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DOCUMENTS INCORPORATED BY REFERENCE

Portions of the proxy statement related to thestegits 2011 Annual Meeting of Shareholders are incotedray reference into P
[l of this annual report.

CAUTIONARY STATEMENT CONCERNING FORWARD-LOOKING STA TEMENTS

We are including the following discussion to infowar existing and potential security holders gelheraf some of the risks ai
uncertainties that can affect our company and ke talvantage of the “safe harbor” protection famfard{ooking statements that applica
federal securities law affords.

From time to time, our management or persons aamgur behalf may make forwatdeking statements to inform existing ¢
potential security holders about our company. Aditeaments other than statements of historical fastkided in this report regarding ¢
financial position, business strategy, plans andatives of management for future operations, itjusonditions, and indebtedness cove
compliance are forward-looking statements. Wherd usethis report, forwardeoking statements are generally accompanied hynsen
phrases such as “estimate,” “project,” “predictijefieve,” “expect,” “anticipate,” “target,” “plan,"intend,” “seek,” “goal,” “will,” “should,”
“may” or other words and similar expressions that contey uncertainty of future events or outcomes. Iterostemplating or makir
assumptions about, actual or potential future satemket size, collaborations, and trends or opegatesults also constitute such forward-
looking statements.

Forward-looking statements involve inherent riskd ancertainties, and important factors (many oicWlare beyond our compamsy’
control) that could cause actual results to diffeaterially from those set forth in the forwdabking statements, including the followil
general economic or industry conditions, nationalhg/or in the communities in which our companydwats business, changes in the int
rate environment, legislation or regulatory requiests, conditions of the securities markets, ollitalo raise capital, changes in accoun
principles, policies or guidelines, financial orlipoal instability, acts of war or terrorism, othe&conomic, competitive, governmen
regulatory and technical factors affecting our camps operations, products, services and prices.

We have based these forwdombking statements on our current expectations assumptions about future events. While
management considers these expectations and assosnft be reasonable, they are inherently subijpctignificant business, econon
competitive, regulatory and other risks, continges@nd uncertainties, most of which are diffi¢alpredict and many of which are beyond
control. Accordingly, results actually achieved mdiffer materially from expected results in thesataments. Forwartboking statemen
speak only as of the date they are made. You shmrdider carefully the statements in “ltem 1A.kKRksactors”and other sections of tl
report, which describe factors that could causeamtmal results to differ from those set forth he forwardlooking statements. Our comp:
does not undertake, and specifically disclaims, ahlgation to update any forwaideking statements to reflect events or circumsge
occurring after the date of such statements.

Readers are urged not to place undue relianceese ttorwardeoking statements, which speak only as of the datais report. W
assume no obligation to update any forwtoking statements in order to reflect any eventimmumstance that may arise after the date o
report, other than as may be required by applicaeor regulation. Readers are urged to carefelyew and consider the various disclos
made by us in our reports filed with the Unitedt&taSecurities and Exchange Commission (the “SE@iixh attempt to advise interes
parties of the risks and factors that may affectlasiness, financial condition, results of operatind cash flows. If one or more of these
or uncertainties materialize, or if the underlyiagsumptions prove incorrect, our actual results wey materially from those expectec
projected.




GLOSSARY OF TERMS
Unless otherwise indicated in this report, natgasé volumes are stated at the legal pressure liabe state or geographic are:
which the reserves are located at 60 degrees HatiterCrude oil and natural gas equivalents aterdéned using the ratio of six Mcf
natural gas to one barrel of crude oil, condensatetural gas liquids.

The following definitions shall apply to the tecbal terms used in this report.

Terms used to describe quantities of crude oil andatural gas:

“ Bbl " — barrel or barrels.

“ BOE " — barrels of crude oil equivalent.

“ Boepd” -barrels of crude oil equivalent per day.

“ MBbI ” — thousand barrels.

“MBoe” -thousand barrels of crude oil equivalent.
“ Mcf " — thousand cubic feet of gas.

“ Mcfe” — thousand cubic feet of gas equivalent.

“ MMBDbls " — million barrels.

“MMBoe” - million barrels of crude oil equivalent.
“ MMcf " — million cubic feet of gas.

“ MMcfe " — million cubic feet of gas equivalent.

“ MMcfepd” — million cubic feet of gas equivalent per day.
“ MMcfpd " — million cubic feet of gas per day.

Terms used to describe our interests in wells ancceeage:

“ Developed acreagémeans acreage consisting of leased acres spaesgdignable to productive wells. Acreage includedpacing units
infill wells is classified as developed acreagéhattime production commences from the initial virelthe spacing unit. As such, the additio
an infill well does not have any impact on a comps@amount of developed acreage.

“ Development well is a well drilled within the proved area of a crualeor natural gas reservoir to the depth of graphic horizon (roc
layer or formation) noted to be productive for fuepose of extracting proved crude oil or natuesd geserves.

“ Dry hole” is an exploratory or development well found to beapable of producing either crude oil or natuied @ sufficient quantities
justify completion as a crude oil or natural gadiw

“ Exploratory well” is a well drilled to find and produce crude oil matural gas in an unproved area, to find a newrvegein a fielc
previously found to be producing crude oil or natgas in another reservoir, or to extend a knoegenvoir.




“ Gross acres refer to the number of acres in which we own a@sgrworking interest.

“ Gross well’ is a well in which we own a working interest.

“ Infill well " is a subsequent well drilled in an established isgagnit to the addition of an already establispeaductive well in the spaci
unit. Acreage on which infill wells are drilled tonsidered developed commencing with the ingfalductive well established in the spat

unit. As such, the addition of an infill well dorst have any impact on a company’s amount of dgesl acreage.

“ Net acres’ represent our percentage ownership of gross acredgeacres are deemed to exist when the sunadtfidnal ownership workir
interests in gross acres equals one (e.g., a 10&ivgainterest in a lease covering 640 gross asreguivalent to 64 net acres).

“Net acres under the bit means those leased acres on which wells are spllohgd drilled, awaiting completion or completingnd not ye
classified as developed acreage, regardless ohehet not such acreage contains proved reseAe®age included in spacing units of ir
wells is not considered under the bit because sucbage was already previously classified as dpedl@acreage when the initial well v
completed in the subject spacing unit.

“ Net well” is deemed to exist when the sum of fractional esghip working interests in gross wells equals one.

“ Productive well’ is an exploratory or a development well thatd a dry hole.

“ Undeveloped acreagé means those leased acres on which wells have rest O8lled or completed to a point that would permhie
production of economic quantities of crude oil axadural gas, regardless of whether or not suctagereontains proved reserves. Undevel
acreage includes net acres under the bit untibdymtive well is established in the spacing unit.

Terms used to assign a present value to or to cléfgysour reserves:

“ Proved reserves or “ reserves’ — Proved crude oil and natural gas reserves are ttjoastities of crude oil and natural gas, which
analysis of geoscience and engineering data, cagstimated with reasonable certainty to be econaligiproducible—rom a given dat
forward, from known reservoirs, and under existaapnomic conditions, operating methods, and govemiregulations—prior to the time
which contracts providing the right to operate expiunless evidence indicates that renewal is reddy certain, regardless of whet
deterministic or probabilistic methods are usedliierestimation.The project to extract the hydrocarbons must hawencenced or the opera
must be reasonably certain that it will commeneepttoject within a reasonable time.

“ Proved developed reserves (PDP’s}) Reserves that can be expected to be recoveredgthrexisting wells with existing equipment
operating methods. Additional crude oil and natga$ expected to be obtained through the applitatidfluid injection or other improwve
recovery techniques for supplementing the natunaels and mechanisms of primary recovery are iedud “proved developed reservasily
after testing by a pilot project or after the opieraof an installed program has confirmed thropgbduction response that increased recc
will be achieved.

“ Proved developed non-producing reserves (PDNP’s)}- Proved crude oil and natural gas reserves tleal@reloped behind pipe, shinter
that can be recovered through improved recovery aftér the necessary equipment has been installaghen the costs to do so are relati
minor. Shutin reserves are expected to be recovered fromofhptetion intervals which are open at the timehef éstimate but which have

started producing, (2) wells that were shutfor market conditions or pipeline connections, (8) wells not capable of production

mechanical reasons. Behipipe reserves are expected to be recovered fromszorexisting wells that will require additionarapletion worl
or future recompletion prior to the start of protioic.

“ Proved undeveloped drilling locatioh — A site on which a development well can be drilleshsistent with spacing rules for purpose
recovering proved undeveloped reserves.




“ Proved undeveloped reserves (PUDs) — Proved crude oil and natural gas reserves thagxpected to be recovered from new well:
undrilled acreage or from existing wells where ktreely major expenditure is required for develaprh Reserves on undrilled acreage
limited to those drilling units offsetting produai units that are reasonably certain of productidren drilled. Proved reserves for ol
undrilled units are claimed only where it can bendaestrated with certainty that there is continwifyproduction from the existing product
formation. Estimates for proved undeveloped reserre not attributed to any acreage for which guliegtion of fluid injection or othe
improved recovery technique is contemplated, unéegsh techniques have been proven effective byahtdsts in the area and in the s
reservoir.

“ Probable reserves - are those additional reserves which analysis ofgjence and engineering data indicate are ledly likéhe recovere
than proved reserves but which together with praesérves, are as likely as not to be recovered.

“ Possible reserves —are those additional reserves which analysis ofgjence and engineering data suggest are lesg tikéle recoverab
than probable reserves.

“ Pre-tax PV-10" — means estimated future net revenue, discountedadé af 10% per annum, before income taxes arfd matprice or co
escalation or de-escalation in accordance withejinds promulgated by the SEC.

“ Standardized Measuré —means estimated future net revenue, discountedadéaf 10% per annum, after income taxes and matiprice

or cost escalation, calculated in accordance witbofinting Standards Codification (“ASCIB2, formerly Statement of Financial Accoun
Standards No. 69 “Disclosures About Oil and GasliBcang Activities.”
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NORTHERN OIL AND GAS, INC.
ANNUAL REPORT ON FORM 10-K
FOR FISCAL YEAR ENDED DECEMBER 31, 2010
PART |
Item 1. Business
Overview

Our company took its present form on March 20, 2@@Ten Northern Oil and Gas, Inc. (“Northernd) Nevada corporation engay
in our current business, merged with and into albsgliary, with Northern remaining as the survivicwyporation (the “Merger”)Northerr
then merged into us, and we were the surviving@atpn. We then changed our name to Northern @l @as, Inc. As a result of the Mer
Northern was deemed to be the acquiring companyiriancial reporting purposes and the transactias lbeen accounted for as a rev
merger. Our primary operations are now those folymmyerated by Northern as well as other businesisities since March 2007.

On June 30, 2010, Northern completed its reincatdpam in the State of Minnesota from the State ef/&a pursuant to a plan
merger between Northern Oil and Gas, Inc., a Newadporation, and Northern Oil and Gas, Inc., amédgpta corporation and wholbywnec
subsidiary of the Nevada corporation. Upon thea@iporation, each outstanding certificate repridsgrshares of the Nevada corporaton’
common stock was deemed, without any action byhtbiders thereof, to represent the same number ksd of shares of our compaay’
common stock. As of June 30, 2010, the rightsusfatnareholders began to be governed by Minnesupration law and our current artic
of incorporation and bylaws.

Our common stock commenced trading on the Amertarck Exchange (“AMEX”) on March 26, 2008 under gnbol “NOG.”
Our common stock commenced trading on the New Yatdck Exchange (“NYSE”"pn the NYSE Amex Equities Market platform uj
completion of NYSE Euronext’s acquisition of the A&M.

Business

We are a growtloriented independent energy company engaged iadheisition, exploration, development and productd crudk
oil and natural gas properties, primarily in thekBen and Three Forks formations within the WillistBasin in North Dakota and Montana.
of March 1, 2011, we controlled 147,407 net acrethé Williston Basin targeting the Bakken and EhFerks formations and owned work
interests in 337 successful discoveries, consisth@32 targeting the Bakken and Three Forks foionat and five targeting Red Ri
structures. Our current Bakken and Three Forkspmctive acreage position will allow us to drilpapximately 921 net wells based on six
wells per 960-acre spacing units. As of March@1, 22 we had developed 23,279 net acres and ha@6Lhgt acres under the biVe reaffirn
our focus and commitment to only the Williston BaBiakken, Three Forks and Red River plays.

We believe that we are able to create value vitegyic acreage acquisitions and convert that valygortion thereof into producti
by utilizing experienced industry partners speeiaf in the specific areas of interest. We havgetad specific prospects and began drilling
crude oil in the Williston Basin region in the fdlfiscal quarter of 2007.

As an exploration company, our business stratety identify and exploit the crude oil producingkRan and Three Forks formatis
We intend to take advantage of our expertise imeggive land acquisition to pursue exploration dedelopment projects as a noperating
working interest partner, participating in drillirgtivities primarily on a headgs basis proportionate to our working interest. Gusiness dor
not depend upon any intellectual property, liceraresther proprietary property unique to our compaut instead revolves around our ab
to acquire mineral rights and participate in drijiactivities by virtue of our ownership of sucghts and through the relationships we t
developed with our operating partners.
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We believe our competitive advantage lies in ouilitgbto acquire property in the Williston Basin ia nimble and efficie
fashion. We historically have acquired propertigspurchasing individual or small groups of lead@gctly from mineral owners or frc
landmen or lease brokers, as well as purchasirsg lpackages in identified project areas contrdiledpecific operators. We continue to uti
a variety of methods to acquire properties, andrameasingly focusing our efforts on acquiring pedies subject to specific drilling projects
included in permitted or drilling spacing units.

We are focused on maintaining a low overhead siractWe believe we are in a position to most effitly exploit and identify hic
production crude oil and natural gas properties tueur unique nomperator model through which we are able to difersur risk ant
participate in the evolution of technology by tlwlective expertise of those operators with whigh partner. We intend to continue to carel
pursue the acquisition of properties that fit orofite.

Reserves

We completed our initial reservoir engineering akdtions in the first fiscal quarter of 2008 andawetly completed our most curr
reservoir engineering calculation as of DecemberZ10. Based on o ur independent reservoir engimg firm’s calculation of prove
undeveloped reserves as of December 31, 2009, xipmately 22% of ouproved undeveloped reserves were converted to grdegelope
reserves during 2010.

Based on the results of our December 31, 2010 wesanalysis, our proved reserves increased appadeiyn 158% during 20:
primarily as a result of increased drilling actvinvolving our acreage and our acquisition of age subject tepecific drilling projects ¢
included in permitted or drilling spacing unit®Ve incurred approximately $ 124 milliar capital expenditures for drilling activities dy the
year ended December 31, 2010, all of which directintributed to the increase in our proved developservesNo other expenditur
materially contributed to the development of prodesteloped reserves in 201®Ve expect that our proved undeveloped reserveuiitinue
to be converted to proved developed producing veseas additional wells are drilled including oereage. We do not have any matt
amounts of proved undeveloped reserves that haweaimed undeveloped for five years or more.

At yearend, we had developed approximately 15% of our Balkdnd Three Forks prospective acreage. At yaanerhad 10,748 n
acres under the bit, for a total of approximately934 net acres or 23% of our prospective BakkehTdmee Forks position which consiste:
both developed acreage and net acres under th@létvalue of our reserves is calculated by deteng the present value of estimated fu
revenues to be generated from the production ofpooved reserves, net of estimated lease operatipgnses, production taxes and fu
development costs. All of our proved reserves atated in North Dakota and Montana.

Preparation of our reserve report is outlined in 8arbane®©xley Act Section 404 internal control procedui@sr procedures requ
that our reserve report be prepared by a thady registered independent engineering firm atehd of every year based on informatior
provide to such engineer. We accumulate histopoadluction data for our wells, calculate historileslse operating expenses and differen
update working interests and net revenue interebtajn updated authorizations for expenditure EAF from our operations department i
obtain geological and geophysical information framperators. This data is forwarded to our thpedty engineering firm for review a
calculation. Our Chief Executive Officer provide§iraal review of our reserve report and the assimnptrelied upon in such report.

We have utilized Ryder Scott Company, LP (“Rydeot8}, an independent reservoir engineering firsoar thirdparty engineerin
firm beginning with the preparation of our DecemB#r 2008 reserve report. The selection of RydettSs approved by our Audit Commit
[annually]. Ryder Scott is one of the largest resigrevaluation consulting firms and evaluates crudeaoitl natural gas properties .
independently certifies petroleum reserves quastifor various clients throughout the United Stagd internationally. Ryder Scott |
substantial experience calculating the reservesuabdus other companies with operations targetimgBakken and Three Forks formations
as such, we believe Ryder Scott has sufficient eepee to appropriately determine our reserves.eRygtott utilizes proprietary technolo
systems and data to calculate our reserves commaesuith this experience.
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The proved reserves tables below summarize ounat&d proved reserves as of December 31, 2010d g reports prepared
Ryder Scott . The reports of our estimated praesgrves in their entirety abased on the information we provide to them. Ry®lewtt is
Colorado Registered Engineering Firm{580). Our primary contact at Ryder Scott is JameBaird, Senior Vice President. Mr. Baird i
State of Colorado Licensed Professional Engineeefise #41521).

In accordance with applicable requirements of tB€ Sestimates of our net proved reserves and futetegevenues are made u
average prices at the beginning of each montherifimonth period prior to the date of such reserverestts and are held constant throug
the life of the properties (except to the extenbatract specifically provides for escalation).

The reserves set forth in the Ryder Scott reparttlie properties are estimated by performance ndstliw analogy. In gener
reserves attributable to producing wells and/oemesirs are estimated by performance methods ssiateeline curve analysis which utili:
extrapolations of historical production data. Ress attributable to noproducing and undeveloped reserves included inreport ar
estimated by analogy. The estimates of the resefuture production, and income attributable toperties are prepared using the econ
software package Aries for Windows, a copyrighteapam of Halliburton.

To estimate economically recoverable crude oil matiral gas reserves and related future net casis fiwe consider many factors
assumptions including, but not limited to, the wdeeservoir parameters derived from geologicabpdgsical and engineering data wt
cannot be measured directly, economic criteriadasecurrent costs and SEC pricing requirements farecasts of future of production ra
Under the SEC regulations 21018¢a)(22)(v) and (26), proved reserves must be dstmated to be economically producible based ostiex
economic conditions including the prices and castwhich economic producibility from a reservoirtisbe determined as of the effective
of the report. With respect to the property intes@ge own, production and well tests from examinetls, normal direct costs of operating
wells or leases, other costs such as transportatioifor processing fees, production taxes, recdiopl@nd development costs and pro
prices are based on the SEC regulations, geologiapk, well logs, core analyses, and pressure merasuats.

The reserve data set forth in the Ryder Scott tegmresents only estimateand should not be construed as being exact digem
They may or may not be actually recovered, anédbvered, the actual revenues and costs could be andess than the estimated amol
Moreover, estimates of reserves may increase oedse as a result of future operations.

Reservoir engineering is a subjective process tifnating underground accumulations of crude oil awadural gas that cannot
measured in an exact manner. There are numerowstaimties inherent in estimating crude oil andureltgas reserves and their estim
values, including many factors beyond our contfdle accuracy of any reserve estimate is a funaifotihe quality of available data and
engineering and geologic interpretation and judgmas a result, estimates of different engineansjuding those used by us, may vary
addition, estimates of reserves are subject tasi@vibased upon actual production, results of &utevelopment and exploration activit
prevailing crude oil and natural gas prices, oprgatosts and other factors. The revisions may bteral. Accordingly, reserve estimates
often different from the quantities of crude oildamatural gas that are ultimately recovered anchagiely dependent upon the accuracy of
assumptions upon which they are based. Our estihmegeproved reserves, included in our SEC filifgs/e not been filed with or includec
reports to any other federal agency. See “ltemRi8k Factors -Estimates of crude oil and natural gas reservdasathanake may be inaccur
and our actual revenues may be lower than our éiahprojections.”

Ryder Scott prepared two separate reserve repaldgég our proved reserves at December 31, 2016 .r@ports value only our prov
reserves and do not value our probable reservesrgrossible reserves. Both tables account foigstrdine pricing of crude oil and natural ¢
at constant prices over the expected life of oulsw®ur “SEC Pricing Proved Reservesgére calculated using crude oil and natural gace
parameters established by current SEC guidelindg-arancial Accounting Standard Board guidance. @eansitivity Case Proved Reserves”
were calculated using higher assumed values fatecnil and natural gas selected at our discretiohetter reflect our current expectati
because the SEC pricing parameters are significémtler than current market prices and our averagézed price per barrel at Decembet
2010. The Sensitivity Case Proved Reserves taloleiged below is intended to illustrate reserve gitities to the commodity prices. The
Sensitivity Case using the constant average prick88.91 represents the February 25, 2010 closifid Wude oil price less our weight
average deduction from spot price for the fiscaryend of 2010. The “Sensitivity Case Proved Resgrshould not be confused wit&EC
Pricing Proved Reserves” as outlined below and doésomply with SEC pricing assumptions, but doasply with all other definitions.
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SEC Pricing Proved Reserve$!)

Crude Oil Natural Gas Total Pre-Tax
(barrels) (cubic feet) (BOE) (2)  PV10% Value (3)
PDP Propertie 4,857,27. 2,698,40. 5,307,000 $ 160,307,68
PDNP Propertie 983,47: 815,02t 1,119,31: $ 30,829,81
PUD Properties 8,152,95. 6,936,53! 9,309,04: $ 104,374,01
Total Proved Propertie 13,993,69 10,449,96 15,735,36 $ 295,511,52

Sensitivity Case Proved Reserves)

Pre-Tax

Crude Oil Natural Gas Total PV10%

(barrels) (cubic feet) (BOE) (2) Value (3)
PDP Propertie 4,960,35! 2,746,56 5,418,11 $206,160,60
PDNP Propertie 1,001,771 829,92 1,140,091 $ 39,942,59
PUD Properties 8,269,36! 7,035,48 9,441,941 $172,593,73
Total Proved Propertie 14,231,49 10,611,97 16,000,15 $418,696,93

@ The SEC Pricing Proved Reserves table above valuele oil and natural gas reserve quantities aladiede discounted future net ¢
flows as of December 31, 2010 assuming a conséatized price of $70.46 per barrel of crude oil andonstant realized price
$5.04 per Mcf of natural gas.

The Sensitivity Case Proved Reserves table abduesarude oil and natural gas reserve quantitidsraelated discounted future
cash flows as of December 31, 2010 assuming aaunsalized price of $88.91 per barrel of crudeant a constant realized pr
of $5.04 per Mcf of natural gas, which prices avegistent with prior SEC pricing methodology.

The Sensitivity Case Proved Reserves table is detgrio illustrate reserve sensitivities to the cadity prices. The Sensitivity
Case Proved Reserves” should not be confused SHC Pricing Proved Reserves$ outlined above and does not comply with
pricing assumptions, but does comply with all otldefinitions. Based on Ryder Scettteserve analysis, the increase in
Sensitivity Case reserves is primarily attributedhte positive correlation between higher pricash@erel and longer well lives.

The values presented in both tables above werelagdd by Ryder Scot

@ B OE are computed based on a conversion ratio oB@te for each barrel of crude oil and one BOE fogrgye,000 cubic feet (i.e.
Mcf) of natural gas

©) Pre-tax PV10% may be considered a @%®AP financial measure as defined by the SEC andeisved from the standardiz
measure of discounted future net cash flows, wiidhe most directly comparable standardized firdmoeasure. Preax PV10% i
computed on the same basis as the standardizeduraeafsdiscounted future net cash flows but withdetucting future incon
taxes. We believe Pitax PV10% is a useful measure for investors foluating the relative monetary significance of owrde oi
and natural gas properties. We further believestors may utilize our Prax PV10% as a basis for comparison of the relegize
and value of our reserves to other companies beamasy factors that are unique to each individoatgany impact the amount
future income taxes to be paid. Our management thée€sneasure when assessing the potential returinvestment related to ¢
crude oil and natural gas properties and acquisititlowever, Préax PV10% is not a substitute for the standardizesghsure «
discounted future net cash flows. Our Par-PV10% and the standardized measure of discdduatere net cash flows do not purg
to present the fair value of our crude oil and reltgas reserves. The pex PV10% values of our Total Proved Propertietha
tables above differ from the tables reconciling pretax PV10% value on the following page of this AnhRaport due to roundit
differences in certain tables of Ryder S’s reserve repor

Our December 31, 2010 reserve report includes aasament of proven undeveloped locations for ordikkBn and Three For
prospective acreage, which includes approximatéhb ®&f our Bakken and Three Forks undeveloped aereAg of December 31, 2010,
Bakken and Three Forks prospective acreage positibrallow us to drill approximately 876 net wellsased on six net wells per 960ke
spacing units.

The tables above assume prices and costs discousitegl an annual discount rate of 10% without fitescalation, without givir
effect to nonproperty related expenses such as general and mthaiive expenses, debt service and depreciatiepletion and amortizatic
or federal income taxes. The “Pre-tax PV10%"” valoksur proved reserves presented in the foregt@bles may be considered a nGAAP
financial measure as defined by the SEC.
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The following table reconciles the ptax PV10% value of our SEC Pricing Proved Resetwdbe standardized measure of discou
future net cash flows.

SEC Pricing Proved Reserve

Standardized Measure Reconciliation

Pre-tax Present Value of estimated future net revee-tax PV10%) $ 295,511,53
Future income taxes, discounted at 10% (84,898,74)
Standardized measure of discounted future netftask $210,612,79

The following table reconciles the pt@x PV10% value of our Sensitivity Case Proved Reseto the standardized measur
discounted future net cash flows.

Sensitivity Case Proved Reserve

Standardized Measure Reconciliation

Pre-tax Present Value of estimated future net reve®e-tax PV10%) $ 418,696,96
Future income taxes, discounted at 10% (131,118,86)
Standardized measure of discounted future netftash $ 287,578,10

Uncertainties are inherent in estimating quantitiésproved reserves, including many risk factorydmel our control. Reser
engineering is a subjective process of estimatifgssrface accumulations of crude oil and natural that cannot be measured in an ¢
manner. As a result, estimates of proved resenasvary depending upon the engineer valuing therves. Further, our actual realized p
for our crude oil and natural gas is not likelyaterage the pricing parameters used to calculatproved reserves. As such, the crude oil
natural gas quantities and the value of those cadiities ultimately recovered from our propertiesiwéry from reserve estimates.

Additional discussion of our proved reserves isfegh under the heading “Supplemental Oil and @dgrmation” to our financie
statements included later in this report.

Recent Developments

During 2010, we continued to focus our operationsaoquiring leaseholds and drilling exploratory aleelopmental wells in tl
Williston Basin. We acquired an aggregate of 56,888itional net mineral acres during 2010, for &erage cost of $1,043 per net a
primarily in Billings, Burke, Divide, Dunn, Golde¥alley, McKenzie, Mountrail, Williams, and Stark @uaties, of North Dakota but also
Richland, and Roosevelt of Montana. During 2018 participated in the completion of 170 gross wellh a 100% success rate in the Bal
and Three Forks formations. As of December 310201r principal assets included approximately 226,net acres located in the Willis
Basin region of the northern United States and @pprately 7,950 net acres located in Yates Coudgw York, as more fully described un
the heading “Properties — Leasehold Propertiesteim 2 of this report.

During 2010, we continued to acquire interestsrude oil, gas and mineral leases with the intentibimcreasing our acreage positi
in desired prospects of the Williston Basin. A cdete discussion of our significant acquisitionsidgrthe past fiscal year is included under the
heading “Properties — Recent Acreage Acquisitiangtem 2 of this report.

Production Methods

We primarily engage in crude oil and natural gagl@ation and production by participating on a “teap” basis alongside third-
party interests in wells drilled and completed pacng units that include our acreage. We typicd#pend on drilling partners to propc
permit and initiate the drilling of wells. Prior tmmencing drilling, our partners are requiregrovide all owners of crude oil, natural gas
mineral interests within the designated spacing @ opportunity to participate in the drillingste and revenues of the well to the extel
their prorata share of such interest within the spacing. uni010, we participated in the drilling of akw wells that included any of ¢
acreage. We will assess each drilling opportunita@ase-byase basis going forward and participate in wabs tve expect to meet our ret
thresholds based upon our estimates of ultimatevezaeble crude oil and natural gas, expertise efdperator and completed well cost fi
each project, as well as other factors. At thegireime we expect to participate pursuant to oorking interest in substantially all, if not
of the wells proposed to us.
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We do not manage our commodities marketing aatiwitnternally, but our operating partners genenalfyrket and sell crude oil a
natural gas produced from wells in which we havenéerest. Our operating partners coordinate taesjportation of our crude oil product
from our wells to appropriate pipelines pursuanatangements that such partners negotiate andaimainith various parties purchasing
production. We understand that our partners gelgesall our production to a variety of purchaserprevailing market prices under separe
negotiated shoterm contracts. The price at which production il ggenerally is tied to the spot market for crudle Williston Basin Ligh
Sweet Crude from the Bakken source rock is geneddd2 API crude oil and is readily accepted into tigefine infrastructure. The weight
average differential reported to us by our prodsicierring 2010 was $8.97 per barrel below New Yoedantile Exchange (NYMEX) pricin
Our weighted average differential was approximatgly).09 during the fourth quarter of 2010. Thiffedential represents the imbed:
transportation costs in moving the crude oil frorellivead to refinery and will fluctuate based on ikmlity of pipeline, rail and otht
transportation methods.

Competition

The crude oil and natural gas industry is intensmynpetitive, and we compete with numerous othederoil and natural g
exploration and production companies. Some of tkesgpanies have substantially greater resourceswiehave. Not only do they explore
and produce crude oil and natural gas, but alsoyroarry on midstream and refining operations andketgpetroleum and other products ¢
regional, national or worldwide basis. The operagiof other companies may be able to pay more Xploeatory prospects and product
crude oil and natural gas properties. They may latés@ more resources to define, evaluate, bidrfdrparchase a greater number of prope
and prospects than our financial or human resoyeasit.

Our larger or integrated competitors may have #smurces to be better able to absorb the burdexisfing, and any changes
federal, state, and local laws and regulations neaigly than we can, which would adversely affagt competitive position. Our ability
discover reserves and acquire additional propeirig¢ise future will be dependent upon our abilihdaesources to evaluate and select sui
properties and to consummate transactions in igidyhcompetitive environment. In addition, we mlag at a disadvantage in producing ci
oil and natural gas properties and bidding for eratbry prospects, because we have fewer finaaoidlhuman resources than other comp.
in our industry. Should a larger and better fin@hcempany decide to directly compete with us, aadiccessful in its efforts, our busir
could be adversely affected.

Marketing and Customers

The market for crude oil and natural gas that wié produce depends on factors beyond our contnaluding the extent of domes
production and imports of crude oil and natural,ghg proximity and capacity of natural gas pipetirand other transportation facilit
demand for crude oil and natural gas, the markeifrgpmpetitive fuels and the effects of state settkral regulation. The crude oil and nat
gas industry also competes with other industriestpplying the energy and fuel requirements of &tidal, commercial and individL
consumers.

Our crude oil production is expected to be soldrates tied to the spot crude oil markets. Our rztgas production is expected tc
sold under shorterm contracts and priced based on first of thetmamdex prices or on daily spot market prices. &y on our operatir
partners to market and sell our production. Ourrajireg partners involve a variety of explorationdaproduction companies, from la
publicly-traded companies to small, privateywned companies. We do not believe the loss ofsamgle operator would have a material adv
effect on our company as a whole.

Principal Agreements Affecting Our Ordinary Business

We do not own any physical real estate, but, imstear acreage is comprised of leasehold intesegigct to the terms and provisi
of lease agreements that provide our company tite to drill and maintain wells in specific geoghép areas. All lease arrangements
comprise our acreage positions are established usitustrystandard terms that have been established andrusiegl crude oil and natural ¢
industry for many years. Some of our leases maydipiired from other parties that obtained the pabieasehold interest prior to
acquisition of the leasehold interest.
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In general, our lease agreements stipulate five tgFens. Bonuses and royalty rates are negotiated case-byase basis consisti
with industry standard pricing. Once a well is lédl and production established, the well is considéheld by production,fneaning the lea
continues as long as crude oil is being producedeocations within the drilling unit created farwell may also be drilled at any time with
time limit as long as the lease is held by produrctiGiven the current pace of drilling in the Bakkgay at this time, we do not believe le
expiration issues will materially affect our Noiflakota position.

Governmental Regulation and Environmental Matters

Our operations are subject to various rules, reguia and limitations impacting the crude oil angtural gas exploration a
production industry as whole.

Regulation of Crude Oil and Natural Gas Product

Our crude oil and natural gas exploration, productand related operations, when developed, areeculyp extensive rules a
regulations promulgated by federal, state, trilval bocal authorities and agencies. For exampletiNDakota and Montana require permits
drilling operations, drilling bonds and reports ceming operations and impose other requiremetdsirg to the exploration and productior
crude oil and natural gas. Such states may alse Btatutes or regulations addressing conservatiatters, including provisions for t
unitization or pooling of crude oil and natural gaeperties, the establishment of maximum ratggaduction from wells, and the regulatior
spacing, plugging and abandonment of such welléuriéao comply with any such rules and regulatioas result in substantial penalties.
regulatory burden on the crude oil and naturaligdastry will most likely increase our cost of dgibusiness and may affect our profitabi
Although we believe we are currently in substant@minpliance with all applicable laws and regulasiobecause such rules and regulation
frequently amended or reinterpreted, we are un@bf@edict the future cost or impact of complyinghasuch laws. Significant expenditu
may be required to comply with governmental lawd segulations and may have a material adversetaffeour financial condition and rest
of operations.

Environmental Matter

Our operations and properties are subject to extenand changing federal, state and local laws esgllations relating -
environmental protection, including the generatistorage, handling, emission, transportation asdhdirge of materials into the environm
and relating to safety and health. The recent tianenvironmental legislation and regulation gefieris toward stricter standards, and
trend will likely continue. These laws and reguas may:

= require the acquisition of a permit or other auitetion before construction or drilling commences &or certain other activitie:

= limit or prohibit construction, drilling and othactivities on certain lands lying within wildernesmsd other protected areas; ¢

= impose substantial liabilities for pollution resng from its operations

The permits required for our operations may beextho revocation, modification and renewal by isglauthorities. Governmen
authorities have the power émforce their regulations, and violations are stttje fines or injunctions, or both. In the opiniohmanagemer
we are in substantial compliance with current agatlle environmental laws and regulations, and hevenaterial commitments for cap

expenditures to comply with existing environmentduirements. Nevertheless, changes in existingr@mental laws and regulations ol
interpretations thereof could have a significanpaet on our company, as well as the crude oil atdral gas industry in general.
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The Comprehensive Environmental, Response, Compiensand Liability Act (“CERCLA”) and comparable state statutes im
strict, joint and several liability on owners anplecators of sites and on persons who disposed afranged for the disposal ofidzardou
substancesfound at such sites. It is not uncommon for theyhleoring landowners and other third parties todleEms for personal injury a
property damage allegedly caused by the hazarddstasices released into the environment. The Heldesmurce Conservation and Reco
Act (“RCRA") and comparable state statutes govdra disposal of “solid waste” and “hazardous wastell authorize the imposition
substantial fines and penalties for noncomplianskhough CERCLA currently excludes petroleum froms definition of ‘hazardou
substance,” state laws affecting our operations imgapse clearup liability relating to petroleum and petroleuntated products. In additic
although RCRA classifies certain crude oil fieldstes as “non-hazardousslich exploration and production wastes could bassified a
hazardous wastes thereby making such wastes stijexire stringent handling and disposal requirgsen

The Endangered Species Act (“ESABeks to ensure that activities do not jeopardiwaegered or threatened animal, fish and
species, nor destroy or modify the critical habahtsuch species. Under ESA, exploration and pridomperations, as well as actions
federal agencies, may not significantly impairewgardize the species or its habitat. ESA providesriminal penalties for willful violations
the Act. Other statutes that provide protectiomnémal and plant species and that may apply tcoperations include, but are not necess
limited to, the Fish and Wildlife Coordination Adhe Fishery Conservation and Management Act, thgrdtbry Bird Treaty Act and ti
National Historic Preservation Act. Although weibek that our operations will be in substantial ptiance with such statutes, any chanc
these statutes or any reclassification of a spexdesndangered could subject our company to signifiexpenses to modify our operation
could force our company to discontinue certain apens altogether.

Climate Change

Significant studies and research have been dewvotetimate change and global warming, and climdtange has developed int
major political issue in the United States and gliyb Certain research suggests that greenhousemgasions contribute to climate change
pose a threat to the environment. Recent scieméBearch and political debate has focused ingradarbon dioxide and methane incident.
crude oil and natural gas exploration and produactMany states and the federal government havetemaegislation directed at controlli
greenhouse gas emissions, and future legislationregulation could impose additional restrictionsrequirements in connection with
drilling and production activities and favor useaifernative energy sources, which could incregssrating costs and demand for crude
products. As such, our business could be matergaliyersely affected by domestic and internatioegislation targeted at controlling clim
change.

Employees

We currently have 11 full time employees. Our Ctitgkbcutive Officer and Chairman, Michael L. Regard our President, Ryan
Gilbertson, are responsible for all material poliogking decisions. They are assisted in the imphation of our compang’ business by o
Chief Financial Officer and our Chief Operating iO& and General Counsel. All employees have edtiette written employment agreeme
As drilling production activities continue to inage, we may hire additional technical or adminiisteapersonnel as appropriate. We do
expect a significant change in the number of fatlet employees over the next 12 months based upooustentlyprojected drilling plan. W
are using and will continue to use the servicesa@épendent consultants and contractors to perf@mious professional services, particularl
the area of land services and reservoir engineekg believe that this use of thipdty service providers enhances our ability totaio
general and administrative expenses.

Office Locations
Our executive offices are located at 315 Manitolvarue, Suite 200, Wayzata, Minnesota 55391. Ouceofpace consists of 3,(

square feet leased pursuant to a freer office lease agreement that commenced in Bepr2008. We believe our current office spac
sufficient to meet our needs for the foreseealiigréu
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Financial Information about Segments and Geographiéreas

We have not segregated our operations into geogragkas given the fact that all of our productawtivities occur within th
Williston Basin.

Available Information — Reports to Security Holders

Our website address is www.northernoil.coiive make available on this website under “InveRtelations,free of charge, our anni
reports on Form 10-K (formerly Form 10-KSB), qudstaeports on Form 10-Q (formerly Form 10-QSB)rremt reports on Form B-anc
amendments to those reports as soon as reasomabticable after we electronically file those matksrwith, or furnish those materials to,
SEC. These filings are also available to the pultithe SEG Public Reference Room at 100 F Street, NE, Rob&0,1Washington, D
20549. The public may obtain information on theragien of the Public Reference Room by calling 8tC at 1-800-SE©330. Electroni
filings with the SEC are also available on the S&€rnet website at www.sec.gov

We have also posted to our website our Audit CotemiCharter, Compensation Committee Charter, Namm&ommittee Chart
and our Code of Business Conduct and Ethics, iitiaddo all pertinent company contact information.

