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company  x

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
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The aggregate market value of the voting and non-voting common equity held by non-affiliates of the registrant on
June 30, 2012, based on the closing sales price of the registrant’s common stock on that date, was approximately $26.5
million. Shares of common stock held by each current executive officer and director and by each person known by the
registrant to own 5% or more of the outstanding common stock have been excluded from this computation in that such
persons may be deemed to be affiliates.
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DOCUMENTS INCORPORATED BY REFERENCE
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FORWARD-LOOKING STATEMENTS

This annual report on Form 10-K contains forward-looking statements within the meaning of the federal securities
laws. These forwarding-looking statements include without limitation statements regarding our expectations and
beliefs about the market and industry, our goals, plans, and expectations regarding our properties and drilling activities
and results, our intentions and strategies regarding future acquisitions and sales of properties, our intentions and
strategies regarding the formation of strategic relationships, our beliefs regarding the future success of our properties,
our expectations and beliefs regarding competition, competitors, the basis of competition and our ability to compete,
our beliefs and expectations regarding our ability to hire and retain personnel, our beliefs regarding period to period
results of operations, our expectations regarding revenues, our expectations regarding future growth and financial
performance, our beliefs and expectations regarding the adequacy of our facilities, and our beliefs and expectations
regarding our financial position, ability to finance operations and growth and the amount of financing necessary to
support operations. These statements are subject to risks and uncertainties that could cause actual results and events to
differ materially. See “Item 1A. Risk Factors” for a discussion of certain risk factors. We undertake no obligation to
update forward-looking statements to reflect events or circumstances occurring after the date of this annual report on
Form 10-K.

As used in this annual report on Form 10-K, unless the context otherwise requires, the terms “we,” “us,” “the Company,” and
“Houston American” refer to Houston American Energy Corp., a Delaware corporation.

PART I

Item 1. Business

General

Houston American Energy Corp is an independent oil and gas company focused on the development, exploration,
exploitation, acquisition, and production of natural gas and crude oil properties in the U.S. Gulf Coast region and in
South America.  Our oil and gas reserves and operations are concentrated primarily in the South American country of
Colombia and in the onshore Gulf Coast region, particularly Texas and Louisiana.

Our mission is to deliver outstanding net asset value per share growth to our investors via attractive oil and gas
investments.  Our strategy is to focus on early identification of, and entrance into, existing and emerging resource
plays, particularly in South America and the U.S. Gulf Coast.  We typically seek to partner with larger operators in the
development of resources or retain interests, with or without contribution on our part, in prospects identified,
packaged and promoted to larger operators.  By entering these plays earlier and partnering with, or promoting to,
larger operators, we believe we can capture larger resource potential at lower cost and minimize our exposure to
drilling risks and costs and ongoing operating costs.

We, along with our partners, actively manage our resources through opportunistic acquisitions and divestitures where
reserves can be identified, developed, monetized and financial resources redeployed with the objective of growing
reserves, production and shareholder value.

Properties

Our exploration and development projects are focused on existing property interests, and future acquisition of
additional property interests, in South America, particularly Colombia, and in the onshore Texas Gulf Coast region
and Louisiana.
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Each of our properties differs in scope and character and consists of one or more types of assets, such as 3-D seismic
data, leasehold positions, lease options, working interests in leases, partnership or limited liability company interests
or other mineral rights. Our percentage interest in each property represents the portion of the interest in the property
we share with other partners in the property. Because each property consists of a bundle of assets that may or may not
include a working interest in the project, our stated interest in a property simply represents our proportional ownership
in the bundle of assets that constitute the property. Therefore, our interest in a property should not be confused with
the working interest that we will own when a given well is drilled. Each of our exploration and development projects
represents a negotiated transaction between the project partners relating to one or more properties. Our working
interest may be higher or lower than our stated interest.
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Consistent with our strategy of opportunistically divesting holdings and redeploying financial resources to grow our
reserve positions, in early 2012, our indirect interests in two concessions in Colombia were sold for net proceeds,
before escrow holdbacks, of $1.2 million.  The interests sold accounted for 82% of our estimated proved oil and
natural gas reserves at December 31, 2011 and 7% of our oil and natural gas revenues in 2011.  During 2012, proceeds
from that sale were redeployed principally to exploration costs associated with our CPO 4 prospect in Colombia.

The following table sets forth information relating to our principal properties as of December 31, 2012:

Net
acreage

Average
working
interest %

Gross
producing
wells

Net proved
reserves
(boe)

2012 Net Production

Oil
(bbls)

Natural
Gas
(mcf)

Oklahoma 4 2.36 % 1 997 5 744
Louisiana 1,646 35.30 % 3 18,726 806 10,484
Texas 36 3.40 % 2 660 221 838
Total U.S. 1,686 34.57 % 6 20,383 1,032 12,066
Colombia 178,570 30.64 % 0 0 1,755 —
Total 180,256 30.67 % 6 20,383 2,787 12,066

In March 2013, we entered into a settlement agreement with SK Innovation, operator of the 345,452 acre CPO 4
prospect in Colombia, pursuant to which we assigned to SK Innovation our 37.5% interest in the prospect and each
party provided mutual releases of all rights and obligations relating to the prospect, including any obligation on our
part relating to past and future funding obligations.

