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sources such as cars and trucks even if Congress does not adopt new legislation specifically addressing emissions of greenhouse gases.
The Court’s holding in Massachusetts that greenhouse gases including carbon dioxide fall under the federal Clean Air Act’s definition
of “air pollutant” may also result in future regulation of carbon dioxide and other greenhouse gas emissions from stationary sources. In
July 2008, EPA released an “Advance Notice of Proposed Rulemaking” regarding possible future regulation of greenhouse gas
emissions under the Clean Air Act, in response to the Supreme Court’s decision in Massachusetts. In the notice, EPA evaluated the
potential regulation of greenhouse gases under the Clean Air Act and other potential methods of regulating greenhouse gases.
Although the notice did not propose any specific, new regulatory requirements for greenhouse gases, it indicates that federal
regulation of greenhouse gas emissions could occur in the near future even if Congress does not adopt new legislation specifically
addressing emissions of greenhouse gases. Although it is not possible at this time to predict how legislation or new regulations that
may be adopted to address greenhouse gas emissions would impact our business, any such new federal, regional or state restrictions on
emissions of carbon dioxide or other greenhouse gases that may be imposed in areas in which we conduct business could result in
increased compliance costs or additional operating restrictions, and could have a material adverse effect on our business or demand for
the natural gas we produce.

Under the National Environmental Policy Act (the “NEPA”), a federal agency, in conjunction with a permit holder, may be required to
prepare an environmental assessment or a detailed environmental impact statement (“EIS”) before issuing a permit that may
significantly affect the quality of the environment. We are currently working with the U.S. Bureau of Land Management (“BLM”)
regarding the preparation of an EIS in connection with certain proposed exploration and production operations in the Uinta Basin of
Utah. We expect that the EIS will be approved no earlier than the second half of 2009 and will potentially allow us to drill
approximately 1,500 wells in the development phase. The estimated cost of the EIS is expected to be approximately $500,000. Until
the EIS is completed and issued by the BLM, we will be limited in the number of oil and gas wells that we can drill in the areas
undergoing EIS review. While we do not expect that the EIS process will result in a significant curtailment in future oil and gas
production from this particular area, we can provide no assurance regarding the outcome of the EIS process.

Employees
As of March 4, 2009, Gasco had 37 full-time employees.

Available Information

We file annual, quarterly and current reports, proxy statements and other information electronically with the Securities and Exchange
Commission (“SEC”). You may read and copy any materials we file with the SEC at the SEC’s Public Reference Room at 100 F.
Street, NE, Washington, DC 20549 You may obtain information on the operation of the Public Reference Room by calling the SEC at
1-800-SEC-0330. The SEC maintains an internet site (Www.sec.gov) that contains reports, proxy and information statements and other
information regarding issuers that file electronically with the SEC, including our filings.
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Our internet address is www.gascoenergy.com. We make available free of charge on or through our internet site our annual report on
Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K and amendments to those reports filed or furnished pursuant
to Section 13(a) or 15(d) of the Exchange Act as soon as reasonably practicable after we electronically file such material with, or
furnish it to, the SEC-

CAUTIONARY STATEMENT ABOUT FORWARD-LOOKING STATEMENTS

Some of the information in this annual report on Form 10-K contains forward-looking statements within the meaning of Section 27A
of the Securities Act of 1933, Section 21E of the Private Securities Litigation Reform Act of 1995. All statements other than
statements of historical facts included in this report, including, without limitation, statements regarding the Company’s future financial
position, business strategy, budgets, projected costs and plans and objectives of management for future operations, are
forward-looking statements. These statements express, or are based on, our expectations about future events. Forward-looking
statements give our current expectations or forecasts of future events. Forward-looking statements generally can be identified by the
use of forward looking terminology such as “may,” “will,” “expect,” “intend,” “project,” “estimate,” “anticipate,” “believe” or

“continue” or the negative thereof or similar terminology.

Although any forward-looking statements contained in this Form 10-K or otherwise expressed by or on behalf of the Company are, to
the knowledge and in the judgment of the officers and directors of the Company, believed to be reasonable, there can be no assurances
that any of these expectations will prove correct or that any of the actions that are planned will be taken. Forward-looking statements
involve and can be affected by inaccurate assumptions or by known and unknown risks and uncertainties which may cause the
Company’s actual performance and financial results in future periods to differ materially from any projection, estimate or forecasted
result. Important factors that could cause actual results to differ materially from expected results include those discussed under the
caption “Risk Factors”.

The following are among the important factors that could cause future results to differ materially from any projected, forecasted,
estimated or budgeted amounts that we have discussed in this report:

e fluctuations in natural gas and oil prices;

e pipeline constraints;

» overall demand for natural gas and oil in the United States;

e changes in general economic conditions in the United States;

e our ability to manage interest rate and commodity price exposure;
» changes in our borrowing arrangements;

e our ability to generate sufficient cash flow to operate;
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Any of these factors could cause our actual results to differ materially from the results implied by these or any other forward-looking
statements made by us or on our behalf. We cannot assure you that our future results will meet our expectations. When you consider
these forward-looking statements, you should keep in mind these factors. All subsequent written and oral forward-looking statements
attributable to the Company, or persons acting on its behalf, are expressly qualified in their entirety by these factors. Our
forward-looking statements speak only as of the date made. The Company assumes no duty to update or revise its forward-looking
statements based on changes in internal estimates or expectations or otherwise.

The following is a description of the meanings of some of the natural gas and oil industry terms used in this annual report.

Bbl. One stock tank barrel, or 42 U.S. gallons liquid volume, used in this annual report in reference to crude oil or other liquid

the condition of credit and capital markets in the United States;
the amount, nature and timing of capital expenditures;
estimated reserves of natural gas and oil;

drilling of wells;

acquisition and development of oil and gas properties;
operating hazards inherent to the natural gas and oil business;
timing and amount of future production of natural gas and oil;
operating costs and other expenses;

cash flow and anticipated liquidity;

future operating results;

marketing of oil and natural gas;

competition and regulation; and

plans, objectives and expectations.

GLOSSARY OF NATURAL GAS AND OIL TERMS

hydrocarbons.
Bbl/d. One Bbl per day.
Bcf. Billion cubic feet of natural gas.
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Bcfe. Billion cubic feet equivalent, determined using the ratio of six Mcf of natural gas to one Bbl of crude oil, condensate or
natural gas liquids.

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

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

Condensate. Liquid hydrocarbons associated with the production of a primarily natural gas reserve.
Developed acreage. The number of acres that are allocated or assignable to productive wells or wells capable of production.

Development well. A well drilled within the proved area of an oil or gas reservoir to the depth of a stratigraphic horizon known to
be productive.

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

Exploratory well. A well drilled to find and produce natural gas or oil reserves not classified as proved, to find a new reservoir in a
field previously found to be productive of natural gas or oil in another reservoir or to extend a known reservoir. Generally, an
exploratory well is any well that is not a development well, a service well, or a stratigraphic test well.

Farm-in or farm-out. An agreement under which the owner of a working interest in a natural gas and oil lease assigns the working
interest or a portion of the working interest to another party who desires to drill on the leased acreage. Generally, the assignee is
required to drill one or more wells in order to earn its interest in the acreage. The assignor usually retains a royalty or reversionary
interest in the lease. The interest received by an assignee is a “farm-in” while the interest transferred by the assignor is a “farm-out”.

Field. An area consisting of either a single reservoir or multiple reservoirs, all grouped on or related to the same individual
geological structural feature and/or stratigraphic condition.

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

Lead. A specific geographic area which, based on supporting geological, geophysical or other data, is deemed to have potential for
the discovery of commercial hydrocarbons.

MBbls. Thousand barrels of crude oil or other liquid hydrocarbons.
Mecf:- Thousand cubic feet of natural gas.
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Mecfe. Thousand cubic feet equivalent, determined using the ratio of six Mcf of natural gas to one Bbl of crude oil, condensate or
natural gas liquids.

MMBIs. Million barrels of crude oil or other liquid hydrocarbons.
MMBtu. Million British Thermal Units.

MMcf. Million cubic feet of natural gas.

MMcfid. One MMcf per day.

MMcfe. Million cubic feet equivalent, determined using the ratio of six Mcf of natural gas to one Bbl of crude oil, condensate or
natural gas liquids.

Net acres or net wells. The sum of the fractional working interest owned in gross acres or wells, as the case may be.

Net feet of pay. The true vertical thickness of reservoir rock estimated to both contain hydrocarbons and be capable of
contributing to producing rates.

Present value of future net revenues or present value of discounted future net cash flows or present value or PV-10. The pretax
present value of estimated future revenues to be generated from the production of proved reserves calculated in accordance with SEC
guidelines, net of estimated production and future development costs, using prices and costs as of the date of estimation without future
escalation, without giving effect to non-property related expenses such as general and administrative expenses, debt service and
depreciation, depletion and amortization, and discounted using an annual discount rate of 10%.

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

Prospect. A specific geographic area which, based on supporting geological, geophysical or other data and also preliminary
economic analysis using reasonably anticipated prices and costs, is deemed to have potential for the discovery of commercial
hydrocarbons.

Proved area. The part of a property to which proved reserves have been specifically attributed.

Proved developed oil and gas reserves. Reserves that can be expected to be recovered through existing wells with existing
equipment and operating methods. Additional oil and gas expected to be obtained through the application of fluid injection or other
improved recovery techniques for supplementing the natural forces and mechanisms of primary recovery should be included as
“proved developed reserves” only after testing by a pilot project or after the operation of an installed program has confirmed through
production responses that increased recovery will be achieved.
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Proved oil and gas reserves. The estimated quantities of crude oil, natural gas and natural gas liquids which geological and
engineering data demonstrate with reasonable certainty to be recoverable in future years from known reservoirs under existing
economic and operating conditions, i.e., prices and costs as of the date the estimate is made. Reservoirs are considered proved if
economic producibility is supported by either actual production or conclusive formation test. The area of a reservoir considered
proved includes (a) that portion delineated by drilling and defined by gas-oil and/or oil-water contacts, if any, and (b) the immediately
adjoining portions not yet drilled, but which can be reasonably judged as economically productive on the basis of available geological
and engineering data. In the absence of information on fluid contacts, the lowest known structural occurrence of hydrocarbons controls
the lower proved limit of the reservoir. Reserves which can be produced economically through application of improved recovery
techniques (such as fluid injection) are included in the “proved” classification when successful testing by a pilot project, or the
operation of an installed program in the reservoir, provides support for the engineering analysis on which the project or program was
based. Estimates of proved reserves do not include the following: (a) oil that may become available from known reservoirs but is
classified separately as “indicated additional reserves”; (b) crude oil, natural gas and natural gas liquids, the recovery of which is
subject to reasonable doubt because of uncertainty as to geology, reservoir characteristics or economic factors; (c) crude oil, natural
gas and natural gas liquids that may occur in undrilled prospects; and (d) crude oil, natural gas and natural gas liquids that may be
recovered from oil shales, coal, gilsonite and other such sources.

Proved properties. Properties with proved reserves.

Proved undeveloped reserves. Reserves that are expected to be recovered from new wells on undrilled acreage or from existing
wells where a relatively major expenditure is required for recompletion. Reserves on undrilled acreage are limited to those drilling
units offsetting productive units that are reasonably certain of production when drilled. Proved reserves for other undrilled units can be
claimed only where it can be demonstrated with certainty that there is continuity of production from the existing productive formation.
Proved undeveloped reserves may not include estimates attributable to any acreage for which an application of fluid injection or other
improved recovery technique is contemplated, unless such techniques have been proved effective by actual tests in the area and in the
same reservoir.

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

Service well. A well drilled or completed for the purpose of supporting production in an existing field. Specific purposes of
service wells include gas injection, water injection, steam injection, air injection, salt-water disposal, water supply for injection,
observation, or injection for in-situ combustion.

Standardized Measure of Discounted Future Net Cash Flows. The discounted future net cash flows relating to proved reserves
based on year-end prices, costs and statutory tax rates (adjusted for permanent differences) and a 10-percent annual discount rate.
10
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Stratigraphic test well. A drilling effort, geologically directed, to obtain information pertaining to a specific geologic condition.
Such wells customarily arc drilled without the intention of being completed for hydrocarbon production. This classification also
includes tests identified as core tests and all types of expendable holes related to hydrocarbon exploration. Stratigraphic test wells are
classified as (a) “exploratory type,” if not drilled in a proved area, or (b) “development type,” if drilled in a proved area.

