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" December 3, 2007

VIA FACSIMILE: (202) 772-9368

Karl Hiller
Branch Chief

Re: TX Holdings, Inc. — Draft of Response |
Dear Mr. Hiller:
The following is my response to your letter. I am leaving to Houston tomorrow

mormning. Thope to be able to complete the responses with the assistance of the auditor. Upon
my return from Houston I will contact your office to provide an update

Form 10-KSB/A forthe Fiscal Year Ended September 30, 2006

General

1. Where commaents on one section or docurment impact parallel disclosure in
another, make corresponding changes to all affected sections and. documents.

Response

A full disclosure of the.company’s cuurent operations is set forth in the section Item 1
“Description of Business” under sections “Recent Developments™; “Background for
01l and Gas Business Activities”; and “Current Oil and Gas Activities”.

The sentence contained in “Overview of Business” which states: “The company
acquired oil and gas leases and began development of 0il and gas production
operations as of April 11, 2006.”

Will be changed to state:

“Ihe company acquired oil and gas leases and began development of oil and gas field
operations as of April 11, 2006. (For a discussion of current oil and gas activities see
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sections “Recent Developmeuts”; “Background for Oil and Gas Busmess Activities”
and “Current Oil and Gas Activities™)

Description of Business. page 6

2. We note your disclosure in which you state that you acquired oil and gas leases and
began development of oil and gas producing operations as of April 11, 2006. It is our
understanding that you have acquired working interests in leases that are not currently
producing. In addition, you do not report proved reserves for your interest in these oil
and gas leases. Please revise your disclosure to provide a clear and accurate
description of your current operations.

Response

Please see response to question. 1 above.

In addition, on page 9 under “Background Oil and Gas Business Activities”, the thixd
' paragraph states:

“On September 1, 2005 TX Holdings announced an agreement whereby W.D. Von
Gonten & Co., of Houston, Texas will advise the Company on economics and future
value projections of prospective wells and producing properties. An essential
-component of Von Gonten’s service offerings is the provision of certified reserve
repotts.

In December 2006 Von Gonten requested additional well data on the wells owned by
TX Holdings in oxder to evaluate the wells. Until this information can be provided
and evaluated Von Gorten is unable to evaluate any proven reserves.”

On page 9 under the heading “Current Oil and Gas Activities™ paragraph 2 states:

“Currently Tx Holdings is not producing any of its wells. The Company is applying
for its Operator’s License in Texas. Upon obtaining the Operator’s License TX
Holdings will begin production.”

This statement will be modified to state:

“Currently Tx Holdings is not producing any of its wells. The Company is applying
for its Operator’s License in Texas. The compauny is curently refurbishing the
William’s Lease by repairing electrical lines, flow lines, and testing well integrity.
Upon the completion of the well integrity testing and approval by the Texas Railroad
Copumission, the company will receive its permit to produce the wells. Upon
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obtaining the Operator’s License, TX Holdings will begin production. Once the wells
are in production with sufficient production data the information required by Von

Gonten to complete its evaluation of the reserves will be provided and a reserve report
produced.”.

Management’s Discussion and Analysis or Plan of Operations, page 32

3. We note you make a number of statements regarding your future operations,
although without clear substantiation. Please expand your disclosures to discuss the
basis. for the beliefs you express in following assertions, and any similarly optimistic

Views.
. “The Company believes it will begin oil productibn n 2007.”
. “The Company believes that it will bave in excess of 100 wells in operation,

each with estimated potential to produce 2 to 12 barrels per day (bbls) once proper
techniques are utilized.”

. “The Company believes it could be profitable at approxnnately 2000 bbls of
oil produced per day.”

Response

The second paragraph under Item 6 “Management’s Discussion and Analysis or Plan
of Operation” will be entirely removed and replaced with the paragraph which has
been included in the 2007 10QSB for the period ending June 30, 2007 which states:

