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Immediately after the relinquishment of the Ma’anit-Joseph License, the Company filed an application with the Petroleum
Commissioner for a petroleum exploration license, the Joseph License, covering approximately 83,272 acres of the original Ma’anit-
Joseph License including the Ma’anit structure on which the Ma’anit #1 well was drilled, which license was subsequently granted on
October 11, 2007. As a result of the abandonment of the Ma’anit #1 well and formal relinquishment of the Ma’anit-Joseph License, the
Company recorded in June 2007 an impairment of $9,494,000 to its unproved oil and gas properties.

Although both our properties and our principal operations are in Israel, we report all our transactions in United States dollars.
Certain of the dollar amounts in the financial statements may represent the dollar equivalent of other currencies.

We record a valuation allowance to reduce our deferred tax asset to the amount that we believe, is likely to be realized in the
future. In assessing the need for the valuation allowance we have considered not only future taxable income but also feasible and prudent
tax planning strategies. In the event that we were to determine that it would be likely that we would, in the future, realize our deferred tax
assets in excess of the net recorded amount, an adjustment to the deferred tax asset would be made. In the period that such a determination
was made, the adjustment to the deferred tax asset would produce an increase in our net income.

We do not participate in, nor have we created, any off-balance sheet special purpose entities or other off-balance sheet financing. In
addition, we do not enter into any derivative financial instruments.

We record a liability for asset retirement obligation at fair value in the period in which it is incurred and a corresponding increase
in the carrying amount of the related long lived assets.

RESULTS OF OPERATIONS
COMPARISON OF THE YEAR ENDED DECEMBER 31, 2009 TO THE YEAR ENDED DECEMBER 31, 2008
Revenue. We have no revenue generating operations as we are still an exploration stage company.

General and administrative expenses. General and administrative expenses for the year ended December 31, 2009 were
$4,565,000, compared to $4,075,000 for the year ended December 31, 2008, representing an increase of 23%. The increase in general
and administrative expenses in 2009 compared to 2008 is primarily attributable to higher non-cash salary expenses for recognition of
compensation expense related to option grants and stock awards. Salary expenses for the year ended December 31, 2009 were
$2,360,000 compared to $1,663,000 for the year ended December 31, 2008. The $697,000 increase in salary expenses during 2009 is
attributable to $608,000 in non-cash expenses related to $558,000 additional compensation expense this year over last year related to
stock option grants and $50,000 related to stock grants and gifts. The rest of the increase is due to the expansion of staff to support
operations. Legal and professional fees for 2009 were $861,000 as compared to $1,015,000 for 2008, representing a decrease of
approximately 15%. The decrease in legal and professional fees is primarily attributable to the increased utilization of in-house legal
staff. Other general and administrative expenses for the year ended December 31, 2009 was $1,344,000 compared to $1,397,000 for
2008. The decrease in other general and administrative expenses during 2009 is primarily attributable to our continued efforts to control
support costs.

Interest income, net. Interest income for the year ended December 31, 2009 was $65,000 compared to $77,000 for the year ended
December 31, 2008. The decrease in interest income, net is attributable to extremely lower rates being paid by the banks despite the
higher average cash balances during 2009.

Net Loss. Net loss for the year ended December 31, 2009 was $4,424,000 compared to $4,018,000 for the year ended December
31, 2008.
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Liquidity and Capital Resources

Our working capital (current assets minus current liabilities) was $19,741,000 at December 31, 2009 and $462,000 at December
31, 2008. The increase in working capital is attributable to the two rights offerings completed in 2009.

Net cash provided by financing activities was $41,310,000 and $3,229,000 for the years ended December 31, 2009 and 2008,
respectively, of which the increase was from the two rights offerings held during 2009. Net cash used in investing activities was
$18,528,000 and $2,695,000 for the years ended December 31, 2009 and 2008, respectively, substantially all of which was used for
exploratory drilling operations. Net cash used in operations was $3,774,000 for the year ended December 31, 2009, and $3,398,000 for
the year ended December 31, 2008, including payments of deferred officer’s salaries.

On March 15, 2010, we had cash and cash equivalents in the amount of $14,521,000.

Until we begin generating substantial revenues, our ability to fund our drilling programs and operations is dependent on our ability
to raise funds through public or private placement of our securities or attracting other parties to join our drilling efforts.

As noted previously, between October 24, 2008 and December 31, 2008, the Company raised gross proceeds in the Follow On
Public Offering of $4,165,000, including $120,000 debt conversion. After deducting for commissions (5%) and expenses (3%) to the
underwriter in the amount of $324,000 and the deduction of $491,000 in deferred offering costs (related to legal, accounting, transfer
agent and escrow fees and printing and marketing costs), the Company received net proceeds of $3,230,000 in the Follow On Public
Offering through December 31, 2008. In January 2009, the Company raised an additional $2,498,000, including $120,000 debt
conversion and approximately $6,000 in settlement of fees due to two service providers. Total gross proceeds raised in the Follow On
Public Offering were $6,663,000, including $240,000 of debt conversions made by two senior officers/directors of deferred amounts due
to them and approximately $6,000 payments of fees to service providers. The Company issued, in respect of the total amounts raised,
666,343 units of our securities (641,768 for cash and 24,575 for debt conversions and payments of fees to service providers).

In June 2009, we raised gross proceeds of $21 million from a rights offering to common stockholders of up to 4.2 million shares of
our common stock. The rights offering was fully subscribed, resulting in our distribution of all of the 4.2 million shares that were
offered. Thereafter, in November 2009, we raised an additional $18 million from a follow-on rights offering to common stockholders of
up to 3.6 million shares of our common stock. The rights offering was fully subscribed, resulting in our distribution of all of the 3.6
million shares that were offered.

We believe that our currently available cash resources will be sufficient to enable us to meet our needs in carrying out our plans
through the end of fiscal 2010, including drilling the planned Ma’anit Joseph #3 well. We will need to raise additional funds to maintain
operations beyond such point by attracting additional investments in our company or additional parties to join our drilling operations. We
have no commitments for any such financing or participation and no assurance can be provided that we will be successful in attracting any
such investment. In order to afford ourselves financing flexibility, in January 2010, we filed with the SEC a universal shelf registration
statement. As of the date of the filing of this report on Form 10-K, the registration statement has not been declared effective. Following
effectiveness of the registration statement, we have the option to offer and sell, from time to time in one or more offerings, up to $50
million of common stock, debt securities, warrants to purchase any of these securities, or any combination of such securities. The
securities may be offered in one or more offerings, and at prices subject to prevailing market conditions to be set forth in a supplemental
prospectus filing with the SEC at the time of such offering, should such an offering occur. At present, however, we do not have any
commitments to sell securities. Proceeds from any such offering, if any, will be used for our operations, including our multi-well drilling
program.
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Recently Issued Accounting Pronouncements

In December 2008, the SEC published authoritative guidance as the Final Rule “Modernization of Oil and Gas Reporting” and in
January 2010, the FASB issued a pronouncement in order to align the oil and gas reserve estimation and disclosure requirements of
Extractive Activities — Oil and Gas (Topic 932) with the requirements in the SEC’s final rule. The new guidance permits the use of new
technologies to determine proved reserves if those technologies have been demonstrated to lead to reliable conclusions about reserves
volumes. The new requirements also will allow companies to disclose their probable and possible reserves to investors. Inaddition, the
new disclosure requirements require companies to, among other things: (a) report the independence and qualifications of its reserves
preparer or auditor; (b) file reports when a third party is relied upon to prepare reserves estimates or conducts a reserves audit; and (c)
report oil and gas reserves using an average price based upon the prior 12-month period rather than period-end prices. The use of the
new proved reserve definitions and average prices in developing the Company’s reserve estimates will affect future impairment and
depletion calculations.

The new disclosure requirements are effective for annual reports on Form 10-K for fiscal years ending on or after December 31,
2009. A company may not apply the new rules to disclosures in quarterly reports prior to the first annual report in which the revised
disclosures are required. As we do not yet have proved reserves, the adoption of this Final Rule has had no material effect on our
disclosures, financial position or results of operations.

ITEM7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Not Applicable.

ITEM 8. FINANCIAL STATEMENTS

The financial statements required by this item are included beginning at page F-1 below.

ITEMO. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL
DISCLOSURE

None.

ITEM 9A. CONTROLS AND PROCEDURES

EVALUATION OF DISCLOSURE CONTROLS AND PROCEDURES.

We carried out an evaluation required by the 1934 Act, under the supervision and with the participation of our principal executive
officer and principal financial and accounting officer, of the effectiveness of the design and operation of our disclosure controls and
procedures, as defined in Rule 13a-15(e) of the 1934 Act, as of December 31, 2009. Based on this evaluation, our principal executive
officer and our principal financial and accounting officer concluded that our disclosure controls and procedures were effective, as of
December 31, 2009, to provide reasonable assurance that information required to be disclosed by us in the reports that we file or submit
under the 1934 Act is recorded, processed, summarized and reported within the time periods specified in the SEC’s rules and forms and
to provide reasonable assurance that such information is accumulated and communicated to our management, including our principal
executive officer and principal financial and accounting officer, as appropriate to allow timely decisions regarding required disclosures.

MANAGEMENT’S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING; CHANGES IN INTERNAL
CONTROLS OVER FINANCIAL REPORTING.

During the year ended December 31, 2009, there have been no changes in our internal controls over financial reporting that have
materially affected, or are reasonably likely to materially affect, these controls.
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Our management is responsible for establishing and maintaining adequate internal control over financial reporting. Our
management, including our principal executive officer and principal financial officer, conducted an evaluation of the effectiveness of our
internal control over financial reporting based on the framework in Internal Control - Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission (COSQO). Based on its evaluation under the framework in Internal Control -
Integrated Framework, our management concluded that our internal control over financial reporting was effective as of December 31,
2009 in providing reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles. The effectiveness of our internal control over financial
reporting as of December 31, 2009 has been independently assessed by Somekh Chaikin, a member of KPMG international, an
independent registered public accounting firm, as stated in their report which is included in Item 8 of this Annual Report on Form 10-K.

Limitations on Controls

Our disclosure controls and procedures and internal control over financial reporting are designed to provide reasonable assurance
of achieving their objectives as specified above. Management does not expect, however, that our disclosure controls and procedures or
our internal control over financial reporting will prevent or detect all error and fraud. Any control system, no matter how well designed
and operated, is based upon certain assumptions and can provide only reasonable, not absolute, assurance that its objectives will be met.
Further, no evaluation of controls can provide absolute assurance that misstatements due to error or fraud will not occur or that all control
issues and instances of fraud, if any, within the Company have been detected.

ITEM 9B. OTHER INFORMATION

None.
PART III

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE.

MANAGEMENT
Our directors, executive officers and key employees, their present positions and their ages follow:
Name Age Position
John M. Brown 70 Founder, Chairman of the Board
Richard J. Rinberg 57 Director, Chief Executive Officer
William L. Ottaviani 49 Chief Operating Officer and President
Sandra Green 46 Chief Financial Officer and Senior Vice President
Paul Oroian 60 Director
Kent S. Siegel 54 Director
Yehezkel Druckman 71 Director
Forrest A. Garb 80 Director
Julian Taylor 56 Director
Drew Louis 29 Secretary, Treasurer and Vice President - Administration
Eliezer L. Kashai 86 Vice President — Israeli Exploration
llan A. Sheena 51 Vice President — Finance — Israel Branch
Stephen E. Pierce 66 Exploration Manager

None of our officers or directors has been the subject of any court or regulatory proceeding relating to violation or possible
violation of federal or state securities or commodities law.

The following biographies describe the business experience of our directors, officers and key employees.
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Officers and Directors

John M. Brown is the founder of Zion and has been a director and Chairman of the Board of Directors of Zion since its organization
in April 2000. He also served as our Chief Executive Officer until September 2004 and as President until October 2001. Mr. Brown has
extensive management, marketing and sales experience, having held senior management positions in two Fortune 100 companies - GTE
Valenite, a subsidiary of GTE Corporation and a manufacturer of cutting tools, where he was employed from 1966-86 and served as the
corporate director of purchasing, and Magnetek, Inc., a manufacturer of digital power supplies, systems and controls, where he was
corporate director of procurement during 1988-89. Mr. Brown was a director and principal stockholder in M&B Concrete Construction,
Inc. from 1996 to 2003 and is an officer and director of M&B Holding Inc. (a Nevada corporation) based in Dallas, Texas, the sole
shareholder of M&B General Contracting Inc. (a Delaware corporation). These companies primarily provide cement walls and floors for
industrial buildings, office buildings and home developers. Prior to founding the Company, Mr. Brown had been actively pursuing a
license for oil and gas exploration in Israel for many years. His efforts led to our obtaining, in May 2000, the Ma'anit License in the
Joseph Project, the precursor to the Joseph License. Mr. Brown holds a BBA degree from Fullerton College. Mr. Brown’s senior
management experience in two fortune 500 companies as well as his extensive experience in the oil and gas sector in the State of Israel
provides with him with the insight and vision needed to serve as chairman of our Board of Directors.

Richard J. Rinberg was appointed a director in November 2004 and appointed Chief Executive Officer of the Company in March
2007. He served as President of the Company from October 2005 to March 2007. Since 1996, Mr. Rinberg has been a private investor
and manager of his own and his family funds. From 1979 through 1996, he served as Managing Director of the Rinberg Group, a
corporate group based in England active in the precious metals and jewelry industry, property development and securities trading. In the
early 1980s Mr. Rinberg was elected a Member of the London Diamond Bourse and in 1987 he was elected an Underwriting Member at
Lloyd's of London Insurance Market. Between 1975 and 1978, Mr. Rinberg was on the staff of Spicer & Pegler (Chartered Accountants)
and, in 1978, was admitted as a Member of The Institute of Chartered Accountants in England and Wales. Mr. Rinberg holds a Bachelor
of Science Honors Degree in Mathematics from University College, the University of London. Mr. Rinberg’s experience in managing and
overseeing a diversified business practice, as well as his accounting background, equip him with the skill set needed to meet the
challenges that we expect to face.

William L. Ottaviani was appointed President and Chief Operating Officer on January 31, 2010. Mr. Ottaviani, a petroleum
engineer by training, served as Chief Operating Officer at Rex Energy Corporation from November 2007 to September 2009. From
September 2009 to the present, he has been working as an independent consultant. From 1982 until 2007, Mr. Ottaviani served in various
management, engineering, operational and staff assignments for Chevron and its affiliated companies, with assignments in California,
Louisiana, Indonesia and Angola. During his Angola assignment from 2002 until 2007, Mr. Ottaviani served as both a Senior Petroleum
Engineering Advisor and Asset Development Manager. He received his Bachelor of Science degree in Petroleum and Natural Gas
Engineering from Pennsylvania State University and his M.B.A. from California State University, Bakersfield.

Sandra Green was appointed Chief Accounting Officer and Vice President in July 2007 and Chief Financial Officer as of February
1, 2009. Ms. Green has served as our Director of Planning of Zion from March 2005 until July 2007. From 1999-2005, she was the
Accounting Manager of Hunt Properties, Inc., a real estate development and management company in Dallas. From 1994 to 1999, she
provided accounting and auditing services for clients in North Texas and New Mexico. These clients included governments, schools,
not-for-profit organizations, financial institutions, family trusts, private entrepreneurs and oil and gas companies. From 1991 - 1994, she
served as Assistant to the President and then as Acting Controller with Aztec Energy Corporation (NASDAQ) and from 1989-1991 as
Assistant to the President at American International Petroleum Corporation (NASDAQ). She holds a Bachelor’s Degree in Business
Administration from the University of Texas at Tyler and has taken graduate classes at the University of Texas at Tyler and at Arlington.
She is a Certified Public Accountant in the state of Texas.

Paul Oroian was appointed a director in November 2003. Since its founding in 1983, he has served as president and managing
partner of Oroian, Guest and Little, P.C., a certified public accounting and consulting firm based in San Antonio, Texas. From
1980-1983, Mr. Oroian was a tax senior in the San Antonio offices of Arthur Young and Company. Mr. Oroian holds a Bachelors of
Science — Business Administration from Bryant College. He has served as a board member of Technology Oversight Committee and the
IRS Regional Liaison Committee of the Texas Society of Certified Public Accountants and was vice president and a director of the San
Antonio CPA Society between 1992-1998. Mr. Oroian’s extensive experience as a certified public accountant was instrumental in his
appointment to the audit committee of our Board of Directors and provides our board with a critical accounting perspective.
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Kent S. Siegel was appointed a director in November 2003. Mr. Siegel has served as president and chief operating officer of Kent
S. Siegel, P.C. since 1984. Kent S. Siegel, P.C. is a firm of certified public accountants and attorneys at law based in West Bloomfield,
Michigan, at which Mr. Siegel practices as a tax and bankruptcy attorney and CPA. Mr. Siegel holds a Bachelor of Business
Administration from Michigan State University School of Business, a Juris Doctor from Wayne State University School of Law and a
Bachelor of Science in Electrical Engineering from Lawrence Technological University School of Engineering. Mr. Siegel’s academic
degrees, combined with his extensive professional experience in corporate law and tax accounting provides our board with valuable
resources in its work to ensure that we comply with rules and regulations applicable to a publicly listed company.

Dr. Yehezkel (Charlie) Druckman was appointed a director of Zion Oil in November 2005. Dr. Druckman was Petroleum
Commissioner for the State of Israel from 1995 until his retirement in 2004, where he supervised the licensing of petroleum rights both
onshore and offshore Israel. These efforts led to the discovery of 1.5 trillion cubic feet of gas in the Israeli offshore Mari B and other
smaller fields during 1999-2000. Since 1965, he has been a member of the professional staff of the Geological Survey of Israel, where
he headed the Mapping, Stratigraphy and Oil Division during 1982-1985 and 1991-1994. He was also affiliated with the Louisiana State
University at Baton Rouge as Research Associate in Geology during 1978-1980 and 1989-1990. He was awarded in 1974 the Israel
Geological Society’s Perez Grader award. He is an active member of the American Association of Petroleum Geologists and the
Geological Society of Israel (where he served as president in 1982, and for a number of years on the Society's editorial board). He also
served as member of the Israeli National Petroleum Commission and Board of Directors of Oil Exploration (Investments) Ltd., an Israeli
government company. Dr. Druckman graduated from the Hebrew University in Jerusalem where he was awarded BSc, MSc and PhD
degrees in geology. Dr. Druckman’s academic credentials as a geologist, his experience as the Petroleum Commissioner for the State of
Israel for nearly a decade and his vast knowledge and expertise in the geological mapping of the State of Israel for petroleum exploration
purposes provide us with a critical resource in our ongoing oil and gas exploration efforts in Israel as well as a liaison to the Israeli
regulatory authorities with whom we are in ongoing contact with respect to the maintenance of our license and other oil and gas
exploration rights.

Forrest A. Garb was appointed a director of Zion Oil in November 2005. Mr. Garb is apetroleum engineer who has provided
independent consulting services for more than 45 years. His consulting career began with H.J. Gruy and Associates, Inc. and its
successors, where he served as a vice president for four years, executive vice-president for ten years, and president for fifteen years, until
leaving in 1986, following Gruy's merger into a public company. In his capacity as president, Mr. Garb contracted, performed and
supervised over 12,500 projects ranging from simple evaluations to sophisticated reservoir simulations. In 1988, Mr. Garb founded
Forrest A. Garb & Associates, Inc., a privately-owned petroleum consulting firm, where he served as chairman and chief executive
officer until his retirement in 2003 and sale of his interests in the company to its key employees. Prior to entering into consulting, Mr.
Garb was educated in petroleum engineering at Texas A&M University (BSc and Professional MSc) and received his early training at
Socony Mobil Qil Company in Kansas, Texas, Louisiana and Venezuela. Mr. Garb is a member of the Society of Petroleum Engineers
and is a past President of the Society of Petroleum Evaluation Engineers. He is a member of the Association of Computing Machinery,
the American Arbitration Association, the Petroleum Engineers Club of Dallas, the Dallas Geological Society, and is a member of the
American Association of Petroleum Geologists. He is a charter member of The American Institute of Minerals Appraisers. He is a
registered professional engineer in the state of Texas. Mr. Garb’s petroleum engineering background and vast experience in the petroleum
industry spanning over 45 years provides our board with a valuable resource in assessing oil and gas prospects.

Julian Taylor was appointed a director of Zion Oil on June 16, 2009. Mr. Taylor is the founder of Tangent Trading Ltd, an
international non-ferrous scrap metal trading company formed in 1985 with offices in London, U.K. and Los Angeles, U.S.A. In 2006,
Tangent Trading Ltd was elected to the membership of the London Metal Exchange and in 2008 Tangent Trading Ltd was included by The
Sunday Times newspaper (in the U.K.) in its 'Profit Track 100" list of Britain's fastest growing private companies. Mr. Taylor has led
Tangent Trading from inception in 1985. Mr. Taylor has over 37 years experience in trading metals internationally. Prior to forming
Tangent in 1985, he was affiliated with Amalgamated Metal Corporation plc (an international holding company with origins in metal
merchanting), as a trader since 1978. Prior to such time, from 1972 to 1978, he was a trader at S&W Berisford plc (a U.K. listed
merchanting and commodity trading conglomerate). Mr. Taylor’s background and business experience furnishes to our board access to a
greater understanding of financial and investor relations issues.
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The Employment Agreement between us and Mr. William Ottaviani, our President and Chief Operating Officer, which was entered
into on January 31, 2010, provides that upon the approval of our Board of Directors upon the review and recommendation of the relevant
committee of the Board of Directors, Mr. Ottaviani shall be elected to our Board of Directors, subject to the requirement that he stand for
re-election at our annual meeting of shareholders held after his appointment to the Board.

Key Employees

Drew Louis is our Secretary, Treasurer and Vice President of Administration. Prior to joining Zion in May 2009, Mr. Louis
practiced law as an associate at Vinson & Elkins LLP in the firm’s corporate transactions department (from September 2006 to May
2009) where he represented several international oil and gas companies, private equity and public company clients in a variety of
corporate transactional matters. Mr. Louis holds a Bachelor of Business Administration degree in Accounting from Baylor University,
Waco, Texas and a Doctor of Jurisprudence degree from the College of William and Mary Marshall-Wythe School of Law,
Williamsburg, Virginia.