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

Unproved properties. Properties with no proved reserves.

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

ITEM 1A. Risk Factors

We have incurred losses and may continue to incur losses in the future.

Historically, other than for the year ended December 31, 2008, our operations have not generated sufficient operating cash flows to
provide working capital for our ongoing overhead, the funding of our lease acquisitions and the exploration and development of our
properties. As such, and in light of the current economic environment and commodity price levels, we may not be able to successfully
develop any prospects that we have or acquire without adequate financing and we may not achieve profitability from operations in the
near future or at all.

During the years ended December 31, 2007 and 2006, we incurred a net loss of $104,373,921 and $55,817,767, respectively. As of
December 31, 2008, we had an accumulated deficit of $175,212,969. Our failure to achieve profitability in the future could adversely
affect the trading price of our common stock or our ability to raise additional capital. Any of these circumstances could have a
material adverse effect on our business, financial condition and results of operations.

Oil and natural gas prices are volatile. Recent declines in commodity prices have adversely affected, and in the future will
adversely affect, our financial condition and results of operations, cash flows, access to the capital markets, and ability to grow.

Our financial condition, operating results, and future rate of growth depend upon the prices that we receive for our oil and natural gas.
Prices also affect our cash flow available for capital expenditures and our ability to access funds under our revolving bank credit
facility and through the capital markets. The amount available for borrowing under our revolving bank credit facility is subject to a
borrowing base, which is determined by our lenders taking into account our estimated proved reserves and is subject to scheduled
periodic redeterminations, as well as unscheduled discretionary redeterminations, based on pricing models and other economic
assumptions determined by the lenders at such time. The recent decline in oil and natural gas prices has adversely affected the value of
our estimated proved reserves and, in turn, the pricing
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assumptions used by our lenders to determine our borrowing base. If commodity prices remain at current levels or continue to decline
in 2009, it will have similar adverse effects on our reserves and global borrowing base. Further, because we have elected to use the
full-cost accounting method, we must perform each quarter a “ceiling test” that is affected by declining prices. Significant price
declines could cause us to take one or more ceiling test write-downs, which would be reflected as non-cash charges against current
earnings.

In addition, significant or extended price declines may also adversely affect the amount of oil and natural gas that we can produce
economically. A reduction in production could result in a shortfall in our expected cash flows and require us to reduce our capital
spending or borrow funds to cover any such shortfall. Any of these factors could negatively impact our ability to replace our
production and our future rate of growth. We have previously announced a reduced 2009 capital expenditures budget in anticipation of
continuing current or declining commodity prices.

The markets for oil and natural gas have been volatile historically and are likely to remain volatile in the future. Oil spot prices
reached historical highs in July 2008, peaking at more than $145 per barrel, and natural gas spot prices reached near historical highs in
July 2008, peaking at more than $13 per MMBtu. These prices have declined significantly since that time and may continue to
fluctuate widely in the future, either collectively or independent of one another, in response to a variety of additional factors that are
beyond our control, such as:

. changes in global supply and demand for natural gas and oil;
. commodity processing, gathering and transportation availability;
. domestic and global political and economic conditions;

. the ability of members of the Organization of Petroleum Exporting Countries to agree to and maintain oil price and production
controls;

. weather conditions, including hurricanes;

. technological advances affecting energy consumption;

. an increase in alternative fuel sources;

. higher fuel taxes and other regulatory actions;

. an increase in fuel economy;

. additional domestic and foreign governmental regulations; and

* the price and availability of alternative fuels.
12
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Lower natural gas and oil prices may not only decrease our revenue, but also may reduce the amount of natural gas and oil that we can
produce economically. This reduction may result in our having to make substantial downward adjustments to our estimated proved
reserves. For example, during 2008, the previous oil and gas reserves quantities decreased by approximately 42% primarily due to the
decrease in oil and gas prices from $73.95 per barrel and $6.53 per mcf at December 31, 2007 to $15.33 per barrel and $4.63 per mcf
at December 31, 2008. The price per barrel of oil reflects our blend of oil and condensate. If the prices for oil and gas decrease
materially from year end 2008 prices we will be unable to economically develop most of our acreage.

All of our natural gas production is currently located in, and all of our future natural gas production is anticipated to be located in, the

Rocky Mountain Region of the United States. The gas prices that we and other operators in the Rocky Mountain region have received
and are currently receiving are at a discount to gas prices in other parts of the country. Additional factors that can cause price volatility
for crude oil and natural gas within this region are:

. the availability of gathering systems with sufficient capacity to handle local production;
. seasonal fluctuations in local demand for production;

. local and national gas storage capacity;

. interstate pipeline capacity; and

. the availability and cost of gas transportation facilities from the Rocky Mountain region.

It is impossible to predict natural gas and oil price movements with certainty. A substantial or extended decline in natural gas and oil
prices would materially and adversely affect our future business, financial condition, results of operations, liquidity and ability to
finance planned capital expenditures.

We may not be able to obtain adequate financing to continue our operations.

We will require significant additional capital to fund our future activities and to service current and any future indebtedness. A
significant reduction in cash flows from operations or the availability of credit could materially and adversely affect our ability to
achieve our planned growth and operating results. We have relied in the past primarily on the sale of equity capital, the issuance of
equity, borrowings under our credit facility and farm-out and other similar types of transactions to fund working capital and the
acquisition of our prospects and related leases. Issuing equity securities to satisfy our financing requirements could cause substantial
dilution to our stockholders. Failure to generate operating cash flow or to obtain additional financing for the development of our
properties could result in substantial dilution of our property interests, or delay or cause indefinite postponement of further exploration
and development of our prospects with the possible loss of our properties.

The credit markets and the financial services industry have been experiencing a period of upheaval characterized by the bankruptcy,
failure, collapse or sale of various financial institutions and an unprecedented level of intervention from the United States federal
13
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government. During the fourth quarter of 2008, the severe disruptions in the credit markets and reductions in global economic activity
had significant adverse impacts on stock markets and oil and gas-related commodity prices, which contributed to a significant decline
in the our stock price and are expected to negatively impact our future liquidity. In particular, we face uncertainties relating to our
ability to generate sufficient cash flows from operations to fund the level of capital expenditures required for our oil and gas
exploration and production activities. We may also have less access to borrow capital if our borrowing base is reduced by our lenders.
Our failure to find the financial resources necessary to fund our planned activities and service our debt and other obligations could
materially and adversely affect our business, financial condition and results of operations. Furthermore, we may be required to repay
amounts outstanding under our revolving bank credit facility if we are unable to service our debt or if we default under our revolving
bank credit facility for a failure to satisfy our required financial ratios or other covenants thereunder.

Lower oil and natural gas prices could negatively impact our ability to borrow. Additionally, availability under our revolving bank
credit facility is based on a borrowing base which is subject to redetermination by our lenders. If our borrowing base is reduced,
we may be required to repay amounts outstanding under our revolving bank credit facility.

Our revolving bank credit facility limits our borrowings to the borrowing base less our total outstanding letters of credit issued
thereunder. Currently, our borrowing base is $45.0 million and our outstanding letter of credit sublimit is $10.0 million. Under the
terms of our revolving bank credit facility, our borrowing base is subject to semi-annual redetermination by our lenders based on their
valuation of our proved reserves and their internal criteria. In addition to such semi-annual determinations, our lenders may request
one additional borrowing base redetermination between each semi-annual calculation. Our next borrowing base redetermination is
scheduled for April 2009. If our borrowing base is reduced as a result of a redetermination, we may be required to repay a portion of
our outstanding borrowings and will have less access to borrowed capital going forward. If we do not have sufficient funds on hand
for repayment, we may be required to seek a wavier or amendment from our lenders, refinance our revolving bank credit facility or
sell assets or additional shares of common stock. We may not be able obtain such financing or complete such transactions on terms
acceptable to us, or at all. Failure to make the required repayment could result in a default under our revolving credit agreement,
which could adversely affect our business, financial condition and results or operations. Please read “Item 7 — Management’s
Discussion and Analysis of Financial Position and Results of Operations — Liquidity and Capital Resources — Credit Agreement.”

Financial difficulties encountered by lenders under our revolving bank credit facility, our partners or third-party operators could
adversely affect our financial condition and results of operations.

In light of the current financial turmoil, we are exposed to some credit risk related to our revolving bank credit facility to the extent
that our lenders may be unable to provide necessary funding to us under our revolving bank credit facility if they experience liquidity
problems. If our lenders are unable to provide funding in accordance with their commitment, our ability to meet our current and long
term needs could be adversely impacted and our operations could be negatively impacted.
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Additionally, liquidity and cash flow problems encountered by our partners or the co-owners of our properties may prevent or delay
the drilling of a well or the development of a project. Our partners and working interest co-owners may be unwilling or unable to pay
their share of the costs of projects as they become due. In the case of a farm-out partner being unwilling or unable to share such costs,
we would have to find a new farm-out partner or obtain alternative funding in order to complete the exploration and development of
the prospects subject to the farm-out agreement. In the case of a working interest owner, we could be required to pay the working
interest owner’s share of the project costs. We cannot assure you that we would be able to obtain the capital necessary to fund either of
these contingencies or that we would be able to find a new farm-out partner. If any of these circumstances were to occur, our ability to
explore and develop our prospects, including unproved properties with a carrying value of approximately $39,000,000 as of
December 31, 2008, could be adversely affected, which could have a material adverse effect on our business, financial condition and
results of operations.

Our revolving bank credit facility imposes restrictions on us that may affect our ability to successfully operate our business.

Our revolving bank credit facility imposes certain operational and financial restrictions on us that limit our ability to:
. incur additional indebtedness;
. create liens;
. sell our assets to, or consolidate or merge with or into, other companies;
. make investments and other restricted payments, including dividends; and

. engage in transactions with affiliates.

Our revolving bank credit facility contains covenants that require us to maintain (1) a current ratio (defined as current assets plus
unused availability under the credit facility divided by current liabilities excluding the current portion of the credit facility),
determined at the end of each quarter, of not less than 1:1; and (2) a ratio of senior debt to EBITDAX (as such term is defined in the
revolving credit facility) for the most recent four quarters not to be greater than 3.5:1 for each fiscal quarter. In addition, the credit
facility contains covenants that restrict our ability to incur other indebtedness, create liens or sell our assets, pay dividends on our
common stock and make certain investments. As of December 31, 2008, our current and senior debt to EBITDAX ratios were 1.7:1
and 1.4:1, respectively, and we were in compliance with each of the covenants as of December 31, 2008 through March 4, 2009. Any
failure to be in compliance with any material provision or covenant of our revolving bank credit facility could result in a default which
would, absent a waiver or amendment, require immediate repayment of outstanding indebtedness under our revolving bank credit
facility. Additionally, should our obligation to repay indebtedness under our revolving bank credit facility be accelerated, we would be
in default under the indenture governing our 5.50% Convertible Senior Notes due 2011, which would require repayment of the
outstanding principal, interest and liquidated damages, if any, on such convertible notes. Sustained or lower oil and natural gas prices
could
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reduce our consolidated EBITDAX and thus could reduce our ability to maintain existing levels of senior debt or incur additional
indebtedness. EBITDAX will be reduced for the four quarters beginning with the quarter ended March 31, 2009 by the expected
payment of approximately $4.6 million (as calculated at $12,000/day from rig release through March 15, 2010, the expiration date of
the contract) for early termination of our drilling contract (and rig release) in February 2009, resulting in a corresponding reduction in
the levels of senior debt that we may have outstanding going forward without violating our senior debt to EBITDAX ratio. Sustained
or lower oil and natural gas prices may make it more difficult for us to satisfy this ratio in future quarters. To the extent it becomes
necessary to address any anticipated covenant compliance issues, we may be required to sell a portion of our assets or issue additional
securities, which would be dilutive to our shareholders. Given the condition of current credit and capital markets, any sale of assets or
issuance of additional securities may not be on terms acceptable to us.

The restrictions under our revolving bank credit facility could also limit our ability to obtain future financings, make needed capital
expenditures, withstand a downturn in our business or the economy in general, or otherwise conduct necessary corporate activities.
Any failure to remedy any event of default could have a material adverse effect on our business, financial condition or results of
operations.

