develop, and produce CBM and non-conventional shallow gas. Our objective is to create the premier
non-conventional shallow gas company in North America (emphasizing coalbed methane) while maximizing stockholder value
through the efficient investment of capital to increase reserves, production, cash flow and earnings. We believe that substantial
expertise and experience is required to develop, produce, and operate coalbed methane and non-conventional shallow gas fields in an
efficient manner. We believe that the inherent geologic and production characteristics of coalbed methane and non-conventional
shallow gas offer significant operational advantages compared to conventional gas production.

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, material adverse outcomes
from lawsuits 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.

Impact of Current Credit Market Conditions and Decreasing Natural Gas Prices

Changes in natural gas prices significantly affect our revenues, financial condition, cash flows and borrowing capacity. Markets
for natural gas have historically been volatile and we expect this trend to continue. Prices for natural gas may fluctuate in response to
changes in supply and demand, market uncertainty, seasonal, political and other factors beyond our control. We are unable to
accurately predict the prices we will receive for our natural gas. Accordingly, any significant or sustained declines in natural gas prices
may materially adversely affect our financial condition, operating results, liquidity and ability to obtain financing. Lower natural gas
prices also may reduce the amount of natural gas that we can produce economically. A decline in natural gas prices could have a
material adverse effect on the estimated value and estimated quantities of our natural gas reserves, our ability to fund our operations
and our financial condition, cash flow, results of operations and access to capital. Our capital expenditure budgets are highly
dependent on future natural gas prices.

At March 31, 20009, the carrying value of the Company’s gas properties in the U.S. and Canada exceeded the full cost ceiling
limitation by $112.9 million, net of income tax of $68.5 million, based upon a natural gas price of approximately $3.73 per Mcf in
effect at that date. However, as allowed by the guidelines of the SEC, since gas prices have significantly increased subsequent to
March 31, 2009, a recalculation of the ceiling limitation has been performed. At May 7, 2009, the carrying value of the Company’s
gas properties in the U.S. and Canada exceeded the full cost ceiling limitation by $86.9 million, net of income tax of $52.8 million,
based upon a natural gas price of approximately $4.21 per Mcf in effect at that date. A decline in prices received for gas sales or an
increase in operating costs or reductions in estimated economically recoverable quantities could result in the recognition of an
impairment of our gas properties in a future period. Holding all factors constant other than natural gas prices, a 10% and 20% decline
in the price of $4.21 per Mcf used as of March 31, 2009 would have resulted in an additional ceiling test impairment of approximately
19% and 38%, respectively, of our full cost pool.

We believe that we are positioned to continue operations in the current credit market environment. We believe we have
attributes that are beneficial to operations in today’s conditions including over $1.5 million in cash, $19 million available under our
revolving credit facility, premium natural gas pricing due to the geographic our location of our properties, and long-lived reserves with
shallow, almost flat, production decline rates.
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Trends

Our business is influenced by trends that affect the natural gas industry. In particular, recent declines in natural gas prices and
recent economic trends could adversely affect our business, liquidity, results of operations and financial condition.

Our business is increasingly subject to the adverse recent trends in the global capital markets. The recent events in the credit and
stock markets indicate a high likelihood of a continuation of, and probable further expansion of, the economic weakness in the U.S.
economy that began over one year ago. The spillover of deepening fears about our banking system may adversely impact investor
confidence in us, our banking relationships, and the liquidity and financial condition of third parties with whom we conduct
operations.

We expect to face continuing challenges resulting from weakness in the U.S. real estate market and increased mortgage
delinquencies, investor anxiety over the U.S. economy, rating agency downgrades of various financial issuers, unresolved issues with
structured investment vehicles, deleveraging of financial institutions and hedge funds and dislocation in the inter-bank market. If
significant, continued volatility, changes in interest rates, defaults, market liquidity, declines in equity prices, and the strengthening or
weakening of foreign currencies against the U.S. dollar, individually or in tandem, could have a material adverse effect on our
liquidity, results of operations, financial condition or cash flows through realized losses, and impairments.

Although we expect to experience a reduction in the level of our capital spending in 2009, we have implemented significant
countermeasures to reduce costs in response to the above referenced trend in order to enhance our ability to execute our business
strategy. Other steps that could be implemented in light of the current adverse trends include selling assets, entering into joint venture
agreements with industry partners to reduce our costs, or alternate forms of financing.

The natural gas industry is capital intensive. We make, and anticipate that we will continue to make, substantial capital
expenditures in the exploration for, development and acquisition of natural gas reserves. Historically, our capital expenditures have
been financed primarily with internally generated cash from operations, proceeds from bank borrowings, and industry joint venture
arrangements. The continued availability of these capital sources depends upon a number of variables, including proved reserves,
production from existing wells, the sales prices for natural gas, our ability to acquire, locate and produce new reserves, and events
occurring within the global capital markets. Except for the existing revolving credit facility we have with our bank lenders, we do not
currently have any agreements for future financing and there can be no assurance as to the availability or terms of any such future
financing.

Operational Developments

Pond Creek—We connected 3 new wells to sales in the three months ended March 31, 2009, giving us a total of 245 productive
wells in the Pond Creek field. Net gas sales increased to 14.3 MMcf per day for the three months ended March 31, 2009, as compared
to 13.4 MMcf per day for the three months ended March 31, 2008.

Lasher— No new wells were added to sales in the three months ended March 31, 2009. Net gas sales averaged 0.2 MMcf per
day from 18 wells for the three months ended March 31, 2009.

Gurnee— No new wells were added to sales in the three months ended March 31, 2009. Net gas sales increased to 6.2 MMcf per
day from a total of 247 productive wells in the Gurnee field for the three months ended March 31, 2009, as compared to 6.1 MMcf per
day for the three months ended March 31, 2008.