“The Company has never eamed a profit, and has incured an accumulated deficit

0f $10,734,907 as.of June 30, 2007. The acquisition of a controlling interest in

the Comopany by MA&N has given the Company access to additional funds directly
from MA&N, and the business plan developed by MA&N has enabled the Company
to raise additional funds from third parties. As of September 30, 2006, the Company
had raised $1,240,000 in equity. The Company has used these funds to purchase or
place deposits on three oil and gas fields to begin its operations as an oil and gas
exploration and production company. In addition the Commpany has entered into
negotiations to purchase additional fields of operation that are scheduled to close
duning the fourth quarter of 2007. The Company will begin oil production upon the
completion of well integrity tests required to be performed by the Texas Railroad
Commission on the wells located in the Williams Lease. Upon. the successful
completion of the test the Company will be in a position to start the recompletion of
the 30 wells located on the Williams Brothers leases. Revenues derived from the
planned production and sale of oil will be based on the evaluation and development of
fields. If our development plan is successfid, it is estimated it will take approximately
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one year to reach production levels to sufficiently.capitalize the Company on an
ongoing basis. During this initial ramp up period, the Company believes it will need to
raise additional funds to fully develop its fields, purchase equipment and meet general
admunistrative expenses. The Compauy may seek both-debt and equity financing. The
Company cunrently has in excess of seventy wells located on the three fields located in
Texas. Bach of the wells will need to be reworked to establish production at a cost of
approximately $5,000 to $10,000 per well. Initial production from each well is
estimated to be between two to five barrels per day. Once initial production has been
established the Company will begin a water flood program that injects water into the
oil producing zone through injector wells. The water then forces the oil towards the
producing well and may increase production of each well up to an estimated eight to
twelve barrels per day per well. If the Company is able to produce its wells upon the
recompletion the Company will be profitable if 200 barrels of oil is produced and the
price of oil remains above $50.00 per barrel. The Company's success is dependent on
if and how quickly it can reach these levels of production. The Company plans to use
all revenues for general corporate purposes as well as, future expansion of its current
oil producing propertigs and the acquisition of other oil and gas properties. There

is no certainty that the Company can achieve profitable levels of production or

that it will be able to raise additional capital through any means.” -

It should be noted that the 2006 10K.SB stated “The Company believes it could be

profitable at approximately 200 bbls of 0il production per day.” In your letter you
indicate that the report stated 2000 bbls of il produced per day.

Liquidity, page 33

4. We note your auditor’s report includes an explanatory paragraph indicating there is
substantial doubt about your ability to continue as a going concern. Please disclose
under this heading details of your financial difficulties underlying the view that there
is substantial doubt about your ability to continue as a going concem, and your plans
to overcome these difficulties, to comply with FRC Section 607.02.

Response:

The Liquidity Section will be amended to add the following paragraph at the
conclusion of the current paragraphs: ‘

“The Company currently requires operating capital of approximately $75,000 per
month to meet its current obligations. At this time the Company has no revenue and is
unable to meet its current obligations. In the past the Company has been able to raise
capital from its shareholders/officers through stock-based compensation and advances.
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The Company will require the officers of the Company to continue to receive stock-
based compensation and the Company will need to borrow or raise sufficient equity
cap1tahzauon to meet its cwrrent obligations. In addition the Company will need to
raise approximately $500,000 in working capital to complete the refurbishment and
development of the leases it currently owns. If the Company is unable to raise
sufficient capital to refurbish and develop its fields, it will need to find working
Interest partners to assist in the development of its oil and gas leases. The Company’s
primary challenge is to begin to generate revenue from its-oil and gas leases. If the
revenue is not generated, then the Company will need to seek merger partners.”

Financial Statements, page 34

Report of Independent Registered Public Accounting Firm. page 36 _

5. We note that your auditors have not extended audit coverage to your cumulative
financial information, covering the period from October 1, 2004 (inception of
development stage) to September 30, 2006. If this information is unaudited, you will
need to revise your financial statements to label all of the cumulative data as
unaudited. Otherwise, please obtain and file an audit report from the auditors mcludmc
specific reference to the cumulative information.

Response

The auditors will extend audit coverage to the cumulative financial information
~ covering the period Trom October 1, 2004 (mccptwn of'development stage) to
Septembel 30, 2006. :

Note 1— Summary of Significant Accounting Policies and Activities, page 42
Historical Business Activities, page 42 .

6. We note you sold a 67.7% interest in Freedom Homes Inc. and wrote off your
remaining 32.3% interést in. this entity in 2005. Please expand your disclosure to _
indicate the consideration received in the sale, the carrying value of the net assets of
Freedom Horaes Inc. prior to and after the sale, and tbe nature of operations of this
subsidiary at the tume of the sale.

