
DEC/03/2007/MON 05: 15 PM Dexter & Dexter FAX No. 801-224-6500 P. 002

TX H'OL:DÃNGS,. INC.
\¡vww.txholdJogs.coin

Mlchael A. Cede~trom
Chief Financlal Offciir

'December 3,2007

VI FACSIME: (202) 772-9368

Karl Hiler
Branch Chief

Re: TX Holdings, Inc. - Draft of Response

Dea Mr. Hiler:

The following is my response to your letter. I am leavig to Houston tomorrow
morng. I hope to be able to complete the responses with the assistance of the audtor. Upon
my return frn~ Houston I wil contact your offce to províde an update '

Form 10-KSB/A for'he Fig~?l Yt;ar Ended September 30, 2006

Gener

i. Where comments on one section or dociuuent impact paralel disc10sme in
another, TnMe correspondig changes to all afected sections and. documents.

Response

A ful disclosme of the company's CUtTent operations is set fort in the secton Item 1

''Descrption of Business" under sectons "Recent Developments"; "Background for
Oil and Gas Business Actvities"; and "Cuent Oìl and Gas Activities".

111e sentence contaed in "Overew of Business" which states: "TIie company
acquied oil and gas leases and bega development of oil and gas production
operations as of April 11, 2006,"

Wil be changed to state:

"111e company acquied oil and gas leases and began development of oil and gas field
operations as of April 11, 2006, (For a dicussion of CUlTent oil and gas activities see
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secton,s "Recent Developments"; "Background for Oil and Oas Business Actvíties"
and "Current Oil and Gas Activities")

Descrption of Business, page 6

2. We note your disclosue in which you state that you acquied oil and gas leases and
began development of oil and gas producing operations as of April i i, 2006. It is om
understandin that you have acquied working Interests in leases that are not currently
producing. In addition, you do not repoJ.i proved reserves for yOur ùiterest Ùl these oil
and ga leases. Please revíse Y01.1r disclosure to provide a clear and accurate
descrption of your curent operations.

Response

Pleae see response to question 1 above.

In addition, on page 9 under ''Background Oil and Gas Business Activities", the thd
paragraph states:

"On September I, 2005 TX Holdings announced an agreement whereby W.D. Von
Gonten & Co., ofHoustoD? Texas wiD advíse the Company on economics and future
value projections of prospective wells and producìn propertes. &1 essential
component OfVOl1 Go:nten's serce offerings is the provision of certified reserve
repoits.

In December 2006 Von Gonteu requested additional well data on the wells owned by
TX Holdigs in mder to evaluate the wells. Until this Inonnation can beprovìded
and evaluated Von Golitell is unable to evaluate any proven reserves."

On page 9lUlder the headùig "Current Oil and Gas Activities"paragraph 2 states:

"Currently Tx Holdligs is not producing any of its wells. The Company is applyIng
for its Operator's License in Texas. Upon obtainig the Operator's License TX
Holdls.wi begi production."

Ths statement wil be modified to state:

"Cuently Tx Holding is not producing any of its wells. The Company is applying
for its Operator' s License in Texas. 1be company is cunently refurbishi the
Willam's Lease by repaig electrcal lIes, flow línes,aiid testi well integiity.
Upon the completion of the well íntegiity testi:ig and approval by the Texas Railroad
Commission, the company wil receive its permit to produce tiie wells. Upon
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obtaùùn the Operator's License, 'I Holdings will begi production. Once the wells
are in production with suffcient producton data the information leqi.ed by Von
Gonten to complete its evaluation oftlie reserves wil be provided and a reserve report
produced."

Management's Discusion and Analysis or Plan of Operations, -page 32

3. ,,1 e note you make a number of statements regarding yom futue operations,
although without clear substantiation. Please expand your disclosures to discus the
basis. for the beliefs you express in following asseiii.ons, and any síirlarly optIllùstic
views.

· "TIie Companybelieves it ,víll begi oil production in 2007."
· "TIie Company believes that it will have in excess of 100 wells in operation,
each with estimated potential to produce 2 to 12 barels per day (bbls) once proper
techoiques are utized."