Pipeline constraints may limit our ability to sell production and may negatively affect the price at which we sell our production.

Our production is transported through a single interstate pipeline. Any constraints on the capacity of this pipeline could adversely
affect our ability to sell production and, in certain circumstances, may limit our ability to sell any or all of our production in a given
period. Pipeline capacity constraint could also lead to heightened price competition on such pipeline, which would reduce the price at
which we are able to sell the production that does flow. During the fourth quarter of 2008, we curtailed a portion of its natural gas
production due to the low price for natural gas that prevailed in the Rockies. These low prices were due in part to gas-on-gas sales
competition resulting from the region’s capacity to produce natural gas exceeding the take-away capacity of interstate pipelines that
move the natural gas to other consuming regions in the United States. A reduction in the amount of natural gas that we can sell or the
price at which such natural gas can be sold could have a material adverse effect on our business, financial condition or results of
operations.

Our proved reserves are estimates and depend on many assumptions. Any material inaccuracies in these assumptions could cause
the quantity and value of our oil and gas reserves, and our revenue, profitability, and cash flow, to be materially different from our
estimates.

Estimating accumulations of gas and oil is complex and inexact because of the numerous uncertainties inherent in the process. The
process relies on interpretations of available geological, geophysical, engineering and production data. The extent, quality and
reliability of this technical data can vary. The process also requires certain economic assumptions, some of which are mandated by the
SEC, such as gas and oil prices, drilling and operating expenses, capital expenditures, taxes and availability of funds. The accuracy of
a reserve estimate is a function of:

. the quality and quantity of available data;
. the interpretation of that data;
* the accuracy of various mandated economic assumptions; and

. the judgment of the persons preparing the estimate.
16
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The most accurate method of determining proved reserve estimates is based upon a decline analysis method, which consists of
extrapolating future reservoir pressure and production from historical pressure decline and production data. The accuracy of the
decline analysis method generally increases with the length of the production history. Since most of our wells had been producing less
than eight years as of December 31, 2008, their production history was relatively short, so other (generally less accurate) methods
such as volumetric analysis and analogy to the production history of wells of other operators in the same reservoir were used in
conjunction with the decline analysis method to determine our estimates of proved reserves as of December 31, 2008. As our wells are
produced over time and more data is available, the estimated proved reserves will be redetermined on an annual basis and may be
adjusted based on that data. These adjustments could result in downward revisions of our reserve estimates.

Actual future production, gas and oil prices, revenues, taxes, development expenditures, operating expenses and quantities of
recoverable gas and oil reserves most likely will vary from our estimates. Any significant variance could materially affect the
quantities and present value of our reserves. In addition, we may adjust estimates of proved reserves to reflect production history,
results of exploration and development and prevailing gas and oil prices. Our reserves may also be susceptible to drainage by
operators on adjacent properties.

It should not be assumed that the present value of future net cash flows included herein is the current market value of our estimated
proved gas and oil reserves. In accordance with SEC requirements, we base the estimated discounted future net cash flows from
proved reserves on prices and costs on the date of the estimate. Actual future prices and costs may be materially higher or lower than
the prices and costs as of the date of the estimate.

Lower oil and gas prices and other factors have resulted, and in the future may result, in ceiling test write-downs and other
impairments of our asset carrying values.

We may be required to write down the carrying value of our gas and oil properties when gas and oil prices are low or if there are
substantial downward adjustments to the estimated proved reserves, increases in the estimates of development costs or deterioration in
the exploration results.

We follow the full cost method of accounting under which capitalized gas and oil property costs less accumulated depletion and net of

deferred income taxes may not exceed an amount equal to the present value, discounted at 10%, of estimated future net revenues from

proved gas and oil reserves less the future cash outflows associated with the asset retirement obligations that have been accrued on the

balance sheet plus the cost, or estimated fair value, if lower of unproved properties and the costs of any property not being amortized.
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Should capitalized costs exceed this ceiling, an impairment is recognized. The present value of estimated future net revenues is
computed by applying current prices of gas and oil to estimated future production of proved gas and oil reserves as of period-end, less
estimated future expenditures to be incurred in developing and producing the proved reserves assuming the continuation of existing
economic conditions. Once an impairment of gas and oil properties is recognized, it is not reversible at a later date even if oil or gas
prices increase.

Investments in unproved properties with a carrying value of approximately $39,000,000 as of December 31, 2008, including
capitalized interest costs, are also assessed periodically to ascertain whether impairment has occurred. Impairments in such properties
may result from lower commodity prices, expiration of leases, inability to find partners, inadequate financing or unsuccessful drilling
results. Unproved properties whose costs are individually significant are assessed individually by considering the primary lease terms
of the properties, the holding period of the properties, and geographic and geologic data obtained relating to the properties. The
amount of impairment assessed, if any, is added to the costs to be amortized, or is reported as a period expense, as appropriate. If an
impairment of unproved properties results in a reclassification to proved oil and gas properties, the ceiling test cushion would be
reduced.

We own a drilling rig which had a carrying value of approximately $5,500,000. In light of the current market conditions and the lower
commodity prices, many oil and gas companies have cut back on their drilling plans for 2009. As a result, the demand for drilling rig
services has also declined. Based upon an independent appraisal of our drilling rig, we believe that the market value of our drilling rig
has decreased to approximately $2,000,000 as of December 31, 2008 and for that reason we have recorded impairment expense of
$3,500,000.

The development of o0il and gas properties involves substantial risks that may materially and adversely affect us.

The business of exploring for and producing oil and gas involves a substantial risk of investment loss that even a combination of
experience, knowledge and careful evaluation may not be able to overcome. Drilling oil and gas wells involves the risk that the wells
will be unproductive or that, although productive, the wells do not produce oil and/or gas in economic quantities. Other hazards, such
as unusual or unexpected geological formations, pressures, fires, blowouts, loss of circulation of drilling fluids or other conditions may
substantially delay or prevent completion of any well. Adverse weather conditions can also hinder drilling operations.

A productive well may become uneconomic in the event water or other deleterious substances are encountered, which impair or
prevent the production of oil and/or gas from the well. In addition, production from any well may be unmarketable if it is
contaminated with water or other deleterious substances.

If we experience any one or more of these risks, our business, financial condition and results of operations could be materially and
adversely affected.
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Delays in obtaining drilling permits could have a materially adverse effect on our ability to develop our properties in a timely
manner.

The average processing time at the Bureau of Land Management in Vernal, Utah for an application to drill on federal leases has been
increasing and currently is approximately 18 to 24 months. Approximately 82% of our gross acreage in Utah is located on federal
leases. If we are delayed in procuring sufficient drilling permits for our federal properties, we may shift more of our drilling in Utah to
our state leases, the permits for which require an average processing time of approximately 15 days. While such a shift in resources
would not necessarily affect the rate of growth of our cash flow, it would result in a slower growth rate of our total proved reserves,
because a higher percentage of the wells drilled on the state leases would be drilled on leases to which proved undeveloped reserves
may already have been attributed.

Our drilling operations may be delayed or revised unless we receive approval of our Environmental Impact Statement.

As we continue to develop our Utah acreage, we are required to file an Environmental Impact Statement under the National
Environmental Policy Act. Any delay of approval or mandated change to our plan of development may materially delay our ability to
drill on our acreage in Utah or may require us to make additional capital investments or make certain areas of our acreage inaccessible
to drilling. Any delay of or restriction on our ability to drill on our acreage in Utah could materially and adversely affect our future
business, financial condition and results of operations.

We may have difficulty managing any growth in our business.

Because of our small size, growth in accordance with our business plans, if achieved, will place a significant strain on our financial,
technical, operational and management resources. As we expand our activities and increase the number of projects we are evaluating
or in which we participate, there will be additional demands on our financial, technical and management resources. The failure to
continue to upgrade our technical, administrative, operating and financial control systems or the occurrence of unexpected expansion
difficulties, including the recruitment and retention of experienced managers, geoscientists and engineers, could have a material
adverse effect on our business, financial condition and results of operations and our ability to timely execute our business plan.

Our competitors may have greater resources which could enable them to pay a higher price for properties and to better withstand
periods of low market prices for hydrocarbons.

The petroleum and natural gas industry is intensely competitive, and we compete with other companies with greater resources. Many
of these companies not only explore for and produce crude petroleum and natural gas but also carry on refining operations and market
petroleum and other products on a regional, national or worldwide basis. Such companies may be able to pay more for productive
petroleum and natural gas properties and exploratory prospects or define, evaluate, bid for and purchase a greater number of properties
and prospects than our financial or human resources permit. In addition, such companies may have a greater ability to continue
exploration activities during periods of low hydrocarbon market prices. Our ability to acquire additional properties and to discover
reserves in the future will be dependent upon our ability to
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evaluate and select suitable properties and to consummate transactions in a highly competitive environment. In addition, we are
required to obtain drilling and right of way permits for our wells, and there is no assurance that such permits will be available on a
timely basis or at all. We do not believe that our competitive position in the petroleum and natural gas industry is significant.

We may suffer losses or incur liability for events that we have, or that the operator of a property has, chosen not to insure against.

Insurance against every operational risk is not available at economic rates. We may suffer losses from uninsurable hazards that we
have, or the operator thereof has, chosen not to insure against because of high premium costs or other reasons. We may become
subject to liability for pollution, fire, explosion, blowouts, cratering and oil spills against which we cannot insure or against which we
may elect not to insure. Such events could result in substantial damage to oil and gas wells, producing facilities and other property and
personal injury. The payment of any such liabilities may have a material adverse effect on our business, financial condition and results
of operations.

We may incur losses as a result of title deficiencies in the properties in which we invest.

If an examination of the title history of a property that we have purchased reveals a petroleum and natural gas lease that has been
purchased in error from a person who is not the owner of the mineral interest desired, our interest would be worthless. In such an
instance, the amount paid for such petroleum and natural gas lease or leases would be lost.

It is our practice, in acquiring petroleum and natural gas leases, or undivided interests in petroleum and natural gas leases, not to
undergo the expense of retaining lawyers to examine the title to the mineral interest to be placed under lease or already placed under
lease. Rather, we will rely upon the judgment of petroleum and natural gas lease brokers or landmen who perform the fieldwork in
examining records in the appropriate governmental office before attempting to acquire a lease in a specific mineral interest.

If there are any title defects in the properties in which we hold an interest, we may suffer a monetary loss, including as a result of
performing any necessary curative work prior to the drilling of a petroleum and natural gas well.

Our ability to market the oil and gas that we produce is essential to our business.

Several factors beyond our control may adversely affect our ability to market the oil and gas that we discover. These factors include
the proximity, capacity and availability of oil and gas pipelines and processing equipment, market fluctuations of prices, taxes,
royalties, land tenure, allowable production and environmental protection. The extent of these factors cannot be accurately predicted,
but any one or a combination of these factors may result in our inability to sell our oil and gas at prices that would result in an
adequate return on our invested capital. For example, we currently distribute the gas that we produce through a single pipeline. If this
pipeline were to become unavailable, we would incur additional costs to secure a substitute facility in order to deliver the gas that we
produce. In addition, although we currently have access to firm transportation for the majority of our current gas production, there is

no assurance
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that we will be able to procure additional transportation on terms satisfactory to us, or at all, if we increase our production through our
drilling program or acquisitions.

Environmental costs and liabilities and changing environmental regulation could materially affect our cash flow.

Our operations are subject to stringent federal, state and local laws and regulations relating to environmental protection. These laws
and regulations may require the acquisition of permits or other governmental approvals, limit or prohibit our operations on
environmentally sensitive lands, and place burdensome restrictions on the management and disposal of wastes. Failure to comply with
these laws may result in the assessment of administrative, civil and criminal penalties, the imposition of remedial obligations, and the
issuance of injunctions that may delay or prevent our operations. Any stringent changes to these environmental laws and regulations
may result in increased costs to us with respect to the disposal of wastes, the performance of remedial activities, and the incurrence of
capital expenditures. Please read “Item 1 -Business - Governmental Regulations and Environmental Laws” above.

Our operations may incur substantial liabilities to comply with climate change legislation and regulatory initiatives.