Dr. Eliezer Kashai has been Vice President - Israeli Exploration of Zion since October 2000. Dr. Kashai studied geology in the
University of Sciences, Budapest, Hungary, holds Masters and Ph.D. degrees from Hebrew University, Jerusalem and is a widely
recognized authority on the Triassic formation of Israel. Dr. Kashai has over fifty years of geological experience in Israel working until
his retirement in 1987 for the national petroleum companies of Israel, including almost thirty years for Lapidoth Israel Qil Prospectors
Company, Ltd. and Oil Exploration (Investments) Ltd., where he served in progressively responsible positions. At Lapidoth during
1959-75, he served as senior geologist, assistant chief geologist, acting chief geologist and chief geologist. At Oil Exploration
(Investments) Ltd. during 1975-87 he was first chief geologist, then deputy managing director responsible for all of that company’s
exploration efforts. Following his retirement in 1987 and through 1998, Dr. Kashai worked as an exploration consultant for various
companies active in petroleum exploration in Israel, including Israel National Oil Company, Lapidoth, Naphta Petroleum, ABJAC-Mazal
Ltd., Nordan Qil and Gas, and Sedot Neft, Ltd. where he was responsible for the original geological interpretation of Ma’anit. He began
consulting for Mr. Brown in connection with the Joseph Project in late 1999 and for us in April 2000. Dr. Kashai has served as president
of the Israel Geological Society and is responsible for five geological publications and nearly one hundred unpublished company reports
on exploration projects, drilling recommendations, subsurface geological analysis and well evaluations.

Dr. Kashai provides services to us on an as needed part-time basis at an hourly consulting rate, subject to a minimum monthly
commitment. Dr. Kashai is an officer of our Israeli branch, but not the corporation.

llan A. Sheena has been Vice President — Finance, Israel Branch since November 2009. Mr. Sheena is an accounting professional
with broad local and international experience. He has a degree in Accounting and Economics from Tel Aviv University. After qualifying
as a Certified Public Accountant and working for three years with Somekh Chaikin in Israel, he spent four years at Alcatel in Sydney,
Australia. Returning to Israel in 1993, he joined a high-tech start-up that subsequently held an initial public offering and became a Nasdag
listed company. Between 1996 and 1998, he was at Bezeq International, the Israeli phone company, as the Financial Controller and
Finance Manager. Between 1998 and 2000, he was at Verint Systems, a subsidiary of the Comverse group. Between 2000 and 2008 he
was CFO for a venture capital fund (with investors such as JP Morgan, Siemens, EDF, AXA, Schlumberger) and dealt with over eighteen
start-up companies.

Stephen E. Pierce was retained as our consulting geologist for the drilling of the Ma’anit #1 and subsequent exploration and
development in February 2005. He joined Zion on a full time basis in October 2005 and, since June 2006, he has served as our
Exploration Manager. From 1995-2005, Mr. Pierce served as project geologist for Murfin Dilling Co. in the Caribbean, primarily in the
Dominican Republic. For the period of 1992-1995, Mr. Pierce was consulting geologist for several small independent companies,
including Petrolera Once of Dominican Republic, Century Guyana, Ltd. of Guyana, and Hydrocarbons International of Colombia. He also
worked as consulting geologist for Dames and Moore in Texas, Wyoming, Costa Rica and Mexico during this time, as well as doing
independent consulting work in Panola and Shelby Counties in East Texas. From 1985-1992, he acted as senior geological advisor for
Mobil Oil Corporation, and from 1980-1985, he worked as senior geologist for Superior Oil Co. He served as senior geologist in
Pakistan for UNOCAL from 1974-1979. Mr. Pierce received his M.S. in geology from San Diego State University in 1974 and his B.S. in
geology from California State University in 1971. Mr. Pierce holds the title of Professional Geologist with the State of Wyoming and
holds memberships with the American Association of Petroleum Geologists and the American Institute of Professional Geologists.

Resignations and Departures

Mr. Elisha Roih, Vice President — Administration of Israeli Operations since April 2000, resigned from his position with our
company on February 28, 2009.

Dr. Barron resigned from our Board of Directors on May 5, 2009. Dr. Barron, who had been a director since April 2005, was not
standing for re-election at our 2009 annual meeting of stockholders which was held on June 16, 2009.
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Mr. Render, who had been a director since September 2004, did not stand for re-election at our 2009 annual meeting of stockholders
which was held on June 16, 20009.

In connection with the natural expiration of his employment agreement with us pursuant to which he served as our Chief Financial
Officer, and later, Chief Legal Officer, on June 30, 2009, Mr. Martin Van Brauman resigned from his position as a director of the
Company.

In connection with the scheduled expiration of his employment agreement with us on December 31, 2009 pursuant to which he
served as our Executive Vice President, on October 13, 2009, Mr. William Avery resigned from all positions held with the Company,
including his directorship.

On December 7, 2009, Mr. Glen Perry resigned as our President and Chief Operating Officer as well as a director.
Information Regarding the Board of Directors and Committees

Our board of directors is divided into three classes of directors, with each class elected to a three-year term every third year and
holding office until their successors are elected and qualified. The class whose term of office will expire at our 2010 Annual Meeting of
Shareholders consists of Richard Rinberg and Kent S. Siegel.

Of the seven current members of our board of directors, five (Messrs. Oroian, Siegel, Druckman, Garb and Taylor) meet the criteria
of independence set by the NASDAQ corporate governance standards for membership on the board.

Board Committees

Our Board has three standing committees: an Audit Committee, a Compensation Committee, and a Nominating and Governance
Committee, each of which is described below. Each committee operates under a written charter adopted by the Board. All of the charters
are publicly available on our website at www.zionoil.com under the Corporate Governance link under the Corporate Center tab. You may
also obtain a copy of our charters upon written request to our investor relations department at our principal executive offices.

Audit Committee. Our audit committee is currently comprised of Messrs. Oroian, Siegel and Garb. The principal function of the
Audit Committee is to assist the Board in monitoring: (1) the integrity of the financial statements of the Company; (2) compliance by the
Company with legal and regulatory requirements; (3) the independent auditor's qualifications and independence; (4) performance of the
Company's independent and, upon establishment of such function, internal auditors; (5) the business practices and ethical standards of the
Company; and (6) related party transactions. The Audit Committee is also directly responsible for the appointment, compensation,
retention and oversight of the work of our independent auditors.

The Audit Committee has adopted a formal written audit committee charter that complies with the requirements of the Exchange Act,
SEC rules and the regulations and requirements of Nasdag.

The Board has determined that all members of the Audit Committee meet the additional criteria for independence of Audit
Committee members set forth in Rule 10A-3(b)(I) under the Securities Exchange Act of 1934 (the “Exchange Act”). In addition, the Board
has determined that Mr. Oroian qualifies as an “audit committee financial expert” as defined by the Securities and Exchange Commission
(the “SEC”).

Compensation Committee. Our compensation committee is comprised of Messrs Oroian, Siegel and Taylor The Board has
charged the Compensation Committee with the following responsibilities: (i) the review and recommendation to the Board of the terms of
compensation, including incentive compensation and employee benefits of the directors and senior officers of the Company; and (ii) the
determination of the terms of employee benefit plans (including stock incentive and stock option plans), the granting of awards under the
plans and the supervision of plan administrators.

We have adopted a formal, written compensation committee charter that complies with the requirements of the Exchange Act, SEC
rules and regulations and the listing and corporate governance requirements of Nasdag.

Nominating and Corporate Governance Committee. The Nominating and Corporate governance Committee is comprised of
Messrs. Siegel, Oroian and Taylor.

36

39 of 104 3/28/2010 11:36 AM



Unassociated Document http://www.sec.gov/Archives/edgar/data/1131312/000114420410013895...

We have adopted a formal, written compensation committee charter that complies with the requirements of the Exchange Act, SEC
rules and regulations and the listing and corporate governance requirements of Nasdag.

Code of Conduct and Ethics . We have adopted a Code of Business Conduct and Ethics that applies to our directors, officers and
all employees. The code has been posted on our web site at http://www.zionoil.com/investor-center/corporate-governance.html, and may
also be obtained free of charge by writing to Ethics Code, c/o Zion Oil & Gas, Inc., 6510 Abrams Rd., Suite 300, Dallas, Texas 75231.
We intend to satisfy the disclosure requirement under Item 10 of Form 8-K regarding an amendment to, or waiver from, a provision of our
Code of Business Conduct and Ethics by posting such information on our website, at the address and location specified above.

SECTION 16(A) BENEFICIAL OWNERSHIP REPORTING COMPLIANCE

Based upon a review of the filings furnished to the Company pursuant to Rule 16a-3(e) promulgated under the Exchange Act, and on
representations from its executive officers and directors and persons who beneficially own more than 10% of the Common Stock, all
filing requirements of Section 16(a) of the Securities Exchange Act of 1934, as amended, were complied with in a timely manner during
the fiscal year ended December 31, 2009, except the following:

Reporting Form
Person Type Transaction Form Due Date Form Filed Date
John Brown 4 Gifting of 5,600 shares April 8, 2009 June 2, 2009
4 Gifting of 400 shares April 8, 2009 June 2, 2009
Paul Oroian 4 Purchase of 12,113 shares (1) August 6, 2009 August 12, 2009
4 Purchase of 2,802 shares (2) June 24, 2009 September 29, 2009
Yehezkel 4 Purchase of 12,575 shares (3) August 25, 2009 September 11, 2009
Druckman
Julian Taylor 4 Award of options to purchase 25,000 June 18, 2009 January 25, 2010
shares (4)

(1) Exercise of Series F Warrants

(2) The shares were purchased directly from the company upon exercise of non-transferable subscription rights issued by us to all
stockholders as of record on May 4, 2009

(3) Exercise of Stock Options

(4) These options were awared to Mr. Taylor on June 16, 2009 in connection with his appointment to our Board of Directors and
were inadvertently not included ina Form 4 filing. The holdings were reported ina Form 5 filing made on January 25, 2010.

ITEM 11. EXECUTIVE COMPENSATION

The following table sets forth information for the fiscal years ended December 31, 2009 and 2008 concerning compensation of (i)
our principal executive officer and principal financial and accounting officer during the fiscal year ended December 31, 2009 and (ii) the
two other most highly compensated former employees who served as executive officers during part of the year ended December 31, 2009
and whose total compensation exceed $100,000 (collectively, the “Named Executive Officers”).
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SUMMARY COMPENSATION TABLE

Option All Other
Salary Awards (1) Compensation Total
Name and Principal Position Year ($ Thousands) ($ Thousands) ($ Thousands) ($ Thousands)
Richard J. Rinberg, Chief 2009 275(2) 280 — 555
Executive Officer 2008 275(3) 202 — 477
Sandra F. Green, Chief 2009 192 144 — 336
Financial Officer (4) 2008 — — — —
Glen H. Perry, Former President 2009 234(6) — 153(7) 387
and Chief Operating Officer (5) 2008 250(8) — 144(9) 394
William H. Avery, Former 2009 225(11) — 9(12) 225
Executive Vice President (10) 2008 225(13) — — 225

(1) Amounts shown do not reflect compensation actually received by the named executive officer. The amounts in the Option Awards
column reflect the dollar amount recognized as compensation cost for financial statement reporting purposes for the fiscal years ended
December 31, 2009 and December 31, 2008, in accordance with ASC 718 for all stock options granted in such fiscal years. The
calculation in the table above excludes all assumptions with respect to forfeitures. There can be no assurance that the amounts set forth in
the Option Awards column will ever be realized. A forfeiture rate of zero was used in the expense calculation in the financial statements.

(2) Of this amount, $223,000 was paid in 2009 and $52,000, deferred by agreement, was paid in January 2010. See “Richard J. Rinberg”
at page 39 below.

(3) Of this amount, $120,000 was paid in 2008 and $155,000, deferred by agreement, was paid in June 2009. See “Richard J. Rinberg” at
page 39 below.

(4) Ms. Green was appointed Chief Financial officer on January 8, 2009 and the appointment became effective on February 1, 2009. Ms.
Green has been continuously employed by Zion since March 2005 in the capacity of Director of Planning (through June 2007) and
thereafter as Chief Accounting Officer (through January 2009).

(5) Mr. Perry resigned from all positions held with our company on December 7, 2009. See “Glen H. Perry” at page 40 below.

(6) Of this amount, $207,000 was paid in 2009 and $27,000, which was previously deferred, was paid in January 2010. See “Glen H.
Perry” at page 40 below

(7) This amount was paid in two installments in 2010 pursuant to an agreement entered into by us and Mr. Perry on December 7, 2009 in
connection with his resignation from our company.

(8) Of this amount, $120,000 was paid during 2008 with the remaining $130,000 paid in June 2009. See “Glen H. Perry” at page 40
below

(9) Includes $120,000 related to previously deferred amounts that was converted into Units pursuant to subscriptions in our Follow On
Public Offering and $24,000 in lieu of benefits under terms of employment agreement, which was deferred by agreement and subsequently
paid in June 20009.

(10) On October 13, 2009, Mr. Avery resigned from all positions held with us.

(11) Of this amount, $199,000 was paid in 2009 and $36,000, which was previously deferred, was paid in January 2010. See “William
H. Avery” at page 40 below

(12) Represents amount paid for accrued but unused vacation pay. This was paid in January 2010.
(13) Of this amount, $120,000 was paid in 2008 and $105,000, which was previously deferred by agreement, was paid in June 2009.
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OUTSTANDING EQUITY AWARDS AT FISCAL YEAR-END — DECEMBER 31, 2009

The following table sets forth information as of December 31, 2009 concerning exercisable and unexercised options for the
purchase of common stock held by the named executive officers.

Number of Number of Equity Incentive
Securities Securities Plan Awards:
Underlying Underlying Number of Securities Option
Unexercised Unexercised Underlying Exercise Option
Options (#) Options (#) Unexercised Price Expiration
Name Exercisable Unexercisable Unearned Options (#) (%) Date
Richard J. Rinberg 80,000 - - $ 0.01 10/31/17
Sandra Green 3,882 - - $ 0.01 10/31/17
50,000 - 8 7.97 12/31/14
William H. Avery 40,000 - - $ 0.01 10/31/17
EMPLOYMENT AGREEMENTS

Richard. J. Rinberg. Mr. Rinberg was appointed as Chief Executive Officer in March 2007. On December 4, 2007, we and Mr.
Rinberg entered into an employment agreement (the “Rinberg Agreement”) pursuant to which Mr. Rinberg continues to serves as our
Chief Executive Officer. The employment agreement replaces the prior Retention and Management Services Agreement between Zion and
Mr. Rinberg that was originally entered into as of November 1, 2005 and which expired on October 31, 2007. The term of employment
under the employment agreement, which commenced as of November 1, 2007, continues through December 31, 2010; thereafter, the
agreement is renewed automatically for successive two year terms unless either party shall advise the other 90 days before expiration of
the term of its intention to not renew the agreement beyond its then scheduled expiration date. Under the agreement, Mr. Rinberg is
currently paid an annual salary of $275,000, payable monthly, notwithstanding which, consistent with the current arrangement with our
senior officers where only up to 80% of their respective salaries are paid (up to $15,500 per month) with the remainder deferred until
such time as our cash position permits payment of salary in full without interfering with Zion's ability to pursue its plan of operations. Mr.
Rinberg is currently paid $15,500 per month with the remaining amounts due on account of his salary to be deferred as described.
Through May 31, 2009, Mr. Rinberg was paid $10,000 per month and the amounts deferred to such date in the amount of $65,000 were
paid in June 2009. From the effective date of the employment agreement, we have maintained (i) Manager’s Insurance under Israeli law
for the benefit of Mr. Rinberg pursuant to which we contribute amounts equal to (a) 13-1/3 percent (and Mr. Rinberg contributes an
additional 5%) of each monthly salary payment, and (b) contribute an amount equal to 7.5 % of Mr. Rinberg’s salary (with Mr. Rinberg
contributing an additional 2.5%) to an education fund, a form of deferred compensation program established under Israeli law. Mr.
Rinberg can terminate the employment agreement and the relationship thereunder at any time upon 60 business days' notice. If during the
term we were to terminate the agreement or if we were to elect to not renew the agreement at the end of a term, in either case for any
reason other than "Just Cause" (as defined the Rinberg Agreement), then we are to pay to Mr. Rinberg the salary then payable under the
agreement through the longer of (i) the scheduled expiration of the term as if the agreement had not been so terminated or not renewed or
(i) six months, as well as all bonuses and benefits earned and accrued through such date. Mr. Rinberg may also terminate the agreement
for "Good Reason" (as defined in the Rinberg Agreement), whereupon he will be entitled to the same benefits as if we had terminated the
agreement for any reason other than Just Cause. The Rinberg Agreement also provides that Mr. Rinberg be awarded options at a per share
exercise price of $0.01 to purchase 40,000 shares of the Company's common stock under the Plan, with 10,000 options vesting each 90
days, starting on January 29, 2008. On December 4, 2007, Mr. Rinberg was granted these options under the Plan on the terms set forth
above. Thereafter, in each of January 2009 and January 2010, Mr. Rinberg was granted options to purchase 40,000 shares. In each case,
the options vest at the rate of 10,000 shares at the termination of each calendar 90 day period, beginning March 31, 2009 and March 31,
2010, respectively, until such options are vested in full. The Rinberg Agreement provides for customary protections of Zion's
confidential information and intellectual property.
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Sandra Green. Sandra Green assumed the office of Chief Financial Officer and Senior Vice President as of February 1, 2009. In
connection with her appointment as Chief Financial Officer and Senior Vice President, on January 12, 2009, we and Ms. Green entered
into an employment agreement, which became effective as of February 1, 2009. The employment agreement had an initial term of one
year; thereafter, the employment agreement provides that it is to be renewed automatically for additional one year periods unless either
party shall advise the other 60 days before expiration of the initial or renewed term of its intention to not renew the agreement beyond its
then scheduled expiration date. Under the employment agreement, Ms. Green is currently paid an annual salary of $200,000, payable
monthly; notwithstanding which, consistent with the current arrangement with senior officers where only up to 80% of their respective
salaries are paid (up to $15,500 per month) with the remainder deferred until such time as our cash position permits payment of salary in
full without interfering with our ability to pursue our plan of operations. Through May 31, 2009, Ms. Green was paid $10,000 per month,
with the exception of January when she was paid $7,000, and the amounts deferred through May 2009 in the amount of $28,000 were paid
in June 2009. Salary payable thereafter continues to be deferred as provided above and an amount of $23,000 was paid in December
2009. Ms. Green can terminate the employment agreement and the relationship thereunder at any time upon 60 days' notice. If at any time
after August 1, 2009, the Company were to terminate the agreement or if the Company were to elect to not renew the agreement at the end
of the term, in either case for any reason other than "Just Cause" (as defined the employment agreement), then the Company is to pay to
Ms. Green the salary then payable under the agreement through the scheduled expiration of the initial or a renewal term as if the agreement
had not been so terminated or not renewed as well as all bonuses and benefits earned and accrued through such date. Ms. Green may also
terminate the employment agreement for "Good Reason™ (as defined in the employment agreement), whereupon she will be entitled to the
same benefits as if the Company had terminated the agreement for any reason other than Just Cause. Pursuant to the agreement, Ms. Green
was awarded in February 2009 options to purchase 50,000 shares of our common stock under the 2005 Stock Option plan, of which
options for 20,000 shares are to vested as of January 31, 2010 and options for 15,000 shares at the end of each 12 month period
thereafter. The options have a per share exercise price of $7.97. The employment agreement also includes certain customary
confidentiality and non-solicit provisions that prohibit the executive from soliciting our employees for two years following the
termination of her employment.

Glen H. Perry. Mr. Perry was employed pursuant to a five-year personal employment agreement effective January 1, 2004 with an
initial term which terminated on December 31, 2008, subject to automatic renewal unless notice of non-renewal is given per the terms of
the agreement, which notice was not given. Under the terms of the agreement, Mr. Perry’s salary was $250,000 per annum. In addition, the
agreement provided that Mr. Perry was to receive benefits in the form of reimbursement of insurance premiums of up to $2,000 per month,
certain membership dues and certain expenses incurred in connection with the performance of his duties. The agreement also provided as
follows: (i) term renewable annually following initial term to the age of 70, terminable on death, severe disability or for willful
misconduct as determined by final judicial decision; (ii) upon a termination without cause, Mr. Perry will receive an amount equal to his
annual salary for the remainder of the term plus six months; if such termination follows a change of control, Mr. Perry will receive an
amount equal to annual salary for the remainder of the term plus 42 months; (iii) upon resignation by Mr. Perry on 90 days notice
waivable by us, we are redeeming such period by payment of an amount equal to salary and benefits otherwise due during waived period,;
and (iv) grant of a 10% interest in the key employee long term incentive plan we intend to establish whereby a 1.5% overriding royalty or
equivalent interest from future production licenses and leases shall be assigned to a separate inventive fund for key employees. Consistent
with the current arrangement with the Company's senior officers where only up to 80% of their respective salaries are paid (up to
$15,500 per month) with the remainder deferred until such time as our cash position permits payment of salary in full without interfering
with our ability to pursue our plan of operations. Through May 31, 2009, Mr. Perry was paid $10,000 per month and the amounts
deferred through such date in the amount of $44,000 were paid in June 2009 Thereafter, Mr. Perry was paid $15,500 per month with the
remaining amounts due on account of his salary to be deferred as described.

By mutual agreement, effective December 7, 2009, Mr. Perry resigned from all positions held with us. In connection with his
resignation, on December 7, 2009, we and Mr. Perry entered into an agreement terminating Mr. Perry’s employment agreement pursuant to
which we remitted to Mr. Perry amounts payable to him in respect of deferred compensation, as well as other related matters, in the
amount of $180,000, net of deductions and withholdings under applicable law customarily made by us, which amount we paid between
January 1, 2010 and March 1, 2010.

