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(661) 716-1320
(Registrant’s Telephone Number, Including Area Code)

Former Name, Former Address and Former Fiscal year, if Changed Since Last Report

Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days.

Yes  x No o

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer or a smaller reporting
company. See definition of “accelerated filer,” “large accelerated filer” and “smaller reporting company” in Rule 12b-2 of the Exchange Act. (Check
one):

Large accelerated filer o Accelerated filer o Non-accelerated filer o Smaller reporting company x

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).

Yes o No x

Indicate the number of shares outstanding of each of Issuer’s classes of common stock as of the latest practicable date: 60,557,637 shares of
common stock, $0.001 par value, outstanding as of April 30, 2008.
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PART I - FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS
FOOTHILLS RESOURCES, INC.

CONSOLIDATED BALANCE SHEETS

(in thousands, except share amounts)

March

31, 2008

December

31, 2007
(unaudited)

ASSETS
Current assets:
Cash and cash equivalents $ 194 $ 165
Accounts receivable 2,026 1,880
Prepaid expenses 124 212

2,344 2,257

Property, plant and equipment, at cost:
Oil and gas properties, using full-cost accounting –
Proved properties 77,399 75,215
Unproved properties not being amortized 6,884 760
Other property and equipment 533 533

84,816 76,508
Less accumulated depreciation, depletion, amortization (4,264 ) (3,554 )

80,552 72,954 

Other assets 3,392 3,413

$ 86,288 $ 78,624
LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:
Accounts payable and accrued liabilities $ 4,389 $ 5,669
Fair value of derivative financial instruments 4,046 3,228
Liquidated damages 2,593 2,591

11,028 11,488 

Long-term debt 61,602 52,243

Asset retirement obligations 639 628

Fair value of derivative financial instruments 4,411 3,571

Stockholders’ equity:
Preferred stock, $0.001 par value – 25,000,000 shares authorized,

none issued and outstanding — —
Common stock, $0.001 par value – 250,000,000 shares authorized, 60,572,442 shares
issued and outstanding at March 31, 2008

Edgar Filing: FOOTHILLS RESOURCES INC - Form 10-Q

5



and December 31, 2007 61 61
Additional paid-in capital 47,335 47,224
Accumulated deficit (30,331 ) (29,792 )
Accumulated other comprehensive (loss) (8,457 ) (6,799 )

8,608 10,694

$ 86,288 $ 78,624

The accompanying notes are an integral part of these consolidated financial statements.
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FOOTHILLS RESOURCES, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS

(in thousands, except share amounts)

(unaudited)

Three Months Ended March 31,
  2008   2007

Income
Oil and gas revenues $ 4,071 $ 3,841
Interest income 9 84

4,080 3,925

Expenses:
Production costs 1,420 996
General and administrative 697 757
Interest 1,780 2,656
Liquidated damages 1 440
Depreciation, depletion and amortization 721 675

4,619 5,524

Net loss $ (539) $ (1,599)

Basic and diluted net loss per share $ (0.01) $ (0.03)

Weighted average number of common
shares outstanding – basic and diluted 60,572,442 60,376,829
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The accompanying notes are an integral part of these consolidated financial statements.
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FOOTHILLS RESOURCES, INC.

CONSOLIDATED STATEMENT OF CASH FLOWS

(in thousands)

(unaudited)

Three Months Ended March
31,

  2008   2007
Cash flows from operating activities:
Net loss $           (539) $      (1,599)
Adjustments to reconcile net loss to net cash provided by operating activities:
Stock-based compensation 111 139
Depreciation, depletion and amortization 710 663
Accretion of asset retirement obligation 11 12
Amortization of discount on long-term debt 114 966
Amortization of debt issue costs 178 56
Changes in assets and liabilities -
Accounts receivable (145) (65)
Prepaid expenses 88 33
Accounts payable and accrued liabilities (93)   (543)
Liquidated damages 1 440

Net cash provided by operating activities 436 102

Cash flows from investing activities:
Additions to oil and gas properties  (9,496)   (840)
Additions to other property and equipment — (23)

Net cash used for investing activities  (9,496) (863)

Cash flows from financing activities:
Proceeds of borrowings   10,513 —
Repayments of borrowings  (1,267) —
Debt issuance costs  (157) —
Stock issuance costs — (3)

Net cash provided by (used for) financing activities  9,089 (3)

Net increase (decrease) in cash and cash equivalents 29 (764)
Cash and cash equivalents at beginning of the period 165 8,673

Cash and cash equivalents at end of the period   $          194  $         7,909

Supplemental disclosures of cash flow information:
Cash paid for -
Interest   $       1,429  $        1,633
Income taxes   $           —  $            —      
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The accompanying notes are an integral part of these consolidated financial statements.
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        FOOTHILLS RESOURCES, INC.

        CONSOLIDATED STATEMENT OF STOCKHOLDERS’ EQUITY

        (in thousands, except share amounts)

Accum-
ulated
Other
Compre-

Common Stock Additional Accum- hensive

Par
Paid-in
Capital ulated Income

Number Value Capital Deficit (Loss) Total

Balance, December 31, 2006 60,376,829 $ 60 $ 44,331 $ (3,764 ) $ 1,595 $ 42,222

Issuance of common stock and
warrants 85,841 — 2,504 — — 2,504

Stock-based compensation 109,772 1 499 — — 500

Change in fair value of derivative
financial instruments — — — — (8,394 ) (8,394 )

Stock issuance costs — — (110 ) — — (110 )

Net loss — — — (26,028 ) — (26,028 )

Balance, December 31, 2007 60,572,442 61 47,224 (29,792 ) (6,799 ) 10,694

Stock-based compensation
(unaudited) — — 111 — — 111

Change in fair value of derivative
financial instruments (unaudited) — — — — (1,658 ) (1,658 )

Net loss (unaudited) — — — (539 ) — (539 )

Balance, March 31, 2008
(unaudited) 60,572,442 $ 61 $ 47,335 $ (30,331 ) $ (8,457 ) $ 8,608
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The accompanying notes are an integral part of these consolidated financial statements. 
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FOOTHILLS RESOURCES, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

MARCH 31, 2008

(unaudited)

Note 1 – Summary of Operations

Foothills Resources, Inc. (“Foothills”), a Nevada corporation, and its subsidiaries are collectively referred to herein as the “Company.” The Company
is a growth-oriented independent energy company engaged in the acquisition, exploration, exploitation and development of oil and natural gas
properties. The Company currently holds interests in properties in the Texas Gulf Coast area, in the Eel River Basin in northern California, and
in the Anadarko Basin in southwest Oklahoma.