Recent scientific studies have suggested that emissions of certain gases, commonly referred to as “greenhouse gases” and including
carbon dioxide and methane, may be contributing to warming of the Earth’s atmosphere. In response to such studies, the U.S.
Congress is considering legislation to reduce emissions of greenhouse gases and more than one-third of the states, either individually
or through multi-state initiatives, already have begun implementing legal measures to reduce emissions of greenhouse gases. Also, the
U.S. Supreme Court’s holding in its 2007 decision, Massachusetts, et al. v. EPA, that carbon dioxide may be regulated as an “air
pollutant” under the federal Clean Air Act could result in future regulation of greenhouse gas emissions from stationary sources, even
if Congress does not adopt new legislation specifically addressing emissions of greenhouse gases. In July 2008, EPA released an
“Advance Notice of Proposed Rulemaking” regarding possible future regulation of greenhouse gas emissions under the Clean Air Act.
Although the notice did not propose any specific, new regulatory requirements for greenhouse gases, it indicates that federal
regulation of greenhouse gas emissions could occur in the near future. Although it is not possible at this time to predict how legislation
or new regulations that may be adopted to address greenhouse gas emissions would impact our business, any such future laws and
regulations could result in increased compliance costs or additional operating restrictions, and could have a material adverse effect on
our business or demand for the natural gas we produce.

We are subject to complex governmental regulations which may adversely affect the cost of our business.

Petroleum and natural gas exploration, development and production are subject to various types of regulation by local, state and
federal agencies. We may be required to make large expenditures to comply with these regulatory requirements. Legislation affecting
the petroleum and natural gas industry is under constant review for amendment and expansion. Also, numerous departments and
agencies, both federal and state, are authorized by statute to issue and have
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issued rules and regulations binding on the petroleum and natural gas industry and its individual members, some of which carry
substantial penalties for failure to comply. Any increases in the regulatory burden on the petroleum and natural gas industry created by
new legislation would increase our cost of doing business and adversely affect our profitability.

Because our reserves and production are concentrated in a small number of properties, production problems or significant
changes in reserve estimates related to any property could have a material impact on our business.

Our current reserves and production primarily come from a small number of producing properties in Utah. If mechanical problems
with the wells or production facilities (including salt water disposal, pipelines, compressors and processing plants), depletion, weather
or other events adversely affect any particular property, we could experience a significant decline in our production, which could have
a material adverse effect on our cash flows, financial condition and results of operations. In addition, if the actual reserves associated
with any one of our properties are less than estimated, our overall reserve estimates could be materially and adversely affected.

Our operations may be interrupted by severe weather or drilling restrictions.

Our operations are conducted in the Rocky Mountain region of the United States. The weather in this area can be extreme and can
cause interruption in our exploration and production operations. Severe weather can result in damage to our facilities entailing longer
operational interruptions and significant capital investment. Additionally, our operations are subject to disruption from winter storms
and severe cold, which can limit operations involving fluids and impair access to our facilities.

Shortages of supplies, equipment and personnel may adversely affect our operations.

The natural gas and oil industry is cyclical and, from time to time, there are shortages of drilling rigs, equipment, supplies or qualified
personnel. During these periods, the costs of rigs, equipment and supplies may be substantially increased and their availability may be
limited. In addition, the demand for, and wage rates of, qualified personnel, including drilling rig crews, may rise as the number of rigs
in service increases. If drilling rigs, equipment, supplies or qualified personnel are unavailable to us due to excessive costs or demand
or otherwise, our ability to execute our exploration and development plans could be materially and adversely affected and, as a result,
our business, financial condition and results of operations could be materially and adversely affected.

Hedging our production may result in losses.

In order to manage our exposure to price volatility in marketing our oil and natural gas, we enter into oil and natural gas price risk
management arrangements for a portion of our expected production. Economically hedging the commodity price may limit the prices
we actually realize and therefore reduce oil and natural gas revenues in the future. The fair value of our oil and natural gas derivative
instruments outstanding as of December 31, 2008 was an asset of approximately $8,855,947. See “Item 7A — Quantitative and
Qualitative Disclosures about Market Risk™ for further discussion. In addition, our commodity price risk management
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transactions may expose us to the risk of financial loss in certain circumstances, including instances in which:
»  production is less than expected;
. the counterparty to the contract defaults on its obligations; or

. there is a change in the expected differential between the underlying price in the hedging agreement and actual prices
received.

In addition, economic hedging may limit the benefit we would otherwise receive from increases in the prices of oil and gas.
Our success depends on our key management personnel, the loss of any of whom could disrupt our business.

The success of our operations and activities is dependent to a significant extent on the efforts and abilities of our management. The
loss of services of any of our key managers — including Mr. Erickson, our Chief Executive Officer; Mr. Decker, our Executive Vice
President and Chief Operating Officer; and Mr. Grant, our Executive Vice President and Chief Financial Officer -could have a
material adverse effect on our business, financial condition and results of operations. We have not obtained “key man” insurance for
any of our management.

Our officers and directors are engaged in other businesses which may result in conflicts of interest.

Certain of our officers and directors also serve as directors of other companies or have significant shareholdings in other companies
operating in the oil and gas industry. Our chairman, Marc A. Bruner, is the largest shareholder of Galaxy Energy Corporation
(“Galaxy”) and Exxcel Energy. Mr. Bruner also serves as the Chairman and Chief Operating Officer of Falcon Oil and Gas, Ltd.
(“Falcon”). Falcon’s current drilling activities include projects in Romania and Hungary. Carl Stadelhofer, one of our directors, is a
director of Falcon. In addition, another of our directors and Audit Committee Chairman, C. Tony Lotito, currently serves as the
Executive Vice President and a member of the Board of Directors of PetroHunter Corporation (‘“PetroHunter’’), which is majority
owned by Mr. Bruner. Charles Crowell, one of our directors, is the Chief Executive Officer and President and serves as the Chairman
of the Board of Directors of PetroHunter. Mr. Crowell also serves on the Boards of Directors of Providence Resources, Inc. Richard S.
Langdon, another one of our directors, is President and Chief Executive Officer of Matris Exploration Company, L.P., a private
exploration and production company active in onshore California. Mr. Langdon is also a member of the Board of Directors of
Constellation Energy Partners LLC (“CEP”), a public limited liability company focused on the acquisition, development and
exploitation of oil and natural gas properties and related midstream assets. CEP’s activities are currently focused in the Black Warrior
Basin of Alabama. We estimate that all of its directors spend approximately 10% of their time on our business. Mr. Erickson has direct
private investments in certain Rocky Mountain and Mid-Continent oil and gas leases and has a majority interest in a private oil and
gas company lease holdings in Colorado, Wyoming, North Dakota and Utah. Mr. Erickson is also a co-majority shareholder in a
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private company engaged in the exploration of non-oil and gas mineral resources in the Republic of Guinea, Africa. Mr. Erickson
spends 100% of his time on our business.

To the extent that such other companies participate in ventures in which we may participate, or compete for prospects or financial
resources with it, these officers and directors will have a conflict of interest in negotiating and concluding terms relating to the extent
of such participation. In the event that such a conflict of interest arises at a meeting of the board of directors, a director who has such a
conflict must disclose the nature and extent of his interest to the board of directors and abstain from voting for or against the approval
of such participation or such terms.

In accordance with the laws of the State of Nevada, our directors are required to act honestly and in good faith with a view to our best
interests. In determining whether or not we will participate in a particular program and the interest therein to be acquired by it, the
directors will primarily consider the degree of risk to which we may be exposed and our financial position at that time.

It may be difficult to enforce judgments predicated on the federal securities laws on some of our board members who are not U.S.
residents.

Two of our directors reside outside the United States and maintain a substantial portion of their assets outside the United States. As a
result it may be difficult or impossible to effect service of process within the United States upon such persons, to bring suit in the
United States against such persons or to enforce, in the U.S. courts, any judgment obtained there against such persons predicated upon
any civil liability provisions of the U.S. federal securities laws.

Foreign courts may not entertain original actions against our directors or officers predicated solely upon U.S. federal securities laws.
Furthermore, judgments predicated upon any civil liability provisions of the U.S. federal securities laws may not be directly
enforceable in foreign countries.

Risks Related to Our Capital Stock
Our common stock has experienced, and may continue to experience, price volatility and a low trading volume.

The trading price of our common stock has been and may continue to be subject to large fluctuations, which may result in losses to
investors. Our stock price may increase or decrease in response to a number of events and factors, including:

. the results of our exploratory drilling;

* trends in our industry and the markets in which we operate;

. changes in the market price of the commodities we sell;

. changes in financial estimates and recommendations by securities analysts;

. acquisitions and financings;
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. quarterly variations in operating results;
. the operating and stock price performance of other companies that investors may deem comparable to us; and

*  issuances, purchases or sales of blocks of our common stock.

This volatility may adversely affect the price of our common stock regardless of our operating performance. See “Item 5 — Market
for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity Securities” for further discussion.

Shares eligible for future sale may cause the market price for our common stock to drop significantly, even if our business is doing
well.

If our existing shareholders sell our common stock in the market, or if there is a perception that significant sales may occur, the market
price of our common stock could drop significantly. In such case, our ability to raise additional capital in the financial markets at a
time and price favorable to us might be impaired. In addition, our board of directors has the authority to issue additional shares of our
authorized but unissued common stock without the approval of our shareholders, subject to certain limitations under the rules of the
exchange on which our common stock is listed. Additional issuances of our common stock would dilute the ownership percentage of
existing shareholders and may dilute the earnings per share of our common stock. As of December 31, 2008, we had 107,752,298
shares of common stock issued and outstanding and outstanding options to purchase an additional 11,124,788 shares of common
stock. Additional options may be granted to purchase 2,251,442 shares of common stock under our stock option plan and an additional
292,150 shares of common stock are issuable under our restricted stock plan. As of December 31 of each year, the number of shares of
common stock issuable under our stock option plan automatically adjusts so that the total number of shares of common stock issuable
under such plan is equal to 10% of the total number of shares of common stock outstanding on such date.

Assuming all of our outstanding 5.50% Convertible Senior Notes due 2011 are converted at the applicable conversion prices, the
number of shares of our common stock outstanding would increase by approximately 16,250,000 shares to approximately 124,002,298
shares (this number assumes no exercise of the options described above and no additional grants of options or restricted stock).

We have not previously paid dividends on our common stock and we do not anticipate doing so in the foreseeable future.

We have not in the past paid, and do not anticipate paying in the foreseeable future, cash dividends on our common stock. Our
outstanding revolving bank credit agreement contains covenants that restrict our ability to pay dividends on our common stock.
Additionally, any future decision to pay a dividend and the amount of any dividend paid, if permitted, will be made at the discretion of
our board of directors.

25

Source: GASCO ENERGY INC, 10-K, March 04, 2009



Table of Contents

We have anti-takeover provisions in our certificate of incorporation and by-laws that may discourage a change of control.

Our articles of incorporation and bylaws contain several provisions that could delay or make more difficult the acquisition of us
through a hostile tender offer, open market purchases, proxy contest, merger or other takeover attempt that a stockholder might
consider in his or her best interest, including those attempts that might result in a premium over the market price of our common stock.

Under the terms of our articles of incorporation and as permitted under Nevada law, we have elected not to be subject to Nevada’s
anti-takeover law. This law provides that specified persons who, together with affiliates and associates, own, or within three years did
own, 15% or more of the outstanding voting stock of a corporation cannot engage in specified business combinations with the
corporation for a period of three years after the date on which the person became an interested stockholder. With the approval of our
stockholders, we may amend our articles of incorporation in the future to become subject to the anti-takeover law. This provision
would then have an anti-takeover effect for transactions not approved in advance by our board of directors, including discouraging
takeover attempts that a stockholder might consider in his or her best interest or that might result in a premium over the market price
for the shares of our common stock.

ITEM 1 B. UNRESOLVED STAFF COMMENTS

None.
ITEM 2 — PROPERTIES

Petroleum and Natural Gas Properties

Riverbend Project

The Riverbend Project comprises approximately 123,568 gross acres in the Uinta Basin of northeastern Utah, of which we hold
interests in approximately 83,915 net acres as of December 31, 2008. Historically, our engineering and geologic focus has been
concentrated on three tight-sand formations in the Uinta basin: the Wasatch, Mesaverde and Blackhawk formations. A typical well
drilled into these formations may encounter multiple distinct natural gas sands located between approximately 6,000 and 13,000 feet
in depth that are completed using up to ten staged fracs. During the second quarter of 2007, we spudded our first Mancos Shale test
well and since then we have drilled and completed 18 wells in the Mancos Shale, two of which have tested the Dakota Formation.