William H. Avery On December 4, 2007, we entered into an Employment Agreement with William H. Avery, Zion’s Corporate
Executive Vice President (the "Avery Agreement™), effective as of December 1, 2007. The Avery Agreement replaced the prior retention
and compensation arrangements between Zion and Mr. Avery.

The Avery Agreement was in effect through December 31, 2009. Under the agreement, Mr. Avery was paid an annual salary of
$225,000, payable monthly, notwithstanding which, consistent with the current arrangement with our senior officers where only up to
80% of their respective salaries are paid (up to $15,500 per month) with the remainder deferred until such time as our cash position
permits payment of salary in full without interfering with our ability to pursue our plan of operations. Through May 31, 2009 Mr. Avery
was paid $10,000 per month, and the amounts deferred through then in the amount of $33,000were paid in full in June, 2009. Thereafter,
Mr. Avery was paid $15,000 per month with the remaining amounts due on account of his salary deferred as described above. The Avery
Agreement also provided that he be awarded fully vested options at a per share exercise price of $0.01 to purchase 40,000 shares of the
Company's common stock under the Plan. On December 4, 2007, Mr. Avery was granted options to purchase 40,000 shares under the Plan
on the terms set forth above. Mr. Avery exercised his option during January 2010.
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In connection with the scheduled expiration on December 31, 2009 of his employment agreement, Mr. Avery resigned, on October
13, 2009, from all positions held with us, including his directorship, in order to develop various personal businesses and the practice of
law. In connection with his resignation, we paid out the amounts to which Mr. Avery was entitled under his employment agreement
through December 31, 2009 and as stated above, Mr. Avery exercised his options to purchase up to 40,000 shares of common stock
during January 2010.

DIRECTOR COMPENSATION

The following table summarizes compensation paid to our non-management directors during the fiscal year ended December 31,

2009.
Fees Earned
or Paid Stock Option All Other
Name in Cash Awards Awards(1) Compensation Total
US$ (thousands)

John M. Brown 146 — — — 146
James A. Barron (3) 6 — — — 6
Yehezkel Druckman 21 @ — — — 21
Forrest A. Garb 18 (5) — — — 18
Paul Oroian 24 (5 — — — 24
Robert Render (7) 8 — — — 8
Kent S. Siegel 24 (g — — — 24
Julian Taylor (9) 11 — 98((10) — 11

®  Amounts shown do not reflect compensation actually received by the individual. The amounts in the Option Awards column reflect
the dollar amount recognized as compensation cost for financial statement reporting purposes for the fiscal years ended
December 31, 2009, in accordance with ASC 718 for all stock options granted in such fiscal years. The calculation in the table
above excludes all assumptions with respect to forfeitures. There can be no assurance that the amounts set forth in the Option
Awards column will ever be realized. A forfeiture rate of zero was used in the expense calculation in the financial statements.

) Of this amount, $90,000 was paid in 2009, $10,000 was paid in January 2010 and $46,000 was deferred through December 31,
2010 (See discussion below).

® Dr. Barron resigned from the Board of Directors on May 5, 2009.

@ Mr. Druckman held a director’s stock option under our 2005 Stock Option Plan to purchase 25,000 shares of Common Stock at
$5.00 per share, which options were originally scheduled to expire on December 31, 2008. The expiration date was extended to
December 31, 2009. These options were authorized and their terms, including exercise price, fixed on October 27, 2005 in
connection with services commencing November 2005 and, accordingly, the options were valued in December 2005,
notwithstanding that the award agreement was signed only in July 2006. An additional expense of $3,000 was recognized at the
time of the extension grant. The options became exercisable on July 1, 2007. The rights underlying the options vested on
November 1, 2005. Dr. Druckman exercised the options in a cashless exercise during September 2009 and was issued 12,425
shares of common stock.

® Mr. Garb held a director’s stock option under our 2005 Stock Option Plan to purchase 25,000 shares of Common Stock at $5.00,
which options were originally scheduled to expire on December 31, 2008. The expiration date was extended to December 31,
2009. These options were authorized and their terms, including exercise price, fixed on October 27, 2005 in connection with
services commencing November 2005 and, accordingly, the options were valued in December 2005, notwithstanding that the
award agreement was signed only in July 2006. An additional expense of $3,000 was recognized at the time of the extension
grant. The options became exercisable on July 1, 2007. The rights underlying the options vested on November 1, 2005. Mr.
Garb exercised the options in a cashless exercise during August 2009 and was issued 12,586 shares of common stock.
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(6) Mr. Oroian held a warrant, granted on October 27, 2005, exercisable commencing July 1, 2007 to purchase 25,000 shares of
Common Stock, which warrant was originally exercisable through December 31, 2008. The expiration date was, extended to
December 31, 2009, at $5.00 per share. The warrant vested on the grant date. The warrants were valued at the time of issuance
and an additional expense of $3,000 was recognized at the time of the termination extension. Mr. Oroian exercised the warrant
in a cashless exercise during August 2009 and was issued 12,887 shares of common stock.

0] Mr. Render did not stand for re-election at the 2009 annual meeting of stockholders.

® Mr. Siegel held a warrant, granted on October 27, 2005, exercisable commencing July 1, 2007 to purchase 25,000 shares of
Common Stock through December 31, 2008, subsequently extended to December 31, 2009, at $5.00 per share. The warrant
vested on the grant date. The warrants were valued at the time of issuance and an additional expense of $3,000 was recognized
at the time of the termination extension. The warrant expired without being exercised.

© Julian Taylor was elected to the Board of Directors on June 16, 2009.

(10)  Upon his election to the board, Mr. Taylor was awarded an option under our 2005 Stock Option Plan to purchase 25,000 shares of
Common Stock at $8.25, which option is scheduled to expire on June 16, 2012.

Except for Mr. Brown, each director who is not a member of management received a monthly fee of $1,500 In addition, each
committee chairman who is not a member of management, as well as the Lead Director, receives an additional $500 per month. To date
additional compensation in the form of warrants or options to purchase shares of Common Stock have been awarded to non-management
directors upon their appointment to the Board and at other appropriate times. Except as noted in the footnotes immediately above, all
warrants and options granted to directors have been exercised or expired prior to January 1, 2007.

On January 18, 2008, we and John Brown, the Chairman of the Company's Board of Directors, entered into a Chairman of the Board
Appointment Agreement (the "Chairman Appointment Agreement") pursuant to which Mr. Brown served as the Chairman of the Board of
Directors. The Chairman Appointment Agreement had an initial term that terminated on December 31, 2009. Under the agreement, Mr.
Brown was paid an annual fee of $144,000, payable monthly, provided that, he was paid $2,000 per month through December, 2009 with
the remaining amount of each month's balance deferred until such time as our cash position permitted payment of salary in full without
interfering with our ability to pursue our plan of operations. The amounts deferred through May, 2009 in the aggregate amount of $49,000
were paid in June 2009. Thereafter, Mr. Brown continued to be paid $2,000 per month with the remainder being deferred as described
above. In addition, Mr. Brown received $1,000 per month for rental expenses relating to an office he maintains and $1,000 per month for
chairing two committees.

On January 21, 2010, we and John Brown entered into an Employment Agreement (the “Employment Agreement”) pursuant to which
Mr. Brown serves as the Executive Chairman of our Board of Directors. The Employment Agreement was entered into following the
scheduled termination on December 31, 2009 of the Chairman Appointment Agreement under which Mr. Brown served as Chairman of
the Board since January 1, 2008. The Employment Agreement has an initial term that extends through December 31, 2012; thereafter, the
agreement provides that it is to be renewed automatically for successive two year terms unless either party shall advise the other 90 days
before expiration of the initial or renewed term of its intention to not renew the agreement beyond its then scheduled expiration date.
Under the agreement, Mr. Brown is being paid an annual salary of $165,000, payable monthly (notwithstanding which, consistent with
the current arrangement with our senior officers where only up to 80% of their respective salaries are paid (up to a maximum of $15,500
per month) with the remainder deferred until such time as our cash position permits payment of salary in full without interfering with our
ability to pursue our plan of operations. Accordingly, Mr. Brown has agreed to be paid up to $11,000 per month with the remaining
amounts due on account of his salary to be deferred as described. Mr. Brown was also paid a sign up bonus in the amount of $25,000. Mr.
Brown can terminate the employment agreement and the relationship thereunder at any time upon 60 business days' notice. If during the
initial term we were to terminate the agreement, for any reason other than "Just Cause™ (as defined the Agreement), then we are to pay to
Mr. Brown the salary then payable under the agreement through the longer of (i) the scheduled expiration of the initial term as if the
agreement had not been so terminated or not renewed or (ii) twelve months, as well as all bonuses and benefits earned and accrued
through such date. If we were not to renew the term of the agreement after the Initial term or were to terminate the agreement during any
renewal term, for any reason other than "Just Cause" (as defined the Agreement), then we are to pay to Mr. Brown an amount equal to the
base salary, if any, then payable to him for a period of twelve months as if the Agreement had not been so terminated or had been
renewed. Mr. Brown may also terminate the agreement for "Good Reason" (as defined in the Agreement), whereupon he will be entitled
to the same benefits as if the Company had terminated the agreement for any reason other than Just Cause. The Agreement provides for
customary protections of our confidential information and intellectual property. The Agreement also provides that in connection with his
services during the initial term of the Agreement and subject to the entry into an Option Award Agreement under our 2005 Stock Option
Plan, Mr. Brown be awarded options at a per share exercise price of $0.01 to purchase 20,000 shares of the Company's common stock
under the Plan, which options would vest at the rate of 5,000 shares at the termination of each calendar 90 day period, beginning March
31, 2010 until such options are vested in full. In the event of an extension of the term of the Agreement, the agreement provides that Mr.
Brown be granted additional options to purchase our common stock in amounts of not less than 20,000 shares per term on such terms to be
agreed by the parties. On January 21, 2010, Mr. Brown was granted options to purchase 20,000 shares under the Plan on the terms set
forth above.
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ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED

STOCKHOLDER MATTERS

BENEFICIAL OWNERSHIP OF CERTAIN SHAREHOLDERS, DIRECTORS AND EXECUTIVE OFFICERS

The following table sets forth information as of the close of business on March 15, 2010, concerning shares of our common stock
beneficially owned by: (i) each director; (ii) each named executive officer; (iii) all directors and executive officers as a group; and (iv)

each person known by us to own beneficially more than 5% of the outstanding shares of common stock.

In accordance with the rules of the SEC, the table gives effect to the shares of common stock that could be issued upon the exercise
of outstanding options and warrants within 60 days of March 15, 2010. Unless otherwise noted in the footnotes to the table and subject to
community property laws where applicable, the following individuals have sole voting and investment control with respect to the shares
beneficially owned by them. We have calculated the percentages of shares beneficially owned based on 18,748,923 shares of common

stock outstanding at March 15, 2010.

The address of John M. Brown, Paul Oroian, Kent S. Siegel, Forrest A. Garb, and Sandra Green is 6510 Abrams Rd., Suite 300,
Dallas, TX 75214. The address of Richard J. Rinberg, and Yehezkel Druckman is 15 Bareket St., Caesarea Industrial Park, 38900 Israel.

The address of Julian Taylor is 1 Dollis Mews, London, N31HH, UK

Amount and
Nature

of Beneficial
Name and Address of Beneficial Owner Ownership Percent of Class
John M. Brown 720,000y 3.8%
Richard J. Rinberg 431,833y 2.2%
Glen H. Perry ©® 491,0004) 4.5%
William Avery® 281,334(5) 2.6%
Sandra F. Green 28,326(7) *
Julian Taylor 199,834g) 1.1%
Kent S. Siegel 16,225(9) *
Paul Oroian 23,160 *
Yehezkel Druckman 12,425 *
Forrest A. Garb 12,586 *
All directors and executive officers as a group (10 members) © 2,016,723 10.8%

* Less than 1%.
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1)

(2)

()
(4)

(5)

(6)

(7)

(8)

(9)
(10)

Includes 100,000 shares owned by Mr. Brown’s wife and 200,000 shares issued to a trust company for the benefit of Mr.
Rinberg, as to which Mr. Brown disclaims beneficial ownership

Includes (a) 10,000 shares owned by Mr. Rinberg's wife; (b) 200,000 shares issued to a trust company for the benefit of Mr.
Rinberg, subject to a voting proxy in favor of Mr. Brown; and (c) employee stock options awarded under the Zion 2005 Stock
Option Plan to purchase 80,000 shares of common stock at $0.01 par share through December 3, 2017. Also includes 10,000
shares vesting on March 31, 2010 but does not include options for an additional 30,000 shares of common stock at $0.01 per
share exercisable through December 3, 2017 which are scheduled to vest during 2010.

Mr. Perry resigned from all position held with our company on December 7, 2009.

Includes (a) 30,000 shares and (b) warrants to purchase 30,000 shares at $7 per share through January 31, 2012, owned by a
person with whom Mr. Perry shares a residence, of which Mr. Perry disclaims beneficial ownership.

Mr. Avery resigned from all position held with our company on October 13, 2009.
Includes (a) 12,000 shares owned by Mr. Avery's mother over which Mr. Avery holds a power of attorney and of which Mr.
Avery disclaims beneficial ownership and (b) employee stock options awarded under Zion’s 2005 Stock Option Plan to

purchase 40,000 shares of common stock at $0.01 per share through December 3, 2017.

Includes employee stock options awarded under Zion’s 2005 Stock Option Plan to purchase 3,882 shares of common stock at
$0.01 per share through December 3, 2017 and 50,000 shares at $7.97 through December 31, 2014.

Includes (a) 20,000 shares owned by Mr. Taylor’s wife, (b) director stock options awarded under Zion’s 2005 Stock Option
Plan to purchase 25,000 shares of Common Stock at $8.25 per share through June 16, 2012, and (c) 5,000 warrants to purchase
common stock at$7.00 per share through January 31, 2012.

Includes 16,225 shares held by Mr. Siegel's wife, of which Mr. Siegel disclaims ownership.

Includes all shares noted in notes 1-9 above;

As of March 15, 2010, our founder and Chairman John M. Brown holds proxies to vote 200,000 shares of common stock held by a
trust company for the benefit of Mr. Rinberg. The proxy remains in effect through October 31, 2010.

Securities Authorized for Issuance Under Equity Compensation Plans

The following table sets forth certain information with respect to securities authorized for issuance under equity compensation plans
as of December 31, 2009.

Number of Number of securities
securities Weighted- remaining available for
to be issued upon average future
exercise of exercise price of  issuance under equity
outstanding outstanding compensation plans
options, options, (excluding securities
warrants and warrants and reflected
rights rights in column (a))
Plan Category (a) (b) (c)
Equity compensation plans approved by security
holders:
- Stock Options 387,549 $ 4.78 562,451
Equity compensation plans not approved by security
holders:
- - % - -
TOTAL 387,549 $ 4.78 562,451
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ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR INDEPENDENCE

CERTAIN RELATIONSHIPS AND RELATED PARTY TRANSACTIONS

There have been no material transactions between us and any of our directors, officers, including nominees for director, except as
described in the following paragraphs. Where noted, the transactions below were on terms at least as favorable as could be obtained
through arm's length negotiations with third parties. Our Audit Committee Charter provides that our Audit Committee shall review for
potential conflict of interest situations on an ongoing basis, shall approve all "related party transactions™ required to be disclosed under
SEC regulations or otherwise subject to approval by an independent body of our Board under the requirements of the NASDAQ.

In connection with our Follow On Public Offering which ended on January 9, 2009, our former President and Chief Operating
Officer, Glen Perry, as of December 31, 2009, had subscribed for 12,000 Units. In connection with the final closing held in January
2009, Mr. Perry and our former Chief Legal Officer and Senior Vice President, Martin Van Brauman, subscribed for, respectively,
10,000 and 2,000 Units. All such subscriptions were paid for through the conversion of amounts owed to them in respect of deferred
salaries and other payment in the amounts of, respectively, $220,000 and $20,000.

Effective November 1, 2005, Mr. Rinberg was elected our President. In connection with this appointment, the Board, on October 27,
2005, authorized our Chairman and the Chief Executive Officer to negotiate a two-year retention agreement commencing November 1,
2005 (the "Rinberg Agreement") subject to Audit Committee review and approval and ratification by the Board. The principal element of
compensation was the award of 200,000 shares of Common Stock (the "Rinberg Shares"), subject to certain pro-rated vesting
requirements over the two-year retention period and voting agreement requirements. The Audit Committee approved the Rinberg
Agreement on May 22, 2006 and the Board ratified such approval, following which and under the terms of the agreement, the Rinberg
Shares were issued to ESOP Trust Company for Mr. Rinberg's benefit. We valued the transaction at $500,000, or $2.50 per share, which
valuation has been supported by a report dated April 28, 2006, prepared by Hill, Schwartz, Spilker, Keller, LLC. The transaction was
accounted for each month as payment for compensation at $20,833 per month for the twenty-four months commencing November 2005
through October 2007. We also paid the fees for certain tax advisory and related services to Mr. Rinberg in connection with his retention
in the amount of $6,000.

We have extended no loans to and provided no loan guarantees in connection with extension of credit to our officers, directors,
employees or promoters.

A discussion of director independence is included in Item 10 above.

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES

Principal Accountant Fees and Services

Audit Fees. The aggregate fees billed or to be billed by Somekh Chaikin for each of the last two fiscal years for professional
services rendered for the audit of our annual financial statements, review of financial statements included in our quarterly reports on Form
10-Q or 10-K, as the case may be, and services that were provided in connection with statutory and regulatory filings or engagements
were $114,000 for the fiscal year ended December 31, 2009 and $76,000 for the fiscal year ended December 31, 2008.

45

50 of 104 3/28/2010 11:36 AM



Unassociated Document http://www.sec.gov/Archives/edgar/data/1131312/000114420410013895...

Audit-Related Fees. The aggregate fees billed by Somekh Chaikin for each of the last two fiscal years for assurance and related
services that were reasonably related to the performance of the audit or review of our financial statements were $78,000 for the fiscal
year ended December 31, 2009 and $73,000 for the fiscal year ended December 31, 2008. These fees were related to the review of S-3
filings.

Tax Fees. The aggregate fees billed by Somekh Chaikin in each of the last two fiscal years for professional services rendered for
tax compliance, tax advice and tax planning were $4,000 for the fiscal year ended December 31, 2009 and $24,000 for the fiscal year
ended December 31, 2008. The nature of the services performed for these fees was filing of tax returns for our Israeli branch, obtaining
certain tax rulings and tax planning related to the foundations to be established.

All Other Fees. The aggregate fees billed by Somekh Chaikin in each of the last two fiscal years for products and services other
than those reported in the three prior categories were $0 for the fiscal year ended December 31, 2009 and $8,000 for the fiscal year
ended December 31, 2008. The nature of the services performed for these fees was advisory services related to our SOX 404
documentation.

Policy on Pre-Approval of Services Provided by Somekh Chaikin

Our Audit Committee considers and pre-approves any audit and non-audit engagement or relationship between Zion and any
independent accountant. The Audit Committee has delegated to the Chairman of the Audit Committee the authority to pre-approve all audit
or non-audit services to be provided by an independent accountant if presented to the full Audit Committee at its next meeting. In
accordance with these procedures, the engagement of Somekh Chaikin to conduct the audit of our financial statements for the year ended
December 31, 2009, was pre-approved by the Chairman of our Audit Committee and approved by the Audit Committee.
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ITEM 15. EXHIBITS, FINANCIAL STATEMENTS SCHEDULES

EXHIBIT INDEX

Exhibit
Number Description
3.1 Certificate of Amendment to Amended and Restated Certificate of Incorporation of Zion Oil & Gas, Inc. Incorporation
(incorporated herein by reference to the Company’s Quarterly Report on Form 10-Q, for the quarter ended June 30, 2009,
filed with the SEC on August 14, 2009, Exhibits 3.1 and 3.1.2)
3.2 Amended and Restated Bylaws of Zion Oil & Gas, Inc. (incorporated by reference to Exhibit 3.2 to the Company’s Form
10-KSB for the year ended December 31, 2007 as filed with the SEC on March 28, 2008)
9.1 Rinberg-Brown Voting Agreement (incorporated by reference to Exhibit 9.4 to the Company’s Form 10-KSB for the year
ended December 31, 2005 as filed with the SEC on September 14, 2006)
10.1 Joseph License (incorporated by reference to Exhibit 10.1 to the Company’s Current Report on Form 8-K as filed with
the SEC on October 16, 2007)
10.2 Asher —Menashe License (incorporated by reference to Exhibit 10-2 to the Company’s Form 10-QSB for the quarter
ended June 30, 2007 as filed with the SEC on August 20, 2007)
10.3* Issachar Zebulun Permit
104 Executive Employment and Retention Agreements (Management Agreements)

(i) Chairman of the Board Appointment Agreement dated as of January 18, 2008, between Zion Oil & Gas, Inc. and John
M. Brown (incorporated by reference to Exhibit 10.1 to the Company’s Current Report on Form 8-K as filed with the
SEC on January 24, 2008)
(i) Employment Agreement dated as of January 1, 2004, between Zion Oil & Gas, Inc. and Glen H. Perry (incorporated
by reference to Exhibit 10.4(iv) to the Company’s Form 10-KSB for the year ended December 31, 2005 as filed with the
SEC on September 14, 2006)
(iii) Employment Agreement dated as of July 3, 2007, between Zion Oil & Gas, Inc. and Martin M. Van Brauman
(incorporated by reference to Exhibit 10.3 to the Company’s Form 10-QSB for the quarter ended June 30, 2007 as filed
with the SEC on August 20, 2007)
(iv) Employment Agreement dated as of November 1, 2007, between Zion Oil & Gas, Inc. and Richard J. Rinberg
(incorporated by reference to Exhibit 10.1 to the Company’s Current Report on Form 8-K as filed with the SEC on
December 10, 2007)
(v) Retention and Management Services Agreement dated as of November 1, 2005, between Zion Oil & Gas and Richard
Rinberg (incorporated by reference to Exhibit 10.4(vii) to the Company’s Form 10-KSB for the year ended December
31, 2005 as filed with the SEC on September 14, 2006)
(vi) Employment Agreement dated as of December 1, 2007, between Zion Oil & Gas, Inc. and William H. Avery
(incorporated by reference to Exhibit 10.2 to the Company’s Current Report on Form 8-K as filed with the SEC on
December 10, 2007)
(vii) Employment Agreement dated February 1, 2009 between Zion Oil & Gas, Inc. and Sandra F. Green (incorporated
by reference to Exhibit 10.1 to the Company’s Current Report on Form 8-K as filed with the SEC on February 5, 2009)
(viii) Employment Agreement dated as of January 1, 2010 between Zion Oil & Gas, Inc. and John Brown (incorporated
by reference to Exhibit 10.1 to the Company’s Current Report on Form 8-K as filed with the SEC on January 27, 2010)

10.5 International Daywork Drilling Contract — Land dated as of September 12, 2008 between Zion Oil & Gas, Inc. and
Aladdin Middle East Ltd. (incorporated by reference to Exhibit 10.1 to the Company’s Current Report on Form 8-K as
filed with the SEC on September 16, 2008)

10.6 Amendment No. 1, dated as of December 7, 2008, to International Daywork Drilling Contract— Land dated as of
September 12, 2008 between Zion Oil & Gas, Inc. and Aladdin Middle East Ltd. (incorporated by reference to Exhibit
10.1 to the Company’s Current Report on Form 8-K as filed with the SEC on December 16, 2008)

10.7 Settlement Agreement dated as of January 9, 2009, between Zion Qil & Gas, Inc. and Philip Mandelker

47

52 of 104 3/28/2010 11:36 AM



Unassociated Document http://www.sec.gov/Archives/edgar/data/1131312/000114420410013895...