Foothills took its current form on April 6, 2006, when Brasada California, Inc. (“Brasada”) merged with and into an acquisition subsidiary of
Foothills. Brasada was formed on December 29, 2005 as Brasada Resources LLC, a Delaware limited liability company, and converted to a
Delaware corporation on February 28, 2006. Following the merger, Brasada changed its name to Foothills California, Inc. (“Foothills California”)
and is now a wholly owned operating subsidiary of Foothills. This transaction was accounted for as a reverse takeover of the Company by
Foothills California. The Company adopted the assets, management, business operations and business plan of Foothills California. The financial
statements of the Company prior to the merger were eliminated at consolidation.

These financial statements have been prepared by the Company without audit, and include all adjustments (which consist solely of normal
recurring adjustments) which, in the opinion of management, are necessary for a fair presentation of financial position and results of operations.
Certain information and footnote disclosures normally included in financial statements prepared in accordance with generally accepted
accounting principles have been condensed or omitted, although the Company believes that the disclosures are adequate to make the information
presented not misleading. It is suggested that these financial statements be read in conjunction with the Company’s audited financial statements
and the notes thereto for the year ended December 31, 2007.

Note 2 – New Accounting Pronouncements

In March 2008, the Financial Accounting Standards Board (“FASB”) issued Statement of Financial Accounting Standards (“SFAS”) No. 161,
“Disclosures about Derivative Instruments and Hedging Activities-an amendment of FASB Statement No.133” (“SFAS No. 161”). This statement
requires enhanced disclosures about derivative and hedging activities. SFAS No. 161 is effective for financial statements issued for fiscal years
and interim periods beginning after November 15, 2008. The Company is currently evaluating the impact, if any, the standard will have on its
financial statements.

During December 2007, the FASB issued SFAS No. 160, “Noncontrolling Interests in Consolidated Financial Statements-an amendment of ARB
No. 51” (“SFAS No. 160”), which causes noncontrolling interests in subsidiaries to be included in the equity section of the balance sheet. SFAS No.
160 is effective for periods beginning on or after December 15, 2008. This standard does not presently affect the Company’s financial statements.
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During December 2007, the FASB issued SFAS No. 141(R), “Business Combinations” (“SFAS No. 141(R)”), which establishes new accounting and
disclosure requirements for recognition and measurement of identifiable assets, liabilities and goodwill acquired and requires that the fair value
estimates of contingencies acquired or assumed be considered as part of the original purchase price allocation. SFAS No. 141(R) is effective for
periods beginning on or after December 15, 2008. This standard does not presently affect the Company’s financial statements.

5
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Note 3 – Asset Retirement Obligation

The following table sets forth a reconciliation of the beginning and ending asset retirement obligation for the three months ended March 31,
2008 (in thousands):

Asset retirement obligation, beginning of period $ 628
Accretion expense 11

Asset retirement obligation, end of period $ 639

Note 4 – Long-term Debt

Long-term debt at March 31, 2008 and December 31, 2007 consisted of the following (in thousands):

    2008     2007

Senior term loan $ 50,000 $ 50,000
Revolving loan 13,745 4,500

63,745 54,500
Less: unamortized discount    (2,143) (2,257)

61,602 52,243
Less: current portion - -

$ 61,602 $ 52,243

In 2007, the Company entered into a Credit Agreement with various lenders and Wells Fargo Foothill, LLC, as agent (the “Credit Facility”). The
Credit Facility provides for a $50 million term loan facility and a $50 million revolving credit facility, with an initial borrowing base of $25
million available under the revolving credit facility. The Credit Facility matures in December 2012, with principal payments scheduled to
commence in April 2010 based on 50% of the Company’s cash flow, net of capital expenditures. Interest on the revolving credit facility is
payable at prime plus 0.75% or at the London Interbank Offered Rate (“LIBOR”) plus 2.00%, as selected by the Company from time to time, with
an unused line fee of 0.50%. Interest on the term loan facility is payable at prime plus 5.25% or at LIBOR plus 6.50%, as selected by the
Company from time to time. The Credit Facility contains financial covenants pertaining to asset coverage, interest coverage and leverage ratios.
As of March 31, 2008, the Company was not in compliance with the leverage ratio covenant. The lenders waived the non-compliance in
consideration of an amendment to the Credit Facility to provide that the interest rate on the term loan facility will not be less than 10.50% in the
event that LIBOR is less than 4.00%. Additionally, the Credit Facility has restrictions on the operations of the Company’s business, including
restrictions on payment of dividends. Borrowings under the term loan facility carry prepayment penalties ranging from 1.00% to 2.00% in the
first three years of the Credit Facility. Borrowings under the revolving credit facility may be repaid at any time without penalty. The Credit
Facility is secured by liens and security interests on substantially all of the assets of the Company, including 100% of the Company’s oil and gas
reserves, In connection with the Credit Facility, Foothills issued to the lender under the term loan facility a ten-year warrant to purchase
2,580,159 shares of Foothills’ common stock at an exercise price of $0.01 per share. The fair value of the warrant was recorded as debt issue
discount, and is being amortized using the interest method.
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Note 5 – Stockholders’ Equity

Registration rights payments

The purchasers of units consisting of shares of common stock and warrants issued by Foothills in private placement financings in 2006 have
registration rights, pursuant to which the Company agreed to register for resale the shares of common stock and the shares of common stock
issuable upon exercise of the warrants. In

6
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the event that the registration statements are not declared effective by the Securities and Exchange Commission (“SEC”) by specified dates, the
Company is required to pay liquidated damages to the purchasers.