368 pPonse

(Stan, I need your help with this one.)
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7. In order for the sale of Freedom Homes Inc. ta be reported as discontinued
operations you must 1eet the conditions set forth in paragraph 42 of SFAS 144.
Please explain to us how you have met these conditions given that you continue to
hold a 32.3% interest in the entity subsequent to the sales transaction. If you are able to
support the characterization, comply fully with the disclosure requiremnents ou‘dmed m
paragraph 47 of SEAS 144. ‘

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

Dévelopmen’t Stage Company, page 42

8. You indicate on pages 38, 39 and 40 that you were a development stage enterprise
on October 1, 2004. Howevez at Note 1 you disclose that you did not begin to
transition from the real estate business to the oil and gas exploration and production
business until 2003, and that you did not acquire your first working interest in an oil
and gas-property until 2006. On page 32 you state that you announced your plans to
change your business direction in December 2004. Please clarify within your
disclosures the date you ceased your former operations and entered into the
development stage. Your rational for identifying October 1, 2004 as the inception date
should be clear.

Response

The following paragraph will be added under the caption “DEVELOPMENT STAGE
COMPANY™,

“The Company ceased its former operations as of September 30, 2004. During the
first quarter for 2005 beginming on October 1, 2004, the Company researched different
alternatives for the future development of the company. In December 2004, as a result
of the Company’s research, the Company announced that it would pursue operations
in the oil and gas industry. October 1, 2004 was the beginning day for the first quarter
of the determination to pursue operations in the oil and gas industry. Therefore
October 1, 2004 was identified as the beginning of the developmental stage.”

Property and Equipment, page 43

9. In the third to last paragraph of your property and equipment accounting policy note
disclosure you refer to ERHC. Please disclose the full name of this entity. -
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‘Response
ERHC was a misprint and should bave been TX Holdings. The change will be made,

Note 3 - Deposits for Oil and Gas Property Acquisition, page 46

10. Please revise your disclosure to indicate that you entered into an agreement to
acquire a 60% working interest in a property identified as Contract Axea #1 on
November 1, 2006, rather than November 1, 2007, if true.

Response

Contract Area #1 purchase and sale agreement was entered on November 1, 2006 and
not November 1, 2007.

11. We note that in 2006 you écquired working interests in the Parks and Williams
leases. Please expand your disclosure to describe the assets acquired, the consideration
paad and any contingencies or commitment specified in the acquisition agreements.

Respons

The section Ttem 2 “Description of Property” undcr ‘Lease and Roy'ilty Terms”
subsection “Parks Lease’” on page 25 states:

“Parks Lease

This lease includes 320 acres in which we have a 75% working interest and a 63% net
revenue interest in the oil and gas produccd from this field. The land owners of this
lease own a 12.5% royalty interest in the production. Masada Oil and Gas owns a 25

" % working interest in the lease, There are currently 30 wells on this lease and none of
the wells are currently producing. The lease provides that TX Holdings is linited to
production from 1,000 feet and above. The wells on this lease are not currently
producing.”

The above paragraph will be replaced with the following paragraph:
“Parks Lease

This lease includes 320 acres in which we have a 75% working interest and a 63% net
revenue interest in the oil and gas produced from this field. The land owners of this
lease own a 12.5% royalty interest in the production. Masada Oil and Gas owns a 25
% working interest in the lease. The Company purchased this lease from Masada Ol
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and Gas as part of the purchase of Contract Area 1. The Company’s obligation is to
pay for the refurbishient of the wells and the infrastructure of the lease. There are
currently 30 wells on this lease and none of the wells are currently producing. The

lease provides that TX Holdings is limited to production from 1,000 feet and above.
The wells on this lease are not currently producing.”

The section Item 2 “Description of Property”” under “Lease and Royalty Terms”
subsection “Williams Lease’ on page 25 states:

“Williams Lease

This lease contains 843 acres with a working interest of 89% owned by the Company.
The lease was acquired through a foreclosure sale on August 1, 2006 for the sum of
$68,221. The lease carries an ORRI to the land owners of 25%. The Company’s net
Revenue interest on the wells contained in this lease is 75%. This lease is limited to
production from 1,000 feet and above.”