- United States Properties:

In the United States, our properties and operations are principally located in the on-shore Gulf Coast region of
Louisiana and Texas.

Louisiana Properties

Our principal producing and exploration properties in Louisiana consist of the following:

●East Baton Rouge Parish— we hold a 37.5% working interest in the Profit Island and North Profit Island prospects,
covering 3,632 gross acres in East Baton Rouge Parish, Louisiana. In addition, we hold a 7.29% royalty interest in
2,485 royalty acres, as well as a 5.675% royalty interest in the Crown Paper #01 well.

●Plaquemines Parish — we hold a 1.8% working interest in the SL 180771 well and prospect which covers 300 gross
acres.  We have no present plans to drill additional wells on the South Sibley Prospect.

●Vermilion Parish — we hold a 27.0% working interest in the Emerald and North Jade prospects, covering 963 gross
acres in Vermilion Parish, Louisiana operated by Clayton Williams Energy.  We also hold a 2.25% working interest
in the 830 acre La Furs, Inc. F-16 well and prospect.

Texas Properties

Our principal exploration properties in Texas consist of the following:

●
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Jim Hogg County — we hold a 4.375% working interest in the 340 acre Hog Heaven Prospect in Jim Hogg County,
Texas. At December 31, 2012, the Hog Heaven Prospect produced gas from a single 6,200-foot well. We have no
present plans to drill additional wells on the Hog Heaven Prospect.

●Matagorda Country — we hold a 2.71% working interest in the 779 acre Harrison Prospect in Matagorda County,
Texas. We have no present plans to drill on the Harrison Prospect.
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- Colombian Properties:

At December 31, 2012, we held interests in multiple prospects in Colombia covering 737,657 gross acres. As noted,
during the first quarter of 2013, we terminated our interest in the 345,452 acre CPO 4 prospect.  Giving effect to the
termination of our interest in the CPO 4 prospect, our holdings in Colombia are located entirely within the Caguan
Putumayo Basin. We identify our Colombian prospects by the concessions operated.

The following table sets forth information relating to our interests in prospects in Colombia at December 31, 2012,
giving effect to the subsequent termination of our interest in the CPO 4 prospect:

Property Operator
Ownership
Interest

Total Gross
Acres

Total Gross
Developed
Acres

Gross
Productive
Wells

Los Picachos Hupecol 12.5 % 86,235 — —
Macaya Hupecol 12.5 % 195,201 — —
Serrania Hupecol 12.5 % 110,769 — —
Total 392,205 — —

At December 31, 2012 we held interests in three concessions operated by Hupecol Operating Co. in Colombia. The
Loc Picachos, Macaya and Serrania concessions are located in the Caguan Putumayo Basin of Colombia. The
concessions cover an aggregate area of 392,205 acres. Our interest in each of the concessions is subject to an
escalating royalty ranging from 8% to 20% depending upon production volumes and pricing and an additional 6% to
10% per concession when 5,000,000 barrels of oil have been produced on a field in a concession.

During the first quarter of 2012, we sold our interest in the 48,000 La Cuerva concession and the 40,000 acre LLA 62
concession, both of which were operated by Hupecol.  Included in our interest sold in the La Cuerva concession was
our entire interest in 16 gross (0.256 net) wells which accounted for approximately 51 barrels of oil per day to our
interest at the time of sale. As of December 31, 2012, no production had taken place on any of the fields in our then
existing concessions in Colombia.

As operator of our various prospects, Hupecol has substantial control over the timing of drilling and selection of
prospects to be drilled and we have limited ability to influence the selection of prospects to be drilled or the timing of
such drilling operations and have no effective means of controlling the costs of such drilling operations.  Accordingly,
our drilling budget is subject to fluctuation based on the prospects selected to be drilled by Hupecol, the decisions of
Hupecol regarding timing of such drilling operations and the ability of Hupecol to drill and operate wells within
estimated budgets.

For 2013, Hupecol has advised us that they plan to drill the first two wells on the Serrania concession as well as begin
seismic on the Los Picachos and Macaya concessions.  Hupecol’s drilling and seismic plans for 2013 may change
based on field conditions and other factors beyond our control or the control of Hupecol.  Our estimated net cost
associated with drilling the first two wells on the Serrania concession as well as our portion of the seismic expenses
related to the Los Picachos and Macaya concessions is approximately $2.5 million.