The purchasers of 17,142,857 units issued in April 2006 are entitled to liquidated damages in the amount of 1% per month of the purchase price
for each unit, payable each month that the registration statement is not declared effective following the mandatory effective date (January 28,
2007). The total amount recorded at March 31, 2008 for these liquidated damages was $322,000. Amounts payable as liquidated damages cease
when the shares can be sold under Rule 144 of the Securities Act of 1933, as amended. The Company has determined that liquidated damages
ceased on April 6, 2007 as to a minimum of 16,192,613 units, and that liquidated damages ceased on July 6, 2007 as to the remaining units.

The purchasers of an aggregate of 10,093,804 units issued in September 2006 are entitled to liquidated damages in the amount of 1% per month
of the purchase price for each unit, payable each month that the registration statement is not declared effective following the applicable
mandatory effective dates (March 7, 2007 for 10,000,000 units and March 28, 2007 for the remaining 93,804 units). The total amount recorded
at March 31, 2008 for these liquidated damages was $2,271,000. The investors in the September 2006 private placement financing have the right
to take the liquidated damages either in cash or in shares of Foothills’ common stock, at their election. If the Company fails to pay the cash
payment to an investor entitled thereto by the due date, the Company will pay interest thereon at a rate of 12% per annum (or such lesser
maximum amount that is permitted to be paid by applicable law) to such investor, accruing daily from the date such liquidated damages are due
until such amounts, plus all such interest thereon, are paid in full. The total amount of liquidated damages will not exceed 10% of the purchase
price for the units or $2,271,000.

The Company filed the required registration statement but the registration statement has not yet become effective. As a result, the Company had
incurred the obligation to pay a total of approximately $2,593,000 in liquidated damages as of March 31, 2008, which amount has been recorded
as liquidated damages expense in the consolidated statements of operations.

Warrants

In connection with the Credit Facility, a prior credit facility, and private placement financings, Foothills issued warrants to purchase shares of its
common stock. Warrants outstanding as of March 31, 2008 consisted of the following:

                                   Number of

                                  Shares Subject

                                    to Warrants                  Expiration Date
Exercise
Price

2,580,159                 December 2017 $0.01
12,077,399                 April 2011 $1.00
473,233                 September 2011 $2.25
8,046,919                 September 2011 $2.75
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Note 6 – Stock and Other Compensation Plans

Foothills’ 2007 Equity Incentive Plan (the “2007 Plan”) enables the Company to provide equity-based incentives through grants or awards to
present and future employees, directors, consultants and other third party service providers. Foothills’ Board of Directors reserved a total of
5,000,000 shares of Foothills’ common stock for issuance under the 2007 Plan. The compensation committee of the Board (or the Board in the
absence of such a committee), administers the 2007 Plan. The 2007 Plan authorizes the grant to participants of nonqualified stock options,
incentive stock options, restricted stock awards, restricted stock units, performance grants intended to comply with Section 162(m) of the
Internal Revenue Code, as amended, and stock appreciation rights. Generally, options are granted at prices equal to the fair value of the stock at
the date of grant, expire not later than 10 years from the date of grant, and vest ratably over a three-year period following the date of grant.

7
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During 2007, the Company determined that its 2006 Equity Incentive Plan (the “2006 Plan”) did not meet certain qualifications required under
state laws. As a result, the Company now considers all options granted prior to the adoption of the 2007 Plan to have been granted outside of the
scope of the 2006 Plan. Although the Foothills’ Board of Directors reserved a total of 2,000,000 shares of Foothills’ common stock for issuance
under the 2006 Plan, the Company does not intend to make any equity-based incentive grants or awards under the 2006 Plan.

No options were granted during the three months ended March 31, 2008.

Option activity during the three months ended March 31, 2008 was as follows:

Shares

Weighted

Average

Exercise

Price

Weighted

Average

Remaining

Contractual

Term In

Years

Aggregate

Intrinsic

Value
Outstanding, beginning of period 1,880,000 $ 1.52
Granted - -
Exercised - -
Forfeited - -

Outstanding, end of period 1,880,000 $ 1.52 8.2 $ 96,000

Exercisable, end of period 1,088,750 $ 1.61 8.2 $ 48,000

Stock-based compensation relating to stock options for the three months ended March 31, 2008 and 2007 totaling $101,000 and $139,000,
respectively, has been recognized as a component of general and administrative expenses in the accompanying consolidated financial statements.
As of March 31, 2008, $534,000 of total unrecognized compensation cost related to stock options is expected to be recognized over a
weighted-average period of approximately 2.1 years. The aggregate intrinsic value in the table above represents the total pre-tax intrinsic value
(the difference between the closing stock price on the last trading day of March 2008 and the exercise price, multiplied by the number of
in-the-money options) that would have been received by the option holders had all option holders exercised their options on March 31, 2008.
The amount of aggregate intrinsic value will change based on the fair market value of the Company’s stock.

In 2007, the Company awarded shares of restricted stock to certain officers under the 2007 Plan. Stock-based compensation relating to restricted
stock awards for the three months ended March 31, 2008 totaling $10,000 has been recognized as a component of general and administrative
expenses in the accompanying consolidated financial statements. As of March 31, 2008, $41,000 of total unrecognized compensation cost
related to restricted stock awards is expected to be recognized over a weighted-average period of approximately 1.1 years.

The following is a summary of restricted stock activity for the three months ended March 31, 2008:
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Shares

Aggregate

Value

Outstanding, beginning of period 109,772
Awarded -
Canceled / forfeited -

Outstanding, end of period 109,772 $ 90,000

Vested, end of period 39,183 $ 32,000

8
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As of March 31, 2008, 4,848,824 shares were available for future equity-based incentive grants or awards under the 2007 Plan.