· ''The Company believes it could be profitable at approxùnately 2000 bbls of
oil produced per day."

Response

The second paragrph under Item 6 ''Manageinellt's Discussion and Analysis or Plan
of Operation" wil be entirely removed and replaCed with the paragraph which has
bee included in the 2007 10QSB for the perod ending June 30, 2007 which states;

"The Company has never eared a profit, and has incurred an accuulated deficit
of$ 1 0,734,907 as.ofJune 30,2007. The acquisition ofa controllg interest in
the COlli:pany by MA&N has given the Company access to additional fuds directly
from MA&N, and the business plan developed by MA&N has enabled the Company
to raise additional fuds from third pares. As of September 30,2006, the Company
had rased $1,240,000 in equity. The Company has used tliese fuds to puchase or
place deposits on thee oil and gas fields to begi its operations as an oil and gas
exploration and production company. In addition the Company ha entered into
negotiations to purchase addítionl' fields of operation that are scheduled to close
during the four quarer of200? The Company wil begi oil producton upon the
completion of well integrty tests required to be perfOlmed by the Texas Railad
Commssion on the wells located in the Wilams Lease. Upon the successful
completion of the test the Company wil be in a position to staii the recompletion of
the 30 wells located on the Willams Brothers leases. Revenues derved from the
plared production and sale of oil wi be based 011 the evaluation and development of

fields. If our development plan is success:fi1, it is estùnated it wil tae approxùnately
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one year to reach production levels to suffciently capitalze the Company on an
ongoing basis. Durg ths intial ramp up period, the Company believes it willl1eed to
raise additional fuds to fuy develop its fields, puchase equipment and meet gener
adniinistrative expenses. The Company may seek both debt and equity fiancing. TIie

Company cunently has in excess of seventy wells located 011 t1i.e thee fields located in
Texas. Each of the wells wil need to be reworked to establish pröduction at a cost of
approximately $5,000 to $10,000 per welL. Intial producon from. each well is
estiated to be between 'two to five bairels per day. Once initial production has been
established the Company wil begin a water flood progr that injects water into the
oil producing zone thugh injector wells. The water then forces the oil towards the
producing well and may iiicrease production of each well up to an estiated eight to
twelve barrels per day per well. If the Company is able to produce its wells upon the
recompletion the Company wi be profit.'ible if200 bane1s of oil is produced and the
price of oil remains above $50.00 per barreL. The Compmiy's success is dependent on
if and how quickly it can reach these levels of production. TIie Compaiiyvlaiis to use
all revenues for geueral corporate puiposes as well as, futue expansion of its cuneut
oil producing propert~s and the acquisition of other oil and gas properties. TIiere
is no ceraity tht the Company can achieve profitable levels of producton or
tht it wil be able to raise additional capital through any mean."

It should be noted that the 2006 10KSB stated ''Te Company believes it could be
profitable at appToxiinately 200 bbls of oil pi-oduction per day." In your letter you
indicate that the report stated 2000 bbls of oil produced per day. .

Liquidity, page 33

4. We note your auditor's report includes an explanatory pflagraph indicati there is

substantial doubt about your abilty to contiue as a going concer. Please disclose
under ths headig details of your fiancial diffculties lUiderlyig the view that there

is substantial doubt about your abilty to contiu~ as a going concer and your plan
to overcome these diffculties, to comply with FRC Secton 607.02.

Response'

The Liquidity Secton wil be amended to add the followi pargrph at the

conclusion of the curt paragraphs:

"The Company currently requires operating capital of approxiately $75,000 per
month to meet its GlUTent obligations. At ths tie the Company has no revenue and is
unable to meet its current obligations. hi the past the Company has been able to raise
capital from its shareholders/offcers though sto?k-based compensation and advances.
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The Company wi requie the offcer of the Company to contiue to receive stock-
based compenation and the Company wil need to borrow or raise suffcient equity
capitazation to meet its cuent obligations. In addition the CoIIanywilneed to
raie approximately $500,000 in workig capita to complete the refubishment and
development oille leases it cuently owns. If the Company is miable to raise
suffcient capital to ren:irbish and develop its fields, it wiliieed to fid workig
interest parers to assist in the development of its oil and gas leases. The Company's
primaiy chaenge is to begin to generate revenue froin its oil and gas leases. If the
revenue is riot generated, then the Company wiU need to seek merger paitners."