The above paragraph will be replaced with the following paragraph:
“Williams Lease |

This lease contains 843 acres with a working interest of 89% owned by the Company.
The lease was acquired through a foreclosure sale on -August 1, 2006 for the sum of
$68,221. There are no contingencies or other commitments. The lease carries an
ORRI to the land owners of 25%. The Company's net Revenue interest on the wells
contained in this lease is 75%. This lease is limited to production from 1,000 feet and
above.” ' :

Note 4— Discontipued 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 preferred.
stock to your president in lieu of paying him a salary; also indicating these shares give
him commplete control over every decision made by you. Please disclose the pertinent
rights and privileges of these preferred shares as required by paragraph 4 of SPAS
129. In addition, disclose how you determined the value assigned to these securities,
and the reasons you believe he was entitled to half ownership of the company.

Response
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Note 7-STOCKHOLDERS EQUITY subsection PREFERRED STOCK on page 48
will be entirely removed and replaced with the paragraph which has been included in
the 2007 10QSB for the period ending June 30, 2007 which states:

“PREFERRED STOCK

In May 2006 an employment agreement was entered into with Mr. Neuhaus the
president, CEO and chaimman of the Board. The agreement provides that Mr.
Neuhaus shall be compensated at the rate of $235,000 per month plus bonus based
on oil and gas production. In addition the employment agreement provides to Mr.
Neuhaus 1,000 shares of preferr: ed stock. The preferred stock has the following
nghts and pnvﬂeves :

1. Super voting rights: The preferred stock has the right to vote on any item of
business submitted to the common shareholders for a vote the equivalent number
of votes representing 50% of the outstanding common shares then issued by
company.

2. No other rights: The preferred shares have no other rights, including but not
limited to no conversion. rights; no dividend rights; and no liquidation priozty .

Gghts.

During the fiscal year 2006, Mr. Neuhaus waived his salary; however, the plefcned _
stock he was issued was valued at $1,018,000 due to the fact that the shares give Mr.
Neuhaus complete control over every decision made by the Company.”

In addition the valuatic)n of $1,018,000 was obtained by consultation with an
investment banking firm

Stock Options and Warrants, page 50

13. Please disclose the method and significant assumptions used to estimate the fair
value of the warrants granted during the periods presented.

Response

(Jose, Ineed your help.)
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14. We note that you granted warrants that include a feature that allows you to call the
warrants.on or afier a specified date to the extent your stock price has reached a certain
threshold over a number of trading days. Please disclose whether this feature provides
you the option to requixe the warrant holders to exercise their warrants, or whether this
feature allows you to repurchase the warrants for cash or some other form of
consideration. In addition, please indicate whether it is you or
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. the warrant holdem having the right to enact this callable feature; once the required
time has passcd and stock pcrfonnancc measure has been met.

Response

The paragraph below under Note 7 “Common Stock” referring to the private
placement completed in May 2006, currently states:

“During May 2006 the Company entered into a Private Placement A greement with
Brll Securities, Inc. to act as a financial advisor for the private placement of shares of
common stock of TX Holdings. Pursnant to the Private Placement Memorandum
31,240,000 of units were placed. The units contained an aggregate of 4,133,324 shares
of the Company‘s common stock and 4,133,324 common stock purchase warrants.
Each conmmon stock purchase warrant is exercisable for a period-of two years at an
exercise price of $.50 per share. In connection with the offering, the Company paid a
placernent fee of $70,500 in cash. In addition, the placing agent was-issued warrants to
purchase 235,000 shares of common stock on the same terms and conditions as the
investors. The net proceeds of the offering will be used by the Company to purchase
necessary equipment to upgrade, replace, repair equipment on site at the fields we
lease; to search, negoti ate and acquire additional oil and gas leases; and general
corporate purposes

The above paragraph will be replaced with. the followmo paragraph:

“During May 2006 the Company entered into a Private Placement A greement with
Brill Securities, Inc. to act as a financial advisor for the private placement of shares of
corumon stock of TX Holdings. Pursuant to the Private Placement Memorandum
$1,240,000 of units were placed. The units contzined an aggregate of 4,133,324 shares
of the Company’s common stock and 4,133,324 comamon stock purchase warrants.
Each common stock purchase warrant is exércisable for a period-of two years at an
exercise price of $.50 per share. The purchase warrants contain a call provision as
follows: :