During 2007, the Company implemented a 401(k) Savings Plan which covers all its employees. The Company matches a percentage of the
employees’ contributions to the plan in an amount equal to 100% of the first 3% and 50% of the next 2% of each participant’s compensation. The
Company’s matching contributions to the plan were approximately $11,000 for the three months ended March 31, 2008.

Note 7 – Derivative Instruments and Price Risk Management Activities

The Company has entered into derivative contracts to manage its exposure to commodity price risk. These derivative contracts, which are placed
with a major financial institution that the Company believes is a minimal credit risk, currently consist only of swaps. The oil prices upon which
the commodity derivative contracts are based reflect various market indices that have a high degree of historical correlation with actual prices
received by the Company for its oil production. Swaps are designed to fix the price of anticipated sales of future production. The Company
entered into most of the contracts at the time it acquired certain operated oil and gas property interests as a means to reduce the future price
volatility on its sales of oil production, as well as to achieve a more predictable cash flow from its oil and gas properties. The Company has
designated its price hedging instruments as cash flow hedges in accordance with SFAS No. 133. The Company recognizes gains or losses on
settlement of its hedging instruments in oil and gas revenues, and changes in their fair value as a component of other comprehensive income, net
of deferred taxes. For the three months ended March 31, 2008 and 2007, the Company recognized the following pre-tax gains and losses due to
realized settlements of its price hedging contracts (in thousands):

Three Months Ended

March 31,
2008      2007

Recognized gains (losses) on settlement of hedging instruments $ (1,023) $ 423

Accumulated other comprehensive income included unrealized losses of $8,457,000 and $6,799,000 as of March 31, 2008 and December 31,
2007, respectively, on the Company’s cash flow hedges. As of March 31, 2008, the Company anticipates that $4,046,000 of unrealized losses, net
of deferred taxes of zero, will be reclassified into earnings within the next 12 months. Irrespective of the unrealized gains or losses reflected in
other comprehensive income, the ultimate impact to net income over the life of the hedges will reflect the actual settlement values. No cash flow
hedges were determined to be ineffective during 2008. Further details relating to the Company’s hedging activities are as follows:

Hedging contracts held as of March 31, 2008 were as follows:

Contract Period and Type
Total
Volume

NYMEX

Swap
Price
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Crude oil contracts (barrels)
Swap contracts:
April 2008 – December 2008 110,421 $ 70.89
January 2009 – December
2009 135,041 69.41
January 2010 – September
2010 74,206 68.00

9
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Note 8 – Fair Value Measurements

Effective January 1, 2008, the Company adopted SFAS No. 157, “Fair Value Measurements” (“SFAS No. 157”) for all financial assets and liabilities
measured at fair value on a recurring basis.  The statement establishes a framework for measuring fair value and requires enhanced disclosures
about fair value measurements.  SFAS No. 157 defines fair value as the price that would be received to sell an asset or paid to transfer a liability
(an exit price) in an orderly transaction between market participants at the measurement date.  The statement establishes market or observable
inputs as the preferred sources of values, followed by assumptions based on hypothetical transactions in the absence of market inputs.  The
statement establishes a hierarchy for grouping these assets and liabilities, based on the significance level of the following inputs:

• Level 1 – Quoted prices in active markets for identical assets or liabilities

• Level 2 – Quoted prices in active markets for similar assets and liabilities, quoted prices for identical or similar instruments in
markets that are not active, and model-derived valuations whose inputs are observable or whose significant value drivers are
observable

• Level 3 – Significant inputs to the valuation model are unobservable.

The following is a listing of the Company’s liabilities required to be measured at fair value on a recurring basis and where they are classified
within the hierarchy as of March 31, 2008 (in thousands):

Level 1 Level 2 Level 3

Fair value of derivative financial instruments $ - $8,457 $ -

A financial asset or liability is categorized within the hierarchy based upon the lowest level of input that is significant to the fair value
measurement. The Company’s oil swaps are valued using the counterparty’s mark-to-market statements and are classified within Level 2 of the
valuation hierarchy. 

In February 2007, the FASB issued SFAS No. 159, “The Fair Value Option for Financial Assets and Financial Liabilities,” which permits all
entities to choose, at specified election dates, to measure eligible items at fair value. The Company adopted this statement as of January 1, 2008,
but did not elect fair value as an alternative, as provided in the statement.

10
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ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

This Form 10-Q contains statements that constitute “forward-looking statements” within the meaning of Section 21E of the Securities Exchange
Act of 1934 and Section 27A of the Securities Act of 1933. The words “expect,” “estimate,” “anticipate,” “predict,” “believe” and similar
expressions and variations thereof are intended to identify forward-looking statements. These statements appear in a number of places in this
filing and include statements regarding the intent, belief or current expectations of Foothills Resources, Inc., our directors or officers with
respect to, among other things (a) trends affecting our financial condition or results of operation (b) our ability to meet our debt service
obligations and (c) our business and growth strategies. Readers are cautioned not to put undue reliance on these forward-looking statements.
These forward-looking statements are not guarantees of future performance and involve risks and uncertainties, and actual results may differ
materially from those projected in this report. Although we believe that the expectations reflected in our forward-looking statements are
reasonable, actual results could differ materially from those projected or assumed. Our future financial condition, as well as any
forward-looking statements, are subject to change and to inherent risks and uncertainties, including those disclosed in this report. We undertake
no obligation to publicly revise these forward-looking statements to reflect events or circumstances that arise after the date hereof.

Overview

Foothills Resources, Inc. (“Foothills”), a Nevada corporation, and its subsidiaries are collectively referred to herein as the “Company.” The Company
is a growth-oriented independent energy company engaged in the acquisition, exploration, exploitation and development of oil and natural gas
properties. The Company currently holds interests in properties in the Texas Gulf Coast area, in the Eel River Basin in northern California, and
in the Anadarko Basin in southwest Oklahoma.

The Company took its current form on April 6, 2006, when Brasada California, Inc. (“Brasada”) merged with and into an acquisition subsidiary of
Foothills. Brasada was formed on December 29, 2005 as Brasada Resources LLC, a Delaware limited liability company, and converted to a
Delaware corporation on February 28, 2006. Following the merger, Brasada changed its name to Foothills California, Inc. (“Foothills California”)
and is now a wholly owned operating subsidiary of Foothills.