Serrania Block

Our interest in the Serrania concession was acquired through a Farmout Agreement with the original operator of the
block pursuant to which we will pay 25% of designated Phase 1 geological and seismic costs in return for a 12.5%
interest in the Contract for Exploration and Production covering the concession.
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Seismic work on the Serrania Block was completed in 2010.  Drilling preparation and seismic processing work was
performed in 2011 and 2012 in connection with the planned drilling of initial test wells on the concession. The
National Hydrocarbon Agency of Colombia (the “ANH”) has granted extensions of required development commitments,
including drilling of a first test well on the Serrania concession, until security conditions allow operations.

Los Picachos and Macaya Prospects

Our Los Picachos and Macaya prospects adjoin our Serrania concession.  Hupecol has advised us that they plan to
begin seismic on the Los Picachos and Macaya concessions during 2013.
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Drilling Activity

During 2012, we participated in the drilling of a total of 5 gross wells, all of which were in Colombia.  Of the 5 wells
drilled, 3 were classified as exploratory and 2 were classified as development. Our 2012 drilling program achieved a
40% success rate. The following table summarizes the number of wells drilled during 2012, 2011, and 2010,
excluding any wells drilled under farmout agreements, royalty interest ownership, or any other wells in which we do
not have a working interest.

Year Ended December 31,
2012 2011 2010

Gross Net Gross Net Gross Net
Development wells, completed
as:
Productive 2 (1) .032 2 0.032 2 0.032
Non-productive — — — — — —
Total development wells 2 .032 2 0.032 2 0.032
Exploratory wells, completed
as:
Productive — — 5 0.080 7 0.439
Non-productive 3 1.125 6 0.096 3 0.204
Total exploratory wells 3 1.125 11 0.176 10 0.643

(1) Consists of wells drilled on the La Cuerva prospect, which were sold along with the prospect during 2012.

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

As of December 31, 2012, we had no wells in progress or awaiting completion.

 Productive Wells

Productive wells consist of producing wells and wells capable of production, including shut-in wells. A well bore with
multiple completions is counted as only one well. As of December 31, 2012, we owned interests in 6 gross wells. As
of December 31, 2012, we had ownership interests in productive wells, categorized by geographic area, as follows:

Oil Wells Gas Wells
United States
Gross — 6
Net — 0.19
Colombia
Gross — —
Net — —
Total
Gross — 6
Net — 0.19

6
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Volume, Prices and Production Costs

The following table sets forth certain information regarding the production volumes, average prices received and
average production costs associated with our sales of gas and oil, categorized by geographic area, for each of the three
years ended December 31, 2012:

Year Ended December 31,
2012 2011 2010

Net Production:
Gas (Mcf):
United States 12,066 10,838 17,798
Colombia — — —
Total 12,066 10,838 17,798
Oil (Bbls):
United States 1,032 1,092 1,540
Colombia 1,755 9,924 260,239
Total 2,787 11,016 261,779
Average sales price:
Gas ($ per Mcf)
United States $3.22 $3.90 $5.01
Colombia — — —
Total 3.22 3.90 5.01
Oil ($ per Bbl)
United States 105.91 97.10 76.21
Colombia 110.36 101.56 74.17
Total 108.71 101.12 74.18
Average production costs ($ per BOE):
United States 25.00 16.05 8.50
Colombia 68.00 80.13 (1) 31.08
Total $40.72 $65.65 $30.70

(1)The increase in production costs per BOE in Colombia during 2011 reflect reduced production volumes in 2011
following the sale of our principal producing properties in 2010 and disproportionately high fixed production costs
in Colombia.

Natural Gas and Oil Reserves

Reserve Estimates

The following tables sets forth, by country and as of December 31, 2012, our estimated net proved oil and natural gas
reserves, and the estimated present value (discounted at an annual rate of 10%) of estimated future net revenues before
future income taxes (PV-10) and after future income taxes (Standardized Measure) of our proved reserves, each
prepared in accordance with assumptions prescribed by the Securities and Exchange Commission (SEC).

The PV-10 value is a widely used measure of value of oil and natural gas assets and represents a pre-tax present value
of estimated cash flows discounted at ten percent. PV-10 is considered a non-GAAP financial measure as defined by
the SEC.  We believe that our PV-10 presentation is relevant and useful to our investors because it presents the
discounted future net cash flows attributable to our proved reserves before taking into account the related future
income taxes, as such taxes may differ among various companies because of differences in the amounts and timing of
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deductible basis, net operating loss carry forwards and other factors.  We believe investors and creditors use our
PV-10 as a basis for comparison of the relative size and value of our proved reserves to the reserve estimates of other
companies.  PV-10 is not a measure of financial or operating performance under GAAP and is not intended to
represent the current market value of our estimated oil and natural gas reserves. PV-10 should not be considered in
isolation or as a substitute for the standardized measure of discounted future net cash flows as defined under GAAP.
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These calculations were prepared using standard geological and engineering methods generally accepted by the
petroleum industry and in accordance with SEC financial accounting and reporting standards.

