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Statement of operations data

2001 Oct-Dec 2000 1999 1998 1997
2000*

Revenues $ 3557 § 864 $8624 § 7921 § 9082 $§ 1295
Netincome (less) § (7176) § (11200 § 43§ (9295 $ (6398) § 4n2
Net income (lgss)

per common share-
basic and diluted  $ (.28) § (05 $

S (6§ (49 § 04

Weighted average
shares outstanding 25,842 2441 21,204 14,689 1318 13,050

* The quarter represents the transition period resulting from the Company's decision to change its
fiscal year end from September 30 to December 31.

Balance sheet data

2001 Oct-Dec 2000 1999 1998 1997
2000* '

Total assets $77527 §53350 §52546 $48005 $50760 § 54995

Total long-term debt $12,183 § 1,589 §$ 10633 521,265 $ 19200 § 13,844

Working capital $8868 § 2256 S 6841 § 270 § 1045 § 138

Working capital

provided (used)

by operations $(5239) & (98) § 167 $§ (555 § 105 § 5201
Stockholders'

equity S5IN9 § 37519 §$38635 523452 $30,280 S 36,488

* The quarter represents the transition period resulting from the Company's decision to change its
fiscal year end from September 30 to December 31.
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Dear shareholder:

I am pleased to provide you with this review of our fiscal
year ended December 31, 2001. Ishould note this is our first
report since changing our fiscal year to correspond with the
calendar year. This change will provide more useful compar-
ative data as you analyze Tipperary against other companies.
This letter addresses the progress and direction of the
Company and is followed by a copy of our year-end report
to the Securities and Exchange Commission.

During 2001, we continued our strategy of developing natu-
ral gas reserves, primarily in the form of coalbed methane,
but also from conventional formations. Our activities con-
tinue to focus on opportunities in Australia and the United
States, and are centered on our belief that natural gas use will
increase substantially in both of these countries over the long
term. The importance of natural gas to the overall energy
supply mix has been publicly recognized by the governments
in both countries. Following is a status report on our activi-
ties in each country.

Australia

The Comet Ridge project continues to account for most of our
time and capital investment. It represents not only the vast
majority of our proved reserves, but a tremendous potential in
the probable and possible reserve categories. The reservoir con-
tinues to perform as expected, and gross production volumes at

the wellhead to the Company's interest have recently reached a
high of over 11 million cubic feet per day. We are about
halfway through the 20-well development program com-
menced last vear, and expect further production and sales
increases as the balance of the wells come on stream.

In a significant recent development, we are pleased to report
that we have been granted injunctive relief by the 238th
Judicial District Court in Midland County, Texas, with
respect to the protracted litigation that has been associated
with the Comet Ridge project. The judge in this case has tem-
porarily removed Tri-Star Petroleum Company as operator
and named Tipperary successor operator pending the trial
presently scheduled for April 29, 2002. The ruling also stat-
ed that Tipperary has demonstrated a probable right of
recovery in the April trial on the merits. We hope that this
will allow us to begin implementation of planned cost-reduc-
tion measures. Based upon this ruling, we look forward to a
favorable resolution in the near term.

We are obviously very pleased to be operating in
Queensland. The government is supportive of the efforts of
coalbed methane producers and we see excellent potential in
the industrial and power-generation markets. We are cur-
rently providing expressions of interest to supply gas for
power generation in Townsville, and in July 2002, our con-
tracted sales volumes to ENERGEX Retail Pty Ltd will reach
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a new high of approximately 18 million cubic feet per day net
to Tipperary's interest. Our relationship with ENERGEX is
solid and expected to result in further contracts in the future.
During 2001 we also announced a substantial gas contract with
QFAL, a group thar plans to construct a fertilizer plant near the
Comet Ridge project. This contract, which is subject to financ-
ing commitments, provides for sales of 260 billion cubic feet of
gas over 20 years.

In addition to the Comet Ridge activities, we have drilled five
wells on our 100%-owned Authorities to Prospect (ATPs),
which are in the vicinity of the Comet Ridge project. Two
resulted in dry holes, three warrant further testing, and at this
point it is too early to say whether any will be commercial
producers. However, as we assume operations on Comet
Ridge and accelerate the drilling program, we will curtail
activities on our own ATPs. This will allow us to concentrate
our efforts and capital investments on drilling that should
immediately increase gas production volumes. Given the
present opportunities for gas contracts, we feel it is urgent
that we increase reserves and deliverability.

United States

You will recall that our initial U.S.-based coalbed methane explo-
ration project was the Hanna Draw prospect in Wyoming. While
dewatering operations on the project are continuing, we are dis-
appointed with the results thus far. Due to the time it apparently
will take to reduce reservoir pressure sufficiently to determine gas
productivity, we transferred 29% of our 49% interest to Williams
Production RMT Company, our co-venturer, in return for their
agreement to pay costs attributable to our remaining 20% share
of five additional wells. We do not currently anticipate any
meaningful additional capital investment in this project.