On January 3, 2006, we entered into a Farmout and Participation Agreement with INNEX California, Inc., a subsidiary of INNEX Energy,
L.L.C. (“INNEX”), to acquire, explore and develop oil and natural gas properties located in the Eel River Basin, the material terms of which are as
follows:

• Foothills California serves as operator of a joint venture with INNEX, and has the right to earn an interest in approximately
4,000 existing leasehold acres held by INNEX in the basin, and to participate as operator with INNEX in oil and gas
acquisition, exploration and development activities within an area of mutual interest consisting of the entire Eel River Basin.

• The agreement provides for “drill-to-earn” terms, and consists of three phases.

• In Phase I, Foothills California was obligated to pay 100% of the costs of drilling two shallow wells, acquiring 1,000 acres
of new leases, and certain other activities. The Company has fulfilled its obligations under Phase I, and has received an
assignment from INNEX of a 75% working interest (representing an approximate 56.3% net revenue interest) in the leases
held by INNEX in the two drilling units to the deepest depth drilled in the two Phase I obligation wells.

• Foothills California then had the option, but not the obligation, to proceed into Phase II. It elected to proceed into Phase II,
and paid the costs of conducting a 3D seismic survey covering approximately 12.7 square miles and of drilling one
additional shallow well. The Company has fulfilled its obligations under Phase II, and has received an assignment from
INNEX of a 75% working interest (representing an approximate 56.3% net revenue interest) in
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the leases held by INNEX in the drilling unit for the well drilled in Phase II and a 75% working interest (representing an approximate 59.3% net
revenue interest) in all remaining leases held by INNEX to the deepest depth drilled in the three Phase I and II obligation wells.

• Foothills California then had the option, but not the obligation, to proceed into Phase III. It elected to proceed into Phase III,
and paid 100% of the costs of drilling one deep well. The Company has fulfilled its obligations under Phase III, and will
receive an assignment from INNEX of a 75% working interest (representing an approximate 56.3% net revenue interest) in
the leases held by INNEX in the drilling unit and a 75% working interest (representing an approximate 59.3% net revenue
interest) in all remaining leases held by INNEX with no depth limitation.

• Following the completion of Phase III, the two parties are each responsible for funding their working interest share of the
joint venture’s costs and expenses. Foothills California generally has a 75% working interest in activities conducted on
specified prospects existing at the time of execution of the agreement, and a 70% working interest in other activities. Each
party will be able to elect not to participate in exploratory wells on a prospect-by-prospect basis, and a non-participating
party will lose the opportunity to participate in development activities and all rights to production relating to that prospect.

• Foothills California is also entitled to a proportionate assignment from INNEX of its rights to existing permits, drill pads,
roads, rights-of-way, and other infrastructure, as well as its pipeline access and marketing arrangements.

• INNEX has an option to participate for a 25% working interest in certain producing property acquisitions by the Company
in the area of mutual interest.

In September 2006, we consummated the acquisition of TARH E&P Holdings, L.P.’s interests in four oilfields in southeastern Texas. We paid
aggregate consideration of $62 million for the properties, comprised of a cash payment of approximately $57.5 million and the issuance of
1,691,186 shares of common stock to TARH E&P Holdings, L.P.

In the acquisition, we acquired interests in four fields: the Goose Creek Field and Goose Creek East Field, both in Harris County, Texas, the
Cleveland Field, located in Liberty County, Texas, and the Saratoga Field located in Hardin County, Texas. These interests represent working
interests ranging from 95% to 100% in the four fields.

Critical Accounting Policies and Estimates

The discussion and analysis of our financial condition and results of operations are based upon our consolidated financial statements, which have
been prepared in accordance with accounting principles generally accepted in the United States. The preparation of our financial statements
requires us to make estimates and assumptions that affect our reported results of operations and the amount of reported assets, liabilities and
proved oil and gas reserves. Some accounting policies involve judgments and uncertainties to such an extent that there is reasonable likelihood
that materially different amounts could have been reported under different conditions, or if different assumptions had been used. We evaluate
our estimates and assumptions on a regular basis. We base our estimates on historical experience and various other assumptions that we believe
are reasonable under the circumstances, the results of which form the basis for making judgments about the carrying values of assets and
liabilities that are not readily apparent from other sources. Actual results may differ from these estimates and assumptions used in preparation of
our financial statements. Described below are the most significant policies we apply in preparing our financial statements, some of which are
subject to alternative treatments under generally accepted accounting principles. We also describe the most significant estimates and
assumptions we make in applying these policies.

Oil and Gas Properties Accounting

We follow the full-cost method of accounting for oil and gas properties. Under this method, all productive and nonproductive costs incurred in
connection with the acquisition, exploration and development of oil and gas
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reserves are capitalized in separate cost centers for each country in which we have operations. Such capitalized costs include leasehold
acquisition, geological, geophysical and other exploration work, drilling, completing and equipping oil and gas wells, asset retirement costs,
internal costs directly attributable to property acquisition, exploration and development, and other related costs. We also capitalize interest costs
related to unevaluated oil and gas properties.

The capitalized costs of oil and gas properties in each cost center are amortized using the unit-of-production method. Sales or other dispositions
of oil and gas properties are normally accounted for as adjustments of capitalized costs. Gains or losses are not recognized in income unless a
significant portion of a cost center’s reserves is involved. Capitalized costs associated with the acquisition and evaluation of unproved properties
are excluded from amortization until it is determined whether proved reserves can be assigned to such properties or until the value of the
properties is impaired. Unproved properties are assessed at least annually to determine whether any impairment has occurred. If the net
capitalized costs of oil and gas properties in a cost center exceed an amount equal to the sum of the present value of estimated future net
revenues from proved oil and gas reserves in the cost center and the costs of properties not being amortized, both adjusted for income tax effects,
such excess is charged to expense.