10.8 Settlement Agreement dated as of December 7, 2009, between Zion Oil & Gas, Inc. and Glen H. Perry

10.9 2005 Stock Option Plan (incorporated by reference to Exhibit 10.5 to the Company’s Form 10-KSB for the year ended
December 31, 2005 as filed with the SEC on September 14, 2006)

14.1 Code of Ethics (incorporated by reference to Exhibit 14.1 to the Company’s Current Report on Form 8-K as filed with
the SEC on December 10, 2007)

23.2* Consent of Lane Gorman Trubitt, LLP

23.3* Consent of Somekh Chaikin, a member of KPMG International

31.1* Certification of Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

31.2* Certification of Principal Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

32.1* Certification of Chief Executive Officer and pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 (furnished only)

32.2* Certification of Chief Financial Officer and pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 (furnished only)

*filed herewith

48

53 of 104 3/28/2010 11:36 AM



Unassociated Document http://www.sec.gov/Archives/edgar/data/1131312/000114420410013895...

SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly caused this report
to be signed on its behalf by the undersigned, thereunto duly authorized.

ZION OIL & GAS, INC.
(Registrant)

By: /s/ Richard J. Rinberg By: /s/ Sandra F. Green
Richard J. Rinberg Sandra F. Green,
Chief Executive Officer Chief Financial Officer and Senior Vice-President
(Principal Executive Officer) (Principal Financial and Accounting Officer)
Date: March 16, 2010 Date: March 16, 2010

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following persons on behalf
of the registrant and in the capacities and on the dates indicated:

John M. Brown Chairman of the Board March 16, 2010
Richard J. Rinberg Chief Executive Officer and Director March 16, 2010
Paul Oroian Director March 16, 2010
Kent S. Siegel Director March 16, 2010
Yehezkel Druckman Director March 16, 2010
Forrest A. Garb Director March 16, 2010
Julian Taylor Director March 16, 2010
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholders
Zion Oil & Gas, Inc.

We have audited the accompanying balance sheets of Zion Oil & Gas, Inc. (a development stage company) as of December 31, 2009 and
2008, and the related statements of operations, changes in stockholders’ equity, and cash flows for the years ended December 31, 2009
and 2008 and for the period from April 6, 2000 (inception) to December 31, 2009. We have also audited Zion Oil & Gas Inc’s internal
control over financial reporting as of December 31, 2009, based on criteria established in Internal Control — Integrated Framework
issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSQ). Zion Oil & Gas, Inc.’s management is
responsible for these financial statements, for maintaining effective internal control over financial reporting and for its assessment of the
effectiveness of internal control over financial reporting, included in the accompanying Management’s Annual Report on Internal
Control Over Financial Reporting appearing under Item 15 of Part Il of this Form 10-K. Our responsibility is to express an opinion on
these financial statements and an opinion on the Company’s internal control over financial reporting based on our audits. The cumulative
statements of operations, stockholders’ equity, and cash flows for the period from April 6, 2000 (inception) to December 31, 2009
include amounts for the period from April 6, 2000 (inception) to December 31, 2009 and for each of the years in the four-year period
ending December 31, 2004 which were audited by other auditors whose report has been furnished to us, and our opinion, insofar as it
relates to the amounts included for the period from April 6, 2000 (inception) through December 31, 2004 is based solely on the report of
other auditors.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement and whether effective internal control over financial reporting was maintained in all material respects. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. Assessing the accounting
principles used and significant estimates made by management, and evaluating the overall financial statement presentation. Our audit of
internal control over financial reporting included obtaining an understanding of internal control over financial reporting, assessing the risk
that a material weakness exists, and testing and evaluating the design and operating effectiveness of internal control based on the assessed
risk. Our audits also included performing such other procedures as we considered necessary in the circumstances. We believe that our
audits provide a reasonable basis for our opinion.

A company's internal control over financial reporting is a process designed to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted accounting
principles. A company's internal control over financial reporting includes those policies and procedures that (1) pertain to the
maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the
company; (2) provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial statements in
accordance with generally accepted accounting principles, and that receipts and expenditures of the company are being made only in
accordance with authorizations of management and directors of the company; and (3) provide reasonable assurance regarding prevention
or timely detection of unauthorized acquisition, use, or disposition of the company's assets that could have a material effect on the
financial statements.

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.

In our opinion, based on our audits and the report of other auditors, the financial statements referred to above present fairly, in all
material respects, the financial position of Zion Oil & Gas, Inc. (a development stage company) as of December 31, 2009 and 2008, and
the results of its operations and its cash flows for the years ended December 31, 2009 and 2008 and for the period April 6, 2000
(inception) to December 31, 2009, in conformity with U.S generally accepted accounting principles. Also in our opinion, Zion Oil & Gas
Inc. maintained, in all material respects, effective internal control over financial reporting as of December 31, 2009, based on criteria
established in Internal Control - Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission.

The accompanying financial statements have been prepared assuming that the Company will continue as a going concern. As discussed in
Note 1 to the financial statements, the Company is in its development stage and has no operating revenue, limited capital resources and a
loss from operations, all of which raise substantial doubt about its ability to continue as going concern. Management’s plans in regard to
these matters are also described in Note 1. The financial statements do not include any adjustments that might result from the outcome of
this uncertainty.
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Isl

Somekh Chaikin

Certified Public Accountants (lsr.),
A Member of KPMG International
Tel Aviv, Israel

March 16, 2010
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Report of Independent Registered Public Accounting Firm

Board of Directors and Stockholders
Zion Oil & Gas, Inc.

We have audited the cumulative amounts from April 6, 2000 (inception) to December 31, 2004 included in the statements of operations,
changes in stockholders’ equity, and cash flows of Zion Oil & Gas, Inc. (a development stage company). These financial statements are
the responsibility of the Company’s management. Our responsibility is to express an opinion on these cumulative financial statements
based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the cumulative amounts since inception to December 31, 2004 referred to above present fairly, in all material respects, the
results of operations and cash flows of Zion Oil & Gas, Inc. since inception to December 31, 2004, in conformity with accounting
principles generally accepted in the United States of America.

As described in the first paragraph in Note 1C to the 2009 financial statements, the financial statements for all periods from April 6, 2000
(inception) until December 31, 2004 were previously restated.

The cumulative amounts referred to above have been prepared assuming that the Company will continue as a going concern. As discussed
in Note 1 to the financial statements, the Company is in its development stage and has insignificant operating revenue. In addition, the
Company has limited capital resources and has initiated a new phase of activity, all of which raise substantial doubt about its ability to
continue as a going concern. Management’s plans in regard to these matters are also discussed in Note 1. The financial statements do not
include any adjustments that might result from the outcome of this uncertainty.

/sl

Lane Gorman Trubitt, L.L.P.
Dallas, Texas

April 15, 2005, except for the first
paragraph in Note 1C as to

which the date is July 26, 2006
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Zion Oil & Gas, Inc.
(A Development Stage Company)

Current assets

Cash and cash equivalents
Prepaid expenses and other
Deferred offering costs
Refundable value-added tax

Total current assets

Unproved oil and gas properties, full cost method (See Note 4)

Property and equipment
Net of accumulated depreciation of $82,000 and $60,000

Other assets
Assets held for severance benefits

Total assets

Liabilities and Stockholders’ Equity
Current liabilities

Accounts payable

Asset retirement obligation

Accrued liabilities

Deferred officers’ compensation — short-term
Total current liabilities

Provision for severance

Deferred officers' compensation — long-term
Total liabilities

Commitments and contingencies (See Note 8)

Stockholders’ equity

Common stock, par value $.01; Authorized: 50,000,000 and 30,000,000 shares at December 31,
2009 and 2008 respectively: Issued and outstanding: 18,706,601 and 10,541,563 shares at

December 31, 2009 and 2008 respectively
Additional paid-in capital

Deficit accumulated in development stage
Total stockholders’ equity

Total liabilities and stockholders' equity

December 31 December 31
2009 2008
US$ thousands US$ thousands
20,734 1,726
647 523
- 14
961 26
22,342 2,289
23,759 5,246
78 83
46 58
46,225 7,676
159 117
50 -
1,915 223
477 1,487
2,601 1,827
185 174
- 120
2,786 2,121
187 105
72,081 29,855
(28,829) (24,405)
43,439 5,555
46,225 7,676

The accompanying notes are an integral part of the financial statements.
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Zion Oil & Gas, Inc.
(A Development Stage Company)

Statements of Operations

For the year ended December 31

Period from
April 6, 2000
(inception) to
December 31

2009 2008 2009

US$ thousands  US$ thousands ~ US$ thousands
Revenues - - -
General and administrative expenses
Legal and professional 861 1,015 5,955
Salaries 2,360 1,663 8,068
Other 1,344 1,397 4,998
Impairment of unproved oil and gas properties - - 9,494
Loss from operations (4,565) (4,075) (28,515)
Other expense, net
Termination expenses of offerings - (20) (527)
Other income, net 76 - 80
Interest income, net 65 77 133
Loss before income taxes (4,424) (4,018) (28,829)
Income taxes - - -
Net loss (4,424) (4,018) (28,829)
Net loss per share of common stock - basic and diluted (in US$) (0.40) (0.39) (4.41)
Weighted-average shares outstanding — basic and diluted (in thousands) 11,046 10,326 6,536

The accompanying notes are an integral part of the financial statements.
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Zion Oil & Gas, Inc.
(A Development Stage Company)

Balances April 6, 2000
Issued for cash ($0.001 per share)

Issuance of shares and warrants in a
private offering ($1 per share)

Costs associated with the issuance of
shares

Waived interest on conversion of debt

Value of warrants granted to employees
Net loss

Balances as of December 31, 2000

Issuance of shares and warrants in a
private offering in January 2001 ($1
per share)

Issuance of shares and warrants in a
private offering which closed in
September 2001 ($1 per share)

Payment of accounts payable through
issuance of shares and warrants

Payment of note payable through
issuance of shares and warrants

Issuance of shares and warrants in a
private offering which closed in
November 2001 ($1 per share)

Costs associated with the issuance of
shares

Waived interest on conversion of debt
Value of warrants granted to employees
Value of warrants granted to directors
and consultants

Net loss

Balances as of December 31, 2001

* Represents an amount less than US$ 1 thousand.

Deficit
Additional Accumulated
Preferred Stock Common Stock Paid-in  in development
Shares Amount capital stage Total
US$ thousands Thousands  US$ thousands  US$ thousands ~ US$ thousands  US$ thousands
2,400 -* 2 - 2
100 -* 100 - 100
- - (24) - (24)
- - _* - %
- - 2 - 2
- . - Q) )
2,500 -* 80 (5) 75
135 -* 135 - 135
125 -* 125 - 125
40 -* 40 - 40
25 -* 25 - 25
175 -* 175 - 175
- - (85) - (85)
- - 1 - 1
- - 37 - 37
- - 3 - 3
- - - (207) (207)
3,000 -* 536 (212) 324
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Zion Oil & Gas, Inc.
(A Development Stage Company)
Statement of Changes in Stockholders' Equity (cont’d)

Deficit
Additional Accumulated
Preferred Stock Common Stock Paid-in  in development
Shares Amount Shares Amount capital stage Total
Thousands ~ US$ thousands Thousands  US$ thousands  US$ thousands ~ US$ thousands ~ US$ thousands
Change in par value of common shares
from $ 0.0001 per share to $0.01 per
share - - - 30 (30) - -
Issuance of shares and warrants in a
private offering which closed in January
2002 ($1 per share) - - 20 -* 20 - 20
Issuance of shares and warrants in a
private offering which closed in
November 2002 ($10 per share) 25 -* 22 -* 254 - 254
Payment of accounts payable through
issuance of preferred shares and
warrants 13 -* - - 127 - 127
Payment of accounts payable through
issuance of common shares and
warrants - - 111 1 131 - 132
Payment of note payable through
issuance of shares and warrants 5 -* - - 50 - 50
Payment of accounts payable to
employee through issuance of shares
upon exercise of warrants - - 400 4 76 - 80
Costs associated with the issuance of
shares - - - - (160) - (160)
Waived interest on conversion of debt - - - - 3 - 3
Deferred financing costs on debt
conversions / modifications - - - - 21 - 21
Value of warrants granted to employees - - - - 1 - 1
Value of warrants granted to directors
and consultants - - - - 13 - 13
Net loss - - - - - (403) (403)
Balances as of December 31, 2002 43 -* 3,553 35 1,042 (615) 462

* Represents an amount less than US$ 1 thousand.
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Zion Oil & Gas, Inc.
(A Development Stage Company)
Statement of Changes in Stockholders' Equity (cont’d)

Deficit
Additional Accumulated
Preferred Stock Common Stock Paid-in  in development
Shares Amount Shares Amount capital stage Total
Thousands  US$ thousands Thousands  US$ thousands  US$ thousands ~ US$ thousands ~ US$ thousands
Issuance of shares in connection with
executive employment - - 50 1 49 - 50
Issuance of share on warrants exercise - - 165 2 31 - 33
Issuance of dividend shares to record
holders as of December 31, 2002 4 * - - - * - - -
Issuance of shares and warrants in a
private offering which closed in
February 2003 ($10 per share):
for cash consideration 10 * - - - 105 - 105
for reduction of accounts payable 5 * - - - 45 - 45
Issuance of shares and warrants as
compensation for extension of
$100,000 line of credit 1 * - - - 10 - 10
Payment of account payable through
issuance of shares and warrants * - * - - - 1 - 1
Conversion of preferred shares to
common shares in reincorporation
merger (63) *C-) 763 7 7 - -
Issuance of shares in a private offering
which closed in July 2003 ($3 per
share):
for cash consideration - - 33 * - 99 - 99
for reduction of accounts payable - - 3 * - 9 - 9
Issuance of shares upon exercise of
warrants:
for cash consideration - - 25 * - 25 - 25
for reduction of accounts payable - - 124 1 142 - 143
Issuance of shares upon exercise of
warrants for cash consideration - - 63 1 82 - 83
Payment of account payable through
issuance of shares - - 80 1 139 - 140
Costs associated with the issuance of
shares - - - - (58) - (58)
Value of warrants granted to employees - - - - 47 - 47
Deferred financing costs on debt
conversions / modifications - - - - (10) - (10)
Net loss - - - - - (873) (873)
Balances as of December 31, 2003 - - 4,859 48 1,751 (1,488) 311

* Represents an amount less than US$ 1 thousand.
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Statement of Changes in Stockholders' Equity (cont’d)

Zion Oil & Gas, Inc.
(A Development Stage Company)

Deficit
Additional  accumulated
Common Stock paid-in in development
Shares Amounts capital stage Total
Thousands US$ thousands US$ thousands US$ thousands US$ thousands
Issuance of shares on warrants exercise 123 1 183 - 184
Issuance of shares and warrants in a private offering 251 3 1,002 - 1,005
Payment of officer salaries through issuance of shares
and warrants 46 1 184 - 185
Payment of accounts payable to officers and
consultants upon exercise of warrants 80 1 99 - 100
Payment of director honorariums through issuance of
shares and warrants 11 *- 45 - 45
Payment of account payable through issuance of shares
and warrants 13 *- 50 - 50
Payment of bridge loan through issuance of shares and
warrants 125 1 499 - 500
Payment of bridge loan interest and commitment fee
through issuance of shares and warrants 8 * - 30 - 30
Payment of bridge loan finders fee through issuance of
shares and warrants 2 *- 7 - 7
Payment of service bonus through issuance of shares
and warrants 20 *- 20 - 20
Costs associated with the issuance of shares - - (59) - (59)
Value of warrants granted to employees - - 41 - 41
Deferred financing costs on debt conversions /
modifications - - 30 - 30
Net loss - - - (1,737) (1,737)
Balances as of December 31, 2004 5,538 55 3,882 (3,225) 712

* Represents an amount less than US$ 1 thousand.
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Statement of Changes in Stockholders' Equity (cont’d)

Zion Oil & Gas, Inc.
(A Development Stage Company)

Deficit
Additional accumulated
Common Stock paid-in in development
Shares Amounts capital stage Total
Thousands US$ thousands US$ thousands US$ thousands US$ thousands
Issuance of shares on warrants exercised:
For cash 493 5 872 - 877
For payment of deferred officer salaries 17 * - 21 - 21
For exchange of shares of common stock 120 1 1) - -
Issuance of shares and warrants in a private
offering that closed in March 2005:
For cash 519 5 2,070 - 2,075
For payment of deferred officer salaries 10 *- 40 - 40
For payment of accounts payable 6 * - 25 - 25
Issuance of shares and warrants in a private
offering that closed in June 2005:
For cash 259 3 1,292 - 1,295
For payment of directors honoraria 14 *- 70 - 70
For payment of accounts payable 3 * - 15 - 15
Issuance of shares in a private offering that closed
in October 2005:
For cash 584 6 2,914 - 2,920
For payment of deferred officer salaries 40 * - 200 - 200
For payment of accounts payable 22 *- 110 - 110
Issuance of shares in a private offering that closed
in December 2005 80 1 439 - 440
Shares to be issued for services provided by
director - - 42 - 42
Value of warrants and options granted to
employees - - 216 - 216
Value of warrants granted to directors and
consultants - - 16 - 16
Deferred financing costs on debt conversions
/modifications - - 44 - 44
Costs associated with the issuance of shares - - (275) - (275)
Net loss - - - (1,605) (1,605)
Balances as of December 31, 2005 7,705 76 11,992 (4,830) 7,238

* Represents an amount less than US$ 1 thousand.
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Statement of Changes in Stockholders® Equity (cont’d)

Zion Oil & Gas, Inc.
(A Development Stage Company)

Deficit
Additional accumulated
Common Stock Paid-in in development
Shares Amounts capital stage Total
Thousands US$ thousands US$ thousands US$ thousands US$ thousands
Issuance of shares on warrants exercised:
For cash 253 3 1,151 - 1,154
For debt 60 1 276 - 277
Issuance of shares and warrants in private
offering closings in first quarter 2006:
For cash 66 1 362 - 363
For payment of accounts payable 3 * - 14 - 14
Shares issued for services provided by officer 200 2 248 - 250
Issuance of shares and warrants in a private
offering that closed in September 2006 for cash 23 * - 126 - 126
Value of options granted to employees - - 162 - 162
Value of warrants granted to underwriter - - 20 - 20
Value of shares gifted to directors, employees and
service providers - - 147 - 147
Costs associated with the issuance of shares - - (681) - (681)
Funds received from public offering for
subscription shares:
For cash 410 4 2,867 - 2,871
For debt 27 *- 188 - 188
Net loss - - - (2,510) (2,510)
Balances as of December 31, 2006 8,747 87 16,872 (7,340) 9,619

* Represents an amount less than US$ 1 thousand.
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Zion Oil & Gas, Inc.
(A Development Stage Company)

Statement of Changes in Stockholders® Equity (cont’d)

Deficit

Additional accumulated

Common Stock paid-in in development
Shares Amounts capital stage Total

Thousands US$ thousands US$ thousands US$ thousands US$ thousands

Funds received from public offering for
subscription shares:

For cash 1,336 14 9,338 - 9,352

For debt 33 * - 235 - 235
Compensation in respect of shares previously
issued for services provided by officer - - 208 - 208
Value of options granted to employees - - 337 - 337
Value of warrants granted to underwriter - - 79 - 79
Value of shares granted to employees 5 *. 25 - 25
Value of shares gifted to employees - - 7 - 7
Costs associated with the issuance of shares - - (1,027) - (1,027)
Net loss - - - (13,047) (13,047)
Balances as of December 31, 2007 10,121 101 26,074 (20,387) 5,788

* Represents an amount less than US$ 1 thousand.
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Zion Oil & Gas, Inc.
(A Development Stage Company)

Statement of Changes in Stockholders® Equity (cont’d)

Deficit

Additional accumulated

Common Stock paid-in in development
Shares Amounts capital stage Total

Thousands US$ thousands US$ thousands US$ thousands US$ thousands

Funds received from Unit Offering for
subscription shares:

For cash 405 4 4,040 4,044
For debt 12 *- 120 120
Value of warrants and options granted to
employees - - 266 - 266
Value of options granted to directors and
consultants - - 44 - 44
Value of shares granted to employees 4 *- 25 - 25
Value of shares gifted to employees - - 101 - 101
Costs associated with the issuance of shares - - (815) (815)
Net loss - - - (4,018) (4,018)
Balances as of December 31, 2008 10,542 105 29,855 (24,405) 5,555

* Represents an amount less than US$ 1 thousand.
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Statement of Changes in Stockholders® Equity (cont’d)

Zion Oil & Gas, Inc.
(A Development Stage Company)

Deficit

Additional accumulated
Common Stock paid-in in development
Shares Amounts capital stage Total
Thousands US$ thousands US$ thousands US$ thousands US$ thousands
Funds received from Unit Offering for
subscription shares:
For cash 237 3 2,370 - 2,373
For debt 13 *- 126 - 126
Funds received from Rights Offering 4,200 42 20,958 - 21,000
Funds received from Second Rights Offering 3,600 36 17,964 - 18,000
Funds received from warrant exercises 59 1 414 - 415
Underwriter warrants exercised in cashless
exercise 13 - - - -
Director warrants and options exercised in
cashless exercises 37 - - - -
Value of options granted to employees - - 494 - 494
Value of options granted to directors and
consultants - - 328 - 328
Value of shares granted to consultants for services 5 *- 46 - 46
Value of shares gifted to employees - - 4 - 4
Costs associated with the issuance of shares - - (478) - (478)
Net loss - - - (4,424) (4,424)
Balances as of December 31, 2009 18,706 187 72,081 (28,829) 43,439

* Represents an amount less than US$ 1 thousand.