Subsequent to our acquisition of an interest in the Hanna
Draw acreage, we made a strategic decision to change cours-
es and assemble our own prospect acreage. The first such
effort was the Lay Creek prospect in Moffat County,
Colorado, where we acquired 75,000 acres and sold 50% to
Koch Exploration in return for $2 million cash and $2 million
in carried interest to our account. We recently drilled and
completed two coalbed methane tests in the Williams Fork
coals. We have analyzed core data, commenced dewatering,
and are now preparing to drill four additional pilot wells. We
are encouraged by gas content and the fact that we are
already producing small amounts of gas. Assuming the five-
well pilot pattern is successful, we will continue drilling and
attempt to achieve commercial production levels.

Separate from the Lay Creek prospect, we acquired 30,000
additional acres in Moffat County, which we believe to be
prospective in conventional reservoirs. We recently transferred
60% of this prospect to an industry partner for approximately
$595,000 and their agreement to pay half of the costs of our
40% interest to casing point on the first well. Drilling opera-
tions will begin in the near future.

Our most recent leasing activity has been in eastern Colorado,
where we have acquired approximately 150,000 net acres. The

Gross Acres Net Volumes (Bcf) PV10 (MM$)

Proved 63,000 280 § 97
Probable 85,000 413 $ 104
Possible® 816,000 2,153 S 92

(1) The majority of the acreage on which the possible reserves have been estimated is on

the portion of ATP 526 for which petroleum leases have not been granted.

acquisitions primarily target the fractured Niobrara formations,
but other formations will be tested as well. As we have in the
northwestern Colorado prospects, we anticipate bringing an
industry partner into our acreage position and pursuing explo-
ration in the near term.

The assemblage of these acreage positions and sale of partial
interests to industry partners affords us exposure to multiple
exploratory prospects at a relatively low cost.

General

As we have reported, the sale of our U.S. assets in 2000 left us
with cash flow that is insufficient to cover overhead.
Nonetheless, we are steadfast in our belief that this strategy
change is best for our long-term interests. We believe that after
we assume Comet Ridge operations, the project will
generate positive cash flow before capital expenditures. TCW
Asset Management Company has funded the majority of devel-
opment drilling currently underway and is now reviewing the
opportunity for further project financing. The remaining $7.5
million of proceeds from our recent rights offering and the pro-
jected sale of our remaining producing properties in the United
States should provide adequate funding to cover overhead while
we attempt to bring the Comet Ridge project, and hopefully one
or more domestic projects, into a positive cash flow status.

We expect 2002 to be an exciting year and one in which we
mark major accomplishments. As always, we pledge to work
toward increasing shareholder value. This has been a difficult
task in the short term due to the nature of our projects, but
we believe the ultimate value created will be worth the near-
term challenges. As a fellow shareholder, 1 appreciate and
share your goals. Thank you for your interest in, and support
of, the Company.

(ot 7. fractobon™

David L. Bradshaw, Chief Executive Officer
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PART I
ITEMS 1 AND 2. DESCRIPTION OF BUSINESS AND PROPERTIES

GENERAL

Tipperary Corporation and its subsidiaries ("Tipperary” or the "Company") are principally engaged in the
exploration for, and development and production of, natural gas. The Company is primarily focused on coalbed
methane properties, with its major producing property located in Queensland, Australia. Tipperary also holds
exploration permits in Queensland and is involved in coalbed methane exploration in the United States through
projects in Colorado and Wyoming. The Company secks to increase its reserves through exploration and
development projects and possibly through the acquisition of producing properties.

Tipperary was organized as a Texas corporation in January 1967. The Company maintains its principal executive
offices at 633 Seventeenth Street, Suite 1550, Denver, Colorado 80202. In addition, the Company leases office
space at 952 Echo Lane, Suite 375, Houston, Texas 77024 and at Level 18, 307 Queen Street, Brisbane, Queensland
4000, Australia.

BUSINESS ACTIVITIES

Australia

The Company’s activities in Australia are conducted through its 90%-owned Australian subsidiary, Tipperary Oil &
Gas (Australia) Pty Ltd (“TOGA”). TOGA owns a 65% undivided interest in the Company’s primary producing
property located in Queensland, Australia (the "Comet Ridge project"). This project comprises approximately
964,000 acres in the Bowen Basin, including Authority to Prospect ("ATP") 526 covering approximately 686,000
acres and five petroleum leases covering approximately 278,000 acres.

An ATP allows the holder to undertake a range of exploration activities, including geophysical surveys, field
mapping and exploratory drilling. Each ATP requires the expenditure of an amount of exploration costs approved by
Queensland’s Department of Natural Resources and Mines and is subject to renewal every four years. Once a
petroleum resource is identified, the holder of an ATP may apply for a petroleum lease, which provides the lessee
with the ability to conduct additional exploration, development and production activities.