Oil and Gas Reserves

The process of estimating quantities of natural gas and crude oil reserves is very complex, requiring significant decisions in the evaluation of all
available geological, geophysical, engineering and economic data. The data may also change substantially over time as a result of numerous
factors including, but not limited to, additional development activity, evolving production history and continual reassessment of the viability of
production under varying economic conditions. As a result, material revisions to existing reserve estimates may occur from time to time.
Although every reasonable effort is made to ensure that reserve estimates reported represent the most accurate assessments possible, the
subjective decisions and variances in available data for various fields make these estimates generally less precise than other estimates included in
the financial statement disclosures. We use the unit-of-production method to amortize our oil and gas properties. This method requires us to
amortize the capitalized costs incurred in proportion to the amount of oil and gas produced as a percentage of the amount of proved reserves.
Accordingly, changes in reserve estimates as described above will cause corresponding changes in depletion expense recognized in periods
subsequent to the reserve estimate revision. All of our reserve estimates were provided by Cawley, Gillespie & Associates, Inc.

Asset Retirement Obligations

We have significant obligations related to the plugging and abandonment of our oil and gas wells, and the removal of equipment and facilities
from leased acreage and returning such land to its original condition. We estimate the future cost of this obligation, discounted to its present
value, and record a corresponding liability and asset in our consolidated balance sheets. The values ultimately derived are based on many
significant estimates, including the ultimate expected cost of the obligation, the expected future date of the required cash payment, and interest
and inflation rates. Revisions to these estimates may be required based on changes to cost estimates, the timing of settlement, and changes in
legal requirements. Any such changes that result in upward or downward revisions in the estimated obligation will result in an adjustment to the
liability with the offset to the related capitalized asset on a prospective basis.

Price Risk-Management Activities

We periodically enter into commodity derivative contracts to manage our exposure to oil price volatility. We currently utilize only price swaps,
which are placed with a major financial institution of high credit quality that we believe is a minimal credit risk. The oil reference prices of these
commodity derivatives contracts are based upon the New York Mercantile Exchange, and have a high degree of historical correlation with actual
prices we receive. We account for our derivative instruments in accordance with Statement of Financial Accounting Standards (“SFAS”) No. 133,
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“Accounting for Derivative Instruments and Hedging Activities,” as amended (“SFAS No. 133”). SFAS No. 133 establishes accounting and
reporting standards requiring that all derivative instruments, other than those that meet the normal purchases and sales exception, be recorded on
the balance sheet as either an asset or liability measured at fair value (which is generally based on information obtained from independent
parties). SFAS No. 133 also requires that changes in fair value be recognized currently in earnings unless specific hedge accounting criteria are
met. Hedge accounting treatment allows unrealized gains and
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losses on cash flow hedges to be deferred in other comprehensive income. Realized gains and losses from our oil and gas cash flow hedges,
including terminated contracts, are generally recognized in oil and gas revenues when the forecasted transaction occurs. Gains and losses from
the change in fair value of derivative instruments that do not qualify for hedge accounting are reported in current period income. If at any time
the likelihood of occurrence of a hedged forecasted transaction ceases to be “probable,” hedge accounting under SFAS No. 133 will cease on a
prospective basis and all future changes in the fair value of the derivative will be recognized directly in earnings. Amounts recorded in other
comprehensive income prior to the change in the likelihood of occurrence of the forecasted transaction will remain in other comprehensive
income until such time as the forecasted transaction impacts earnings. If it becomes probable that the original forecasted production will not
occur, then the derivative gain or loss would be reclassified from accumulated other comprehensive income into earnings immediately. Hedge
effectiveness is measured at least quarterly based on the relative changes in fair value between the derivative contract and the hedged item over
time, and any ineffectiveness is immediately reported in the consolidated statement of operations.

Valuation of Deferred Tax Assets

We utilize the liability method of accounting for income taxes, as set forth in SFAS No. 109, “Accounting for Income Taxes.” Under the liability
method, deferred taxes are determined based on the difference between the financial statement and tax bases of assets and liabilities using
enacted tax rates in effect in the years in which the differences are expected to reverse. Valuation allowances are recorded against deferred tax
assets when it is considered more likely than not that the deferred tax assets will not be utilized.

Stock-Based Compensation

Effective January 1, 2006 we adopted SFAS No. 123 (revised 2004), “Share-Based Payment” (“SFAS No. 123R”), which replaced SFAS No. 123,
“Accounting for Stock-Based Compensation,” and superseded Accounting Principles Board Opinion No. 25, “Accounting for Stock Issued to
Employees.” SFAS No. 123R requires companies to measure the cost of stock-based compensation granted, including stock options and restricted
stock, based on the fair market value of the award as of the grant date, net of estimated forfeitures. We had no stock-based compensation grants
prior to January 1, 2006.

Liquidity and Capital Resources

Material increases or decreases in our liquidity are determined by the cash flow from our producing properties, the success or failure of our
drilling activities, and our ability to access debt or equity capital markets.

These sources can be impacted by the general condition of our industry and by significant fluctuations in oil and gas prices, operating costs, and
volumes produced.  We have no control over the market prices for oil and natural gas, although we are able to influence the amount of our net
realized revenues related to oil and gas sales through the use of derivative contracts.  A decrease in oil and gas prices would reduce expected
cash flow from operating activities and could reduce the borrowing base of our current credit facility.  