Reserves (1)

Oil
Natural
Gas Total (2)

(bbls) (mcf) (boe)
Reserve category
Proved Developed
United States 6,170 85,280 20,383
Colombia — — —
Total Proved Developed Reserves 6,170 85,280 20,383
Proved Undeveloped
United States — — —
Colombia — — —
Total Proved Undeveloped Reserves — — —
Total Proved Reserves 6,170 85,280 20,383

Proved
Developed

Proved
Undeveloped

Total
Proved

PV-10 (1) $ 298,070 $ — $298,070
Standardized measure (3) $ 298,070 $ — $298,070

(1)In accordance with applicable financial accounting and reporting standards of the SEC, the estimates of our
proved reserves and the PV-10 set forth herein reflect estimated future gross revenue to be generated from the
production of proved reserves, net of estimated production and future development costs, using prices and costs
under existing economic conditions at December 31, 2012.  For purposes of determining prices, we used the
unweighted arithmetical average of the prices on the first day of each month within the 12-month period ended
December 31, 2012.  The average prices utilized for purposes of estimating our proved reserves were $95.05 per
barrel of oil and $2.86 per mcf of natural gas for our US properties, adjusted by property for energy content,
quality, transportation fees and regional price differentials.  The prices should not be interpreted as a prediction of
future prices.  The amounts shown do not give effect to non-property related expenses, such as corporate general
administrative expenses and debt service, future income taxes or to depreciation, depletion and amortization.

(2) Natural gas is converted on the basis of six Mcf of gas per one barrel of oil equivalent.

(3)The Standard Measure differs from PV-10 only in that the Standard Measure reflects estimated future income
taxes.

Due to the inherent uncertainties and the limited nature of reservoir data, proved reserves are subject to change as
additional information becomes available. The estimates of reserves, future cash flows and present value are based on
various assumptions, including those prescribed by the SEC, and are inherently imprecise. Although we believe these
estimates are reasonable, actual future production, cash flows, taxes, development expenditures, operating expenses
and quantities of recoverable oil and natural gas reserves may vary substantially from these estimates.

Reserve Estimation Process, Controls and Technologies
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The reserve estimates, including PV-10 and Standard Measure estimates, set forth above were prepared by Lonquist &
Co., LLC.

These calculations were prepared using standard geological and engineering methods generally accepted by the
petroleum industry and in accordance with SEC financial accounting and reporting standards.
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Our year-end reserve report is prepared by Lonquist & Co. based upon a review of property interests being appraised,
production from such properties, current costs of operation and development, current prices for production,
agreements relating to current and future operations and sale of production, geosciences and engineering data, and
other information provided to them by our management team.  Lonquist & Co. also prepares reserve estimates for the
various Hupecol entities. Upon analysis and evaluation of data provided, Lonquist & Co. issues a preliminary
appraisal report of our reserves. The preliminary appraisal report and changes in our reserves are reviewed by our
President for reasonableness of the results obtained.  Once any questions have been addressed, Lonquist & Co. issues
the final appraisal report, reflecting their conclusions.

Lonquist & Co. is an independent professional engineering firm specializing in the technical and financial evaluation
of oil and gas assets. Lonquist & Co’s report was conducted under the direction of Don E. Charbula, P.E., Vice
President of Lonquist & Co. Mr. Charbula holds a BS in Petroleum Engineering from The University of Texas at
Austin and is a registered professional engineer with more than 30 years of experience in production engineering,
reservoir engineering, acquisitions and divestments, field operations and management. Lonquist & Co., and its
employees, have no interest in our Company and were objective in determining our reserves.

The SEC’s rules with respect to technologies that a company can use to establish reserves allows use of techniques that
have been proved effective by actual production from projects in the same reservoir or an analogous reservoir or by
other evidence using reliable technology that establishes reasonable certainty.  Reliable technology is a grouping of
one or more technologies (including computational methods) that has been field tested and has been demonstrated to
provide reasonably certain results with consistency and repeatability in the formation being evaluated or in an
analogous formation.

Lonquist & Co. used a combination of production and pressure performance, simulation studies, offset analogies,
seismic data and interpretation, geophysical logs and core data to calculate our reserves estimates.

Proved Undeveloped Reserves

As of December 31, 2012, our proved undeveloped reserves totaled 0 mbbls of oil and 0 mcf of natural gas, for a total
of 0 mbbls compared to 63.8 mbbls of oil and 0.0 mcf of natural gas, for a total of 63.8 mbbls as of December 31,
2011.

Changes in Proved Undeveloped (“PUD”) Reserves

Changes in PUD Reserves that occurred during 2012 were due to the sale of our interest in the La Cuerva prospect
which contained all of our PUD Reserves at December 31, 2011.