The most recent renewal of ATP 526 expires on October 31, 2004 and includes expenditure requirements over the
four-year term of approximately US$8 million, or approximately US$5.1 million net to the Company’s interest. The
Company expects to satisfy this spending requirement by conducting exploration activities, including both drilling
and seismic surveys over the unevaluated portion of the ATP during the remaining term.

As of March 1, 2002, the Company has drilled 50 wells on the Comet Ridge project. There are 35 producing wells
in the Fairview area in the southern portion of ATP 526 and 15 wells in various stages of completion. The Company
is selling gas from 19 of the producing wells that are connected to a gathering system which supplies a compressor
station feeding into a regulated gas pipeline. The remaining 16 producing wells are either being dewatered or are
shut in pending connection. Production from the Comet Ridge wells currently totals in excess of 18 million cubic
feet ("MMcf") of gas per day, of which approximately 14 MMcf is being sold. The gas not being sold is either being
flared at the wellhead (2 MMcf per day) pending connection to the gathering system or is used in gas compression
and dehydration equipment (2 MMcf per day). An additional pipeline from one of the wells to the compressor station
was completed in November 2001, allowing the Company to increase its sales from approximately 7 MMcf to 10
MMcf per day.

A 20-well development-drilling program is currently underway on the Comet Ridge project, with approximately half
of the wells drilled during 2001 and the remaining wells to be drilled during 2002. Production volumes from two of
the wells drilled to date are being sold and volumes from four of the wells are being flared pending connection to the
gathering system. The remaining five wells are awaiting production equipment. The Company has funded its share of
the drilling costs with financing received under a $17 million borrowing facility with TCW Asset Management
Company ("TCW"). The costs of the drilling program and terms of the TCW financing agreement are discussed
below under "Item 6., Management's Discussion and Analysis of Financial Condition and Results of Operations” and
in Note 4 to the Consolidated Financial Statements.



While Tipperary is pleased with the results of the development drilling on the Comet Ridge project, the Company
believes that the pace of development has not been satisfactory and the costs of the drilling programs and other costs
charged to the project have been excessive. The Company filed a lawsuit against the operator in August 1998. Two
unaffiliated working interest owners subsequently intervened in the action as plaintiffs. Tipperary and the other
plaintiffs allege, among other items, that the defendants have failed to operate the Comet Ridge property in a good
and workmanlike manner and have committed various other breaches of the joint operating agreement. The
Company recently received a favorable ruling from the judge in the case, in which he entered a temporary injunction
to remove Tri-Star as operator and replace it with TOGA effective on March 22, 2002. The judge also indicated that
the evidence presented showed a probable right of recovery upon a trial on the merits. The defendants have appealed
the injunction issued, which could delay a trial scheduled for April 29, 2002. The Company expects to implement
cost reduction measures and to more effectively develop the property as the successor operator. See "Item 3., Legal
Proceedings" and Note 12 to the Consolidated Financial Statements.

In addition to the interest in the Comet Ridge property, TOGA holds a 100% interest in other exploration permits
granted to TOGA by the Queensland government. These permits cover a total of approximately 1.5 million acres
comprising ATPs 655, 675 and 690, which have initial terms expiring on October 31, 2003, February 29, 2004 and
November 30, 2004, respectively. TOGA has drilled a total of five exploratory wells on these ATPs, four of which
have been completed. Three wells are being tested and evaluated and two wells have been plugged and abandoned.
On June 22, 2001, the Company acquired a 25% interest from an unaffiliated third party in ATP 554 in Queensland
(approximately 110,000 acres). This interest was acquired under an agreement whereby TOGA is to serve as
operator and drill a test well on the ATP in the near term. Several conditions must be met before the Company can
be certain of its commitment. If the Company does drill this prospect, it would bear 33.33% of the costs to drill and
complete a test well. The Company estimates its net cost to complete the well would be approximately US$700,000.

United States

The Company’s assets in the United States cwrrently consist primarily of exploration acreage in Colorado, a
producing property in East Texas and an investment in a coalbed methane exploration project in Wyoming.

The Company has a 50% working interest in and serves as operator of the Lay Creek project in Moffat County,
Colorado. The project covers various leasehold interests over 81,000 acres. Koch Exploration Company (“Koch”),
an unaffiliated third party, holds the remaining 50% working interest under the terms of an agreement to jointly
conduct exploratory drilling over this area. Koch paid the Company approximately $2 million for this interest at
closing in May 2001 and agreed to pay the Company within 18 months, or by October 2002, approximately $2
million for the Company’s share of costs to drill and complete wells on the project acreage. Two exploratory coalbed
methane wells have been drilled and completed on this acreage and production testing has recently begun. The
Company and Koch are committed to drill three additional wells by June 17, 2002, for which drilling operations are
underway.