In December 2007, we entered into a Credit Agreement with various lenders and Wells Fargo Foothill, LLC, as agent (the “Credit Facility”). The
Credit Facility provides for a $50,000,000 term loan facility and a $50,000,000 revolving credit facility, with an initial borrowing base of
$25,000,000 available under the revolving credit facility. The Credit Facility matures in December 2012, with principal payments scheduled to
commence in April 2010 based on 50% of our cash flow, net of capital expenditures. Interest on the revolving credit facility is payable at prime
plus 0.75% or at the London Interbank Offered Rate (“LIBOR”) plus 2.00%, as we select from time to time, with an unused line fee of 0.50%.
Interest on the term loan facility is payable at prime plus 5.25% or at LIBOR plus 6.50%, as we select from time to time. The Credit Facility
contains financial covenants pertaining to asset coverage, interest coverage and leverage ratios. As of March 31, 2008, we were not in
compliance with the leverage ratio covenant. The lenders waived the non-compliance in consideration of an amendment to the Credit Facility to
provide that the interest rate on the term loan facility will not be less than 10.50% in the event that LIBOR is less than 4.00%. Additionally, the
Credit Facility has restrictions on the operations of our business, including restrictions on payment of dividends. Borrowings under the term loan
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facility carry prepayment penalties ranging from 1.00% to 2.00% in the first three years of the Credit Facility. Borrowings under the
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revolving credit facility may be repaid at any time without penalty. The Credit Facility is secured by liens and security interests on substantially
all of our assets, including 100% of our oil and gas reserves.

We used a portion of the proceeds of the Credit Facility to retire amounts outstanding under a secured promissory note in the principal amount of
$42,500,000 under a previous credit agreement (the “Mezzanine Facility”). Although we recorded a loss of $17,593,000 in connection with the
early retirement of the Mezzanine Facility, including $10,164,000 in prepayment penalties and transaction costs, and $7,429,000 of non-cash
charges relating to the unamortized balances of debt discount and debt issue costs, we entered into the Credit Facility and retired the Mezzanine
Facility because the Credit Facility is expected to provide us with significant liquidity for development activities, a substantial reduction in our
weighted average cost of debt capital, increased operating flexibility through an improved covenant package, and enhanced ability to manage
our cash position (and interest costs) through the revolving structure. As of March 31, 2008, the amounts outstanding under the Credit Facility
consisted of $50,000,000 under the term loan facility and approximately $13,745,000 under the revolving loan facility, with $11,255,000
available to be borrowed under the revolving loan facility.

Business Risks

There have been no material changes from the risk factors as previously disclosed in our Form 10-KSB for the year ended December 31, 2007.

Results of Operations

Three Months Ended March 31, 2008 compared with the Three Months Ended March 31, 2007

The Company reported a net loss of $539,000, or $0.01 per basic and diluted share, for the three months ended March 31, 2008, compared to a
net loss of $1,599,000, or $0.03 per basic and diluted share, for the three months ended March 31, 2007.

Oil and Gas Revenues. Oil and gas revenues for 2008 increased to $4,071,000 from $3,841,000 in 2007. Realized commodity prices after
hedge settlements increased from $63.95 per barrel of oil equivalent (“BOE”) for the three months ended March 31, 2007 to $76.03 per BOE for
the three months ended March 31, 2008. Realized settlements of price hedging contracts amounted to a net loss of $1,025,000 during 2008 as
compared to a net gain of $423,000 during 2007. The Company’s net production for 2008 totaled 55,000 BOE, consisting of 51,000 barrels
(“Bbls”) of oil and 26 million cubic feet (“MMCF”) of natural gas, as compared to 62,000 BOE for 2006, consisting of 56,000 Bbls of oil and 37
MMCF of natural gas. The increase in oil and gas revenues resulted primarily from higher realized commodity prices, the effect of which was
partially offset by decreases in production. Oil and gas production volumes declined in 2008 primarily due to mechanical disruptions related to
the gas lift production system at the Cleveland Field, delays in well servicing operations on an offshore well in the Goose Creek Field due to
weather and equipment availability, and normal production declines. The effect of these factors was partially offset by production from new
wells drilled in the Goose Creek Field in the fourth quarter of 2007.

Production Costs. Total production costs, including lease operating and workover expenses, marketing and transportation expenses, and
production and ad valorem taxes, increased to $1,420,000 for the three months ended March 31, 2008 from $996,000 for the three months ended
March 31, 2007. The increase in production costs resulted primarily from an increase in the number of workovers and well servicing operations,
as well as increases in production and ad valorem taxes resulting from higher commodity prices.

Interest Expense. The Company incurred net interest expense of $1,780,000, including $292,000 of non-cash charges for the amortization of
debt discount and debt issue costs, during the three months ended March 31, 2008. The decrease from $2,656,000, including $1,022,000 of
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non-cash charges for the amortization of debt discount and debt issue costs, for 2007 resulted primarily from a reduction in the Company’s cost
of debt capital attributable to the consummation of the Credit Facility and the retirement of the Mezzanine Facility in December 2007, the effect
of which was partially offset by higher levels of debt outstanding in 2008. In addition, the Company capitalized $89,000 in interest costs
pertaining to unevaluated oil and gas properties in 2008.
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Liquidated Damages. Liquidated damages relate to amounts payable to our stockholders as a result of the registration statements for our
securities issued in 2006 not becoming effective within the periods specified in the share registration rights agreements for those securities.
Liquidated damages decreased to $1,000 for the three months ended March 31, 2008 from $440,000 for the three months ended March 31, 2007
because of provisions in the registration rights agreements limiting the maximum amount of such damages.

Depreciation, Depletion and Amortization. Depreciation, depletion and amortization increased to $721,000, including $678,000 ($12.30 per
BOE) for the capitalized costs of oil and gas properties, for the three months ended March 31, 2008, from $765,000, including $641,000 ($10.32
per BOE) for the capitalized costs of oil and gas properties, for the three months ended March 31, 2007, primarily as a result of increases in the
capitalized costs of oil and gas properties, the effect of which was partially offset by decreases in production during 2008.

Off-Balance Sheet Arrangements

We have no off-balance sheet arrangements.

Hedging Transactions

In connection with our credit facility with Wells Fargo Foothill, LLC, we are contractually obligated to enter into hedging contracts with the
purpose and effect of fixing oil and natural gas prices on no less than 50% of projected oil and gas production from our proved developed
producing oil and gas reserves. To fulfill our hedging obligation, we have entered into swap agreements with Wells Fargo Bank, N.A. to hedge
the price risks associated with a portion of our anticipated future oil and gas production through September 30, 2010, mitigating a portion of our
exposure to adverse market changes and allowing us to predict with greater certainty the effective oil prices to be received for our hedged
production. Our swap agreements have not been entered into for trading purposes and we have the ability and intent to hold these instruments to
maturity. Wells Fargo Bank, N.A, the counterparty to the swap agreements, is also our lender under a credit facility. We believe that the terms of
the swap agreements are at least as favorable as we could have achieved in swap agreements with third parties who are not our lenders.

