Due Diligence Visit Report
to
Armadillo Energy Incorporated
29th September to 1st October 2010

Introduction

Armadillo Energy Incorporated (Armadillo) www.armadilloenergyinc.com is an oil operator,
licensed by the Oklahoma Corporation Commission Oil and Gas Conservation Division. The
Operator Number is 16214.

Stadia Trustees Limited (Stadia) www.essentialsipp.com are trustees and administrators of UK
Self Invested Personal Pension Schemes (SIPPs) and Qualifying Recognised Overseas
Pension Schemes (QROPS). The Company is authorised and regulated by the Financial
Services Authority (FSA) Number 464763.

Tony Hales TD is the CEO and is a Chartered Fellow of the Chartered Institute of Securities and
Investment (Chartered FCSI) and a Life Member of the Personal Finance Society (PFS).

Background

Armadillo offers a 15 year Partnership Agreement to investors purchasing a minimum of 1000
barrels of oil at a fixed rate (currently $24.00 USD per barrel) from the oil reserves of a specified
lease in a County in Oklahoma. This is termed as a ‘Reserve Investment’. The investor
receives a regular return based on the market price for oil until 2000 barrels have been
produced or for 15 years, whichever is the earlier. The potential returns are based on the price
of oil and appear in the current economic climate to be very attractive.



Aim
The purpose of the visit was to carry out sufficient due diligence to:
1. warrant that the Reserve Investment is acceptable by the trustees of a SIPP as a
suitable investment for a pension scheme to invest into, and
2. give some comfort that the Reserve Investment is not a scam or a Ponzi scheme

This report is not intended to give any indication or endorsement of the Reserve Investment as
to the:

1. suitability for a particular investor's needs and/or risk profile, or

2. potential investment returns from the Reserve Investment.

General Outline
Armadillo is an independent oil and gas exploration and production company. The Company
seeks to purchase leases for the the rights of proven oil reserves from landowners in north east

Oklahoma. At the time of my visit the Company had 31 leases in five counties (Mayes, Nowata,
Rogers, Tulsa and Washington) with a total of 3588 acres with an option for a further 654 acres.

Tulsa is the original ‘Oil Capital of the World’ and many major oil companies chose Tulsa as
their home base including Phillips 66 which is now ConocoPhillips. There are many small
independent oil operators including family landowners known as “moms and pops” who are
unable to benefit from economies of scale or a more sophisticated production approach.
Armadillo are continually seeking to acquire these and other new lease opportunities and
employs a full time land man charged with securing new leases as well as handling all permit
and well record requirements of the Oklahoma Corporation Commission.

The Company’s Chief Petroleum Engineer is Gerold D Allen who was Head of the School of
Petroleum Technology at Roger State University, Clairemore and in 1998 after two decades of
research invented the lift system to increase oil production whilst reducing electricity costs,
http://findarticles.com/p/articles/mi_m3159/is 4 220/ai 54

589002/ . Mr Allen is a member of the Society of Petroleum

Engineers, www.spe.ord, humber 3185786 and the

Geological Society of America www.geosociety.org.

Gerold’'s knowledge and experience of oil reserves in

Oklahoma and his ability to interpret data from exploration

logs and other processes is extensive and gives the

Company a distinct advantage over competitors in locating

and developing proven and potentially profitable oil

reserves.




Armadillo specialise in extracting oil from between 1000 and

1500 feet below ground. Shallow area drilling is lower risk and

lower maintenance compared to deep well drilling which is

often at the 8000 feet level. The oil is pumped to the surface

with salt water which Armadillo then separate from the oil and

recycle. Jim Staples is the Vice President responsible for

Operations in the oailfields. With extensive experience in both

the oil industry and pipeline construction, including the Trans-Alaska Pipeline System, Jim
oversees all sub contractors as well as a team of 15 permanent employees in the field. He is
proud that someone touches every well seven days per week and that “they know what they are
doing as they have been doing it for a long time” and that the employee turnover rate is
extremely low.

Phase 1

To produce oil Armadillo first pick a location which is either a proven developed producing
property or as a result of being approached by landowners who think there could be oil under
their land. A Lease Reserve Report is prepared by Gerold Allen detailing factors such as
porosity, water saturation and pay zone etc. and a calculation in barrels of the oil in place. The
price for the purchase of the Oil and Gas Lease is agreed with the landowner together with the
payment terms for each well drilled and barrels produced. This price takes into account the
number of acres, the cost to rework any existing wells, the possible number of new wells which
can be drilled, well depths and the estimated recoverable reserves.

Phase 2

For each individual well Application is then made to the Oil and Gas Conservation Division of
the Oklahoma Corporation Commission for a Permit to Drill. The exploration and production of
oil is very highly regulated by the Commission and every action is carefully monitored. As
Oklahoma is a major oil producing State, the oil industry is well understood by the Commission
with whom the team at Armadillo has built up a good working relationship.