The Company has established a receivable for the $2 million to be received from Koch for reimbursement of the Lay
Creek drilling costs discussed above. The receivable has been reduced by approximately $842,000 for costs incurred
to drill and complete the two wells, leaving a balance as of December 31, 2001 of $1,158,000 due the Company on
or before October 4, 2002. The Company expects to realize this receivable in full during 2002 through additional
drilling that is planned through the third quarter of 2002.

The Company recently sold a 60% interest in a conventional oil and gas exploration project, which is also located in
Moffat County, Colorado, to an unaffiliated purchaser for approximately $595,000. The purchaser is expected to
drilf a test well in the second quarter and will pay one half of the Company's 40% share of drilling costs through
casing point.

In addition to its projects in western Colorado, the Company has leased approximately 150,000 acres in eastern
Colorado as of December 31, 2001. As it has with its other Colorado projects, the Company will seek industry
partners to join in the exploration of these prospective areas.

In July 2001, the Company entered into an agreement with Williams Production RMT Company (fka Barrett
Resources), the operator of the Hanna Basin coalbed methane project in Wyoming, to transfer a portion of the
Company’s interest in the project to Williams. The agreement provides that Williams will pay 100% of the costs to
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drill and complete five additional test wells on the project. Upon completion of these wells, the Company will assign
Williams a net 29% working interest and retain a net 20% working interest in the project. Two of the five test wells
have been drilled and the Company expects the remaining three test wells to be drilled mid-2002. While the
assignment of the 29% working interest is pending completion of the five test wells, the Company's share of lease
operating expenses has already been reduced to 20%. The Company does not expect significant capital investment in
this project in the near term and therefore may relinquish acreage if it does not proceed further with the project.

On the Company’s West Buna property in east Texas, two development wells were drilled in 2001. Both wells are
producing gas and have added approximately 300 Mcf of gas and 30 barrels of oil production per day, net to the
Company's interest. The Company also participated in a workover of another well in the West Buna field in late
2001 in an attempt to improve production rates. The Company may sell the West Buna property during 2002 and use
the proceeds to fund capital investment in its other exploration and development projects in the United States and
Australia.

PRODUCING WELLS AND ACREAGE

The following table sets forth information with respect to the Company's producing wells and acreage as of
December 31, 2001:

Producing wells Acreage
Oil Gas Producing Undeveloped
State/Country Gross Net Gross Net Gross Net Gross Net
Australia® - - 34 20.77 12,597 7,550 265,736 164,517
Colorado(z)) : - - - - - - 351,144 266,515
Oklahoma® - - - - - - 140 35
Texas® - - 23 1.95 6,613 660 653 20
Wyoming®® - . 26 1.76 920 105 35368 _17.301
Total - - 83 24.48 20,130 8315 653,041 448388

M Of the 34 producing wells in Australia, 18 were connected to a pipeline system, while gas production from 16

wells was being flared at the wellhead during the de-watering process or were awaiting connection to the
gathering system. An additional 15 wells were awaiting completion or equipment installation. The acreage
reported in this table includes only that which is covered by a petroleum lease. The Company also holds, either
directly or indirectly, ATPs that cover approximately 2.3 million acres. The Comet Ridge project comprises
approximately 686,000 acres under ATP 526, in addition to the 278,333 acres that are included in petroleum
leases. The Company holds a 25% interest in ATP 554, which covers 110,000 acres and also holds other ATPs
that permit it to conduct exploration activities over approximately 1.5 million acres.
@ The Company's domestic undeveloped leases have various primary terms ranging from five to ten years. The
expiration of any leasehold interest or interests would not have a material adverse financial effect on the
Company. However, costs associated with unevaluated acreage that expires or is forfeited could result in a non-
cash write-down under the full cost method of accounting. See Critical Accounting Policies discussed under
"Item 6. Management's Discussion and Analysis of Financial Condition and Results of Operation."
®  The wells in Wyoming are in the Hanna Basin project and are producing water in an effort to determine whether
gas production from this coalbed methane project will be commercially viable. In order to maintain certain
acreage held under leases related to this project, the Company is required to participate for its share of costs of a
drilling commitment of ten wells to be drilled during the development phase of the project beginning September
1, 2001 and ending August 31, 2002. Options to extend the development phase for three years would require
ten wells to be drilled each year. A total of 76 wells will have to be drilled to earn all of the acreage. The
Company does not plan to incur further capital costs for this project and therefore will be subjected to the
nonconsent provisions of the joint operating agreement and will be required to relinquish acreage to the extent
the project is not fully developed.