Financial Statements, page 34

Report ofIndepeiident Registered Public Accountig Fin. page 36

5 . We note1:at your auditors have not ex.teilded audit coverage to your cumulative
fiancial infonnation, coveríng ihe period frOll October 1, 2004 Citception of

development stage) to September 30,2006. If ths informatioiiis unaudited, you wil
need to revise yom fiancial statements to label all of the cumulative data as
unaudited. Otherse, please obtain and fie aii audit repoit fi'om the auditors including
specific reference to the cumulative information.

Response

The auditots Will extend audit coverage to the cumulative fiancial infonnation
coverig the period1roni October i, 2004 (inception of development stage) to
Sepember 30, 2006.

Note 1- Sununary of Significant Accountig Policies and Actvities, page 42

Historica BuSiiiess Activities, page 42

6. We note you sold a 67.7% interest in Freedom Homes Inc. and wrote offyöur
remaig 32.3% interest in this entity in 200S.Please exand your disclosme to
indicate the consideration received in the sale, the car value of the net assets of
Freedom Homes Inc. piior to and afer tb.e sale, and the nature of operations of ths
subsidiar at the time of the sale.

Response

(Stan, I need your help with tls one.)
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7. In order for the sale of Freeom Homes Inc. to be reported as dicontiued
operations you must ineetthe coditions set forth in paragrph 42 of SF AS 144.
Pleaseexlai to us how you have met these conditions given tht you cOntinue to

hold a 32.3% interest in the entity subsequent to tiie sales tranaction. If you are able to
support the charactei1zation, comply fully with the disclosure requirements outled in
paragraph 47 of SF AS 144.

Response

(Stan, I need your help with this one.)

Development Stag:e Company. page 42 

8. You indicate on pages 38, 39 and 40 that you were a developmeÒt stage enteriise
on October 1, 2004. However, at Note 1 you disclose that you did not begin to
tranition from the real estate business to the oil and gas exploration and production
business until 2005, and that you did not acquir your fit workig interest in an oil
and gas propert uuti2006. On page 32 you state that you anounced your plans to

chane your business diectiou in December 2004. Please claiify within your
disc10smes the date you. ceased your founer operations and entere4 ÌIto the

development stage. Yom rational for identifyg October 1,2004 as the inception date
should be clear. .

Respouse

The following paragrph 'wil be added mider the caption "DEVELOP:MNT STAGE
COMPAN".

''Te Compauy ceased its fomiêr operations as of September 30, 2004. Durg the
fist quaer for 2005 begí On October 1,2004, the Company researched dierent
alteratives for the fue development of the company. In Dece:ber 2004, as a resut
of the Company's research, the Company anounced that it would pursue operations
in the oil and gas industr. October 1,2004 was the begig day for the fist quar

of the determination to pursue operations in the oil and gas industr. Therefore
October 1,2004 was identified as the beginning 9fthe developmental stage."

Proper and Eqtùtiinent page 43

9. In the third to last paragraph öf YOll property and equipment ac.couutIg policy note
disclosme you refer to ERHC. Please disclose the fu name of ths entity.
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. Response

ERHC was a misprit and should have been TX Holdis. The change wil be made.

~te 3 - Deposits for Oil and Gas Propert Acquisition, page 46

10. Please revise your disclosure to indicate that yoi..l entered into an agreement to
acquie a 60% worJrg interest in a propert identified as Contrct Area #1 on
November 1, 2006, rather than November 1,2007, if tre.

Response

Contract Area #1 purcliase and sale agreement was en.tered on November 1, 2006 and
not November 1, 2007.

11. We note tht in 2006 you acquir working interests in the Parks and Wiliams
leases. Please expand your disòlosure to desciibe the assets acquired, the consideration
paid and any contingencies or COliliiiti:nent specified in the acquisition agreements.