A hole is then drilled by percussion drilling using an air rig with a flat face bit to get small
cuttings each time the bit turns so that samples can be looked at and salt water identified. Using
a logging truck filled with the necessary hardware, formation evaluation logs are produced for
the open hole including a Compensated Density Log and Dual Induction Log to determine
resistivity and density.

A pipe is then run down the hole and cemented in a 4.5” casing allowing three days to cure.
When set the cement is perforated by shooting four holes per foot. The holes are used for
fraccing which is forcing water and sand under a high pressure through the holes using a high



volume pump whilst taking readings to produce the Cement Bond Log from which the exact
depth of the oil can be determined.

After allowing 24 hours for the frac to cure, rods and tubing are run down the hole and the
pumping unit (‘well’ but affectionately known as a nodding donkey) is installed. The frac water is
pumped back down to artificially induce the water-flow to force the oil to the pump in order to
bring the oil to the surface. Flow-lines take the oil and salt water to a separator where the salt
water is recycled to be pumped back into the ground and the oil is stored in tanks which is
collected by Pacer Energy Marketing, LLC (Pacer).

Subject to exploration, wells can be placed approximately 300 feet apart. A water injection
pump is placed in the centre of every four wells to pump the recycled water back into the
ground. From receipt of the Permit to Drill the typical time to oil production is usually about two
and a half weeks. The oil produced is Oklahoma (OK) Sweet,a high gravity oil which does not
need a lot of refining and is used for gasoline (petrol). There is a big skilled labour pool for the
local refineries.

It is important to note that Phase 2 above is repeated for every single well, the cost of which can
vary depending on whether it is new or renovated but is normally well in excess of $100,000.
The incoming funds from the ‘Reserve Investment’ investors, known as a “Partners”, is used
towards the exploration, regulatory business expenses and production costs of the oil wells on a
specific lease.

Investment

In return for this Reserve Investment, the Partner enters into a Partnership Agreement and
agrees to appoint Armadillo as the operator and to purchase a number of barrels of ail
(minimum 1,000) at a set price (currently $24 USD) from the oil reserve of the specific lease
from which the oil is intended to be extracted.

Each month for the next 180 months, for its part, Armadillo agrees to buy back from the
investor, at the prevailing market rate for oil in $ USD, 5.555 barrels for every 1,000 barrels
originally purchased and expected to be produced from the oil reserve of that specific lease.

Each Partnership Agreement includes a copy of the Lease Reserve Report(s), as described
above, and a summary of the insurance Armadillo has in place as an oil operator. A Sample
valuation is also included which shows what payments could be expected based on the
Predicted Nymex (New York Mercantile Exchange, now part of Chicago Mercantile Exchange
Holdings) Qil price.



On the Sample Valuation inspected by me the example returns based on the predicted Nymex
oil price for 1,000 barrels of oil purchased for $24,000 were:

Year Predicted Predicted OK | Monthly Returns | Return per year

Nymex Oil $ Sweet $ $ $

2010 - 3 months 77.00 71.07 394.83 1,184.49
2011 84.50 77.99 433.28 5,199.33

2012 87.00 80.30 446.11 5,353.33

2013 89.00 82.15 456.39 5,476.67

2014 92.00 84.92 471.78 5,661.33

2015 94.00 86.76 482.00 5,784.00

2016 98.00 90.45 502.50 6,030.00

2017 101.00 93.22 517.89 6,214.67

2018 104.00 95.99 533.28 6,300.33

2019 104.00 95.99 533.28 6,399.33

2020 104.00 95.99 533.28 6,399.33

2021 104.00 95.99 533.28 6,399.33

2022 104.00 95.99 533.28 6,399.33

2023 104.00 95.99 533.28 6,399.33

2024 - 9 months 104.00 95.99 533.28 4,799.52
Total Return 77,600.99

Armadillo do clearly state in bold that the sample they give is provided “solely as an example
indicating the possible monthly payments that could be expected. It is fully understood, that
these payments vary month to month, dependant on the actual price per barrel obtained from

the refinery”




Administration

After Pacer Energy picks up the oil from the fields the product is transported to the refinery and
a cheque for 18.75% is issued by Pacer direct to the landowner for the mineral rights. The
remaining amount is sent to Michele Beck Certified Public Accountant
www.michelebeckcpa.com for the revenue of the oil sale. The accountant in turn issues
Armadillo a cheque each month which is used to cover the production payments above.

The Armadillo Operating Office is at 11400 N. Garnett,
Suite C, Owasso, OK 7405Tel: 918-371-8924, Fax 918-
371-8922. This is the base for Rick Wilkins, the Vice
President for Operations and Sales Support who also has
extensive experience in the oil industry * having worked on
every type of oil rig there is’.

The Operating Office is managed by Melinda B Lucas, nee Beard, a Notary Public - State of
Oklahoma, Nowata County, Commission Number 09004909 which expires 10 June 2013 and is
also a member of the American Payroll Association (APA).
Melinda oversees the admistration processes on receipt of
Agreements, Payment Notices and the Signed Agreement
Pages. Production Payments to investors are also
processed by Melinda. On or around the 20th of each month
the Average Price of Oklahoma Sweet Crude for the
previous month is checked at
www.pacerenergymarketing.com/test/pricing-
information.aspx and the investor payout totals are calculated and payments made in a timely
manner.