Item 1A. Risk Factors
Risks Related to our Business
The possibility of a global financial crisis maygiificantly impact our business and financial contin for the foreseeable future.

The credit crisis and related turmoil in the glofimhncial system may adversely impact our busiressour financial condition, a
we may face challenges if conditions in the finahoiarkets do not improve. Our ability to accessdhpital markets may be restricted at a
when we would like, or need, to raise financingjolhcould have a material negative impact on oexifiility to react to changing econor
and business conditions. The economic situatiodcbave a material negative impact on operatorsiyploom we are dependent for drill
our wells, our lenders or customers, causing theifait to meet their obligations to us. Additionalimarket conditions could have a mate
negative impact on our crude oil hedging arrangegménour counterparties are unable to perform rthadiligations or seek bankrup
protection. We believe we will have sufficient dapito fund our 2011 drilling program. However, éaohal capital would be required in 1
event that we accelerate our drilling program at tirude oil prices decline substantially resuliimgignificantly lower revenues.

We may be unable to obtain additional capital thaée will require to implement our business plan, whicould restrict our ability to grow.

We expect that our cash position, unused credititieand revenues from crude oil and natural gales will be sufficient to fund o
2011 drilling program. However, those funds may betsufficient to fund both our continuing operaicand our planned growth. We r
require additional capital to continue to grow business via acquisitions and to further expandegpioration and development programs.
may be unable to obtain additional capital if arttew required.

Future acquisitions and future exploration, develept, production and marketing activities, as \aslbur administrative requireme
(such as salaries, insurance expenses and generakad expenses, as well as legal compliance andtsiccounting expenses) will requi
substantial amount of capital and cash flow.

We may pursue sources of additional capital throughous financing transactions or arrangementsiuding joint venturing c
projects, debt financing, equity financing or otineeans. We may not be successful in identifyingable financing transactions in the ti
period required or at all, and we may not obtam ¢hapital we require by other means. If we do meteed in raising additional capital,
resources may not be sufficient to fund our planegehnsion of operations in the future.
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Any additional capital raised through the sale gfiy may dilute the ownership percentage of owarsholders. Raising any st
capital could also result in a decrease in therfarket value of our equity securities becauseassets would be owned by a larger pou
outstanding equity. The terms of securities weddgsufuture capital transactions may be more favier#o our new investors, and may incl
preferences, superior voting rights and the isseiafiother derivative securities. In addition, wavé granted and will continue to grant eq
incentive awards under our equity incentive plaviich may have a further dilutive effect.

Our ability to obtain financing, if and when necays may be impaired by such factors as the camitakets (both generally and in
crude oil and natural gas industry in particulay limited operating history, the location of arude oil and natural gas properties and p
of crude oil and natural gas on the commoditiesketar (which will impact the amount of as$etsed financing available to us) and
departure of key employees. Further, if crude oih@tural gas prices on the commodities marketirde®ur revenues will likely decrease .
such decreased revenues may increase our requirefioercapital. If the amount of capital we areeabd raise from financing activitie
together with our revenues from operations, isqufticient to satisfy our capital needs (even te #éxtent that we reduce our operations)
may be required to cease our operations, divesagaets at unattractive prices or obtain finanoimgnattractive terms.

We may incur substantial costs in pursuing futuapital financing, including investment banking fekgal fees, accounting fe
securities law compliance fees, printing and distion expenses and other costs. We may also léredgo recognize nooash expenses
connection with certain securities we may issudchvimay adversely impact our financial condition.

We have a limited operating history, and may notdiecessful in sustaining profitable business optoas.

We have a limited operating history. Our businepsrations must be considered in light of the riskgpenses and difficulti
frequently encountered in establishing a businegke crude oil and natural gas industries. We fiemnerated revenues from operations it
fiscal year ended December 31, 2008. There carolassurance that our business operations will ptove successful in the loigkm. Ou
future operating results will depend on many fagtorcluding:

= our ability to raise adequate working capi

= success of our development and exploral

= demand for natural gas and crude

= the level of our competitior

= our ability to attract and maintain key managensamt employees; ar

= our ability to efficiently explore, develop and pixe sufficient quantities of marketable naturad ga crude oil in a high
competitive and speculative environment while naimihg quality and controlling cost

To sustain profitable operations in the future, mast, alone or with others, successfully manageabwrs stated above, as wel
continue to develop ways to enhance our producéffarts. Despite our best efforts, we may not becsasful in our exploration
development efforts, or obtain required regulatapprovals. There is a possibility that some of wetls may never produce natural ga
crude oil.

We are highly dependent on Michael Reger, our Chiekecutive Officer, Chairman and Director, and Rya@ilbertson, President ar
Director. The loss of either of them, upon whosedwledge, leadership and technical expertise we re@puld harm our ability to execu
our business plan.

Our success depends heavily upon the continuedilootions of Michael Reger and Ryan Gilbertson, sd&nowledge, leaders|
and technical expertise would be difficult to req@aand on our ability to retain and attract exgered engineers, geoscientists and
technical and professional staff. If we were tceltiseir services, our ability to execute our bussnglan would be harmed and we may be fc
to cease operations until such time as we are tabkitably replace them. Mr. Reger and Mr. Gilben have entered into employrr
agreements with our company, however, they mayitette their employment with our company at any time

11




Table of Content

Our lack of diversification will increase the riskf an investment in our company, and our financiabndition and results of operations m
deteriorate if we fail to diversify.

Our business focus is on the crude oil and natyaal industry in a limited number of propertiesniily in Montana and Nor
Dakota. Larger companies have the ability to martage risk by diversification. However, we lackvdrsification, in terms of both the nat
and geographic scope of our business. As a reseliyill likely be impacted more acutely by fact@®ecting our industry or the regions
which we operate than we would if our business weoege diversified, enhancing our risk profile. Iewdo not diversify our operations,
financial condition and results of operations cadideriorate.

Strategic relationships upon which we may rely aebject to change, which may diminish our ability tonduct our operations

Our ability to successfully acquire additional pedjes, to increase our reserves, to participatdriling opportunities and to identi
and enter into commercial arrangements with custsmél depend on developing and maintaining cleseking relationships with indust
participants and our ability to select and evalsaii¢able properties and to consummate transaciivasighly competitive environment. Th
realities are subject to change and our inabibtyngintain close working relationships with indygbarticipants or continue to acquire suiti
property may impair our ability to execute our Imesis plan.

To continue to develop our business, we will endede use the business relationships of our managemo enter into strateg
relationships, which may take the form of joint ttmes with other private parties and contractuedragements with other crude oil and nat
gas companies, including those that supply equipmued other resources that we will use in our lesgn\We may not be able to establish t
strategic relationships, or if established, we may be able to maintain them. In addition, the dgits of our relationships with strate
partners may require us to incur expenses or ualgctivities we would not otherwise be inclinedrt order to fulfill our obligations to the
partners or maintain our relationships. If suffitietrategic relationships are not establishedraathtained, our business prospects, fina
condition and results of operations may be matgraversely affected.

As a nor-operator, our development of successful operatioabes extensively on thirgharties who, if not successful, could have a masd
adverse affect on our results of operation.

We have only participated in wells operated bydipiarties. Our current ability to develop succesbfidiness operations depend:
the success of our consultants and drilling pastn@s a result, we do not control the timing orcass of the development, exploitat
production and exploration activities relating tor deasehold interests. If our consultants andimlyilpartners are not successful in <
activities relating to our leasehold interestsaoe unable or unwilling to perform, our financiainclition and results of operation would
materially adversely affected.

Competition in obtaining rights to explore and ddep crude oil and natural gas reserves and to markeir production may impair ou
business.

The crude oil and natural gas industry is highlynpetitive. Other crude oil and natural gas compani@y seek to acquire crude
and natural gas leases and other properties aniteemwe will need to operate our business in tle@sin which we expect to operate.
competition is increasingly intense as prices ofderoil and natural gas on the commodities markat® risen in recent years. Additione
other companies engaged in our line of businessaompete with us from time to time in obtaining italpfrom investors. Competitors inclu
larger companies which, in particular, may haveeasdo greater resources, may be more successhd necruitment and retention of qualil
employees and may conduct their own refining artcbpum marketing operations, which may give thenompetitive advantage. In additi
actual or potential competitors may be strengthethedugh the acquisition of additional assets amdrests. If we are unable to com
effectively or respond adequately to competitivesgures, our results of operation and financiatlitmm may be materially adversely affected.

12
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We may not be able to effectively manage our growthich may harm our profitability.

Our strategy envisions the expansion of our busindswe fail to effectively manage our growth, dimancial results could |
adversely affected. Growth may place a strain annsanagement systems and resources. We must centimefine and expand our busir
capabilities, our systems and processes and oesado financing sources. As we grow, we must naetto hire, train, supervise and mar
new employees. We cannot assure that we will be tabl

= meet our capital need

= expand our systems effectively or efficiently omitimely mannet

= allocate our human resources optima

= identify and hire qualified employees or retainnead employees;

= incorporate effectively the components of any beséthat we may acquire in our effort to achieewtin.

If we are unable to manage our growth, our findrnmmadition and results of operations may be maligradversely affected.

Our hedging activities could result in financial Eses or could reduce our net income, which may adely affect your investment in o
common stock.

We generally expect to enter into swap arrangentfeoms time-totime to hedge our expected production dependingeserves ar
market conditions. While intended to reduce thed of volatile crude oil and natural gas pricsh transactions may limit our poter
gains and increase our potential losses if crutlara natural gas prices were to rise substant@llr the price established by the hedg
addition, such transactions may expose us to $feofiloss in certain circumstances, includinganses in which:

= our production is less than expect

= there is a widening of price differentials betwekalivery points for our production and the delivg@gint assumed in the hec
arrangement; ¢

= the counterparties to our hedging agreementsdgietform under the contrac
Risks Related To Our Industry

Crude oil and natural gas prices are very volatil&.protracted period of depressed crude oil andurat gas prices may adversely affect «
business, financial condition, results of operatisror cash flows.

The crude oil and natural gas markets are verytil@land we cannot predict future crude oil anturel gas prices. The price
receive for our crude oil and natural gas productieavily influences our revenue, profitabilitycass to capital and future rate of growth.
prices we receive for our production and the lewélsur production depend on numerous factors beymr control. These factors include,
are not limited to, the following:

= changes in global supply and demand for cruderailraatural gas

= the actions of the Organization of Petroleum ExpgrCountries

= the price and quantity of imports of foreign cruadleand natural gas

= political and economic conditions, including emhlmg, in crude c-producing countries or affecting other crude-producing

activity;
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= the level of global crude oil and natural gas esgtion and production activit:

= the level of global crude oil and natural gas irneeies;

= weather conditions

= technological advances affecting energy consump

= domestic and foreign governmental regulatic

= proximity and capacity of crude oil and natural gg=lines and other transportation faciliti

= the price and availability of competit’ supplies of crude oil and natural gas in captivekeizareas; an

= the price and availability of alternative fue

The recent worldwide financial and credit crisidueed the availability of liquidity and credit torfd the continuation and expansio
industrial business operations worldwide. The sg®tof liquidity and credit combined with recenbstantial losses in worldwide eqt
markets led to a worldwide economic recession. Sibedown in economic activity caused by future samrecessions could reduce worldw
demand for energy resulting in lower crude oil aatural gas prices and restrict our access todityuand credit.

Lower crude oil and natural gas prices may not aldgrease our revenues on a per unit basis butredgaeduce the amount of cr
oil and natural gas that we can produce econoryiealtl therefore potentially lower our reserve bagki A substantial or extended declin
crude oil or natural gas prices may result in impaints of our proved crude oil and natural gas @ntigs and may materially and adver:
affect our future business, financial conditiorsuiés of operations, liquidity or ability to finaaglanned capital expenditures. To the e:
commodity prices received from production are ifisighnt to fund planned capital expenditures, wdl Wé required to reduce spending
borrow to cover any such shortfall. Lower crudeanitl natural gas prices may also reduce the anaunir borrowing base under our cr
agreement, which is determined at the discretiotm@fienders based on the collateral value of covgrl reserves that have been mortgag
the lenders, and is subject to regular redeterioinsitas well as special redeterminations desciiibéte credit agreement.

Drilling for and producing crude oil and natural ga are high risk activities with many uncertaintie

Our future success will depend on the successmofievelopment, exploitation, production and expioraactivities. Our crude oil al
natural gas exploration and production activities subject to numerous risks beyond our contraluiing the risk that drilling will not rest
in commercially viable crude oil or natural gas gwotion. Our decisions to purchase, explore, devep otherwise exploit prospects
properties will depend in part on the evaluatiordafa obtained through geophysical and geologicalyaes, production data and enginee
studies, the results of which are often inconclegiv subject to varying interpretations. Our cdstirilling, completing and operating wells
often uncertain before drilling commences. Overrumsbudgeted expenditures are common risks that roake a particular proje
uneconomical. Further, many factors may curtailayler cancel drilling, including the following:

= delays imposed by or resulting from compliance wé@ulatory requirement

= pressure or irregularities in geological formatic

= shortages of or delays in obtaining qualified pergd or equipment, including drilling rigs and C(

= equipment failures or accidents; ¢

= adverse weather conditions, such as freezing teatypes, hurricanes and storr

The presence of one or a combination of these fa@bour properties could adversely affect ourirmss, financial condition or results
operations.
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Our business of exploring for crude oil and naturglas is risky and may not be commercially succeksind the advanced technologies
use cannot eliminate exploration risk.

Our future success will depend on the successoéxploratory drilling program. Crude oil and natligas exploration involves a h
degree of risk. These risks are more acute in #rey estages of exploration. Our ability to produsvenue and our resulting finan
performance are significantly affected by the mieee receive for crude oil and natural gas proddoed wells on our acreage. Especiall
recent years, the prices at which crude oil andrahgas trade in the open market have experiesigaificant volatility and will likely continu
to fluctuate in the foreseeable future due to &waof influences including, but not limited tdnet following:

= domestic and foreign demand for crude oil and hwyas by both refineries and end us

= the introduction of alternative forms of fuel tgplace or compete with crude oil and natural (

= domestic and foreign reserves and supply of cruldend natural gas

= competitive measures implemented by our competé#ndsdomestic and foreign governmental boc

= political climates in nations that traditionallygoluce and export significant quantities of crudeaoid natural gas (includi
military and other conflicts in the Middle East asutrounding geographic region) and regulationstaritfs imposed by exportit
and importing nations

= weather conditions; ar
= domestic and foreign economic volatility and stil

Our expenditures on exploration may not result &wndiscoveries of crude oil or natural gas in comuiadly viable quantitie:
Projecting the costs of implementing an exploratdrifling program is difficult due to the inherenncertainties of drilling in unknov
formations, the costs associated with encountevemipus drilling conditions, such as ovemessured zones and tools lost in the hole
changes in drilling plans and locations as a resfyttrior exploratory wells or additional seismiatd and interpretations thereof.

Even when used and properly interpreted, three-asinaal (3D) seismic data and visualization techniques osbist geoscientists
identifying subsurface structures and hydrocarbuaticators. Such data and techniques do not all@wirtterpreter to know conclusively
hydrocarbons are present or economically produclbleddition, the use of three-dimensionalDBseismic data becomes less reliable v
used at increasing depths. We could incur lossesrasult of expenditures on unsuccessful wellexffloration costs exceed our estimates,
our exploration efforts do not produce results whiceet our expectations, our exploration efforty mat be commercially successful, wt
could adversely impact our ability to generate nexes from our operations.

We may not be able to develop crude oil and natugak reserves on an economically viable basis, and reserves and production m
decline as a result.

If we continue to succeed in discovering crudeaoitl/or natural gas reserves, we cannot assurghise reserves will be capable
production levels we project or in sufficient quties to be commercially viable. On a loteym basis, our viability depends on our abilit
find or acquire, develop and commercially produdeigonal crude oil and natural gas reserves. Withtbhe addition of reserves throt
acquisition, exploration or development activitiesy reserves and production will decline over tiesereserves are produced. Our fu
reserves will depend not only on our ability to eley thenexisting properties, but also on our ability toritiy and acquire additional suital
producing properties or prospects, to find marketghe crude oil and natural gas we develop aneffiectively distribute our production ir
our markets.

Future crude oil and natural gas exploration mayolwve unprofitable efforts, not only from dry wellbut from wells that a
productive but do not produce sufficient net revanto return a profit after drilling, operating aoither costs. Completion of a well does
assure a profit on the investment or recovery dfirdy, completion and operating costs. In additidnilling hazards or environmental dam
could greatly increase the cost of operations,\artus field operating conditions may adverselgetfthe production from successful we
These conditions include delays in obtaining gomental approvals or consents, sbotwns of connected wells resulting from extr
weather conditions, problems in storage and digish and adverse geological and mechanical camditi While we will endeavor
effectively manage these conditions, we cannotdserad of doing so optimally, and we will not béeato eliminate them completely in ¢
case. Therefore, these conditions could diminishreuenue and cash flow levels and result in theainment of our crude oil and natural
interests.
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Estimates of crude oil and natural gas reservestting®e make may be inaccurate and our actual revenuesy be lower than our financii
projections.

We make estimates of crude oil and natural gasrveseupon which we base our financial projectione make these rese
estimates using various assumptions, includingraptians as to crude oil and natural gas pricedlirdyiand operating expenses, caf
expenditures, taxes and availability of funds. Sahéhese assumptions are inherently subjectivd, the accuracy of our reserve estim
relies in part on the ability of our managementrteangineers and other advisors to make accuratergions. Economic factors beyond
control, such as crude oil and natural gas pricesiaterest rates, will also impact the value af @serves.

Determining the amount of crude oil and natural gaoverable from various formations where we haxgloration and productit
activities involves great uncertainty. For examjitre2006, the North Dakota Industrial Commissiorblghed an article that identified th
different estimates of generated crude oil recdslerdrom the Bakken formation. An organic chemistireated 50% of the reserves in
Bakken formation to be technically recoverablerade oil company estimated a recovery factor of 18% values presented in the N
Dakota Industrial Commission Oil and Gas Heariraggyed from 3 to 10%.

The process of estimating crude oil and naturalrgasrves is complex and will require us to usaiigant decisions and assumpti
in the evaluation of available geological, geopbgkiengineering and economic data for each prppag a result, our reserve estimates wi
inherently imprecise. Actual future production, @euoil and natural gas prices, revenues, taxeglagwment expenditures, operating expe
and quantities of recoverable crude oil and natgaal reserves may vary substantially from thosestienate. If actual production results v
substantially from our reserve estimates, this ¢onhterially reduce our revenues and result inrtfgairment of our crude oil and natural
interests.

Drilling new wells could result in new liabilitieswhich could endanger our interests in our propers and asset:

There are risks associated with the drilling ofdgrwil and natural gas wells, including encountgrimexpected formations
pressures, premature declines of reservoirs, lolots; craterings, sour gas releases, fires ants,spihong others. The occurrence of an
these events could significantly reduce our reverarecause substantial losses, impairing our fubperating results. We may become sul
to liability for pollution, blowouts or other hazards. We seek to maintain inseraith respect to these hazards; however, suchansa ha
limitations on liability that may not be sufficietd cover the full extent of such liabilities. Thayment of such liabilities could reduce the fu
available to us or could, in an extreme case, té@s@ total loss of our properties and assets.ddeer, we may not be able to maintain adec
insurance in the future at rates that are consilezasonable. Crude oil and natural gas produdjerations are also subject to all the 1
typically associated with such operations, inclgdimemature decline of reservoirs and the invasfomater into producing formations.

Decommissioning costs are unknown and may be subiéh Unplanned costs could divert resources frasther projects

We may become responsible for costs associated atitindoning and reclaiming wells, facilities angegtines which we use f
production of crude oil and natural gas reservasandlonment and reclamation of these facilities #aedcosts associated therewith is ¢
referred to as “decommissioningfle accrue a liability for decommissioning costsoagsted with our wells, but have not establisheyl eas!
reserve account for these potential costs in respfeany of our properties. If decommissioning égjuired before economic depletion of
properties or if our estimates of the costs of dandssioning exceed the value of the reserves réntaet any particular time to cover si
decommissioning costs, we may have to draw on fudrm® other sources to satisfy such costs. The aisether funds to satisfy su
decommissioning costs could impair our abilitydods capital investment in other areas of our lassin
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We may have difficulty distributing our productiomwhich could harm our financial condition.

In order to sell the crude oil and natural gas thatare able to produce, the operators of our vmedlg have to make arrangements
storage and distribution to the market. We wiliyreh local infrastructure and the availability cdrisportation for storage and shipment of
products, but infrastructure development and sty transportation facilities may be insufficiémt our needs at commercially accept:
terms in the localities in which we operate. Thitsation could be particularly problematic to theent that our operations are conducte
remote areas that are difficult to access, sudress that are distant from shipping and/or pipeliilities. These factors may affect our ab
to explore and develop properties and to storet@mdport our crude oil and natural gas produciioth may increase our expenses.

Furthermore, weather conditions or natural disasttions by companies doing business in one oe mitthe areas in which we v
operate, or labor disputes may impair the distidsubf crude oil and/or natural gas and in turnidish our financial condition or ability
maintain our operations.

Environmental risks may adversely affect our busgse

All phases of the crude oil and natural gas busipessent environmental risks and hazards anduéjecs to environmental regulati
pursuant to a variety of federal, state and muaidgws and regulations. Environmental legislafwovides for, among other things, restricti
and prohibitions on spills, releases or emissidngacious substances produced in association witldec oil and natural gas operations.
legislation also requires that wells and facilitys be operated, maintained, abandoned and remfaionthe satisfaction of applicable regula
authorities. Compliance with such legislation caquire significant expenditures, and a breach nemylt in the imposition of fines a
penalties, some of which may be material. Enviromtaelegislation is evolving in a manner we expewy result in stricter standards .
enforcement, larger fines and liability and potaihiincreased capital expenditures and operatogjsc The discharge of crude oil, natural
or other pollutants into the air, soil or water ngiye rise to liabilities to governments and thparties and may require us to incur cos
remedy such discharge. The application of envirartaddaws to our business may cause us to cumaipooduction or increase the costs of
production, development or exploration activities.

Our business will suffer if we cannot obtain or m#ain necessary licenses.

Our operations require licenses, permits and inesocases renewals of licenses and permits fromuwsdovernmental authorities. (
ability to obtain, sustain or renew such licensed permits on acceptable terms is subject to chamgegulations and policies and to
discretion of the applicable governmental authesitamong other factors. Our inability to obtainpor loss of or denial of extension of, an’
these licenses or permits could hamper our altdifgroduce revenues from our operations or otherwiaterially adversely affect our finan
condition and results of operations.

Challenges to our properties may impact our finaattondition.

Title to crude oil and natural gas interests igmfthot capable of conclusive determination withnatirring substantial expense. WI
we intend to make appropriate inquiries into thie of properties and other development rights aguae, title defects may exist. In additi
we may be unable to obtain adequate insurancél®defects, on a commercially reasonable basét atl. If title defects do exist, it is possi
that we may lose all or a portion of our rightletiand interests in and to the properties to wkiehtitle defects relate. If our property rights
reduced, our ability to conduct our explorationyelepment and production activities may be impaired mitigate title problems, comm
industry practice is to obtain a Title Opinion frangqualified crude oil and natural gas attornepmto the drilling operations of a well.

We will rely on technology to conduct our businessd our technology could become ineffective or olese.

We rely on technology, including geographic andmgt analysis techniques and economic models, telole our reserve estima
and to guide our exploration, development and pectdn activities. We will be required to contingabnhance and update our technolog
maintain its efficacy and to avoid obsolescences @bsts of doing so may be substantial and mayidbeehthan the costs that we anticipate
technology maintenance and development. If we nablg to maintain the efficacy of our technologyt ability to manage our business an
compete may be impaired. Further, even if we ate tbmaintain technical effectiveness, our techgglmay not be the most efficient me
of reaching our objectives, in which case we mayirhigher operating costs than we would were ecintiology more efficient.
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Risks Related to our Common Stock

The market price of our common stock is, and isdli to continue to be, highly volatile and subjeotwide fluctuations.

The market price of our common stock is likely tmtinue to be highly volatile and could be subjectvide fluctuations in response
a number of factors, some of which are beyond oatrol, including:

dilution caused by our issuance of additional sharfecommon stock and other forms of equity se@sjitwhich we expect
make in connection with future capital financinggfund our operations and growth, to attract andimevaluable personnel anc
connection with future strategic partnerships wither companies

announcements of new acquisitions, reserve dis@s/er other business initiatives by us or our cetibgrs;

our ability to take advantage of new acquisitiaesgerve discoveries or other business initiati

fluctuations in revenue from our crude oil and naltgas business as new reserves come to m

changes in the market for crude oil and naturalogasmodities and/or in the capital markets gengr

changes in the demand for crude oil and natura) geduding changes resulting from economic coodi, government
regulation or the introduction or expansion of il&dive fuels;

quarterly variations in our revenues and operagxgenses

changes in the valuation of similarly situated camips, both in our industry and in other industt

changes in analy¢ estimates affecting our company, our competitodd@rour industry

changes in the accounting methods used in or otbe@ffecting our industry

additions and departures of key person

announcements of technological innovations or nemdyicts available to the crude oil and naturaligdastry;
announcements by relevant governments pertainiingcémtives for alternative energy development paots;
fluctuations in interest rates and the availabttitycapital in the capital markets; a

significant sales of our common stock, includindesaby selling shareholders following the registratof shares under
prospectus

Some of these and other factors are largely bepamdontrol, and the impact of these risks, sirglyn the aggregate, may resul
material adverse changes to the market price oEoommmon stock and/or our results of operationsfenrashcial condition.

Our operating results may fluctuate significantland these fluctuations may cause the price of oomamon stock to decline.

Our operating results will likely vary in the futuprimarily as the result of fluctuations in ouveaues and operating expen
including the coming to market of crude oil andunat gas reserves that we are able to discovedawelop, expenses that we incur, the p
of crude oil and natural gas in the commoditieskat and other factors. If our results of operatido not meet the expectations of curre|
potential investors, the price of our common stoeky decline.
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Shareholders will experience dilution upon the ex#se of options and issuance of common stock under incentive plans

As of December 31, 2010, we had options for 265,8i6&es of common stock outstanding pursuant to2006 Incentive Stoc
Option Plan. Our 2009 Equity Incentive Plan pernoigsto issue up to 3,000,000 shares of our comrtamk ®ither upon exercise of st
options granted under such plan or through resttistock awards under such plan. As of Decembe2@l), we had issued 1,912,991 sh
of common stock pursuant to our 2009 Equity InaenBlan. No options have been issued under our EQd&y Incentive Plan. If the holde
of outstanding options exercise those options orGampensation Committee determines to grant amditistock awards under our incen
plan, shareholders may experience dilution in tbetangible book value of our common stock. Furthiee sale or availability for sale of
underlying shares in the marketplace could deprasstock price.

We do not expect to pay dividends in the foreseedbiure.

We do not intend to declare dividends for the feeable future, as we anticipate that we will regtveny future earnings in t
development and growth of our business. Therefaxestors will not receive any funds unless thei/their common stock, and shareholc
may be unable to sell their shares on favorablegesr at all. Investors cannot be assured of aipeseturn on investment or that they will
lose the entire amount of their investment in ammon stock.

We may issue additional stock without shareholdensent.

Our Board of Directors has authority, without aotior vote of the shareholders, to issue all or parbur authorized but unisst
shares. Additional shares may be issued in cororeatith future financing, acquisitions, employeecétplans, or otherwise. Any such issuz
will dilute the percentage ownership of existingusholders. We are also currently authorized taeisgp to 5,000,000 shares of preferred s
The Board of Directors can issue preferred stocérie or more series and fix the terms of such staithout shareholder approval. Prefe
stock may include the right to vote as a seriepanicular matters, preferences as to dividendsligiblation, conversion and redempt
rights and sinking fund provisions. The issuancereferred stock could adversely affect the rigiftthe holders of common stock and rec
the value of the common stock. In addition, spedifijhts granted to holders of preferred stock dalitcourage, delay or prevent a transa
involving a change in control of our company, eviedoing so would benefit our shareholders, andid@lso discourage proxy contests
make it more difficult for you and other sharehotdéo elect directors of your choosing and to causéo take other corporate actions
desire.

Item 1B. Un resol ved Staff Comments

None.
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Item 2. Properties
Leasehold Properties
As of December 31, 2010, our principal assets thetuapproximately 153,170 net acres located imtréhern region of the Unit
States. Net acreage represents our percentagershimef gross acreage. The following table sunimear our estimated gross and

developed and undeveloped acreage by prospectanider 31, 2010.

Developed Acreage Undeveloped Acreage Total Acreage

Gross Net Gross Net Gross Net
Bakken and Three Forl 272,30: 20,85! 264,78! 119,36! 537,08 140,21¢
Red River 1,60( 374 5,33¢ 4,63( 6,93¢ 5,00¢
Trenton/Black River, Marcellus ar
Queenstown-Medina - - 7,95( 7,95( 7,95( 7,95(
Total 273,90: 21,22¢ 278,06¢ 131,94! 551,97: 153,17(

The following table summarizes our estimated gevg$ net developed and undeveloped acreage byastBerember 31, 2010.

Developed Acreage Undeveloped Acreage Total Acreage

Gross Net Gross Net Gross Net
North Dakots 266,54¢ 20,08¢ 239,21( 104,35: 505,75t¢ 124,43¢
Montana 7,35¢ 1,133 30,90¢ 19,64« 38,26¢ 20,78
New York - - 7,95( 7,95( 7,95( 7,95(
Total 273,90 21,22t 278,06 131,94! 551,97: 153,17(

The following table summarizes our estimated geog$ net developed and undeveloped acreage by cabgcember 31, 2010.

Developed Acreage

Undeveloped Acreage

Total Acreage

Gross Net Gross Net Gross Net
Billings County, ND 1,92( 32 35E 317 2,27 34¢
Burke County, NC 8,32( 97¢ 27,11¢ 4,89: 35,43¢ 5,871
Divide County, ND 15,99¢ 1,89¢ 38,27: 6,89¢ 54,27 8,79:
Dunn County, NC 35,79 1,21¢ 34,84% 34,16: 70,63¢ 35,37%
Golden Valley, NC - - 32C 5C 32C 5C
McKenzie County, NC 17,35¢ 787 42,62( 19,78t 59,97¢ 20,57:
Mercer County, NLC - - 5,654 49t 5,654 49t
Mountrail County, NC 162,13t 12,344 59,30¢ 26,04 221,44: 38,38t
Stark County, NC 2,56( 11€ 5,99: 2,041 8,55 2,15i
Williams County, ND 22,46¢ 2,721 24,72« 9,66¢ 47,19: 12,39(
Sheridan County, M" 1,60( 374 5,33¢ 4,63( 6,93¢ 5,00¢
Richland County, M1 4,48( 431 18,14: 11,84¢ 22,62: 12,277
Roosevelt County, M’ 1,27¢ 332 7,43¢ 3,16¢ 8,71( 3,50(
Yates County, NY - - 7,95( 7,95( 7,95( 7,95(
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Our leasehold properties set forth in the tablevatare more fully described as follows:

Approximately 349 net acres located in Billings @tyy North Dakota, where we are targeting the Baldwed Three Fork
formations, of which we have approximately 32 reka determined as developed acreage. As a noatopwe face the risk of
approximately 317 net acres expiring if an operdtms not commence the development of operatiothénvthe agreed terms of
our acquired leases. Our average expiration odoute third quarter of 201.

Approximately 5,871 net acres located in Burke GpuiNorth Dakota, where we are targeting the Bakked Three Forl
formations, of which we have approximately 979 aees determined as developed acreage and 406rastumder the bit. As
non-operator we face the risk of approximately 4,892 aeres expiring if an operator does not commenceontinue th
development of operations within the agreed terfnsuo acquired leases. Our average expiration rscicuthe fourth quarter
2012.

= Approximately 8,793 net acres located in Divide @tyuNorth Dakota, where we are targeting the Balkked Three Forks formatio
of which we have approximately 1,895 net acresrdéteed as developed acreage and 1,125 net acres thrdbit. As a nowperato
we face the risk of approximately 6,898 net acrgsrang if an operator does not commence or cortithe development of operatit
within the agreed terms of our acquired leases: @Yerage expiration occurs in the second quaft2@b3.

Approximately 35,377 net acres located in Dunn @puNorth Dakota, where we are targeting the Bakkaed Three Forl
formations, of which we have approximately 1,214 aeres determined as developed acreage and 2gtlécres under t
bit. As a noneperator we face the risk of approximately 34,168actres expiring if an operator does not commenamntinu
the development of operations within the agreech$enf our acquired leases. Our average expiratbonrs in the first quarter
2012.

Approximately 50 net acres located in Golden Valnunty, North Dakota, where we are targeting th&k&n and Three For
formations, of which we have approximately zeroames determined as developed acreage. As apemator we face the risk
approximately 50 net acres expiring if an operatoes not commence the development of operatiortiniihe agreed terms
our acquired leases. Our average expiration odoule second quarter of 201

Approximately 20,572 net acres located in McKerainty, North Dakota, where we are targeting thkkBa and Three For
formations, of which we have approximately 787 axres determined as developed acreage and 2,188rastunder the bit. A:
non-operator we face the risk of approximately 19,785 acres expiring if an operator does not commaearceontinue th
development of operations within the agreed terfngsuo acquired leases. Our average expiration racituthe third quarter
2013.

Approximately 495 net acres located in Mercer Cgumorth Dakota, where we are targeting the Bakked Three Forl
formations, of which we have approximately zeroawes determined as developed acreage. As apemator we face the risk
approximately 495 net acres expiring if an operdtmes not commence the development of operatiothénathe agreed terms
our acquired leases. Our average expiration ogoule second quarter of 201

Approximately 38,385 net acres located in Mount@olunty, North Dakota, where we are targeting th&k&n and Three For
formations, of which we have approximately 12,34t acres determined as developed acreage and @g82&cres under t
bit. As a noneperator we face the risk of approximately 26,04f.atres expiring if an operator does not commenamntinu
the development of operations within the agreechsenf our acquired leases. Our average expiratonrs in the second qual
of 2013.

Approximately 2,157 net acres located in Stark Gpuborth Dakota, where we are targeting the Bakked Three Forl
formations, of which we have approximately 116 aates determined as developed acreage and 70restwaer the bit. As
non-operator we face the risk of approximately 2,041 aeres expiring if an operator does not commenceontinue th
development of operations within the agreed terfnsuo acquired leases. Our average expiration raccuthe fourth quarter
2013.

Approximately 12,390 net acres located in WilliaB@wsunty, North Dakota, where we are targeting thiskBa and Three Fork
formations, of which we have approximately 2,72flawes determined as developed acreage and 9&2nestunder the bit. A:
non-operator we face the risk of approximately 9,66t acres expiring if an operator does not cont@en continue the
development of operations within the agreed terfrmioacquired leases. Our average expirationmdeuthe fourth quarter of
2013.
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= Approximately 5,004 net acres located in Sheridanr®y, North Dakota, representing a stacked pagp@ct over which we ha
significant proprietary I seismic data, of which we have approximately Bé# acres determined as developed acreage.
non-operator we face the risk of 4,630 net acres exgiifi an operator does not commence the developofesperations withi
the agreed terms of our acquired leases. We exgfiesftthe nor-developed acreage to expire in the first quarteQdfi.

= A pproximately 12,277 net acres located in RioHl&County,Montana, where we are targeting the Bakken and €T Fark:
formations, of which we have approximately 431 a&es determined as developed acreage and 73€rastumder the bit. As
non-operator we face the risk of 11,846 net acres epiif an operator does not commence or contingedévelopment
operations within the agreed terms of our acquigedes. Our average expiration occurs in thedinarter of 2014

= Approximately 3,500 net acres located in Roose@aunty, Montana, where we are targeting the Bakked Three Forl
formations, of which we have approximately 332 axaes determined as developed acreage. As apenator we face the risk
3,168 net acres expiring if an operator does notraence the development of operations within theedjterms of our acquir
leases. Our average expiration occurs in thedusarter of 2012

= Approximately 7,950 net acres located in “Finger Lake” region of Yates County, New York, where we are esirgy nature
gas production from the Trenton/Black River, Maluland Queenstowitedina formations. Our average expiration occo
the fourth quarter of 201

We believe the Bakken formation represents onén@fmost crude oil rich, rapidly developing and #rgi plays in the Continen
United States. We commenced the development ofdilliston Basin properties in late 2007 and incexhglrilling activities quarter-over-
guarter throughout 2008, 2009 and 2010.

Recent Acreage Acquisitions

In 2010, we acquired leasehold interests coverim@ggregate of 56,858 net mineral acres in ourgkegpect areas. The followi
discussion summarizes these acquisitions.

In the fourth quarter of 2010, we acquired appratety 18,029 net mineral acres, for an averageadd954 per net acr@ all of oul
key prospect areas in the form of both effectisés and tofeases. The acreage acquisitions involved prasesipanning across the cour
of Richland and Roosevelt, Montana and countieBiltihgs, Burke, Dunn, Golden Valley, McKenzie, Motail, Stark and Williams, Nor
Dakota. We did not acquire any properties outMda&tana or North Dakota during the fourth quade2010. These acquisitions consiste
an average of 334 net mineral acres per transafttican average cost of approximately $954 pemnriaeral acre.

We generally value acreage subject to near-terrtindriactivities on a lease-by-lease basis becausebelieve each lease’
contribution to a subject spacing unit is best sssg on that basis if development timing is sudfitly clear. Consistent with that approach
majority of our acreage acquisitions involve praigsrthat are “hand-picked” by us on a leasddase basis for their contribution to a \
expected to be spud in the near future, and thiestleases are then aggregated to complete ogle silosing with the transferor. As such,
generally view each acreage assignment from brpkamdmen and other parties as involving sevenphisge acquisitions combined into
closing with the common transferor for conveniene®wever, in certain instances an acquisition rimesolve a larger number of lea:
presented by the transferors as a single packageuwtinegotiation on a lease-lase basis. In those instances, we still revigehdease on
lease-bylease basis to ensure that the package as a wheses raur acquisition criteria and drilling expeictas. In December of 2010
acquired a 50% working interest from Slawson Exgion (“Slawson”)in approximately 14,538 net acres in Richland CpuMontana, &
more fully described below. That acquisition acted for approximately 12.8% of total number of aetes we acquired during 2010No
other acquisition involved more than 10% of thalteicreage we acquired during the year.
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The following describes some of our larger acquisg during the fourth quarter of 2010:
Williams and McKenzie Acreage Acquisition

In December of 2010 we acquired approximately 1 7dBacres for $2,500 per net acre in Williams EuwKenzie Counties of Nor
Dakota. All of the acreage consists of raperated tracts that are not subject to speciffdcgation or development agreements. Se
operators have been permitting and drilling weillglbse proximity to the acreage, and we expectldgwment of our acreage will commenc
2011.

Slawson Exploration Lambert Prospect

In December of 2010 we acquired a 50% working exein approximately 14,538 net acres for totalsateration of $1,737,483
Richland County, Montana. Slawson will be opemtihe prospect and all drilling and future acqigsitcosts will be shared prata with
Slawson based upon our proportionate working isteire the prospect. This prospect is in closeniigiof EIm Coulee, and considered
extension of the Southwest Big Sky project, whichlso operated by Slawson.