Garden City—In this Chattanooga shale prospect we have drilled four vertical wells and two horizontal wells. The last
horizontal well was completed in January 2009 and placed into sales in March 2009. The well has produced at rates in excess of 340
Mcf/day and is still recovering water injected during the hydraulic fracturing of the well. Three other wells are currently connected to
a gas sales line but two of such wells are shut-in, awaiting the identification of adequate water disposal. Two additional wells on the
west side of the prospect are shut-in and awaiting identification of adequate water disposal and connection into a gas sales line. We are
currently evaluating potential water disposal solutions.

Peace River—On December 31, 2008, we commenced gas deliveries from eight wells at Peace River with net gas sales
averaging 0.1 MMcf per day for the three months ended March 31, 2009. We own a 50% working interest and operate the project
which covers over 50,000 acres of Crown tenure. Four coreholes and twelve production wells have been drilled, targeting the Lower
Cretaceous Gething coals. Average coal thickness over the acreage is 52 feet, and the average gas content is 400 cubic feet per ton.
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Critical Accounting Policies

The preparation of financial statements in conformity with GAAP requires us to use our judgment to make estimates and
assumptions that affect certain amounts reported in our financial statements. As additional information becomes available, these
estimates and assumptions are subject to change and thus impact amounts reported in the future. Critical accounting policies are those
accounting policies that involve judgment and uncertainties affecting the application of those policies and the likelihood that
materially different amounts would be reported under different conditions or using differing assumptions. We periodically update our
estimates used in the preparation of the financial statements based on our latest assessment of the current and projected business and
general economic environment. There have been no significant changes to our critical accounting policies during the three months
ended March 31, 20009.

Producing Fields Operations Summary

The table below presents information on gas sales, net sales volumes, production expenses and per Mcf data for the three
months ended March 31, 2009 and 2008. This table should be read in conjunction with the discussion of the results of operations for
the periods presented below (in thousands).

Three Months Ended March 31,

2009 2008
GBS SAIBS ...viviviuiiiiis ettt ettt bbb bbb e e e s an et r b renes $ 9,453 $ 15,581
LEASE OPEIALING EXPENSES ....veuververeteiteeteeeetestestestestesresseeseessensestestestesseassessessessestessessessasseassessensens $ 4569 $ 3,751
Compression and tranSPOrTatioN EXPENSES. ......couireiirtirerieiereerie sttt ee et e sbesbesbe e e e eee e s 1,450 1,043
PrOTUCTION TAXES ....t.teeteeeete ettt ettt sttt ettt et e bk s bt bt b e bt e b e e b e besb e e b e sbesbeeb e eneeneennebe et 367 422
TOtal ProOAUCTION EXPENSES. .....viuviiveiriitesie st eeet et e ste st e s e te e e e e et e saesbesbesbeeraeseesbesresbestesreateeneeneeseensens $ 6,386 $ 5,216
Net sales VOIUMES (IMIMCT) ...viiiiii e st s sresre e 1,887 1,871
PONA CrEEK FIBIH......eivieiiieiiccie bbbt nr e 1,291 1,223
GUIMEE FIBIU......cee ittt s b et b et ettt et bbb ne s 557 559
Per Mcf data ($/Mcf):

Average Natural gas SAIES PrICE .....ccviiiii it b e eesr e srere s $ 501 $ 8.33
Average natural gas sales price realized(1) .......cccoceveiiiiiiie i e $ 6.45 $ 8.79
LEASE OPEIALING EXPENSES ....veuvervetetesteeteeeestestestestestesteseessessesestestestesseassessesteseestessessessasseassessensens $ 242 $ 2.00
PONA CrEEK FIEIU. .. ..ot s st bbbt $ 173 $ 1.61
GUINEE TIBIU. ...ttt bbb bbb e s an bbb enes $ 315 $ 3.18
Compression and tranSPOrTatioN EXPENSES. ......covireiertireriaiereerie et sie e ereenee et sbesbe b se e e eeesee s $ 077 $ 0.56
PONA CrEEK FIEIU........viveececctciec et ettt bbbt r et en s bbb bnes $ 077 $ 0.63
GUIMEE FIBIU.........ecvieeeceeeeee ettt ettt ettt st e st et ettt eae st se e, $ 059 $ 0.48
PrOQUCTION TAXES ...veviuiivevetetetetetee ettt ettt ettt b bbbt bbb e e bbbt bbb ebese e e s st s b bebenes $ 019 $ 0.23
PONA CrEEK FIEIU.......viecicectctccece ettt bbbt st ss s bbb bnes $ 015 $ 0.08
GUIMEE FIBIU.......c.eivieieceeeeee ettt ettt ettt ettt st et se st et e sttt aeetese e, $ 031 $ 0.51
TOtal PrOQUCHION BXPENSES. ... ..cviveveriteririieiese sttt ettt r et e e bbbttt b e se s s bbbt bbb eb et ese s s s abans $ 338 $ 2.79
PONA CIEEK FIBIU........oeeeeeceeecee ettt st re st be bt ene st neeteeaene s $ 265 $ 2.32
GUINEE FIBIU......coeveeecee ettt st te st ee et e sttt e st et etesteseebesteseerestene s $ 405 $ 4.17
Depreciation, depletion and amOrtiZation............cocovovvrirreeeieieieie e $ 161 $ 1.31

(1) Average realized price includes the effects of realized (gains) losses on derivative contracts.
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Results of Operations
Three Months Ended March 31, 2009 compared with Three Months Ended March 31, 2008

The following are selected items derived from our Consolidating Statement of Operations and their percentage changes from the
comparable period are presented below.