Developed and Undeveloped Acreage

The following table sets forth the gross and net developed and undeveloped acreage (including both leases and
concessions), categorized by geographical area, which we held as of December 31, 2012:

Developed Undeveloped
Gross Net Gross Net

United States 2,409 64 4,595 1,622
Colombia — — 737,657 178,570
Total 2,409 64 742,252 180,192
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As noted above, subsequent to December 31, 2012, we agreed to transfer to SK Innovation our entire 37.5% interest in
the 345,452 acre CPO 4 prospect in Colombia.

Developed acreage is comprised of leased acres that are within an area spaced by or assignable to a productive well.
Undeveloped acreage is comprised of leased acres with defined remaining terms and not within an area spaced by or
assignable to a productive well.

As is customary in the oil and natural gas industry, we can generally retain our interest in undeveloped acreage by
drilling activity that establishes commercial production sufficient to maintain the leases or by paying delay rentals
during the remaining primary term of leases. The oil and natural gas leases in which we have an interest are for
varying primary terms and, if production under a lease continues from our developed lease acreage beyond the
primary term, we are entitled to hold the lease for as long as oil or natural gas is produced.

9
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Many of the leases and concessions comprising the undeveloped acreage set forth in the table above will expire at the
end of their respective primary terms unless production from the acreage has been established prior to such date, in
which event the lease or concession will remain in effect until the cessation of production. The following table sets
forth, as of December 31, 2012, the expiration periods of the gross and net acres that are subject to leases or
concessions summarized in the above table of undeveloped acreage.

Undeveloped
Acres
Expiring

Twelve Months Ending: Gross Net
December 31, 2014 854 313
December 31, 2015 211 58
December 31, 2016 3,024 1,061
December 31, 2017 and later 738,163 178,760
Total 742,252 180,192

Title to Properties

Title to properties is subject to royalty, overriding royalty, carried working, net profits, working and other similar
interests and contractual arrangements customary in the gas and oil industry, liens for current taxes not yet due and
other encumbrances. As is customary in the industry in the case of undeveloped properties, little investigation of
record title is made at the time of acquisition (other than preliminary review of local records).

Investigation, including a title opinion of local counsel, generally is made before commencement of drilling
operations.

Marketing

At December 31, 2012, we had no contractual agreements to sell our gas and oil production and all production was
sold on spot markets.

Employees

As of December 31, 2012, we had 4 full-time employees and no part time employees. The employees are not covered
by a collective bargaining agreement, and we do not anticipate that any of our future employees will be covered by
such agreements.

Competition

We encounter intense competition from other oil and gas companies in all areas of our operations, including the
acquisition of producing properties and undeveloped acreage. Our competitors include major integrated oil and gas
companies, numerous independent oil and gas companies and individuals. Many of our competitors are large,
well-established companies with substantially larger operating staffs and greater capital resources and have been
engaged in the oil and gas business for a much longer time than our Company. These companies may be able to pay
more for productive oil and gas properties, exploratory prospects and to define, evaluate, bid for and purchase a
greater number of properties and prospects than our financial or human resources permit. Our ability to acquire
additional properties and to discover reserves in the future will be dependent upon our ability to evaluate and select
suitable properties and to consummate transactions in this highly competitive environment.

Edgar Filing: HOUSTON AMERICAN ENERGY CORP - Form 10-K

17



Regulatory Matters

Regulation of Oil and Gas Production, Sales and Transportation

The oil and gas industry is subject to regulation by numerous national, state and local governmental agencies and
departments. Compliance with these regulations is often difficult and costly and noncompliance could result in
substantial penalties and risks. Most jurisdictions in which we operate also have statutes, rules, regulations or
guidelines governing the conservation of natural resources, including the unitization or pooling of oil and gas
properties, minimum well spacing, plugging and abandonment of wells and the establishment of maximum rates of
production from oil and gas wells. Some jurisdictions also require the filing of drilling and operating permits, bonds
and reports. The failure to comply with these statutes, rules and regulations could result in the imposition of fines and
penalties and the suspension or cessation of operations in affected areas.
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Environmental Regulation

Various federal, state and local laws and regulations relating to the protection of the environment, including the
discharge of materials into the environment, may affect our exploration, development and production operations and
the costs of those operations. These laws and regulations, among other things, govern the amounts and types of
substances that may be released into the environment, the issuance of permits to conduct exploration, drilling and
production operations, the discharge and disposition of generated waste materials and waste management, the
reclamation and abandonment of wells, sites and facilities, financial assurance and the remediation of contaminated
sites. These laws and regulations may impose substantial liabilities for noncompliance and for any contamination
resulting from our operations and may require the suspension or cessation of operations in affected areas.

The environmental laws and regulations applicable to our U.S. operations include, among others, the following United
States federal laws and regulations:

● Clean Air Act, and its amendments, which govern air emissions;

● Clean Water Act, which governs discharges into waters of the United States;

●Comprehensive Environmental Response, Compensation and Liability Act, which imposes liability where hazardous
releases have occurred or are threatened to occur (commonly known as “Superfund”);

● Resource Conservation and Recovery Act, which governs the management of solid waste;

●Oil Pollution Act of 1990, which imposes liabilities resulting from discharges of oil into navigable waters of the
United States;

●Emergency Planning and Community Right-to-Know Act, which requires reporting of toxic chemical inventories;

● Safe Drinking Water Act, which governs the underground injection and disposal of wastewater; and

● U.S. Department of Interior regulations, which impose liability for pollution cleanup and damages.