-“The Warrants are exercisable for up to twenty-four.(24) months after the date of their
~issuance. 'The Warrant Exercise Price of the Warrants is subject to adjustment for
stock splits, combinations, dividends and the like. The company may call this waant
at any time afler January 1, 2007 if the Stock Price of the Company-is trading above
$1.50 per share for apenod of ten (10) trading days as quoted on the stock quotation
system where the shares are regularly traded. If the Company chooses to call the
Warrants, then the Warrant holder shall have twenty (20) trading days fiom the day on
which the Company sets as the “Call Date” in which to surrender the Wauant with. the
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payment pursuant to paragraph 1.1 above. Ifthe Warrant holder fails to exercise
the Warrant within the twenty (20) day period then the Warrant shall expire. Warrant
_holder shall be sent a notice of the Call by the Company to the address that the
Company has on record for the Watrant holder. The Notice shall be mailed at Jeast 10
calendar days prior to the Call Date.”

In connection with the offering, the Company paid a placement fee of $70,500 in cash.

" In addition, the placing agent was issued watrants to purchase 235,000 shares of
common stock on-the same terms and conditions as the investors. The net proceeds of
the offering will be used by the Company to purchase necessary equipment to
upgrade, replace tepair equipment on site at the fields we lease; to search, negotiate
and acquire additional oil anid gas leases; and general cor porate purposes.”

Controls and Procedures Dacre 52

15. We note your discussion of management’s assessment of the effectiveness of
your internal controls over financial reporting. However, Item 307 of Regulation S-B
requires your officers to evaluate the effectiveness of your disclosure controls and
procedures and to disclose their conclusions regarding the effectiveness of your

- disclosure controls and procedures as of the end of the period covered by the report.
Further, Itern 308(c) of Regulation S-B requires that you disclose any change in your
mnternal control over financial reporting that occurred during the last fiscal quarter
that has materially affected; or is reasonably likely to materially affect your internal
control over financial reporting. Please comply with these disclosure requirements.

Response

The Company has 1dent1ﬁed a lack of control over the bank accounts and expense
accounts of the company. The lack of controls included failure to reconcile checking
accounts on.a monthly basis; failure to maintain expense accounts; and failure to
review arid maintain invoices for expenses when the expense was incurred. These
lack of controls persisted during the financial years 2005 and 2006. Since September
2006 the Company has institated the following controls which were set out in the
company’s 2007 10QSB for the period ending June 305 2007. The information set
forth in the 2007 10QSB states:

“Since the assessments of September 30, 2005 and September 30, 2006, the
Company has instituted significant changes in the operation of the Company.
Thcse changes mclude the followmg financial controls:

1. All obligations that are paid are subject to review by the President and the
Director of Finance;
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“The Pmmdent of the Company signs each. check or other financial

instrament;

Copies of each check are maintained and attachcd to each invoice or funds
request; :

The President and the Director of Fmanca review all bank statements on a
monthly basis;

Each bank account and the stock accounts are reconciled on a monthly
basis;

All of the financial records are maintained in the Company's business

office;

The Company has hired as the Director of Finance, Jose Fuentes, who i isa
Certified Public Accoumt;

The Company has hired a Company to oversee all accounting, payments
and operations for its Texas oil and gas operations;

The Chief Financial Officer reviews all accounts on a regular basis.”

The above paragraph will be inserted into the 10K.

- 16. We note that in conjunction with your assessment of the effectiveness of your
intemal controls over financial reporting, you identified material weaknesses. Please
disclose in greater detail the nature of each material weakness identified; including
the effects on your financial reporting, dates each material weakness first began,
specific steps you have taken to remediate them, and when you expect fhese matters |
to be resolved..

" Response -

Please see response to question #15.

Form I 0-QSB/A for the Interim Period Ended March 31, 2007

Financial Statements, pace 3

Note 1 —~ Summary of Si%iﬁoant Accounting Policies and Activities, page 7

Recently Issued Accounting Standards, page 10

17. We note your disclosure indicating you are assessing the impact the adoption of
SFAS 123R will have on your financial statements. You were required to adopt this
standard on October 1, 2006. Please revise your interim financial statemyents to
comply with the accounting and disclosure requirements of SFAS 123R.
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ges ponse

The company has reviewed its grants of options and share-based payments and has
-determined that FAS No 123R will have no effect on the company’s basic financial
statements.

The Company in its 10QSB for the periods ending June 30, 2007 have removed the
disclosure regarding FAS No 123R.

Thank you,

&Vﬁ AN TN
SvAY-S Cederstrom,
Chief Financial Officer & -

General Counsel
- TX Holdings, Inc.
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