Three Months Ended March 31,

2009 2008 Change
(In thousands)

LT SR 1TSS $ 9,453 $ 15,581 -39%
LEASE OPEIAtING EXPENSES. ..vevreriereerieeestestesteaseseesteseessessessessesseaseeseeseseessestesseasessenssessessessessessenen, $ 4569 $ 3751 22%
COMPIESSION BXPEINSE. ... veuverrereareeseestessestesseaseaseassessessessessessessesssessessessessessessesseaseessesessessessessenenn: $ 833 $ 696 20%
TraNSPOITALION EXPENSE ...veuvireveiteete et etee et e steste s e s e e e e e et e s besbesbesreesse s ebeseesbestesseeseeseenbeseesrenreanea, $ 617 $ 346 78%
PrOUCTION TAXES .. vcviviviiiiiieie ettt sttt ss bbbttt b s e e s st bbbt et n et rerena, $ 367 $ 422 -13%
IMPairmMent 0f gas PrOPEITIES ........ciivciiiiice ettt ettt se e st e et st se et s ene et $ 139,712 3 — NM
Depreciation, depletion and amortization ............ccceceiiiiiieeie i e, $ 3131 $ 2,459 27%
General and adMINISIIALIVE ....ouviviiiiieisiree ettt sre $ 2973 $ 2,493 19%
Realized gains on derivative CONTACES...........coviiiiiiiiiiceieceee e, $  (2,723) 3 (862) NM
Unrealized (gains) losses from the change in market value of open derivative contracts............ $ (186) $ 8,647 NM
Interest expense, net of amounts CapItalized..........ccocvieiieieieicie s $ (983) $ (1,303) -25%
INCOME TAX DENETIL 1..cviviiiicicccccce bbb bbbt b e, $ 52897 $ 1234 NM

NM-Not Meaningful

Gas sales. Gas sales decreased by $6.13 million, or 39%, to $9.45 million compared to the prior year quarter. The decrease in
gas sales was a result of decreased gas prices partially offset by increased production. Production increased 1% and average gas prices
decreased 40%, excluding hedging transactions. The $6.13 million decrease in gas sales consisted of a $6.26 million decrease in
prices, a $0.82 million increase in production, and a $0.69 million decrease related to the sale of an overriding royalty interest in July
of 2008. The increase in production was principally attributable to the continued development activities at our Pond Creek field.

Lease operating expenses. Lease operating expenses increased by $0.82 million, or 22%, to $4.57 million compared to the prior
year quarter. The increase in lease operating expenses consisted of a $0.79 million increase in costs and a $0.03 million increase in
production. The $0.79 increase in costs was primarily due to the commencement of gas sales in our Garden City field in July 2008,
Lasher field in October 2008, and Peace River field in December 2008. Generally, initial lease operating expenses are higher in the
early life of a prospect.

Compression expense. Compression expense increased by $0.14 million, or 20%, to $0.83 million compared to the prior year
quarter. The $0.14 million increase was comprised of a $0.13 million increase in costs and a $0.01 increase in production. The $0.13
increase in costs was primarily due to routine maintenance of some of the compressors in our Cahaba field.

Transportation expense. Transportation expenses increased by $0.27 million, or 78%, to $0.62 million compared to the prior
year quarter. The $0.27 million increase was primarily due to increased costs. The increase in costs was primarily due to a $0.12
million increase in the amount of costs for unused firm transportation capacity. This excess firm transportation capacity was released
to a third party effective May 1, 2009.

Production taxes. Production taxes decreased by $0.06 million, or 13%, to $0.37 million compared to the prior year quarter. The
$0.06 million decrease in production taxes was primarily due to decreased natural gas sales caused by lower natural gas prices,
partially offset by higher effective production tax rate in our Pond Creek field.

Impairment of gas properties. At March 31, 2009, the carrying value of the Company’s gas properties exceeded the full cost
ceiling limitation. There was no such impairment recorded in the prior year period.

Depreciation, depletion and amortization. Depreciation, depletion and amortization increased by $0.67 million, or 27%, to
$3.13 million compared to the prior year quarter. The depreciation, depletion and amortization increase consisted of a $0.02 million
increase in production and a $0.65 million increase in the depletion rate.

General and administrative. General and administrative expenses increased by $0.48 million, or 19%, to $2.97 million
compared to the prior year quarter. The primary drivers for the increased general and administrative expenses were lobbying costs
related to Virginia legislation and a decrease in overhead being capitalized due to decreased drilling activity (increasing the amount
expensed).
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Realized gains on derivative contracts. Realized gains on derivative contracts increased by $1.86 million to $2.72 million
compared to the prior year quarter. Realized losses represent net cash flow settlements paid to the counterparty, while realized gains
represent net cash flow settlement paid to us from the counterparty. Realized losses occur when natural gas prices exceed the
derivative ceiling prices. Conversely, realized gains occur when natural gas prices go below the derivative floor prices.

Unrealized (gains) losses from the change in market value of open derivative contracts. Unrealized gains from the change in
market value of open derivative contracts were $0.19 million in the current year quarter as compared to unrealized losses of $8.65
million in the prior year quarter. Unrealized losses and gains are non-cash transactions that occur when the corresponding asset or
liability derivative contracts are marked to market at the end of each reporting period. The gain was a result of the increased estimated
fair value of our natural gas derivative contracts resulting from decreased natural gas prices.

Interest expense (net of amounts capitalized). Interest expense (net of amounts capitalized) decreased by $0.32 million to $0.98
million compared to the prior year quarter. The decrease was due to lower interest rates.