The accompanying notes are an integral part of the financial statements.
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Zion Oil & Gas, Inc.
(A Development Stage Company)

Cash flows from operating activities
Net loss

Period from

April 6, 2000

(inception) to

For the year ended December 31 December 31
2009 2008 2009

US$ thousands ~ US$ thousands  US$ thousands

Adjustments required to reconcile net loss to net cash used in operating

activities:

Depreciation

Officer, director and other fees, paid via common stock
Cost of warrants issued to employees, directors & others
Interest paid through issuance of common stock
Write-off of costs associated with public offering

Loss on disposal of equipment
Asset retirement obligation

Impairment of unproved oil and gas properties

Change in assets and liabilities, net:
Decrease in inventories
Prepaid expenses and other

Decrease (Increase) in deferred offering costs

Change in refundable value-added tax
Severance pay, net

Accounts payable

Accrued liabilities

Increase (decrease) in deferred officers' compensation (net)

Net cash used in operating activities

Cash flows from investing activities
Acquisition of property and equipment
Investment in oil and gas properties
Net cash used in investing activities

Cash flows from financing activities

Deferred financing costs on debt conversions and modification

Loan proceeds — related party

Loan principal repayments — related party
Loan proceeds — other

Proceeds from sale of stock

Costs associated with the issuance of shares

Net cash provided by financing activities

Net increase (decrease) in cash
Cash - beginning of period
Cash — end of period

(4,424) (4,018) (28,829)
22 29 88

50 126 2,315

822 310 2,106

- - 17

- - 507

; - 4

50 - 50

- - 9,494

- - 150

(124) (462) (647)
14 (14) -
(935) 39 (961)
23 (158) 139

47 (11) 807
1,691 51 1,015
(1,010) 710 717
(3,774) (3,398) (12,178)
(15) (39) (168)
(18,513) (2,656) (33,353)
(18,528) (2,695) (33,521)
- - 89

- - 259

- - (259)

- - 500
41,788 4,044 69,607
(478) (815) (3,763)
41,310 3,229 66,433
19,008 (2,864) 20,734
1,726 4,590 -
20,734 1,726 20,734
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Zion Oil & Gas, Inc.
(A Development Stage Company)
Statement of Cash Flows (cont'd)

Period from

April 6, 2000

(inception) to

For the year ended December 31 December 31
2009 2008 2009

US$ thousands ~ US$ thousands  US$ thousands

Supplemental information

Cash paid for interest 6 1 64
Cash paid for income taxes - - -

Non-cash investing and financing activities:

Payment of note payable through issuance of common stock - - 575
Payment of accounts payable through issuance of note payable - - 35
Financing costs paid through issuance of common stock - - 25
Increase in accounts payable for financing costs - - 382
Waived interest on debt conversions - - 4
Shares issued for debt conversion 120 120 940
Value of warrants granted to underwriters - - 99
Deferred financing costs - - 85
Transfer of inventory to oil and gas properties - - 150

The accompanying notes are an integral part of the financial statements.
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Zion Oil & Gas, Inc.
(A Development Stage Company)
Notes to Financial Statements as of December 31, 2009

Note 1 - Nature of Operations and Basis of Presentation
A Nature of Operations

Effective July 9, 2003, Zion Oil & Gas, Inc., a Florida corporation (“Zion Florida”) was merged into its wholly owned
Delaware subsidiary, Zion Oil & Gas, Inc. (the “Company”), the purpose of which was solely to reincorporate from Florida to
Delaware in anticipation of a public offering. Upon the reincorporation, all the outstanding shares of common stock in Zion
Florida were converted into common stock, par value $0.01 (the “Common Stock™) of the Company on a one-to-one basis and
all the outstanding shares of preferred stock in Zion Florida were converted into Common Stock of the Company at the ratio of
twelve shares of Common Stock for each share of preferred stock. All of the outstanding warrants and options of Zion Florida
were converted into equivalent warrants and options of the Company.

The Company currently holds two petroleum exploration licenses and one preliminary exclusive petroleum exploration permit
with priority rights under the Israeli Petroleum Law, 5712-1952 (the “Petroleum Law™). The Issachar-Zebulun Permit extends
Zion’s petroleum rights from the Mediterranean at Caesarea across the Carmel Mountains to Megiddo and through to the Jordan
River immediately south of the Sea of Galilee. The Issachar-Zebulun Permit increases Zion’s total petroleum exploration rights
area to approximately 327,100 acres. Below is a summary of the licenses and the newly granted permit.

Licenses

(1) The “Asher-Menashe License” covers an area of approximately 78,824 acres located on the Israeli coastal plain and the Mt.
Carmel range between Caesarea in the south and Haifa in the north. The Asher-Menashe License has a three-year term, which
commenced on June 10, 2007 and runs through June 9, 2010, and may be extended for additional periods up to a maximum of
seven years as provided by the Petroleum Law. The Asher-Menashe License was issued following the Company's successful
completion of the work program under the 121,000 acre Asher Permit, originally granted to the Company effective August 1,
2005, in the course of which the Company developed three leads. Under the revised terms of the Asher-Menashe License, the
Company must commence the drilling of a well to a depth of at least 4,000 meters (about 13,200 feet) by January 1,
2010. During October 2009, the Company commenced the drilling of the Elijah #3 well within the Asher-Menashe
License. During early February 2010, drilling on this well was temporarily suspended and the rig moved back to the Ma’anit-
Rehoboth #2 well for completion/testing operations.

(2) The “Joseph License” covers approximately 83,272 acres on the Israeli coastal plain south of the Asher-Menashe License
between Caesarea in the north and Netanya in the south. The Joseph License has a three-year term which commenced on
October 11, 2007 and runs through October 10, 2010 and may be extended for additional periods up to a maximum of seven
years as provided by the Petroleum Law. The area covered by the Company’s Joseph License covers approximately 85% of the
area subject to the 98,100 acre Ma’anit-Joseph License which had been held by the Company until it was formally surrendered
on June 22, 2007 in accordance with the provisions of the Petroleum Law following the abandonment of the Ma’anit #1 well,
drilled by the Company. The areas covered by the Joseph License include the Ma’anit structure, on which the company drilled
the Ma’anit #1 and Ma’anit-Rehoboth #2 wells and the Joseph lead developed by the Company under the Ma’anit-Joseph
License and its previously held Joseph Permit. Under the terms of the Joseph License, the Company was required to commence
the drilling of a well to a depth of at least 4,500 meters (14,764 feet) by July 1, 2009. Between May 2009 and October 2009, the
Company drilled the Ma’anit-Rehoboth #2 well to a depth of approximately 5,460 meters (17,913 feet), thereby satisfying the
drilling obligation.
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Zion Oil & Gas, Inc.
(A Development Stage Company)
Notes to Financial Statements as of December 31, 2009

Note 1 - Nature of Operations and Basis of Presentation (cont’d)
A Nature of Operations (cont’d)

In the event of a discovery on either of the licenses held, Zion will be entitled to convert the relevant portions of the license to a
30-year production lease, extendable to 50 years, subject to compliance with a field development work program and production.

Permit

In August 2009, Zion was awarded a preliminary exclusive petroleum exploration permit (the “Issachar-Zebulun Permit”) on
approximately 165,000 acres onshore Israel. The Issachar-Zebulun Permit is adjacent to and to the east of the Company's Asher-
Menashe License and is in the area that was formerly within Issachar’s and Zebulun’s ancient biblical tribal areas.

The Issachar-Zebulun Permit allows the Company to conduct, on an exclusive basis through February 23, 2011, preliminary
investigations to ascertain the prospects for discovering petroleum in the area covered by the permit. Unlike a license area,
where test drilling may take place, no test drilling is allowed on a permit area.

Drilling Activities

In 2005, in accordance with terms of the Ma’anit-Joseph License, the Company drilled the Ma’anit #1 well on the Ma’anit
prospect. Drilling breaks and shows of hydrocarbons were recorded from approximately 12,000 feet to the total depth of
approximately 15,500 feet. Due to mechanical problems that prevented the Company from isolating highly conductive water
bearing zones from the tighter hydrocarbon bearing formations, the shows were never successfully tested. Despite the
encouraging, but inconclusive results, the Company determined that the well was incapable of producing oil and/or gas in
commercial quantities. As a result, the well was abandoned in June 2007, following analysis of the results of the remedial
workover operations conducted between April and June 2007. (See Note 2C).

In May 2009, the Company commenced drilling the Ma’anit-Rehoboth #2 well to a depth of approximately 5,460 meters
(17,913 feet), utilizing a 2,000 horsepower drilling rig and rig crews. The Company completed drilling and logging the well in
September 2009. During the drilling of this well, the Company reported that it had positive indications that the well contained
hydrocarbon bearing zones and identified several such ‘zones of interest’. In December 2009, using a workover rig, swabbing
and preliminary completion testing took place. During the preliminary completion testing, small quantities of crude oil were
produced, but further testing procedures are required to determine whether the Company made a discovery of a hydrocarbon
reservoir and, if so, whether it is commercially viable.

On October 20, 2009, utilizing the 2,000 horsepower drilling rig used to drill Zion’s Ma’anit-Rehoboth #2 well, the Company
commenced drilling the Elijah #3 well, on the Asher-Menashe License. Under the terms of the Asher-Menashe license, the well
must be drilled to a minimum depth of approximately 4,000 meters (13,200 feet). The Elijah #3 well is being drilled toward the
Triassic geological formation, which is expected below approximately 3,048 meters (10,000 feet). Zion then plans to continue
drilling to the Permian geological formation, down to a total depth below 5,182 meters (17,000 feet). As of February 2, 2010,
the well had been drilled to a depth of 10,938 feet (3,334 meters). In early February 2010, we temporarily suspended drilling
operations in the well following our unsuccessful efforts to retrieve a stuck pipe. Following the decision to temporarily suspend
drilling operations at the Elijah #3 well, we transferred the rig to the Ma’anit-Rehoboth #2 well to conduct testing
procedures. We intend to resume drilling activity in the Elijah #3 well at the earliest appropriate time.
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Zion Oil & Gas, Inc.
(A Development Stage Company)
Notes to Financial Statements as of December 31, 2009

Note 1 - Nature of Operations and Basis of Presentation (cont’d)
A Nature of Operations (cont’d)

The drilling rig and crew, utilized in the Ma’anit-Rehoboth #2 well and the Elijah #3 well, were obtained from Aladdin Middle
East Ltd. (“Aladdin”), a Turkish based drilling rig operator. The drilling contract, entered into by the Company and Aladdin in
September 2008 provides for drilling on a daywork basis with payment to Aladdin at the rate of $28,500 per drilling day and
other scheduled rates for non-operating days. The contract originally provided for mobilization and de-mobilization fees of
$675,000 each. Under modified terms, the Company paid Aladdin $475,000 on account of mobilization fees, which is included
in the cost of the well. Subsequent amendments provided that the remaining $200,000 payment was to be offset against the
amount paid by the Company for the drilling and no additional cash outlay was due upon mobilization. The contract, as
amended, provided for a demobilization fee of $550,000, provided that, in the event that Aladdin enters into a drilling contract
with another operator in Israel, then the demobilization fee would be reduced if and to the extent that Aladdin receives funds
from such other operator. However, the contract was further amended pursuant to which the Company provided to Aladdin, at its
request, advances in an amount equal $550,000 as pre-payment for services under the contract, thereby releasing the Company
from any further payment in respect of demobilization fees. Aladdin continues to be bound to reimburse the Company with
respect to any demobilization fee it may receive from another operator.

Operations in Israel are conducted through a branch office. The Asher-Menashe License, the Joseph License and the Issachar-
Zebulun Permit are held directly in the name of the Company.

At present it is expected that, other than investment income, any and all future income will be derived from Israeli operations.
B. Management Presentation and Liquidity

Between September 2004 and through September 2006, the Company raised capital through debt and private offerings and the
exercise of outstanding warrants. During 2006, $1,934,000 was raised in private equity financings and warrant exercises, as
described below.

On January 25, 2006 the Company filed the 2006 Registration Statement for a public offering on a “best efforts” basis (the
“Public Offering”) of between 350,000 and 2,000,000 shares of common stock at $7.00 per share with a minimum offering
requirement of $2,450,000 (350,000 shares) and a maximum of $14,000,000 (2,000,000 shares). The 2006 Registration
Statement was declared effective by the SEC on September 26, 2006. On December 29, 2006, the Company completed the first
closing of its 2006 Public Offering in which it accepted subscriptions in the amount of $3,059,000 in consideration of the
issuance of 436,907 shares of common stock. Between January 1 and May 25, 2007, the Company completed additional
closings in which it accepted additional subscriptions for 1,369,428 shares of its common stock in the amount of $9,587,000
bringing the total amount raised in the 2006 Public Offering through its termination following the May 25, 2007 closing to
$12,645,000.
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Zion Oil & Gas, Inc.
(A Development Stage Company)
Notes to Financial Statements as of December 31, 2009

Note 1 - Nature of Operations and Basis of Presentation (cont’d)
B. Management Presentation and Liquidity (cont’d)

On February 1, 2008, the Company filed the 2008 Registration Statement with the SEC in connection with a public offering (the
“Follow On Public Offering”) of 2,500,000 Units consisting of one share of the Company’s common stock and one common
share purchase warrant (exercisable at $7 per share), with each Unit priced at $10. The Follow On Public Offering had a
minimum closing requirement of $3,250,000 (325,000 Units). The 2008 Registration Statement, as subsequently amended, was
declared effective on May 14, 2008, whereupon the Follow On Public Offering commenced and continued through the scheduled
expiration date of January 9, 2009. On October 24, 2008, the Company held an initial closing on the Follow On Public Offering
of 350,994 Units ($3,510,000). The Company held a subsequent closing on December 2, 2008 of 65,510 units ($654,000, of
which $120,000 was debt conversion). A final closing was held on January 16, 2009 for 249,839 Units ($2,499,000, of which
$120,000 was debt conversion and approximately $6,000 was in settlement of fees due to two service providers). The total
amounts raised in the Follow On Public Offering were $6,663,000, with $6,417,000 in cash and $240,000 in debt conversions
and approximately $6,000 in settlement of service provider fees. These amounts were before the deduction of $514,000 paid to
the underwriters for commissions and expenses and $520,000 in deferred offering costs.

On January 29, 2009, the Company filed a registration statement with the SEC with respect to a proposed rights offering to
holders of the Company’s common stock of up to 4.2 million shares of the Company’s common stock (the “Rights Offering™).
The registration statement, as subsequently amended on March 31, 2009, was declared effective on April 27, 2009 and the
Company distributed to each holder of record as of close of business on May 4, 2009, at no charge, .375 of a non-transferable
subscription right for each share held as of such date (three subscription rights for each eight shares). Each whole subscription
right entitled the stockholder to purchase one share of common stock at the purchase price of $5.00 per share, for an aggregate of
4.2 million shares. Shareholders who exercised their rights in full were also entitled to purchase additional shares pursuant to an
over-subscription right to the extent holders did not fully subscribe for their basic subscription rights. The Rights Offering
expired on June 24, 2009. The Rights Offering was fully subscribed resulting in the Company receiving gross proceeds of
$21,000,000, prior to the deduction of $146,000 in offering costs, and distributing all 4.2 million shares of its common stock
available under the Rights Offering. (See Note 5E).

On July 29, 2009, the Company filed a registration statement with the SEC with respect to a proposed rights offering to holders
of the Company’s common stock of up to 2.0 million shares of the Company’s common stock (the “Second Rights Offering”). On
September 15, 2009, the Company filed an amendment to its registration statement to increase the number of shares of common
stock offered in the Second Rights Offering to 3.6 million. The registration statement relating to the Second Rights Offering, as
subsequently amended on October 1, 2009, was declared effective on October 9, 2009 and the Company distributed to each
holder of record as of close of business on October 19, 2009, at no charge, .23 of a non-transferable subscription right for each
share held as of such date (23 subscription rights for every 100 shares). Each whole subscription right entitled the stockholder
to purchase one share of common stock at the purchase price of $5.00 per share, for an aggregate of 3.6 million
shares. Shareholders who exercised their rights in full were also entitled to purchase additional shares pursuant to an
over-subscription right to the extent holders did not fully subscribe for their basic subscription rights. The Rights Offering
expired on November 30, 2009. The Rights Offering was fully subscribed resulting in the Company receiving gross proceeds of
$18,000,000, prior to the deduction of $113,000 in offering costs, and distributing all 3.6 million shares of its common stock
available under the Second Rights Offering. (See Note 5F).

On January 28, 2010, the Company filed a registration statement on Form S-3 with the SEC with respect to a shelf offering. (See
Note 10).
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Zion Oil & Gas, Inc.
(A Development Stage Company)
Notes to Financial Statements as of December 31, 2009

Note 1 - Nature of Operations and Basis of Presentation (cont’d)
B. Management Presentation and Liquidity (cont’d)

In the opinion of management, all adjustments considered necessary for a fair presentation of financial position, results of
operations, and changes in financial position have been included. See Note 2C for a discussion of the Company recording an
impairment of unproved oil and gas properties following the cessation of operations on the Ma’anit #1 well and the formal
relinquishment of the Ma’anit-Joseph License in June 2007.

C. Basis of Presentation

The financial statements for all periods from inception (April 6, 2000) until December 31, 2005 were previously restated to
reflect additional expenses related to stock warrants issued to employees and non-employees during the above mentioned period
and compensation cost with respect to equity awards provided with new debt issuances and/or debt modification.

The financial statements have been prepared on a going concern basis, which contemplates realization of assets and liquidation
of liabilities in the ordinary course of business. Since the Company is in the development stage, it has limited capital resources,
no revenue, and a loss from operations. The appropriateness of using the going concern basis is dependent upon the Company’s
ability to obtain additional financing or equity capital to finance its current operations and, ultimately, to achieve profitable
operations. Management is of the opinion that the equity funds raised by the Company in its Follow On Public Offering, Rights
Offering and Second Rights Offering (see Note 1B and Notes 5D, 5E and 5F) will be sufficient to finance its plan of operations,
as described, beyond the end of 2010, including the drilling of the Ma’anit #3 well. To carry out further planned operations in
2011 and beyond, the Company must raise additional funds through either additional equity raises or private financing.

Note 2 - Summary of Significant Accounting Policies
A. Financial Statements in United States Dollars

The currency of the primary economic environment in which the operations of the Company are conducted is the United States
dollar (“dollar”). Therefore, the dollar has been determined to be the Company’s functional currency. Non-dollar transactions
and balances have been translated into dollars in accordance with the principles set forth in Accounting Standards Codification
(“ASC”) 830 “Foreign Currency Matters” (ASC No. 830).

Transactions in foreign currency (primarily in New Israeli Shekels — “NIS™) are recorded at the exchange rate as of the
transaction date except for activities relating to balance sheet items which are recorded at the appropriate exchange rate of the
corresponding balance sheet item. Monetary assets and liabilities denominated in foreign currency are translated on the basis of
the representative rate of exchange at the balance sheet date. Non-monetary assets and liabilities denominated in foreign
currency are stated at historical exchange rates. All exchange gains and losses from remeasurement of monetary balance sheet
items denominated in non-dollar currencies are reflected in the statement of operations as they arise.
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Note 2 - Summary of Significant Accounting Policies (cont’d)
B. Cash and Cash Equivalents

The Company maintains cash balances at two banks with one bank (FDIC insured) located in the United States and one bank
located in Israel. Additional amounts of the Company’s cash are maintained in a money market mutual fund. The fund’s portfolio
maturity does not exceed 90 days. For purposes of the statement of cash flows, the Company considers all highly liquid
investments with a maturity of three months or less to be cash equivalents.

C. Oil and Gas Properties and Impairment

The Company follows the full-cost method of accounting for oil and gas properties. Accordingly, all costs associated with
acquisition, exploration and development of oil and gas reserves, including directly related overhead costs, are capitalized.

All capitalized costs of oil and gas properties, including the estimated future costs to develop proved reserves, are amortized on
the unit-of-production method using estimates of proved reserves. Investments in unproved properties and major development
projects are not amortized until proved reserves associated with the projects can be determined or until impairment occurs. If the
results of an assessment indicate that the properties are impaired, the amount of the impairment is included in income from
continuing operations before income taxes and the adjusted carrying amount of the unproved properties is amortized on the
unit-of-production method.

The Company’s oil and gas property represents an investment in unproved properties and two major development projects on
that property. These costs are excluded from the amortized cost pool until proved reserves are found or until it is determined
that the costs are impaired. All costs excluded are reviewed at least quarterly to determine if impairment has occurred. The
amount of any impairment is charged to expense since a reserve base has not yet been established. A further impairment
requiring a charge to expense may be indicated through evaluation of drilling results, relinquishing drilling rights or other
information, but has not occurred since July 2007. The total net book value of the unproved oil and gas properties under the full
cost method is $23,759,000 at December 31, 2009. Management assessed the recoverability of this asset on a quarterly basis
during 2008 and 2009 and recorded no impairment charges on this asset in either year. However, it is possible that the
Company’s determination that the unproved oil and gas properties are not impaired could change in the near term, should either
oil prices decrease, drilling costs, completion costs, facility costs or other associated overhead costs increase significantly, or
negative testing results related to the commercial viability of the wells.