Colombia has similar laws and regulations designed to protect the environment.

We routinely obtain permits for our facilities and operations in accordance with these applicable laws and regulations
on an ongoing basis. There are no known issues that have a significant adverse effect on the permitting process or
permit compliance status of any of our facilities or operations.

The ultimate financial impact of these environmental laws and regulations is neither clearly known nor easily
determined as new standards are enacted and new interpretations of existing standards are rendered. Environmental
laws and regulations are expected to have an increasing impact on our operations. In addition, any non-compliance
with such laws could subject us to material administrative, civil or criminal penalties, or other liabilities. Potential
permitting costs are variable and directly associated with the type of facility and its geographic location. Costs, for
example, may be incurred for air emission permits, spill contingency requirements, and discharge or injection permits.
These costs are considered a normal, recurring cost of our ongoing operations and not an extraordinary cost of
compliance with government regulations.

Although we do not operate the properties in which we hold interests, noncompliance with applicable environmental
laws and regulations by the operators of our oil and gas properties could expose us, and our properties, to potential
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costs and liabilities associated with such environmental laws. While we exercise no oversight with respect to any of
our operators, we believe that each of our operators is committed to environmental protection and compliance.
However, since environmental costs and liabilities are inherent in our operations and in the operations of companies
engaged in similar businesses and since regulatory requirements frequently change and may become more stringent,
there can be no assurance that material costs and liabilities will not be incurred in the future. Such costs may result in
increased costs of operations and acquisitions and decreased production.
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Climate Change Legislation and Greenhouse Gas Regulation

Federal, state and local laws and regulations are increasingly being enacted to address concerns about the effects the
emission of “greenhouse gases” may have on the environment and climate worldwide. These effects are widely referred
to as “climate change.” Since its December 2009 endangerment finding regarding the emission of greenhouse gases, the
EPA has begun regulating sources of greenhouse gas emissions under the federal Clean Air Act. Among several
regulations requiring reporting or permitting for greenhouse gas sources, the EPA finalized its “tailoring rule” in May
2010 that determines which stationary sources of greenhouse gases are required to obtain permits to construct, modify
or operate on account of, and to implement the best available control technology for, their greenhouse gases. In
November 2010, the EPA also finalized its greenhouse gas reporting requirements, beginning in March 2012, for
certain oil and gas production facilities.

Moreover, in recent past the U.S. Congress has considered establishing a cap-and-trade program to reduce U.S.
emissions of greenhouse gases. Under past proposals, the EPA would issue or sell a capped and steadily declining
number of tradable emissions allowances to certain major sources of greenhouse gas emissions so that such sources
could continue to emit greenhouse gases into the atmosphere. These allowances would be expected to escalate
significantly in cost over time. The net effect of such legislation, if ever adopted, would be to impose increasing costs
on the combustion of carbon-based fuels such as crude oil, refined petroleum products, and natural gas. In addition,
while the prospect for such cap-and-trade legislation by the U.S. Congress remains uncertain, several states have
adopted, or are in the process of adopting, similar cap-and-trade programs.

As a crude oil and natural gas company, the debate on climate change is relevant to our operations because the
equipment we use to explore for, develop and produce crude oil and natural gas emits greenhouse gases. Additionally,
the combustion of carbon-based fuels, such as the crude oil and natural gas we sell, emits carbon dioxide and other
greenhouse gases. Thus, any current or future federal, state or local climate change initiatives could adversely affect
demand for the crude oil and natural gas we produce by stimulating demand for alternative forms of energy that do not
rely on the combustion of fossil fuels, and therefore could have a material adverse effect on our business. Although
our compliance with any greenhouse gas regulations may result in increased compliance and operating costs, we do
not expect the compliance costs for currently applicable regulations to be material. Moreover, while it is not possible
at this time to estimate the compliance costs or operational impacts for any new legislative or regulatory developments
in this area, we do not anticipate being impacted to any greater degree than other similarly situated competitors.

Web Site Access to Reports

Our Web site address is www.houstonamericanenergy.com. We make available, free of charge on or through our Web
site, our annual report on Form 10-K, quarterly reports on Form 10-Q and current reports on Form 8-K, and all
amendments to these reports as soon as reasonably practicable after such material is electronically filed with, or
furnished to, the United States Securities and Exchange Commission. Information contained on our website is not
incorporated by reference into this report and you should not consider information contained on our website as part of
this report.
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Item 1A. Risk Factors

Our business activities and the value of our securities are subject to significant hazards and risks, including those
described below. If any of such events should occur, our business, financial condition, liquidity and/or results of
operations could be materially harmed, and holders and purchasers of our securities could lose part or all of their
investments.