Income tax benefit. At March 31, 2009, the carrying value of the Company’s gas properties exceeded the full cost ceiling
limitation. There was no such impairment recorded in the prior year period. The effect of the impairment was $52.8 million in income
tax benefit.

Liquidity and Capital Resources
Cash Flows and Liquidity

Cash flows provided by operations for the three months ended March 31, 2009 and 2008 were $2.2 million and $3.8 million,
respectively. Cash flows from operations of $2.2 million for the three months ended March 31, 2009, combined together with net cash
provided by financing activities of $4.4 million, were sufficient to fund net cash used in investing activities of $7.1 million, which
primarily includes capital expenditures for the exploration and development of our gas properties. Net cash provided by financing
activities was related to credit facility net borrowings.

As of March 31, 2009, we had working capital of approximately $2.7 million. As of March 31, 2008, we had a working capital
deficit of approximately $1.4 million.

Based upon current expectations, we believe that our cash flow from operations and other financial resources such as
borrowings under our credit facility and proceeds from potential transactions such as joint ventures, asset sales, or volumetric
production payments will provide the ability to develop our existing properties and conduct exploration on our unevaluated properties.

If natural gas prices remain at a declined level for an extended period, our ability to finance our planned capital expenditures
could be affected negatively. Consistent with our intention to keep our capital expenditures in line with our estimated operating cash
flows, further reduction in spending may be necessary. Furthermore, amounts available for borrowing under our revolving credit
facility are largely dependent on our level of estimated proved reserves and our lender’s expectation of future natural gas prices. If
either our estimated proved reserves or natural gas prices decrease, funding available to us under our revolving credit facility could be
negatively affected. If our cash flows are less than anticipated, amounts available for borrowing under our revolving credit facility are
reduced, we are unable to sell equity at acceptable prices, or we find alternative sources of financing, we may be forced to defer
planned capital expenditures.

The recent disruption in the credit markets has had a significant adverse impact on a number of financial institutions. We have
reviewed the creditworthiness of the banks and financial institutions with which we maintain our cash and short-term investments.
Thus far, our liquidity and financial position have not been impacted, and we do not expect that it will be materially impacted in the
future. However, we cannot predict with any certainty the impact of any further disruption in the credit markets.

Price Risk Management Activities

The energy markets have historically been very volatile, and there can be no assurance that natural gas prices will not be subject
to wide fluctuations in the future. In an effort to reduce the effects of the volatility of the price of natural gas on our operations,
management has adopted a policy of hedging natural gas prices from time to time primarily using derivative instruments in the form of
three-way collars, traditional collars and swaps. While the use of these hedging arrangements limits the downside risk of adverse price
movements, it also limits future gains from favorable movements. Our price risk management policy strictly prohibits the use of
derivatives for speculative positions.
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We enter into hedging transactions that increase our statistical probability of achieving our targeted level of cash flows and at
times hedge forward for periods of more than two years. We generally limit the amount of these hedges during any period to no more
than 50% to 60% of the then expected gas production for such future periods. Swaps exchange floating price risk in the future for a
fixed price at the time of the hedge. Costless collars set both a maximum ceiling (a sold ceiling) and a minimum floor (a bought floor)
future price. Three-way costless collars are similar to regular costless collars except that, in order to increase the ceiling price, we
agree to limit the amount of the floor price protection (through a sold floor) to a predetermined amount, generally between $2.00 and
$3.00 per MMBtu. We have accounted for these transactions using the mark-to-market accounting method. Generally, we incur
accounting losses on derivatives during periods where prices are rising and gains during periods where prices are falling which may
cause significant fluctuations in our consolidated statement of operations.

We believe that the use of derivative instruments does not expose us to material risk. However, the use of derivative instruments
may materially affect our financial position and results of operations as a result of changes in the estimated market value of our natural
gas derivatives. Nevertheless, we believe that the use of these instruments will not have a material adverse effect on our cash flows.

Commodity Price Risk and Related Hedging Activities
At March 31, 2009, we had the following natural gas collar positions:

Volume Sold Bought Sold Fair
Period (MMBtu) Ceiling Floor Floor Value
April through October 2009..........ccuiiiiiiieree e 1,284,000 $ 1000 $ 750 $ 525 $ 2,672,716
April through October 2009..........ccuiiiiiirere e 1,284,000 $ 1000 $ 850 $ 650 $ 2,468,931
November 2009 through March 2010 .........cccooeriiiieiiiiic e 906,000 $ 11.20 $ 950 $ 7.00 $ 1,854,889
November 2009 through March 2010 ..........cccoeieiiniiiniieeeee e 604,000 $ 665 $ 550 $ 350 $ 106,087
April through OCtober 2010.........cceveiiieiesere e 856,000 $ 680 $ 550 $ 350 $ 18,100
$ 7,120,723
At March 31, 2009, we had the following natural gas swap position:
Volume Fair
Period (MMBtu) Price Value
April through OCtODEr 2009..........ccvcviiicicietei ettt b e 856,000 $ 4.47 $ 385,189

Interest Rate Risks and Related Hedging Activities

When we enter into an interest rate swap, we may designate the derivative as a cash flow hedge, at which time we prepare the
documentation required under SFAS 133. Hedges of our interest rate are designated as cash flow hedges based on whether the interest
on the underlying debt is converted to a fixed interest rate. Changes in derivative fair values that are designated as cash flow hedges
are deferred as other comprehensive income or loss to the extent that they are effective and then recognized in earnings when the
hedged transactions occur.