Abandonment of properties is accounted for as adjustments to capitalized costs. The net capitalized costs are subject to a
“ceiling test” which limits such costs to the aggregate of the estimated present value of future net revenues from proved reserves
discounted at ten percent based on current economic and operating conditions, plus the lower of cost or fair market value of
unproved properties. The recoverability of amounts capitalized for oil and gas properties is dependent upon the identification of
economically recoverable reserves, together with obtaining the necessary financing to exploit such reserves and the achievement
of profitable operations.
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Note 2 - Summary of Significant Accounting Policies (cont’d)
C. Oil and Gas Properties and Impairment (cont’d)

In June 2007, following the analysis of the results of the testing of the Company’s Ma’anit #1 well workover and an evaluation
of the mechanical condition of the well, the Company determined that the well was incapable of producing oil and/or gas in
commercial quantities. In order to optimize drilling operations on the Company’s planned Ma’anit-Rehoboth #2 well, the
Company ceased operations on the Ma’anit #1 well and, as required by the Petroleum Law, formally relinquished the Ma’anit-
Joseph License. As planned, the Company used the Ma’anit #1 wellbore, down to approximately 3,000 meters (9,842 feet), as
the upper part of the wellbore for the Ma’anit-Rehoboth #2 well. This well was directionally drilled from that point to penetrate
the middle and the lower Triassic. The Company drilled this well to a depth of 5,460 meters (17,913 feet) and, after initial
testing of the lower open hole section of the well using a workover rig, in December 2009, is preparing for further testing of the
well in 2010.

Immediately after the relinquishment of the Ma’anit-Joseph License, the Company filed an application with the Petroleum
Commissioner for a petroleum exploration license, the Joseph License, covering approximately 83,272 acres of the original
Ma’anit-Joseph License including the Ma’anit structure on which the Ma’anit #1 well was drilled, which license was
subsequently granted on October 11, 2007. As a result of the abandonment of the Ma’anit #1 well and formal relinquishment of
the Ma’anit-Joseph License, the Company recorded in June 2007 an impairment of $9,494,000 to its unproved oil and gas
properties.

The Company’s ability to maintain present operations is dependent on two petroleum exploration licenses and one petroleum
exploration permit: (a) The Joseph License, in respect of which a well has been drilled and testing is under way (See Note 1A);
(b) the Asher-Menashe License, in respect of which drilling is underway on the Elijah #3 well; and (c) the Issachar-Zebulun
Permit, in respect of which a work program was submitted along with the application and said work program is underway.

The Company has no economically recoverable reserves and no amortization base. Excluding the $9,494,000 impairment
recorded after the formal surrender of the Ma’anit-Joseph License, the Company’s unproved oil and gas properties consist of
capitalized exploration costs of $18,463,000, $2,656,000, and $23,709,000 for the years ended December 31, 2009, 2008 and
frominception (April 6, 2000) to December 31, 2009, respectively. (See Note 4).

D. Property and Equipment

Property and equipment other than oil and gas property and equipment is recorded at cost and depreciated over its estimated
useful lives of three to fourteen years. Depreciation charged to expense amounted to $22,000, $29,000, and $88,000 for the
years ended December 31, 2009, 2008 and for the period from April 6, 2000 (inception) to December 31, 2009, respectively.

E. Assets Held for Severance Benefits

Assets held for employee severance benefits represent contributions to severance pay funds and cash surrender value of life
insurance policies that are recorded at their current redemption value.
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Note 2 - Summary of Significant Accounting Policies (cont’d)
F. Costs Associated with Public and Private Equity Offerings

Costs associated with each specific private or public equity offering are accumulated until either the closing of the offering or its
abandonment. If the offering is abandoned, the costs are expensed in the period the offering is abandoned. If the offering is
completed and funds are raised, the accumulated costs are recorded as a reduction to the paid-in capital attributable to the equity
offering. Financing costs not attributable to any specific offering are charged to expense as incurred. Costs associated with
public and private equity offerings charged to additional paid in capital amounted to $478,000, $815,000, and $3,763,000 for
the years ended December 31, 2009, 2008 and for the period April 6, 2000 (inception) to December 31, 2009, respectively.

G. Use of Estimates

The preparation of the accompanying financial statements in conformity with accounting principles generally accepted in the
United States of America requires management to make estimates and assumptions about future events. These estimates and the
underlying assumptions affect the amounts of assets and liabilities reported, disclosures about contingent assets and liabilities,
and reported amounts of revenues and expenses. Such estimates include the valuation of unproved oil and gas properties,
deferred tax assets and legal contingencies. These estimates and assumptions are based on management’s best estimates and
judgment. Management evaluates its estimates and assumptions on an ongoing basis using historical experience and other
factors, including the current economic environment, which management believes to be reasonable under the circumstances. We
adjust such estimates and assumptions when facts and circumstances dictate. Illiquid credit markets, volatile equity, foreign
currency, and energy markets have combined to increase the uncertainty inherent in such estimates and assumptions. As future
events and their effects cannot be determined with precision, actual results could differ significantly from these
estimates. Changes in those estimates resulting from continuing changes in the economic environment will be reflected in the
financial statements in future periods.

H. Income Taxes

Income taxes are accounted for under the asset and liability method. Deferred tax assets and liabilities are recognized for the
future tax consequences attributable to differences between the financial statement carrying amounts of existing assets and
liabilities and their respective tax bases and operating loss and tax credit carryforwards. Deferred tax assets and liabilities are
measured using enacted tax rates expected to apply to taxable income in the years in which those temporary differences are
expected to be recovered or settled. The effect on deferred tax assets and liabilities of a change in tax rates is recognized in
income in the period that includes the enactment date. Based on ASC 740-10-25-6, “Income Taxes”, the Company recognizes
the effect of income tax positions only if those positions are more likely than not of being sustained. Recognized income tax
positions are measured at the largest amount that is greater than 50% likely of being realized. Changes in recognition or
measurement are reflected in the period in which the change in judgment occurs. Prior to the adoption of ASC 740-10-25-6 (and
previously FIN 48), the Company recognized the effect of income tax positions only if such positions were probable of being
sustained. The Company accounts for interest and penalties related to unrecognized tax benefits, if and when required, as part of
income tax expense in the statement of operations.
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Note 2 - Summary of Significant Accounting Policies (cont’d)
I Environmental Costs and Loss Contingencies

Liabilities for loss contingencies,including environmental remediation costs not within the scope of FASB ASC Subtopic
410-20, Asset Retirement Obligations and Environmental Obligations — Asset Retirement Obligations, arising from claims,
assessments, litigation, fines, and penalties and other sources, are recorded when probable that a liability has been incurred and
the amount of the assessment and/or remediation can be reasonably estimated. Legal costs incurred in connection with loss
contingencies are expensed as incurred. Recoveries of environmental remediation costs from third parties that are probable of
realization are separately recorded as assets, and are not offset against the related environmental liability.

Accruals for estimated losses from environmental remediation obligations generally are recognized no later than completion of
the remedial feasibility study. Such accruals are adjusted as further information develops or circumstances change. Costs of
expected future expenditures for environmental remediation obligations are not discounted to their present value.

J. Asset Retirement Obligation

Obligations for dismantlement, restoration and removal of facilities and tangible equipment at the end of an oil and gas
property’s useful life are recorded based on the estimate of the fair value of the liabilities in the period in which the obligation is
incurred. This requires the use of management’s estimates with respect to future abandonment costs, inflation, market risk
premiums, useful life and cost of capital. The estimate of asset retirement obligations does not give consideration to the value
the related assets could have to other parties, although it does take into acount estimated residual salvage values. The obligation
is recorded if sufficient information about the timing and (or) method of settlement is available to reasonably estimate fair
value. Company management believes that the costs to remediate the drill sites are approximately $50,000.

K. Net Loss per Share Data

Basic and diluted net loss per common share is presented in conformity with ASC 260-10 “Earnings Per Share”. Diluted net loss
per share is the same as basic net loss per share as the inclusion of 994,703 and 763,574, common stock equivalents in 2009 and
2008, respectively, would be anti-dilutive.

Due to the new common stock shares that were issued in connection with the Rights Offering during June 2009, the weighted
average shares outstanding was adjusted again by a factor of 1.089 which, in turn, adjusted the earnings per share calculations
for the bonus element associated with the Rights Offering shares, as prescribed by ASC 260-10, “Earnings Per Share”.

Due to the new common stock shares that were issued in connection with the Second Rights Offering during December 2009, the
weighted average shares outstanding was adjusted again by a factor of 1.037 which, in turn, adjusted the earnings per share
calculations for the bonus element associated with the Second Rights Offering shares, as prescribed by ASC 260-10, “Earnings
Per Share”.
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Note 2 - Summary of Significant Accounting Policies (cont’d)

L. Stock Based Compensation

Effective January 1, 2006, the Company adopted ASC 718-20-55, “Compensation — Stock Compensation” (“ASC 718-20-55")
using the modified prospective method, which requires measurement of compensation cost for all stock-based awards based
upon the fair value on date of grant and recognition of compensation over the service period for awards expected to vest. Under
this method, the Company has recognized compensation cost for awards granted beginning January 1, 2006, based on the Black-
Scholes option-pricing method.

The value of stock options, as noted, is recognized as compensation expense on a straight-line basis, over the requisite service
period of the entire award, net of estimated forfeitures.

M. Recently Adopted Accounting Pronouncements

1. ASC 105-10-65-1 — Transition to the FASB Accounting Standards Codification and the Hierarchy of Generally
Accepted Accounting Principles (ASC 105-10-65-1)

ASC 105-10-65-1 establishes the FASB Accounting Standards Codification (“Codification”) as the source of
authoritative U.S. generally accepted accounting principles (“GAAP”) recognized by the Financial Accounting
Standards Board (“FASB”) to be applied by nongovernmental entities. Rules and interpretive releases of the Securities
and Exchange Commission (“SEC”) under authority of federal securities laws are also sources of authoritative GAAP
for SEC registrants. This Codification superseded all then-existing non-SEC accounting and reporting standards. All
other non-grandfathered non-SEC accounting literature not included in the Codification will become non-authoritative.
The Codification is effective for financial statements issued for interim and annual periods ending after September 15,
20009.

The Company adopted ASC 105-10-65-1 during September 2009 but it did not have a material impact on its balance
sheet or statement of operations.

2. ASC 815-10-65-1 — Disclosures about Derivative Instruments and Hedging Activities

ASC 815-10-65-1, Disclosures about Derivative Instruments and Hedging Activities, was intended to improve
financial reporting about derivative instruments and hedging activities by requiring enhanced disclosures to enable
investors to better understand the effects of the derivative instruments on an entity’s financial position, financial
performance, and cash flows. It was effective for financial statements issued for fiscal years and interim periods
beginning on or after November 15, 2008.

The Company adopted ASC 815-10-65-1 during January 2009 but it did not have a material impact on its balance sheet
or statement of operations.
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Note 2 - Summary of Significant Accounting Policies (cont’d)
M. Recently Adopted Accounting Pronouncements (cont’d)
3. ASC 855-10 — Subsequent Events

ASC 855-10, Subsequent Events, is intended to establish general standards of accounting for and disclosure of events
that occur after the balance sheet date but before financial statements are issued or are available to be issued. It sets
forth (1) the period after the balance sheet date during which management of a reporting entity should evaluate events
or transactions that may occur for potential recognition or disclosure in the financial statements, (2) the circumstances
under which an entity should recognize events or transactions occurring after the balance sheet date in its financial
statements and (3) the disclosure that an entity should make about events or transactions that occurred after the balance
sheet date. ASC 855 is effective for interim or annual financial periods ending after June 15, 2009.

The Company adopted ASC 855-10 in the quarter ended June 30, 2009 but it did not have a material impact on its
balance sheet or statement of operations.

4. ASC 815-40-15 — Determining Whether an Instrument (or Embedded Feature) is Indexed to an Entity’s Own
Stock

ASC 815-40-15, Determining Whether an Instrument (or Embedded Feature) is Indexed to an Entity’s Own Stock,
provided a new two-step model to be applied in determining whether a financial instrument or an embedded feature is
indexed to an issuer’s own stock and thus be able to qualify for the scope exception provided for in ASC 815-10-15
when determining if it would be considered a derivative financial instrument. ASC 815-40-15 was effective for
financial statements issued for fiscal years beginning after December 15, 2008, and interim periods within those fiscal
years.

The Company adopted ASC 815-40-15 during January 2009 but it did not have a material impact on its balance sheet or
statement of operations.

5. SEC Final Rule - Modernization of Oil and Gas Reporting / Accounting Standards Update (ASU) 2010-03 - Oil
and Gas Reserve Estimation and Disclosures

In December 2008, the SEC published authoritative guidance as the Final Rule “Modernization of Oil and Gas
Reporting” and in January 2010, ASU 2010-03 was issued in order to align the oil and gas reserve estimation and
disclosure requirements of Extractive Activities — Oil and Gas (Topic 932) with the requirements in the SEC’s final
rule. The new guidance permits the use of new technologies to determine proved reserves if those technologies have
been demonstrated to lead to reliable conclusions about reserves volumes. The new requirements also will allow
companies to disclose their probable and possible reserves to investors. In addition, the new disclosure requirements
require companies to, among other things: (a) report the independence and qualifications of its reserves preparer or
auditor; (b) file reports when a third party is relied upon to prepare reserves estimates or conducts a reserves audit;
and (c) report oil and gas reserves using an average price based upon the prior 12-month period rather than period-end
prices. The use of the new proved reserve definitions and average prices in developing the Company’s reserve
estimates will affect future impairment and depletion calculations.
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Note 2 - Summary of Significant Accounting Policies (cont’d)
M. Recently Adopted Accounting Pronouncements (cont’d)

5. SEC Final Rule - Modernization of Oil and Gas Reporting / Accounting Standards Update (ASU) 2010-03 - Oil
and Gas Reserve Estimation and Disclosures

The new disclosure requirements are effective for annual reports on Form 10-K for fiscal years ending on or after
December 31, 2009. A company may not apply the new rules to disclosures in quarterly reports prior to the first annual
report in which the revised disclosures are required. Since the Company does not yet have any proved reserves, the
adoption of this Final Rule has had no material effect on the Company’s disclosures, financial position or results of
operations.

Note 3 — Provision for Severance Pay

Israeli law generally requires payment of severance pay upon dismissal of an employee or upon termination of employment in
certain other circumstances. The following principal plans relate to the employees in Israel:

A The liability in respect of certain of the Company’s employees is discharged in part by participating in a defined
contribution pension plan and making regular deposits with recognized pension funds.

The deposits are based on certain components of the salaries of the said employees. The custody and management of
the amounts so deposited are independent of the Company’s control and accordingly such amounts funded (included in
expenses on an accrual basis) and related liabilities are not reflected in the balance sheet.

B. The Company’s liability for severance pay for its Israeli employees is calculated pursuant to Israeli severance pay law
based on the most recent salary of the employee multiplied by the number of years of employment, as of the balance
sheet date. Employees are entitled to one month’s salary for each year of employment, or a portion thereof. Certain
senior executives are entitled to receive additional severance pay. The Company’s liability for all of its Israeli
employees is partly provided by monthly deposits for insurance policies and by an accrual in the financial
statements. The value of these policies is recorded as an asset in the Company’s balance sheet.

The deposited funds include profits/loss accumulated up to the balance sheet date. The deposited funds may be
withdrawn only upon the fulfillment of the obligation pursuant to Israeli Severance Pay Law or labor agreements. The
value of the deposited funds is based on the cash surrender value of these policies.

C. Withdrawals from the funds may be made only upon termination of employment.
D. As of December 31, 2009, the Company has a provision for severance pay of $185,000. The balance at December 31,
2008 was $174,000, of which all was long-term. As of December 31, 2009 and 2008, the Company has $46,000 and

$58,000 respectively, deposited in funds managed by major Israeli financial institutions which are earmarked to cover
severance pay liability. Such deposits are not considered to be “plan assets” and are therefore included in other assets.
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Note 4 - Unproved Oil and Gas Properties, Full Cost Method
Unproved oil and gas properties, under the full cost method, are comprised as follows:

December 31, 2009 December 31, 2008

US$ thousands US$ thousands

Excluded from amortization base:
Drilling operations, completion costs and other related costs (1) 20,823 3,641
Capitalized salary costs 1,003 582
Legal costs and license fees 922 684
Other costs 1,011 339
23,759 5,246

(1) includes asset retirement costs of $50,000, 0 and $50,000 for the years ended December 31, 2009, 2008 and from April 6, 2000
through December 31, 2009, respectively.

Impairment of unproved oil and gas properties comprised as follows:

Period from April

6, 2000

Year ended Year ended (inception) to
December31  December 31 December 31,
2009 2008 2009

US$ thousands US$ thousands US$ thousands

Drilling operations, completion costs and other related

costs - - 7,959
Capitalized salary costs - - 683
Legal costs and license fees - - 509
Other costs - - 343

- - 9,494

Note 5 - Stockholders’ Equity
A. Authorized Common Shares

In June 2009, the shareholders of the Company voted to increase the authorized common shares from 30 million to 50 million. In
June 2008, the shareholders of the Company had voted to increase the authorized common shares from 20 million to 30 million.

B. Private Placement Offerings

During 2000, John Brown purchased 2,400,000 shares at the then current par value ($0.001 per share) on his behalf and on
behalf of 25 other founding shareholders. Between January 1, 2001 and December 31, 2004, the Company raised $3,125,000 in
private placements from the sale (adjusted for the reincorporation merger on July 9, 2003) of 1,830,298 shares of common stock
and: (i) warrants with an original expiration date of December 31, 2004 to purchase 275,833 shares of common stock at $1.00
per share; (ii) warrants with an original expiration date of December 31, 2004 to purchase 411,770 shares of common stock at
$1.50 per share; and (iii) warrants with an original expiration date of December 31, 2006 to purchase 181,500 shares of
common stock at $5.00 per share. The December 31, 2004 warrant expiration date was extended to January 31, 2005 by which
date the warrants were exercised. Between January 1, 2005 and
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Note 5 - Stockholders’ Equity (cont’d)
B. Private Placement Offerings (cont’d)

March 31, 2005, the Company raised $2,140,000 through the sale of 535,000 shares of common stock and warrants to purchase
214,000 shares of the Company’s common stock in a private placement offering. Thewarrants designated as “E warrants” were
exercisable at $5.00 per share through December 31, 2006. Between April 22 and June 10, 2005, the Company raised
$1,380,000 through the sale of 276,000 shares of common stock and 55,200 E Warrants. Between June 20, 2005 and October 24,
2005, the Company raised $3,230,000 through the sale of 646,000 shares of common stock.

During December 2005, the Company raised $440,000 from the sale of 80,000 shares of common stock and warrants to purchase
12,500 shares of common stock at $5.50 per share at any time from July 1, 2007 through December 31, 2008, such warrants
being designated as “G” warrants.

During 2006, the Company (i) raised $489,000 from the sale of 89,000 shares of common stock and 7,125 G warrants;
(ii) issued 62,493 shares of common stock for $291,000 in consideration of services; (iii) issued 175,357 shares of common
stock for $877,000 upon the exercise of E warrants; (iv) issued 35,000 shares of common stock for $105,000 upon the exercise
of $3.00 warrants; and (v) issued 42,957 shares of common stock for $172,000 upon the exercise of “D” warrants. (See Note
5G).

C. Initial Public Offering

On December 29, 2006, the Company completed its first closing of the 2006 Public Offering in which it accepted subscriptions
in the amount of $3,059,000 in consideration of the planned issuance of 436,907 shares of common stock. Between January 1,
2007 and May 25, 2007, the Company completed additional closings in which it accepted additional subscriptions for 1,369,428
shares of its common stock in the amount of $9,587,000, bringing the total amount raised in the 2006 Public Offering through
May 25, 2007 to $12,645,000. The offering terminated on May 25, 2007. (See Note 8G).

D. Follow On Public Offering

On February 1, 2008, the Company filed the 2008 Registration Statement with the SEC for an offering of a minimum of 325,000
Units, on a "best efforts, all or none" basis, and a maximum of 2,500,000 Units, at $10.00 per Unit for aggregate gross proceeds
to the Company of $3,250,000 and $25,000,000. Each Unit offered in the Follow On Public Offering consisted of (i) one share
of common stock and (ii) one warrant (the "Unit Warrant") to purchase one share of common stock at a per share exercise price
equal to $7.00. (See Note 5G). The Follow On Public Offering was made through Brockington Securities, Inc. and other
licensed broker/dealers. The 2008 Registration Statement was declared effective by the SEC on May 14, 2008, whereupon our
offering commenced and continued through the scheduled expiration date of January 9, 2009.

Between October 24, 2008 and December 31, 2008, the Company raised gross proceeds in the Follow On Public Offering of
$4,165,000, including $120,000 debt conversion. After deducting for commissions (5%) and expenses (3%) to the underwriter
in the amount of $324,000 and the deduction of $491,000 in deferred offering costs (related to legal, accounting, transfer agent
and escrow fees and printing and marketing costs), the Company received net proceeds of $3,230,000 in the Follow On Public
Offering through December 31, 2008.
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Note 5 - Stockholders’ Equity (cont’d)
D. Follow On Public Offering (cont’d)

In January 2009, the Company raised an additional $2,498,000, including $120,000 debt conversion and approximately $6,000
in settlement of fees due to two service providers. Total gross proceeds raised in the Follow On Public Offering were
$6,663,000, including $240,000 of debt conversions made by two senior officers/directors of deferred amounts due to them and
approximately $6,000 payments in respect of the total amounts raised, 666,343 units of our securities (641,768 for cash and
24,575 for debt conversions and payments of fees to service providers).