BLM Sale

In December of 2010 we purchased 720 net acres fhenBureau of Land Management for $875 per net actiRichland Count
Montana. The acreage lies within a selected toiprisiat recently experienced a successful test taaileting the Bakken formation, but is
subject to specific exploration or development agrents.
Miscellaneous Acreage Acquisitio

In November 2010 we purchased 506 net acres f@0$2per net acre in a single spacing unit in McKe@ounty, North Dakota.
December 2010 we purchased 506 net acres for $p&00et acre in a separate spacing unit in Richf2ounty, Montana. As of Decem

31, 2010, the McKenzie County, North Dakota welbveavaiting completion and the Richland County, Noiatwell was spud.

In December of 2010 we purchased 322 net acreBlfd@75 per net acre in Mountrail County, North Diak@f which 235 net acres
estimated to spud during the first quarter of 2011.

Developed and Undeveloped Acreage
As of December 31, 2010, approximately 21,225 nmaes had been developed and approximately 131,%t5acres wel

undeveloped. The following table summarizes otimeded gross and net developed and undevelopedgeiby state at December 31, 2
Net acreage represents our percentage ownershipss acreag:

Developed Acreag¢ Undeveloped Acreage Total Acreage
Gross Net Gross Net Gross Net
North Dakotg 266,547! 20,08¢ 239,21( 104,35: 505, 75¢ 124,43¢
Montana 7,35¢ 1,137 30,90¢ 19,64« 38,26¢ 20,78:
New York - - 7,95( 7,95( 7,95( 7,95(
Total 273,90: 21,22t 278,06! 131,94! 551,97: 153,17(

As a noneperator, we are subject to lease expirations ibp@rator does not commence the development ofatipes within th
agreed terms of our leases. All of our leasesufateveloped acreage summarized in the table beldvexpire at the end of their respect
primary terms, unless we renew the existing leasssblish commercial production from the acreageame other “savings clausés
exercised. We expect to establish production freost of our acreage prior to expiration of the aygtile lease terms however, there can t
guarantee we can do so. The approximate expirafoour gross and net acres which are subject frexetween 2011 and 2015
thereafter, are set forth below:
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Acres Expiring

Year Ended Gross Net
December 31, 201 52,31 37,39¢
December 31, 201 110,55 40,18
December 31, 201 78,971 35,07:
December 31, 201 25,567 14,347
December 31, 2015 and therea 10,65¢ 4,947
Total 278,06¢ 131,94!

During 2010, leases expired in Sheridan County, tsliea covering approximately 17,457 net acres amskke expired in Yates Cour
New York covering approximately 2,050 net acrese Wélieve that the expired acreage was not materialur capital deployed in the
prospects. No leases that expired during 2010 dseth a majority of the acreage in any @fifle spacing unit. From our inceptior
December 31, 2010, we spent approximately $115amifor acreage acquisitions. The Sheridan Couvigntana expired acreage represe
less than 1% of our total investment in acreageliaitgpns from inception through December 31, 20T0e Yates County, New York expil
acreage represented less than 1% of our totaltimess in acreage acquisitions from inception thiroDgcember 31, 2010. In addition, non
the acreage was included when calculating our vesest December 31, 2008, 2009 or 2010. Givercorg focus on the Bakken and TF
Forks formations in key areas of Montana and Nordkota, we determined it was not in our best irstete release any expiring acreage.
such, we do not consider the expiration of acrehgiang 2010 to be material.

Unproved Properties

We had 11.69 net wells drilling and completing &®ecember 31, 2010. All properties that are nassified as proven properties
considered unproved properties and, thus, the esstsciated with such properties are not subjedepdetion. Once a property is classifie
proven, all associated acreage and drilling castsabject to depletion.

We historically have acquired our properties bycpasing individual or small groups of leases diyeftbm mineral owners or fro
landmen or lease brokers, which leases historidadlye not been subject to specified drilling prt§eand by purchasing lease packag:
identified project areas controlled by specific igters. We generally participate in drilling adtii's on a heads up basis by electing whetr
participate in each well on a well-lyell basis at the time wells are proposed for idigll with the exception of three defined drillingoect:
with Slawson.

As of December 31, 2010, we were participatinghire¢ defined drilling projects with Slawson coverian aggregate of 9,390
acres controlled by us. The Windsor project aredudes approximately 3,323 net acres controlledifyyprimarily located in Mountrail a
surrounding counties of North Dakota. The Anvibject includes approximately 3,750 net acres cdiettdy us in Roosevelt and Sheri
Counties of Montana and Williams County, North D@koThe South West Big Sky project includes apjmnaxely 2,317 total net aci
controlled by us in Richland County, Montana.

We believe that the majority of our unproved cagils become subject to depletion within the nextefiyears by proving up reser
relating to its acreage through exploration andettgyment activities, by impairing the acreage thiditexpire before we can explore or deve
it further or by determining that further explomatiand development activity will not occur. Theitig by which all other properties v
become subject to depletion will be dependent upertiming of future drilling activities and deliagon of our reserves.

Production History

The following table presents information about puzduced crude oil and natural gas volumes duradn discal quarter in 2010 &
the year ended December 31, 2010. As of Decemhe2®D, we were selling crude oil and natural gamfa total of 311 gross wells. As
December 31, 2009, we were selling crude oil artdrahgas from a total of 179 gross wells, all dfiegh were located within the Willist
Basin. As of December 31, 2008, we were sellinglerail and natural gas from a total of 36 grosdavell data presented below is deri
from accrued revenue and production volumes foréha/ant period indicated.
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Year Ended December 31

2010 2009 2008
Net Production:
Crude Oil (Bbl) 849,84! 274,32¢ 50,88(
Natural Gas (Mcf 234,41 47,30¢ 3,96¢
Barrel of Crude Oil Equivalent (BOE 888,91« 282,21. 51,54:
Average Sales Prices
Crude Qil (per Bbl $ 7068 $ 60.4t $ 75.6:
Effect of crude oil hedges on average price (pd)y (0.55) (3.60) 15.31
Crude Oil net of hedging (per Bt 70.0¢ 56.8¢ 90.9¢
Natural Gas and other liquids (per M 4.7¢ 3.81 8.1¢
Effect of natural gas hedges on average priceNjoér - - -
Natural gas and other liquids net of hedging (pef)! 4.7¢ 3.81 8.1¢
Average Production Costs:
Crude Oil (per Bbl $ 3.7¢ % 261 $ 1.37
Natural Gas (per Mcl 0.2¢ 0.1¢ 0.32
Barrel of Oil Equivalent (BOE 3.6¢ 2.6% 1.3¢

Depletion of crude oil and natural gas properties

Our depletion expense is driven by many factorkiging certain exploration costs involved in theeelepment of producing reserv
production levels and estimates of proved resenaatiities and future developmental costs. The falig table presents our depletion expe
during 2010, 2009 and 2008.

Year Ended December 31

2008
(As
2010 2009 Adjusted) (1)
Depletion of crude oil and natural gas proper $ 16,88456 $ 4,250,98 $ 677,91

() See Note 2 to the financial statements accomparthisgeport
Drilling and Other Exploratory and Development Activities

The following tables summarize gross and net pridei@and non productive crude oil wells by stateath of December 31, 20
2009 and 2008. A net well represents our percentagnership of a gross well. No wells have beemjited or drilled on any of our Yat
County, New York acreage. The following tablesnd include wells that were awaiting completionttie process of completion or awail
flowback subsequent to fracture stimulation. Weehaot participated in any wells solely targetirggural gas reserves. We have classifie
wells drilled todate targeting the Bakken and Three Forks formatashdevelopment wells, meaning we have not drdlgdexploratory wel
in North Dakota. As of December 31, 2010, we hasd h00% success rate in our North Dakota and ManBakken and Three Fol
wells. We participated in the productive explorgtand developmental wells in North Dakota and Mwat during the periods indicated below.
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North Dakota

Year Ended December 31

2010 2009 2008
Gross Net Gross Net Gross Net

Development Wells:
Natural gas - - - - - -
Crude oil 16t 15.7¢ 13¢ 6.6 29 1.3¢
Non-productive — - - - - -

Total Development Wells 16E 15.7: 13¢ 6.65 29 1.3¢

Montana

Year Ended December 31
2010 2009 2008
Gross Net Gross Net Gross Net

Exploratory Wells:
Natural gas

Crude oil
Non-productive

Total Exploratory Wells

0.4< 0.2¢

o

emll en |

NI N
|

= N |
|

NI N

0.44 0.28

o

Development Wells:
Natural gas
Crude oil
Non-productive
Total Development Wells

o
=
e

~ |

0.6¢ 0.2z

wll w
|
|
|
|
|

0.6¢

[6)]

0.2%

[EEN
e
~lI

Total Productive Exploratory ar
Development Wells 5 1.1z 6 0.4¢€ 3 0.12

The following table summarizes our cumulative grasd net productive crude oil wells by state ahesfdecember 31, 2010, 2009 and 2008.

Year Ended December 31

2010 2009 2008
Gross Net Gross Net Gross Net
North Dakots 30C 23.9( 17C 8.17 34 1.54
Montana 11 2.1% 9 1.0z 2 0.5(C
Total 311 26.0: 17¢ 9.1¢ 36 2.04

As of December 31, 2010, we had 47 Bakken or Thigr&s wells drilling in the Williston Basin, repes#ting an aggregate of 4.38 net wi
We also had 57 Bakken or Three Forks wells in th#isfén Basin awaiting completion, in the procesfscompletion or awaiting flowbau
subsequent to fracture stimulation, representingggregate of 7.31 net wells.

Research and Development

We do not anticipate performing any significantguot research and development under our plan oftipe.
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Reserves

We completed our most recent reservoir enginearaigulation as of December 31, 2010. Tables sunangrihe results of our mc
recent reserve report are included under the hgd&nsiness — Reservest Iltem 1 of this report. A complete discussioroaf proved reserv
is set forth in “Supplemental Oil and Gas Inforroatito our financial statements included laterhiis treport.

Delivery Commitments
We do not currently have any delivery commitmenotsgroduct obtained from our wells.
Item 3. Legal Proceedings

On August 23, 2010, plaintiff Donald Rensch filetheee count shareholder derivative action in tinitédl States District Court for t
District of Minnesota against our company as nomdefendant, Michael L. Reger, Ryan R. Gilbertsdames R. Sankovitz and Chac
Winter, James Randall Reger, James Russell Regadddw W. Gilbertson, Douglas M. Polinsky, JoseptG&raci, Il and Voyager Oil & Ge
Inc. (“Voyager”). The complaint alleges breach of fiduciary duty oydlty and usurping of corporate opportunities bgdsts. M. Rege
Gilbertson, Sankovitz and Winter; asserts allegatiagainst Messrs. James Randall Reger, Weldon iver@Gon, James Russell Re:
Douglas M. Polinsky and Joseph A. Geraci, Il ofirgdand abetting our officers in breaching thedtuiiary duties and usurping of corpo
opportunities in connection with the formation, italization, and operation of Plains Energy (Voyagepredecessor); and asserts a ¢
against Voyager for tortious interference with agprective business relationship. The plaintiffksei@junctive relief and damages, incluc
imposing on Voyager and all of its assets a constrel trust for our compang’benefit. We believe that each of the above ddanks mer
and intend to strongly defend our company and edobur current and/or former officers and directorsconnection with this lawsuit.
motion to dismiss the lawsuit in the United Stddéstrict Court for the District of Minnesota wadefil on September 15, 2010. A hearing ot
motion to dismiss was held on February 23, 201%.0AMarch 1, 2011, the Court had not issued aerazdncerning the motion to dismiss.

As of March 1, 2011, our company was a party to litigation claim arising in the ordinary course lofisiness and seeking
quieting of title for a leasehold interest acquifien a third party.

Our company is subject to litigation claims and g@mmental and regulatory proceedings arising in dhndinary course 1
business. Our management believes that all libganatters in which we are involved are not likedyhave a material adverse effect on
financial position, cash flows or results of operas.

Item 4. Reserved
PART Il
Item 5. Market for Registrant’s Common Equity, Related Sktwlder Matters and Issuer Purchases of Equity Seities

Market Information

Our common stock commenced trading on the AMEX @ard¥l 26, 2008 under the symbol “NOGThe high and low sales prices
shares of common stock of our company for eachtguduring 2009 and 2010 are set forth below.
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Sales Price
High Low

Fiscal Year Ended December 31, 201

First Quarte! $ 158t $ 10.9¢

Second Quarte 17.5¢ 12.37

Third Quartel 16.9¢ 12.31

Fourth Quarte 27.8i 17.4]
Fiscal Year Ended December 31, 20C

First Quarte! $ 42¢ % 2.01

Second Quarte 8.8¢ 3.4(

Third Quartel 8.4¢ 4,74

Fourth Quarte 12.6¢ 7.6%

The closing price for our common stock on the NYS&ex Equities Market on March 1, 2011 was $32.05gbare.
Comparison Chart

The following information in this Item 5 of this Amal Report on Form 10-K is not deemed to be “#alig material” or to be “filed”
with the SEC or subject to Regulation 14A or 14@emthe Securities Exchange Act of 1934 or to ihlgilities of Section 18 of the Securit
Exchange Act of 1934, and will not be deemed tinberporated by reference into any filing under 8exurities Act of 1933 or the Securi
Exchange Act of 1934, except to the extent we $igally incorporate it by reference into such anfj.

The following graph compares the #fbnth cumulative total shareholder returns singapietion of our reverse merger on April
2007 of Northern Oil and Gas, Inc., and the cuningatotal returns of Standard & PosrComposite 500 Index and the Amex Oil Index fe
same period. This graph assumes $100 was invigsted stock or the Index on April 13, 2007 ancdassumes the reinvestment of divide
We have not included any graph for any period pigoApril 13, 2007, because there was no activeiigain our common stock prior to Ag
13, 2007 and, as such, data is not available fppaniod prior to such date.

COMPARISON OF 44 MONTH CUMULATIVE TOTAL REETURN®
Among Northern Oil and Gas, Inc_, the 3&P 500 Index
and Amex Oil Index

413707 12/31/07 12/31/08 12431709 12/31/10

—H— Northem Oil & Gas. Inc. — = 5&P 500 - Amex 01l
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* The following table sets forth thaal returns utilized to generate the foregoingpgra

4/13/2007 12/31/2007 12/31/200¢ 12/31/200¢ 12/31/201C

Northern Oil and Gas, Inc. (NO( $ 100.0 $ 173.7F $ 65.00 $ 296.0C $ 680.2¢
Standard & Po¢'s Composite 500 Inde 100.0( 104.8: 66.0¢ 83.5:2 96.1(
Amex Oil Index 100.0( 120.9: 89.2¢ 96.0( 103.4(
Holders

As of March 1, 2011, we had 63,103,424 shares otommon stock outstanding, held by approximat&y 8hareholders of reco
The number of record holders does not necessady any relationship to the number of beneficiaherg of our common stock.

Dividends

The payment of dividends is subject to the disoretif our Board of Directors and will depend, amaotiger things, upon our earnin
our capital requirements, our financial conditiand other relevant factors. We have not paid oladed any dividends upon our common s
since our inception and, by reason of our presential status and our contemplated financial irequents, do not anticipate paying
dividends upon our common stock in the foreseefiitiere. We intend to reinvest any earnings in tkeelopment and expansion of
business. Any cash dividends in the future to comsivareholders will be payable when, as and ifaded| by our Board of Directors or
Compensation Committee, based upon either the Boardhe Committee’s assessment of:

= our financial condition and performanc

= earnings

= need for funds

= capital requirement:

= prior claims of preferred stock to the extent issaad outstanding; ar

= other factors, including income tax consequenaeesgrictions and any applicable lav
There can be no assurance, therefore, that angedtils on the common stock will ever be paid.

Recent Sales of Unregistered Securities

None.
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Item 6. Selected Financial Data

Fiscal Years
2010 2009 2008 2007 2006(1)(2)
(As
Adjusted)*
Statements of Income Information:
Revenue:
Oil and Gas Sale $ 59,488,28 $ 15171,82 $ 3,542,99. $ - $ =
Gain (Loss) on Settled Derivativ (469,60 (624,54) 778,88! - -
Mark-to-Market of Derivative Instrumen (14,545,47) (363,419 - -
Other Revenue 85,90( 37,63( - — -
Total Revenue $ 44,559,10 $ 1422149 $ 4,321,87' $ - $ =
Operating Expense
Production Expense $ 328848 $ 75497t $ 70,95¢ $ - $ -
Production Taxe 5,477,97! 1,300,37: 203,18:. - -
General and Administrative Exper 7,204,44, 3,686,33! 2,091,28! 4,509,74. 76,374
Depletion Oil and Gas Properti 16,884,56 4,250,98: 677,91! - -
Depreciation and Amortizatic 176,59 91,79« 67,06( 3,44¢ -
Accretion of Discount on Asset Retirement Obligas 21,75¢ 8,08 1,03( — —
Total Expenses $ 3305381 $ 10,092,553 $ 3,111,431 $ 4,513,18' $ 76,37+
Income (Loss) from Operatiol $ 11,50528 $ 4,128,966 $ 1,210,44 $ (4,513,18) $ (76,379
Other (Expense) Income (168,989 135,99 383,89: 207,89¢ 267
Income (Loss) Before Income Tax $ 11,336,30 $ 4,26495. $ 159434 $ (4,30529) $ (76,107
Income Tax Provision (Benefit) 4,419,001 1,466,00! (830,000 — —
Net Income (Loss $ 6,917,300 $ 2,798,95 $ 2,424,341 $ (4,305,29) $ (76,107
Net Income (Loss) Per Common Sh- Basic $ 014 $ 0.0¢ $ 0.0¢ $ (0.18) $ (0.01)
Net Income (Loss) Per Common Sh- Diluted $ 014 $ 0.0¢ $ 0.07 $ (0.15) $ (0.01)
Weighted Average Shares Outstanc— Basic 50,387,20 36,705,26 31,920,74 23,667,11 18,000,00
Weighted Average Shares Outstanding - Diluted 50,778,24 36,877,07 32,653,55 23,667,11 18,000,00
Balance Sheet Information:
Total Asset:s $ 509,693,96 $135,594,96 $ 54,520,39 $ 18,131,46 $ 1,105,93!
Total Liabilities $ 74,334,48 $ 12,03551 $ 4,991,331 $ 22424 $ 1,143,06
Shareholdel' Equity (Deficit) $ 435,359,48 $123,559,45 $ 49,529,06 $ 17,907,21 $ (37,137
Statement of Cashflow Information:
Net cash provided by (used for) operating actisi $ 73,307,222 $ 9812911 $ 2,506,490 $ (491,509 $ (38,53)
Net cash provided by (used for) investing actisi $(207,893,45) $ (71,848,70) $ (40,357,96) $ (5,078,75) $ (255,000
Net cash provided by (used for) financing actiw $ 280,463,55 $ 67,488,44 $ 28,519,52 $ 14,832,99 $ 1,143,446

*See Note 2 to the financial statements accompantyiis report.

@ From inception on October 5, 2006 through Decerdlie2006.

@  Derived from historical financial statements ofritex Petroleum, Inc., our compasypredecessor company, as presented in our ¢
report on Form 1-KSB for the fiscal year ended December 31, 2

In the third quarter of 2009, we changed our mettfoaiccounting for drilling costs from the accroéldrilling costs at the time drillir
commenced for a well to recording the costs whepuarts are invoiced by operators. Recording drilliogts when the invoices are rece
from operators is deemed preferable as it betggresents our actual drilling costs. The recordifigiiling costs in this method also
consistent with other companies in the crude oil aatural gas industry. The change decreased DmplEXpense by $512,794, increa
Income Tax Provision by $206,000, and increasedIhN&ime by $306,794 or $0.01 per share on a dilbgsis for the nine months en
September 30, 2009. The effect of the change otthtlee months ended September 30, 2009 was toasecEzepletion Expense by $261,¢



increase Income Tax Provision by $105,000 and ¢cebrse Net Income by $156,870 or $0.00 per shagedilnted basis.
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Item 7. Management'’s Discussion and Analysis of Financiab@dition and Results of Operations

The following discussion should be read in conjiorcivith the “Selected Financial Datal Item 6 and the Financial Statements
Accompanying Notes appearing elsewhere in thisrtepo

Overview and Outlook

We are a crude oil and natural gas explorationmnduction company. Our properties are located antdna, North Dakota and N
York. Our corporate strategy is to build shareboldalue through the development and acquisitioratfie oil and natural gas assets
exhibit economically producible hydrocarbons.

As of March 1, 2011we controlled the rights to mineral leases covedpgroximately 147,407 net acres prospective ferBakkel
and Three Forks and, we acquired 7,191 net acras average price of $1,956 per acre, of which 40%,842 net acres were permitted ¢
March 1, 2011.0ur goal is to continue to explore for and devehggrocarbons within the mineral leases we contsolvall as continue
expand our acreage position should opportunitiesgt themselves. To accomplish our objectivemug achieve the following;

= Continue to develop our substantial inventory gihhguality core Bakken acreage with results coestswith those t-date;

= Retain and attract talented person

= Continue to be a lo-cost producer of hydrocarbor

= Actively manage our cost structure and focus omediv@ acquisitions; an

= Continue to manage our financial obligations toesscthe appropriate capital needed to develop agitign of primarily undrille
acreage

The following table sets forth selected operatiatpdor the periods indicated. Production volumed @average sales prices are der
from accrued accounting data for the relevant jpeindicated.

Year Ended December 31

2008
(As
2010 2009 Adjusted)
Net Production:
Oil (Bbl) 849,84! 274,32¢ 50,88(
Natural Gas (Mcf 234,41 47,30¢ 3,96¢
Net Sales:
Oil Sales $ 58,020,69 $ 14,97755 $ 3,510,59
Natural Gas 1,467,591 194,26! 32,39'
Gain (Loss) on Settled Derivativ (469,60) (624,54.) 778,88!
Mark-to-Marketof Derivative Instrument (14,545,47) (363,419
OtherRevenue 85,90( 37,63(
Total Revenue 44,559,10 14,221,49 4,321,87
Average Sales Prices
Oil (per Bbl) 70.6¢ 60.4¢ 75.6¢
Effect of Oil Hedges on Average Price (per E (0.55) (3.60) 15.31
Oil Net of Hedging (per Bbl 70.0¢ 56.8¢ 90.9¢
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Year Ended December 31

2008
(As
2010 2009 Adjusted) ®)
Natural Gas (per Mcl 4.7¢ 3.81 8.1¢
Effect of Natural Gas Hedges on Average Price kpef) - - -
Natural gas net of hedging (per Mi 4.7¢ 3.81 8.1¢
Operating Expenses:
Production Expense 3,288,48. 754,97¢ 70,95¢
Production Taxe 5,477,97! 1,300,37: 203,18:
General and Administrative Exper(Including Share Based Compensati 7,204,44. 3,686,33! 2,091,28!
Depletion of Oil and Gas Properti(10) 16,884,56 4,250,98: 677,91!

@ See Note 2 to the financial statement accompartyisgeport.
Results of Operations for the periods ended Decemb&l1, 2009 and December 31, 2010.

During 2009 and 2010 we significantly increased arilting activities, generated income and achiemetl earnings for both the 2(
and 2010 fiscal years. As of December 31, 2010hexe developed approximately 15% of our total Beklknd Three Forks prospec
drillable acreage inventory (assuming one well§&0-acre spacing unit) and we expect to continue tosadhdtantial volumes of production
a quarter-oveguarter basis going forward into the foreseeableréu We are predominately weighted to 640 spaainits compared to 1,2
spacing units, however we believe we will eventugliow into an average spacing unit size of 960ates per spacing unit over time as
acreage continues to be developed.

As of December 31, 2010, we had established pramuétom 311 gross (26.03 net) wells in which wddhworking interests, vers
179 gross (9.19 net) wells which had establishediystion as of December 31, 2009. Our productiobDetember 31, 2010 approxima
5,019 barrels of crude oil per day, compared ta@pmately 1,508 barrels of crude oil per day a®etember 31, 2009.

We drilled with a 100% success rate in 2009 and)20ith 104 gross and 11.69 net Bakken or Three $~or&lls drilling, awaitin
completion or completing as of December 31, 20A8.0f March 1, 2011, we had 136 gross and 13.3Bakken or Three Forks wells drillir
awaiting completion, or completing. We have sppgdraximately 4 net Bakken or Three Forks wells argect to spud an additional 4.6
wells in the first quarter of 2011.

Our revenues, costs and net income increased i 20tpared to 2009 as we continued our developmlans and significant
increased our production. Revenues for the yede@mecember 31, 2010 were $44,559,100, comparéd 421,499 for the year ent
December 31, 2009. The increase in revenue isapityndue to our continued addition of wells andiaerease in our average realized crud
prices period-oveperiod. We have added wells each quarter sincdirstequarter of 2008 and, in particular, addedduction from 16.8
additional net wells during 2010. During 2010, welized a $70.09 average price per barrel of cnibéafter the effect of settled hedgt
compared to a $56.85 average price per barreluafecoil (after the effect of settled hedges) dugng9.

We realized net income of $6,917,300 (represer@pmoximately $0.14 per diluted share) for the ywated December 31, 2010, and
net income of $2,798,952 (representing approxinpak@l08 per diluted share) for the year ended Déeer@l, 2009. The increase in net
income is primarily due to our continued additidreaude oil and natural gas production from newlsvahd higher realized commodity prices
in 2010 compared to 2009, partially offset by arréase in unrealized mark-to-market hedging losses.

Total operating expenses were $33,053,812 for thar yended December 31, 2010, compared to totalatipgrexpenses
$10,092,538 for the year ended December 31, 200@. increase in operating expenses is due primarilyicreased production expen:
production taxes, depletion and general and adtrétiige expenses associated with our continuedtiaddof crude oil and natural ¢
production from new wells.
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During the year ended December 31, 2010, we haduption expenses of $3,288,482, compared to pramuekpenses of $754,9
during the year ended December 31, 2009. Theaseren production expense is primarily a resuiinofe mature wells utilizing artificial li
and the general aging of our production.

During the year ended December 31, 2010, we indysreduction taxes of $5,477,975, compared to mboo taxes of $1,300,3
during the year ended December 31, 2009. The isergmproduction taxes is primarily due to the curgd addition of producing oil and ¢
properties and related sales.

We recorded depletion of $16,884,563 during the geded December 31, 2010, compared to depleti®d @50,983 during the year
ended December 31, 2009. The increase in deplistiprimarily due to the addition of proven projestsubject to the depletion calculation.
Depletion expense for fiscal year 2010 was $1869BOE, compared to $15.06 per BOE, for fiscal y##19. We expect depletion per BOE
to remain consistent in 2011 compared to 2010.

We had general and administrative expenses of $42@ and $3,686,330 during the years ended Deaedib@010 and 2009, whi
included $3,638,309 and $2,452,823 net of sharecbesmpensation expense, respectively. The incieageneral and administrative expe
is primarily due to the increase in share basedpem®ation, personnel, and travel expend#s. expect general and administrative expens
remain consistent in 2011 compared to 2010.

Non-GAAP net income for the year ended December A110, excluding unrealized mark-+oarket hedging losses, v
$15,813,777 (representing approximately $0.31 pertedl share) as compared to nGAAP net income of $3,022,366 (represern
approximately $0.08 per diluted share) for the yarated December 31, 2009, excluding unrealized ftwankarket hedging gains. The incre
in Non-GAAP net income is primarily due to our continuettition of crude oil and natural gas productiomiraew wells and higher realiz
commodity prices in 2010 compared to 2009.

We define Adjusted EBITDA as net income befordarirest expense, (ii) income taxes, (iii) depréoig depletion and amortizatic
(iv) accretion of abandonment liability, (v) pre<tanrealized gain and losses on commodity risk @iyl non-cash expenses relating to st
based payments recognized under ASC Topic 718ustetj] EBITDA for the year ended December 31, 2028 $47,114,199 (represent
approximately $0.93 per diluted share), comparefidisted EBITDA of $10,747,826 (representing apprately $0.29 per diluted share)
the year ended December 31, 200%e increase in Adjusted EBITDA is primarily duedor continued addition of crude oil and naturad
production from new wells and higher realized cordityoprices in 2010 compared to 2009.

We believe the use of ndBAAP financial measures provides useful informationinvestors to gain an overall understanding w
current financial performance. Specifically, wdid&e the nonGAAP results included herein provide useful infotima to both manageme
and investors by excluding certain expenses andalined commodity gains and losses that our managebelieves are not indicative of
core operating results. In addition, these @HAP financial measures are used by managemenbuddgeting and forecasting as well
subsequently measuring our performance, and weugethat we are providing investors with finanere@asures that most closely align to
internal measurement processes. We consider tims&AAP measures to be useful in evaluating our cqrerating results as they m
closely reflect our essential revenue generatiniyies and direct operating expenses (resultingash expenditures) needed to perform 1
revenue generating activities. Our management ladéieves, based on feedback provided by the imarst community, that the ndBAAP
financial measures are necessary to allow the imarg community to construct its valuation modelsbetter compare our results with
competitors and market sector.

The non-GAAP financial information is presented ngsiconsistent methodology from yearntear. These measures shoulc
considered in addition to results prepared in ataoce with GAAP. In addition, these nG®AP financial measures are not based on
comprehensive set of accounting rules or principl&&® believe that noAAP financial measures have limitations in thaytido not refle
all of the amounts associated with our resultspafrations as determined in accordance with GAAPthatthese measures should only be
to evaluate our results of operations in conjumctigth the corresponding GAAP financial measures.
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Net income excluding unrealized mark-to-market leglggains (losses) and Adjusted EBITDA are mahAP measures.

reconciliation of these measures to GAAP is inctudelow:

Northern Qil and Gas, Inc.
Reconciliation of Adjusted EBITDA

Net Income
Add Back:

Income Tax Provision (Benefi

Depreciation, Depletior

Amortization and Accretiol

Share Based Compensat|

Mark-to-Market Derivative Instrumen

Interest Expense

Adjusted EBITDA

Adjusted EBITDA Per Common Share - Basic
Adjusted EBITDA Per Common Share - Diluted
Weighted Average Shares Outstanding — Basic

Weighted Average Shares Outstanc- Diluted

(1) See Note 2 to the financial statement accompartpiisgeport.

34

Year Ended December 31

2010 2009 2008
As Adjusted

@
$ 6,917,300 $ 2,798,95. $ 2,424,34i
4,419,001 1,466,001 (830,000
17,082,91 4,350,85! 746,00
3,566,13; 1,233,50 105,37!
14,545,47 363,41 -
583,37t 535,09: 28,97¢
$ 47,114,129 $ 10,747,82 $ 2,474,69
$ 09/ $ 0.2¢ $ 0.0¢
$ 09 $ 0.2¢ $ 0.0¢
50,387,20 36,705,26 31,920,74
50,778,24 36,877,07 32,653,55
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Northern Qil and Gas, Inc.
Reconciliation of Adjusted EBITDA Per Common Share- Basic

Year Ended December 31

2010 2009 2008
As Adjusted
@

Net Income (Loss) Per Common Sh- Basic $ 014 % 0.0¢ $ 0.0¢

(As Reported
Add Back:

Income Tax Provision (Benef 0.0¢ 0.0 (0.09)

Depreciation, Depletion, Amortization, and Aetion 0.3¢ 0.12 0.02
Share Based Compensat| 0.07 0.0¢ 0.0C
Mark-to-Market Derivative Instrumen 0.2¢ 0.01 -
Interest Expense 0.01 0.01 0.0C
Adjusted EBITDA Per Common Share - Basic $ 0.9¢ $ 0.2¢ $ 0.0¢

(Adjusted for No-GAAP Measuremen
(1) See Note 2 to the financial statement accompartpiisgeport.
Northern Oil and Gas, Inc.
Reconciliation of Adjusted EBITDA Per Common Share- Diluted

Year Ended December 31

2010 2009 2008
As Adjusted
@

Net Income (Loss) Per Common Sh- Diluted $ 014 $ 0.0¢ $ 0.07

(As Reported
Add Back:

Income Tax Provision (Benef 0.0¢ 0.04 (0.02)

Depreciation, Depletion, Amortization, and Aetion 0.3¢ 0.12 0.02
Share Based Compensati 0.07 0.0: 0.01
Mark-to-Market Derivative Instrumen 0.2¢ 0.01 -
Interest Expens 0.01 0.01 0.0C
Adjusted EBITDA Per Common Share - Diluted $ 09 $ 0.2¢ $ 0.0¢

(Adjusted for No-GAAP Measuremen

(1) See Note 2 to the financial statement accompartyiisgeport.
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Northern Oil and Gas, Inc.
Reconciliation of GAAP Net Income to Net Income EXading
Unrealized Mark-to-Market Hedging Losses

Year Ended December 31

2010 2009 2008

As Adjusted*
Net Income $ 6,917,300 $ 2,798,95 $ 2,424,34
Mark-to-Market of Derivative Instrumen 14,545,47 363,41. -
Tax Impaci (5,649,000 (140,00() -
Net Income without the Effect of Certain lte $ 15,813,77 $ 3,022,360 $ 2,424,344
Net Income Per Common Share - Basic $ 031 $ 0.0¢ $ 0.0¢
Net Income Per Common Shé Diluted $ 031 $ 0.0¢ $ 0.07
Weighted Average Shares Outstanding — Basic 50,387,20 36,705,26 31,920,74
Weighted Average Shares Outstanc- Diluted 50,778,24 36,877,07 32,653,55
Net Income Per Common She Basic $ 01< $ 0.0¢ $ 0.0¢
Change due to Ma-to-Market of Derivative Instrumen 0.2¢ - -
Change due to Tax Impe (0.17) - -
Net Income without Effect of Certain Items Per @Goam Share Basic $ 031 $ 0.0¢ $ 0.0¢
Net Income Per Common She Diluted $ 01< $ 0.0¢ $ 0.07%
Change due to Ma-to-Market of Derivative Instrumen 0.2¢ - -
Change due to Tax Imps (0.17) - -
Net Income without Effect of Certain ltems Per @Goam Share Diluted $ 031 $ 0.0¢ $ 0.07

) See Note 2 to the financial statement accomparthisgeport.
Results of Operations for the periods ended Decemb81, 2008 and December 31, 2009.

During 2008 and 2009 we significantly increased ailiing activities, generated income and achiemwet earnings for both the 2(
and 2009 fiscal years. Taate, we have developed approximately seven peofenir total drillable acreage inventory (assumamg well pe
640-acre spacing unit) and we expect to continwsdtbsubstantial volumes of production on a quanter-quarter basis going forward into
foreseeable future.

As of December 31, 2009, we had established pragtufiom 179 gross (9.19 net) wells in which wedwlorking interests, 36 grc
(2.04 net) wells of which had established productas of December 31, 2008. Our production at Deeerfth, 2009 approximated 1,t
barrels of crude oil per day, compared to approstyad60 barrels of crude oil per day as of Decem@de 2008. Our production increase:
1,986 barrels of crude oil per day as of MarchQl,®

We drilled with a 100% success rate in 2008 and®20ih 176 Bakken or Three Forks wells completed¢@mpleting. We also h.
three successful Red River discoveries at DeceBihe2009.

Our revenues, costs and net income increased i@ 26Mpared to 2008 as we continued our developmplants and significant
increased our production. Revenues for the twateath period ended December 31, 2009 were $14,221¢bmpared to $4,321,879 for
twelve-month period ended December 31, 2008.These in@@asevenue are primarily due to our continueditamid of wells, partially offse
by lower sales prices. We have added wells eachtequgince the first quarter of 2008 and, in paitic, added production from 7.09 additic
net wells during 2009.
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We realized net income of $2,798,952 (represerdjmgroximately $0.08 per diluted share) for the ysaded December 31, 2009
net income of $2,424,340 (representing approxinpak@l07 per diluted share) for the year ended Déeergl, 2008.

Total operating expenses were $10,092,538 for ¢élae gnded December 31, 2009, compared to totahtipgrexpenses of $3,111,
for the year ended December 31, 2008. These ispesem expense are due primarily to increased ptimiu expenses, production tay
depletion and general and administrative expenssgceated with our continued addition of crudearit natural gas production from r
wells.

During the year ended December 31, 2009, we haduptmn expenses of $754,976, compared to produaigenses of $70,9
during the year ended December 31, 2008. The inergaproduction expense was primarily a resuihofe mature wells utilizing artificial li
and the general aging of our production.

During the year ended December 31, 2009, we indupreduction taxes of $1,300,373, compared to prooi taxes of $203,1!
during the year ended December 31, 2008. Theaserén production taxes was primarily due to thetiooed addition of producing oil a
gas properties and related sales.

We recorded depletion of $4,250,983 during the yeated December 31, 2009, compared to depletidgg6 67,915 during the ye
ended December 31, 2008. The increase in depletsnprimarily due to the addition of proven prdj@sr subject to the depletion calculation.

We had general and administrative expenses of 6386 and $2,091,289 during the year ended Dece81he2009 and 2008, whi
included $2,452,823 and $1,985,914 net of shared@®mpensation expense, respectively. The iner@agyeneral and administrat
expense was primarily due to the increase in shased compensation, professional service, perscaumgtravel expenses.

Non-GAAP net income for the year ended December2B09, excluding unrealized mark+toarket hedging losses, was $3,022
(representing approximately $0.08 per diluted shasescompared to net income of $2,424,340 (reptiegpapproximately $0.07 per dilut
share) for the year ended December 31, 2008, erguthrealized mark-to-market hedging gains.

Adjusted EBITDA for the year ended December 31, 20@&s $10,747,826 (representing approximately $@&9diluted share
compared to Adjusted EBITDA of $2,474,696 (représgnapproximately $0.08 per diluted share) forykar ended December 31, 2008.

2011 Operation Plan

We expect to drill approximately 36 net wells in120with associated drilling capital expenditurepragimating $227 million. Tt
2011 wells are expected to target both the BakkenTdree Forks formations. Drilling capital expendés are expected to increase in 2011
to the continued success of longer laterals andtiaddl fractional stimulation stages. We currgngixpect to drill wells during 2011 at
average completed cost of $6.3 million per welljchhrepresents a 10% to 15% increase in drillingtséor 2011 compared to 2010. Base
evolving conditions in the field, we expect to dont to evaluate further strategic acreage acdprisitduring 2011. Assuming we acquire
to 300 net acres each business day at an averagefcdl,750 per net acre, we expect to incur apprately $75 million to $80 million «
acreage capital expenditures during 2011. We éxpefund all 2011 commitments using cashfamd, cash flow and our currently undr:
credit facility.

Our future financial results will depend primardy: (i) the ability to continue to source and sorgetential projects; (ii) the ability
discover commercial quantities of crude oil andureltgas; (iii) the market price for crude oil andtural gas; and (iv) the ability to fu
implement our exploration and development prognatich is dependent on the availability of capiedaurces. There can be no assuranc
we will be successful in any of these respectg, thea prices of crude oil and natural gas prevgitn the time of production will be at a le
allowing for profitable production, or that we wile able to obtain additional funding if necessary.
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Liquidity and Capital Resources

Liquidity is a measure of a compasyability to meet potential cash requirements. hiee historically met our capital requirem
through the issuance of common stock and by skeom borrowings. In the future, we anticipate wdl e able to provide the necess
liquidity by the revenues generated from the safesur crude oil and natural gas reserves in oustiexy properties, however, if we do
generate sufficient sales revenues we will conttougnance our operations through equity and/dat di@ancings.