During 2008, we spudded 14 gross wells (approximately 5.3 net wells) and reached total depth on 13 gross wells (approximately 4.9
net wells) in the Riverbend area. Thirteen of the wells were drilled to the Upper Mancos shale and one well was drilled to the Upper
Morrison Formation. We also conducted initial completion operations on 22 gross operated wells (7.3 net wells) and re-entered 13
gross operated wells (6.4 net wells) to complete pay zones that were behind pipe. We have completed 18 wells in the Mancos shale
interval since we began targeting the Mancos
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in mid-2007. We currently have two Mancos shale wells awaiting initial completion. As of December 31, 2008, we operated 125 gross
producing wells. We currently have an inventory of 30 operated wells with up-hole recompletion opportunities and two wells awaiting
initial completion activities.

Given the decline in commodity prices and the weak global economic projections for 2009, we have revised our capital expenditure
program to be in line with our expected internally generated cash flow from operations. The revised expenditure program includes the
drilling and completion of two gross (0.84 net) wells and the performance of a limited number of re-completions during 2009. At year
end, we were operating a single drilling rig. This rig was released in late February 2009. At rig release, we were obligated to make a
cash payment of $4,600,000 to terminate the drilling lease prior to its original expiration date of March 15, 2010. As we plan to drill
only two gross (0.84 net) new wells during 2009, we reclassified approximately $1,250,000 and $750,000 of expiring acreage
primarily in Utah and California, respectively, into proved property. This acreage represents the leases that will expire during 2009
before we are able to develop it further.

Consistent with the our stated goal of divesting of certain non-core assets, during the third quarter 2008 we sold to the operator our
interest in four gross producing wells (one net producing well), leasehold and proven reserves in the Prickly Pear Field in the West
Tavaputs area of the Uinta Basin. Proceeds from the divestiture were $7.5 million with an effective date of August 21, 2008. The sale
included, as of December 31, 2007, approximately 640 gross acres (160 net acres) with 6.0 Befe of proven reserves, of which
approximately 1.7 Befe was developed. The sale represents approximately 1.0 million cubic feet per day of net production, or
approximately 7% of our daily net production at the time of the sale. Prickly Pear field wells produce primarily from the Wasatch and
Mesaverde formations.

During the third quarter of 2007 we entered into a definitive agreement with a subsidiary of NFR whereby the subsidiary of NFR
(“NFR”) participated in a 30-well drilling program, of which 29 wells have been drilled, in our Riverbend Project through the second
quarter of 2008. The terms of the agreement allowed for NFR to earn two-thirds of our interest in each 40-acre drilling location, 100
feet below total depth drilled, in exchange for paying its share of costs, including a per-well location fee paid to Gasco as the operator
of the project. NFR participated in the drilling of an additional four wells beyond the initial 30 well program. All four wells were
drilled as of December 31, 2008. Three of the four wells have been completed and are flowing to sales and one remains to be
completed.

On December 14, 2007, we closed the previously announced purchase of Brek Energy Corporation (“Brek”). As a result of this
acquisition, Gasco acquired approximately 17,000 net acres in the Uinta Basin of Utah, approximately 7,200 net acres in the Green
River Basin of Wyoming and additional working interests in ten producing properties in which Gasco was already the operator and
holds working interests. The acquisition simplified Gasco’s acreage portfolio by absorbing a working interest partner that previously
owned approximately 14% of Gasco’s undeveloped acreage in Utah and Wyoming. Gasco did not incur any additional overhead
expenses as a result of the acquisition. In connection with the acquisition, Gasco issued 10,999,868 shares of its common stock to
Brek’s shareholders. The shares of common stock issued to Brek shareholders were valued at $2.76 per share, which was the average
value of the
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Company’s common stock for two days before and after the merger agreement was signed. The total purchase price of the Brek
Acquisition was $30,749,300.

Greater Green River Basin Project

As of December 31, 2008, the Company has a leasehold interest in approximately 66,291 gross (40,474 net) acres in the Greater Green
River Basin area of Wyoming. The acreage covers two prospects identified by Gasco.

The low natural gas prices in this area has made it difficult for us to find partners to participate in the drilling of wells in this area and
as a result, we reclassified approximately $6,230,000 of unproved leasehold costs related to our Wyoming acreage to proved property
during the second quarter of 2007. We continue to pursue many options for this area such as farm-outs, acreage sales and partners to
participate in any future drilling projects in this area.

Southern California Project

The Company has a leasehold interest in approximately 18,655 gross acres (14,750 net acres) in Kern and San Luis Obispo Counties
of Southern California. During 2008, we reclassified approximately $750,000 of expiring acreage into proved property. This acreage
may expire in 2009 before we are able to develop it further. We plan to continue to pay leasehold rentals and geological expenses to
preserve our remaining acreage positions and are marketing these prospects to attract drilling partners for the development of this area.

Nevada Project

The Company has a leasehold interest in approximately 122,409 gross (75,344 net acres) in eleven prospects within White Pine and
Elko Counties Nevada. Two wells were drilled in this area during 2007, both were dry holes. We continue to pay leasehold rentals and
geological expenses to preserve our acreage positions and are marketing these prospects to attract drilling partners for the development
of this area.

Company Reserve Estimates

The tables below set forth information as of December 31, 2008 with respect to our estimated proved reserves, the associated present
value of discounted future net cash flows and the standardized measure of discounted future net cash flows. Neither the pre-tax present
value of discounted future net cash flows (“PV 10”) nor the after-tax standardized measure is intended to represent the current market
value of the estimated oil and natural gas reserves we own. All of the Company’s proved reserves are located within the state of Utah.

Mcf of Gas Bbls of Oil
Total Proved Reserve Quantities 50,509,308 361,185
Proved Proved
Undeveloped Undeveloped Total
Present Value of Discounted Future Net Cash Flows (a) $ 0 $ 69,482,800 $ 69,482,800

(a) Present value of discounted future net cash flows represents the estimated future gross revenue to be generated from the
production of proved reserves, net of estimated production and future development costs, using prices and costs in effect at
December 31, 2008. The average prices weighted by production over the lives of the proved reserves used in the reserve report
prepared by Netherland, Sewell & Associates, Inc., independent petroleum engineers, were of $4.63 per Mcf of gas and $15.33
per bbl of oil. All of our proved undeveloped reserves became uneconomic at these prices and as a result were not included in the
December 31, 2008 reserve estimates. These prices should not be interpreted as a prediction of future prices.
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Management uses discounted future net cash flows, which is calculated without deducting estimated future income tax expenses, and
the present value thereof as one measure of the value of the Company’s current proved reserves and to compare relative values among
peer companies without regard to income taxes. We also understand that securities analysts and rating agencies use this measure in
similar ways. While future net revenue and present value are based on prices, costs and discount factors which are consistent from
company to company, the standardized measure of discounted future net cash flows is dependent on the unique tax situation of each
individual company. As of December 31, 2008, the present value of discounted future net cash flows and the standardized measure of
discounted future net cash flows are equal because the effects of estimated future income tax expenses are zero.

OIL
Change in Price 10% decrease $15.33/bbl 10% increase
GAS
10% increase $80,286,200 $80,560,200 $80,847,800
53,978 mmcfe 54,085 mmcfe 54,181 mmcfe
$4.63/Mcf $69,213,700 $69,482,800 $69,776,100
52,788 mmcfe 53,076 mmcfe 53,019 mmcfe
10% decrease $58,185,200 $58,454,500 $58,737,700
50,976 mmcfe 51,104 mmcfe 51,230 mmcfe

Actual future prices and costs may be materially higher or lower than the prices and costs as of the date of any estimate. The following
table summarizes the changes in the reserve quantities and in the PV 10 value of our reserves under different pricing scenarios.

No estimates of proved reserves comparable to those included herein have been included in reports to any federal agency other than
the Securities and Exchange Commission.
Volumes, Prices and Operating Expenses

The following table presents information regarding the production volumes, average sales prices received and average production
costs associated with the Company’s sales of natural gas and oil for the periods indicated.

For the Years Ended December 31,

2008 2007 2006

Natural gas production (Mcf) 4,583,028 4,011,978 3,686,638
Average sales price per Mcf $ 7.05 $ 4.19 $ 5.38
Oil production (Bbl) 42,545 41,454 21,646
Average sales price per Bbl $ 7771 $ 56.38 $ 5486
Equivalent production (Mcfe) 4,838,298 4,260,702 3,816,514
Expenses per Mcfe:

Lease operating $ 1.38 $ 0.92 $ 0.92

General and administrative $ 1.90 $ 2.12 $ 2.47

Depreciation, depletion and amortization $ 1.96 $ 2.29 $ 2.86

Impairment $ 0.72 $ 2279 $ 1336
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Development, Exploration and Acquisition Capital Expenditures

During the years ended December 31, 2008, 2007 and 2006, we incurred $36,990,196, $82,496,756 and $87,270,883 in development
and exploration activities, respectively. We entered into a 30-well drilling program with NFR in our Riverbend Project through the
second quarter of 2008, as discussed previously. Twenty-nine of the thirty wells have been drilled. The terms of the agreement
allowed for NFR to earn two-thirds of our interest in each 40-acre drilling location, 100 feet below total depth drilled, in exchange for
paying its share of costs, including a per-well location fee paid to Gasco as the operator of the project. NFR participated in the drilling
of an additional four wells beyond the initial 30 well program. All four wells were drilled as of December 31, 2008. Three of the four
wells have been completed and are flowing to sales and one remains to be completed.

During 2007, we completed the Brek Acquisition, as described previously, and as a result acquired approximately 17,000 net acres in
the Uinta Basin of Utah, approximately 7,200 net acres in the Green River Basin of Wyoming and additional working interests in ten
producing properties in which Gasco was already the operator and holds working interests.

During 2006, we completed a property acquisition of approximately 21 miles of mainline gathering pipelines and working interests in
24 oil and gas wells in the Uinta Basin of Utah for $4,875,000.

The following table presents information regarding the Company’s net costs incurred in the purchase of proved and unproved
properties and in exploration and development activities:

For the Years Ended December 31,

2008 2007 2006
Property acquisition costs:
Unproved $ 624,815 $ 35,578,808 $ 1,285,289
Proved — 2,496,100 2,563,862
Exploration costs 24,607,162 44,421,848 75,523,006
Development costs 11,758,219 — 7,898,7262
Total $ 36,990,196 $ 82,496,756 $ 87,270,883
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Productive Oil and Gas Wells

The following summarizes the Company’s productive and shut-in oil and gas wells as of December 31, 2008. Productive wells are
producing wells and wells capable of production. Shut-in wells are wells that are capable of production but are currently not
producing. Gross wells are the total number of wells in which the Company has an interest. Net wells are the sum of the Company’s
fractional interests owned in the gross wells.

Productive Oil and Gas
Wells
Gross Net
Producing oil wells 13 12.8
Shut-in oil wells 2 2.0
Producing gas wells 113 64.5
Shut-in gas wells 3 3.0
131 82.3

As of December 31, 2008, we operated 125 gross (77.3 net to Gasco’s interest) producing wells and 5 gross (5 net) shut-in wells
located on these properties.

Oil and Gas Acreage

The following table sets forth the undeveloped and developed leasehold acreage, by area, held by the Company as of December 31,
2008. Undeveloped acres are acres on which wells have not been drilled or completed to a point that would permit the production of
commercial quantities of oil and gas, regardless of whether or not such acreage contains proved reserves. Developed acres are acres
which are spaced or assignable to productive wells. Gross acres are the total number of acres in which Gasco has a working interest.
Net acres are the sum of Gasco’s fractional interests owned in the gross acres. The table does not include acreage that the Company
has a contractual right to acquire or to earn through drilling projects, or any other acreage for which the Company has not yet received
leasehold assignments. In certain leases, the Company’s ownership is not the same for all depths; therefore, the net acres in these
leases are calculated using the greatest ownership interest at any depth. Generally this greater interest represents Gasco’s ownership in
the primary objective formation.