By removing a significant portion of the price volatility from our future oil and gas revenues through the swap agreements, we have mitigated,
but not eliminated, the potential effects of changing oil prices on our cash flows from operations through September 30, 2010. While these and
other hedging transactions we may enter into in the future will mitigate our risk of declining prices for oil and gas, they will also limit the
potential gains that we would experience if prices in the market exceed the fixed prices in the swap agreements. We have not obtained collateral
to support the agreements but monitor the financial viability of our counterparty and believe our credit risk is minimal on these transactions.
Under these arrangements, payments are received or made based on the differential between fixed product prices in the swap agreements and a
variable product price representing the average of the closing settlement price(s) on the New York Mercantile Exchange for futures contracts for
the applicable trading months. These agreements are settled in cash at monthly expiration dates. In the event of nonperformance, we would be
exposed again to price risk. We have some risk of financial loss because the price received for the oil or gas production at the actual physical
delivery point may differ from the prevailing price at the delivery point required for settlement of the hedging transaction. We could also suffer
financial losses if our actual oil and gas production is less than the hedged production volumes during periods when the variable product price
exceeds the fixed product price. Moreover, our hedge arrangements generally do not apply to all of our production and thus provide only partial
price protection against declines in commodity prices. Hedge effectiveness is measured at least quarterly based on the relative changes in fair
value between the derivative contract and the hedged item over time, and any ineffectiveness is immediately reported in the consolidated
statement of operations.

Our current hedging transactions are designated as cash flow hedges, and we record the costs and any benefits derived from these transactions as
a reduction or increase, as applicable, in natural gas and oil sales revenue. We may enter into additional hedging transactions in the future.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
The information required pursuant to this item is omitted in accordance with Item 305(e) of Regulation S-K.
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ITEM 4. CONTROLS AND PROCEDURES
Evaluation of Disclosure Controls and Procedures

The term “disclosure controls and procedures” is defined in Rules 13a-15(e) and 15d-15(e) of the Securities Exchange Act of 1934, as amended
(the “Exchange Act”). This term refers to the controls and procedures of a company that are designed to ensure that information required to be
disclosed by a company in the reports that it files under the Exchange Act is recorded, processed, summarized, and reported within the required
time periods.

The Company’s Chief Executive Officer and Chief Financial Officer carried out an evaluation of the effectiveness of the design and operation of
the Company's disclosure controls and procedures as required by Rule 13a-15 of the Exchange Act. Based on their evaluation of our disclosure
controls and procedures, our Chief Executive Officer and Chief Financial Officer concluded that our disclosure controls and procedures are
effective in ensuring that information required to be disclosed by the Company in the reports that it files or submits under the Exchange Act is
recorded, processed, summarized and reported, within the time periods specified in the Securities and Exchange Commission’s rules and forms
and in timely alerting the Chief Executive Officer and Chief Financial Officer to material information required to be included in the Company’s
periodic reports filed or furnished with the SEC.

Management’s Report on Internal Control over Financial Reporting.

Our management is responsible for establishing and maintaining adequate internal control over financial reporting as defined in Rule 13a-15(f)
of the Securities Exchange Act of 1934. Our internal control system was designed to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial reporting and the preparation of financial statements for external purposes, in accordance
with generally accepted accounting principles. Because of its inherent limitations, internal control over financial reporting may not prevent or
detect misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

Our management, including our president, conducted an evaluation of the effectiveness of internal control over financial reporting using the
criteria set forth by the Committee of Sponsoring Organizations of the Treadway Commission in Internal Control — Integrated Framework. Based
on its evaluation, our management concluded that our internal control over financial reporting was effective as of December 31, 2007.

Changes in Internal Control over Financial Reporting

No change in our internal control over financial reporting (as defined in Rules 13a-15(f) and 15d-15(f) under the Exchange Act) occurred during
the period covered by this report that has materially affected, or is reasonably likely to materially affect, our internal control over financial
reporting.
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PART II - OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS
From time to time we may become a party to litigation or other legal proceedings that, in the opinion of our management are part of the ordinary
course of our business. Currently, no legal proceedings or claims are pending against or involve us that, in the opinion of our management, could
reasonably be expected to have a material adverse effect on our business, prospects, financial condition or results of operations.

ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS
None.

ITEM 3. DEFAULTS UPON SENIOR SECURITIES
None.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
None.

ITEM 5. OTHER INFORMATION
None.

ITEM 6. EXHIBITS AND REPORTS ON FORM 8-K
(a) Exhibits
31.1 Certification of Principal Executive Officer, pursuant to

Rule 13a-14 and 15d-14 of the Securities Exchange Act of
1934. †

31.2 Certification of Principal Financial Officer, pursuant to Rule
13a-14 and 15d-14 of the Securities Exchange Act of 1934. †

32.1 Certification of Principal Executive Officer pursuant to 18
U.S.C. Section 1350, as adopted pursuant to Section 906 of
the Sarbanes-Oxley Act of 2002. †

32.2 Certification of Principal Financial Officer pursuant to 18
U.S.C. Section 1350, as adopted pursuant to Section 906 of
the Sarbanes-Oxley Act of 2002. †

† Filed herewith.
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SIGNATURES

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

FOOTHILLS RESOURCES, INC.

Dated: May 15, 2008 By:         /s/ Dennis B. Tower                           
Dennis B. Tower
Chief Executive Officer (Principal
Executive Officer)

By:         /s/ W. Kirk Bosché                            
W. Kirk Bosché
Chief Financial Officer (Principal Financial Officer and
Principal Accounting Officer)
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