Drilling, logging and fraccing is undertaken by external companies specialising in each of these
areas e.g. Consolidated Oil Well Services LLC for fraccing www.cows.bz , Anline Inc for the
logging and Smith Qilfield Service Inc for drilling. In addition to maintaining the existing wells the
employed team monitor all the oil tank readings and record the gain in barrels every day for
each lease. In addition to the above team members

James Linde is the Chief Operating Officer responsible

for all the above and reports to Doug DeBoer the Chief

Finance Officer/ Finance Director. Both James and Doug

have good experience in the oil and related industries. |

have not met Paul Schuett, also based in Gainsville,

Texas who is the President/CEO with 30 years

industry and management experience, including 15 years

owning and operating Dynamic Tool and Engineering.



Summary

Across the existing leases of 3588 acres, based on a 30% recovery factor of known reserves |
estimated a minimum potential of 17.94 million barrels of oil to be produced. This is in line with
Armadillo’s own quoted estimate to me of 20.00 million barrels. In addition there are options for
a further 640 acres and new acreage is being sought all the time. The key team members above
are all very experienced people who have merged their respective and complementary business
interests with the clear objective of building and developing Armadillo Energy Inc into a major oil
and gas enterprise in specific oil producing areas of Oklahoma.

Raising finance for oil and gas exploration and production is often targeted at high net worth
individuals and institutions but the purchase of barrels of oil at a low rate with resale repayments
at the market price over a fixed period of time is not unique.

UK Taxation

In the UK, outside a Pension Scheme the investment returns should be subject to capital gains
tax e.g. for the tax year beginning 6th April 2011 and ending on 5th April 2012 based on the
figures in the table above the taxable gain would be: (9 months @ $433.28) + (3 months @
$446.11) - (12 months x 5.555 barrels @ $24.00) = $3,638.01. For purchases of 2,000 and
3,000 barrels the taxable gain would be $7,2760.02 and $10,914.04 respectively and should be
converted to £ sterling at the prevailing exchange rate but if the investment return was
converted into sterling each month the currency conversion should also take place each month
to establish the real gain in £ sterling. As Capital Gains Tax should not be applied to
investments inside a pension scheme the Reserve Investment could be considered attractive for
that reason to UK SIPPs.

UK Regulation

This report does not replace the need for client suitability or endorse any future potential
returns. A considered view on the future price of oil over the next 15 years and whether the
Reserve Investment is suitable for a client’s financial requirements must be considered outside
of this report and should be discussed with an independant financial adviser who is authorised
and regulated

Although the Reserve Investment is a direct purchase into an investment consisting of barrels of
oil, it is offered to a number of people collectively but is not a regulated collective investment
scheme and so would be deemed by the FSA as an Unregulated Collective Investment Scheme
UCIS).

All marketing and communication of the Reserve Investment in the UK should therefore be

undertaken in the spirit of the requirements of the FSA for the marketing of UCISs and bring to
the attention of the client that the investment is not regulated by the FSA and is not covered by
the Financial Services Compensation Scheme. The client will not have access to the Financial



Ombudsman Service and should there be a dispute legal action may be the only recourse. The
client has no cancellation rights and should take advice from a solicitor and/or an accountant
before entering into the investment to discuss the legal and tax aspects.

Financial

Various financial plans, processes and information were shown to me and discussed during my
visit but these are not disclosed in this report as it covers confidential and sensitive information
which may be of benefit to the competitors of Armadillo Energy Inc. It is recommended that if
financial due diligence is specifically required at the time of investment, it is taken
independendantly and through an appropriate rating agency.

Environmental

Based on what | have seen the Company takes great care and pride in restoring land for
agricultural or other use when the oil wells and piping has been installed. This was emphatically
portrayed at the Moreland site in the Chappell-Maddux lease where restoration had been
completed to a high specification and cattle were grazing alongside operational oil wells. In my
opinion, this is a very positive and highly underated strenght of the Armadillo Energy Inc
approach.

HM Revenue & Customs
It is a requirement by HM Revenue & Customs that no member of a SIPP can personally benefit
from an investment made by that member’s SIPP. This would include any paid for flights or

hospitality. Instead | suggest a online video is produced for clients who have or who are
considering investing via their SIPP.

A UK SIPP can invest in a wide range of assets without being taxable. The main exceptions are
direct investment into residential property and tangible movable assets e.g. works of art, fine
wines, bloodstock etc. It is my professional opinion that investment into barrels of oil managed
by an external operator does not fall into ether of these taxable categories



Conclusion

Finallly, in my professional opinion, | found the senior team members at Armadillo to be very
experienced and dedicated to their work and | have no doubt that the Reserve Investment is an
acceptable investment for a Trustee of a UK SIPP to invest in as appropriate.

A R Hales TD
Chartered FCSI
Cert PFS

October 2010