Response

The section Item 2 "Descrption of Property" imder "Lease and Royalty Ters"
subsection "Parks Lease" oii page 25 states:

"Parks Lease

Uris lease includes 320 acrs in which we have a 75% workig interest and a 63% net
reenue interest in the oil and gas produced ÍÌom tiiis field. The land owner of ths
lease own a 12.5% royaty interest in the producton. Masada Oil and Gas owns a 25
~ worki interest in the leae~ There are currently 30 wells on tlùs lease and none of
the wells are cuently producing. The lease provides that TX Holdigs is limited to
producton frni1,000 feet and above. The wells on ths lease ar not currently
producing. "

The above paragraph will be replaced with the followi paragraph:

"Parks Lease

TIs lease includes 320 acres in which we have a 75% working interest and a 63% net
revenue interest in the oil and gas produced ÍÌom ths field. The land owners of ths
lease ovvn a 12.5% royaty interest in the producton. Masada Oil and Gas owns a 25
% worl interest in the lease. The Company purchased tbis lease from Masada Oil
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and Gas as par of the puchase of Contract Area 1. The Company's obligation is to
,pay for the refbisluuent of the wells and the ill:f:astrctre of the lease. TIiereare
cuently 30 wells on ths lease and none ofthewells are cunently producing. The

lease provides that TX Holdigs is limted to prodnction from 1~OOO feet and above.

The wells on ths lease are not curently producing."

The secton Ite 2 "Description ofProperty" under "Lease and Royalty Terms"

subsection 'Wilams Lease" on page 25 states:

'Wilams Lease
~

'Ts lease contais 843 acres with a working interest of 89% owned by the Company.
The lease was acquied through a foreclosure sale on August 1, 2006 for the sum of
$68,221. The lease cares an ORR to the land owners of25%. The Company's net
Revenue interest on the wells contained in this lease is 75%, TIs lease is bmited to
producton fì'om 1,000 feet and above."

The above pargraph '\Vi be replaced with the following paragraph:

"Williams Lease

Ths lease conta 843 acres ,víth a worki interest of 89% owned by the Company.

The lease was acqliUed through a foreclosure sale on August 1, 2006 for the sum of
$68,221. Thei-e areno contingencies or other corrtments. The lease cares an
ORR to the land owners of25%. The Company's net Revenue iiiterest on the wells
contained in ths lease is 75%. TIns lease is linted to production from 1,000 feet and
above."

Note +- Discontiued Operations, page 47

Note 7- Stockholders' Equity, page 48

Preferred Stock. page 48

12. We note your disclosure indicating that in 2006 you issued shares of prefered.
stock to your president in lieu of paying him a salar; also indicatig these shars give
him complete control over every decision made by you. Please disclose the pertinent
rights and privileges of these prefered shares as requied by paragraph 4 of SPAS
129. In addition, disclose how you detemied the value assiged to these secties,
and the reasons you believe he was entitled to half ownership of the company.

Respotle

1602 Alton Road, #487
Miami, Beach, FL 33139

Tel: 305,420.6781 . Fax: 305.532.6262

lnvestor Relations: 586.354.4242



DEC/03/2007/MON 05: 16 PM Dexter & Dexter FAX No. 801-224-6500 p, ci 1 Cl

TX, HOL'DIÃNGS., INC.
www.ixtoldin~s.com

Michael A. CedGr&trm
Chief Financial Officer

Note 7~STOCKHOWERS EQUIT subsection PREFERRD STOCK on page 48
wil be entiely removed and replaced with the paragraph which has been :icluded in

the 2007 10QSB for the period endig June 30, 2007 which state:

"PREFERRD STOCK

In May 2006 an employment agreement was entered into vvíth :t-_ Neuhaus the
president, CEO and chamnar ofthe Board. The agreement provides that Mr.
Neuhaus shal be compensated at the rate of $25,000 per month plùs bonus based
on oil and gas production. In addition the employment agreement provides to rYIr.
Neuhus 1,000 shares of prefe11ed stock TIie prefe11ed stock has the following
rights and privíleges:

1. Super votig :iglts: The preferred stock has the right to vote on any item of

business submitted to the common shareholders for a vote the equivalent munber
of votes representig 50% of the outstanding common shares then issued by
company.