We use fixed rate swaps to limit our exposure to fluctuations in interest rates with the objective of realizing a fixed cash flow
stream from these activities. At March 31, 2009, we had the following interest rate swaps:

Effective Designated Fixed Notional Fair

Description date maturity date rate (1) amount Value
Floating-to-fixed SWap ........cccoereirenne e, 12/14/2007 12/14/2010 3.86% $ 15,000,000 $ (601,712)
Floating-to-fixed SWap ........coovvieieniie e, 1/3/2008 1/4/2010 3.95% $ 10,000,000 $  (262,091)
Floating-to-fixed SWap ........cooveieieneie e, 3/25/2008 3/25/2010 2.38% $ 10,000,000 $  (117,103)
Floating-to-fixed SWap ........coovvieieniie e, 5/13/2008 5/13/2010 3.07% $ 5,000,000 $ (106,613)
Floating-to-fixed SWap ........cccovereirenne e, 1/6/2009 1/6/2011 1.38% $ 5,000,000 $ (8,836)
$ (1,096,355)

(1) The floating rate paid by the counterparty is the British Bankers’ Association LIBOR rate.
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Capital Expenditures and Capital Resources
The following table is a summary of our capital expenditures on an accrual basis by category:

Three Months Ended March 31,

2009 2008
Capital expenditures:

Leasehold aCqUISIEION ........ccciiiiiiiiiececct ettt $ 639,973 $ 828,567
b (0] (0] 7= V1 o] 1 IR UR USSR 9,607 10,057
DEVEIOPIMENT ...ttt bbbtk b bt et ettt et 2,045,935 5,296,436
Other items (primarily capitalized overhead and iNterest)..........ccocoooeierieniiieniniecieieeeee 559,331 1,946,693
Total capital EXPENAITUIES .......ccveieiiiice e s re e sresaesrenre $ 3254846 $ 8,081,753

We expect our capital expenditure budget for 2009 to be funded from our estimated operating cash flows. If the amount and
timing of cash flows are reduced, we will reduce our capital budget. The amount and timing of our expenditures are subject to change
based upon market conditions, natural gas prices, results of expenditures and other factors. We routinely adjust our capital expenditure
budget in response to changes in natural gas prices, drilling and acquisition costs, cash flow, drilling results and borrowing base
redeterminations under our revolving credit facility. Based on current gas price projections, we expect capital expenditures to be less
than the $24.1 million capital budget we previously announced.

The development of coalbed methane fields requires substantial initial investment before meaningful production and resulting
cash flows are realized. Among the factors that can be expected to affect our cash flows and liquidity are the characteristics of the
field, the amount of water produced, the methods utilized to dispose of produced water, the transportation alternatives, and the timing
and volume of initial and subsequent natural gas production volumes.

Currently, there is an unprecedented uncertainty in the financial markets. The uncertainty in the market brings additional
potential risks to us. The risks include less availability and higher costs of additional credit, potential counterparty defaults, and further
commercial bank failures. Although the financial institutions in our bank group appear to be capable of meeting their obligation under
the facility, some that have been and others could be considered take-over candidates. Although we have no indication that any such
transactions would impact our current credit facility, the possibility does exist. Financial market disruptions may impact our ability to
collect trade receivables. We constantly monitor the credit worthiness of our customers. We believe that our current group of
counterparties are sound and represent no abnormal business risk.

Changes in natural gas prices significantly affect our revenues, financial condition, cash flows and borrowing capacity. Markets
for natural gas have historically been volatile and we expect this trend to continue. Prices for natural gas may fluctuate in response to
changes in supply and demand, market uncertainty, seasonal, political and other factors beyond our control. We are unable to
accurately predict the prices we will receive for our natural gas. Accordingly, any significant or sustained declines in natural gas prices
may materially adversely affect our financial condition, liquidity, ability to obtain financing and operating results. Lower natural gas
prices also may reduce the amount of natural gas that we can produce economically. A decline in natural gas prices could have a
material adverse effect on the estimated value and estimated quantities of our natural gas reserves, our ability to fund our operations
and our financial condition, cash flow, results of operations and access to capital. Our capital expenditure budgets are highly
dependent on future natural gas prices.

At March 31, 2009, the carrying value of the Company’s gas properties in the U.S. and Canada exceeded the full cost ceiling
limitation by $112.9 million, net of income tax of $68.5 million, based upon a natural gas price of approximately $3.73 per Mcf in
effect at that date. However, as allowed by the guidelines of the SEC, since gas prices have significantly increased subsequent to
March 31, 2009, a recalculation of the ceiling limitation has been performed. At May 7, 2009, the carrying value of the Company’s
gas properties in the U.S. and Canada exceeded the full cost ceiling limitation by $86.9 million, net of income tax of $52.8 million,
based upon a natural gas price of approximately $4.21 per Mcf in effect at that date. A decline in prices received for gas sales or an
increase in operating costs or reductions in estimated economically recoverable quantities could result in the recognition of an
impairment of our gas properties in a future period. Holding all factors constant other than natural gas prices, a 10% and 20% decline
in the price of $4.21 per Mcf used as of March 31, 2009 would have resulted in an additional ceiling test impairment of approximately
19% and 38%, respectively, of our full cost pool.

We believe that we are positioned to continue operations in the current credit market environment. We believe we have
attributes that are beneficial to operations in today’s conditions including over $1.5 million in cash, $19 million available under our
revolving credit facility, premium natural gas pricing due to the geographic our location of our properties, and long-lived reserves with
shallow, almost flat, production decline rates.
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Revolving Credit Facility

On March 12, 2009, the Company’s bank syndicate approved a borrowing base of $140 million after completing its year-end
borrowing base determination. The next regular borrowing base determination, which will be based on a June 30, 2009 reserve report
prepared by the Company, is scheduled to be complete on or before December 16, 2009. Under the terms of the determination, our
borrowing cost was increased by approximately 100 basis points and the fee on the undrawn portion of the borrowing base was
increased by 12.5 basis points. Our revolving credit facility permits us to borrow and repay amounts as needed based on the available
borrowing base as determined in the credit agreement. The revolving credit facility is secured by substantially all of our gas properties
and the capital stock of our subsidiaries. The borrowing base under the revolving credit facility is based upon the reserve valuation of
our gas properties as of June 30 and December 31 of each year and other factors deemed relevant by the lenders, including Bank of
America as agent. The lenders may also request one additional borrowing base re-determination in any fiscal year. If not extended, our
credit facility will mature in January 2011.