DRILLING ACTIVITIES

Information concerning the number of gross and net wells drilled by the Company during 2001, the three-month
transition period ended December 31, 2000 and in fiscal years 2000, and 1999 is as follows:

Australia United States Total
Gross Net Gross Net Gross Net
Year ended December 31, 2001
Wells drilled (productive) - - - - - -
Exploratory” 2 200 2 1.00 3.00
Development 6 371 15@ 89 21 4.60
Dry holes drilled (exploratory) 2 _ 200 - - 2 2.00
Total Wells Drilled 10 _771 17 1.89 27 9.60
Three months ended December 31, 2000
Wells drilled (productive)
Exploratory” - - 6@ 294 6 2.94
Development - - - - - -
Total Wells Drilled - - 6 2.94 6 2.94
Fiscal year ended September 30, 2000
Wells drilled (productive)
Exploratory - - 1 49 1 .49
Development 5 2.97 4 24 9 321
Total Wells Drilled 5 297 5 73 10 3.70
Fiscal year ended September 30, 1999
Wells drilled (productive)
Exploratory - - - - - -
Development 5 _279 3 01 8 2.80
Total Wells Drilled 5 _279 3 01 8 2.80

(" Further testing of these coalbed methane wells in Australia and the United States is required in order to

determine if they are economically viable.
@ Two (.33 net) development wells drilled during 2001 are in the West Buna field. The production from these
wells is included in sales volumes. Two (.40 net) development wells drilled during 2001 are in the Hanna Basin
project in Wyoming and are producing water in an effort to determine the commercial viability of this field. The
remaining 11 (.16 net) development wells were drilled in the Powder River basin in Wyoming.

The six exploratory wells drilled during the three-month transition period ended December 31, 2000 are in the
Hanna Basin project in Wyoming.




PRODUCTION

The following table summarizes information regarding Tipperary's net gas and oil production for the year ended
December 31, 2001, three-month transition period ended December 31, 2000 and for the fiscal years ended
September 30, 2000 and 1999.

Australia Quantities Sold Average Sales Price Average
Gas Oil Gas Oil Lifting Cost
McH® (Bb)) __(Mc (Bbl) Per Mcf
2001 ’ 2,339,000 - $ 1.11 S -8 0.64
Oct - Dec 2000 466,000 - $ 1.13 S - 8 0.83
Fiscal 2000 1,606,000 - $ 1.27 8 - $ 0.87
Fiscal 1999 904,000 - $ 1.32 S - 8 0.96
United States Quantities Sold Average Sales Price Average
Gas il Gas Qil Lifting Cost
Mcf) (Bbl) (Mcf) (Bbl) Per Mcf @
2001 100,000 17,000 $§ 483 $ 2410 $ 4.07
Oct-Dec 2000 31,000 3,000 $§ 575 $ 30.33 $ 1.40
Fiscal 2000 711,000 192,000 $§ 276 $ 23.63 $ 1.52
Fiscal 1999 1,183,000 352,000 $ 1.68 $ 13.15 $ 1.13

R Excludes the Company's share of total volumes produced but not sold from the Comet Ridge project in

Queensland, Australia. Production of 986,000 Mcf during the year ending December 31, 2001, 156,000 Mcf
during the transition period ended December 31, 2000, 594,000 Mcf during fiscal 2000 and 462,000 Mcf
during fiscal 1999 was consumed in operations or flared at the wellhead from wells not connected to the
gathering system and in the de-watering process.
@ Approximately one half of the lifting costs in the United States during 2001 were costs to workover nine
wells. In addition, lifting costs include $365,000 associated with the Hanna Basin and Lay Creek projects,
which do not have any associated gas sales. If the workover costs and Hanna Basin and Lay Creek costs are
excluded, average lifting cost per Mcf would be $0.91. .

SIGNIFICANT CUSTOMERS AND DELIVERY COMMITMENTS

The Company is currently selling its gas production in Australia under two contracts with ENERGEX Retail Pty Ltd
("ENERGEX"), an unaffiliated customer. The first contract has delivery requirements of up to approximately 5,500
Mcf of gas per day through December 2003. A second five-year contract, entered into with ENERGEX effective
June 1, 2000, currently has delivery requirements of approximately 8,500 Mcf of gas per day and calls for additional
gas quantities of up to approximately 15 million cubic feet per day beginning July 1, 2002 through May 2005.

In 2001, the Company entered into a gas sales agreement to supply, upon the satisfaction of certain conditions, up to
260 Bcf of gas to Queensland Fertilizer Assets Limited (“QFAL™). The gas is to be consumed by a fertilizer plant
QFAL intends to construct in southeastern Queensland. The 20-year term of this agreement starts in 2004 and
would be in addition to the Company’s current sales under its two contracts with ENERGEX.

The QFAL agreement provides that QFAL will have financing commitments for construction of its fertilizer plant
and that the Company will have the financing to drill and complete enough wells to satisfy its delivery requirements.
Construction of QFAL's plant should take approximately two years and would begin approximately six months after
QFAL obtains project financing and governmental approval, neither of which can be assured. The Company
believes that current and anticipated development drilling programs on the Comet Ridge project will enable it to
satisfy these delivery commitments.