The following table summarizes total current asdetsl current liabilities and working capital@é&écember 31, 2010.

Current Asset $ 233,018,36
Current Liabilities $ 59,666,92
Working Capital $173,351,43

Macquarie Credit Facility

On May 26, 2010, we completed the assignment ofewnlving credit facility to Macquarie Bank Limde(“Macquarie”)from CIT
Capital USA Inc. In connection with the assignmentr company and Macquarie entered into an AmerahellRestated Credit Agreem
governing the facility.

The facility provides up to a maximum of $100 nailliin principal amount of borrowings to be usedvasking capital for exploratic
and production operations. Initially, $25 milliofifinancing was available under the facility. &sDecember 31, 2010 and March 1, 2011
had no borrowings under the facility.

The borrowing base of funds available to us is terieined semannually based upon the net present value, diseduatt 10% p¢
annum, of the future net revenues expected to adtam the its interests in proved reserves estith& be produced from its crude oil
natural gas properties. Based on these borrowésg bedeterminations, an additional $75 milliorfiméncing could become available to
company. The facility terminates on May 26, 2014.

We have the option to designate the reference oéteterest for each specific borrowing under tlaeilfty as amounts a
advanced. Borrowings based upon the London intérbéfering rate (LIBOR) will bear interest at deaqual to LIBOR plus a spread rang
from 2.5% to 3.25%, depending on the percentadmobwing base that is currently advanced. Angrdawings not designated as being bs
upon LIBOR will bear interest at a rate equal te gneater of (a) the current prime rate publishethle Wall Street Journal, or (b) the cur
one month LIBOR rate plus 1.0%, plus in either caspread ranging from 2% to 2.5%, depending orpéneentage of borrowing base th:
currently advanced. We have the option to desge#her pricing mechanism. Interest paymergsdaie under the facility in arrears, in
case of a loan based on LIBOR on the last day esgecified interest period and in the case obtaler loans on the last day of each Me
June, September and December. All outstandingipahis due and payable upon termination of tedifg.

The applicable interest rate increases under ttiltyeand the lenders may accelerate payments uth@efacility, or call all obligatior
due under certain circumstances, upon an evergfafitf. The facility references various eventsstituting a default, including, but not limit
to, failure to pay interest on any loan under tglity, any material violation of any representatior warranty under the Amended and Res
Credit Agreement, failure to observe or performtaier covenants, conditions or agreements underAimended and Restated Cre
Agreement, a change in control of our company, Wiefander any other material indebtedness of ounpgamy, bankruptcy and simi
proceedings and failure to pay disbursements fioeslof credit issued under the facility.
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The facility requires that our company enter int@p agreements with Macquarie for each month o8theonth period following tt
date on which each such swap agreement is exed¢heedptional volumes for which (when aggregatethwther commodity swap agreems
and additional fixed-price physical dffike contracts then in effect, as of the date sudp agreement is executed, is not less than 56¢
greater than 90%, of the reasonably anticipatefbpted production from our proved developed prodgeceserves.

All of our obligations under the facility and theap agreements with Macquarie are secured by tapfilgrity security interest in al
and all of our assets.

Follow-On Equity Offerings

On April 20, 2010, we sold and issued a total a%B,000 shares of common stock to various instinati investors for $15.00
share, resulting in net proceeds of approximat8®.& million after deducting underwriterdiscounts. The proceeds were used to contin
pursue acquisition opportunities, to fund our aedkd drilling program, to repay shéetm borrowings, and for other working car
purposes. Canaccord Adams Inc. acted as sole twwlikrg manager and C. K. Cooper & Company, Intech@s a cananaging underwrit
for the offering.

On November 24, 2010, we sold and issued a totaD¢*92,500 shares of common stock to varioustinigtnal investors for $20..
per share, resulting in net proceeds of approxiiym&200.1 million after deducting underwriters disats. The proceeds were used to con
to pursue acquisition opportunities, to fund owederated drilling program and for other workingital purposes. Canaccord Genuity acte
sole book-running manager and Howard Weil Incorgatacted as clead manager. Capital One Southcoast, SunTrusnBmb Humphre
C.K. Cooper & Company, Dougherty & Company and Niarid Capital Markets acted as co-managers fooffleeing.

Satisfaction of Our Cash Obligations for the NextMonths

With the further addition of equity capital duri@@10 and our credit facility, we believe we havéisient capital to meet our drillir
commitments and expected general and administratkpenses for the next twelve months at a minimUdonetheless, any strate
acquisition of assets may require us to accessapieal markets at some point in 2011. We may elfmmse to access the equity capital ma
rather than our credit facility or other debt instrents to fund accelerated or continued drillinghatdiscretion of management and deper
on prevailing market conditions. We will evaluateygotential opportunities for acquisitions as tlaige. Given our noteveraged asset b
and anticipated growing cash flows, we believe we ia a position to take advantage of any appréglsiapriced sales that may occ
However, there can be no assurance that any exddlittapital will be available to us on favoratdens or at all.

Over the next 24 months it is possible that oustéxy capital, the credit facility and anticipatiohds from operations may not
sufficient to sustain continued acreage acquisitidonsequently, we may seek additional capitahin future to fund growth and expans
through additional equity or debt financing or dtédcilities. No assurance can be made that singm€ing would be available, and if availe
it may take either the form of debt or equity. lither case, the financing could have a negativeachn our financial condition and «
shareholders.

Though we achieved profitability in 2008 and reneaiprofitable throughout 2009 and 2010, our prospewist be considered in lig
of the risks, expenses and difficulties frequerthzountered by companies in their early stage efains, particularly companies in the cr
oil and natural gas exploration industry. Such gigkclude, but are not limited to, an evolving ampredictable business model and
management of growth. To address these risks we, momong other things, implement and successfudcete our business and marke
strategy, continue to develop and upgrade techgotogl products, respond to competitive developmeard attract, retain and motiv
qualified personnel. There can be no assuranceasbatill be successful in addressing such risks, the failure to do so can have a mat
adverse effect on our business prospects, finaoeiadition and results of operations.
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Effects of Inflation and Pricin

The crude oil and natural gas industry is very icgtland the demand for goods and services of aildld companies, suppliers
others associated with the industry put extremsguie on the economic stability and pricing strectwithin the industry. Typically, as pric
for crude oil and natural gas increase, so dosalbeiated costs. Conversely, in a period of dedimirices, associated cost declines are like
lag and may not adjust downward in proportion. Matechanges in prices also impact our current mereestream, estimates of future rese
borrowing base calculations of bank loans, impaim@ssessments of crude oil and natural gas piepe#nd values of properties in purct
and sale transactions. Material changes in prieesimpact the value of crude oil and natural gaspamies and their ability to raise cap
borrow money and retain personnel. While we do awtently expect business costs to materially iasee higher prices for crude oil :
natural gas could result in increases in the cafstsaterials, services and personnel.

Contractual Obligations and Commitments

As of December 31, 2010, we did not have any medtemgterm debt obligations, capital lease obligationerating lease obligatio
or purchase obligations requiring future paymetiteiothan our office lease that expires on Jan8an2013. The following table illustrates
contractual obligations as of December 31, 2010.

Payment due by Perioc

Less than 1 More than 5
Contractual Obligations year 1-3 years 3-5 years years Total
Office Lease(1) $ 154,08 $ 160,23t $ - $ - $ 314,32:
Automobile Lease&) 59,95 78,87¢ - - 138,83(
Total $ 214,03t $ 239,11' $ - $ - $ 453,15:

(M Our office lease commenced on February 1, 200&antinues for a period of five yea
@  In September 2008, we entered into an automokdlgeldor a vehicle utilized by one employee, whidh expire in September 2011 .
July 2010, we entered into automobile leases fdrickes utilized by two additional employees, whiakil expire in July 2013. |
September 2010, we entered into an automobile feagevehicle utilized by one employee, which veipire in September 201
Product Research and Developm
We do not anticipate performing any significantdqurot research and development given our current@@peration.

Expected Purchase or Sale of Any Significant Eqaig

We do not anticipate the purchase or sale of aagtpdr significant equipment as such items arereqtired by us at this time
anticipated to be needed in the next twelve months.
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Critical Accounting Policies

The establishment and consistent application obwtiing policies is a vital component of accuratalyd fairly presenting o
consolidated financial statements in accordancé génerally accepted accounting principles (GAAd®),well as ensuring compliance v
applicable laws and regulations governing financggorting. While there are rarely alternative noelth or rules from which to select
establishing accounting and financial reportinggies, proper application often involves signifitfudgment regarding a given set of facts
circumstances and a complex series of decisions.

Use of Estimates

The preparation of financial statements under GSAP requires management to make estimates andnasisms that affect o
reported amounts of assets and liabilities andatisce of contingent assets and liabilities atdhee of the financial statements and the rep
amounts of revenues and expenses during the regopriod. Our estimates of our proved crude oil aatural gas reserves, fut
development costs, estimates relating to certaidecoil and natural gas revenues and expensegalaie of derivative instruments, fair va
of certain investments, and deferred income tarkeshee most critical to our financial statements.

Crude Oil and Natural Gas Reserves

The determination of depreciation, depletion andwization expense as well as impairments thatezegnized on our crude oil &
natural gas properties are highly dependent orestienates of the proved crude oil and natural gasrrves attributable to our properties.
estimate of proved reserves is based on the gigsntf crude oil and natural gas which geologicad @ngineering data demonstrate,
reasonable certainty, to be recoverable in therduytears from known reservoirs under existing eotincand operating conditions. T
accuracy of any reserve estimate is a functiorhefduality of available data, engineering and ggickl interpretation, and judgment. |
example, we must estimate the amount and timinfyitofe operating costs, production taxes and deveémt costs, all of which may in fi
vary considerably from actual results. In additias, the prices of crude oil and natural gas and lesgls change from year to year,
economics of producing our reserves may changettergfore the estimate of proved reserves may cisage. Any significant variance
these assumptions could materially affect the egchquantity and value of our reserves.

The information regarding present value of the feitnet cash flows attributable to our proved cradleand natural gas reserves
estimates only and should not be construed asutrert market value of the estimated crude oil natliral gas reserves attributable to
properties. Thus, such information includes revisiof certain reserve estimates attributable topyoperties included in the prior year’
estimates. These revisions reflect additional mfation from subsequent activities, production histof the properties involved and ¢
adjustments in the projected economic life of spabperties resulting from changes in crude oil aatural gas prices. Any future downw
revisions could adversely affect our financial citind, our borrowing ability, our future prospeetsd the value of our common stock.

The estimates of our proved crude oil and natuaal geserves used in the preparation of our finhstéements were prepared
Ryder Scott Company, our registered independemblpein consultants, and were prepared in accordastbethe rules promulgated by 1
SEC.

Crude Oil and Natural Gas Properties

The method of accounting we use to account forooude oil and natural gas investments determinest wbsts are capitalized ¢
how these costs are ultimately matched with reveranel expensed.

We utilize the full cost method of accounting t@aent for our crude oil and natural gas investmémsead of the successful effc
method because we believe it more accurately tsfidse underlying economics of our programs to @xpbnd develop crude oil and nat
gas reserves. The full cost method embraces theepoithat dry holes and other expenditures thatdadd reserves are intrinsic to the ci
oil and natural gas exploration business. Thuseutite full cost method, all costs incurred in cection with the acquisition, development
exploration of crude oil and natural gas reserwvescapitalized. These capitalized amounts inclidecbsts of unproved properties, inte
costs directly related to acquisitions, developmand exploration activities, asset retirement gogeological and geophysical costs
capitalized interest. Although some of these ceslisultimately result in no additional reservebey are part of a program from which
expect the benefits of successful wells to mora thifset the costs of any unsuccessful ones. Thedst method differs from the succes
efforts method of accounting for crude oil and maltgas investments. The primary difference betwtbese two methods is the treatmer
exploratory dry hole costs. These costs are gdpeeapensed under the successful efforts methodnwhés determined that measure
reserves do not exist. Geological and geophysizstiscare also expensed under the successful effiettsod. Under the full cost method,
dry hole costs and geological and geophysical casgsinitially capitalized and classified as unmdwproperties pending determinatior
proved reserves. If no proved reserves are disedyénese costs are then amortized with all thesdnghe full cost pool.
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Capitalized amounts except unproved costs are eplesing the units of production method. The dépleexpense per unit
production is the ratio of the sum of our unamediistorical costs and estimated future developroests to our proved reserve volun
Estimation of hydrocarbon reserves relies on peifesl judgment and use of factors that cannotrbeigely determined. Subsequent res
estimates materially different from those repontemlild change the depletion expense recognized gluhia future reporting periods. For
year ended December 31, 2010, our average depkstjpense per unit of production was $18.99 per B®E0% decrease in our estimated
proved reserves at December 31, 2010 would resat#1.99 per BOE increase in our per unit depletigpense and a $1,765,260 decrea
our pre-tax net income.

To the extent the capitalized costs in our fulltgoesol (net of depreciation, depletion and amotitraand related deferred tax
exceed the sum of the present value (using a 18%ouit rate and based on per@ti crude oil and natural gas prices) of the eséich&uture
net cash flows from our proved crude oil and ndtges reserves and the capitalized cost associthdour unproved properties, we wo
have a capitalized ceiling impairment. Such cosisld/be charged to operations as a reduction ofdlheying value of crude oil and natural
properties. The risk that we will be required tatevdown the carrying value of our crude oil antunal gas properties increases when cruc
and natural gas prices are depressed, even ibthelices are temporary. In addition, capitalizedieg impairment charges may occur if
experience poor drilling results or estimation®of proved reserves are substantially reduced.pitalezed ceiling impairment is a reductior
earnings that does not impact cash flows, but do@sct operating income and shareholdeuity. Once recognized, a capitalized ce
impairment charge to crude oil and natural gas @migs cannot be reversed at a later date. Thetmikwe will experience a ceiling t
writedown increases when crude oil and naturalpyees are depressed or if we have substantial dawhrevisions in our estimated pro
reserves. As of December 31, 2010 we have notriedw capitalized ceiling impairment charge. Howewe assurance can be given tha
will not experience a capitalized ceiling impairrheharge in future periods. In addition, capitadizzeiling impairment charges may occt
estimates of proved hydrocarbon reserves are sulahareduced or estimates of future developnuasts increase significantly.

Asset Retirement Obligatio

We have significant obligations to plug and abandan crude oil and natural gas wells and relategipegent. Liabilities for ass
retirement obligations are recorded at fair valuéhie period incurred. The related asset valuecdisebsed by the same amount. Asset retire
costs included in the carrying amount of the relatsset are subsequently allocated to expensetasf pair depletion calculation. Additional
increases in the discounted asset retirementitiab@sulting from the passage of time are repodsdccretion of discount on asset retirel
obligations expense on our Statement of Operations.

Estimating future asset retirement obligations neguus to make estimates and judgments regarohmgd, existence of a liability, .
well as what constitutes adequate restoration. ¥éethe present value of estimated cash flows celateour asset retirement obligation:
determine the fair value. Present value calculatimmerently incorporate numerous assumptions addnjents, which include the ultim
retirement and restoration costs, inflation fagtan®dit adjusted discount rates, timing of setdatn and changes in the legal, regula
environmental and political environments. To théeak future revisions to these assumptions impaetpresent value of our existing a
retirement obligation liability, a correspondingustment will be made to the carrying cost of thkated asset.

Income Taxe

Deferred tax assets are recognized for tempordfgreinces in financial statement and tax basis asotinat will result in deductik
amounts and carrferwards in future years. Deferred tax liabiliti@se recognized for temporary differences that reidlult in taxable amour
in future years. Deferred tax assets and liakslitee measured using enacted tax law and tax ydte(she year in which we expect -
temporary differences to be deducted or settle@. &ffect of a change in tax law or rates on theatidn of deferred tax assets and liabilitie
recognized in income in the period of enactmenfebBed tax assets are reduced by a valuation aloevavhen, in the opinion of managem
it is more likely than not that some portion or aflthe deferred tax assets will not be realizagniicant future taxable income would
required to realize this net tax asset.

Estimating the amount of the valuation allowancddpendent on estimates of future taxable incofternative minimum tax incom
and changes in shareholder ownership that wougderilimits on use of net operating losses undertial Revenue Code Section 382.
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Revenue Recognitic

We derive revenue primarily from the sale of theder oil and natural gas from our interests in poiay wells, hence our rever
recognition policy for these sales is significant.

We recognize revenue from the sale of crude oil madiral gas when production is delivered to, dtid has transferred to, t
purchaser and to the extent the selling pricedsarable determinable.

We use the sales method of accounting for nat@sbglancing of natural gas production and woutdgaize a liability if the existir
proven reserves were not adequate to cover theerduimbalance situation. As of December 31, 2Q@)9, and 2008, our natural
production was in balance, meaning its cumulatiweipn of natural gas production taken and soldnfreells in which it has an interest equ:
its entitled interest in natural gas productiormirthose wells.

Settlements for hydrocarbon sales can occur uprdonionths after the end of the month in which thede oil, natural gas or ott
hydrocarbon products were produced. We estimateaancle for the value of these sales using infdomatvailable to us at the time «
financial statements are generated. Differencesedlected in the accounting period that paymergsaceived from the operator.

Derivative Instruments and Hedging Activit

We use derivative instruments from time to timenanage market risks resulting from fluctuationgiiices of crude oil and natu
gas. We periodically enter into derivative contsadhcluding price swaps, caps and floors, whichuine payments to (or receipts frc
counterparties based on the differential betweérea price and a variable price for a fixed qugntf crude oil and natural gas without
exchange of underlying volumes. The notional am@ofhthese financial instruments are based on ¢égggroduction from existing wells.

Derivatives, historically, were recorded on theabak sheet at fair value and changes in the failevaf derivatives were recorc
each period in current earnings or other compraheriscome, depending on whether a derivative wesghated as part of a hedge transa
and, if it was, depending on the type of hedgestation. Our derivatives historically consistednarily of cash flow hedge transaction:
which we were hedging the variability of cash flovetated to a forecasted transaction. Period tmgehanges in the fair value of deriva
instruments designated as cash flow hedges weoeteghin other comprehensive income and reclassifieearnings in the periods in which
contracts were settled. The ineffective portiontiloé cash flow hedges were reflected in currenfodeearnings as gain or loss fr
derivative. Gains and losses on derivative insaot® that did not qualify for hedge accounting wareluded in income or loss frc
derivatives in the period in which they occur. Thsulting cash flows from derivatives were repde cash flows from operating activities.

On November 1, 2009, due to the volatility of priéferentials in the Williston Basin, we diesignated all derivatives that w
previously classified as cash flow hedges and ititeh, we have elected not to designate any sulms#gderivative contracts as accoun
hedges under FASB ASC 815-20-25. As such, all dévig positions are carried at their fair valuetba balance sheet and are marked-to-
market at the end of each period. Any realized @amealized gains or losses are recorded on thenstéait of operations. We elected to inc
all derivative settlements and unrealized gainssg@s) within revenues.

New Accounting Pronounceme

In March 2008, the FASB issued FASB ASC 8151H){Prior authoritative literature, FASB Statemdtl, Disclosures Abo
Derivative Instruments and Hedging Activities). FABSC 815-1015 is intended to improve financial reporting abdativative instrumen
and hedging activities by requiring enhanced dmales to enable investors to better understand dfffeicts on an entity's financial positi
financial performance, and cash flows. FASB ASC-808.5 was effective for financial statements issuedfical years and interim peric
beginning after November 15, 2008, with early aggilon encouraged. Pursuant to the transition prons of the Statement, we adopted F,
ASC 815-1015 on January 1, 2009. The required disclosurepr@sented in Note 15 on a prospective basis. Stageement does not imp
the financial results as it is disclosure-only ature.
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In April 2009, the FASB issued FASB ASC 270-10-0Pr{or authoritative literature:APB 28-1, Interim Disclosures About Fe
Value of Financial Instrumenfs. FASB ASC 270-10-05 amended FASB ASC 825-10%@or authoritative literature:FASB Statement 10
Disclosures About Fair Value of Financial Instrunt@rto require an entity to provide disclosures abaiitt falue of financial instruments
interim financial information. FASB ASC 270-1I5 was to be applied prospectively and was effedir interim and annual periods enc
after June 15, 2009 with early adoption permitedperiods ending after March 15, 2009. The reqgudisclosures are presented in Note 1
a prospective basis.

In February 2008, the FASB issued FASB ASC 820-84tq Prior authoritative literature:FSP FAS 157-2/Statement 15ffective
Date of FASB Statement No. 1). FASB ASC 820-10-65-1delayed the effective date for all nonfinancialedssand nonfinancial liabilitie
except those that are recognized or disclosedratdhie in the financial statements on a recurbagis (at least annually). The adoption o
provisions of FASB ASC 820-10-65-1Irelated to nonfinancial assets and nonfinancidlillitées on January 1, 2009 did not have a mal
impact on the Financial Statements. See Note 1BASB ASC 820-10-65-1disclosures.

In April 2009, the FASB issued FASB ASC 820-10-6%-Rrior authoritative literature:FASB Statement 157-Determining Fai
Value When the Volume and Level of Activity forABset or Liability Have Significantly Decreasediddentifying Transactions That Are [
Orderly) . FASB ASC 820-10-65%F provides additional guidance in estimating faitue, when the volume and level of transactiorvagtfor
an asset or liability have significantly decreagedelation to normal market activity for the assetliability. FASB ASC 820-10-65-4 alsc
provides additional guidance on circumstances mhay indicate a transaction is not orderly. FASBCA820-10-65-4 was effective fc
interim periods ending after June 15, 2009, andad@pted its provisions during the second quarte#080. FASB ASC 820-10-65-did no
have a significant impact on our financial positicgsults of operations, cash flows, or disclosures

In April 2009, the FASB issued FASB ASC 320-10-6%rfor authoritative literature: FSP FAS 115-2/124-2Recognition an
Presentation of Oth-Than-Temporary Impairmenis The guidance applies to investments in debtritéesi for which other-thatemporar
impairments may be recorded. If an ensitghanagement asserts that it does not have th# iotsell a debt security and it is more likelar
not that it will not have to sell the security befagecovery of its cost basis, then an entity nepasate other-tharemporary impairments in
two components: 1) the amount related to credisdes(recorded in earnings), and 2) all other anso(neicorded in other comprehen:
income). This ASC was to be applied prospectiaig was effective for interim and annual perioddimp after June 15, 2009 with e
adoption permitted for periods ending after Maré&h 2009. The adoption of the provisions of this AiBGhe second quarter of 2009 did
have a material impact on the Financial Statements.

In June 2009, the FASB issued FASB ASC 860-10-B&dr authoritative literature:FASB Statement 16@&ccounting for Transfe
of Financial Asset}. FASB ASC 860-10-05 is effective for fiscal ye@eginning after November 15, 2009.

In June 2009, the FASB issued FASB ASC 810-10-REdr authoritative literature:FASB Statement 16Amendment to FIN 46(F
Consolidation of Variable EntitiesFASB ASC 810-1@5 eliminates the quantitative approach previovstyuired for determining the prims
beneficiary of a variable interest entity and regsiia qualitative analysis to determine whethereaterprises variable interest gives i
controlling financial interest in a variable intetentity. FASB ASC 810-10-25 containsertain guidance for determining whether an erigits
variable interest entity. This statement also nexfubngoing reassessments of whether an enteipribe primary beneficiary of a varia
interest entity.

In June 2009, the FASB issued FASB ASC 105-10-85i¢r authoritative literature:FASB Statement 168[he FASB Accountil
Standards Codification and the Hierarchy of Genlgrélccepted Accounting Principl@sUnder FASB ASC 105-165, the FASB Accountir
Standards Codification ™ (the “Codificationbecomes the exclusive source of authoritative deSerally accepted accounting princi|
(“U.S. GAAP”) recognized by the FASB to be applied by nongoventaieentities. Rules and interpretive releasedhiefSEC under author
of federal securities laws are also sources ofaiititive GAAP for SEC registrants. The Codificatiwill supersede all then-existing n&&C
accounting and reporting standards, with the exaeptf certain norSEC accounting literature which will become nonatitative. FASE
ASC 105-10-65 was effective for our 2009 third &éisquarter. The adoption of FASB ASC 1054%-did not have a material impact on
financial statements. All references to U.S. GAARBwred in the notes to the Financial StatementgeHaeen updated to conform to
Codification.
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In October 2009, the FASB issued ASU No. 200-13yeRee Recognition — Multiple Deliverable Revenueafigements ASU
2009-13"). ASU 2009-13 updated the existing muétiplement revenue arrangements guidance currerdiyded in FASB ASC 6025. The
revised guidance provided for two significant chesitp the existing multiplelement revenue arrangements guidance. The fiestgehrelate
to the determination of when the individual delafgles included in a multiplelement arrangement may be treated as separate af
accounting. This change resulted in the requireni@rgeparate more deliverables within an arrangémdtimately leading to less rever
deferral. The second change modified the mannewhith the transaction consideration was allocatetbss the separately identif
deliverables. Together, these changes resultedrlieierecognition of revenue and related costsnfioftiple-element arrangements than ur
previous guidance. This guidance expanded theadiscds required for multiplelement revenue arrangements effective for interieh annu:
reporting periods beginning after December 15, 2009

Recent Accounting Pronouncements Not Yet Adc

For a description of the accounting standardswleaadopted in 2010, s&ptes to Financial StatementfNete 2. Significant Accounti
Policies.

Various accounting standards and interpretation® wssued in 2010 with effective dates subseqtemecember 31, 2010. We hi
evaluated the recently issued accounting pronouengsithat are effectivie 2011 and believe that none of them will haveatarial effect o
our financial position, results of operations osltflows when adopted.

Further, we are monitoring the joint standsetting efforts of the Financial Accounting Stamt$aBoard and the Internatio
Accounting Standards Board. There are a large numbeending accounting standards that are beirgetad for completion in 2011 &
beyond, including, but not limited to, standardsitiag to revenue recognition, accounting for lsadair value measurements, accounting
financial instruments, disclosure of loss continges and financial statement presentation. Becthese pending standards have not yet
finalized, at this time we are not able to deteenine potential future impact that these standaitihave, if any, on our financial positic
results of operations or cash flows.

Off-Balance Sheet Arrangements
We currently do not have any dilance sheet arrangements that have or are rddgdiRaly to have a current or future effect orr

financial condition, changes in financial conditioevenues or expenses, results of operationsditgucapital expenditures or capital resou
that is material to investors.
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Item 7A. Quantitative and Qualitative Disclosures about MakRisk
Commodity Price Risk

The price we receive for our crude oil and natgad production heavily influences our revenue, ifability, access to capital a
future rate of growth. Crude oil and natural gas edmmaodities and, therefore, their prices areemilip wide fluctuations in response
relatively minor changes in supply and demand.dtlisally, the markets for crude oil and natural ase been volatile, and these markets
likely continue to be volatile in the future. Theiges we receive for our production depend on noeoeerfactors beyond our control. (
revenue during 2010 generally would have increasatbcreased along with any increases or decr@asesde oil or natural gas prices, but
exact impact on our income is indeterminable githenvariety of expenses associated with produamsalling crude oil that also increase
decrease along with crude oil prices.

We have previously entered into derivative conraatachieve a more predictable cash flow by redpour exposure to crude oil ¢
natural gas price volatility. On November 1, 200@g¢ to the volatility of price differentials in th&illiston Basin, we dealesignated &
derivatives that were previously classified as celv hedges and in addition, we have elected nafldsignate any subsequent deriv:
contracts as accounting hedges. As such, all derévpositions are carried at their fair value ba balance sheet and are markedatrket &
the end of each periodAny realized gains and losses are recorded to @Gaigs) on Settled Derivatives and unrealized gaintosses al
recorded to Mark-tddarket of Derivative Instruments on the StatemehOgperations rather than as a component of otherpcehensiv
income (loss) or other Income (expense).

The following table reflects the weighted averageepof open commodity derivative contracts as eE&@mber 31, 2010, by year w
associated volumes.

Weighted Average Price
Of Open Commodity Swap Contracts

Weighted
Volumes Average
Year (Bbl) Price
2011 963,000 $ 82.0¢
2012 399,000 $ 81.3¢

As of December 31, 2010, we had a total hedgedwelaf 1,362,000 barrels at a weighted average pfiegproximately $81.85.
January 2011, we entered into a commodity swapraoint The crude oil swap contract is for 376,0@@réls of crude oil with settleme
periods between January 2012 and December 201& pild¢e on the contract is fixed at $95.15 perddarr

In January 2011, we entered into a costless célarchased put options and written call optionB)e costless collars are uses
establish floor and ceiling prices on anticipateade oil and natural gas production. There weraetgpremiums paid or received by us rel
to the costless collar agreement. We purchaseaigns at $85.00 per barrel and call options141$75 per barrel on 508,000 barrel
crude oil. The costless collar amounts settle betwFebruary 2011 and December 2011.

In February 2011, we entered into a commodity se@yract. The crude oil swap contract is for 20,0@rrels of crude oil per mor
for the months of January 2012 through DecembeR 20he price on the contract is fixed at $100.60karrel.

The following table reflects the weighted averageegof open commodity swap contracts as of Marc®0LL 1, by year with associa
volumes.

Weighted Average Price
Of Open Commodity Swap Contracts

Weighted
Volumes Average
Year (Bbl) Price
2011 774,000 $ 81.9¢
2012 1,015,000 $ 90.81
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As of March 1, 2011, we had a total hedged volumeopen commodity swaps of 1,789,000 barrels at ighted average price
approximately $87.00, as well as 451,000 barretsade oil collared between $85.00 and $101.75.

Interest Rate Risk

We did not have outstanding any borrowings undercoedit facilities or other obligations that wowddbject us to significant inter
rate risk at December 31, 2010. Our credit faciiith Macquarie will, however, subject us to irgsr rate risk on borrowings under !
facility. The credit facility allows us to fix thimterest rate of borrowings under it for all opartion of the principal balance for a period u
six months. To the extent the interest rate isdjxaterest rate changes affect the instrunsefair market value but do not impact result
operations or cash flows. Conversely, for the portof our borrowings that has a floating interedéer interest rate changes will not affect
fair market value but will impact future resultsaferations and cash flows.

Item 8. Financial Statements and Supplementary Data

Our Financial Statements required by this itemiactuded on the pages immediately following thedxdo Financial Statemel
appearing on page F-1.

Item 9. Changes In and Disagreements with Accountants orcéanting and Financial Disclosure
None.

Item 9A. Controls and Procedures

Evaluation of Disclosure Controls and Procedures

We maintain a system of disclosure controls andextares that is designed to ensure that informaiignired to be disclosed in «
Exchange Act reports is recorded, processed, suimedaand reported within the time periods specifiethe SECS rules and forms, and tl
such information is accumulated and communicategutomanagement, including our Chief Executive €ffiand Chief Financial Officer,
appropriate, to allow timely decisions regardinguieed disclosures.

As of December 31, 2010, our management, includimg Chief Executive Officer and Chief Financial i0#fr, had evaluated t
effectiveness of the design and operation of oseldsure controls and procedures (as defined imd&ge Act Rules 13a-15(e) and 1Hs(e)
pursuant to Rule 132a5(b) under the Exchange Act. Based upon and alseoflate of the evaluation, our Chief Executiveic@if and Chie
Financial Officer concluded that information reguirto be disclosed is recorded, processed, sumedaamd reported within the specil
periods and is accumulated and communicated to geamant, including our Chief Executive Officer anbi€® Financial Officer, to allow fc
timely decisions regarding required disclosure cfterial information required to be included in queriodic SEC reports. Based on
foregoing, our management determined that ouraksce controls and procedures were effective &eoémber 31, 2010.

Management’s Annual Report on Internal Control over Financial Reporting

Our management is responsible for establishing raathtaining adequate internal control over finahe@gporting, as such term
defined in Exchange Act Rule 13&(f). The design of any system of controls is Hasepart upon certain assumptions about the hioeld o
future events, and there can be no assurance rigatlesign will succeed in achieving its stated gaalder all potential future conditio
regardless of how remote. All internal control gyss, no matter how well designed, have inherenitdiitons. Because of its inhen
limitations, internal control over financial repiog may not prevent or detect misstatements. Pliojes of any evaluation of effectivenes:
future periods are subject to the risk that costrohy become inadequate because of changes intioosdior that the degree of complia
with the policies or procedures may deteriorateer&fore, even those systems determined to be isHewdn provide only reasonable assur.
with respect to financial statement preparation predentation.
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We carried out an evaluation, under the supervisiod with the participation of our Chief Executi@éficer and Chief Financi
Officer, of the effectiveness of our internal catdr over financial reporting as of December 31, ®0lh making this assessment,
management used the criteria set forth by the Cdeniof Sponsoring Organizations of the Treadwayn@asion (COSO) in Ihterna
Control-Integrated Framework.Based on this assessment, management believesathaf, December 31, 2010, our internal control
financial reporting was effective based on thoseita. There have been no changes in internalrgbater financial reporting since Decem
31, 2010, that has materially affected or is reabbnlikely to materially affect our internal coatrover financial reporting.

The effectiveness of our internal control over fio@l reporting as of December 31, 2010 has beeditealiby Mantyla McReynol
LLC, an independent registered public accounting fias stated in their report which is includecdeiren the following page.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders
Northern QOil and Gas, Inc

We have audited Northern QOil and Gas, Isi¢the Company) internal control over financialaogimg as of December 31, 2010, based on cri
established itnternal Control—Integrated Framewoiksued by the Committee of Sponsoring Organizatirike Treadway Commission
(COSO0). The Company’s management is responsiblem&mntaining effective internal control over fingaaeporting and for its assessment of
the effectiveness of internal control over finaheggorting included in the accompanying Managersefhnual Report on Internal Control
Over Financial Reporting (Item 9A). Our responéipils to express an opinion on the Comparinternal control over financial reporting ba
on our audit.

We conducted our audit in accordance with the stedgdof the Public Company Accounting Oversightfg&@nited States). Those standards
require that we plan and perform the audit to obtaasonable assurance about whether effectivenaiteontrol over financial reporting was
maintained in all material respects. Our audindéiinal control over financial reporting includeataining an understanding of internal control
over financial reporting, assessing the risk thatzderial weakness exists, and testing and evay#te design and operating effectiveness of
internal control based on the assessed risk. Qdit also included performing such other proceda®®e considered necessary in the
circumstances. We believe that our audit providesagonable basis for our opinion.

A company’s internal control over financial repogiis a process designed to provide reasonableaassuregarding the reliability of financial
reporting and the preparation of financial statetméor external purposes in accordance with gelyesaktepted accounting principles. A
company'’s internal control over financial reportingludes those policies and procedures that (ftaipeto the maintenance of records that, in
reasonable detail, accurately and fairly refleettitansactions and dispositions of the assetseofdmpany; (2) provide reasonable assurance
that transactions are recorded as necessary tatgegaparation of financial statements in accor@awih generally accepted accounting
principles, and that receipts and expenditureb®itbmpany are being made only in accordance withoaizations of management and
directors of the company; and (3) provide reasanabsurance regarding prevention or timely deteafainauthorized acquisition, use, or
disposition of the company’s assets that could lzareterial effect on the financial statements.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or detmisstatements. Also, projections of any
evaluation of effectiveness to future periods agjext to the risk that controls may become inadégjbecause of changes in conditions, or
the degree of compliance with the policies or pdoces may deteriorate.

In our opinion, the Company maintained, in all mialerespects, effective internal control over figal reporting as of December 31, 2010,
based on criteria establishedimernal Control—Integrated Framewoiksued by COSO.

We have also audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@snited States), the balance sheets
of Northern Oil and Gas, Inc. as of December 31,028nd 2009, and the related statements of opesatitockholders’ equity, and cash flows
for each of the years in the thrgear period ended December 31, 2010, and our rdpteti March 4, 2011 expressed an unqualified opian
those financial statements.

Mantyla McReynolds LLC
Salt Lake City, Utah
March 4, 2011
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Item 9B. Other Information

None.
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PART Il
Certain information required by this Part Il icorporated by reference from our definitive Proxgt&ment for the Annual Meeting
Shareholders to be held in 2011 (the “Proxy Statgfhewhich we intend to file with the SEC pursuant tagRlation 14A within 120 days aft
December 31, 2010. Except for those portions §ipally incorporated into this Annual report on RorlOK by reference to the Pro
Statement, no other portions of the Proxy Statermaentleemed to be filed as part of this Annual Repo Form 10-K.
Item 10. Directors, Executive Officers and Corporate Governae

Executive Officers of the Registrant

Our executive officers, their ages and offices hatdof March 1, 2011 are as follows:

Name Age Positions
Michael L. Rege 34 Chairman, Chief Executive Officer and Direc
Ryan R. Gilbertsol 34 President and Directt
Chad D. Wintel 35 Chief Financial Office
James R. Sankovi 36 Chief Operating Officer and General Cour

Michael L. Regehas served as our Chief Executive Officer, Segyedad a Director since March 2007. Mr. Reger hankmimarily
involved in the acquisition of crude oil, gas andhemal rights for his entire professional life aisda director of Reger Oil based in Billin
Montana. Mr. Reger holds a Bachelor of Arts in lRiceeand an MBA in Finance/Management from the Usite of St. Thomas in St. Pa
Minnesota. The Reger family has a history of aceemajuisition in the Williston Basin dating to 1952

Ryan R. Gilbertsohas served as our President since March 2010 divdcor of our company since March 2007. Mr. Gitsen ha
previously served as our Chief Financial Officarcei March 2007. Mr. Gilbertson’s last position prio cofounding Northern was at Pig
Jaffray in Minneapolis from March 2004 to AugusDBOPrior to Piper Jaffray, Ryan was a portfolionager at Telluride Asset Managemel
multi-strategy hedge fund based in Wayzata, Minteed®yan holds a BA from Gustavus Adolphus Collegternational Business/Finance.

Chad D. Wintethas served as our Chief Financial Officer sincedii@010. Mr. Winter joined Northern Qil in Novenm®907 as ot
internal operations manager. In 2008, Mr. Wintesvpgaomoted to vice president of operations and gradary responsibility for our SE
financial reporting, accounting, audit and tax fiimas as well as Sarbanes Oxley compliance. Roigoining our company, Mr. Winter serv
as the acting director of product development wittie enterprise media group at Dow Jones and Caynfpam 2005 to 2007. During |
tenure, Mr. Winter oversaw the development of gniee financial solutions, which included managthg business ung’ financial model:
forecasting, budgeting, strategy, marketing andlpcodevelopment.