Undeveloped Acres Developed Acres
Gross Net Gross Net
Utah 118,568 80,006 5,000 3,909
Wyoming 66,211 40,414 80 60
Nevada 122,409 75,344 — —
California 18,655 14,750 — —
Total acres 325,843 210,514 5,080 3,969
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The following table summarizes the gross and net undeveloped acres by area that will expire in each of the next three years. The
Company’s acreage positions are maintained by the payment of delay rentals or by the existence of a producing well on the acreage.

Expiring in 2009 Expiring in 2010 Expiring in 2011
Gross Net Gross Net Gross Net
Utah 9,877 2,672 1,464 1,326 3,179 3,131
Wyoming 21,938 11,731 1,056 1,051 1,936 1,932
California 5,855 5,147 8,191 6,018 2,517 2,511
Nevada 1,440 288 — — — —
Total 39,110 19,838 10,711 8,395 7,632 7,574

As of December 31, 2008, approximately 82% of the gross acreage that we hold is located on federal lands and approximately 17% of
the acreage is located on state lands. It has been our experience that the permitting process related to the development of acreage on
federal lands is more time consuming and expensive than the permitting process related to acreage on state lands. We have generally
been able to obtain state permits within 15 days, while obtaining federal permits has taken approximately 24 months or longer. If we
are delayed in procuring sufficient drilling permits for our federal properties, we will shift more of our drilling in Utah to our state
leases. While such a shift in resources would not necessarily affect the rate of growth of our cash flow, it would result in a slower
growth rate of our total proved reserves, because a higher percentage of the wells drilled on the state leases will be drilled on leases to
which proved undeveloped reserves may already have been attributed. Additionally, if the development of the Company’s acreage
located on federal lands is delayed significantly by the permitting process, the Company may have to operate at a loss for an extended
period of time. Such delays could result in impairments of the carrying value of our unproved properties and could impact the ceiling
test calculation. The aggregate carrying value of our unproved acreage is approximately $39,000,000 as of December 31, 2008.

Drilling Activity

The following table sets forth the Company’s drilling activity during the years ended December 31, 2008, 2007 and 2006. In the table,
“gross” refers to the total wells in which we have a working interest and “net” refers to gross wells multiplied by the Company’s
working interest.

For the Years Ended December 31,

2008 2007 2006
Gross Net Gross Net Gross Net
Exploratory Wells:
Productive 6 2.5 23 10.1 22 22
Dry — — — — 1 1
Total wells 6 2.5 23 10.1 23 23
Development Wells:
Productive 8 2.8 — — 4 4
Dry — — — — — —
Total wells 8 2.8 — — 4 4
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Office Space

The Company leases approximately 11,843 square feet of office space in Englewood, Colorado, under a lease, which terminates on
May 31, 2010. The average rent for this space over the life of the lease is approximately $151,200 per year.

ITEM 3 — LEGAL PROCEEDINGS

In early 2007, a consultant to Riverbend Gas Gathering, LLC (“Riverbend”), a wholly owned subsidiary of the Company, that was
preparing air emission calculations for possible future capacity expansions, preliminarily determined that Riverbend may have not
accurately calculated the amount of air pollutants that could be emitted from certain existing equipment at its Riverbend Compressor
Station in Uintah County, Utah. Riverbend thereafter undertook a more detailed assessment, which confirmed that Riverbend had not
obtained certain air permits nor complied with certain air pollution regulatory programs that were applicable to its operations at the
Riverbend Compressor Station. On June 22, 2007, Riverbend sent a letter to the United States Environmental Protection Agency
(“EPA”) Region 8 office in Denver, Colorado, which—because the Riverbend Compressor Station is located in Indian Country—is
the agency that has jurisdiction over federal air permitting and air pollution regulatory programs. Riverbend’s June 22 letter
voluntarily disclosed the potential violations to EPA and informed the agency of the steps that Riverbend had taken and planned to
take to achieve compliance. In November 2007, Riverbend met with EPA Region 8 personnel and discussed the disclosed violations,
its plans to bring the Riverbend Compressor Station into compliance, and possible resolution of the disclosed violations. In a letter to
EPA dated January 23, 2008, Riverbend confirmed its willingness to sign a consent decree with the United States that resolves the
apparent violations, specifies the appropriate corrective action, provides a schedule for Riverbend to achieve such corrective action,
and includes a covenant not to sue that will effectively authorize Riverbend to continue its operations, including certain capacity
expansions, while the specified corrective action is being implemented. Riverbend has continued to work with EPA and the
Department of Justice on a settlement of this matter, and it anticipates that such a resolution will be achieved during 2009. Riverbend
believes that all necessary pollution control and other equipment likely to be required by such a resolution is already installed at the
site or accounted for in the

33

Source: GASCO ENERGY INC, 10-K, March 04, 2009



Table of Contents

Company’s capital budget, and that any civil penalty that may be assessed in conjunction with a resolution of this matter will not
materially affect the Company’s financial position.

On December 5, 2008, a lawsuit was filed in state court in Cook County, Illinois. The lawsuit alleges that Defendants Richard N. Jeffs,
Marc Bruner and Gasco Energy, Inc. through its agency with Mr. Bruner, made misrepresentations, committed fraud, aided and
abetted a scheme to defraud, and conspired to defraud in connection with the plaintiffs’ investment in Brek Energy Corporation
(“Brek”). The complaint alleges that plaintiffs’ relied on various misrepresentations and omissions by the individual defendants when
making the decision to invest in Brek, which merged into Gasco in December of 2007. Gasco removed the case to the United States
District Court for the Northern District of Illinois, Eastern Division, on January 7, 2009 and answered the Complaint, denying all
liability, on February 13, 2009. Gasco intends to vigorously defend the claims filed against it. The parties have not yet engaged in
discovery. A scheduling conference has been set for March 25, 2009. Given the early stage of the proceedings, we have not yet formed
an opinion as to the likelihood of an unfavorable outcome or any estimate of the amount or range of potential loss.

ITEM 4 — SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

None.

PART IT

ITEM 5 — MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND ISSUER
PURCHASES OF EQUITY SECURITIES

The Company’s common stock is traded on the NYSE Alternext US LLC under the symbol “GSX.” As of March 4, 2009, the
Company had 170 record shareholders of its common stock. During the last two fiscal years, no cash dividends were declared on
Gasco’s common stock. The Company’s management does not anticipate that dividends will be paid on its common stock in the
forseable future. Furthermore, Gasco’s revolving bank credit facility contains covenants that restrict the payment of dividends.

The following table sets forth, for the periods indicated, the high and low sales prices per share of the Company’s common stock as
reported on the American Stock Exchange for the periods reflected.

High Low

2008
First Quarter $2.80 $1.80
Second Quarter 4.55 2.38
Third Quarter 4.35 1.44
Fourth Quarter 1.77 0.28

2007
First Quarter $2.65 $1.50
Second Quarter 2.75 1.73
Third Quarter 2.69 1.78
Fourth Quarter 2.60 1.62
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Securities Authorized for Issuance under Equity Compensation Plans

See “Item 12 — Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters” regarding
information about the Company’s equity compensation plans.

ITEM 6 — SELECTED FINANCIAL DATA

The following table sets forth selected financial data, derived from our historical consolidated financial statements and related notes,
regarding Gasco’s financial position and results of operations as the dates indicated. The financial information is an integral part of,
and should be read in conjunction with, the consolidated financial statements and notes thereto included in Item 8 hereof. Information
concerning significant trends in financial condition and results of operations is contained in “Item 7 — Management’s Discussion and
Analysis of Financial Condition and Results of Operation.”

For the Years Ended December 31,

2008 2007 2006 2005 2004
Summary of Operations Gas

revenue $32,328,579 $ 16,818,623 $ 19,851,663 $13,462,977 $ 2,928,689
Oil revenue 3,306,253 2,337,129 1,187,509 605,330 195,199
General & administrative

expense 9,211,806 9,021,977 9,415,787 5,987,019 4,191,978
Impairment 3,500,000 97,090,000 51,000,000 — —
Net income (loss) 12,513,945 (104,373,921) (55,817,767) (37,635) (4,205,830)
Net income (loss) per share

Basic 0.14 (1.12) (0.65) (0.00) (0.07)

Diluted 0.13 (1.12) (0.65) (0.00) (0.07)

As of December 31,
2008 2007 2006 2005 2004
Balance Sheet

Working capital (deficit) $ 10,894,674 $ (9,330,209) $ 11,129,942 $ 86,078,958 $ 52,719,245
Cash and cash equivalents 1,053,216 1,843,425 12,876,879 62,661,368 25,717,081
Property, plant and

equipment, net 128,712,579 107,676,102 129,652,008 100,464,395 48,731,851
Total assets 153,885,508 122,511,789 165,454,418 201,199,972 117,368,168
Noncurrent liabilities 97,196,768 75,090,876 65,981,536 65,302,674 65,108,566
Stockholders’ equity 44,042,888 25,247,791 77,171,921 127,440,160 46,213,198

ITEM 7— MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATION

Forward Looking Statements

Please refer to the section entitled “Cautionary Statement Regarding Forward Looking Statements” under Item 1 for a discussion of
factors which could affect the outcome of forward looking statements used in this report.
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Overview

Gasco is a natural gas and petroleum exploitation, development and production company engaged in locating and developing
hydrocarbon prospects, primarily in the Rocky Mountain region. Our business strategy is to enhance sharcholder value by using
technologies new to a specific area to generate and develop high-potential exploitation resources in this area. Our principal business is
the acquisition of leasehold interests in petroleum and natural gas rights, either directly or indirectly, and the exploitation and
development of properties subject to those leases. We are currently focusing our drilling efforts in the Riverbend Project located in the
Unita Basin of northeastern Utah, targeting the Wasatch, Mesaverde, Blackhawk, Mancos, Dakota and Morrison formations. The
operations of Brek are included in our results of operations for all periods subsequent to December 14, 2007.

Recent Developments
Impact of Current Credit Markets and Commodity Prices

The credit markets and the financial services industry have been experiencing a period of upheaval characterized by the bankruptcy,
failure, collapse or sale of various financial institutions and an unprecedented level of intervention from the United States federal
government. During the fourth quarter of 2008, the severe disruptions in the credit markets and reductions in global economic activity
had significant adverse impacts on stock markets and oil and gas-related commodity prices, which contributed to a significant decline
in the our stock price and are expected to negatively impact our future liquidity. The following discussion outlines the potential
impacts that the current credit markets and commodity prices could have on our business, financial condition and results of operations.

Reduced Cash Flows from Operations Could Impact Our Ability to Fund Capital Expenditures and Meet Working Capital Needs

Oil and gas prices have declined significantly since historic highs in July 2008 and continue to decline since the end of the year.
Further, the decline in commodity prices has outpaced the decline in the prices of goods and services that we use to drill, complete and
operate our wells, reducing our cash flow from operations. To mitigate the impact of lower commodity prices on our cash flows, we
have entered into commaodity derivative instruments for 2008 and 2009 (see Note 2 of the accompanying consolidated financial
statements). In the event that commodity prices stay depressed or decline further, our cash flows from operations would be reduced
even taking into account our commodity derivative instruments for 2009 and may not be sufficient when coupled with available
capacity under our $250 million Credit Agreement (the “Credit Agreement”) to meet our working capital needs or fund our initial
2009 capital expenditure budget. This could cause us to alter our business plans, including reducing our exploration and development
plans.

Given the decline in commodity prices and the weak global economic projections for 2009, the Board of Directors approved a revised
capital budget of $10,000,000. Based on current
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expectations, we intend to fund our budget entirely through cash flow from operations. Consequently, we will monitor spending and
cash flow throughout the year and may accelerate or delay investment depending on commodity prices, cash flow expectations and
changes in our borrowing capacity. At year end we were operating a single drilling rig. This rig was released in late February 2009,
which will significantly reduce our fixed commitments in 2009 and in subsequent periods. At rig release, we were obligated to pay the
rig contractor approximately $4.6 million for early termination of the drilling contract (as calculated at $12,000/day from rig release
through March 15, 2010, the expiration date of the contract).

Additionally, as we plan to drill only two gross (0.84 net) new wells during 2009, we reclassified approximately $1,250,000 and
$750,000 of expiring acreage primarily in Utah and California, respectively into proved property. This reclassification represents the
value of the leases that will expire during 2009 before we are able to develop them further. Our operational plans for 2009 will focus
on those limited completion and recompletion projects that we believe will generate and lay the foundation for production growth.