As of March 31, 2009, we had $121.0 million of borrowings outstanding under our revolving credit facility, resulting in a
borrowing availability of $19.0 million under our $140.0 million borrowing base. For the three months ended March 31, 2009 and
2008 we borrowed $16.5 million and $20.5 million, respectively, and made payments of $12.0 million and $16.0 million, respectively,
under the revolving credit facility. The outstanding balances on the revolving credit facility bear interest at the Company’s option of
either (a) the bank’s adjusted base rate, which is the greatest of (i) the bank’s base rate, (ii) the Federal Funds Rate plus 0.5%, or
(iii) the one-month LIBOR rate plus 1%, plus a margin of 1.375% to 2.125% based on borrowing base usage, or (b) the adjusted
LIBOR rate, plus a margin of 2.25% to 3.00%, based on borrowing base usage. The rates at March 31, 2009 and December 31, 2008,
excluding the effect of our interest rate swaps, were 3.52% and 2.49%, respectively. For the three months ended March 31, 2009 and
2008, interest on the borrowings averaged 3.31% per annum and 4.28% per annum, respectively.

We are subject to certain restrictive financial and non-financial covenants under the credit agreement, including a minimum
current ratio, adjusted for unrealized (gains) losses on derivative contracts and borrowing availability, of 1.0 to 1.0, and a rate of
consolidated EBITDA to interest expense of up to 2.75 to 1.0, both as defined in the credit agreement. As of March 31, 2009, we were
in compliance with all of the financial covenants in the credit agreement.

Contractual Commitments

We have numerous contractual commitments in the ordinary course of business, debt service requirements and operating lease
commitments.

Recent Pronouncements

Recent FASB Staff Positions — On April 9, 2009, the FASB issued three Staff Positions (“FSP”) effective for interim and
annual periods ending after June 15, 2009, with early adoption permitted for periods ending after March 15, 2009 as follows:

(1) Determining Fair Value When Market Activity Has Decreased — FSP FAS 157-4, which applies to all assets and
liabilities (i.e., financial and nonfinancial), reemphasizes that the objective of fair value remains unchanged (i.e., an exit
price notion). FSP FAS 157-4 provides application guidance on measuring fair value when the volume and level of
activity has significantly decreased and identifying transactions that are not orderly. FSP FAS 157-4 also emphasizes that
an entity cannot presume that an observable transaction price is not orderly even when there has been a significant decline
in the volume and level of activity. FSP FAS 157-4 also requires enhanced disclosures.

(2) Other-Than-Temporary Impairment (OTTI) — FSP FAS 115-2/124-2 provides a new OTTI model for debt securities
only. Equity securities will continue to apply the existing OTTI model. The FSP shifts the focus for debt securities from
an entity’s intent to hold until recovery to its intent to sell. FSP FAS 115-2/124-2 also requires entities to initially apply
the provisions of the standard to certain previously other-than-temporarily impaired debt instruments existing as of the
date of initial adoption by making a cumulative-effect adjustment to the opening balance of retained earnings in the period
of adoption. The cumulative-effect adjustment reclassifies the noncredit portion of a previously other-than-temporarily
impaired debt security held as of the date of initial adoption from retained earnings to accumulated other comprehensive
income. FSP FAS 115-2/124-2 also requires enhanced disclosures.

(3) Interim Fair Value Disclosures for Financial Instruments — FSP FAS 107-1/APB 28-1 expands the fair value disclosures
required for all financial instruments within the scope of Statement 107 to interim periods. The disclosure requirements of
FSP FAS 107-1/APB 28-1 only apply to public entities. FSP FAS 107-1/APB 28-1 does not require interim disclosures of
credit or market risks also discussed in Statement 107.

We do not expect this guidance to have a significant impact on us. “We will adopt the new staff positions as of June 30, 2009.
We are currently evaluating the provisions of the staff positions and assessing the impact, if any, they may have on our financial
position and results of operations.”
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Recent SEC Rule-Making Activity — In December 2008, the SEC announced that it had approved revisions designed to
modernize the oil and gas company reserve reporting requirements. The most significant amendments to the requirements include the
following:

. Commodity Prices — Economic producibility of reserves and discounted cash flows will be based on a 12-month average
commaodity price unless contractual arrangements designate the price to be used.

. Disclosure of Unproved Reserves — Probable and possible reserves may be disclosed separately on a voluntary basis.

. Proved Undeveloped Reserve Guidelines — Reserves may be classified as proved undeveloped if there is a high degree of
confidence that the quantities will be recovered.

. Reserve Estimation Using New Technologies — Reserves may be estimated through the use of reliable technology in
addition to flow tests and production history.

. Reserve Personnel and Estimation Process — Additional disclosure is required regarding the qualifications of the chief
technical person who oversees our reserves estimation process. We will also be required to provide a general discussion of
our internal controls used to assure the objectivity of the reserves estimate.

. Non-Traditional Resources — The definition of oil and gas producing activities will expand and focus on the marketable
product rather than the method of extraction.