In the United States, the Company sells its oil and gas production to several purchasers, generally under short-term
contracts. Tipperary had domestic sales in excess of 10% of total U.S. revenues to the oil and gas customers listed
below.

Year Three
Ended Months Ended Fiscal Years Ended
December 31 December 31 September 30

2001 2000 2000 1999
Sunoco, Inc. - 36% 14% -
BPAmerica Production Co. 77% 39% 22% 23%
Smith Production Inc. 22% - - -
Versado Gas Processors, LLC - - 12% 11%
Plains Marketing, LP - - - 10%

Since numerous purchasers compete to purchase both oil and gas from the Company's properties in both the United
States and Australia, the Company does not believe that the loss of any single existing purchaser would have a
material adverse impact on its ability to sell its production to another purchaser at similar prices. Nonpayment by
such purchasers, however, could adversely affect operating results.

PRICING

Oil and natural gas prices are subject to significant fluctuations. Natural gas prices in the United States fluctuate
based primarily upon weather patterns and regional supply and demand, and crude oil prices fluctuate based
primarily upon worldwide supply and demand. The Company's domestic gas sales have been through contracts
whereby the oil and gas is sold at the wellhead. Substantially all of the Company's domestic sales are from the West
Buna field. The Company receives a premium for gas sales in the West Buna field as the contract gas price is based
on the energy content of gas and liquid volumes being produced.

The Company has used derivatives to hedge risks associated with the volatility of oil and gas prices. None of the
Company's production has been hedged since fiscal 2000. See the discussion of hedging activities in "Management's
Discussion and Analysis of Financial Condition and Results of Operations" and Note 1 to the Consolidated Financial
Statements.

In Australia, the Company's current sales to ENERGEX are under two fixed-price contracts in Australian dollars and
adjusted for inflation annually. The average U.S. dollar equivalent price during 2001 for the 5,500 Mcf per day
delivered under the first contract was $1.07 per Mcf. Deliveries under the second contract averaged 1,700 Mcf per
day during 2001 at a U.S. dollar equivalent price of $1.11 per Mcf. The QFAL contract with a 20-year term
beginning in 2004 calls for an initial U.S. dollar equivalent price of approximately $1.02 per Mcf at current
exchange rates. After two years, the Company would receive upward adjustments in the price received for gas sales
to the extent the price received by QFAL from its sales of the fertlizer urea increase in excess of a specified
minimum. Based on current urea prices the U.S. dollar equivalent price received by the Company after two years
would be approximately $1.95 per Mcf.

COMPETITION AND OTHER RISKS

The oil and natural gas industry is highly competitive. The Company encounters strong competition from other
independent operators and from major oil companies in acquiring properties and in contracting for drilling
equipment. Many of these competitors have financial resources and staffs substantially larger than those of the
Company. The Company also competes with other companies in all industries in raising capital. Its ability to access
the capital markets is largely dependent on the success of its oil and gas exploration activities and the economic
environment in which it operates.

This report contains certain statements of future business plans and objectives and statements in Part I and in
"Management's Discussion and Analysis of Financial Condition and Results of Operations,” which may be
considered forward-looking. These forward-looking statements are subject to risks and uncertainties. Although the
Company believes that its expectations are based on reasonable assumptions, it can give no assurance that its goals
will be achieved. The operations of the Company, both domestically and internationally, are subject to risks
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including, but not limited to, all of the risks that are encountered in the drilling and completing of wells, along with
standard risks of oil and gas operations, uninsured hazards, volatile oil and gas prices, foreign exchange rate risk and
uncertain markets and governmental regulation. For a discussion of these and other risks which relate to the
forward-looking statements contained herein, please see "Risk Factors" in the Company's Registration Statement on
Form S-3, SEC File No. 333-59052, which discussion is incorporated herein by reference, along with other
cautionary statements in this report.

PROVED OIL AND GAS RESERVES

Supplementary information concerning the Company's estimated proved oil and gas reserves and discounted future
net cash flows applicable thereto is included in Note 14 to the Company's Consolidated Financial Statements herein.

The Company did not file any estimates or reserve reports of the Company's proved domestic net oil or gas reserves

with any governmental authority or agency other than the Securities and Exchange Commission during the year
ended December 31, 2001.

UNITED STATES REGULATIONS

General. The production, transmission and sale of crude oil and natural gas in the United States is affected by
numerous state and federal regulations with respect to allowable well spacing, rates of production, bonding,
environmental matters and reporting. Future regulations may change allowable rates of production or the manner in
which oil and gas operations may be lawfully conducted. Although oil and gas may currently be sold at unregulated
prices, such sales prices have been regulated in the past by the federal government and may be again in the future.