James R. Sankovitms served as our Chief Operating Officer and Ger@ounsel since March 2010. Mr. Sankovitz had ipnesty
served as our General Counsel since March 2008 ®rjoining our company, Mr. Sankovitz was a partat the law firm Adams, Monahar
Sankovitz, LLP from November 2004 to March 2008 evéhhe represented various public and private campaand individuals concerni
state and federal securities laws, corporate fieamatters, mergers and acquisitions, capital stringf, regulatory compliance and ot
business-related matters. Mr. Sankovitz has assidtents as an attorney and consultant in purseegjtaltaising transactions (includi
private placements, mergers, tender offers, bofetings, bridge financings and bank financingsyauring complex transactions, comple
mergers, acquisitions and similar transactionseltging strategic business plans, exploring liceggipportunities, evaluating cash needs
resources, negotiating various agreements and ssidgesecurities law compliance and general cotpanatters.
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The information appearing under the headings “Psapa: Election of Directors” andSéection 16(a) Beneficial Onership Repor
Compliance” in the Proxy Statement is incorpordteckin by reference.

We have adopted a Code of Business Conduct andsBtit applies to our chief executive officer,etiinancial officer and perso
performing similar functions. A copy is available our website at www.northernoil.conWe intend to post on our website any amendmer,
or waivers from, our Code of Business Conduct atiicE pursuant to the rules of the SEC and NYSE XABguity Market.

Item 11. Executive Compensation

The information appearing under the heading “ExgeuCompensation’and the information regarding compensation coma
interlocks and insider participation under the hegdOur Board of Directors and Committeéa"the Proxy Statement is incorporated herei
reference.
Item 12. Security Ownership of Certain Beneficial Owners ahnagement and Related Stockholder Matters

Securities Authorized for Issuance under Equity Corpensation Plans

The following table provides information with regpeo our common shares issuable under our equitgpensation plans as
December 31, 2010:

Number of Number of
securities to Weighteo- securities
be issued average remaining
upon exercist exercise price  available for
of of future
outstanding  outstanding issuance
options, options, under equity
warrants and warrants and compensatior
Plan Category rights rights plans
Equity compensation plans approved by security holelrs
2006 Incentive Stock Option Pli 265,96. $ 5.1¢ 340,00(
2009 Equity Incentive Pla - - 1,087,00!
Equity compensation plans not approved by securitiolders - - —
Total 265,96. $ 5.1¢ 1,427,00!

The information appearing under the heading “Ségu@wnership of Certain Beneficial Owners and Maragnt”in the Prox
Statement is incorporated herein by reference.

Item 13. Certain Relationships and Related Transactions, abatector Independence

The information appearing under the headings “@erRelationships and Related Transactions” a@dir* Board of Directors al
Committees” in the Proxy Statement is incorpordterkin by reference.

Item 14. Principal Accountant Fees and Services

The information appearing under the heading “Prap@sRatification of Appointment of Independentgi&ered Public Accountants”
in the Proxy Statement is incorporated herein fgremce.

PART IV
Item 15. Exhibits and Financial Statement Schedules
(@) Documents filed as Part of this Ré&por
1. Financial Statement

See Index to Financial Statements on page F-1.
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2. Financial Statement Schedu

All schedules are omitted because they are eitbeapplicable or required information is shown lire ffinancial statements
notes thereto.

(b) Exhibits:

Unless otherwise indicated, all documents incongardy reference into this report are filed witle tBEC pursuant to the Securi
Exchange Act of 1934, as amended, under file nur@0£+33999.

Exhibit No. Description Reference
2.1 Plan of Merger, dated as of June 30, 2010, by ataden Incorporated by reference to Exhibit 2.1 to the iRegn’s
Northern Oil and Gas, Inc. (a Nevada corporatioithand Current Report on Form 8-K filed with the SEC oty 2010
into Northern Oil and Gas, Inc. (a Minnesota cogpion)

3.1 Articles of Incorporation of Northern Oil and G#&sg. dated Incorporated by reference to Exhibit 3.1 to the iRegnt's
June 28, 201 Current Report on Formr-K filed with the SEC on July 2, 20!
3.2 By-Laws of Northern Oil and Gas, Inc. Incorporated by reference to Exhibit 3.2 to the iRegnt’s
Current Report on Fornm-K filed with the SEC on July 2, 201
4.1 Specimen Stock Certificate of Northern Oil and Gas, Incorporated by reference to Exhibit 4.1 to the iRtegnt’s
Current Report on Formr-K filed with the SEC on July 2, 20!
10.1 Form of Warran Incorporated by reference to Exhibit 10.2 to therewt repor!

on Form 8-K filed with the SEC on September 14,2(ile
No. 00(-30955)

10.2* Amended and Restated Employment Agreement by Incorporated by reference to Exhibit 10.2 to thgiBtan’s
between Northern Oil and Gas, Inc. and Michael ég&,  Current Report on Form 8-K filed with the SEC orbkery 2,
dated January 30, 20! 2009 (File No. 00-30955)

10.3* Amendment No. 1 to Amended and Restated EmploymenFiled herewith
Agreement by and between Northern Oil and Gas,dnd.
Michael L. Reger, dated January 14, 2

10.4* Amended and Restated Employment Agreement by Incorporated by reference to Exhibit 10.3 to thgiBtean’s
between Northern Oil and Gas, Inc. and Ryan R.eBifon, Current Report on Form 8-K filed with the SEC orbkery 2,
dated January 30, 20! 2009 (File No. 00-30955)

10.5*% Amendment No. 1 to Amended and Restated Employmenincorporated by reference to Exhibit 10.3 to thgiReant’s
Agreement by and between Northern Oil and Gas,dnd. Current Report on Form 8-K filed with the SEC onrita25,
Ryan R. Gilbertson, dated March 25, 2( 2010

10.6* Amendment No. 2 to Amended and Restated Employi Filed herewitr
Agreement by and between Northern Oil and Gas,and.
Ryan R. Gilbertson, dated January 14, 2

10.7 Warrant to Purchase Shares of Northern Oil and [Bas,  Incorporated by reference to Exhibit 10.4 to thgiRteant’s
Common Stock Issued to CIT Group/Equity Investmgimis. Current Report on Form 8-K filed with the SEC onrbta2,
on February 27, 20C 2009 (File No. 00-30955)
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Exhibit No. Description Reference
10.8* Northern Oil and Gas, Inc. 2009 Equity Incentivart Incorporated by reference to Exhibit 10.1 to thgiReant’s
Current Registration Statement on Form S-8 filethwhe SEC
on July 16, 2009 (File No. 3-160602)
10.9 Exploration and Development Agreement dated effectis ollncorporated by reference to Exhibit 2.1 to the iRegn’s
April 1, 2009 by and between Slawson Exploratiompany, Current Report on Form 8-K filed with the SEC onyMVe®,
Inc. and Northern Oil and Gas, Ir 2009
10.10 First Amendment to Credit Agreement dated as of B2y Incorporated by reference to Exhibit 10.1 to thgiReant’s
2009 among Northern Oil and Gas, Inc., CIT CapixaA Current Report on Form 8-K filed with the SEC onyMe®,

Inc., and the Lenders party ther 2009
10.11* Form of Promissory Note issued to Michael L. Resyeat Ryailncorporated by reference to Exhibit 10.18 to tlegiBtran’s
R. Gilbertson Current Report on Form 10-K filed with the SEC oarigh 8,

2010
10.12* Form of Restricted Stock Agreement issued undeNtr¢herrincorporated by reference to Exhibit 10.19 to thegiRtrant’s
Oil and Gas, Inc. 2009 Equity Incentive Plan Current Report on Form 10-K filed with the SEC oargh 8,

2010

10.13 Employment Agreement by and between Northern @l an Incorporated by reference to Exhibit 10.1 to thgiR®ant’s
Gas, Inc. and Chad D. Winter, dated March 25, 2010 Current Report on Form 8-K filed with the SEC onrbta25,
2010
10.14 Employment Agreement by and between Northern @il  Incorporated by reference to Exhibit 10.2 to thgiBiean’s
Gas, Inc. and James R. Sankovitz, dated March®®) 2  Current Report on Form 8-K filed with the SEC onrbta25,
2010
10.15 Amended and Restated Credit Agreement dated asapf24, Incorporated by reference to Exhibit 10.1 to thgiReant’s
2010 among Northern Qil and Gas, Inc., as Borrower, Current Report on Form 8-K filed with the SEC omdd, 2010
Macquarie Bank Limited, as Administrative Agentdarhe
Lenders party theret
23.1 Consent of Independent Registered Public Accourimp  Filed herewith
Mantyla McReynolds LLC
23.2 Consent of Ryder Scott Company, Filed herewitr
31.1 Certification of the Chief Executive Officer pursido Rule Filed herewitt
13a-14(a) or 15d-14(a) under the Securities Exchaa) of
1934, as adopted pursuant to Section 302 of theafes-
Oxley Act of 200z
31.2 Certification of the Chief Financial Officer pursudo Rule Filed herewitt
13a-14(a) or 15d-14(a) under the Securities Exchaa) of
1934, as adopted pursuant to Section 302 of theaBes-
Oxley Act of 200z
32.1 Certification of the Chief Executive Officer and i€h Filed herewitt
Financial Officer pursuant to 18 U.S.C. SectioBQ,3s
adopted pursuant to Section 906 of the Sarbanesy@dt of
2002

99.1 Report of Ryder Scott Company, L Filed herewitr

* Management contract or compensatory plan omgeeent required to be filed as an exhibit to taport.
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f(the Securities Exchange Act of 1934, the regidthas duly caused this repol
be signed on its behalf by the undersigned, theoeduly authorized.

NORTHERN OIL AND GAS, INC.

Date: March 4, 201! By: /s/ Michael L. Rege

Michael L. Rege
Chief Executive Office

POWER OF ATTORNEY

Each person whose signature appears below coestitutd appoints, Michael L. Reger and Chad D. Winteeither of them, his/her true ¢
lawful attorney-infact and agent, acting alone, with full power obstitution and resubstitution, for him/her and is/ler name, place a
stead, in any and all capacities, to sign any direhaendments (including post-effective amendmetashis Annual Report on Form X-anc

to file the same, with all exhibits thereto, antledtdocuments in connection wherewith, with the @assion, granting unto said attorney-in-
fact and agent, each acting alone, full power antaity to do and perform each and every act aimytrequisite and necessary to be doi
and about the premises, as fully to all intents partboses as he/she might or could do in persambkieratifying and confirming all se
attorney-in-fact and agent, acting alone, or hisfubstitute or substitutes, may lawfully do orsmio be done by virtue hereof.

Pursuant to the requirements of the Securities &xgh Act of 1934, this report has been signed béipwhe following persons
behalf of the registrant and in the capacity andhendates indicated:

Signature Title Date
/s/ Michael L. Rege Chief Executive Officer, Chairman and Director March 4, 2011
Michael L. Rege
_ Chief Financial Officer, Principal Financial OfficePrincipa March 4, 2011
/s/ Chad D. Winte Accounting Officer
Chad D. Winte
/s/ Ryan R. Gilbertso President and Director March 4, 2011
Ryan R. Gilbertsol
/s/ Loren J. ( Toole Director March 4, 2011
LorenJ. C'Toole
/s/ Carter Stewal Director March 4, 2011
Carter Stewar
/sl Jack King Director March 4, 2011
Jack King
/s/ Robert Grabl Director March 4, 2011
Robert Grabt
/s/ Lisa Bromiley Meie Director March 4, 2011

Lisa Bromiley Meiel

55




Table of Content
NORTHERN OIL AND GAS, INC.

INDEX TO FINANCIAL STATEMENTS

Report of Independent Registered Public Accourfimm

Balance Sheets as of December 31, 2010 and

Statements of Operations for the Years Ended DeeeBih 2010, December 31, 2009 and December 38,
Statements of Cash Flows for the Years Ended Deeef3th 2010, December 31, 2009 and December 338,
Statements of Stockhold’ Equity for the Years Ended December 31, 2010, Déeerdl, 2009 and December 31, 2!
Notes to the Financial Stateme

F-1

Page

F-2
F-3

F-5
F-7
F-10




Table of Content

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders
Northern QOil and Gas, Inc

We have audited the accompanying balance sheétsrtfiern Oil and Gas, Inc. (the Company) as of Dewer 31, 2010 an@009, and the

related statements of operations, stockholderstgcand cash flows for each of the years in threéhyear period ended December 31, 2010.
These financial statements are the responsibilitied Company’s management. Our responsibility isxpress an opinion on these financial
statements based on our audits.

We conducted our audits in accordance with thedstais of the Public Company Accounting OversighamBlgUnited States). Those standards
require that we plan and perform the audit to obtaasonable assurance about whether the finatataiments are free of material
misstatement. An audit includes examining, on alasis, evidence supporting the amounts and disis in the financial statements. An a
also includes assessing the accounting princiged and significant estimates made by managemenielhas evaluating the overall financial
statement presentation. We believe that our apditgide a reasonable basis for our opinion.

In our opinion, the financial statements referre@love present fairly, in all material respedts, financial position of the Company as of
December 31, 2010 and 2009, and the results afdperations and their cash flows for each of tharyg in the three-year period ended
December 31, 2010 in conformity with accountingipiples generally accepted in the United StateSnoérica.

We also have audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@inited States), the Company’s
internal control over financial reporting as of @etber 31, 2010, based on criteria establishéadt@rnal Control—Integrated Framework
issued by the Committee of Sponsoring Organizatidriee Treadway Commission (COSO), and our regateéd March 4, 2011 expressed an
unqualified opinion on the effectiveness of the @amy’s internal control over financial reporting.

Mantyla McReynolds LLC
Salt Lake City, Utah
March 4, 2011
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NORTHERN OIL AND GAS, INC.
BALANCE SHEETS
DECEMBER 31, 2010 AND 2009

December 31

2010 2009
CURRENT ASSETS
Cash and Cash Equivalel $152,110,70 $ 6,233,37.
Trade Receivable 22,033,64 7,025,01.
Prepaid Drilling Cost: 13,225,65 1,454,03.
Prepaid Expense 345,69! 143,60t
Other Current Asse 475,96° 201,31«
Short- Term Investment 39,726,70 24,903,47
Deferred Tax Asse 5,100,00! 2,057,00!
Total Current Assets 233,018,36 42,017,81
PROPERTY AND EQUIPMENT
Oil and Natural Gas Properties, Full Cost Methodofounting
Proved 158,846,47 42,939,09
Unproved 136,135,16 53,862,52
Other Property and Equipme 2,479,19 439,65¢
Total Property and Equipme 297,460,83 97,241,28
Less- Accumulated Depreciation and Deplet 22,152,35 5,091,19:
Total Property and Equipment, N 275,308,48 92,150,08
DEBT ISSUANCE COSTS 1,367,12. 1,427,07.
Total Assets $509,693,96 $ 135,594,96
LIABILITIES AND STOCKHOLDERS' EQUITY
CURRENT LIABILITIES
Accounts Payabl $ 48,500,200 $ 6,419,53
Line of Credit - 834,49:.
Accrued Expense 2,82¢ 316,97
Derivative Liability 11,145,31 1,320,67!
Other Liabilities 18,57 18,57
Total Current Liabilities 59,666,92 8,910,25!
LONG-TERM LIABILITIES
Revolving Line of Credi - -
Derivative Liability 5,022,65 1,459,37.
Subordinated Note - 500,00(
Other Noncurrent Liabilitie 477,90( 243,88t
Total Lon¢-Term Liabilities 5,500,55 2,203,26:.
DEFERRED TAX LIABILITY 9,167,00! 922,00(
Total Liabilities 74,334,48 12,035,51
STOCKHOLDERS' EQUITY
Preferred Stock, Par Value$.001; 5,000,000 AutleadiNo Shares Outstandi - -
Common Stock, Par Value $.001; 95,000,000 Authdrig2,129,424 Outstanding (20— 43,911,04+
Shares Outstandin 62,12¢ 43,91:
Additional Paic«-In Capital 428,484,09 124,884,26
Retained Earning 7,759,19; 841,89:.
Accumulated Other Comprehensive Income (Loss) (945,93) (2,210,620
Total Stockholders' Equity 435,359,48 123,559,45
Total Liabilities and Stockholders' Equ $509,693,96 $ 135,594,96

The accompanying notes are an integral part oktfirancial statements.
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NORTHERN OIL AND GAS, INC.
STATEMENT OF OPERATIONS

FOR THE YEARS ENDED DECEMBER 31, 2010, 2009, AND 208

REVENUES
Oil and Gas Sale
Gain (Loss) on Settled Derivativ
Mark-to-Market of Derivative Instrumen
Other Revenu

OPERATING EXPENSES
Production Expense
Production Taxe
General and Administrative Exper
Depletion of Qil and Gas Properti
Depreciation and Amortizatic
Accretion of Discount on Asset Retirement Obliga$

Total Expenses

INCOME FROM OPERATIONS

OTHER INCOME (EXPENSE)

INCOME BEFORE INCOME TAXES

INCOME TAX PROVISION (BENEFIT)

NET INCOME

Net Income Per Common She- Basic

Net Income Per Common She Diluted

Weighted Average Shares Outstanc— Basic
Weighted Average Shares Outstanding - Diluted

*See Note 2

The accompanying notes are an integral part oktfirancial statements.

Year Ended December 31

2008

2010 2009 Adjusted *

$ 59,488,28 $ 15,171,82 $ 3,542,99.
(469,60 (624,54) 778,88!
(14,545,47) (363,419 -
85,90( 37,63( -
44,559,10 14,221,49 4,321,87
3,288,48 754,97¢ 70,95«
5,477,97 1,300,37: 203,18:
7,204,44. 3,686,33 2,091,28!
16,884,56 4,250,98: 677,91!
176,59 91,79 67,06(
21,75¢ 8,08: 1,03(
33,053,81 10,092,53 3,111,43i
11,505,28 4,128,96. 1,210,44
(168,98 135,99: 383,89:
11,336,30 4,264,95: 1,594,34
4,419,00! 1,466,001 (830,001)

$ 6,917,300 $ 2,798,95 $ 2,424,34
$ 01<¢ $ 0.0¢ $ 0.0¢
$ 01<¢ $ 0.0¢ $ 0.07
50,387,20 36,705,26 31,920,74
50,778,24 36,877,07 32,653,55
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NORTHERN OIL AND GAS, INC.
STATEMENTS OF CASH FLOWS

FOR THE YEARS ENDED DECEMBER 31, 2010, 2009, AND 208

CASH FLOWS FROM OPERATING ACTIVITIES
Net Income
Adjustments to Reconcile Net Income to Net C
Provided by
Operating Activities
Depletion of Oil and Gas Properti
Depreciation and Amortizatic
Amortization of Debt Issuance Co:
Accretion of Discount on Asset Retirement Obligas
Income Tax Provision (Benefi
Issuance of Stock for Consulting Fe
Net Loss on Sale of Available for Sale Securi
Market Value adjustment of Derivative Instrume
Lease Incentives Receivi
Amortization of Deferred Rer
Share- Based Compensation Exper
Changes in Working Capital and Other lItel
Increase in Trade Receivab
Increase (Decrease) in Other Receiva
Increase in Prepaid Expens
Increase in Other Current Ass
Increase in Accounts Payal
Increase (Decrease) in Accrued Exper

Net Cash Provided By Operating Activities

CASH FLOWS FROM INVESTING ACTIVITIES
Purchases of Other Equipment and Furni
Decrease (Increase) in Prepaid Drilling Cc
Proceeds from Sale of Oil and Gas Prope
Purchase of Available for Sale Securi
Proceeds from Sale of Available for Sale Secur
Purchase of Qil and Gas Proper

Net Cash Used For Investing Activities

CASH FLOWS FROM FINANCING ACTIVITIES
Increase in Margin Loa
Payments on Line of Crec
Advances on Revolving Credit Facili
Repayments on Revolving Credit Facil
Cash Paid for Listing Fe
Proceeds from Derivative
Increase (Decrease) in Subordinated Notes
Debt Issuance Costs Px

Proceeds from the Issuance of Common S- Net of Issuance Cos

Proceeds from Exercise of Stock Options
Net Cash Provided by Financing Activiti

NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENT S

CASH AND CASH EQUIVALENTS - BEGINNING OF PERIOD

CASH AND CASH EQUIVALENTS - END OF PERIOD
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Year Ended December 31

2008
2010 2009 Adjusted *
6,017,300 $ 2,798,95 $ 2,424,34
16,884,56 4,250,98 677,91t

176,59! 91,79« 67,06(
455,30: 459,34 -
21,75¢ 8,08: 1,03(
4,419,00! 1,466,001 (830,00()
- - 49,87
58,52 - 381
14,545 47 363,41« (95,14%)
- - 91,32(
(18,579) (18,579) (17,026
3,566,13; 1,213,29; 105,37
(15,008,63)  (4,996,07)  (2,028,94)
- 874,45 (874,45))
(202,08 (72,05 (45,879)
(274,65 (158,33 -
42,080,67 4,484,72. 1,821,55
(314,149 (953,09) 1,159,08:
73,307,22 9,812,91 2,506,49
(2,039,54) (31,256) (363,63)
(11,771,61)  (1,449,48) 350,74
297,87 - 468,60
(48,679,26)  (24,106,29)  (3,800,52)
34,699,65 800,00 975,00
(180,400,55)  (47,061,66)  (37,997,15)
(207,893,45) _ (71,848,70) _ (40,357,96)
- - 1,650,721
(834,49;) (816,22 -
5,300,000  29,750,00 -
(5,300,00)  (29,750,00) -
- - (65,000)
- - 95,14¢
(500,000) 500,00
(395,359  (1,190,06) -
282,193,40  68,994,73 25,904,85
- - 933,80
280,463,55 67,488,44 28,519,52
145,877,32 5,452,65 (9,331,94)
6,233,37; 780,71¢  10,112,66
$152,110,70 $ 6,233,37. $ 780,71




Table of Content

Supplemental Disclosure of Cash Flow Informatior
Cash Paid During the Period for Inter

Cash Paid During the Period for Income Ta

Non-Cash Financing and Investing Activitie
Purchase of Oil and Gas Properties through Issuaif€emmon Stocl

Payment of Consulting Fees through Issuance of CamBtock
Payment of Compensation through Issuance of Conftack
Capitalized Asset Retirement Obligatic

Cashless Exercise of Stock Options

Fair Value of Warrants Issued for Debt Issuance€os

Payment of Debt Issuance Costs through IssuanCemimon Stock

The accompanying notes are an integral part oktfiancial statements.

* See Note 2
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Year Ended December 31

2008

2010 2009 Adjusted *
$ 16923 $ 62471 $ -
$ - $ - $ -
$ 12,679,42 $ 1,11573 $ 2,084,37
$ - $ - $ 49 87"
$ 873321 $ 1,21329. $  105,37!
$ 23225( $ 137,22. $ 60,407.00
$ - $ 518,000 $ -
$ - $ 22115, $ -
$ - $ 475200 $ -
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NORTHERN OIL AND GAS, INC.

STATEMENT OF STOCKHOLDERS’ EQUITY (DEFICIT)
FOR THE YEARS ENDED DECEMBER 31, 2010, 2009, AND 208

Balance- December 31, 200

Issued 7,500 Common Shares to
Roepke Communications for servic

Issued 318,495 Common Shares for
Leasehold Interest Gas Properties,
LLC for Leasehold Interest (Value
between $2.30 and $11.98 per
Common Share

Issued 20,000 Common Shares of
Restricted Stock for employee
services

Listing Fee Paid to American Sto
Exchange

Issued Pursuant to Exercise of Optir
Issued Pursuant to Exercise of Warr:
Warrant Exercise Cos

Stock Grant Compensatic

Unrealized Losses on Auction R:
Securities

Income Tax Benefit from Optior
Exercisec

Net Income- As Adjusted

Balance— December 31, 200:

Warrants Issued Included for De
Issuance Cos!

Stock Grant Compensatic

Net Change in Cash Flow Hed
Derivatives

Unrealized Gain on Sh-Term
Investment:

Issued 180,000 shares as Debt Issu:
Costs

Issued 283,670 Shares
Compensation/Director Fees (Valu
between $2.84 and $9.70 per
Common Share

Accumulated

Other Retained

Additional Comprehensive Earnings Total
Common Stock Paid-In Income (Accumulated Stockholders

Shares Amount Capital (Loss) Deficit) Equity
28,695,92 $ 28,69¢ $ 22,259,92 $ - $ 4381,40) $ 17,907,21
7,50( 8 49,867 - - 49,87¢
318,49! 31¢ 2,084,05: - - 2,084,37.
20,00( 20 (20) - - -
- - (65,000) - - (65,000)
260,00( 26C 933,54( - - 933,80(
4,818,18i 4,81¢ 25,977,24 - - 25,982,06
i - (77,204 - - (77,209
- - 105,37¢ - - 105,37¢
- - - (240,774 - (240,774
- - 425,00( - - 425,00(
- - - 2,424,341 2,424,341
34,120,10 $ 34,127 $ 51,692,77 $ (240,779 $ (1,957,06) $ 49,529,06
- - 221,15 - - 221,15!
- - 366,69( - - 366,69(
- - - (1,483,63) - (1,483,63))
- - - (486,207 - (486,207)
180,00( 18C 475,02 - - 475,20(
283,67 284 2,092,69! - - 2,092,97
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Sale of 2,250,000 Common Shares fi
$6.00 Per Shar

Sale of 6,500,000 Common Shares fi
$9.12 Per Shar

Issued 128,907 Common Shares
Leasehold Interest (Value between
$4.25 and $11.46 per Common Sh

Repurchase of 2,084 Common Shg

Costs of Capital Rais

Issued 361,330 Common Shares of
Restricted Stoc

Repurchase of 52,061 Common Sh
Issued Pursuant to Exercise of Optir

Share Adjustment Related to Ken
Transactior

Income Tax Provision for Share Base
Compensatiol

Net Income

Balance- December 31, 200!

Stock Grant Compensatic

Net Change in Cash Flow Hed
Derivatives

Net Change in Unrealized Gain(Lo!
on Shor-term Investment

Issued 213,075 Shares as Compens
(Value between $12.32 and $22.8¢
per Common Shart¢

Sale of 5,750,000 Common Shares fi
$14.40 Per Shai

Sale of 10,292,500 Common Shares
$20.25 Per Share (Net of
Underwriting Fee of $8,336,92

Issued 882,491 Common Shares
Leasehold Interest (Value between
$9.67 and $16.80 per Common Sh

Cost of Capital Raise

Issued 1,058,000 Common Share:
Restricted Stoc

Accumulated

Other Retained
Additional Comprehensive Earnings Total
Common Stock Paid-In Income (Accumulated Stockholders
Shares Amount Capital (Loss) Deficit) Equity

2,250,001 2,25( 13,497,75 - - 13,500,00
6,500,00i 6,50( 59,273,50 - - 59,280,00
128,09° 12¢ 1,115,611 - - 1,115,73:
(2,089 2 (20,21 - - (20,21}
- - (3,785,26) - - (3,785,269

361,33( 361 (362) - - -
(52,067) (52 (517,949 - - (518,00()
100,00( 10C 517,90( - - 518,00(
41,98¢ 42 (42 - - -
- - (45,000) - - (45,000)

- - - - 2,798,95: 2,798,95:
43,911,04 43,91 $124,884,26 $  (2,210,62) $ 841,89: $ 123,559,45
- - 4,439,10: - - 4,439,10:

= - - 711,55¢ - 711,55.

- - - 553,13! - 553,13!

213,07! 211 4,293,90: - - 4,294,11.
5,750,00i 5,75( 82,794,25 - - 82,800,00
10,292,50 10,29¢  200,075,90 - - 200,086,20
882,49: 88: 12,678,53 - - 12,679,42

- - (692,79) - - (692,79
1,058,00! 1,05¢ (1,058) - - -
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Issued Pursuant to Cashless Exercis
Stock Options

Income Tax Provision for Share Base
Compensatiol

Net Income

Balance- December 31, 201!

Accumulated

Other Retained
Additional Comprehensive Earnings Total
Common Stock Paid-In Income (Accumulated Stockholders
Shares Amount Capital (Loss) Deficit) Equity
22,31« 22 (22 - 5 -
- - 12,00( - - 12,00(
- - - - 6,917,301 6,917,30!
$ 62,12942 $ 62,12¢ $428,484,09 $ (945,93) $ 7,759,19. $ 435,359,48

The accompanying notes are an integral part oktfirancial statements.
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NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2010
NOTE1 ORGANIZATION AND NATURE OF BUSINESS

Northern Oil and Gas, Inc. (tt*Company,” “our” and words of similar import) isgrowth-oriented independent energy company engag
the acquisition, exploration, exploitation and depenent of crude oil and natural gas propertiese Tompanys common stock trades on
NYSE Amex Equities Market under the sym“NOG”".

The Company acquires interests in crude oil andrabgas acreage and drilling projects, primariighim the Williston Basin Bakken Sh:
formation. The Company is continuing to developsitbstantial leasehold acreage in the Bakken pidywall target additional opportunities
the Bakken and Three Forks play utilizing its finsbver leasing advantage. The Company owns worikitegest in wells, and does not le
land to operators. Management believes the Compautyantage gained by participating as a aparating partner has given the Comg
valuable data on completions and will help its apieg partners control well costs and enhance tesaslthe Company continues to develc
higher working interest sections in 2011 and beyond

The Company participates on a heads up basis gropate to its working interest in declared drijimnits. As of December 31, 2010,
principal assets included approximately 153,170ageés located in the northern region of the UnBéates of which the Company contro
approximately 140,216 net mineral acres in the igtdh Basin targeting the Bakken and Three Forks&ions, which provides the poten
to drill approximately 876 net wells using 960 aspacing units assuming three horizontal Bakkenthrek horizontal Three Forks per spa
unit. The Company continues to expand its positimaugh aggressive acquisition and leasing program

The Companys land acquisition and field operations, along wislious other services, are primarily outsourdedugh the use of consulta
and drilling partners. The Company will contingerétain independent contractors to assist in dipgrand managing the prospects and ¢
administrative functions. With the additional aisjtion of crude oil and natural gas propertieg, @ompany intends to continue to use both in-
house employees and outside consultants to deaeldexploit its leasehold interests.

As an independent crude oil and natural gas prodtioe Companys revenue, profitability and future rate of growite substantially depend
on prevailing prices of crude oil and natural gAssubstantial or extended decline in crude oilhatural gas prices could have a mat
adverse effect on the Compasyfinancial position, results of operations, cdslw$ and access to capital, and on the quantifiemtural ga
and crude oil reserves that can be economicallgymed.
NOTE 2 SIGNIFICANT ACCOUNTING POLICIES

These financial statements have been preparedcordance with accounting principles generally ategpn the United States of Amer
(“GAAP").

Cash and Cash Equivalents

The Company considers highly liquid investmentswinisignificant interest rate risk and original ondties to the Company of three month
less to be cash equivalents. Cash equivalentsstgmsnarily of interest-bearing bank accounts ammhey market funds. The Compasigasl
positions represent assets held in checking anceynorarket accounts. These assets are generallgtdezon a daily or weekly basis and
highly liquid in nature. Due to the balances begngater than $250,000, the Company does not hBN€ Eoverage on the entire amoun
bank deposits. The company believes this risk ismal. In addition, the Company is subject to @&é@g Investor Protection Corporati
(SIPC) protection on a vast majority of its finaal@ssets.

ShortTerm Investments

All marketable debt and equity securities and UWhiBtates Treasuries that are included in short-tewestments are considered available-for-
sale and are carried at fair value. The short-ierrestments are considered current assets duentlagirity term or the Comparsgyability ant
intent to use them to fund current operations. Wheealized gains and losses related to theseigsesuare included in accumulated of
comprehensive income (loss). The realized gaidsl@sses related to these securities are includether income (expense) in the staterr

of operations.
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Other Property and Equipment

Property and equipment that are not crude oil atdral gas properties are recorded at cost ancedieped using the straighihe method ove
their estimated useful lives of three to fifteerasgee Expenditures for replacements, renewals pattérments are capitalized. Maintenance
repairs are charged to operations as incurred gligad assets, other than crude oil and naturalpgagerties, are evaluated for impairmer
determine if current circumstances and market ¢mmdi indicate the carrying amount may not be recable. The Company has
recognized any impairment losses on non crudendilreatural gas lontived assets. Depreciation expense was $176,%857%$4, and $67,01
for the years ended December 31, 2010, 2009, ad@. 20

Debt Issuance Costs

In February 2009, the Company entered into a reéwgleredit facility with CIT Capital USA, Inc. (“Al") (See Note 9). The Compe
incurred costs related to this facility that weagpitalized on the Balance Sheet as Debt IssuansesCincluded in the Debt Issuance Cost
direct costs paid to third parties for broker feesl legal fees, 180,000 shares of restricted constaerk paid as additional compensatior
broker fees, and the fair value of 300,000 warrasgsied to CIT. The fair value of the warrants watculated using the Blackehole
valuation model based on factors present at the ¢iftlosing. CIT exercised these warrants ai@emf $5.00 per share in January 2011.
initial total amount capitalized for Debt Issuar@@ests was $1,670,000 related to the original ages¢mith CIT. In May 2009, the Compse
amended the revolving credit facility with CIT ttaav for additional borrowings. The Company inadrand capitalized $216,414 of dii
costs related to this amendment.

In May 2010, the Company completed an assignmeits agkvolving credit facility to Macquarie Bankrhited (“Macquarie”)from CIT. Ir
connection with the assignment, the Company andgMatie entered into an Amended and Restated ChAggléement governing the cre
facility. The Company incurred and capitalized 339 of direct costs related to this assignmedtaanendment.

The remaining capitalized costs from the originebfuary 2009 agreement and the May 2009 amendmehétagreement and the additic
costs for the assignment and amendment of thatfairilMay 2010 are being amortized over the rernmgjrterm of the amended facility us
the effective interest method.

The amortization of debt issuance costs for the gaded December 31, 2010 and 2009 was $455,308458J343, respectively.

Asset Retirement Obligations

The Company records the fair value of a liability fan asset retirement obligation in the periodwinich the asset is acquired an
corresponding increase in the carrying amount efrétated long-lived assefThe Asset Retirement Obligation is included in @tNencurren
Liabilities on the balance sheethe liability is accreted to its present value epehiod, and the capitalized cost is depreciatest tve useft
life of the related asset. If the liability is #etl for an amount other than the recorded amaugéin or loss is recognized.

Revenue Recognition and Natural Gas Balancing

The Company recognizes crude oil and natural gaantees from its interests in producing wells wheodpction isdelivered to, and title h
transferred to, the purchaser and to the exterdehiag price is reasonably determinable. The @Gamy uses the sales method of accountir
natural gas balancing of natural gas productionwaodid recognize a liability if the existing proveaserves were not adequate to cove
current imbalance situation. As of December 311,(R2®009, and 2008, the Compasyiatural gas production was in balance, meana
cumulative portion of natural gas production taker sold from wells in which it has an interestaqd its entitled interest in natural
production from those wells.
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StockBased Compensation

The Company has accounted for stock-based compemseider the provisions of FASB Accounting StamidaCodification (ASC) 718-10-55

This standard requires the Company to record xqerese associated with the fair value of stbaked compensation. For options,
Company uses the Blaceholes option valuation model to calculate stoakeld compensation at the date of grant. Optiaringrimodel
require the input of highly subjective assumptiansjuding the expected price volatility. Changeshese assumptions can materially a
the fair value estimate.

Income Taxes

The Company accounts for income taxes under FASB £&0-1030. Deferred income tax assets and liabilitiesdatermined based ug
differences between the financial reporting anditages of assets and liabilities and are measwsiag the enacted tax rates and laws tha
be in effect when the differences are expecteevernse. Accounting standards require the congideraf a valuation allowance for defer
tax assets if it is “more likely than not” that semomponent or all of the benefits of deferredassets will not be realized.

Stock Issuance

The Company records the stock-based compensatiardawssued to noemployees and other external entities for goodssandces at eith
the fair market value of the goods received orises/rendered or the instruments issued in exchéorgsuch services, whichever is m
readily determinable, using the measurement ddteetines enumerated in FASB ASC 505-50-30

Net Income (Loss) Per Common Sh

Basic earnings per share (“EPSe computed by dividing net income (the numerabgrthe weighted average number of common s
outstanding for the period (the denominator). @tUEPS is computed by dividing net income by tleégited average number of comr
shares and potential common shares outstandinglil(ifive) during each period. Potential common rekainclude stock options &
warrants. The number of potential common shardstanding relating to stock options and warrantsamputed using the treasury st
method.

As of December 31, 2010, there were 265,963 patigntilutive shares from stock options that becarercisable in 2007.

In addition, as of December 31, 2010, there wei@® @D warrants that were issued in conjunction i February 2009 revolving cre
facility with CIT that remained outstanding and egable. The warrants were exercised at a pfid @0 per share in January 2011.

Full Cost Method

The Company follows the full cost method of accaugfor crude oil and natural gas operations whgi@bcosts related to the exploration
development of crude oil and natural gas propegresinitially capitalized into a single cost canfdull cost pool”). Such costs include la
acquisition costs, geological and geophysical egpgncarrying charges on npreducing properties, costs of drilling directlylated tc
acquisition, and exploration activities. Intermaists that are capitalized are directly attribwgatiol acquisition, exploration and developn
activities and do not include costs related topghmduction, general corporate overhead or simitdivities. Costs associated with produc
and general corporate activities are expensedeirpéhmiod incurred. Capitalized costs are summarizefbllows for the years ended Decen
31, 2010, 2009, and 2008:
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Year Ended December 31

2010 2009 2008
Capitalized Certain Payroll and Other Internal G $ 655974 $ 2,616,26. $ 1,374,07
Capitalized Interest Costs 59,71. 624,71 -
Total $ 6,619.45 $ 3,240,970 $ 1,374,07.

As of December 31, 2010, the Company controlle@¢age in Sheridan County, Montana with primary terdgecluding the Red River a
Mission Canyon. The Company controlled acreageilimBs, Burke, Divide, Dunn, Golden Valley, McKeiez Mountrail, Stark and Willian
Counties, North Dakota targeting the Bakken ande&hrorks formations as well as acreage in Yatesi@pblew York that is prospective
Trenton/Black River, Marcellus and Queenstown-Madiatural gas production. See Note 5 for explanaif activities on these properties.

Proceeds from property sales will generally be iteeldto the full cost pool, with no gain or lossaognized, unless such a sale wi
significantly alter the relationship between cdpitd costs and the proved reserves attributablédee costs. A significant alteration wc
typically involve a sale of 25% or more of the pedweserves related to a single full cost poolthtnyears ended December 31, 2010 and
the Company sold acreage and production for $297a8id $468,609. The proceeds for these salesappieed to reduce the capitalized ¢
of crude oil and natural gas properties. There werproperty sales for the year ended Decembe2®19.

Capitalized costs associated with impaired properiind capitalized cost related to properties Ilggpioved reserves, plus the estimated fi
development costs, asset retirement costs undeBRSC 410-20-25 are depleted and amortized on tfieof-production method based
the estimated gross proved reserves as determinediépendent petroleum engineers. The costs mfowed properties are withheld from
depletion base until such time as they are eitbgeldped or abandoned. When proved reserves siphad or the property is considered t
impaired, the cost of the property or the amourthefimpairment is added to costs subject to digpletalculations. As of December 31, 2(
the Company included $1,591,790 of costs relatexkpired leases in Sheridan County, Montana andsy@bunty, New York, which costs
subject to the depletion calculation.