The rules are effective for fiscal years ending on or after December 31, 2009, and early adoption is not permitted. We are
currently evaluating the new rules and assessing the impact they will have on our reported gas reserves. The SEC is coordinating with
the Financial Accounting Standards Board to obtain the revisions necessary to SFAS 19, “Financial Accounting and Reporting by Qil
and Gas Producing Companies”, and SFAS 69 to provide consistency with the new rules.

In the event that consistency is not achieved in time for companies to comply with the new rules, the SEC will consider delaying
the compliance date.

Item 3. Quantitative and Qualitative Disclosures About Market Risk

Commodity Price Risk. Our major commodity price risk exposure is to the prices received for our natural gas production.
Realized commodity prices received for our production are the spot prices applicable to natural gas. Prices received for natural gas are
volatile and unpredictable and are beyond our control. At March 31, 2009, a 10% decrease in the prices received for natural gas
production would have had an approximate $1.1 million impact on our revenues.

Interest Rate Risk. We have long-term debt subject to the risk of loss associated with movements in interest rates. At March 31,
2009, we had $121 million outstanding under our revolving credit facility. For the three months ended March 31, 2009 and 2008,
interest on the borrowings averaged 3.31% per annum and 4.28% per annum, respectively. Borrowing availability at March 31, 2009
was $19 million. All of the debt outstanding under our revolving credit facility accrues interest at floating or market rates. Fluctuations
in market interest rates will cause our interest costs to fluctuate. Based upon the balance outstanding under our revolving credit facility
at March 31, 2009, a 1% increase in market interest rates would have increased interest expense and negatively impacted our annual
cash flows by approximately $0.8 million. $45 million of the outstanding balance was excluded from our market rate analysis due to
lack of interest rate exposure based on the interest rate swaps we have in place.

Foreign Currency Exchange Rate Risk. We have exploratory operations in Canada and do not have operations in any other
foreign countries. We do not hedge our foreign currency risk and are exposed to foreign currency exchange rate risk in the Canadian
dollar. Because our Canadian project is exploratory, changes in the exchange rate do not impact our revenues or expenses but
primarily affect the costs of unevaluated properties. We continue to monitor the foreign currency exchange rate in Canada and may
implement measures to protect against the foreign currency exchange rate risk in the future.
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Item 4. Controls and Procedures
Evaluation of Disclosure Controls and Procedures

In accordance with Exchange Act Rules 13a-15(e) and 15d-15(e), we carried out an evaluation, under the supervision and with
the participation of management, including our Chief Executive Officer and our Chief Financial Officer, of the effectiveness of our
disclosure controls and procedures as of the end of the period covered by this report. Based on that evaluation, our Chief Executive
Officer and Chief Financial Officer concluded that our disclosure controls and procedures were effective as of March 31, 2009 to
provide reasonable assurance that information required to be disclosed in our reports filed or submitted under the Exchange Act is
recorded, processed, summarized and reported within the time periods specified in the SEC’s rules and forms. Our disclosure controls
and procedures include controls and procedures designed to ensure that information required to be disclosed in reports filed or
submitted under the Exchange Act is accumulated and communicated to our management, including our Chief Executive Officer and
Chief Financial Officer, as appropriate, to allow timely decisions regarding required disclosure.

Changes in Internal Controls Over Financial Reporting

There were no changes in our internal control over financial reporting that occurred during the most recent fiscal quarter that
have materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.
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Part Il. OTHER INFORMATION

Item 1. Legal Proceedings

From time to time we are a party to litigation in the normal course of business. While the outcome of lawsuits or other
proceedings against us cannot be predicted with certainty, management does not believe that the adverse effect on our financial
condition, results of operations or cash flows, if any, will be material.

CNX Antitrust Action

We filed a complaint against CNX and Island Creek Coal Company (“Island Creek”), an affiliate of CNX, in the Circuit Court
of Tazewell County, Virginia on February 14, 2007, in which we sought damages arising from alleged violations of the Virginia
Antitrust Act, tortious interference with contractual relations with third parties and statutory and common law conspiracy. The suit
sought compensatory and consequential damages for alleged violations of the Virginia Antitrust Act, including alleged anticompetitive
efforts of CNX to dominate and maintain its control over the market for the production and transportation of coalbed methane gas
from the Oakwood Field in Buchanan County, Virginia and for CNX’s alleged efforts to conspire and act in concert with Island Creek
and others to dominate and maintain control over the market for the production and transportation of coalbed methane gas from the
Oakwood Field in violation of the Virginia Antitrust Act and Virginia statutory and common law. The suit also alleged CNX’s
intentional interference with our existing and prospective third-party business relationships in an attempt to harm us and improve
CNX’s position and corporate and financial interests. In accordance with an opinion issued by the Tazewell Circuit Court in December
2007, we have filed an amended petition that restates with specificity our claims against CNX and Island Creek, names Cardinal States
Gathering Company and CONSOL Energy Inc., the ultimate parent of the other defendants, as additional defendants, and seeks actual
damages of $385.6 million. We are seeking treble damages for the alleged violations of the Virginia Antitrust Act, as well as
injunctive relief to prevent CNX and other parties from continuing these alleged anticompetitive activities.

Environmental and Regulatory

As of March 31, 2009, there were no known environmental or other regulatory matters related to our operations that are
reasonably expected to result in a material liability to us.

Item 1A. Risk Factors

There has been the following change from the risk factors disclosed in the “Risk Factors™ section of our Annual Report on Form
10-K for the year ended December 31, 2008:

We may not be able to maintain compliance with NASDAQ's continued listing requirements.