2. No other rights: The prefelTed shares have no other iights, includin but not
limited to no conversion rights; no dividei:d rights; and no liquidation priol.ity .
nghts.

Dmig the fisca year 2006, Mr. Neuhaus waived his salary; however, the prefen'ed
stock he was issued was valued at $1,018,000 due to the fact that the shares give Mr.
Neuhaus cornplete control over every decision made by the Company."

il addition tb.e vauation of $1,018,000 was obtained by consultation with an
investment bang fun1

Stock Options and Warants. page 50

13. Please disclose the method and signficant assumptions used to estiate the fai

value oftle warants granted during the perods presented.

Response

(Jose, I need your help.)
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14. We note that you granted warants that include a featue that allows you to call the
waraiitsoii or afer a specified date to the extent your stock piice has reached a certai

threshold over a number of tradi days. Please disclose whether ths feature provídes

you the option to l'equie the wart holders to exere thei waralJ,ts, or whether ths
:fatue allows you to repmchase the warants fur cash or some other fuim of

cQnsidertion. In addition, please indicate whether it is you or
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. the warant holder havig the right to enct ths callable featue; once the requied
tie has passed and stock peionnance measure has been met.

Response

The paragraph below under Note 7 "Common Stock", Tererr to the private
placement completed in May 2006, curently states:

"During May 2006 the Company entered into a Piivate Placement Agreement with
Bri SecLUities, Inc. to act as a financial advísor for the private placement of shaes of
conunon stock ofTX Holdings. Pursuant to the Private Placen:ient Memorandum
$1,240,000 of units were placed. The units contained an aggegate of 4,133,324 shares
of the Company's common stock and 4,133,324 common stock pmchase wanants.
Each common stock purhase W8nant is exercisable for a period of two years at an
exercise price of $.50 per share. In connection with the offeiing, the Company paid a
placeent fee of $70,500 in cash. In addition, the placi agent was. issued wan-ants to

purchase 235,000 shares of common stock on the same terms andconditiol1s as the
investors. TIie net proceeds of the offering will be used. by the Company to purchase
necessaiy equipment to upgrade, replace, repair equiment on site at the fields we
lease; to search, negotiate and acquie additional oil and gas leases; and general
corporate puroses."

The above paragraph will be replaced "vith the following pai-agraph:

"During May 2006 the Company entered into a Private PlaCement Agreement with
Brill Secmities, Inc. to act as a financial advisor for the private placement of shaes of
conuon stock ofTX Holdings. Pursuant to the Pii.vate Placement Memorandum
$1,240,000 ofuiiits were placed. The unts contaed an aggregate of 4,133,324 shares
of the Company's common stock and 4,133,324 common stock purchase warants.
Each common stock purchae warant is exercIsable for a peiiodoftwo years at an
exercise price of $.50 per shar. The purchase warrants conta a cal provision as
follows:

. 'The Warants, are exercisable for up to twenty-four.(24) months after the date of thei
. issuance. The Warant Exercise Prce' of the Warants is subject to adjustoent for
stock splits, combinons, dividends and the lie. The company may cal this wan-at
at aiiy rune afer Janua 1,2007 if the Stock Pi.ce ofthe Company-is tradig above
$1.50 per share for a period of ten (10) trding days as quoted on the stock quotation
system where the shares are regularly traded. If the Company chooses to cal the
Warants, then the Warant holder shallliave twenty (20) trading days fl.om the day 011
wbich the Company sets as the "Cal Date" in which to sun-ender the Wauant with the
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payment pursuant to pargrph 1.1 above. If the Wart holder fals to exerse

the.WaIant with the twenty (20) day perod then the Warant shall expir. Warant
, holder shall be sent a noti'ce of the Call by the Company to the address that the
Company has on recod for the Warant holder. The Notice shall be mailed at least 1. 0
caendar days prior to the Call Date.'.

In connection with the offerg, the Coinpanypaid a placement fee of $70,500 in cash.
In addition, the placig agent was issued waiants to purchase 235,000 shares of
common stock ont1ie same ternis and conditions as the :ivestors. The net proceeds of
the offerig wil be used by the Company to pmchse necessar equiment to
upgrade, replace, repai equipment on site at the fields we lease; to search negotiate
and acquire additional oil aiid gas leases; and general corporate purposes."