Capitalized costs of crude oil and natural gas erigs (net of related deferred income taxes) nayerceed an amount equal to the pre
value, discounted at 10% per annum, of the estuinateire net cash flows from proved crude oil amdural gas reserves plus the cos
unproved properties (adjusted for related incomeefiiects). Should capitalized costs exceed tleiling, impairment is recognized. T
present value of estimated future net cash flonomputed by applying the IRenth average price of crude oil and natural gasstomate
future production of proved crude oil and naturas geserves as of periedd, less estimated future expenditures to be riedun developin
and producing the proved reserves and assumingnoatibn of existing economic conditions. Suchsgrg value of proved reservdsture ne
cash flows excludes future cash outflows associatétl settling asset retirement obligations thawvehdeen accrued on the Bala
Sheet. Should this comparison indicate an excasgiog value, the excess is charged to earningsdmpairment expense. As of Decen
31, 2010, the Company has metlized any impairment of its properties due tolow basis in the acreage and productivity ancheatcs o
its producing wells.

Use of Estimates

The preparation of financial statements under galyeaccepted accounting principles (“GAAHRN the United States requires manageme
make estimates and assumptions that affect theteghbamounts of assets and liabilities and discsd@ contingent assets and liabilities ai
date of the financial statements and the repomeguats of revenues and expenses during the reggrériod. The most significant estims
relate to proved crude oil and natural gas resgolemes, future development costs, estimates nglath certain crude oil and natural
revenues and expenses, fair value of derivativeunmsents, fair value of certain investments, anféled income taxes. Actual results r
differ from those estimates.
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Reclassifications

Certain reclassifications have been made to pmarg reported amounts in order to conform with the aurgeear presentation. In prior ye
the Company separately indentified share based ensation on its statement of operations. Theseuatachave been reclassified to
included in general and administrative expenseesélreclassifications did not impact the Compangtsincome, stockholdergquity or cas
flows.

Derivative Instruments and Price Risk Management

The Company uses derivative instruments from timénhe to manage market risks resulting from flations in the prices of crude oil ¢
natural gas. The Company may periodically enter derivative contracts, including price swaps,scapd floors, which require payment:
(or receipts from) counterparties based on thesdifitial between a fixed price and a variable piicea fixed quantity of crude oil or natu
gas without the exchange of underlying volumese mhtional amounts of these financial instrumemnéskesed on expected production f
existing wells. The Company has, and may contiougse exchange traded futures contracts and optiotracts to hedge the delivery prici
crude oil at a future date.

At the inception of a derivative contract, the C@myp historically designated the derivative as ddlsv hedge. For all derivatives design:
as cash flow hedges, the Company formally docundetite relationship between the derivative conteant the hedged items, as well as
risk management objective for entering into thewdgive contract. To be designated as a cash fledge transaction, the relationship betv
the derivative and the hedged items must be higfictive in achieving the offset of changes inhcligws attributable to the risk both at
inception of the derivative and on an ongoing ba3ise Company historically measured hedge effentgs on a quarterly basis and hi
accounting would be discontinued prospectively datermined that the derivative is no longer dffecin offsetting changes in the cash flc
of the hedged item. Gains and losses deferreddnmaulated other comprehensive income related b iaw hedge derivatives that becc
ineffective remain unchanged until the related padin is delivered. If the Company determineg th#& probable that a hedged foreca
transaction will not occur, deferred gains or Iesse thederivative are recognized in earnings immediat&ge Note 15 for a description of
derivative contracts which the Company executethdu2010 and 2009.

Derivatives, historically, were recorded on theabak sheet at fair value and changes in the faievaf derivatives were recorded each pe
in current earnings or other comprehensive incaepending on whether a derivative was designatquagisof a hedge transaction and,

was, depending on the type of hedge transactidre Qompanys derivatives historically consisted primarily @fst flow hedge transactions
which the Company was hedging the variability aftcfiows related to a forecasted transaction. odeiv period changes in the fair valus
derivative instruments designated as cash flow ége@gere reported in other comprehensive incomeetidssified to earnings in the period
which the contracts were settled. The ineffectioetion of the cash flow hedges were reflectedurrent period earnings as gain or loss 1
derivative. Gains and losses on derivative inséni® that did not qualify for hedge accounting wareluded in income or loss frc
derivatives in the period in which they occur. Thsulting cash flows from derivatives were repads cash flows from operating activities.

On November 1, 2009, due to the volatility of pritifferentials in the Williston Basin, the Compadg-designated all derivatives that w
previously classified as cash flow hedges and iditexh, the Company has elected not to designayesabsequent derivative contract:
accounting hedges under FASB ASC 815280-As such, all derivative positions are carr@@dheir fair value on the balance sheet an
marked-tomarket at the end of each period. Any realizechgyaind losses are recorded to Gain (Loss) on &ddeivatives and unrealiz
gains or losses are recorded to Markvarket of Derivative Instruments on the Statemen®perations rather than as a component of
comprehensive income (loss) or other Income (exg@ens

Impairment

FASB ASC 360-10-35-21, requires that loinged assets to be held and used be reviewed fpaimment whenever events or change
circumstances indicate that the carrying amourdrofisset may not be recoverable. Oil and gas giep@ccounted for using the full ¢
method of accounting (which the Company uses) actuded from this requirement but continue to béject to the full cost methosl’
impairment rules. There was no impairment idesdifat December 31, 2010, 2009, and 2008.
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Change in Accounting Principle Related to Drilli@gsts

In 2009, the Company changed its method of accogritir drilling costs from the accrual of drillimpsts at the time drilling commenced f
well to recording the costs when amounts are irawiby operators. Recordimgilling costs when the amounts are invoiced byrames i
deemed preferable as it better represents the Guorigoactual drilling costs. The recording of drilliegsts in this method also is consis
with other companies in the crude oil and natuea mdustry. Generally accepted accounting priesipequire that the impact of the chanc
accounting be applied retrospectively to all pesipdesented. As a result, all prior period finahstatements have been adjusted to give «
to the cumulative impact of this change.

The following table shows the effects on the ConyfmBalance Sheet:

Year Ended December 31, 200¢

Effect of
As Reported Adjusted Change
Deferred Tax Asse- Current $ 1,433,000 $ 1,390,000 $ (43,000
Oil and Gas Properties, Full Cost Mett 55,680,56 47,260,83 (8,419,72)
Accumulated Depreciation and Depleti 856,01( 748,42: (207,589
Accrued Drilling Cost: 8,419,72! - (8,419,72)
Accumulated Defici $ (2,021,64) $ (1,957,06) $ 64,58¢
The following table shows the effect on the CompaiStatement of Operations:
Year Ended December 31, 200t
Effect of
As Reported Adjusted Change
Depletion Expens $ 785,50: $ 677,91! $ (107,589
Income Tax Provision (Benefi (873,000 (830,000 43,00(
Net Income $ 2,359,75. $ 2424341 $ 64,58¢
Earnings Per Sha—- Basic $ 007 $ 0.0¢ $ 0.01
Earnings Per Sha- Diluted $ 0.07 $ 0.07 $ -
The following table shows the effect on the CompaiStatement of Cash Flows:
Year Ended December 31, 200t
Effect of
As Reported Adjusted Change
Net Income $ 235975, $ 242434 $ 64,58¢
Depletion of Oil and Gas Properti 785,50 677,91! (107,589
Income Tax Benefi (873,001) (830,001) 43,00(
Increase in Accrued Drilling Cos 8,419,72! - (8,419,72)
Increase in Oil and Gas Propert (46,416,88) (37,997,15) 8,419,72!

New Accounting Pronouncemer

In January 2010, the Financial Accounting Stand@&dard (the “FASB”) issued Accounting Standards &ed(*“ASU”) No. 2010-06 Fair
Value Measurements and Disclosures (Topic 820)-éripg Disclosures about Fair Value Measurementich requires new disclosures
clarifies existing disclosure requirements reldiedair value measurements. The new standard regjaidditional disclosures related to (i)
amounts of significant transfers between Level d bevel 2 fair value measurements and the reasomthé transfers, (ii) the reasons for
transfers in or out of Level 3 measurements, aifdt{e presentation of information in the rollfoawd of recurring Level 3 measurements a
purchases, sales, issuances, and settlementsrossabgsis. The new standard was effective forimtand annual reporting periods begint
after December 15, 2009, except for the disclosegeiirements related to the gross presentationuafhases, sales, issuances, and settle
in the Level 3 rollforward. Those disclosures, whire not expected to have a material impact orCi@panys financial statements, i
effective for fiscal years beginning after Decembgr 2010 and will be incorporated into the Compsu@uarterly Report on Form 1Q-for the
period ending March 31, 2011.

In February 2010, the FASB issued ASU 2010-09, $egent Events (Topic 855)Amendments to Certain Recognition and Disclo
Requirements.” ASU 20109 requires an entity that is a SEC filer to evedusubsequent events through the date that thecimlastatemen
are issued and removes the requirement that a B&Qlikclose the date through which subsequemtsveave been evaluated. ASC 2@K0-
was effective upon issuance. The adoption of tiaisdard had no effect on the Company’s resultgpefations or financial position.
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In April 2010, the FASB issued ASU 2010-13, “Comgation - Stock Compensation (Topic 718&ffect of Denominating the Exercise Pi
of a Share-Based Payment Award in the CurrencyhefMarket in Which the Underlying Equity Securityadles.” ASU 201@3 provide
amendments to Topic 718 to clarify that an emploglearebased payment award with an exercise price dendeuna the currency of
market in which a substantial portion of the ensitgquity securities trades should not be consid&redntain a condition that is not a mar
performance, or service condition. Therefore, atityemwould not classify such an award as a liapilitit otherwise qualifies as equity. T
amendments in ASU 20113 are effective for fiscal years, and interim pds within those fiscal years, beginning on orraecember 1!
2010. The adoption of this standard will not hamesffiect on the Company’s results of operationrancial position.

From time to time, new accounting pronouncemergsissued by FASB that are adopted by the Compay te specified effective date.
not discussed, management believes that the ingbaetently issued standards, which are not yetcéffe, will not have a material impact
the Company'’s financial statements upon adoption.

NOTE 3 SHORT-TERM INVESTMENTS

All marketable debt and equity securities and UWhiBtates Treasuries that are included in short-tewestments are considered available-for-
sale and are carried at fair value. The short-tiewastments are considered current assets dueeitonhaturity term or the comparsyability
and intent to use them to fund current operaticrige unrealized gains and losses related to thexsaities are included in accumulated o
comprehensive income (loss). The realized gairts laases related to these securities are includedther income in the statements
operations.

The following is a summary of our short-term inveshts as of December 31, 2010:

Fair Market
Cost at Value at
December December
31, Unrealized 31,
2010 (Loss) 2010
United States Treasuri $ 40,00954 $ (282,84 $ 39,726,70

For the year ended December 31, 2010, the Compalized losses of $58,524 on the sale of steon investments. There were no real
gains and losses recognized on the sale of invessnier the year ended December 31, 2009 and mirgaias or losses recognized on
sales of investments for the year ended Decemhez(RIB.

The Company reviews these investments on a quattedis to determine if it is probable that the @any will realize some portion of t
unrealized loss in accordance with FASB ASC 32®%Q- In determining if the difference between carstl estimated fair value of the short-
term investments was deemed either temporary @rattfan-temporary impairment, the Company evaluatath type of shoterm investmel
using a set of criteria including decline in valderation of the decline, period until anticipatedovery, nature of investment, probability
recovery, financial condition and near-term prospex the issuer, the Companyintent and ability to retain the investment,iltites of th
decline in value, status with rating agencies,ustadf principal and interest payments and any othsues related to the underly
securities. The Company determined the decliribdrfair values in all of the short-term investnsenere temporary as of December 31, 2010.
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NOTE 4 PROPERTY AND EQUIPMENT
Property and equipment at December 31, 2010 and, 20dsisted of the following:

Year Ended December 31

2010 2009
Oil and Gas Properties, Full Cost Mett
Unproved Costs, Not Subject to Amortization or @egjlTest $136,135,16 $ 53,862,52
Proved Costs 158,846,47 42,939,09
294,981,63 96,801,62
Other Property and Equipment 2,479,19 439,65t

297,460,83 97,241,28

Less: Accumulated Depreciation, Depletion and Aimation
Property and Equipme 22,152,35 5,091,19:
Total $275,308,48 $ 92,150,08

The following table shows depreciation, depletiang amortization expense by type of asset:

Year Ended December 31

2010 2009
Depletion of Costs for Proved Oil and Gas Propg $ 16,884,556 $ 4,250,98
Depreciation of Other Property and Equipment 176,59! 91,79
Total Depreciation, Depletion, and Amortization Erge $ 17,061,15 $ 4,342,777

NOTE 5 OIL AND GAS PROPERTIES

The value of the Comparg/crude oil and natural gas properties consistlaicreage acquisition costs (including cash edjgeres and tt
value of stock consideration), drilling costs anthes associated capitalized costs. Each of thests ccontributed to the Compaay’
approximate $198 million increase in crude oil aadlural gas properties during 2010.

Acquisitions
Montana Acquisition

At various points in 2009, the Company acquiredéemld interests in approximately 6,100 net minacaés in development areas locate
Roosevelt, Richland and Sheridan Counties, Montanahich the Company is targeting the Bakken Shale

On November 13, 2009, the Company entered intotgeiLef Intent with Slawson pursuant to which then@pany agreed to acquire a 2
working interest ownership in the exploration aryelopment of Slawsoa’Big Sky Project in Richland County, Montana fdrieh Slawso
controls leasehold interest in 13,401 gross aandsld,586 net acres. For each well the Companyseleqarticipate, the Company will pa
participation interest share of all costs to datjuip, complete, test and plug such well(s) oatagost basis.

North Dakota Acquisition

At various points in late 2007 and throughout 2@68, Company acquired leasehold interests in ajipairly 21,498 net mineral acres of |.
via bulk purchases in the core development arddaintrail County, North Dakota. The Company paidoanbination of cash and stock
consideration for such acquisitions, including ifsiance of an aggregate of 633,027 restrictecesludrits common stock. In addition to tr
major acquisitions the Company completed a seffiesmall transactions pursuant to which it purchaleedehold interests in approxima
8,000 net mineral acres in Mountrail County.
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On June 11, 2008, the Company entered into a psechgreement pursuant to which it ultimately aeglileasehold interests in approxima
23,210 net mineral acres primarily in Dunn Coumiprth Dakota. The Company also completed varialdit@mnal acquisitions of crude
and natural gas leasehold interests through nureesmall transactions with several parties in figears 2007 and 2008.

At various points in 2007 and 2008, the Companylpased leasehold interests in approximately 10q@d0nineral acres in and around Bt
and Divide Counties of North Dakota for cash coesidion.

In May 2009, the Company entered into an exploratiod development agreement with Slawson ExplaraBompany, Inc. (Slawsc
pursuant to which the Company acquired certain iNDdkota Bakken assets from Windsor Bakken LLCaat @f a syndicate led by privat
owned Slawson. Pursuant to the agreement, the @ayrpurchased a 5% interest of the undevelopedgeréncluding approximately 60,(
net acres. The Company also acquired an addit@ainterest in the existing well bores purchasedfWindsor Bakken LLC, providing t
Company an aggregate 14% interest in the existhgréss Bakken and Three Forks well bores in NDekota including approximately 1,2
barrels of crude oil production per day. In thengaction, the Company purchased approximatelyd80(yarrels of proven producing rese
as well as approximately 3,000 net undevelopedsacfbe Company paid a total cost of $7,300,00QHerinitial acquisition of acreage ¢
well bore interests.

On November 3, 2009, along with Slawson the Compammuired 24 high working interest sections conipgisipproximately 12,000 net ac
located in western McKenzie and Williams CountiésNorth Dakota. The Company acquired a 50% inteieghese properties and v
participate in drilling on a heads-up basis. Thpegperties are proximal to several recent hige- producing wells. The Company ¢
approximately $1,100 per net acre acquired indbggisition and expect to begin drilling these jembies in early 2011.

On November 17, 2009, the Company entered into>gioEation and Development Agreement with Area afittval Interest with Slaws:
pursuant to which the Company agreed to participéte a 50% working interest ownership, which egsab a 30% participation interest in
exploration and development of Slawse®&nvil Project in Roosevelt and Sheridan Countidsntana and Williams County, North Dakota.
the transaction, the Company acquired an intere$2j500 net acres in leases at $750 per net aci@30% interest and an aggregate su
$2,812,500. The Company agreed to participatdl icoats to drill, equip, complete, test and plhg tvell and to pay costs for the well on a
cost basis. The Company has the option to elepaiticipate or not participate as to each wellattiin the applicable project area. For ¢
well in which the Company elects to participate @ompany will pay a participation interest shdralbcosts to drill, equip, complete, test .
plug such wells on an at cost basis.

During 2010, the Company acquired approximatel358,net mineral acres, for an average cost of 8lp@4 net acre, in all of its key prosg
areas in the form of both effective leases andeages.

During 2010, the Company completed acreage acmuisitnvolving properties spanning across the foiitg counties of North Dakota: Burl
Divide, Dunn, McKenzie, Mountrail, Stark and Wiliies. The Company generally values acreage sulgewedrterm drilling activities on
lease-by-lease basis because it believes eachideasdribution to a subject spacing unit is beseased on that basis if development timi
sufficiently clear. Consistent with that approatite majority of the Company’s acreage acquisitionslve properties that are “hand-picked”
by the Company on a lease-l@ase basis for their contribution to a well expdcto be spud in the near future, and the subjastels are th
aggregated to complete one single closing withtthesferor. As such, the Company generally vieacheacreage assignment from brol
landmen and other parties as involving several ra¢paacquisitions combined into one closing witke tbommon transferor f
convenience. However, in certain instances an isitipmmn may involve a larger number of leases pnésg by the transferors as a sit
package without negotiation on a lease-by-leasés.b#s those instances, the Company still revieash lease on a leasedegse basis
ensure that the package as a whole meets its &aruisriteria and drilling expectations. In Dedeen of 2010, the Company acquired a !
working interest from Slawson in approximately 385et acres in Richland County, Montana. Thguisition accounted for approximat
12.8% of total number of net acres the Company isedwuring 2010. No other acquisition involved more than 10% of tbial acreage tt
Company acquired during the year.
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In June of 2010, the Company acquired approxime8e#@8 net acres for $1,750 per net acre in Wikiaand McKenzie Counties of No
Dakota. The Company issued and aggregate of 3B2%Bdres of its common stock and paid $761,464ash as consideration for -
acreage. The fair value of the stock issued we36853859 or $14.01 per share, based upon the maaket of the Compang’common stock
the date the shares were registered with the SE@$ale, which is the date the leasehold interests acquired.

In July of 2010, the Company acquired approxima88562 net acres for $2,000 per net acre in Di@denty, North Dakota. The Comp:
issued 444,186 shares of common stock as condwtefat the acreage. The fair value of the stasued was $6,529,534 or $14.70 per s
based upon the market value of the Company’s constamk on the date the leasehold interest was setjui

The Company has also completed other miscellaneonsnaterial acquisitions in North Dakota, and utilizedombination of stock and c:i
consideration for some of the acquisitions.

Certain of the foregoing acquisitions were purchassing the services of, or purchased from, padiesidered to be related to the Compat
the Companys Chief Executive Officer, Michael L. Reger. Seetd 7. All transactions involving related partiwere approved by tl
Company’s Board of Directors or Audit Committee.

Unproved Properties

The Companys unproved properties not being amortized comprisgpproximately 131,945 net acres of undevelopedéhold interests. T
Company believes that the majority of our unproeedts will become subject to depletion within thextnfive years by proving up reser
relating to the acreage through exploration anceligment activities, by impairing the acreage thifitexpire before the Company can expl
or develop it further or by determining that funteploration and development activity will not acc

Excluded costs for unproved properties are accuenlby year. Costs are reflected in the full casil@s the drilling costs are incurred o
costs are evaluated and deemed impaired. The Gonardicipates these excluded costs will be induitethe depletion computation over
next five years. The Company is unable to pretliet future impact on depletion rates. The followisga summary of capitalized cc
excluded from depletion at December 31, 2010 by yeairred.

Year Ended December 31

2010 2009 2008 Prior Years
Property Acquisitior $ 63,636,655 $ 16,061,84 $ 24,938,73 $ 5,147,23
Drilling 26,350,69 - - -
Total $ 89,987,34 $ 16,061,84 $ 24,938,73 $ 5,147,23

The Company had 11.69 net wells drilling and coripieas of December 31, 2010. All properties @&t not classified as proven propel
are considered unproved properties and, thus,dsis associated with such properties are not sutgjetepletion. Once a property is classi
as proven, all associated acreage and drillings@rst subject to depletion.

The Company historically has acquired its propsrhig purchasing individual or small groups of lead@ectly from mineral owners or frc
landmen or lease brokers, which leases historidadlye not been subject to specified drilling prtge@nd by purchasing lease packag:
identified project areas controlled by specific gters. The Company generally participates iidglactivities on a heads up basis by elec
whether to participate in each well on a wellsgH basis at the time wells are proposed for idgl] with the exception of three defined drill
projects with Slawson.

As of December 31, 2010, the Company was particigah three defined drilling projects with Slawsoavering an aggregate of 9,390
acres controlled by the Company. The Windsor ptofgea includes approximately 3,323 net acresralbed by the Company, primar
located in Mountrail and surrounding counties ofrtNdDakota. The Anvil project includes approxinigt8,750 net acres controlled by
Company in Roosevelt and Sheridan Counties of Muntnd Williams County of North Dakota. The SoWlest Big Sky project includ
approximately 2,317 total net acres controlledi®y@€ompany in Richland County of Montana.
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The Company believes that the majority of its unprbcosts will become subject to depletion witliia hext five years by proving up rese!
relating to its acreage through exploration andettgyment activities, by impairing the acreage thiitexpire before the Company can expl
or develop it further or by determining that funtlexploration and development activity will not acc The timing by which all other propert
will become subject to depletion will be dependgmbn the timing of future drilling activities anéltheation of our reserves.

NOTE6 PREFERRED AND COMMON STOCK

The Companys Articles of Incorporation authorize the issuantep to 100,000,000 shares. The shares are fidassi two classes, consisti
of 95,000,000 shares of common stock, par valuel$ger share, and 5,000,000 shares of preferre#d, gtar value $.001 per share. The Bi
of Directors is authorized to establish one or megdes of preferred stock, setting forth the dealign of each such series, and fixing
relative rights and preferences of each such sefiiee Company has neither designated nor issuedtares of preferred stock.

In 2008 optionees exercised 260,000 stock optisastgd in 2006 and 2007, resulting in cash procéedse Company of $933,800. A
benefit of $425,000 related to fully vested stopkian awards exercised was recorded as an incteashlitional paid-in capital

In February 2009, the Company agreed to issue 0%08ares of Common Stock to three employees ofdhgpany as compensation for tl
services. The employees were fully vested in tieges on the date of the grant. The fair valuthefstock to be issued was $261,280 or §
per share, the market value of a share of comnuk sin the date the stock was obligated to be issii&e entire amount of this stock awn
was expensed in the year ended December 31, 2009.

On February 27, 2009, the Company closed on aviegpkredit facility with CIT Capital USA, Inc. (“O07). As part of obtaining this cre:
facility agreement the Company entered into an gageent with Cynergy Advisors, LLC (Cynergy). Astpaf the compensation for the we
performed on obtaining the financing, Cynergy reedi 180,000 shares of restricted Common Stock @fGbmpany. The fair value of 1
restricted stock was $475,200 or $2.64 per shheeiarket value of a share of Common Stock on #te e financing closed. The fair ve
of this stock was capitalized as Debt IssuancesCarsdl is being amortized over the amended terinedfihancing.

On April 3, 2009, the Company acquired leasehdidrasts in North Dakota. The total consideratiomd fjar this acreage was 49,092 share
restricted common stock. The fair value of therieted stock was $224,879, or $4.58 per sharentheket value of a share of Common S
on the date the leasehold interests were acquired.

In June 2009, the Company completed a registemegtddffering of 2,250,000 shares of common stdch price of $6.00 per share for t
gross proceeds of $13,500,000. The Company intwosts of $813,237 related to this offering. Ehessts were netted against the proc
of the offering through Additional Paid-In Capital.

On October 26, 2009, the Company deposited 41,888 s of common stock in a specialkysignated shareholder account that had
previouslyereated to hold shares of our common stock reptedey certificates that appear in our stock transécords but were known
have been cancelled and their underlying sharesfeered between July of 1987 and August of 1988.aggregate of 58,268 shares of
common stock are held in the speciallgsignated shareholder account, which, followirgulstantial review of all available historical ¢
transfer records, the Company concluded represkeatmaximum number of shares of our common stoak ¢buld potentially be releasec
shareholders who may be able to establish a vidichdo such shares due to previously unrecognigsges with the Compars/stock transfi
records. These shares are considered issued &tdraling and are included in the total numberhafres outstanding disclosed on the ¢
page of this report.
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On November 4, 2009, the Company completed a mxgidtdirect offering of 6,500,000 shares of comstoek at a price of $9.12 per share
total gross proceeds of $59,280,000. The Compacyried costs of $2,972,027 related to the offerifibese costs were netted agains
proceeds of the offering through Additional Paid3apital.

In November and December 2009, the issued 79,08%stof common stock related to the purchase ethead interests in North Dakota. ~
fair value of the stock was $890,859, the mark&iezaf the Common Stock on the date the leasentédasts were acquired.

In November 2009, the Company issued 50,000 shafréSommon Stock to two employees of the companyc@spensation for the
services. The employees were fully vested in tiegess on the date of the grant. The fair valuthefstock issued was $457,500 or $9.1¢
share, the market value of a share of common sindke date the stock was issued. The entire atafuhis stock award was expensed ir
year ended December 31, 20

In December 2009, the Company issued 100,000 sludr€pmmon Stock to two executives of the compasycampensation for thi
services. The executives were fully vested inghares on the date of the grant. The fair valuthefstock issued was $970,000 or $9.7(
share, the market value of a share of common sindke date the stock was issued. The entire anuduhis stock award was expensed ir
year ended December 31, 20

In December 2009, the Company issued 41,670 shldr€@ommon Stock to the Compasybutside Directors as compensation for -
services. The Directors were fully vested in thares on the date of the grant. The fair valuthefstock issued was $404,199 or $9.7(
share, the market value of a share of common sindke date the stock was issued. The entire atafuhis stock award was expensed ir
year ended December 31, 20

In December 2009, a Director of the Company exectis00,000 stock options granted to him in 200fe €xercise of these options 1
completed through a cashless exercise whereathpany repurchased 52,061 of common shares to fseueommon shares related to
option exercise.

In January 2010, the Company agreed to issue aregatg of 4,000 shares of Common Stock to two eyegl® of the Company. The sh:
were fully vested on the date of the grant. Thewvalue of the stock issued was $50,280 or $1p&7share, based upon the market vali
one share of the Compasgytommon stock on the date the stock was obligadee issued. The entire amount of this stock dvwea:
expensed in the year ended December 31, 2010.

In January 2010, the Company agreed to issue Ef@@s of Common Stock to a consultant of the Compahe shares were fully vested
the date of the grant. The fair value of the stissked was $12,320 or $12.32 per share, basedthpanarket value of one share of com
stock on the date the stock was obligated to heetss The entire amount of this stock award wasesed in the year ended Decembe
2010.

In March 2010, the Company issued 10,287 shar&onafmon Stock as part of an acquisition of leaseimiltests in North Dakota. The 1
value of the stock issued was $99,475 or $9.6&pare, based upon the market value of one sharenmfon stock on the date the lease
interests were acquired.

In March 2010, pursuant to employment agreememt<ibmpany issued an aggregate of 50,000 sharesmi@n Stock to executives of
Company. The shares were fully vested on the dfatee grant. The fair value of the stock issueak 664,500 or $13.29 per share, b
upon the market value of one share of common stockhe date the stock was obligated to be isstiéeé. Company expensed $307,33
sharebased compensation related to the issuance foretlireended December 31, 2010. The remainder dathealue was capitalized into 1
full cost pool.

In April 2010, the Company entered into an undeimgi agreement to sell 5,750,000 shares of comnocksat a price of $15.00 less
underwriting discount of $0.60 per share for tatat proceeds of approximately $82.8 million, affeducting underwritersdiscounts. TF
Company incurred costs of $300,000 related to dffisring. These costs were netted against thegeds of the offering through Additio
Paid-In Capital.

F-21




Table of Content

On June 14, 2010, the Company issued 382,645 sbhfésmmon Stock as part of an acquisition of lbate interests in North Dakota. T
fair value of the stock issued was $5,360,856 er.®L per share, based upon the market value osloae of common stock on the date
shares were registered with the SEC for resale;iwisithe date the leasehold interests were aajuire

On June 18, 2010, the Company granted 14,167 sbaf@smmon Stock related to acquisitions of leatkiderests in North Dakota. The 1
value of the stock granted was $238,006 or $16&0spare, based upon the market value of one sliatemmon stock on the date
leasehold interests were acquired.

On July 13, 2010, the Company granted 31,206 slir€é®@mmon Stock related to acquisitions of leatimderests in North Dakota. The 1
value of the stock granted was $451,551 or $14&7spare, based upon the market value of one gliatemmon stock on the date
leasehold acquisitions were agreed upon.

On July 14, 2010, the Company granted 444,186 shafr€ommon Stock related to acquisitions of leakkeinterests in North Dakota. T
fair value of the stock granted was $6,529,534 1. %0 per share, based upon the market value oflvare of common stock on the date
leasehold interests were acquired.

In July 2010, pursuant to an employment agreenfrenCompany issued 5,000 shares of Common Stock émmployee of the Company. 1
shares were fully vested on the date of the graihe fair value of the stock issued was $69,25818.85 per share, based upon the m
value of one share of common stock on the datstthiek was obligated to be issued. The entire atwiuthis stock award was expensed ir
year ended December 31, 20

In November 2010, the Company entered into an wwiterg agreement to sell 10,292,500 shares of comstock at a price of $20.25 less
underwriting discount of $0.81 per share for tatat proceeds of approximately $200.1 million, affeducting underwritersdiscounts. TF
Company incurred costs of $392,795 related to dffisring. These costs were netted against thegeds of the offering through Additio
Paid-In Capital.

In November 2010, the Company issued 153,075 fudisted shares of Common Stock to the executiveseamuloyees of the Company
compensation for their services. The fair valug¢hef stock issued was $3,497,764 or $22.85 peestteg market value of a share of com
stock on the date the stock was issued. The Coynespensed $1,235,429 in shdr@ased compensation related to the issuance foyda
ended December 31, 2010. The remainder of thevélile was capitalized into the full cost pool.

Restricted Stock Awards

During the years ended December 31, 2010, 20092@68,the Company issued 1,058,000, 361,330 arid@0respectively, restricted she
of common stock as compensation to officers, emgdgy and directors of the Company. The restridtedes vest over various terms witt
restricted shares vesting no later than December2813. As of December 31, 2010, there was apprabdiyn $13.2 million of tot:
unrecognized compensation expense related to wi/esstricted stock. This compensation expense beilfecognized over the remain
vesting period of the grants. The Company has asduzero percent forfeiture rate for restrictedlst

The following table reflects the outstanding restéd stock awards and activity related theretdteryears ended December 31:
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Year Ended Year Ended Year Ended
December 31, 201( December 31, 200¢ December 31, 200¢
Number Weighted- Number Weighteo- Number Weighteo-
of Average Of Average Of Average
Shares Price Shares Price Shares Price
Restricted Stock Award:
Restricted Shares Outstanding at the
Beginning of the Yea 325,33( $ 9.01 20,00C $ 7.02 - $ =
Shares Grante 1,058,000 $ 14.0¢ 361,33( $ 8.4¢ 20,00C % 7.0¢
Lapse of Restrictions (247,708 $ 11.11 (56,000 $ 4.91 - $ .
Restricted Shares Outstanding at the
End of the Year 1,135,62: $ 13.2¢ 325,33( $ 9.01 20,000 $ 7.08

NOTE 7 RELATED PARTY TRANSACTIONS

The Company has purchased leasehold interestsSmrth Fork Exploration, LLC (“SFEpursuant to a continuous lease program that ¢
specific agreed upon sections of townships andesng Burke, Divide, and Mountrail Counties of NoiDakota where SFE previou
acquired leasehold interests on the Compailghalf and is authorized to continue to acquitditeonal acreage within the proximity of
originally-acquired leases. This program differenf other arrangements where the Company may psectpecific leases in ottieae, singl
closing transactions. In 2008, the Company paidtal of $815,100 related to previously acquireaskhold interests. In 2009, the Comg
paid a total of $501,603 related to previously aeglileasehold interests. In 2010, the Company patotal of $5,000 related to previot
acquired leasehold interests. Because each lesparately negotiates its own desired royalty, SEierriding royalty interest varies frc
lease to lease. The Company is receiving a nentgx interest ranging from 80.25% to 82.5% netmmegdnterest in the acquired leases, w
is net of royalties and overriding royalties. S&Rresident is J.R. Reger, the brother of the CoyipaCEO, Michael Reger. J.R. Reger is
a shareholder in the Company.

The Company has also purchased leasehold intefrests Montana Oil Properties (“MOP”)In 2008, the Company purchased lease
interests from MOP for a total consideration of mpgmately $5,160,824. In 2009, the Company pai@mMa total of $63,234 related
previously acquired leasehold interests. In JOI¥@ the Company paid MOP a total of $269,821dasks and reimbursement costs perta
to two separate wells in Mountrail County, Northkog. MOP is controlled by Mr. Tom Ryan and Mr.\&te Reger, both are relatives of
Company’s Chief Executive Officer, Michael Reger.

The Company has also purchased leasehold intdrestsGallatin Resources, LLC (“Gallatin”)n 2008, the Company purchased lease
interests from Gallatin for a total consideratidnapproximately $22,109. In 2009, the Company paallatin a total of $22,223 related
previously acquired leasehold interests. In 2ah@, Company paid Gallatin a total of $15,822 relatte a previously acquired leasef
interests. Carter Stewart, one of the Compsualjfectors, owns a 25% interest in Gallatin. Legainsel for Gallatin informed the Compi
that Mr. Stewart does not have the power to corallatin Resources because each member of GaHasnthe right to vote on matters
proportion to their respective membership inteieshe company and company matters are determipedvote of the holders of a majority
membership interests. Further, Mr. Stewart ishegitan officer nor a director of Gallatin. As spéfir. Stewart does not have the ability
individually control company decisions for Gallatin

The Company has a securities account with Morganl&¢ Smith Barney that is managed by Kathleene®ifion, a financial advisor with tl
firm who is the sister of the Company’s presiderd ®irector, Ryan Gilbertson.

All transactions involving related parties were ap@ed by the Company’s Board of Directors or Aditmmittee.
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NOTE 8 STOCK OPTIONS/STOCK-BASED COMPENSATION AND WARRANTS

The Company’s Board of Directors approved a stopkoa plan in October 2006 (“2006 Stock Option PJato provide incentives
employees, directors, officers, and consultantsuartter which 2,000,000 shares of common stock baee reserved for issuance. The op
can be either incentive stock options or rsatutory stock options and are valued at thenferket value of the stock on the date of grante
exercise price of incentive stock options may retdss than 100% of the fair market value of tleekssubject to the option on the date of
grant and, in some cases, may not be less than d18%ch fair market value. The exercise pricaafstatutory options may not be less t
100% of the fair market value of the stock on th&edf grant.

On November 1, 2007, the Board of Directors gram@d,000 of options under this 2006 Stock OpticanPIThe Company granted 500,
options in aggregate, to members of the board &@06 options to one employee pursuant to an empdoy agreement. These options \
granted at a price of $5.18 per share and the ogd® were fully vested on the grant date. Of B@@O0 options, 265,963 shares had

exercised as of December 31, 2010.

The Company accounts for stock-based compensatiderithe provisions of FASB ASC 718-56- This statement requires the Compar
record an expense associated with the fair valusoak-based compensation. The Company uses #uk-Btholes option valuation mode!
calculate stoclbbased compensation at the date of grant. Opticimgrmodels require the input of highly subjectagsumptions, including t
expected price volatility. The Company used tmepdified method to determine the expected termhefdptions due to the lack of suffici
historical data. Changes in these assumptionsredarially affect the fair value estimate. Theatdtir value of the options is recognizec
compensation over the vesting period. There haea Ino stock options granted in 2010, 2009, an8 B@der the 2006 Stock Option Plan,
all exercises of options during 2010, 2009, and32@@ated to 2007 grants.
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Changes in stock options for the years ended Deeefth 2010, 2009, and 2008 were as follows:

Weighted Remaining

Number Average Contractual
of Exercise Term Intrinsic
Shares Price (in Years) Value
2008:
Beginning Balanc 660,000 $ - - -
Granted - - - -
Exercisec 260,00( 3.5¢ - -
Outstanding at December 400,00( 5.1¢ 8.8 -
Exercisable 400,00( 5.1¢ 8.8 -
Ending Veste( 400,00( 5.1¢ 8.8 -
Weighted Average Fair Value of Options Granted ByifYear $ >
2009:
Beginning Balanc 400,00 $ = = =
Granted - - - -
Exercisec 100,00 5.1¢ - -
Outstanding at December 300,00( 5.1¢ 7.8 1,998,001
Exercisable 300,00( 5.1¢ 7.8 1,998,001
Ending Vested 300,00( 5.1¢ 7.8 1,998,001
Weighted Average Fair Value of Options Granted DuifY ear $ >
2010:
Beginning Balanc 300,000 $ - - -
Granted - - - -
Exercisec 22,31 5.1¢ - -
Forfeited 11,728 5.1¢ - -
Outstanding at December 265,96: 5.1¢ 6.8 5,859,00!
Exercisable 265,96: 5.1¢ 6.8 5,859,00!
Ending Vested 265,96: 5.1¢ 6.8 5,859,001
Weighted Average Fair Value of Options Granted BairY ear $ -
Currently Outstanding Options
. No Options expired during the years ended Dece@bg2010, 2009, and 20C
. The Company recorded no compensation expenseddtathese options for the years ended Decembe&t(@10), 2009, an

2008. There is no further compensation expendentiicdbe recognized in future years, relating tboptions that have been
granted as of December 31, 2010, because the Cgmpemgnized the entire fair value of such compgmsaipon vesting of the
options.

. There were no unvested options at December 31,, 2009, and 200¢
Warrants Granted February 2009
On February 27, 2009, in conjunction with the tigsof the revolving credit facility (see Note 3he Company issued CIT warrants
purchase a total of 300,000 shares of common srekcisable at $5.00 per share. The total fdirevaf the warrants was calculated using
Black-Scholes valuation model based on factors presehedtme the warrants were issued. The fair valuine warrants is included in Di

Issuance Costs and are being amortized over thadedderm of the facility using the effective imstr method. CIT exercised the warran
January 2011.
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The following assumptions were used for the Blackedes model:

February 27,
2009
Risk free rate: 1%
Dividend yield 0%
Expected volatility 96.43%
Weighted average expected warrant 1.5 Years

The “fair market value'at the date of issuance for the warrants issuadyubie formula relied upon for calculating the fedue of warrants
as follows:

Weighted average fair value per sh $ 0.7
Total warrants grante 300,00(
Total weighted average fair value of warrants ggd $ 221,15:

In January 2009, the CompagyBoard of Directors adopted the 2009 Equity Inie#enPlan, pursuant to which the Company may isquéc
3,000,000 shares of our common stock either upencese of stock options granted under such plathr@ugh restricted stock awards ur
such plan. As of December 31, 2010, the Compamyissued 1,912,991 shares of common stock purdoatite Company 2009 Equit
Incentive Plan (See Note 6).