We must comply with NASDAQ's continued listing requirements in order to maintain our listing on NASDAQ's Global Market.
These continued listing standards include requirements addressing the number of shares publicly held, market value of publicly held
shares, stockholder's equity, number of round lot holders, and a $1.00 minimum closing bid price. Our stock price has generally been
below the $1.00 minimum bid requirement since March 2009. Ordinarily, if a company's closing bid price is below $1.00 for 30
consecutive trading days, it receives a notice from NASDAQ that it will be subject to delisting if it fails to regain compliance within
180 days following the date of the notice letter by maintaining a minimum bid closing price of at least $1.00 for ten consecutive
business days. However, the NASDAQ has suspended the $1.00 minimum bid requirement through July 19, 2009. If NASDAQ
reinstates the $1.00 minimum bid price requirement as scheduled and, thereafter, the closing bid price for our common stock is below
$1.00 per share for 30 consecutive days or if we in the future fail to meet the other requirements for continued listing on the NASDAQ
Global Market, then our common stock could be delisted.

In order to regain compliance with the $1.00 minimum bid requirement, we would have to attain a stock price of at least $1.00
per share for a minimum of 10 consecutive business days prior to the expiration of 180 days from the date of the notice letter from
NASDAQ), but the NASDAQ may in its discretion require that we maintain a bid price of at least $1.00 per share for a period in
excess of 10 consecutive business days.

The delisting of our common stock would adversely affect the market liquidity for our common stock, the per share price of our
common stock and impair our ability to raise capital that may be needed for future operations. Delisting from NASDAQ could also
have other negative results, including the potential loss of confidence by customers and employees, the loss of institutional investor
interest and fewer business development opportunities. In addition, we would be subject to a number of restrictions regarding the
registration and qualification of our common stock under federal and state securities laws.
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If our common stock is not eligible for quotation on another market or exchange, trading of our common stock could be
conducted in the over-the-counter market or on an electronic bulletin board established for unlisted securities such as the Pink Sheets
or the OTC Bulletin Board. In such event, it could become more difficult to dispose of, or obtain accurate quotations for the price of
our common stock, and there would likely also be a reduction in our coverage by security analysts and the news media, which could
cause the price of our common stock to decline further.

If our stock price trades below $1.00 for a sustained period and we face delisting on the NASDAQ, we may seek to implement a
reverse stock split. However, reverse stock splits frequently result in a loss in stockholder value as the actual post-split price is often
lower than the pre-split price, adjusted for the split. Accordingly, a reverse stock split may not solve the listing requirement deficiency
even if implemented.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds
None.
Item 3. Defaults Upon Senior Securities.
None.
Item 4. Submission of Matters to a Vote of Security Holders
None.
Item 5. Other Information.
None.
Item 6. Exhibits.

The information required by this Item 6 is set forth in the Index to Exhibits accompanying this quarterly report on Form 10-Q.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be signed on
its behalf by the undersigned thereunto duly authorized.

GeoMet, Inc.

Date: May 8, 2009 By /s/ William C. Rankin

William C. Rankin, Executive Vice President and Chief Financial Officer
(Principal Financial Officer)
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INDEX TO EXHIBITS

Exhibit
Number Exhibits

10.1 Second Amendment to Third Amended and Restated Credit Agreement dated March 24, 2009 by and among Bank of
America, N.A., as administrative agent, and certain financial institutions, as lenders (incorporated herein by reference to
Exhibit 10.1 to the Company’s 8-K filed on March 25, 2009)

31.1* Certification of the Company’s Chief Financial Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002
(18 U.S.C. Section 7241).

31.2* Certification of the Company’s Chief Executive Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002
(18 U.S.C. Section 7241).

32*  Certification of the Company’s Chief Executive Officer and Chief Financial Officer Pursuant to Section 906 of the Sarbanes-
Oxley Act of 2002 (18 U.S.C. Section 1350).

*  Attached hereto
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Exhibit 31.1
CERTIFICATION PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002
I, William C. Rankin, certify that
1. I have reviewed this quarterly report on Form 10-Q for the quarter ended March 31, 2009 of GeoMet, Inc. (“registrant”);

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with
respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in
this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in
Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed
under our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is
made known to us by others within those entities, particularly during the period in which this report is being prepared,;

b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be
designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with generally accepted accounting principles;

c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report
based on such evaluation; and

d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the
registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially
affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer and | have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the
equivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report
financial information; and

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

Date: May 8, 2009

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




Exhibit 31.2
CERTIFICATION PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002
I, J. Darby Seré, certify that
1. I have reviewed this quarterly report on Form 10-Q for the quarter ended March 31, 2009 of GeoMet, Inc. (“registrant”);

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with
respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in
this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in
Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed
under our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is
made known to us by others within those entities, particularly during the period in which this report is being prepared,;

b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be
designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with generally accepted accounting principles;

c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report
based on such evaluation; and

d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the
registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially
affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer and | have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the
equivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report
financial information; and

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

Date: May 8, 2009

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




Exhibit 32

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350, AS ADOPTED
PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of GeoMet, Inc. (the “Company™) for the quarter ended March 31, 2009 as filed with
the Securities and Exchange Commission on the date hereof (the “Report™), I, J. Darby Seré, Chief Executive Officer, and I, William
C. Rankin, Chief Financial Officer of the Company, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of
the Sarbanes-Oxley Act of 2002, that, to our knowledge:

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

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of
operations of the Company.

/s/ J. DARBY SERE /s WILLIAM C. RANKIN
J. Darby Seré William C. Rankin
Chief Executive Officer Chief Financial Officer
May 8, 2009 May 8, 2009

A signed original of this written statement required by Section 906 has been provided to the Company and will be retained by
the Company and furnished to the Securities and Exchange Commission or its staff upon request.