Our cash flows and profitability may fluctuate by large amounts as a result of our strategy of investment in drilling
and exploration of unproven properties and opportunistic asset divestitures.

We have historically experienced large fluctuations in our cash flows and profitability associated with our drilling and
development of properties, divestitures of interests in select properties and reinvestment in drilling and development
of unproven properties.  Our strategy has historically focused on early identification of, and entrance into, existing and
emerging resource plays.  As part of that strategy, we and our partners have participated in accumulating positions and
drilling unproven acreage, that may be perceived to be higher risk, where acquisition, drilling and operation costs may
be lower with a view to proving reserves, divesting selected assets on an opportunistic basis to operators willing to
pay higher prices for proven prospects without early stage drilling risk and reinvesting operating cash flow and sales
proceeds in accumulating, drilling and developing additional, and larger, acreage positions.  As a result of such
strategy, we sold acreage positions in 2008, 2010 and 2012 that provided one-time profits and cash proceeds and
substantially reduced our proved reserves, production and operating cash flows immediately following such sales and
after which we invested substantial portions of sales proceeds in the accumulation and exploratory drilling of larger
acreage positions.  While our reserves, production, operating cash flows and operating profitability have historically
grown as properties have been drilled and developed and have fallen following strategic asset divestitures when we
are incurring costs to drill and develop properties, there is no assurance that our strategy will produce such results in
the future and, in fact, that strategy did not produce new reserves, production, cash flow or profitability when
deployed on our CPO 4 prospect.  As a result of drilling and other risks, there can be no assurance that our reserve and
production growth strategy will allow us to grow, and replace, our acreage position, reserves, production and
profitability following divestitures and we may continue to experience large fluctuations in such positions.

Our divestiture strategy exposes us to risks associated with a lack of diversification and a concentration of properties,
increased dependence on a small number of properties and disproportionate risk of loss associated with drilling results
and operations of one or a small number of properties.

Because a significant element of our strategy has been the opportunistic divestiture of properties and redeployment of
resources to new properties, we have historically been focused on development of a small number of geographically
concentrated prospects.  Accordingly, we lack diversification with respect to the nature and geographic location of our
holdings.  As a result, we are exposed to higher dependence on individual resource plays and may experience
substantial losses should a single individual prospect prove unsuccessful. Absent other operating properties, the failure
or underperformance of a single prospect could materially adversely affect our financial resources, reserve and
production outlook and profitability.  In particular, during 2011 and 2012 we committed a substantial portion of the
proceeds received from our 2010 divestiture of Hupecol properties to a drilling program on our CPO 4 prospect.
Between 2011 and 2012, we participated in the drilling of three test wells on our CPO 4 prospect, each of which was
determined to be noncommercial and, ultimately, plugged and abandoned.  Given our focus on development of the
CPO 4 prospect, including the commitment of substantial financial resources and the lack of current production from
our other prospects, the failure to complete a commercial well on the prospect materially adversely affected our
financial position and operating outlook.

Unless we replace our oil and natural gas reserves, our reserves and production will decline, which would adversely
affect our cash flows and income.
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Unless we conduct successful development, exploitation and exploration activities or acquire properties containing
proved reserves, our proved reserves will decline as those reserves are produced. Producing oil and natural gas
reservoirs generally are characterized by declining production rates that vary depending upon reservoir characteristics
and other factors. Our future oil and natural gas reserves and production, and, therefore our cash flow and income, are
highly dependent on our success in efficiently developing and exploiting our current reserves and economically
finding or acquiring additional recoverable reserves. If we are unable to develop, exploit, find or acquire additional
reserves to replace our current and future production, our cash flow and income will decline as production declines,
until our existing properties would be incapable of sustaining commercial production.
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A substantial percentage of our properties are unproven and undeveloped; therefore the cost of proving and
developing our properties and risk associated with our success is greater than would be the case if the majority of our
properties were categorized as proved developed producing.

Because a substantial percentage of our properties are unproven and undeveloped, we require significant capital to
prove and develop such properties before they may become productive. Following the sale of our principal producing
property in Colombia in March 2012, substantially all of our net acreage was unproven and undeveloped. Because of
the inherent uncertainties associated with drilling for oil and gas, some of these properties may never be successfully
drilled and developed to the extent that they result in positive cash flow. Even if we are successful in our drilling and
development efforts, it could take several years for a significant portion of our unproven properties to be converted to
positive cash flow.

Prospects that we decide to drill may not yield oil or natural gas in commercially viable quantities.