E. Rights Offering

On January 29, 2009, the Company filed a registration statement with the SEC with respect to a proposed rights offering to
holders of the Company’s common stock of up to 4.2 million shares of the Company’s common stock. The registration statement,
as subsequently amended on March 31, 2009, was declared effective on April 27, 2009, and the Company distributed to each
holder of record as of close of business on May 4, 2009, at no charge, .375 of a subscription right for each share held as of such
date (three subscription rights for each eight shares). Each whole subscription right entitled the stockholder to purchase one
share of common stock at the purchase price of $5.00 per share, for up to an aggregate of 4.2 million shares. Shareholders who
exercised their rights in full were also entitled to purchase additional shares pursuant to an over-subscription right to the extent
holders did not fully subscribe for their basic subscription rights. The rights offering, originally scheduled to expire on June 10,
was extended to June 24, 2009.

The rights offering was fully subscribed resulting in the Company distributing all 4.2 million shares of its common stock
available. Net proceeds of $20,854,000 from the Rights Offering, after deducting $146,000 in offering costs from the gross
proceeds of $21,000,000, are being applied to the Company’s drilling program and other operations.

Due to the new common stock shares that were issued in connection with the Rights Offering during June 2009, the weighted
average shares outstanding in future periods will be adjusted by a factor of 1.089 which in turn will adjust the earnings per share
calculations for the bonus element associated with the Rights Offering, as prescribed by ASC 260-10, “Earnings per Share”.

F. Second Rights Offering

On July 29, 2009, the Company filed a registration statement with the SEC with respect to a proposed Second Rights Offering to
holders of the Company’s common stock of up to 2 million shares of the Company’s common stock. On September 15, 2009, the
Company amended the registration statement to increase the number of shares of common stock that can be purchased in the
Second Rights Offering from 2 million shares to 3.6 million shares. The registration statement, as subsequently amended on
October 1, 2009, was declared effective on October 9, 2009, and the Company distributed to each holder of record as of close
of business on October 19, 2009, at no charge, .23 of a subscription right for each share held as of such date (twenty-three
subscription rights for each one hundred shares). Each whole subscription right entitled the stockholder to purchase one share of
common stock at the purchase price of $5.00 per share, for up to an aggregate of 3.6 million shares. Shareholders who exercised
their rights in full were also entitled to purchase additional shares pursuant to an over-subscription right to the extent holders did
not fully subscribe for their basic subscription rights. The Second Rights Offering terminated on November 30, 2009.
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Note 5 - Stockholders’ Equity (cont’d)
F. Second Rights Offering (cont’d)

The Second Rights Offering was fully subscribed resulting in the Company distributing all 3.6 million shares of its common
stock available. Net proceeds of $17,887,000 from the Second Rights Offering, after deducting $113,000 in offering costs from
the gross proceeds of $18,000,000, are being applied to the Company’s drilling program and other operations.

Due to the new common stock shares that were issued in connection with the Second Rights Offering during December 2009, the
weighted average shares outstanding in future periods will be adjusted by a factor of 1.037 which in turn will adjust the earnings
per share calculations for the bonus element associated with the Second Rights Offering, as prescribed by ASC 260-10,
“Earnings per Share”.

G. 2005 Stock Option Plan

During 2005, a stock option plan (the “Plan”) was adopted by the Company, pursuant to which 1,000,000 shares of common
stock are reserved for issuance to officers, directors, employees and consultants. The Plan is administered by the Board of
Directors or one or more committees appointed by the board (the “Administrator”).

The Plan contemplates the issuance of stock options by the Company both as a private company and as a publicly traded
company and is available to residents of the United States, the State of Israel and other jurisdictions as determined by the
Administrator. Awards of stock options under the Plan are made pursuant to an agreement between the Company and each
grantee. The agreement will, among other provisions, specify the number of shares subject to the option, intended tax
qualifications, the exercise price, any vesting provisions and the term of the stock option grant, all of which are determined on
behalf of the Company by the Administrator. The Plan will remain in effect for a term of ten years unless terminated or extended
according to its provisions.

On July 5, 2006, award agreements under the 2005 Stock Option Plan were entered into as follows: (a) with two directors each
for the purchase of 25,000 shares of common stock at an exercise price of $5.00 per share (50,000 shares in the aggregate)
through December 31, 2008, subsequently extended to December 31, 2009, at a value of $59,000 in the aggregate (the rights to
these options vested on the date the award agreement was signed, and the options became exercisable commencing on July 1,
2007), and were exercised during the quarter ended September 30, 2009 via cashless exercise; (b) with one employee (who
resigned effective June 1, 2007) for the purchase of 80,000 shares of common stock at an exercise price of $5.00 per share
through December 31, 2010 (of these, options to purchase 26,667 shares of common stock vested on January 1, 2007 at a value
of $65,000 charged to the Company according to the vesting period, with an adjustment recorded at the termination date of June
1, 2007; the remaining non-vested options to purchase 53,333 shares of common stock were cancelled upon the resignation of
the officer in accordance with the terms of the award agreement; the vested options were not able to be exercised prior to July 1,
2007); and (c) with one employee for the purchase of 40,000 shares of common stock at an exercise price of $5.00 per share
through December 31, 2010 (these options will vest in four equal tranches of four vesting periods of 10,000 shares each, on the
date the award agreement was signed, and on October 1, 2006, on October 1, 2007 and October 1, 2008 at a value of $97,000
that will be charged according to the vesting periods, and the options exercisable commencing July 1, 2007). Although award
agreements with respect to these options were signed in July 2006: (a) their issuance was authorized and their terms, including
their exercise price, were fixed by resolution of the board of directors taken on October 27, 2005; (b) the commencement of the
service period for the options preceded the grant date and (c) the value of the options were initially accounted for during
December 2005. Compensation expense was recorded commencing December 2005 based on the fair value of the options at that
time.
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Note 5 - Stockholders’ Equity (cont’d)
G. 2005 Stock Option Plan (cont’d)

During November 2008, the expiration date for the awards detailed in (a) above, that were to have expired on December 31,
2008, were extended to December 31, 2009. All other terms of the award were unchanged. An additional expense of
approximately $22,000 was recorded as an adjustment to the original expense recognized.

On July 1, 2007, an award agreement under the 2005 Stock Option Plan was entered into with one employee (who resigned
effective June 30, 2009) for the purchase of 50,000 shares of common stock at an exercise price of $5.60 per share through
December 31, 2012 (these options will vest in three tranches — 20,000 on June 30, 2008; 15,000 on June 30, 2009 and 15,000 on
June 30, 2010, at a value of $126,000 that will be charged according to the vesting periods). Due to the employee’s resignation,
an amount of $24,000 was never recognized as a result of the non-vesting of the options. A decrease of $14,000 was recorded
as an adjustment during the quarter ended March 31, 2009 as a result of the change in the expense to be recognized.

On December 4, 2007, award agreements under the 2005 Stock Option Plan were entered into as follows: (a) with one
employee for the purchase of 40,000 shares of common stock at an exercise price of $0.01 per share through December 3, 2017
at a value of $257,000 (these options vest in four equal tranches of four vesting periods of 10,000 shares each, on January 29,
2008, April 28, 2008, July 27, 2008 and October 25, 2008); (b) with one employee for the purchase of 40,000 shares of common
stock at an exercise price of $0.01 per share through December 3, 2017 at a value of $257,000 (the rights to these options vested
on the date of the award); and (c) with one employee for the purchase of 3,882 shares of common stock at an exercise price of
$0.01 per share through December 3, 2017 at a value of $25,000 (the rights to these options vested on the date of the award).

On January 8, 2009, an award agreement under the 2005 Stock Option Plan was entered into with one employee for the purchase
of 40,000 shares of common stock at an exercise price of $0.01 per share through December 3, 2017 at a value of $280,000
(these options vested in four equal tranches of four vesting periods of 10,000 shares each, on March 31, 2009, June 30, 2009,
September 30, 2009 and December 31, 2009), which were charged according to the vesting periods. On February 1, 2009, a
separate award agreement was entered into with a different employee for the purchase of 50,000 shares of common stock at an
exercise price of $7.97 per share through December 31, 2014 (these options will vest in three tranches — 20,000 on January 31,
2010; 15,000 on January 31, 2011 and 15,000 on January 31, 2012, at a value of $243,000 that will be charged according to the
vesting periods).

On June 17, 2009, Zion's Board of Directors agreed to and approved the following fully vested option awards under the 2005
Stock Option Plan: (a) to one director for the purchase of 25,000 shares of common stock at an exercise price of $8.25 per share
through June 16, 2012; (b) to Zion staff for the purchase (in aggregate) of 28,000 shares of common stock at an exercise price of
$8.25 per share through June 16, 2012; (c) to consultants and service providers of Zion for the purchase (in aggregate) of 59,000
shares of common stock at an exercise price of $8.25 per share through June 16, 2012. The aforementioned June 2009 option
grants resulted in the Company recognizing expenses in the amounts of (a) $97,000, (b) $79,000 and (c) $231,000 during June
20009.
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Note 5 - Stockholders’ Equity (cont’d)
H. Fair Value of Warrants and Options

The Company has reserved 1,557,154 shares of common stock as of December 31, 2009 for the exercise of warrants and options
to employees and non-employees, of which 994,703 are outstanding. These warrants and options have been excluded from
earnings per share calculations because they are anti-dilutive at December 31, 2009 and 2008. These warrants and options could
potentially dilute basic earnings per share in future years. The warrants and options exercise prices and expiration dates are as

follows:
Exercise Number of Expiration Warrants or
price shares Date Options
uss$
To non-employees
8.25 59,000 June 16, 2012 Options
To employees and directors
5.00 66,667 December 31, 2010 Options
8.25 53,000 June 16, 2012 Options
5.60 35,000 December 31, 2012 Options
7.97 50,000 December 31, 2014 Options
0.01 123,882 December 3, 2017 Options
To investors
7.00 607,154 January 31, 2012 Warrants

6.14* 994,703
* Weighted Average

The warrant and option transactions since April 6, 2000 (inception) are shown in the table below:

Number of Weighted Average

shares exercise price
US$
Granted from April 6, 2000 (inception) to December 31, 2007 to:
Employees, officers and directors as part compensation 1,884,818 1.76
Underwriters (in connection with IPO) 46,621 8.75
Private placement investors and others 1,105,492 2.84
Expired/canceled (641,059) 2.87
Exercised (1,984,077) 1.59
Outstanding, December 31, 2007 411,795 4,52
Granted during 2008 to:
Employees, officers and directors as part compensation 416,404 7.00
Expired/Canceled (64,625) 5.15
Outstanding, December 31, 2008 763,574 5.81
Granted during 2009 to:
Employees, officers, directors and consultants 202,000 6.55
Investors in Follow On Public Offering 249,939 7.00
Expired/Cancelled (40,000) 5.23
Exercised (180,810) 6.62
Outstanding, December 31, 2009 994,703 6.14
Exercisable, December 31, 2009 944,703 6.04
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Note 5 - Stockholders’ Equity (cont’d)

H. Fair Value of Warrants and Options (cont’d)

The aggregate intrinsic value of options exercised during 2009, 2008 and 2007 was approximately $557,000, $313,000 and $0,
respectively.

The following table summarizes information about stock warrants and options outstanding as of December 31, 2009:

Shares underlying outstanding Shares underlying outstanding
warrants and options (nonvested) warrants and options (all fully vested)
Weighted Weighted
average average
remaining Weighted remaining Weighted
Range of Number contractual average Range of Number contractual Average
exercise price  outstanding life (years) exercise price  exercise price Outstanding life (years) exercise price
US$ US$ US$ US$
- - 0.01 123,882 7.93 0.01
5.00 66,667 1.00 5.00
5.60 35,000 2.99 5.60
- - - - 7.00 607,154 2.08 7.00
7.97 50,000 5.00 7.97 8.25 112,000 2.45 8.25

7.97 50,000 7.97 0.01-8.25 944,703 6.04

Granted to employees

The following table sets forth information about the weighted-average fair value of warrants granted to employees and directors
during the year, using the Black Scholes option-pricing model and the weighted-average assumptions used for such grants:

Period from April 6,
For the Year ended December 31, 2000 (inception) to

2009 2008 December 31, 2009
Weighted-average fair value of underlying stock at grant date $ 7.71 - $ 3.00 - $8.23
Dividend yields - - -
Expected volatility 59.0 - 71.0% - 28.2% - 71.0%
Risk-free interest rates 1.79-2.47% - 1.79% - 5.15%
Expected lives 15-4381 - 1.5-5.31 years
Weighted-average grant date
fair market value $ 4.93 -8 0.76 - $6.43

Granted to non-employees

The following table sets forth information about the weighted-average fair value of warrants granted to non-employees during
the year, using the Black Scholes option-pricing model and the weighted-average assumptions used for such grants:
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Note 5 - Stockholders’ Equity (cont’d)

H. Fair Value of Warrants and Options (cont’d)

Period from April 6,

For the Year ended December 31, 2000 (inception) to

2009 2008  December 31, 2009

Weighted-average fair value of underlying stock at grant date $ 823 $ 500 $ 1.00 - $8.75

Dividend yields - - -
Expected volatility 71% 49.63% 32.2% - 99.8%
Risk-free interest rates 1.79% 0.53% 1.79% - 5.50%

Contractual lives 3.00 years 1.12 years 0.56 — 3.17 years

Average grant date fair market value $ 391 % 044 $ 0.68 — $3.91

The expiration date for 50,000 warrants previously granted to two directors was extended from December 31, 2008 to
December 31, 2009 and an expense of $22,000 was recorded as an adjustment to the original expense recognized.

The risk-free interest rate is based on the U.S. Treasury yield curve in effect at the time of grant for periods corresponding with
the expected life of the options.

The expected life represents the weighted average period of time that options granted are expected to be outstanding. The
expected life of the options granted to employees and directors during 2009 is calculated based on the Simplified Method as
allowed under Staff Accounting Bulletin No. 110 (“SAB 110™), giving consideration to the contractual term of the options and
their vesting schedules, as the Company does not have sufficient historical exercise data at this time. The expected life of the
option granted to non-employees equals their contractual term. In the case of an extension of the option life, the calculation was
made on the basis of the extended life.

Prior to 2008, due to the lack of sufficient history of the Company’s stock volatility, the Company estimated its own expected
stock volatility based on the historic volatility for other oil exploration companies. Beginning in 2008 and continuing through
December 31, 2009, the Company’s stock volatility is based on actual trading of the Company’s stock.

1 Compensation Cost for Warrant and Option Issuances

The following table sets forth information about the compensation cost of warrant and option issuances recognized for
employees and directors:

Period from

April 6, 2000

For the Year (inception) to

ended December 31 December 31
2009 2008 2009
uUss$ US$ US$

591,000 310,000 1,875,000
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Note 5 - Stockholders’ Equity (cont’d)

I Compensation Cost for Warrant and Option Issuances (cont’d)

The following table sets forth information about the compensation cost of warrant and option issuances recognized for

non-employees:

Period from

April 6, 2000

For the Year (inception) to

ended December 31 December 31
2009 2008 2009
Us$ US$ uss$

231,000 - 231,000

As of December 31, 2009, there was $99,000 of unrecognized compensation cost to employees, related to nonvested stock
options granted under the Company’s various stock option plans. That cost is expected to be recognized as follows:

For the year ended December 31, 2010
For the year ended December 31, 2011
For the year ended December 31, 2012

J. Warrant Descriptions

uss$
thousands
69
28

99

Through December 31, 2009, the Company issued nine different series of warrants to employees, non-employees and investors.

The price and the expiration dates are as follows:

Exercise

Price
Period of Grant US$ Expiration Date
A Warrants January 2001 — December 2001 1.00 January 31, 2005
B Warrants November 2001 — February 2003 1.50 January 31, 2005
C Warrants July 2003 — March 2004 3.00 December 31, 2005
$3.00 Warrants June 2004 — August 2004 3.00 December 31, 2006
D Warrants September 2004 — April 2005 4.00 December 31, 2006
E Warrants September 2004 — June 2005 5.00 December 31, 2006
F and FF Warrants October 2005 5.00 * December 31, 2008
G Warrants December 2005 — January 2006 5.50 December 31, 2008
H Warrants December 2006 —May 2007 8.75 September 26, 2009
Unit Warrants October 2008 — December 2008 7.00 January 31, 2012

* Subsequently extended to December 31, 2009 for some of this class of warrants
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Note 5 - Stockholders’ Equity (cont’d)
J. Warrant Descriptions (cont’d)

Other than price and date details, all of the warrants, except for the Unit Warrants, were issued on the same conditions, except
that the F, FF and G Warrants were not exercisable before July 1, 2007, which date the Company had the right to extend for up to
six months (which right was not exercised by the Company), and H warrants were not exercisable before November 25, 2007,
which was six months following the final closing date of the 2006 Public Offering (See Note 5C). The Unit Warrants were
issued as a component of a Unit that consisted of one share of common stock and one warrant in the Company’s Follow On
Public Offering (See Note 1B and Note 5D). On February 9, 2009, the Unit split into its two separate components and the
warrant became exercisable as of such date.

K. Gift Shares

During the third quarter of 2007, three employees received 1,042 registered shares from one of the executive officers. The
related cost of $7,000 was charged to the statement of operations and credited as additional paid in capital.

During the fourth quarter of 2008, sixteen persons who were either employees, vendors or other affiliates of the company
received a total of 15,600 shares. Since the gift was being issued from shares that were subject to 144 restrictions, held by one
of the executive officers, the shares were transferred with the restrictive legend affixed. Recipients can seek the removal of this
restriction on an individual basis as the donor had held the shares in excess of the required time period under Rule 144. The
related cost of $101,000 was charged to the statement of operations and credited as additional paid in capital.

During the second quarter of 2009, two persons who are employees of the Company received a total of 400 shares from one of
the executive officers. The related value of $4,000 was charged to the statement of operations and credited as additional paid in
capital.

Note 6 - Related Party Transactions

At December 31, 2008, deferred officer compensation was $1,487,000. In June 2009, the Board of Directors authorized
payment of all amounts previously deferred through May 31, 2009 using proceeds from the Rights Offering and from warrant
exercises. (See also Note 8K).

At December 2009, deferred officers’ compensation was $477,000, of which $310,000 was paid during January 2010 to two
former executive officers (See Note 8K)Most of the officers that have previously deferred payments have agreed to continue to
defer a portion of their salaries during 2010.

In December 2008 and January 2009 two of the Company’s then senior officers purchased Units in the Follow On Public
Offering through the conversion of amounts then owed to them in respect of deferred salaries and other payments in the aggregate
amount of $140,000.

Richard J. Rinberg

In October 2005 Mr. Rinberg was elected President of the Company and effective November 1, 2005, entered into a two year
Retention and Management Agreement with the Company (the “Retention Agreement”). Pursuant to the Retention Agreement,
Mr. Rinberg was awarded 200,000 shares of common stock of the Company valued at $500,000 as compensation for his
services during the two year period beginning November 1, 2005, subject to restrictions and vesting requirements. The Rinberg
Shares were subject to repurchase by the Company at $0.01 per share if Mr. Rinberg had left his position with the Company
prior to October 31, 2007. In May 2006, the Company issued the referenced 200,000 shares of common stock to a trust company
for the benefit of Mr. Rinberg.
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Note 6 - Related Party Transactions (cont’d)
Richard J. Rinberg (cont’d)

In March 2007, upon the resignation of the previous Chief Executive Officer (“CEQ”) of the Company, Mr. Rinberg was
appointed to the position of CEO under his existing Retention Agreement. Effective November 1, 2007, the Company entered
into an employment agreement with Mr. Rinberg with an initial expiration term through December 31, 2008, which term is
automatically renewed for additional two year terms unless either the Company or Mr Rinberg gives notice to the other at least
90 days prior to the end of a scheduled term of its election to not renew the agreement. The Rinberg Employment Agreement
automatically extended for a two year term, per the terms of the agreement, through December 2010. In connection with the
Rinberg Employment Agreement, Mr. Rinberg was granted options to purchase 40,000 shares of the Company’s common
stock. An additional 40,000 options were granted in January 2009 upon the extension of the Rinberg Employment Agreement,
per the terms of the agreement. (See Note 5G). In January 2010, another 40,000 options were granted per the terms of the
Rinberg Employment Agreement. (See Note 10).

Note 7 — Income Taxes

The tax effects of temporary differences that give rise to significant portions of the deferred tax assets and deferred tax liabilities
at December 31, 2009 and 2008 are presented below:

As of December 31,

2009 2008

US$ thousands
Deferred tax assets:
Net operating loss carryforwards 15,205 7,218
Other 63 643
Total gross deferred tax assets 15,268 7,861
Less valuation allowance (8,972) (7,846)
Net deferred tax assets 6,296 15
Deferred tax liabilities:
Property and equipment (3) -
Unproved oil and gas properties (6,293) (15)
Total gross deferred tax liabilities (6,296) (15)

Net deferred tax asset - -

In assessing the realizability of deferred tax assets, management considers whether it is more likely than not that some portion or
all of the deferred tax assets will not be realized. The ultimate realization of deferred tax assets, including net operating losses,
is dependent upon the generation of future taxable income during the periods in which those temporary differences become
deductible and tax carryforwards are utilizable.

Management considers the scheduled reversal of deferred tax liabilities, projected future taxable income, and tax planning
strategies in making this assessment. In order to fully realize the deferred tax asset, the Company will need to generate future
taxable income of approximately $44,720,000 prior to the expiration of some of the net operating loss carryforwards between
2022 and 2029. Based upon the level of historical taxable losses since the Company’s inception, management believes it is more
likely than not that the Company will not realize the benefits of these deductible differences and tax carryforwards and thus, full
valuation allowances have been recorded at December 31, 2009 and 2008.
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Note 7 — Income Taxes (cont’d)

At December 31, 2009, the Company has available federal net operating loss carryforwards of approximately $44,720,000 to
reduce future U.S. taxable income. These amounts expire from 2022 to 2029. The Company’s ability to utilize the net operating
loss carryforwards prior to 2007 are limited pursuant to the Internal Revenue Code 8382 as a result of a prior ownership change.
An ownership change occurs when the ownership percentage of 5% or greater stockholders changes by more than 50% over a
three-year period. The Company determined that there was an ownership change as of December 31, 2006. The utilization of tax
loss carryforwards in the amount of $5,339,000, generated prior to the date of the ownership change, are limited to an amount of
$2,584,000 per year, with the remaining $15,889,000 of tax loss carryforwards not being limited.