The table below reflects the status of warrantstantling at December 31, 2010:

Common Exercise Expiration
Issue Date Shares Price Date
February 27, 200 300,000 $ 5.0C February 27, 201

At December 31, 2010, the psirare weighted average exercise price of outstgndarrants was $5.00 per share, and the weighterhg
remaining contractual life was 1.2 years. Allloé twarrants were exercisable as of December 31, 20he warrants were exercised in Jan
2011.

NOTE 9 REVOLVING CREDIT FACILITY

In February 2009, the Company completed the closfrayrevolving credit facility with CIT that prodéd up to a maximum principal amoun
$25 million of working capital for exploration apdoduction operations.

On May 26, 2010, the Company completed the assighmkits revolving credit facility to Macquariedm CIT. In connection with ti
assignment the Company and Macquarie entered infameended and Restated Credit Agreement goverhiadgicility (the “Credit Facility”).

The Credit Facility provides up to a maximum prpadi amount of $100 million of working capital forxmoration and productic
operations. The borrowing base of funds availaivider the Credit Facility is re-determined seamitually based upon the net present v
discounted at 10% per annum, of the future netmeee expected to accrue from its interests in gtoeserves estimated to be produced
its crude oil and natural gas properties. $25iomlbf financing is currently available under thee@it Facility. The Credit Facility termina
on May 26, 2014. The Company had no borrowingsuttte Credit Facility at December 31, 2010 and3200

The Company has the option to designate the refereste of interest for each specific borrowing emthe Credit Facility as amounts
advanced. Borrowings based upon the London intdrio#fering rate (“LIBOR”)will bear interest at a rate equal LIBOR plus aegprrangin
from 2.5% to 3.25% depending on the percentageoblvings base that is currently advanced. Anydwings not designated as being bs
upon LIBOR will bear interest at a rate equal te gneater of (a) the current prime rate publishethle Wall Street Journal, or (b) the cur
one month LIBOR rate plus 1.0%, plus in either caspread ranging from 2% to 2.5%, depending orpéneentage of borrowing base th:
currently advanced. The Company has the optiafesignate either pricing mechanism. Payments aeeudder the Credit Facility in arre:
in the case of a loan based on LIBOR on the lagtaddahe specified interest period and in the aafsell other loans on the last day of e
March, June, September and December. All outstgnuliincipal is due and payable upon terminatiothefCredit Facility.
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The applicable interest rate increases under tleeliCFacility and the lenders may accelerate paysnender the Credit Facility, or call
obligations due under certain circumstances, upoevant of default. The Credit Facility referengasious events constituting a default on
Credit Facility, including, but not limited to, fare to pay interest on any loan under the CreditilRy, any material violation of ai
representation or warranty under the Amended arsdaRel Credit Agreement, failure to observe orgretfcertain covenants, conditions
agreements under the Amended and Restated Credéedgnt, a change in control of the Company, defantier any other mater
indebtedness the Company might have, bankruptcysaniar proceedings and failure to pay disburseméom lines of credit issued un
the Credit Facility. The Company was not in defaun the Credit Facility as of December 31, 201G s not expected to be in default in
future.

The Credit Facility requires that the Company eimiér swap agreements with Macquarie for each moftthe thirtysix (36) month peric
following the date on which each such swap agreériseexecuted, the notional volumes for which wlaggregated with other commoc
swap agreements and additional fixed-price physiffalake contracts then in effect, as of the date swap agreement is executed, is not
than 50%, nor exceeds 90%, of the reasonably pat&il projected production from the Compangtoved developed producing reserve
defined at the time of the agreement. The Commamgred into swap agreements as required at thee 6nd presently there are no mat
hedging requirements imposed by Macquarie.

All of the Companys obligations under the Credit Facility and the pw@reements with Macquarie are secured by afiistity securit)
interest in any and all assets of the Company.

NOTE 10 ASSET RETIREMENT OBLIGATION

The Company has asset retirement obligations agsdciwith the future plugging and abandonment afved properties and rela
facilities. Under the provisions of FASB ASC 410-25, the fair value of a liability for an asset rethent obligation is recorded in the pe
in which it is incurred and a corresponding inceesthe carrying amount of the related long liesdet. The liability is accreted to its pre
value each period, and the capitalizex$t is depreciated over the useful life of theted asset. If the liability is settled for an ambothe
than the recorded amount, a gain or loss is rezedniThe Company has no assets that are legallsicted for purposes of settling as
retirement obligations.

The following table summarizes the company's ass@ement obligation transactions recorded in ataoce with the provisions of FA!
ASC 410-20-25 during the year ended December 310 208d 2009.

Year Ended December 31

2010 2009
Beginning Asset Retirement Obligati $ 206,74: $ 61,43"
Liabilities Incurred for New Wells Placed in Prodioo 232,25¢ 137,22:
Liabilities Settlec (2,42¢) -
Accretion of Discount on Asset Retirement Obligatio 21,75¢ 8,082
Ending Asset Retirement Obligatir $ 459,32¢ 206,74.

NOTE 11 INCOME TAXES

The Company utilizes the asset and liability appho measuring deferred tax assets and liabilifeesed on temporary differences existir
each balance sheet date using currently enactedatag in accordance with FASB ASC 740-10-3Deferred tax assets are reduced
valuation allowance when, in the opinion of managetnit is more likely than not that some portiarabl of the deferred tax assets will no
realized. Deferred tax assets and liabilities djasied for the effects of changes in tax laws raels on the date of enactment.
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The income tax expense (benefit) for the year efszember 31, 2010, 2009, and 2008 consists dbtlmving:

2008
2010 2009 Adjusted
Current Income Taxe $ - $ - $ -
Deferred Income Taxe
Federal 3,625,00! 1,215,001 (680,00()
State 794,00 251,00 (150,000)
Total Expense (Benefi $ 4,419,000 $ 1,466,000 $ (830,000

The following is a reconciliation of the reportemhi@unt of income tax expense (benefit) for the yeaded December 31, 2010, 2009, and
to the amount of income tax expenses that wouldtré&®m applying the statutory rate to pretax inen

Reconciliation of reported amount of income taxenge (benefit):

2008
2010 2009 Adjusted

Income Before Taxes and NC $ 11,336,300 $ 4,264,95 $ 1,594,34
Federal Statutory Rate X 34% X 34% x 34%
Taxes Computed at Federal Statutory R 3,854,00! 1,450,001 540,00(
State Taxes, Net of Federal Ta: 524,00( 295,00( 110,00(
Effects of:
Other 41,00( (279,000 (7,659
Change in Valuatio - - (1,472,34)

Reported Provision (Benefit) $ 4,419,000 $ 1,466,000 $ (830,000

At December 31, 2010, 2009 and 2008, the Compasyahaet operating loss carryforward for Federabime tax purposes of $62,100,(
$18,494,000 and $9,348,000, respectively, whichregpn varying amounts during the tax years 2@228 and 2029.
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The components of the Company’s deferred tax gBability) were as follows:

Year Ended December 31

2010 2009

Deferred Tax Assets (Liability
Current:
Share Based Compensation (Optic $ 600,000 $ 774,00(
Share Based Compensation (Restricted St 127,00( (91,000
Unrealized Investment Loss 4,414,00! 1,23100!
Accrued Payrol - 288,00(
Other (41,000 (145,000

Current 5,100,00! 2,057,001
Non-Current:
Net Operating Loss Carryforwards (NOI 23,987,00 7,583,001
Fixed Asset: (8,341,000 (2,646,000
Dry Well Write Off (36,000) (36,000)
Unrealized Investment Loss 1,939,001 395,00(
Depletion 7,532,001 1,562,001
Intangible Drilling Cost: (34,432,00) (7,955,000
Sale of Land Lease Righ 155,00 117,00(
Other 29,00( 58,00(
Non-Current (9,167,000 (922,000)
Total Deferred Tax Assets (Liabilitie (4,067,000 1,135,00!
Less: Valuation Allowanc - -

Net Deferred Tax Asset (Liability $ (4,067,000 $ 1,135,00

In June 2006, FASB issued FASB ASC 740-10-05-6e Tompany adopted FASB ASC 740-10®5n January 1, 2007. Under FASB A
740-10-056, tax benefits are recognized only for tax posiidhat are more likely than not to be sustainednupxamination by t
authorities. The amount recognized is measureth@dargest amount of benefit that is greater tB@npercent likely to be realized ug
ultimate settlement. Unrecognized tax benefitstakebenefits claimed in the Compasytax returns that do not meet these recognitia
measurement standards.

Upon the adoption of FASB ASC 740-10-65the Company had no liabilities for unrecognitad benefits and, as such, the adoption he
impact on its financial statements, and the Comgwas/recorded no additional interest or penaltigee adoption of FASB ASC 740-10-05-6
did not impact the Company'’s effective tax rates.

The Companys policy is to recognize potential interest and giéées accrued related to unrecognized tax benefithin income ta
expense. For the years ended December 31, 2000,&@ 2008, the Company did not recognize anydsteor penalties in its Statemen
Operations, nor did it have any interest or peesaliccrued in its Balance Sheet at December 310 a80d 2009 relating to unrecogni.
benefits.

The tax years 2010, 2009, 2008, 2007 and 2006 reoyén to examination for federal income tax puegoand by the other major tax
jurisdictions to which the Company is subje
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NOTE 12 OPERATING LEASES
Vehicles

The Company leases vehicles under noncancelablatope leases. Total lease expense under the ragres was approximately $58,0
$52,000 and $31,000 for the years ended Decembh&03D, 2009, and 2008, respectively.

Minimum future lease payments under these vehézsds are as follows:

Year Ended December 31 Amount
2011 $ 59,95!
2012 $ 50,11«
2013 $ 28,76¢
Total $ 138,83(

Building

Effective February 2008, the Company entered int@@erating lease agreement to lease 3,044 soeetreff office space. The lease reqt
initial gross monthly lease payments of $11,416e Tnonthly payments increase by 4% on each anmmersate. The lease expires
December 2012. Total rent expense under the agrgewas approximately $148,000, $142,000 and $0D4{6r the years ended Decernr
31, 2010, 2009, and 2008, respectively.

The Company has prepaid $34,245, the last thre¢hmoant. Minimum future lease payments undebthikling lease are as follows:

Year Ended December 31 Amount
2011 $ 154,08
2012 $ 160,23¢
Total $ 314,32:

The Company received $91,320 of landlord incentiveder the lease agreement. The Company has estardeferred rent liability for tt
amount that is being amortized over the term of¢lase.
Prior to this lease the Company was paying $1,268 month-to-month lease.

NOTE 13 FAIR VALUE

FASB ASC 820-10-55 defines fair value, establishes a framework for sneag fair value under generally accepted accagnprinciples an
enhances disclosures about fair value measuremeatsvalue is defined under FASB ASC 8208®-as the exchange price that woul
received for an asset or paid to transfer a ligh{fan exit price) in the principal or most advaygaus market for the asset or liability in
orderly transaction between market participantshenmeasurement date. Valuation techniques usetetsure fair value under FASB A
820-1055 must maximize the use of observable inputs amdnmize the use of unobservable inputs. The stahdiscribes a fair val
hierarchy based on three levels of inputs, of wiinehfirst two are considered observable and thieulaobservable, that may be used to me
fair value which are the following:

Level 1 - Quoted prices in active markets for idaitassets or liabilities.
Level 2 -Inputs other than Level 1 that are observablégeitlirectly or indirectly, such as quoted pricesdimilar assets of liabilities; quot

prices in markets that are not active; or otheuispthat are observable or can be corroboratedobgroable market data for substantially
full term of the assets or liabilities.
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Level 3 - Unobservable inputs that are supportelitty or no market activity and that are sign#it to the fair value of the assets or liabilities.

The following schedule summarizes the valuatiofiraincial instruments measured at fair value ora@uring basis in the balance sheet ¢
December 31, 2010 and 2009.

Fair Value Measurements at December 3!

2010 Using
Quoted
Prices In
Active Significant
Markets for Other Significant
Identical Observable  Unobservable
Assets Inputs Inputs
(Level 1) (Level 2) (Level 3)
Current Derivative Liabilitie: $ - $(11,245,31) $ -
Non-Current Derivative Liabilitie: $ - $ (5,022,65) $ -
Short-Term Investments (See Note 3) $ 39,726,70 $ - $ =
Total $ 39,726,70 $ (16,167,97) $ -

Fair Value Measurements at December 3:

2009 Using
Quoted
Prices In
Active Significant
Markets for Other Significant
Identical Observable  Unobservable
Assets Inputs Inputs
(Level 1) (Level 2) (Level 3)
Current Derivative Liabilitie: $ - $ (1,320,67) $ -
Non-Current Derivative Liabilitie: $ - $ (1,459.37) $ -
Shor-Term Investments (See Note $ 23,085,12 $ - $ 1,818,35
Total $ 23,085,12 $ (2,780,05) $ 1,818,35

Level 1 assets consist of US Treasury Notes, tineditue of these treasuries is based on quoteéeharices.

Level 2 liabilities consist of derivative liabis (see Note 15). Under FASB ASC 8205H)-the fair value of the Company's deriva
financial instruments is determined based on sgoep and the notional quantities. The fair vadfi@ll derivative contracts is reflected on
balance sheet. The current derivative liabilitycamts represent the fair values expected to beided in the results of operations for
subsequent year.

Level 3 assets consist of municipal bonds andifigatate preferred stock with an auction resetuiea{“auction rate securitiegt ARS). Th
underlying assets for the municipal bonds are stutbens which are substantially backed by the fdgovernment. Auctiomate securitie
are long-term floating rate bonds or floating rarpetual preferred stock tied to shtmtm interest rates. After the initial issuancethn
securities, the interest rate on the securitiegset periodically, at intervals established atttiree of issuance (primarily every twengyghi
days), based on market demand for a reset peAadtion-rate securities are bought and sold in the markegpthrough a competitive bidd
process often referred to as a “Dutch auctidf'there is insufficient interest in the securitigsthe time of an auction, the auction may nc
completed and the rates may be reset to pre-detedripenalty” or “maximum’ates based on mathematical formulas in accordaitbesact
security's prospectus.

The following table provides a reconciliation ofetiveginning and ending balances for the assetsumeshat fair value using significe
unobservable inputs (Level 3):
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Balance at January 1, 20
Sales

Unrealized Gain Included in Other Comprehensivene (Loss'

Balance at December 31, 2C
Sales

Unrealized Gain Included in Other Comprehensivemne (Loss’

Realized Loss on Sal
Balance at December 31, 2C

Fair Value
Measurement:
at Reporting
Date Using
Significant
Unobservable
Inputs (Level
3)
Level 3
Financial
Assets
$ 2,416,36!
(800,000
201,98°
$ 1,818,35!
(2,025,00)
206,78"
(240

The Companys assessment of the significance of a particufautito the fair value measurement requires judgrardtmay effect the valuati
of the nonfinancial assets and liabilities andrtipgacement in the fair value hierarchy levels. Tdie value of the Compang’asset retireme
obligations are determined using discounted cash fhethodologies based on inputs that are notlgeadailable in public markets. The f
value of the asset retirement obligations is réfléon the balance sheet as follows.

Fair Value Measurements at December 3:

2010 Using
Quoted
Prices In
Active Significant
Markets for Other Significant
Identical Observable  Unobservable
Assets Inputs Inputs
December
Description 31, 2010 (Level 1) (Level 2) (Level 3)
Other Non-current Liabilities $ (459,320 $ - $ - $ (459,320
Total $ (459,320 $ - $ - $ (459,320
Fair Value Measurements at December 3:
2009 Using
Quoted
Prices In
Active Significant
Markets for Other Significant
Identical Observable  Unobservable
Assets Inputs Inputs
December
Description 31, 200¢ (Level 1) (Level 2) (Level 3)
Other Noi-current Liabilities $ (206,74) $ - $ - $  (206,74)
Total $  (206,74) $ - $ - $  (206,74)

See Note 10 for a rollforward of the Asset Retirat@bligation.

NOTE 14  FINANCIAL INSTRUMENTS

The Company’s noderivative financial instruments include cash aadhcequivalents, accounts receivable, short temeastments, accoul
payable and line of credit. The carrying amountcath and cash equivalents, accounts receivableuaisc payable, and line of cre
approximate fair value because of their immediatshort-term maturities.

The Companys accounts receivable relate to crude oil and abfyas sold to various industry companies. Criins, typical of indust
standards, are of a short-term nature and the Coyngh@es not require collateral. Management befiglile Companyg accounts receivable
December 31, 2010 and 2009 do not represent significredit risks as they are dispersed across gmmterparties.
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NOTE 15 DERIVATIVE INSTRUMENTS AND PRICE RISK M ANAGEMENT

The Company utilizes commaodity swap contracts )toe@uce the effects of volatility in price changesthe crude oil commodities it produ
and sells, (ii) reduce commodity price risk and firovide a base level of cash flow in order tsuas it can execute at least a portion ¢
capital spending.

Crude Qil Derivative Contracts Caflow Hedges

Historically, all derivative positions that quadifi for hedge accounting were designated on thetdat€ompany entered into the contract
hedge against the variability in cash flows asdediavith the forecasted sale of future crude adldoiction. The cash flow hedges were va

at the end of each period and adjustments to thevddue of the contract prior to settlement wesearded on the statement of stockholders’
equity as other comprehensive income. Upon settientbe gain (loss) on the cash flow hedge wasrdstbas an increase or decreas
revenue on the statement of operations. The Compepuoyrts average crude oil and natural gas prinds@enues including the net result
hedging activities.

On November 1, 2009, due to the volatility of priiéferentials in the Williston Basin, the Compadg-designated all derivates that w
previously classified as cash flow hedges anddititan, the Company has elected not to desigrnayesabsequent derivative contracts as
flow hedges under FASB ASC 815-28- Beginning on November 1, 2009, all derivapesitions are carried at their fair value on thiabee
sheet and are marked-to-market at the end of eadbdoAny realized gains and losses are recorded to (kaiss) on Settled Derivatives ¢
unrealized gains or losses are recorded to Maiddket of Derivative Instruments on the Statemdr®Dperations rather than as a compo
of other comprehensive income (loss) or other Inedexpense).

FASB ASC 815-2@5 requires the fair value disclosure of derivatia&ruments be presented on a gross basis, even thhhse instruments i
subject to a master netting arrangement and quialifyet presentations on the balance sheet inrdanoe with ASC 21@0. The Compar
has a master netting agreement on each of theidi@ivcrude oil contracts and therefore the cureeset and liability are netted on the bal
sheet and the non-current asset and liability ateed on the balance sheet.

The net mark-tonarket loss on the Company's remaining swaps tredifigd for cash flow hedge accounting at the dagedecision was ma
to discontinue hedge accounting totals $1,259,086%2,416,639 as of December 31, 2010 and 2008. Ciimpany has recorded that am
as accumulated other comprehensive income in stbd&is' equity and the entire amount will be anzedi into revenues as the orig
forecasted hedged crude oil production occurserfahowing periods.

Commodity

For the Quarter Ended Derivatives
March 31, 201: $ 270,15(
June 30, 201 283,80(
September 30, 201 295,95(
December 31, 201 307,87¢
March 31, 201: 101,31(

Total $ 1,259,08!

The Company realized a settled derivative loss4§9$607 and $624,541 and maintained a mankaoket value of and unrealized los:
$14,545,477 and $363,414 on derivative instrumémtsthe years ended December 31, 2010 and 2008. Gdmpany realized a sett
derivative gain of $778,885 for the year ended Ddwer 31, 2008.
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The following table reflects open commodity derivatcontracts as of December 31, 2010, the assacidlumes and the corresponc
weighted average NYMEX reference price.

Weighted Avg

Settlement Period Qil (Barrels) Fixed Price NYMEX Reference Price

Oil Swaps

01/01/11-02/29/12 27,000 51.25 93.81
01/01/11-12/31/11 18,000 66.15 93.76
01/01/11 12/31/11 48,000 82.60 93.76
01/01/11 12/31/11 18,000 84.25 93.76
01/01/11 12/31/11 54,996 80.90 93.76
01/01/11 12/31/11 101,000 88.00 93.66
01/01/11 06/30/12 246,504 80.00 93.73
01/01/11 06/30/12 545,500 81.50 93.97
01/01/11 06/30/12 303,000 85.50 93.51

As of December 31, 2010, the Company had a totidén volume of 1,362,000 barrels at a weightedameeprice of approximately $81.85.

The following table reflects the weighted averagiee of open commodity derivative contracts as ac@mber 31, 2010, by year w
associated volumes.

Weighted Average Price
Of Open Commodity Swap Contracts

Weighted
Volumes Average
Year (Bbl) Price
2011 963,000 $ 82.0¢
2012 399,00( 81.3¢

At December 31, 2010 and 2009, the Company hadatere financial instruments under FASB ASC 8152%)recorded on the consolida
balance sheet as set forth below:

December December
31, 2010 31, 2009
Estimated Estimated
Type of Contract Balance Sheet Locatior Fair Value Fair Value
Derivatives Designated as Hedging Instrumel
Derivative Assets
Oil Contracts Other current asse $ - $ 96,16:
Oil Contracts Other non-current assets - -
Total Derivative Asset $ - $ 96,16
Derivative Liabilities:
Oil Contracts Other current liabilitie! $ (11,145,31) $ (1,402,91)
Oil Contracts Other nor-current liabilities (5,022,65) (1,473,300
Total Derivative Liabilities $ (16,167,97) $ (2,876,21)
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The following disclosures are applicable to ougfinial statements, as of December 31, 2010 andniesre31, 2009:

Amount of Gain/(Loss)
Reclassified from

Location of Gain /(Loss) AOCI into Income
for Effective and Year Ended  Year Ended
Ineffective December December
Portion of Derivative 31, 31,
Derivative Type in Income 2010 2009
Commodity-Cash Flow Gain (Loss) on Settled Derivativ $ (1,157,554 $ (363,414

The use of derivative transactions involves thk tiet the counterparties will be unable to meetfthancial terms of such transactions.
Company has netting arrangements with MacquariekBamited that provide for offsetting payables atsi receivables from separ
derivative instruments.

NOTE 16 EARNINGS PER SHARE

The following is a reconciliation of the numeratord denominator used to calculate basic earningshae and diluted earnings per shar
the years ended December 31, 2010, 2009, and 2008:

2010 2009 2008
Net
Net Net Income
Income Shares Per Share Income Shares Per Share  Adjusted Shares Per Share

Basic EP< $6,917,300 50,387,20 $ 0.1¢ $2,798,95 36,705,26 $ 0.0¢ $2,424,341 31,920,74 $ 0.0¢
Dilutive

effect of

options - 391,04: - 171,80: - 732,80"

Diluted EPS $6,917,301 50,778,24 $ 0.14¢ $2,798,95 36,877,07 $ 0.0¢ $2,424,341 32,653,55 $ 0.07

For the years ended December 31, 2009 and 200Bnepand warrants to purchase 21,678 and 7,47@&sharcommon stock were |
considered in calculating diluted earnings per stacause the exercise prices were greater thaawvérage market price of common sh
during the year and, therefore, the effect wouldub-dilutive.

NOTE 17 COMPREHENSIVE INCOME
The Company follows the provisions of FASB ASC 2&B55 which establishes standards for reporting colrgarsive income. In addition

net income, comprehensive income includes all carig equity during a period, except those resyifiom investments and distributions
shareholders of the Company.

F-35




Table of Content

For the periods indicated, comprehensive incomgsfloonsisted of the following:

Year Ended
December 31
2008
2010 2009 Adjusted
Net Income (Loss $ 6,917,300 $ 2,798,95 $ 2,424,34
Unrealized losses on Sh-term Investments (net of tax of $349,000, $290,80d
$168,000 at December 31, 2010, 2009 and 2 553,13! (486,20) (240,77,
Net unrealized losses on hedges (Net of tax of 06and $933,000 at December 31, 2
and 2009) 711,55¢ (1,483,63) -
Other Comprehensive income (loss) $ 8,181,98 $ 829,10t $ 2,183,56

NOTE 18 EMPLOYEE BENEFIT PLANS

I n 2009, the Company adopted a defined contribudioh(k) plan for substantially all of its employeekhe plan provides for Compe
matching of employee contributions to the plan,tte Companys discretion. During 2010 and 2009, the Compargvigded a matc
contribution equal to 100% of an eligible employedéferral contribution, up to 6% of the emplogeearnings up to $16,500. The Comg
contributed approximately $80,000 and $66,400 ¢o4®1(k) plan for the years ended December 31, 268(009.

NOTE 19 SUBSEQUENT EVENTS

In February 2009, the Company entered into a réwgleredit facility with CIT, in which CIT was issd 300,000 warrants in connection v
the transaction. In January 2011, CIT exercised3®0,000 warrants at a price of $5.00 per share.

In January 2011, the Company entered into a contymaediap contract. The crude oil swap contracbis376,000 barrels of crude oil w
settlement periods between January 2012 and Dece2Bhd. The price on the contract is fixed at $9%er barrel.

In January 2011, the Company entered into a caestelar (purchased put options and written catians). The costless collars are use
establish floor and ceiling prices on anticipatedde oil and natural gas production. There werenebpremiums paid or received by
Company related to the costless collar agreemEme. Company purchased put options at $85.00 peelband call options at $101.75
barrel on 508,000 barrels of crude oil. The castieollar amounts settle between February 201 Dacdmber 2011.

In February 2011, the Company entered into a conitineevap contract. The crude oil swap contracfois20,000 barrels of crude oil |
month for the months of January 2012 through Deesr@b12. The price on the contract is fixed at®bQ0 per barrel.

The following table reflects the weighted averagiEe of open commodity swap contracts as of Marct2A11, by year with associa
volumes.

Weighted Average Price
Of Open Commodity Swap Contracts

Weighted
Year Volumes (Bbl) Average Price
2011 774,000 $ 81.9¢
2012 1,015,000 $ 90.8i

As of March 1, 2011, the Company had a total hedg#dme on open commodity swaps of 1,789,000 baiaela weighted average price
approximately $87.00, as well as 451,000 barretswde oil collared between $85.00 and $101.75.
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SUPPLEMENTAL OIL AND GAS INFORMATION
(UNAUDITED)
Oil and Natural Gas Exploration and Production Activities

Oil and gas sales reflect the market prices opneduction sold or transferred with appropriateuatthents for royalties, net profits interest,
other contractual provisions. Production expensekide lifting costs incurred to operate and mampaoductive wells and related equipn
including such costs as operating labor, repaits raaintenance, materials, supplies and fuel condurReoduction taxes include produci
and severance taxes. Depletion of crude oil andralagas properties relates to capitalized costaried in acquisition, exploration, &
development activities. Results of operations dbinclude interest expense and general corporatauats. The results of operations for
Company'’s crude oil and natural gas productionvdies are provided in the Company’s related stateis of operations.

Costs Incurred and Capitalized Costs

The costs incurred in crude oil and natural gasisiipn, exploration and development activitieg &ighlighted in the table below. As
Company expanded the geographic area of its aceeageésition program in 2010, property acquisititimst the company deemed proven \
categorized as proven property acquisitions. Aleotacquisition costs were categorized as unprpvegerty acquisitions. For 2009 and 2(
all acreage acquisition costs were categorized@ged property acquisitions as the Company detexchthat all acreage acquisitions in tt
years were in proven areas at the time they wereist.

Year Ended December 31

2010 2009 2008
Costs Incurred for the Yee
Proved Property Acquisitio $ 2,236,166 $ 30,800,88 $ 30,508,13
Unproved Property Acquisitio 72,308,71 - -
Developmen 123,933,00 18,739,90 9,165,18!
Total $198,477,88 $ 49,540,78 $ 39,673,32

Excluded costs for unproved properties are accuenlby year. Costs are reflected in the full casil@s the drilling costs are incurred o
costs are evaluated and deemed impaired. The Gonardicipates these excluded costs will be induitethe depletion computation over
next five years. The Company is unable to prethiet future impact on depletion rates. The followisga summary of capitalized cc
excluded from depletion at December 31, 2009 by yeaurred.

Year Ended December 31

2010 2009 2008 Prior Years
Property Acquisitior $ 63,636,65 $ 16,061,84 $ 24,938,73 $ 5,147,23
Drilling 26,350,69 - - -
Total $ 89,987,34 $ 16,061,84 $ 24,938,73 $ 5,147,23

Oil and Natural Gas Reserves and Related Financidata

Information with respect to the Compasycrude oil and natural gas producing activitiegressented in the following tables. Reserve quas
as well as certain information regarding futureduation and discounted cash flows, were determme&yder Scott Company, indepenc
petroleum consultants based on information providethe Company.

Oil and Natural Gas Reserve Data

The following tables present the Company’s indepangetroleum consultantestimates of its proved crude oil and natural gagnves. T
Company emphasizes that reserves are approximatiothisare expected to change as additional infoomatecomes available. Reser
engineering is a subjective process of estimatimgerground accumulations of crude oil and natuaal that cannot be measured in an ¢
way, and the accuracy of any reserve estimatduscion of the quality of available data and ofjereering and geological interpretation
judgment.
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Natural
Gas oil

(MCF) (BBLS)
Proved Developed and Undeveloped Reserves at Dexe3thib200¢ 216,45: 727,66!
Revisions of Previous Estimat (27,820 (93,819
Extensions, Discoveries and Other Additit 1,619,59 5,456,26.
Production (47,305 (274,529)
Proved Developed and Undeveloped Reserves at Dexe3hp200¢ 1,760,92: 5,815,57!
Revisions of Previous Estimat 625,10: 514,89¢
Extensions, Discoveries and Other Additit 8,298,34 8,513,06.
Production (234,41)) (849,84")
Proved Developed and Undeveloped Reserves at Dece3thbh201( 10,449,96 13,993,69
Proved Developed Reserves at December 31, 2008 216,45:. 727,66!
Proved Developed Reserves at December 31, 2009 727,23 2,247,711
Proved Developed Reserves at December 31, 2010 3,513,42 5,840,74!

Proved reserves are estimated quantities of crilédma natural gas, which geological and enginepdata indicate with reasonable certaint
be recoverable in future years from known resesvoirder existing economic and operating conditiBneved developed reserves are pri
reserves that can be expected to be recoveredgthrexisting wells with existing equipment and opieg methods. Proved undevelo
reserves are included for reserves for which tliem® high degree of confidence in their recoveigbdnd they are scheduled to be dri
within the next five years.

Standardized Measure of Discounted Future Net Cdsflows and Changes Thereil

The following table presents a standardized measfudéscounted future net cash flows relating toved crude oil and natural gas reserves
the changes in standardized measure of discountatefnet cash flows relating proved crude oil aatural gas were prepared in accord.
with the provisions of ASC 932-2365 (formerly SFAS 69). Future cash inflows werenpated by applying average prices of crude oll
natural gas for the last 12 months as of Decembg@10, December 31, 2009 and December 31, 2068timated future production. Fut
production and development costs were computedsbgnating the expenditures to be incurred in devielp and producing the proved cri
oil and natural gas reserves at the end of the, yemed on yeaend costs and assuming continuation of existingi@exic conditions. Futu
income tax expenses were calculated by applyingogpiate yearend tax rates to future pretax cash flows relatmgroved crude oil at
natural gas reserves, less the tax basis of piepdrtvolved and tax credits and loss carryforwamlating to crude oil and natural
producing activities. Future net cash flows ardinted at the rate of 10% annually to derivesthedardized measure of discounted fu
cash flows. Actual future cash inflows may vary siderably, and the standardized measure does nesserily represent the fair value of
Company'’s crude oil and natural gas reserves.
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Year Ended December 31

2010 2009 2008
Future Cash Inflow $1,038,703,43 $ 315,142,68 $ 29,342,35
Future Production Cos (271,843,57) (105,982,77) (8,719,62)
Future Development Cos (161,853,92)  (54,011,13) (1,321,94)
Future Income Tax Expense (199,197,42) (43,761,76) -
Future Net Cash Inflow 405,808,52 111,387,01 19,300,78
10% Annual Discount for Estimated Timing of Cashw#$ (195,195,72) (43,580,45) (7,514,73)
Standardized Measure of Discounted Future Net Ebshs $ 210,612,79 $ 67,806,56 $ 11,786,05

The twelve month average prices for the year erdecember 31, 2010, December 31, 2009 and gedrspot prices at December 31, 2
were adjusted to reflect applicable transportatimd quality differentials on a well-byell basis to arrive at realized sales prices us
estimate the Company’s reserves. The prices fo€Ctitapany’s reserve estimates were as follows:

Natural Gas Qil

MCF Bbl
December 31, 2010 (Spot Pric $ 5.0/ $ 70.4¢
December 31, 2009 (Average) $ 3.9 $ 53.0(
December 31, 2008 (Average) $ 58C $ 38.6(

Changes in the Standardized Measure of DiscountedéNet Cash Flows at 10% per annum follow:

Year Ended December 31

2010 2009 2008
Beginning of Perio( $ 67,806,56 $ 11,786,05 $ -
Sales of Oil and Natural Gas Produced, Net of Retidin Costs (50,721,82) (13,116,47) (3,268,85)
Extensions and Discoveri 185,403,28 74,946,75 19,967,18
Previously Estimated Development Cost Incurred Bthe Periot 3,350,01 1,321,94: -
Net Change of Prices and Production Ci 88,564,34 4,352,38. (3,660,75)
Change in Future Development Cc (3,003,309 - (1,251,51)
Revisions of Quantity and Timing Estima (3,237,341 (1,650,620 -
Accretion of Discoun 8,781,24 1,178,60! -
Change in Income Taxt (104,428,30)  (20,005,32) -
Purchase of Reserves in Pl - 9,579,95. -
Other (1,431,52) (586,71() -
End of Perioc $191,083,15 $ 67,806,56 $ 11,786,05
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QUARTERLY RESULTS OF OPERATIONS (UNAUDITED)
Quarterly data for the years end December 31, 220@9, and 2008 is as follows:

Quarter Ended

September December
March 31, June 30, 30, 31,
2010
Revenue $ 722151 $ 16,231,77 $ 9,883,82. $ 11,221,99
Expense: 4,596,93i 6,133,56! 8,159,48! 14,163,82
Income from Operation 2,624,57 10,098,20 1,724,33i (2,941,83)
Other Income (Expens (87,94 (144,347 (117,110 180,41:
Income Tax Provisio 977,00( 3,833,00! 620,00( (1,011,001
Net Income 1,559,63 6,150,861 987,22t (1,750,42)
Net Income Per Common She Basic 0.0 0.12 0.02 (0.09)
Net Income Per Common She Diluted 0.04 0.12 0.0z (0.0%)
Quarter Ended
September
March 31, June 30, 30, December 31
Adjusted ** Adjusted ** Adjusted ** Adjusted
2009
Revenue $ 658,26¢ $ 2,27508 $ 4,85597. $ 6,432,17
Expense: 1,047,61. 1,437,44! 2,530,31! 5,077,16.
Income (Loss) from Operatiol (389,34¢) 837,63 2,325,65 1,355,011
Other Income (Expens (43,527 (139,24) 321,58¢ (2,829
Income Tax Provision (Benefi (174,000 280,00( 1,059,001 301,00(
Net Income (Loss (258,877) 418,39¢ 1,588,241 1,051,18:
Net Income (Loss) Per Common Sh— Basic (0.01) 0.01 0.0< 0.0¢
Net Income (Loss) Per Common Sh- Diluted (0.01) 0.01 0.04 0.0¢
Quarter Ended
September December
March 31, June 30, 30, 31,
Adjusted** Adjusted** Adjusted** Adjusted**
2008
Revenue $ 287,02¢ $ 764,52t $ 1,362,65' $ 1,907,66
Expense: 570,57! 548,84¢ 600,21 1,391,79:
Income (Loss) from Operatiol (283,54¢) 215,67¢ 762,44: 515,87-
Other Income 96,26¢ 95,42+ 155,12: 37,07"
Income Tax Provision (Benefi - - - (830,000
Net Income (Loss (187,27°) 311,10: 917,56: 1,382,95
Net Income (Loss) Per Common Sh- Basic and Dilutec (0.01) 0.01 0.0¢ 0.0¢

** In 2009, the Company changed its method of aotimg for drilling costs. As required by geneyadlccepted accounting principles
impact of the change in accounting has been appdigospectively to all periods present




EXHIBIT 10.3

AMENDMENT NO. 1
TO
AMENDED AND RESTATED EMPLOYMENT AGREEMENT
THIS AMENDMENT NO. 1 (this “Amendment”) is entered into effective the fLlday of January, 2011, by and between Micha
Reger, a resident of the State of Minnesota (“Enygd), and Northern Oil and Gas, Inc., a Minnesota conpaméhaving its principal office

315 Manitoba Avenue, Suite 200, Wayzata, Minneébia “Company”).

WHEREAS , the Company and Employee have entered into #r@ain Amended and Restated Employment Agreeméfettioe
January 30, 2009 (the “Agreement”).

WHEREAS , the Company and Employee each desire to amenéddheement to extend the period of applicability tbe non-
competition and non-solicitation provisions settidn Section 7 of the Agreement.

WHEREAS , Section 16 of the Agreement provides that thee&grent may be amended by an agreement made ingasitined b
the Company and Employee.

NOW, THEREFORE , for other good and valuable consideration, treeip and sufficiency of which are hereby acknowkedt
Company and the Employee, intending to be legallyniol, hereby agree as follows:

1. Amendments.
€) Section 3.4 of the Agreement is hg@inended and restated in its entirety to readlisafs:
3.4 Change in Control Upon a “change in control” of the Company (adirdel below), Employee’s

obligations hereunder shall immediately cease drsl Agreement shall terminate. Further, the Corgpshall pay to
Employee the following amounts upon the earlieodour of the Employee’s death or six (6) monthtofeing the “change in
control™:

0] A lump sum payment equal to $2,500,89 in lieu of any and all other benefits and compeansgat
to which Employee otherwise would be entitled urtlerterms of this Agreement; and

(i) Pre-payment of the remaining leasernt of Employee’s Company vehicle and use of swgificle
through the remaining lease term of such vehidengawith a lump sum payment to employee of théneged
insurance premiums for such vehicle through theaieing lease terms.

In addition to the foregoing payments, any optiongvarrants (the “Securities”) held in the namdaiployee, or any portion
thereof, shall accelerate and become immediate§rcisable upon any “change in control” of the Compdas defined
below).