Our prospects are properties on which we have identified what we believe, based on available seismic and geological
information, to be indications of oil or natural gas potential. Our prospects are in various stages of evaluation, ranging
from a prospect that is ready to drill to a prospect that will require substantial seismic data processing and
interpretation. There is no way to predict in advance of drilling and testing whether any particular prospect will yield
oil or natural gas in sufficient quantities to recover drilling or completion costs or to be economically viable. The use
of seismic data and other technologies and the study of producing fields in the same area will not enable us to know
conclusively prior to drilling whether oil or natural gas will be present or, if present, whether oil or natural gas will be
present in commercial quantities. We cannot assure that the analogies we draw from available data from other wells,
more fully explored prospects or producing fields will be applicable to our drilling prospects.

Drilling for and producing oil and natural gas are high risk activities with many uncertainties that could adversely
affect our business, financial condition or results of operations.

Our future success will depend on the success of our exploitation, exploration, development and production activities.
Our oil and natural gas exploration and production activities are subject to numerous risks beyond our control,
including the risk that drilling will not result in commercially viable oil or natural gas production. Our decisions to
purchase, explore, develop or otherwise exploit prospects or properties will depend in part on the evaluation of data
obtained through geophysical and geological analyses, production data and engineering studies, the results of which
are often inconclusive or subject to varying interpretations. Please read “Reserve estimates depend on many
assumptions that may turn out to be inaccurate” (below) for a discussion of the uncertainty involved in these processes.
Our cost of drilling, completing and operating wells is often uncertain before drilling commences. Overruns in
budgeted expenditures are common risks that can make a particular project uneconomical. Further, many factors may
curtail, delay or cancel drilling, including the following:

●delays imposed by or resulting from compliance with regulatory requirements;

●pressure or irregularities in geological formations;

●shortages of or delays in obtaining equipment and qualified personnel;

●equipment failures or accidents;

●adverse weather conditions;

●reductions in oil and natural gas prices;
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●title problems; and

●limitations in the market for oil and natural gas.

Cost overruns, curtailments, delays and cancellations of operations as a result of the above factors and other factors
common in our industry may materially adversely affect our operating results and financial position and our ability to
maintain our interests in prospects.
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We may incur substantial uninsured losses and be subject to substantial liability claims as a result of our oil and
natural gas operations.

 We are not insured against all risks. Losses and liabilities arising from uninsured and underinsured events could
materially and adversely affect our business, financial condition or results of operations. Our oil and natural gas
exploration and production activities are subject to all of the operating risks associated with drilling for and producing
oil and natural gas, including the possibility of:

●environmental hazards, such as uncontrollable flows of oil, natural gas, brine, well fluids, toxic gas or other pollution
into the environment, including groundwater and shoreline contamination;

●abnormally pressured formations;

●mechanical difficulties, such as stuck oil field drilling and service tools and casing collapse;

●fires and explosions;

●personal injuries and death; and

●natural disasters.

Any of these risks could adversely affect our ability to conduct operations or result in substantial losses to our
company. We may elect not to obtain insurance if we believe that the cost of available insurance is excessive relative
to the risks presented. In addition, pollution and environmental risks generally are not fully insurable. The occurrence
of a significant accident or other event that is not fully covered by insurance could have a material adverse effect on
our business, results of operations or financial condition.

We are dependent upon third party operators of our oil and gas properties.

Under the terms of the operating agreements related to our oil and gas properties, third parties act as the operator of
each of our oil and gas wells and control the drilling and operating activities to be conducted on our properties.
Therefore, we have limited control over certain decisions related to activities on our properties, which could affect our
results of operations. Decisions over which we have limited control include:

●the timing and amount of capital expenditures;

●the timing of initiating the drilling and recompleting of wells;

●the extent of operating costs; and

●the level of ongoing production.

Decisions made by our operators may be different than those we would make reflecting priorities different than our
priorities and may materially adversely affect our operating results and financial position.

The unavailability or high cost of drilling rigs, equipment, supplies, personnel and oil field services could adversely
affect our ability to execute on a timely basis our exploration and development plans within our budget.
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Shortages or the high cost of drilling rigs, equipment, supplies or personnel could delay or adversely affect our
development and exploration operations. As the price of oil and natural gas increases, the demand for production
equipment and personnel will likely also increase, potentially resulting, at least in the near-term, in shortages of
equipment and personnel. In addition, larger producers may be more likely to secure access to such equipment by
virtue of offering drilling companies more lucrative terms. If we are unable to acquire access to such resources, or can
obtain access only at higher prices, not only would this potentially delay our ability to convert our reserves into cash
flow, but could also significantly increase the cost of producing those reserves, thereby negatively impacting
anticipated net income.
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We may need additional financing to support operations and future capital commitments.

At December 31, 2012, our estimated drilling budget for 2013 was approximately $2.5 million, principally relating to
the drilling of two test wells on the Serrania prospect as well as shooting seismic on the Los Picachos and Macaya
Concessions.  While we believe that our cash on hand at December 31, 2012, together with funds expected to be
received from federal tax refunds and the release of certain restricted funds, will support or drilling budget and
overhead during 2013, there is no assurance that we will not require additional financing t
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