State Regulation. Oil and gas operations are subject to a wide variety of state reguiations. Administrative agencies

in such jurisdictions may promulgate and enforce rules and regulations relating to virtually all aspects of the oil and
gas business.

Environmental Matters. The Company's business activities are subject to federal, state and local environmental
laws and regulations. Compliance with these regulations increases the Company's overall cost of doing business.
These costs include production expenses primarily related to the disposal of produced water and the management
and disposal of other wastes associated with drilling for and production of hydrocarbons. The Company has incurred
costs of approximately $25,000, $94,000, $22,000 and $25,000 in 2001, the transition period ended December 31,
2000, fiscal 2000 and 1999, respectively, to comply with environmental regulations. The Company will continue to
monitor its environmental compliance. There can be no assurance that environmental laws and regulations will not
become more stringent in the future or that the Company will not incur significant costs in the future to comply with
these laws and regulations.

AUSTRALIA REGULATIONS

Commonwealth of Australia Regulations. The regulation of the oil and gas industry in Australia is similar to that
of the United States, in that regulatory controls are imposed at both the commonwealth (national) and state levels.
Specific commonwealth regulations impose environmental, cultural heritage and native title restrictions on accessing
resources in Australia. These regulations are in addition to any state level regulations. Native title legislation was
enacted in 1993 in order to provide a statutory framework for deciding questions such as where native title exists,
who holds native title and the nature of native title which were left unanswered by a 1992 Australian High Court
("Court") decision. The Commonwealth and Queensland State governments have passed amendments to this
legislation to clarify uncertainty in relation to the evolving native title legal regime in Australia created by the
decision in a 1996 Court case. Each authority to prospect, petroleum lease and pipeline license must be examined
individually in order to determine validity and native title claim vulnerability.

State of Queensland Regulations. The regulation of exploration and recovery of oil and gas within Queensland is
governed by state-level legislation. This legislation regulates access to the resource, construction of pipelines and

the royalties payable. There is also specific legislation governing cultural heritage, native title and environmental
issues.

Environmental Matters. Environmental matters are highly regulated at the state level, with most states having in
place comprehensive pollution and conservation regulations. In particular, petroleum operations in Queensland must
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comply with the Environmental Protection Act and any condition requiring compliance with the Australian
Petroleum Production and Exploration Association Code of Practice. The Company has not incurred identifiable
costs to comply with the foregoing regulations and management believes that any future costs will not be material
and will not significantly hinder or delay the Company's plans in Australia. However, there can be no assurance that
environmental laws and regulations will not become more stringent in the future or that the Company will not incur
significant costs in the future to comply with these laws and regulations.

Australia Crude Oil and Gas Markets. The Australia and Queensland onshore crude oil and gas markets are not
regulated. However, a national regulatory framework for the natural gas market in Australia has recently been
established (on a state by state basis). The National Gas Access Regime (the "Regime") has been developed by a
group of government and oil and gas industry representatives. Among the objectives of the Regime are to provide a
process for establishing third party access to natural gas pipelines, to facilitate the development and operation of a
national natural gas market, to promote a competitive market for gas in which customers are able to choose their
supplier, and to provide a right of access to transmission and distribution networks on fair and reasonable terms and
conditions. The Company cannot currently ascertain the impact of the Regime but believes it should benefit the
Company.

EMPLOYEES

At December 31, 2001, the Company employed 15 persons on a full-time basis, including its officers. None of the
Company's employees are represented by unions. The Company considers its relationship with its employees to be
excellent.

ITEM 3. LEGAL PROCEEDINGS

The Company is a plaintiff in a lawsuit filed on August 6, 1998, styled Tipperary Corporation and Tipperary Oil &
Gas_(Australia) Pty Ltd v. Tri-Star Petroleum Company, Cause No. CV42,265, in the District Court of Midland
County, Texas involving the Comet Ridge project. By amended petition filed May 1, 2000, Tipperary Oil & Gas
Corporation joined the action as a plaintiff, along with the already-named plaintiffs and two unaffiliated non-
operating working interest owners who previously intervened in the action as plaintiffs. James H. Butler, Sr., and
James H. Batler, Jr., owners of defendant Tri-Star Petroleum Company, were also named as defendants in the
amended petition. The Company and the other plaintiffs allege, among other matters, that Tri-Star and/or the
individual defendants have failed to operate the properties in a good and workmanlike manner and have committed
various other breaches of a joint operating contract, have breached a previous mediation agreement between the
parties, have committed certain breaches of fiduciary and other duties owed to the plaintiffs, and have committed
fraud in connection with the project. Tri-Star has answered the amended petition, and on December 22, 2000, Tri-
Star filed its first amended counterclaim alleging tortious interference with the contracts, with the authority to
prospect covering the project and with contractual relationships with vendors; commercial disparagement;
foreclosure of operator's lien and alternatively forfeiture of undeveloped acreage; unjust enrichment and declaratory
relief. As of February 8, 2001, the court enjoined Tri-Star from asserting any forfeiture claims based upon events
prior to that date. On March 11, 2002, the court entered a Writ of Temporary Injunction, and an Amended Writ of
Temporary Injunction on March 13, 2002, to enforce the votes of a majority-in-interest of the parties under the joint
operating agreement to remove Tri-Star as operator and replace it with TOGA. The orders provided that TOGA take
over operations on March 22, 2002. On March 15, 2002, Tri-Star filed a Notice of Accelerated Appeal of the March
11, 2002 Order Granting Injunctive Relief Regarding Removal of Tri-Star Petroleum Company as Operator. The
lower court denied Tri-Star’s request for a stay of enforcement of the injunctive orders. Tri-Star sought a stay from
the Texas Court of Appeals, which was likewise denied. TOGA has assumed operation of the Comet Ridge project
under the terms of the orders. An evidentiary hearing relating to the May 2, 1996 Mediation Agreement between the
parties and the obligation of the parties to arbitrate audit disputes is presently scheduled to begin on April 3, 2002.
A trial on the merits is presently scheduled for April 29, 2002, although the prosecution of an appeal of the
injunctive orders may delay the commencement of the trial.