Any of the following shall constitute a “changedontrol” for the purposes hereof:

(i) The consummation of a reorganizatiomerger, share exchange, consolidation or similar
transaction, or the sale or disposition of all ebstantially all of the assets of the Company, sg)lén any case, the
persons beneficially owning the voting securitiégsh® Company immediately before that transactiendficially
own, directly or indirectly, immediately after theansaction, at least seventy-five percent (75%}hef voting
securities of the Company or any other corporatiorother entity resulting from or surviving the rgaction in

substantially the same proportion as their respeaivnership of the voting securities of the Conypemmediately
prior to the transaction;

(iv) Individuals who constitute the inchemnt Board of Directors cease for any reason tctidote at
least a majority of the Board of Directors; or

(v) The Company’s shareholders approgeraplete liquidation or dissolution of the Company.

The Company shall be obligated to make the paynterEsnployee required by this Section 3 immediatglgn any
“change in control” that occurs during Employeetmpioyment with the Company or within six (6) montf@lowing
termination of Employee’s employment with the CompaThe Company’s obligations under this Sectiorof3this
Agreement are absolute and unconditional, and uojest to any set-off, counterclaim, recoupmentedse, or other right

that the Company or any affiliate of the Companyave against the Employee. The parties agreeitbarovisions of this
Section 3 shall survive any termination of this égment.

(b) Section 7.2 of the Agreement is hgraimended and restated in its entirety to readlasifs:

7.2 Employee agrees to be bound by tlwigipns of this Section 7 in consideration for tGempany’s
employment of Employee, payment of the compensatiuh benefits provided under Section 3 and Sedtiahove and the
covenants and agreements set forth herein. Theisgwos of this Section 7 shall apply during thenteof Employee’s
employment with the Company and for a period oeéh(3) years following termination of the Employee&mployment;
provided, however that the provisions of this Section 7 shall cesapply immediately upon any “change in contra$’
defined in Section 3 of this Agreement or in ther\that the Company terminates Employee’s employrioe any reason or
for no reason whatsoever. The parties agree thatptbvisions of this Section 7 shall survive anymieation of this
Agreement, Employee will continue to be bound by pihovisions of this Section 7 until their expicatiand Employee shall
not be entitled to any compensation from the Compeith respect thereto except as provided underAlgireement.




2. Miscellaneous. Except as specifically set forth herein, all terand provisions of the Agreement shall remainulhfbrce
and effect with no other modification or waiver.iJdmendment may be executed in two or more copatés, and delivered by facsimile
other means of electronic communication, each a€lwkhall be considered an original.

3. Consideration . In consideration for Employegincreased obligations under the amended Agreeitien€Company agrees
grant Employee a one-time award of 150,000 resttishares of the Compasy¢ommon stock, par value $0.001 per share, sutgjeszrtail
additional terms and conditions set forth in thetReted Stock Award Agreement of even date heteléttween the Company and Employee.

[ Signature Page Followks




IN WITNESS WHEREOF , the parties have executed this Amendment effe@s/of the date first set forth above.
NORTHERN OIL AND GAS, INC.

By /s/ Ryan R. Gilbertson

By: Ryan R. Gilbertson
Its: Chief Financial Officer
EMPLOYEE

/s/ Michael L. Reger
Michael L. Reger







EXHIBIT 10.6

AMENDMENT NO. 2
TO
AMENDED AND RESTATED EMPLOYMENT AGREEMENT
THIS AMENDMENT NO. 2 (this “Amendment”) is entered into effective the tdlay of January, 2011, by and between Ryz
Gilbertson, a resident of the State of Minnesotan({ployee”),and Northern Oil and Gas, Inc., a Minnesota coramahaving its princip:

office at 315 Manitoba Avenue, Suite 200, Wayzktinesota (the “Company”).

WHEREAS , the Company and Employee have entered into #raain Amended and Restated Employment Agreeméfettioe
January 30, 2009, as amended (the “Agreement”).

WHEREAS , the Company and Employee each desire to amenéddheement to extend the period of applicability tbe non-
competition and non-solicitation provisions setlidn Section 7 of the Agreement.

WHEREAS , Section 16 of the Agreement provides that thee&grent may be amended by an agreement made ingasitined b
the Company and Employee.

NOW, THEREFORE , for other good and valuable consideration, treeip and sufficiency of which are hereby acknowkedt
Company and the Employee, intending to be legallyniol, hereby agree as follows:

1. Amendments.
€) Section 3.4 of the Agreement is hg@imended and restated in its entirety to readlisafs:
3.4 Change in Control Upon a “change in control” of the Company (adirgl below), Employee’s

obligations hereunder shall immediately cease drsl Agreement shall terminate. Further, the Corgpshall pay to

Employee the following amounts upon the earlieo¢our of the Employee’s death or six (6) month#ofeing the “change in
control”:

0] A lump sum payment equal to $2,500,89 in lieu of any and all other benefits and compensat
to which Employee otherwise would be entitled urtlerterms of this Agreement; and

(i) Pre-payment of the remaining leasent of Employee’s Company vehicle and use of sugdficle
through the remaining lease term of such vehidengwith a lump sum payment to employee of théneged
insurance premiums for such vehicle through theareing lease terms.

In addition to the foregoing payments, any optiongvarrants (the “Securities”) held in the namdaiployee, or any portion

thereof, shall accelerate and become immediate§rcesable upon any “change in control” of the Compdas defined
below).




Any of the following shall constitute a “changedontrol” for the purposes hereof:

(i) The consummation of a reorganizatiomerger, share exchange, consolidation or similar
transaction, or the sale or disposition of all ebstantially all of the assets of the Company, sg)lén any case, the
persons beneficially owning the voting securitiégsh® Company immediately before that transactiendficially
own, directly or indirectly, immediately after theansaction, at least seventy-five percent (75%}hef voting
securities of the Company or any other corporatiorother entity resulting from or surviving the rgaction in

substantially the same proportion as their respeaivnership of the voting securities of the Conypemmediately
prior to the transaction;

(iv) Individuals who constitute the inchemnt Board of Directors cease for any reason tctidote at
least a majority of the Board of Directors; or

(v) The Company’s shareholders approgeraplete liquidation or dissolution of the Company.

The Company shall be obligated to make the paynterEsnployee required by this Section 3 immediatglgn any
“change in control” that occurs during Employeetmpioyment with the Company or within six (6) montf@lowing
termination of Employee’s employment with the CompaThe Company’s obligations under this Sectiorof3this
Agreement are absolute and unconditional, and uojest to any set-off, counterclaim, recoupmentedse, or other right

that the Company or any affiliate of the Companyave against the Employee. The parties agreeitbarovisions of this
Section 3 shall survive any termination of this égment.

(b) Section 7.2 of the Agreement is hgraimended and restated in its entirety to readlasifs:

7.2 Employee agrees to be bound by tlwigipns of this Section 7 in consideration for tGempany’s
employment of Employee, payment of the compensatiuh benefits provided under Section 3 and Sedtiahove and the
covenants and agreements set forth herein. Theisgwos of this Section 7 shall apply during thenteof Employee’s
employment with the Company and for a period oeéh(3) years following termination of the Employee&mployment;
provided, however that the provisions of this Section 7 shall cesapply immediately upon any “change in contra$’
defined in Section 3 of this Agreement or in ther\that the Company terminates Employee’s employrioe any reason or
for no reason whatsoever. The parties agree thatptbvisions of this Section 7 shall survive anymieation of this
Agreement, Employee will continue to be bound by pihovisions of this Section 7 until their expicatiand Employee shall
not be entitled to any compensation from the Compeith respect thereto except as provided underAlgireement.




2. Miscellaneous. Except as specifically set forth herein, all terand provisions of the Agreement shall remainulhfbrce
and effect with no other modification or waiver.iJdmendment may be executed in two or more copatés, and delivered by facsimile
other means of electronic communication, each a€lwkhall be considered an original.

3. Consideration . In consideration for Employegincreased obligations under the amended Agreeitien€Company agrees
grant Employee a one-time award of 150,000 resttishares of the Compasy¢ommon stock, par value $0.001 per share, sutgjeszrtail
additional terms and conditions set forth in thetReted Stock Award Agreement of even date heteléttween the Company and Employee.

[ Signature Page Followks




IN WITNESS WHEREOF , the parties have executed this Amendment effects/of the date first set forth above.

NORTHERN OIL AND GAS, INC.

By /s/ Michael L. Reger

By: Michael L. Reger
Its: Chief Executive Officer
EMPLOYEE

/s/ Ryan R. Gilbertson
Ryan R. Gilbertson







EXHIBIT 23.1
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

MANTYLA MCREYNOLDS LLC
178 South Rio Grande Street, Suite 200
Salt Lake City, Utah 84101
Telephone: 801.269.1818
Facsimile: 801.266.3481

The Board of Directors
Northern Qil and Gas, Inc

We hereby consent to the incorporation by referémeegistration statements on Form S-8 (Nos. 383383 and 333-160602) and on Form S-
3 (Nos. 333-146596, 333-158320, 333-163779, and1l®3849) of Northern Oil and Gas, Inc. our repodged March 4, 2011, with respec
the balance sheets of Northern Oil and Gas, IrecgféDecember 31, 2010 and 2009, and the relatgdnsents of operations, stockholc
equity, and cash flows for each of the years inttireeyear period ended December 31, 2010 and the eféaess of internal control oy
financial reporting as of December 31, 2010, whighorts appear in the December 31, 2010 annuaftrepd=orm 10K of Northern Oil an
Gas, Inc. We also consent to the use of our nanex@erts in such registration statements.

/s/ Mantyla McReynolds LL

Salt Lake City, Utah
March 4, 2011



EXHIBIT 23.2
CONSENT OF RYDER SCOTT COMPANY, L.P.
Northern Oil and Gas, In
315 Manitoba Avenue — Suite 200
Wayzata, Minnesota 55391
Gentlemen:

The undersigned hereby consents to the referencesrtfirm in the form and context in which theypaar in the Annual Report
inclusion in the Annual Report of estimates ofanild gas reserves contained in our repofofthern Oil and Gas, Inc. Estimated Futur
Reserves and Income Attributable to Certain Lealsklnterests— SEC Parameters — As of December 31, 20410d “ Northern Oil and Ga:
Inc. — Estimated Future Reserves and Income Attributibl@ertain Leasehold Interests — $88.91 Oil — 8imity Case —As of December 3
2010,” and to the inclusion of our report dated Februdry2D11 as an exhibit to the Annual Report. Wéhierrconsent to the incorporation
reference thereof into Northern Oil and Gas, InRégjistration Statements on Form S-8 (Nos. 333-33&%hd 333-160602) and on Forn8S-
(Nos. 333-146596, 333-158320, 333-163779, and &I®49).

RYDER SCOTT COMPANY, L.P.
/s/ Ryder Scott Company, L

Denver, Colorado
March 2, 2011



EXHIBIT 31.1
CERTIFICATION

[, Michael L. Reger, certify that:

1.

5.

| have reviewed this annual report on Forr-K of Northern Oil and Gas, Inc. for the year en@etember 31, 201!

Based on my knowledge, this report does not comtajnuntrue statement of a material fact or ométéde a material fact necessan
make the statements made, in light of the circuntgtsi.under which such statements were made, ntetamlisg with respect to the period
covered by this repor

Based on my knowledge, the financial statements$ aéimer financial information included in this repdairly present in all materi
respects the financial condition, results of operatand cash flows of the registrant as of, amgdtfe periods presented in this rep

The registrant’s other certifying officer(s)daihare responsible for establishing and maintgimisclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))3(nd internal control over financial reportirag @defined in Exchange Act Rules
13e15(f) and 15-15(f)) for the registrant and hay

a)

b)

d)

Designed such disclosure controls and proceduregused such disclosure controls and procedures tiesigned under o
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtubsidiaries, is made known to
us by others within those entities, particularlyidg the period in which this report is being pnegah

Designed such internal control over financial réjpg; or caused such internal control over finahegorting to be designe
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in ataoce with generally accepted accounting princijj

Evaluated the effectiveness of the regis’s disclosure controls and procedures and presantd report our conclusions abc
the effectiveness of the disclosure controls andgulures, as of the end of the period coveredibyéport based on such
evaluation; ant

Disclosed in this report any change in #gistrant’s internal control over financial repogithat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo# ttas materially affected, or is
reasonably likely to materially affect, the regast’ s internal control over financial reporting; a

The registrant’s other certifying officer(s)daihhave disclosed, based on our most recent el@tuaf internal control over financial
reporting, to the registrant’s auditors and theitee@mmittee of registrant’s board of directors persons performing the equivalent
functions):

a)

b)

All significant deficiencies and materialakaess in the design or operation of internal @miver financial reporting which are
reasonably likely to adversely affect the regid’s ability to record, process, summarize and refpmahcial information; ani

Any fraud, whether or not material, thatohwes management or other employees who have #is#nt role in the registrant’s
internal control over financial reportin

Dated: March 4, 201 By: /s/Michael L. Rege

Michael L. Rege
Chief Executive Office



EXHIBIT 31.2
CERTIFICATION

[, Chad D. Winter, certify that:

1.

5.

| have reviewed this annual report on Forr-K of Northern Oil and Gas, Inc. for the year en@etember 31, 201!

Based on my knowledge, this report does not comtajnuntrue statement of a material fact or ométéde a material fact necessan
make the statements made, in light of the circuntgtsi.under which such statements were made, ntetamlisg with respect to the period
covered by this repor

Based on my knowledge, the financial statements$ aéimer financial information included in this repdairly present in all materi
respects the financial condition, results of operatand cash flows of the registrant as of, amgdtfe periods presented in this rep

The registrant’s other certifying officer(s)daihare responsible for establishing and maintgimisclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))3(nd internal control over financial reportirag @defined in Exchange Act Rules
13e15(f) and 15-15(f)) for the registrant and hay

a)

b)

d)

Designed such disclosure controls and proceduregused such disclosure controls and procedures tiesigned under o
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtubsidiaries, is made known to
us by others within those entities, particularlyidg the period in which this report is being pnegah

Designed such internal control over financial réjpg; or caused such internal control over finahegorting to be designe
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in ataoce with generally accepted accounting princijj

Evaluated the effectiveness of the regis’s disclosure controls and procedures and presantd report our conclusions abc
the effectiveness of the disclosure controls andgulures, as of the end of the period coveredibyéport based on such
evaluation; ant

Disclosed in this report any change in #gistrant’s internal control over financial repogithat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo# ttas materially affected, or is
reasonably likely to materially affect, the regast’ s internal control over financial reporting; a

The registrant’s other certifying officer(s)daihhave disclosed, based on our most recent el@tuaf internal control over financial
reporting, to the registrant’s auditors and theitee@mmittee of registrant’s board of directors persons performing the equivalent
functions):

a)

b)

All significant deficiencies and materialakaess in the design or operation of internal @miver financial reporting which are
reasonably likely to adversely affect the regid’s ability to record, process, summarize and refpmahcial information; ani

Any fraud, whether or not material, thatohwes management or other employees who have #is#nt role in the registrant’s
internal control over financial reportin

Dated: March 4, 201 By: /s/ Chad D. Winte

Chad D. Wintel
Chief Financial Office



EXHIBIT 32.1

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 Annual Report of Northerrl @id Gas, Inc., on Form 0<or the period ended December 31, 2010, as
with the United States Securities and Exchange Cisgiom on the date hereof, (the “Repor&3ch of the undersigned officers of our comj

hereby certifies, pursuant to 18 U.S.C. Section0135s adopted pursuant to Section 906 of the Sesaxiey Act of 2002, that to the best
his knowledge:

(1) The Report fully complies with the requirementseétion 13(a) or 15(d) of the Securities Exchangeoh 1934; anc

(2) The information contained in the Report fairly pmets, in all material respects, the financial ctodiand results of operations
our company

Date: March 4, 2011 By: /sl Michael L. Rege

Michael L. Reger
Chief Executive Officer and Directt

Date: March 4, 2011 By: /s/ Chad D. Winte

Chad D. Winter
Chief Financial Officer

A signed original of this written statement reqditey Section 906 of the Sarbanes-Oxley Act of 2882 been provided to our
company and will be retained by our company andiéined to the Securities and Exchange Commissids staff upon request.



EXHIBIT 99.1

REPORT OF RYDER SCOTT COMPANY, LP
February 21, 2011

Northern Qil and Gas, Ini
315 Manitoba Avenue, Suite 200
Wayzata, Minnesota 55391

Gentlemen:

At your request, Ryder Scott Company (Ryder Sdwf prepared an estimate of the proved reserviese fproduction, and incor
attributable to certain leasehold interests of Nem Oil and Gas, Inc. (Northern) as of December2810. The subject properties are loc
in the States of Montana ambrth Dakota. The reserves and income data wemaastd based on the definitions and disclosureedimes o
the United States Securities and Exchange Commi¢SIBEC) contained in Title 17, Code of Federal Ratipns, Modernization of Oil and C
Reporting, Final Rule released January 14, 200thénFederal Register (SEC regulations). The texfl our third party reserves rep
completed on February 21, 2011 and presented henare prepared for public disclosure by Northamnfiings made with the SEC
accordance with the disclosure requirements s#t forthe SEC regulations.

The properties evaluated by Ryder Scott repres@dtpkercent of the total net proved liquid hydrocarlbeserves and 100 percen
the total net proved gas reserves of Northern &&egceémber 31, 2010.

The estimated reserves and future net income amguatented in this report, as of December 31, 2&Hrelated to hydrocark
prices. The hydrocarbon prices used in the préiparaf this report are based on the average pdcesgg the 12nonth period prior to tf
ending date of the period covered in this repatednined as the unweighted arithmetic averagdiseoprices in effect on the first-day-of-the-
month for each month within such period, unlessqwiwere defined by contractual arrangements,casregl by the SEC regulations. Act
future prices may vary significantly from the psceequired by SEC regulations; therefore, volumieseserves actually recovered and
amounts of income actually received may differ gigantly from the estimated quantities presentethis report. The results of this study
summarized below.

SEC PARAMETERS
Estimated Net Reserves and Income Data
Certain Leasehold Interests of
Northern Qil and Gas, Inc.
As of December 31, 2010

Proved
Developed
Non-
Producing Producing Undevelopec Total Proved
Net Remaining Reserve
Oil/Condensat— Barrels 4,857,27. 983,47- 8,152,95. 13,993,69
Gas- MMCF 2,69¢ 81t 6,931 10,45(
Income Data M$
Future Gross Reveni $ 324,46. $ 68,36¢ $ 558,64. 951,47
Deductions 68,81: 15,937 261,71: 346,46t
Future Net Income (FN $ 255,64 $ 52,43: $ 296,93( $ 605,00t
Discounted FNI @ 10¢ $ 160,30¢ $ 30,83( $ 104,370 $ 295,51:

Liquid hydrocarbons are expressed in standard 4@2rgharrels. All gas volumes are reported on as $old basiséxpressed
millions of cubic feet (MMCF) at the official tempure and pressure bases of the areas in whidathesserves are located. In this repor
revenues, deductions, and income data are exprasgddusands of U.S. dollars (M$).




The estimates of the reserves, future productiod,iacome attributable to properties in this repeete prepared using the econa
software package ArieB! System Petroleum Economic Evaluation Software, gyiighted program of Halliburton. The program v
solely at the request of Northern. Ryder Scott famd this program to be generally acceptable, imntes that certain summaries
calculations may vary due to rounding and may mat#y match the sum of the properties being surimedr Furthermore, one line econo
summaries may vary slightly from the more detaiteh flow projections of the same properties, ase to rounding. The roundi
differences are not material.

The future gross revenue is after the deductigorodiuction taxes. The deductions incorporate tirenal direct costs of operating
wells, ad valorem taxes, recompletion costs aneldpwment costs. The future net income is befoeedébduction of state and federal inct
taxes and general administrative overhead, anadiaiseen adjusted for outstanding loans that mést,eor does it include any adjustment
cash on hand or undistributed income. Liquid hgdrbon reserves account for approximately 95 péraed gas reserves account for
remaining 5 percent of total future gross revemamfproved reserves.

The discounted future net income shown above wdasuleded using a discount rate of 10 percent pamuan compounde
monthly. Future net income was discounted at father discount rates which were also compoundedtimhonThese results are showr
summary form as follows.

Discounted Future Net Income M$
As of December 31, 201

Discount Rate Total
Percent Proved

5 $ 400,70z

15 $ 232,40¢

20 $ 190,43¢

25 $ 160,49-

The results shown above are presented for yourritdtion and should not be construed as our estiofdtér market value.
Reserves Included in This Repc

The proved reserves included herein conform todéfenition as set forth in the Securities and Exagfe Commissiors Regulatior
Part 210.4-10(a). An abridged version of the SE€2rves definitions from 210.4-10(a) entitled “Bletnm Reserves Definitionss included a
an attachment to this report.

The various proved reserve status categories diredeunder the attachment entitled “Petroleum Resse Definitions”in this
report. The proved developed non-producing resein@uded herein consist of the shut-in and bebipé categories.

No attempt was made to quantify or otherwise actarmany accumulated gas production imbalancetsritzyy exist. The provedyas
volumes included herein do not attribute gas corglim operations as reserves.

Reserves areestimated remaining quantities of oil and gas adted substances anticipated to be economicadiguaible, as of
given date, by application of development projeotknown accumulations.All reserve estimates involve an assessment oftioertaint
relating the likelihood that the actual remainingnqtities recovered will be greater or less thanetftimated quantities determined as of the
the estimate is made. The uncertainty dependdlgtia the amount of reliable geologic and engiirggata available at the time of
estimate and the interpretation of these data. rélative degree of uncertainty may be conveyeglbaging reserves into one of two princi
classifications, either proved or unproved. Unpibveserves are less certain to be recovered tluaeg reserves, and may be further sub-
classified as probable and possible reserves totederogressively increasing uncertainty in theicaverability. At Northerrs request, th
report addresses only the proved reserves atthileuta the properties evaluated herein.

Proved oil and gas reserves are those quantitie# ahd gas which, by analysis of geoscience amgineering data, can be estims
with reasonable certainty to be economically prddecfrom a given date forward. The proved reserveluded herein were estimated u:
deterministic methods. If deterministic methods ased, the SEC has defined reasonable certainfgréwed reserves as &igh degree «
confidence that the quantities will be recovered.”




Proved reserve estimates will generally be revised onladditional geologic or engineering data becomelala or as econorr
conditions change. For proved reserves, the SE€ssthat &s changes due to increased availability of geneseiégeological, geophysical, ¢
geochemical), engineering, and economic data adert@athe estimated ultimate recovery (EUR) withetj reasonably certain EUR is m
more likely to increase or remain constant thardécrease.”Moreover, estimates of proved reserves may be edvis a result of futu
operations, effects of regulation by governmentgreies or geopolitical or economic risks. Themrefdahe proved reserves included in
report are estimates only and should not be coedtas being exact quantities, and if recoveredretienues therefrom, and the actual ¢
related thereto, could be more or less than thmattd amounts.

Northerns operations may be subject to various levels @Egamental controls and regulations. These cantmad regulations m
include, but may not be limited to, matters relgtio land tenure and leasing, the legal rightsrtaipce hydrocarbons, drilling and produc
practices, environmental protection, marketing priding policies, royalties, various taxes and ésvincluding income tax and are subjet
change from time to time. Such changes in govemaheegulations and policies may cause volumgw@fed reserves actually recovered
amounts of proved income actually received to digfgnificantly from the estimated quantities.

The estimates of proved reserves presented hereia based upon a detailed study of the propemieshich Northern owns
interest; however, we have not made any field eration of the properties. No consideration wasegivn this report to potent
environmental liabilities that may exist nor wergyaosts included for potential liabilities to rest and clean up damages, if any, cause
past operating practices.

Estimates of Reserve

The estimation of reserves involves two distindedainations. The first determination results he estimation of the quantities
recoverable oil and gas and the second determimagisults in the estimation of the uncertainty asged with those estimated quantitie
accordance with the definitions set forth by theuities and Exchange Commission’s Regulations PE0t410(a). The process of estimal
the quantities of recoverable oil and gas reserelies on the use of certain generally acceptedyteea procedures. These analyt
procedures fall into three broad categories or odsh(1) performance-based methods; (2) volumégied methods; and (3) analogy. T
methods may be used singularly or in combinatiorth®y reserve evaluator in the process of estimatiegquantities of reserves. Resi
evaluators must select the method or combinatiomethods which in their professional judgment isstrappropriate given the nature
amount of reliable geoscience and engineering datdlable at the time of the estimate, the esthbtisor anticipated performar
characteristics of the reservoir being evaluatatithe stage of development or producing maturitshefproperty.

In many cases, the analysis of the available gepnseiand engineering data and the subsequentretegipn of this data may indici
a range of possible outcomes in an estimate, iey@ of the method selected by the evaluatorefVé range in the quantity of reserve
identified, the evaluator must determine the urdety associated with the incremental quantitieshefreserves. If the reserve quantities
estimated using the deterministic incremental apgiipthe uncertainty for each discrete incremeqiahtity of the reserves is addressed b
reserve category assigned by the evaluator. Tdwereft is the categorization of reserve quantiissproved, probable and/or possible
addresses the inherent uncertainty in the estimagtiehtities reported. For proved reserves, unicgytés defined by the SEC as reason
certainty wherein the “quantities actually recoekagze much more likely than not to be achievedtie BEC states thapfobable reserves ¢
those additional reserves that are less certdie taecovered than proved reserves but which, tegettth proved reserves, are as likely as
to be recovered.” The SEC states thmissible reserves are those additional reservesuthdess certain to be recovered than probabkrve
and the total quantities ultimately recovered fr@mproject have a low probability of exceeding pbvelus probable plus possi
reserves.” All quantities of reserves within tlaeng reserve category must meet the SEC definiismoted above.

Estimates of reserves quantities and their assatiedserve categories may be revised in the fuasreadditional geoscience
engineering data become available. Furthermotenates of reserves quantities and their associatgetve categories may also be reviset
to other factors such as changes in economic dondjtresults of future operations, effects of tatjon by governmental agencies
geopolitical or economic risks as previously ndtedein.

The proved reserves for the properties includectihewere estimated by performance or analogy mathodAll of the prove:
producing reserves attributable to producing wetisl/or reservoirs were estimated by performancéhadst These performance meth
include, but may not be limited to, decline curvelgsis which utilized extrapolations of historigaloduction and pressure data avalil
through December, 2010 in those cases where suahwdae considered to be definitive. The datdzetil in this analysis were furnishec
Ryder Scott by Northern or obtained from publicadsdurces and were considered sufficient for tmpgae thereof.




One hundred percent of the proved developedproducing and undeveloped reserves included hereie estimated by the analc
method. The data utilized from thanalogues were considered sufficient for the petbereof.

To estimate economically recoverable proved oil gad reserves and related future net cash flowscomeider many factors a
assumptions including, but not limited to, the ofeeservoir parameters derived from geologicagpdgysical and engineering data that ca
be measured directly, economic criteria based orenticosts and SEC pricing requirements, and &stsoof future production rates. Undet
SEC regulations 210.20(a)(22)(v) and (26), proved reserves must becigiatied to be economically producible from a givkie forwar
based on existing economic conditions including frices and costs at which economic producibilitpnf a reservoir is to |
determined. While it may reasonably be anticipated the future prices received for the sale afdpction and the operating costs and ¢
costs relating to such production may increaseearahse from those under existing economic comditisuch changes were, in accord
with rules adopted by the SEC, omitted from consitien in making this evaluation.

Northern has informed us that they have furnishedllof the material accounts, records, geological engineering data, and rep
and other data required for this investigation.pheparing our forecast of future proved productiord income, we have relied upon ¢
furnished by Northern with respect to property iegts owned, production and well tests from exathimells, normal direct costs of operat
the wells or leases, other costs such as transiportand/or processing fees, ad valorem and praalu¢axes, recompletion and developn
costs, abandonment costs after salvage, produssphased on the SEC regulations, adjustmentdferetitials to product prices, geologi
structural and isochore maps, well logs, core amsly and pressure measurements. Ryder Scott sxiiewch factual data for
reasonableness; however, we have not conducteddapendent verification of the data furnished bythern. We consider the factual ¢
used in this report appropriate and sufficienttfa purpose of preparing the estimates of resemdduture net revenues herein.

In summary, we consider the assumptions, data, odstland analytical procedures used in this repaptapriate for the purpo
hereof, and we have used all such methods and quoe® that we consider necessary and approprigpeefmare the estimates of rese
herein. The proved reserves included herein weterchined in conformance with the United StatesuBges and Exchange Commiss
(SEC) Modernization of Oil and Gas Reporting; FiRalle, including all references to Regulation Syl &egulation 3, referred to here
collectively as the “SEC Regulationsli our opinion, the proved reserves presentedigirégport comply with the definitions, guidelinesd
disclosure requirements as required by the SECatgns.

Future Production Rates

For wells currently on production, our forecastsudfire production rates are based on historicdiopmance data. If no producti
decline trend has been established, future promtuctites were held constant, or adjusted for tfee®sf of curtailment where appropriate, un
decline in ability to produce was anticipated. dstimated rate of decline was then applied to dieplef the reserves. If a decline trend
been established, this trend was used as thefoasistimating future production rates.

Test data and other related information were ugezstimate the anticipated initial production rdtesthose wells or locations that
not currently producing. For reserves not yet andpction, sales were estimated to commence at rdicipated date furnished
Northern. Wells or locations that are not curngrgtoducing may start producing earlier or lateanthanticipated in our estimates du
unforeseen factors causing a change in the tingngitiate production. Such factors may includéagle due to weather, the availability of r
the sequence of drilling, completing and/or recatipg wells and/or constraints set by regulatorgies.

The future production rates from wells currently pmoduction or wells or locations that are not eatly producing may be more
less than estimated because of changes includingdi limited to, reservoir performance, operatoanditions related to surface faciliti
compression and artificial lift, pipeline capaciétyd/or operating conditions, producing market dedreamd/or allowables or other constraints
by regulatory bodies.




Hydrocarbon Prices

The hydrocarbon prices used herein are based onpEE€parameters using the average prices duned 2month period prior to tf
ending date of the period covered in this repaterdnined as the unweighted arithmetic averagdiseoprices in effect on the first-day-of-the-
month for each month within such period, unlessqwiwere defined by contractual arrangements. hiydrocarbon products sold un
contract, the contract prices, including fixed alederminable escalations, exclusive of inflatiojuatinents, were used until expiration of
contract. Upon contract expiration, the pricesenaljusted to the 12-month unweighted arithmetéraye as previously described.

Northern furnished us with the above mentioned ayemprices in effect on December 31, 2010. ThasaliSEC hydrocarbon pric
were determined using the 12-month average firgtedadhe-month benchmark prices appropriate to the geogcapinéa where tl
hydrocarbons are sold. These benchmark pricepraveto the adjustments for differentials as démd herein. The table below summar
the “benchmark prices” and “price referencesed for the geographic area included in the refartertain geographic areas, the price refei
and benchmark prices may be defined by contraetwahgements.

The product prices that were actually used to dater the future gross revenue for each propertgaeédjustments to the benchnr
prices for gravity, quality, local conditions, aad/distance from market, referred to herein asfédéntials.” The differentials used in t
preparation of this report were furnished to udNoythern.

In addition, the table below summarizes the netwa weighted benchmark prices adjusted for difféstmnand referred to herein
the “average realized pricesThe average realized prices shown in the tablewbelere determined from the total future gross rexeebefor
production taxes and the total net reserves fogdugraphic area and presented in accordance &ithdssclosure requirements for each of
geographic areas included in the report.

Average
Price Benchmark Average Realized
Geographic Arei Product Reference Prices Prices
North America
United State Qil/Condensat WT!I Cushing $79.43/Bbl $70.46/Bbl
Gas Henry Hub $4.38/MMBTU $5.04/MCF

The effects of derivative instruments designategréce hedges of oil and gas quantities are ndéctfd in our individual proper
evaluations.

Costs

Operating costs for the leases and wells in thi®nteare based on the average monthly operatingresqpreports of Northern &
include only those costs directly applicable to ksases or wells. The operating costs include réigmoof general and administrative cc
allocated directly to the leases and wells. No dédo was made for loan repayments, interest ex@ensr exploration and developm
prepayments that were not charged directly to¢hsds or wells.

Development costs were furnished to us by Nortlagchare based on the average of the authoriz#tiorespenditure for the propos
work or actual costs for similar projects. The eélepment costs furnished to us were accepted asaladata and reviewed by us for ti
reasonableness; however, we have not conducteddapendent verification of these costs. Nortremstimates of zero abandonment ¢
after salvage value for onshore properties were us¢his report. Ryder Scott has not performetetailed study of the abandonment cos
the salvage value and makes no warranty for Nartb@stimate.

The proved developed non-producing and undevelopsdrves in this reporthave been incorporated herein in accordance
Northerr's plans to develop these reserves as of Decenthe2(@ 0. The implementation of Northesrdevelopment plans as presented -
and incorporated herein is subject to the apprpratess adopted by Northesmhanagement. As the result of our inquires duttiegcourse «
preparing this report, Northern has informed ug tha development activities included herein arg p&Northerns long term developme
plan, that Northern has the ability to fund thenpknd have been subjected to and received then@itapprovals required by Northegn’
management at the appropriate local, regional ancidoporate level. In addition to the internal epls as noted, certain developn
activities may still be subject to specific partn®FE processes, Joint Operating Agreement (JOAirements or otheadministrativ:
approvals external to Northern. Additionally, N@@tn has informed us that they are not aware ofleggl, regulatory, political or econor
obstacles that would significantly alter their gan




Current costs used by Northern were held constaatighout the life of the properties.
Standards of Independence and Professional Quaétion

Ryder Scott is an independent petroleum engine@dmgulting firm that has been providing petrolecmnsulting services throught
the world for over seventy years. Ryder Scottngpleyeeowned and maintains offices in Houston, Texas; [@enColorado; and Calga
Alberta, Canada. We have over eighty engineersgauscientists on our permanent staff. By virtfighe size of our firm and the lar
number of clients for which we provide services,sitgle client or job represents a material portbour annual revenue. We do not sen
officers or directors of any publicly-traded oilcagas company and are separate and independentHeonperating and investment decision-
making process of our clients. This allows usriadthe highest level of independence and objegtte each engagement for our services.

Ryder Scott actively participates in industglated professional societies and organizes anamublic forum focused on the sub
of reserves evaluations and SEC regulations. Mdmur staff have authored or eathored technical papers on the subject of reserlate
topics. We encourage our staff to maintain andaeoé their professional skills by actively partatipg in ongoing continuing education.

Prior to becoming an officer of the Company, Ry8eptt requires that staff engineers and geoscisrtave received professio
accreditation in the form of a registered or cetifprofessional engineer’s license or a registeretkrtified professional geoscientssticense
or the equivalent thereof, from an appropriate gowvental authority or a recognized self-regulagingfessional organization.

We are independent petroleum engineers with regpelbrthern Oil and Gas, Inc. Neither we nor afiyour employees have ¢
interest in the subject properties and neitherthployment to do this work nor the compensatioroistingent on our estimates of reserve:
the properties which were reviewed.

The results of this study, presented herein, asedan technical analysis conducted by teams dafajeatists and engineers fr
Ryder Scott. The professional qualifications o thndersigned, the technical person primarily resyile for overseeing, reviewing ¢
approving the evaluation of the reserves informmatiscussed in this report, are included as aclatiant to this letter.

Terms of Usage

The results of our third party study, presentedeport form herein, were prepared in accordanch thié disclosure requirements
forth in the SEC regulations and intended for pubisclosure as an exhibit in filings made with 8C by Northern Oil and Gas, Inc. anc
affiliated companies.

Northern makes periodic filings on Form KOwith the SEC under the 1934 Exchange Act. Furttoge, Northern has cert:
registration statements filed with the SEC under 1933 Securities Act into which any subsequeritgdfForm 10K is incorporated t
reference. We have consented to the incorpordtyoreference in the registration statements on F8fBhand Form $- of Northern of th
references to our name as well as to the referemoagr third party report for Northern, which appgin the December 31, 2010 annual re
on Form 10-K of Northern. Our written consent$och use is included as a separate exhibit talthgs made with the SEC by Northern

We have provided Northern Oil and Gas, Inc. wittligital version of the original signed copy of théport letter. In the event th
are any differences between the digital versiotuphed in filings made by Northern Oil and Gas, land the original signed report letter,
original signed report letter shall control andexigede the digital version.




The data and work papers used in the preparatitimofeport are available for examination by acittexl parties in our offices. Plei
contact us if we can be of further service.

Very truly yours,

RYDER SCOTT COMPANY, L.P.
TBPE Firm Registration No. F-1580

/s/ James L. Baird

James L. Baird, P.E.

Colorado P.E. License No. 41521
Senior Vice President




Professional Qualifications of Primary Technical Peson

The conclusions presented in this report are thelref technical analysis conducted by teams olgeentists and engineers from Ryder ¢
Company L.P. James Larry Baird was the primaryri@eth person responsible for overseeing the estimfthe reserves.

Mr. Baird, an employee of Ryder Scott Company I(Ryder Scott) since 2006, is a Senior Vice Pregided also serves as Manager of
Denver office, responsible for coordinating and esujsing staff and consulting engineers of the canypin ongoing reservoir evaluat
studies worldwide. Before joining Ryder Scott, NBaird served in a number of engineering positianith Gulf Oil Corporation, Northel
Natural Gas and Questar Exploration & Productiar. fRore information regarding Mr. Ba’'s geographic and job specific experience, p
refer to the Ryder Scott Company website at wwwergdott.com/Experience/Employees.

Mr. Baird earned a Bachelor of Science degree inoR&im Engineering from the University of MissoatiRolla in 1970 and is a registe
Professional Engineer in the States of Coloradoldtath. He is also a member of the Society of Petmol Engineers.

In addition to gaining experience and competencepuph prior work experience, the Colorado and UBatard of Professional Engine
recommend continuing education annually, includihdeast one hour in the area of professional gtlitich Mr. Baird fulfills. As part of h
2009 continuing education hours, Mr. Baird attendadnternally presented sixteehours of formalized training as well as a day Iqudplic
forum. Mr. Baird attended the 2009 RSC Reservede&ence, a two day Oil and Gas Reserves Course: SEW Reporting Rules by Dr. Jc
Lee, and various professional society presentaspesifically on the new SEC regulations relatioghte definitions and disclosure guidel
contained in the United States Securities and EngdaCommission Title 17, Code of Federal Regulatioviodernization of Qil and G
Reporting, Final Rule released January 14, 20G8erFederal Register. Mr. Baird attended an amttili sixteen hours of formalized reust
training as well as three days of formalized exaermaining during 2009 covering such topics as 8RE/WPC/AAPG/SPEE Petrole
Resources Management System, reservoir engineg@ugcience and petroleum economics evaluationadstiprocedures and software
ethics for consultants. Mr. Baird was a keynoteakpe, presenting the Changing Landscape of the B&orting, at the 2009 Unconventic
Gas International Conference held in Fort Worthake

Based on his educational background, professioaalihg and more than 40 years of practical expegein the estimation and evaluatior
petroleum reserves, Mr. Baird has attained thegssibnal qualifications as a Reserves EstimatoiRastrves Auditor set forth in Article Il
the “Standards Pertaining to the Estimating andi#ngl of Oil and Gas Reserves Informatiopfomulgated by the Society of Petrole
Engineers as of February 19, 2007.