Income earned from activities in Israel is subject to regular Israeli tax rates. For Israeli tax purposes, exploration costs on
unproved properties are expensed. Tax losses can be carried forward indefinitely. At December 31, 2009, the Company has
available net operating loss carryforwards of approximately $30,411,000 to reduce future Israeli taxable income.

Reconciliation between the theoretical tax expense on pre-tax reported income (loss) and the actual income tax expense:

For the year ended December 31,

2009 2008
US$ (thousands)
Pre-tax loss as reported (4,424) (4,018)
U.S. statutory tax rate 34% 34%
Theoretical tax expense (1,504) (1,366)
Increase (decrease) in income tax expense resulting from:
Permanent differences 378 9
Change in valuation allowance 1,126 1,357

Income tax expense - -

Effective January 1, 2007, the Company adopted the provisions of FIN 48 (now ASC 740). As of January 1, 2007 and for
subsequent years, the Company has no material unrecognized tax benefit which would favorably affect the effective income tax
rate in future periods and do not believe there will be any significant increases or decreases within the next twelve months. No
interest or penalties have been accrued at January 1, 2007 and for subsequent years.

The Company has not received final tax assessments since incorporation. In accordance with the US tax regulations, the U.S.
federal income tax returns remain subject to examination for the years beginning in 2006.

The Israeli branch has not received final tax assessments since incorporation. In accordance with the Israeli tax regulations, tax
returns submitted up to and including the 2005 tax year can be regarded as final.
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Note 8 - Commitments and Contingencies
A Environmental Matters

The Company is engaged in oil and gas exploration and production and may become subject to certain liabilities as they relate to
environmental cleanup of well sites or other environmental restoration procedures as they relate to the drilling of oil and gas
wells or the operation thereof.

The Company currently estimates that environmental clean up/restoration of the well sites will be approximately
$50,000. Although the timing of such payment is uncertain a provision has been made and is included in the oil and gas
properties. No other environmental claims have been made, nor is the Company aware of any contingent demands relating
thereto. Liabilities for expenditures are recorded when environmental assessment and/or remediation is probable and the timing
and costs can be reasonably estimated.

B. Royalty Commitments

The Company is obligated, according to the Petroleum Law, to pay royalties to the Government of Israel on the gross production
of oil and gas from the oil and gas properties of the Company located in Israel (excluding those reserves serving to operate the
wells and related equipment and facilities). The royalty rate stated in the Petroleum Law is 12.5% of the produced reserves. At
December 31, 2009 or 2008, the Company did not have any outstanding obligation in respect to royalty payments, since it is at
the “exploration stage” and, to this date, no proved reserves have been found.

C. Long-term Incentive Plan

The Company may initiate the establishment of a long-term management incentive plan for key employees whereby a 1.5%
overriding royalty or equivalent interest in the Asher-Menashe License and Joseph License and such other oil and gas
exploration and development rights as may in the future be acquired by the Company would be assigned to key employees. As
the plan has not been established as of December 31, 2009, the Company did not have any outstanding obligation in respect of
the plan.

D. Charitable Foundations

The Company has established two charitable foundations, one in Israel and one in Switzerland, for the purpose of supporting
charitable projects and other charities in Israel, the United States and internationally. A 3% overriding royalty or equivalent
interest in any Israeli oil and gas interests as may now be held or, in the future be acquired, by the Company shall be assigned to
each charitable organization (6% overriding interest in the aggregate). At December 31, 2009 or 2008, the Company did not
have any outstanding obligation in respect of the charitable foundations, since it is at the “exploration stage” and, to this date, no
proved reserves have been found.

E. Surface Rights of Drilling Operations

The surface rights to the drill site from which the Company drilled the Ma’anit #1 and Ma’anit-Rehoboth #2 are held under
long-term lease by Kibbutz Ma’anit. The rights are owned by the State of Israel and administered by the Israel Lands Authority.
Permission necessary to reenter and use the drill site to conduct petroleum operations has been granted to the Company by the
Kibbutz in consideration for a monthly fee of $350. Permission of the Israel Lands Authority for the use of the surface rights is
also required, which permission the Authority must grant under the Petroleum Law. On August 14, 2008, the Authority granted
the required permission for a two year period (which period may be extended), subject to our paying a one-time surface use fee
of approximately $455, signing a land use agreement and providing a bank guarantee in the amount of NIS 50,000 (approximately
$14,200). The use fee has been paid, the agreement executed and the bank guarantee provided.
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Note 8 - Commitments and Contingencies (cont’d)
E. Surface Rights of Drilling Operations (cont’d)

The surface rights to the drill site from which the Company drilled the Elijah #3 are held under long-term lease by Kibbutz Ein
Carmel. The rights are owned by the State of Israel and administered by the Israel Lands Authority. Permission necessary to
reenter and use the drill site to conduct petroleum operations has been granted to the Company by the Kibbutz in consideration
for a one-time fee of approximately $124,000. Permission of the Israel Lands Authority for the use of the surface rights is also
required, which permission the Authority must grant under the Petroleum Law. We are currently in negotiations with the
Authority regarding their approval.

F. Payments to executives and deferral of compensation

Under existing compensation agreements, the Company is committed to pay certain of its executive officers and other employees
an aggregate amount of $1,277,000 on an annual basis. Most of these officers and employees have agreed to continue to defer a
portion of their pay during 2010. (See Note 6). During the year ended December 31, 2009, amounts totaling $1,745,000 of
previously deferred compensation were paid to executives and employees. During the year ended December 31, 2008, no
amounts of previously deferred compensation were paid but $140,000 was settled through a payment in stock as part of the
Company’s Follow On Public Offering.

G. Unde rwriting Agreement

Pursuant to an underwriting agreement, the Company agreed to pay to Network 1 Financial Securities, Inc., the underwriter of the
Company’s Public Offering (the “Underwriter”), a financial advisory and investment banking fee for an aggregate amount of
$60,000 (“the advisory fee”) pursuant to a two year investment banking/consulting agreement to be entered following and
effective upon the closing of the Public Offering in a minimum aggregate amount of $4,000,000 (the “effective date). The
advisory fee was due in full upon the effective date. Following the second closing of the 2006 Public Offering on January 29,
2007, this fee was paid in full.

In addition, pursuant to the Underwriting Agreement, the Underwriter was to receive warrants (“H” warrants) to purchase a
number of shares of the Company’s common stock in an amount equal to 3% of the number of shares of common stock sold in the
2006 Public Offering by it and other placement agents appointed by it pursuant to the Underwriting Agreement at a price of $8.75
per share (or 125% of the offering price). The H warrants became exercisable on November 25, 2007 and expired on
September 26, 2009. Pursuant to this undertaking, the Company issued 46,621 H Warrants (See Note 5G) to purchase shares at a
price of $8.75 of the Company’s common stock. These warrants were exercised during February 2009 through a cashless
exercise in which 13,211 shares were issued.

In January 2008, in connection with the filing of the 2008 Registration Statement, the Company entered into an underwriting
agreement with Network 1 Financial Securities, Inc. (the “January 2008 Underwriting Agreement”). The January 2008
Underwriting Agreement provided for a two year extension to the existing investment banking/consultant agreement for an
additional fee of $60,000, payable upon the closing of the offering in a minimum aggregate amount of $5,000,000.
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Zion Oil & Gas, Inc.
(A Development Stage Company)
Notes to Financial Statements as of December 31, 2009

Note 8 - Commitments and Contingencies (cont’d)
G. Underwriting Agreement (cont’d)

Under the terms of the January 2008 Underwriting Agreement, the Company was required to, and did, remit an advance payment
of $50,000 against the non-accountable expense allowance to be paid to Network 1 Financial Securities, Inc. (“Network 1) in
connection with services to be rendered in the course of the Follow On Public Offering. In addition to a 6% underwriting
commission and a 3% non-accountable expense allowance, under the January 2008 Underwriting Agreement, Network 1 was
entitled to certain underwriters warrants. During March 2008, the board decided to terminate the agreement with Network 1. In
April 2008, the January 2008 Underwriting Agreement with Network 1 was terminated in accordance with its terms. Upon the
decision to terminate the January 2008 Underwriting Agreement, the advance payment of $50,000 was recorded as an expense
by the Company. On April 2, 2008, a new underwriting agreement, as subsequently amended, (the “April 2008 Underwriting
Agreement”) was entered into with Brockington Securities, Inc. (“Brockington”). The April 2008 Underwriting Agreement did
not include provisions relating to an investment banking/consultant agreement nor did it contain underwriter’s warrants.

Additionally, the April 2008 Underwriting Agreement provided for a 5% underwriting commission and a 3% non-accountable
expense allowance. In connection with the initial and second closings of the Follow On Public Offering that were held on
October 24, and December 2, 2008, Brockington received $323,000 from the proceeds of the Follow On Public Offering, of
which $202,000 was in respect of the underwriting commission and $121,000 was in respect of expense reimbursement. (See
Note 5D). Subsequently, in the final closing of the Follow On Public Offering that was held on January 16, 2009, Brockington
received $190,000 from the proceeds, of which $119,000 was in respect of commissions and $71,000 was in respect of expense
reimbursement. (See Note 5D).

H. Lease Commitments

The Company leases approximately 3,600 square feet of office space in Dallas under a lease which expires on October 31,
2011. The monthly rent was $4,000 during the twelve-month period ending October 31, 2008 and is $4,500 during the
twelve-month period ending October 31, 2009 and will be $4,600 for the twelve-month period ending October 31, 2010 and
$4,700 during the twelve-month period ending October 31, 2011.

During July 2005, the Company entered into a rental agreement for office premises in the industrial area of Caesarea, Israel. The
rental was for a six-month period commencing August 1, 2005 with two additional three-month option periods at a monthly
rental cost of $3,000. The Company subsequently extended the rental agreement through January 31, 2009, and then exercised the
option to extend the lease for two additional periods of six months each (through January 31, 2010). The Company has
subsequently entered into an additional six-month extension, followed by two additional six-month option periods. The monthly
rental cost during this extended period continues at $3,000.

The future minimum lease payments as of December 31, 2009 are as follows:
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Note 8 - Commitments and Contingencies (cont’d)

H. Lease Commitments (cont’d)
US$ thousands
2010 91
2011 68
159

1. Contract with Geophysical Institute of Israel

In connection with planned seismic, magnetic and gravimetric surveys, on September 17, 2007, the Company entered into an
agreement with the Geophysical Institute of Israel (“GII”) that provided for the Company to acquire necessary data from GlII. The
agreement provided for a 40-kilometer program subject to increase or decrease (but not to be less than 20 kilometers) by the
Company. Under the agreement, the Company submitted a program designed for the acquisition of about 60 kilometers of data,
later reduced to approximately 52 kilometers. The agreement provided for the survey to be performed by Gl on a per kilometer
basis at a rate of NIS 40,000 (approximately $11,000 at the representative rate of NIS 3.607 per US dollar published on
February 5, 2008) per kilometer.

In addition, the agreement provided for an NIS 80,000 (approximately $22,000) mobilization and demobilization fee and for the
Company to reimburse Gll certain payments made to third parties, including permitting fees and damages other than those caused
by fault of GIl. Under the agreement, the Company paid NIS 2,281,000 (approximately $631,000at the representative rate of NIS
3.607 per US dollar published on February 5, 2008). In the survey a total of 52.5 kilometers of new seismic data were acquired,
related to the Asher-Menashe license area. This data has been instrumental in determining the location of the Company’s
planned Elijah #3 well and in evaluating the Ma’anit structure on which the Ma’anit-Rehoboth #2 well has been drilled.

J. Drilling Contract

On September 12, 2008, the Company entered into a drilling contract with Aladdin Middle East Ltd. pursuant to which Aladdin
shipped into Israel its 2,000 horsepower rig for use in the drilling contemplated by the Company’s business plan. The rig arrived
in Israel and cleared customs in April 2009 and was used to drill the Ma’anit-Rehoboth #2 well and then the Elijah #3 well. The
contract provides for the well to be drilled on a daywork basis with payment to Aladdin at the rate of $28,500 per drilling day,
and other scheduled rates for non-operating days. The contract originally provided for mobilization and de-mobilization fees of
$675,000 each. The Company paid Aladdin $475,000 on account of mobilization fees, which are included in the well cost.
Subsequent amendments provided that the remaining $200,000 payment was to be offset against the amount paid by the Company
for the drilling and no additional cash outlay was due upon mobilization. The contract, as further amended, provided for a
demobilization fee of $550,000, but also provided that, in the event that Aladdin enters into a drilling contract with another
operator in Israel, then the demobilization fee will be reduced if and to the extent that Aladdin receives funds from such other
operator. As security for these and related fees, the contract, as amended, called for the Company to provide a letter of credit to
Aladdin in the amount of $550,000. However, in April 2009, the parties further amended the contract to eliminate the letter of
credit requirement. In exchange, the Company provided Aladdin with a cash advance in the amount of $300,000 that was to be
offset against future payments to Aladdin under the contract. The contract was again amended in December 2009 when the
Company agreed to the $300,000 April 2009 payment to be applied against demobilization fees and agreed to a further
pre-payment for services under the contract advance of $250,000 which the parties agreed would be applied against the
remaining $250,000 due against demobilization. Aladdin continues to be bound to reimburse the Company with respect to any
demobilization fee it may receive from another operator.
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Note 8 - Commitments and Contingencies (cont’d)
J. Drilling Contract (cont’d)

Drilling activities on the Company’s Ma’anit-Rehoboth #2 well commenced in April 2009 and were completed in September
2009. At that time, the rig was released from the Ma’anit-Rehoboth #2 well site and moved to the Elijah #3 well site pursuant to
the parties’ agreement to extend the contract, under the existing terms, to Elijah #3 well. During the year ended December 31,
2009, the Company made payments of $3,983,000 to Aladdin after the deduction of $935,000 for reimbursement of the drill pipe
expenditures and $78,000 for reimbursement of expenses paid by the Company on Aladdin’s behalf. The Company has also paid
$164,000 to Aladdin for corporate taxes due by Aladdin and paid $550,000 for advance payment of the demobilization fee.

K. Settlement Agreements

On January 6, 2009, the Company and a former Executive Vice President, entered into a settlement agreement (the “Settlement
Agreement”) resolving all disputes between them relating to the payment by the Company to such person of amounts in respect of
deferred compensation, as well as other related matters. Under the Settlement Agreement, the Company remitted to such person
the sum of $43,000 on account of $283,000 in total deferred payment payable to such former executive, with the balance of
$240,000 payable on a monthly basis of $10,000 per month, over a two year period through February 2011. During the year
ended December 31, 2009, excluding the initial payment, the Company had paid $110,000 against the outstanding
balance. Under the Settlement Agreement, the former executive received certain releases and access to his pension/life
insurance fund accounts under Israeli law. The former executive’s employment, under his personal employment agreement with
the Company, expired as of December 31, 2008. At December 31, 2009, a balance of $130,000 remained which was being
deferred until January 2010 at the former executive’s request. The amount was subsequently paid in January 2010.

On December 7, 2009, the Company and the former President and Chief Operating Officer entered into an agreement which
terminated the Officer’s employment agreement with the Company (“Resignation Agreement”). Under the Resignation
Agreement, the Company agreed to remit to the executive amounts payable to him in respect of deferred compensation, as well
as other related matters, in the amount of $180,000, net of deductions and withholdings under applicable law customarily made
by the Company, payable between January 1, 2010 and March 1, 2010. Under the agreement, each of the parties furnished to the
other general releases.

L. Employment Agreement with Executive
On January 8, 2009, the Board of Directors approved a new Employment Agreement with Sandra F. Green as the Chief

Financial Officer and Senior Vice President, with both position and changes to the Employment Agreements being effective
February 1, 2009.
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Note 8 - Commitments and Contingencies (cont’d)
L. Employment Agreement with Executive (cont’d)

In connection with her appointment as Chief Financial Officer and Senior Vice President, on January 12, 2009, the Company and
Ms. Green entered into an employment agreement, which became effective as of February 1, 2009, pursuant to which Ms. Green
is being paid an annual salary of $200,000, payable monthly; notwithstanding which, consistent with the existing arrangement
with Company senior officers where 80% of their respective salaries are paid (up to a limit of $15,500 per month) with the
remainder deferred until such time as the Company’s cash position permits payment of salary in full without interfering with the
Company's ability to pursue its plan of operations.

Pursuant to the agreement, Ms. Green was also awarded options to purchase 50,000 shares of the Company's common stock
under the Company's 2005 Stock Option plan, of which options for 20,000 shares are to vest at the end of the initial term
(January 31, 2010) and options for 15,000 shares at the end of each 12 month period thereafter. The options have a per share
exercise price of $7.97.

Note 9 — Risks and Uncertainties

The Company is dependent on Aladdin Middle East to do its drilling. If for some reason Aladdin decides to no longer do
business in Israel, there is no guarantee that the Company will be able to replace them and resume its drilling program.

Note 10 - Subsequent Events
A. Agreement with Chairman of Board of Directors

On January 21, 2010, the Company and Mr. John Brown, the Chairman of the Company, entered into an Employment Agreement
(the “Chairman Agreement”) pursuant to which Mr. Brown will serve as the Executive Chairman of the Company’s Board of
Directors. The Chairman Agreement was entered into following the scheduled termination on December 31, 2009 of the
Chairman of the Board Retention Agreement under which Mr. Brown served as Chairman of the Board since January 1, 2008.
Since the Company’s establishment in April of 2000, Mr. Brown has continuously served as Chairman of the Board.

The Chairman Agreement has an initial term that extends through December 31, 2012; thereafter, the agreement provides that it is
to be renewed automatically for successive two year terms unless either party shall advise the other 90 days before expiration of
the initial or renewed term of its intention to not renew the agreement beyond its then scheduled expiration date. Under the
agreement, Mr. Brown will be paid an annual salary of $165,000, payable monthly (notwithstanding which, consistent with the
current arrangement with the Company's senior officers where only up to 80% of their respective salaries are paid (up to a
maximum of $15,500 per month) with the remainder deferred until such time as the Company's cash position permits payment of
salary in full without interfering with the Company's ability to pursue its plan of operations. Mr. Brown was paid a sign up bonus
in the amount of $25,000. Mr. Brown can terminate the employment agreement and the relationship thereunder at any time upon
60 business days' notice. If during the initial term the Company were to terminate the agreement, for any reason other than "Just
Cause"” (as defined the Chairman Agreement), then the Company is to pay to Mr. Brown the salary then payable under the
agreement through the longer of (i) the scheduled expiration of the initial term as if the agreement had not been so terminated or
not renewed or (ii) twelve months, as well as all bonuses and benefits earned and accrued through such date. If the Company
were not to renew the term of the agreement after the Initial term or were to terminate the agreement during any renewal term, for
any reason other than "Just Cause™ (as defined the Agreement), then the Company is to pay to Mr. Brown an amount equal to the
base salary, if any, then payable to him for a period of twelve months as if the Chairman Agreement had not been so terminated
or had been renewed. Mr. Brown may also terminate the agreement for "Good Reason" (as defined in the Agreement),
whereupon he will be entitled to the same benefits as if the Company had terminated the agreement for any reason other than Just
Cause. The Chairman Agreement provides for customary protections of the Company's confidential information and intellectual
property. The Agreement also provides that in connection with his services during the initial term of the Agreement and subject
to the entry into an Option Award Agreement under the Company's 2005 Stock Option Plan, Mr. Brown be awarded options at a
per share exercise price of $0.01 to purchase 20,000 shares of the Company's common stock under the Plan, which options
would vest at the rate of 5,000 shares at the termination of each calendar 90 day period, beginning March 31, 2010 until such
options are vested in full. In the event of an extension of the term of the Agreement, the agreement provides that Mr. Brown be
granted additional options to purchase common stock in the Company in amounts of not less than 20,000 shares per term on such
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terms to be agreed by the parties. On January 21, 2010, the Board authorized the entry by the Company into an Option Award
Agreement pursuant to which Mr. Brown was granted options to purchase 20,000 shares under the Plan on the terms set forth
above.
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Note 10 - Subsequent Events (cont’d)
B. Rinberg Option Award

Pursuant to the terms of the employment agreement entered into by the Company and Richard Rinberg as of December 4, 2007,
the Company’s Chief Executive Officer and a director, on January 21, 2010, the Board authorized the entry by the Company into
an Option Award Agreement pursuant to which Mr. Rinberg was granted options to purchase 40,000 shares under the Plan at a
per share exercise price of $0.01. The options vest at the rate of 10,000 shares at the termination of each calendar 90 day period,
beginning March 31, 2010 until such options are vested in full. Under the employment agreement with Mr. Rinberg, with respect
to each year of employment under the agreement, Mr. Rinberg is entitled to be granted options under the Plan for 40,000 shares
of Common Stock.

C. Contract with Gl1

On January 31, 2010, in connection with planned seismic, magnetic and gravimetric surveys on the Issachar-Zebulun permit area,
the Company entered into another agreement with Gll to acquire necessary data. The agreement provides for a 30-kilometer
program, subject to increase or decrease by the Company. The agreement provides for the survey to be performed by Gl on a
per kilometer basis at a rate of NIS 48,000 (approximately $12,950 at the representative rate of NIS 3.707 per US dollar
published on February 2, 2010) per kilometer. An initial amount of NIS 150,000 (approximately US $40,000) was paid upon
signing of the agreement.

D. Pennsylvania Office Lease
In March 2010, the Company leased approximately 500 square feet of office space in State College, Pennsylvania for its

President and Chief Operating Officer. The initial lease is for 12 months, expiring at the end of February 2011. The monthly
rental amount is $525.
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