Controls and Procedures, page 52 .'

15. We note yom discusion ofiuanagements assessment of the effectiveness of
your intemal controls over fuiacialreportig. However, Item 307 of Reguation S-B
reqlies your offcer to evaluate the effectiveness of your disclosure controls an
procedmes and to disclose thei conclusions regardig the effectveness of your
, diclosure contrls and procedures as ofthe end ofthe period covered by the repOlt.

Furer, Iter 3 08( c) of Reguation $- B reuies tht you disclose any change in your

internal control over fiancial reporting tb.at occurred dUring the last fiscal quarter

that has materially afected; or is reasonably liely to materally afect your intemal
contrl over financial reportg. Please comply with these disclosure requÜements.

Response

The Company has idei::iified a lack of control DVèr the ban accoUnts and expene
accounts of the cömpany. 111e lack of controls included faiur to reconcile checkig

accounts on,a monthy basis; faiure to maita expense accunts; and failure to.
review aiid maitain invoices for expenses when the expense was incued. These
lack of controls persisted duiÍ1g the financial years 2005 and 2006. Siiice September
2006 the Company has instituted the followig controls which were set out in the
copany's 2007 10QSB for the perod ending June 30; 2007. TIie information set
forth in the 2007 10QSB states:

"Since the assessments ofSepterber 30, 2005 and September 30, 2006, the
Company has instituted signficant changes in the operation of the Company.
These changes include 'the followig financial controls:

1. All obligations that are paid are subject to review by the President and the
Director of Finance;
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2. 'The President.ofthe Company sign each check or other fiancial
instrent;

3. Copies óf each check are maitaed and attached to eah invoice or fuds
reques;

4. The President and the Director of Finance revíew all bank statements on a
monthy basis;

5. Each ban account and the stock aCcolUits are reconciled on a monthly
basis;

6. lùl of the fiancial records are maintained in the Company's business
offce;

7. The Company has lIDed.as the Director of Finance, Jòse Fuentes, who is a
Cered Public Account;

8. The Company has hied a Company to ovenee al accountig, payments
and opertions for its Texas oil and gas operations;

9. The Chief Fincial Offcer reviews all accounts on a regularbasis."

The above paragraph wil be inserted into the 1 OK.

. 1 6. We note that in conjunètion with your assessment of the effectiveness of your
inteni controls over fiancial reportig, you identified materal wealiesses. Please

'disclose in greater detail the natue of each material wea1ess identified; including
the effect on your ficial reortg, dates each materal weakess fit begmi,

specific steps you have taken to remediate them, and when you expect these matters
to be resolved.

Response

Please see response to question #15;

Form I O-QSB/ A for the Interi Perod Ended March 3 L 2007

Financial Statements, page 3

Note 1 ~ Summar of Signficant Accountig Policies and Activities, page 7

Recently Issued Accounting Standards, page 10

17 . We note your diclosure indicating you are assessin the impact the adoption of
SF AS 123R wi have on your fiaii~ial statements. You were requied to adopt ths
stdard 011 October 1, 2006. Please revise your interim fiancial statements to

comply with the accuntig and disclosme requirements of SF AS 123R.

1602 Alton Road, #487

Miami, Beach, FL 33139

Tel: 305.420.6781 . Fax 305.5326262
Investor Relations: 586.354.4242
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Míi:haQI A. Cooarstroni
Chief Financial Offcer

Response

The company has revewed its grants of options and share-based payments and ha
.detemuned that FAS No 123R will have no effect on the company's basic financial
statelnents.

The Company in its 10QSB for the perods endig June 30, 2007 have removed the
disclosure regaidig F AS No 123R.

Thank you,

(ïV A /\ ~/
"M MeM. Cederstrom,

Chef Financial Of-£cer &
General Counsel
TX Holdigs, Inc.

1602AJto Road, #487

Miami, Beach, FL33139

Tel: 305.420.6781 . Fax: 305.532.6262

Investor Relations: 586.354.4242