Through our actions such as reducing our 2009 capital expenditure budget, investing our cash balances conservatively and releasing
our single drilling rig from operation, we believe that we have adequate liquidity from our expected cash flow and available credit to
continue our operations through 2009. Furthermore, we remain focused on our goal of divesting non-core assets, such as our sale of
four gross producing wells (one net) during the third quarter of 2008. However, if we need additional liquidity for future activities, we
may be required to consider several options for raising additional funds, such as selling securities, selling assets or farm-outs or similar
arrangements but we may be unable to complete any of these transactions on terms acceptable to us or at all. Any financing obtained
through the sale of our equity will likely result in substantial dilution to our stockholders.

Reduced Commodity Prices Could Impact the Borrowing Base under Our Credit Agreement

Our Credit Agreement limits our borrowings to the borrowing base less our total outstanding letters of credit issued thereunder.
Currently, our borrowing base is $45.0 million and our outstanding letter of credit sublimit is $10.0 million. Under the terms of our
Credit Agreement, our borrowing base is subject to semi-annual redetermination by our lenders based on their valuation of our proved
reserves and their internal criteria. In addition to such semi-annual determinations, our lenders may request one additional borrowing
base redetermination between each semi-annual calculation. Our next borrowing base redetermination is scheduled for April 2009, and
based on the decline of commodity prices, we believe it will be reduced. If our borrowing base is reduced as a result of a
redetermination, we may be required to repay a portion of our outstanding borrowings and will have less access to borrowed capital
going forward. If we do not have sufficient funds on hand for repayment, we may be required to seek a wavier or amendment from our
lenders, refinance our Credit Agreement, sell assets or additional shares of common stock or reduce our capital budget. We may not be
able obtain such financing or complete such transactions on terms acceptable to us, or at all. Failure to make the required repayment
could result in a default under our Credit Agreement, which would materially adversely affect our business, financial condition and
results or operations.
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Reduced Cash Flows from Operations Could Result in a Default under Our Credit Agreement and Convertible Senior Notes due
2011

Our Credit Agreement contains covenants including those that require us to maintain (1) a current ratio (defined as current assets plus
unused availability under the credit facility divided by current liabilities excluding the current portion of the Credit Agreement),
determined at the end of each quarter, of not less than 1:1; and (2) a ratio of senior debt to EBITDAX (as such term is defined in the
revolving credit facility) for the most recent four quarters not to be greater than 3.5:1 for each fiscal quarter. In addition, the Credit
Agreement contains covenants that restrict our ability to incur other indebtedness, create liens or sell our assets, pay dividends on our
common stock and make certain investments. As of December 31, 2008, our current and senior debt to EBITDAX ratios were 1.7:1
and 1.4:1, respectively, and we were in compliance with each of the covenants as of December 31, 2008 through March 4, 2009.
Sustained or lower oil and natural gas prices could reduce our consolidated EBITDAX and thus could reduce our ability to maintain
existing levels of senior debt or incur additional indebtedness. Additionally, at current commodity prices, EBITDAX will be reduced
for the four quarters beginning with the quarter ended March 31, 2009 by the expected payment of approximately $4.6 million for
early termination of our drilling contract in February 2009, resulting in a corresponding reduction in the levels of senior debt that we
may have outstanding going forward without violating our senior debt to EBITDAX ratio.

Any failure to be in compliance with any material provision or covenant of our Credit Agreement could result in a default which
would, absent a waiver or amendment, require immediate repayment of outstanding indebtedness under our Credit Agreement.
Additionally, should our obligation to repay indebtedness under our Credit Agreement be accelerated, we would be in default under
the indenture governing our 5.50% Convertible Senior Notes due 2011, which would require repayment of the outstanding principal,
interest and liquidated damages, if any, on such convertible notes. To the extent it becomes necessary to address any anticipated
covenant compliance issues, we may be required to sell a portion of our assets or issue additional securities, which would be dilutive
to our shareholders. Given the condition of current credit and capital markets, any sale of assets or issuance of additional securities
may not be on terms acceptable to us.

Reduced Commodity Prices May Result in Ceiling Test Write-Downs and Other Impairments

We may be required to write down the carrying value of our gas and oil properties as a result of low gas and oil prices or if there are
substantial downward adjustments to the estimated proved reserves, increases in the estimates of development costs or deterioration in
the exploration results.

Investments in unproved properties, including capitalized interest costs, are also assessed periodically to ascertain whether impairment
has occurred.

We own a drilling rig that had a carrying value of approximately $5,500,000. In light of the current market conditions and the lower
commodity prices, many oil and gas companies have cut back on their drilling plans for 2009. As a result, the demand for drilling rig
services has also
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declined. Based upon an independent appraisal of our drilling rig, we believe that the market value of our drilling rig has decreased to
approximately $2,000,000 as of December 31, 2008 and for that reason we have recorded impairment expense of $3,500,000.

As discussed above, since we plan to drill only two (0.84 net) new wells during 2009, we reclassified approximately $1,250,000 and
$750,000 of expiring acreage primarily in Utah and California, respectively into proved property. This reclassification represents the
value of the leases that will expire during 2009 before we are able to develop them further.

Reduced Commodity Prices May Impact Our Ability to Produce Economically

Significant or extended price declines may adversely affect the amount of oil and natural gas that we can produce economically. A
reduction in production could result in a shortfall in our expected cash flows and require us to reduce our capital spending or borrow
funds to cover any such shortfall. Any of these factors could negatively impact our ability to replace our production and our future rate
of growth.

Drilling Activity

During 2008, we spudded 14 gross wells (approximately 5.3 net wells) and reached total depth on 13 gross wells (approximately 4.9
net wells) in the Riverbend area. Thirteen of the wells were drilled to the Upper Mancos shale and one well was drilled to the Upper
Morrison Formation. We also conducted initial completion operations on 22 gross operated wells (7.3 net wells) and re-entered 13
gross operated wells (6.4 net wells) to complete pay zones that were behind pipe. We have completed 18 wells in the Mancos shale
interval since we began targeting the Mancos in mid-2007. We currently have four Mancos shale wells awaiting initial completion. As
of December 31, 2008, we operated 125 gross producing wells. We currently have an inventory of 30 operated wells with up-hole
recompletion opportunities and four wells awaiting initial completion activities.

The following table summarizes our capital expenditures during 2008 by reconciling the cash paid for acquisitions, development and
exploration included within the Consolidated Statement of Cash Flows in Item 8.

Cash paid for acquisitions, development and exploration $44,250,250

Cash spent for 2007 property costs that were accrued at 12/31/07 (6,688,799)
Capital expenditures for 2008 projects $37,561,451

Lease acquisitions and related costs $ 6243815

Gathering system, facilities and equipment costs 2,369,918

Drilling, completion and recompletion activity 34,566,718
Capital expenditures for 2008 projects $37,561,451
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Production and Reserve Information

The following table presents certain of the Company’s production information for each of the three years ended December 31, 2008
and our estimated proved reserves as of December 31 of each year presented. The Mcfe calculations assume a conversion of 6 Mcf’s
for each Bbl of oil.

For the Years Ended December 31,

2008 2007 2006
Natural gas production (Mcf) 4,583,028 4,011,978 3,686,638
Average sales price per Mcf $ 7.05 $ 4.19 $ 5.38
Year-end estimated proved gas reserves (Mcf) 50,909,308 104,338,338 39,975,964
Oil production (Bbl) 42,545 41,454 21,646
Average sales price per Bbl $ 77.71 $ 56.38 $ 54.86
Year-end estimated proved oil reserves (Bbl) 361,185 1,070,802 370,581
Production (Mcfe) 4,838,298 4,260,702 3,816,514
Year-end estimated proved reserves (Mcfe) 53,076,418 110,763,150 42,199,450

Our oil and gas production increased by approximately 14% during 2008 as compared with 2007 primarily due to the completion of
22 gross (7.3 net) new wells and the recompletion of 13 gross (6.4 net) existing wells during 2008. The natural gas prices in the
Rockies continued their lower trend into the fourth quarter of 2008 and for that reason we elected to shut-in or curtail a portion of our
daily production during October and the first part of November. This curtailment as well as normal production declines partially offset
our increased production during 2008. During 2008 our proved reserve quantities decreased by approximately 52% primarily due to
the decrease in oil and gas prices used to estimate the reserves from $73.95 per barrel and $6.53 per Mcf at December 31, 2007 to
$15.33 per barrel and $4.63 per Mcf at December 31, 2008. Also contributing to the decrease in reserve quantities was the sale of our
interest in four gross producing (one net) wells during August 2008.

The majority of the revisions of previous estimates during 2008 were primarily the result of a decrease in proved undeveloped reserves
as the prices of $15.33 per barrel and $4.63 per Mcf that were used to estimate our 2008 reserves caused all of our proved
undeveloped reserves to become uneconomic.

Our oil and gas production increased by approximately 12% during 2007 as compared with 2006 primarily due to our drilling and
completion of 23 gross (10.1 net) wells during 2007. The production increase was partially offset by our decision to curtail production
due to low gas prices during the third and fourth quarters of 2007. During 2007, the oil and gas reserve quantities increased by
approximately 162% primarily due to the increase in oil and gas prices used to estimate the reserves from $45.53 per barrel and $4.47
per Mcf at December 31, 2006 to $73.95 per barrel and $6.53 per Mcf at December 31, 2007. Additionally, the completion of the
merger with Brek Energy Corporation increased proved reserves by approximately 10.0 Befe. At December 31, 2007, our oil and gas

reserves were 94% natural gas of which 50% are developed.
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The majority of the revisions of previous estimates during 2007 were primarily the result of an increase in proved undeveloped
reserves due to the increase in oil and gas prices used to estimate the reserves from $45.53 per barrel and $4.47 per Mcf in 2006 to
$73.95 per barrel and $6.53 per Mcf at December 31, 2007.

Liquidity and Capital Resources

Please see “— Recent Developments — Impact of Credit Market and Commodity Prices” above for a discussion of our liquidity and
the impact of current market conditions thereon.

Capital Budget

Our Board of Directors has approved a revised initial 2009 capital budget of $10,000,000. We have reduced our budget by
$20,000,000 from our preliminary budget presented in November 2008. The change in plans is a direct result of the further weakening
in commodity prices, high service costs for drilling and completing wells and limited capital markets. The revised program includes
completing of one well, the drilling and completion of approximately two gross (0.84 net) wells and 12 recompletions (4 net) of
up-hole zones on our Riverbend Project located in the Uinta Basin of Utah. The wells in the program will be drilled to develop the
natural-gas-bearing upper Mancos shale intervals and associated up-hole pay zones in each wellbore. The budget does not include
possible acquisitions, but may include installation of pipeline infrastructure, distribution facilities and certain geophysical operations.

Based on current expectations, we intend to fund our budget entirely through cash flow from operations. Consequently, we will
monitor spending and cash flow throughout the year and may accelerate or delay investment depending on commodity prices and cash
flow expectations. At year end we were operating a single drilling rig. This rig was released in late February 2009, which will
significantly reduce our fixed commitments in 2009 and in subsequent periods. At rig release, we were obligated to pay the rig
contractor approximately $4.6 million for early termination of the drilling contract (as calculated at $12,000/day from rig release
through March 15, 2010, the expiration date of the contract).

Sources and Uses of Funds
The following table summarizes our sources and uses of cash for each of the three years ended December 31, 2008, 2007 and 2006.

For the Years Ended December 31,

2008 2007 2006
Net cash provided by operating activities $ 18,152,640 $ 8,883,728 $ 8,882,955
Net cash used in investing activities (41,943,076) (48,096,453) (60,017,463)
Net cash provided by financing activities 23,000,227 28,179,271 1,350,019
Net cash flow (790,209) (11,033,454) (49,784,489)
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The increase in cash provided by operating activities from 2007 to 2008 is primarily due to the 86% increase in oil and gas revenue
resulting from a 14% increase in production as well as an increase in oil and gas prices of $21.33 per bbl and $2.86 per Mcf during
2008. Cash provided by operations during 2007 and 2006 remained fairly consistent primarily due to a 12% production increase offset
by a 22% decline in gas prices from 2006 to 2007. The production increases in 2008 and 2007 were due to drilling activity.