Through December 31, 2001, the Company has made payments totaling approximately $1.1 million into the registry
of the court for disputed portions of joint interest billings from Tri-Star. At the appropriate time, the court will
determine the disposition of the funds paid into its registry. The funds may be returned to the Company, in whole or
in part, or awarded to Tri-Star in whole or in part. If, and to the extent funds are returned, the Company will reduce
its full cost pool for recovered capital costs and will record a gain for recovered operating costs. If, and to the extent
funds are awarded to Tri-Star, the Company will not record an additional loss.
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In 1997, the Company filed a complaint along with ten other plaintiffs in BTA Qil Producers, et al. v. MDU
Resources Group, Inc. in Stark County Court in the Southwest Judicial District of North Dakota. The plaintiffs
include major integrated oil companies (such as ExxonMobil Corporation) and agricultural cooperatives (Cenex
Harvest States Cooperatives), as well as independent oil and gas producers such as the Company. The plaintiffs
brought the action against the defendants for breach of gas sales contracts and processing agreements, unjust
enrichment, implied trust and related business torts. The case concerns the sale by plaintiffs and certain predecessors
of natural gas processed at the McKenzie Gas Processing Plant in North Dakota to Koch Hydrocarbons Company. It
also concerns the contracts for resale of that gas to MDU Resources Group, Inc. and Williston Basin Interstate
Pipeline Company. After the complaint was answered, the defendants moved for summary judgment against the
plaintiffs. The trial court has entered two orders deciding the issues in the case. The plaintiffs prevailed on some
issues, and the defendants prevailed on other issues. The partics are discussing the form of a judgment to submit to
the trial court for entry. The parties anticipate an appeal after the judgment is entered.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

None.
PARTH

ITEM 5. MARKET FOR THE REGISTRANT'S COMMON EQUITY AND RELATED STOCKHOLDER
MATTERS

The Company's common stock is listed and has been trading on the American Stock Exchange since April 1992. As
of March 6, 2002, there were approximately 1,900 holders of record of the Company's common stock. The table
below sets forth the high and low closing prices for the common stock of the Company for the periods indicated:

Year Ended Transition Year Ended
December 31, Period ended September 30
2001 December 31, 2000 2000

High Low _High _Low High Low
March 31 $ 3.99 $ 2.05 N/A N/A $ 4.06 $119
June 30 $ 3.80 $ 245 N/A N/A $ 3.69 $2.13
September 30 $ 245 $ 1.50 N/A N/A $ 4.25 $ 3.25
December 31 $225 $ 130 $3.75 $ 3.00 $163 $1.00

The Company has not paid any cash dividends on its common stock and does not expect to pay any dividends in the
foreseeable future. The Company intends to retain any earnings to provide funds for operations and expansion of its
business.

RECENT SALES OF UNREGISTERED SECURITIES

On December 23, 1999, the Company consummated an equity financing transaction with Slough Estates USA Inc.
("Slough") for the purchase of 6,329,114 shares of the Company's 1999 Series A Convertible Cumulative Preferred
Stock for $10,000,000, or $1.58 per share. At closing, Slough converted 2,900,000 shares of the convertible
preferred stock into 2,900,000 shares of restricted common stock. Also, at closing, the Company issued Slough
warrants for 1,200,000 shares of common stock at an exercise price of $2.00 per share. The warrants may be
exercised during an eight-year period beginning December 23, 2001 and ending December 23, 2009. Effective
February 29, 2000, Slough converted the remaining shares of preferred stock into 3,429,114 shares of restricted
common stock. Proceeds from the $10,000,000 Slough financing was used to substantially reduce the Company's
outstanding debt, to fund ong