Our investing activities during the three years ended December 31, 2008 related primarily to our development and exploration
activities. In 2008 we had sales proceeds of $7,500,000 which represented the sale of a non-operated interest in four producing wells
and in 2007 we had sales proceeds of $3,475,153 which represented the sale of a partial interest in two of our producing wells. We had
no property sales during 2006. We sold $6,000,000 and $9,000,000 of our short-term investments during 2007 and 2006, respectively.
The remaining investing activity during 2007 and 2006 consisted primarily of changes in our restricted investments.

During 2008 and 2007, our financing activity consisted primarily of borrowings and repayments under our Credit Agreement. The
activity in 2008 included $1,161,057 in proceeds from the exercise of options to purchase common stock. The 2007 activity included a
public offering of 10,000,000 shares of our common stock for gross proceeds of approximately $19,300,000. Our financing activities
during 2006 were comprised mainly of proceeds from the exercise of common stock options partially offset by cash paid for offering
costs and preferred dividends.

Schedule of Contractual Obligations
The following table summarizes the Company’s obligations and commitments to make future payments under its notes payable,

operating leases, employment contracts, consulting agreements and service contracts for the periods specified as of December 31,
2008.

Payments due by Period
Less than More than

Contractual Obligations Total 1 year 1-3 years 3-5 years 5 years
Convertible Notes

Principal $ 65,000,000 $ — $ 65,000,000 $ — $ —

Interest 9,880,903 3,575,000 6,305,903 — —
Credit Agreement Principal 31,000,000 — 31,000,000 — —
Drilling rig contracts (a) 8,904,000 7,665,000 1,239,000 — —
Operating leases 1,040,840 955,349 85,491 — —
Employment & consulting contracts 839,282 839,282 — — —
Asset retirement obligations (b) 1,150,179 — — — 1,150,179
Total Contractual Cash Obligations $ 117,815,204 $ 13,034,631 $ 103,630,394 $ — $ 1,150,179

(a) The three year drilling contract for the new-build rig contains a provision for the Company to terminate the contract prior to lease
expiration for payments of $12,000 per day for the number days remaining in the original contract. Subsequent to December 31,
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2008, we expect to pay approximately $4,600,000 to terminate this contract prior to its expiration date.

(b) The accuracy and timing of the asset retirement obligations cannot be precisely determined in advance. See further discussion in
Note 2 of the accompanying consolidated financial statements.

Credit Agreement

On March 29, 2006, Gasco and certain of its subsidiaries, as guarantors, entered the Credit Agreement. Borrowings made under the
Credit Agreement are guaranteed by our subsidiaries, and are secured by a pledge of the capital stock of such subsidiaries and
mortgages on substantially all of our oil and gas properties.

The initial aggregate commitment of the lender under the Credit Agreement is $250,000,000, subject to a borrowing base which was
increased from $40,000,000 as of December 31, 2007 to $45,000,000 during April 2008. The Credit Agreement also provides for a
$10,000,000 sublimit for letters of credit which we may use for general corporate purposes. The Credit Agreement was amended in
December 2008. The $45,000,000 borrowing base was maintained and the original maturity date was extended one year to March 29,
2011. The Credit Agreement provides for semi-annual evaluation of the borrowing base, which will be determined as a percentage of
the discounted present value of the Company’s oil and natural gas reserves, and is subject to redetermination in April 2009.
Additionally, the lenders thereunder may request an additional borrowing base redetermination between each semi-annual calculation.

As of December 31, 2008, there were loans of $31,000,000 outstanding at an average interest rate of 3.23% and letters of credit in the
amount of $6,703,000 which are considered usage for purposes of calculating availability and commitment fees. As of March 4, 2009,
there were loans of $31,000,000 outstanding and letters of credit in the amount of $6,703,000. Our aggregate borrowings and
outstanding letters of credit under the Credit Agreement may not at any time exceed the borrowing base.

In connection with the December 2008 amendment, the interest rate pricing grid was increased 0.25% to the levels detailed below and
the commitment fee was changed to 0.50% from a variable grid between 0.30% and 0.50%. Additionally, Guarantee Bank and Trust
Company was added as a Lender to the Credit Agreement and is currently committed for $5.0 million of the $45.0 million borrowing
base. The other commercial terms were substantially unchanged by the amendment. Interest on borrowings is payable monthly and
principal is due at maturity on March 29, 2011. Interest on borrowings under the Credit Agreement accrues at variable interest rates at
either, at our election, a Eurodollar rate or an alternate base rate. The Eurodollar rate is calculated as LIBOR plus an applicable margin
that varies from 1.50% (for periods in which we have utilized less than 50% of the borrowing base) to 2.25% (for periods in which we
have utilized greater than 90% of the borrowing base). The alternate base rate is calculated as (1) the greater of (a) the prime rate,
(b) the federal funds effective rate plus 0.50% or (c) the adjusted Libo Rate for a one month interest period on such day plus 1.00%,
plus (2) an applicable margin that varies from 0.25% (for periods in which we have utilized less than 50% of the borrowing base) to
1.00% (for periods in which we have utilized greater than 90% of the borrowing base). We elect the basis of the interest rate at the
time of each borrowing; however, under certain
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circumstances, our lender may require us to use the non-elected basis in the event the elected basis does not adequately and fairly
reflect the cost of making such loans. In addition, we are obligated to pay a commitment fee under the Credit Agreement quarterly in
arrears based on 0.50% of unused commitments.

The Credit Agreement requires us to comply with financial covenants that require us to maintain (1) a current ratio (defined as current
assets plus unused availability under the Credit Agreement divided by current liabilities excluding the current portion of the Credit
Agreement), determined at the end of each quarter, of not less than 1:1; and (2) a ratio of Senior Debt to EBITDAX (as such terms are
defined in the Credit Agreement) for the most recent four quarters not to be greater than 3.5:1 for each fiscal quarter. In addition, the
Credit Agreement contains covenants that restrict our ability to incur other indebtedness, create liens or sell our assets, pay dividends
on our common stock and make certain investments. As of December 31, 2008, our current and Senior Debt to EBITDAX ratios were
1.7:1 and 1.4:1, respectively, and we were in compliance with each of the covenants as of December 31, 2008 and March 4, 2009. Any
failure to be in compliance with any material provision or covenant of the Credit Agreement could result in a default which, absent a
waiver or amendment, would require immediate repayment of outstanding indebtedness under our Credit Agreement Additionally,
should our obligation to repay indebtedness under our Credit Agreement be accelerated, we would be in default under the indenture
governing our 5.50% Convertible Senior Notes due 2011, which would require repayment of the outstanding principal, interest and
liquidated damages, if any, on such convertible notes. Sustained or lower oil and natural gas prices could reduce our consolidated
EBITDAX and thus could reduce our ability to maintain existing levels of Senior Debt or incur additional indebtedness. EBITDAX
will be reduced for the four quarters beginning with the quarter ended March 31, 2009 by the payment of approximately $4.6 million
for early termination of our drilling contract in February 2009, resulting in a corresponding reduction in the levels of senior debt that
we may have outstanding going forward without violating our senior debt to EBITDAX ratio. To the extent it becomes necessary to
address any anticipated covenant compliance issues, we will seek to obtain a waiver or amendment of the Credit Agreement from the
lenders thereunder, and in the event that such waiver or amendment is not granted, we may be required to sell a portion of our assets
or issue additional securities, which would be dilutive to our shareholders. Given the condition of current credit and capital markets,
any sale of assets or issuance of additional securities may not be on terms acceptable to us. Any waiver or amendment may result in an
increase in the interest rate pricing grid under the Credit Agreement. Please see “Item 1A — Risk Factors — Our revolving bank
credit facility imposes restrictions on us that may affect our ability to successfully operate our business.”

Convertible Notes

On October 20, 2004 (the “Issue Date”), we closed the private placement of $65,000,000 in aggregate principal amount of its 5.50%
Convertible Senior Notes due 2011 (the “Convertible Notes”) pursuant to an Indenture dated as of October 20, 2004 (the “Indenture”),
between us and Wells Fargo Bank, National Association, as trustee. The amount sold consisted of $45,000,000 principal amount
originally offered plus the exercise by the initial purchasers of their option to purchase an additional $20,000,000 principal amount.
The Convertible Notes were sold only to qualified institutional buyers in reliance on Rule 144A under the Securities Act of 1933.
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The Convertible Notes are convertible into our common stock, $.0001 par value per share, at any time prior to maturity at a
conversion rate of 250 shares of common stock per $1,000 principal amount of Convertible Notes (equivalent to a conversion price of
$4.00 per share), which is subject to certain anti-dilution adjustments.

Interest on the Convertible Notes accrues from the most recent interest payment date, and is payable in cash semi-annually in arrears
on April 5th and October 5th of each year, and commenced on April 5, 2005. Interest is payable to holders of record on March 15th
and September 15th immediately preceding the related interest payment dates, and will be computed on the basis of a 360-day year
consisting of twelve 30-day months.

We may, at our option, at any time on or after October 10, 2009, in whole, and from time to time in part, redeem the Convertible
Notes on not less than 20 nor more than 60 days’ prior notice mailed to the holders of the Convertible Notes, at a redemption price
equal to 100% of the principal amount of Convertible Notes to be redeemed plus any accrued and unpaid interest to but not including
the redemption date, if the closing price of the common stock has exceeded 130% of the conversion price for at least 20 trading days
in any consecutive 30 trading-day period.

Upon a “change of control” (as defined in the Indenture), each holder of Convertible Notes can require us to repurchase all of that
holder’s notes 45 days after we give notice of the change of control, at a repurchase price equal to 100% of the principal amount of
Convertible Notes to be repurchased plus accrued and unpaid interest to, but not including, the repurchase date, plus a make-whole
premium under certain circumstances described in the Indenture.

The Convertible Notes are unsecured (except as described above) and unsubordinated obligations and rank on a parity (except as
described above) in right of payment with all of our existing and future unsecured and unsubordinated indebtedness. The Convertible
Notes effectively rank junior to any future secured indebtedness and junior to our subsidiaries’ liabilities. The Indenture does not
contain any financial covenants or any restrictions on the payment of dividends, the repurchase of our securities or the incurrence of
indebtedness.

Upon a continuing event of default, the trustee or the holders of 25% principal amount of a series of Convertible Notes may declare
the Convertible Notes immediately due and payable, except that a default resulting from our entry into a bankruptcy, insolvency or
reorganization will automatically cause all Convertible Notes under the Indenture to become due and payable.

The fair value of the Convertible Notes is $39,081,250 as of December 31, 2008, based on market quotes.

Forward Sales Contract

For our 2008 and 2009 production, we entered into a firm sales and transportation agreement to sell 30,000 MMBtu per day of our
gross production from the Uinta Basin. During the first quarter of 2008, 18,000 MMBTU per day of such amount was contracted at
the CIG first of
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month price and the remaining 12,000 MMBtu per day was priced at the NW Rockies first of month price. Beginning in the second
quarter of 2008, the entire contracted amount was based on NW Rockies first of month price. We have elected the normal purchase
and sale exemption under paragraph 10(b) of Statement of Financial Accounting Standards (SFAS) No. 133, “Accounting for
Derivative Instruments and Hedging Activities,” because we anticipate that (1) we will produce the volumes required to be delivered
under the terms of the contract, (2) it is probable the delivery will be made to the counterparty and (3) the counterparty will fulfill its
contractual obligations under the terms of the contracts. As such, we believe we are not required to treat the contract as a derivative
and the contract will not be marked to market under the provisions of SFAS No. 133.

Derivatives

Our results of operations and operating cash flows are affected by changes in market prices for oil and natural gas. To mitigate a
portion of the exposure to adverse market changes, we have entered into various derivative instruments. As of December 31, 2008,
natural gas derivative instruments were comprised of two swap agreements and one costless collar agreement for 2009 production.
The fair market value of the agreements was a current asset of $8,855,947 as of December 31, 2008. These instruments allow us to
predict with greater certainty the effective natural gas prices to be received for our economically hedged production. See further
discussion in “Item 7A — Quantitative and Qualitative Disclosures About Market Risk”.

Stock Offering

On April 13, 2007, Gasco issued 10,000,000 shares of common stock in a public offering for gross proceeds of $19,300,000. The
offering costs associated with this transaction were $120,729. Gasco used the net proceeds from