UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM 8-K/A
Amendment No. 2
CURRENT REPORT
Pursuant To Section 13 or 15(d) of the
Securities Exchange Act of 1934
July 29, 2011
Date of report (Date of earliest event reported)

Arête Industries, Inc.
(Exact name of registrant as specified in its charter)
Colorado

33-16820-D

84-1508638

(State of other jurisdiction
of incorporation)

(Commission
File Number)

(IRS Employer
Identification No.)

7260 Osceola Street, Westminster, CO 80030
(Address of principal executive offices, including zip code)

(303) 427-8688
(Registrant’s telephone number, including area code)

N/A
(Former name or former address, if changed since last report)

Check the appropriate box below if the Form 8-K filing is intended to simultaneously satisfy the filing obligation of the registrant under any of
the following provisions:
¨

Written communications pursuant to Rule 425 under the Securities Act (17 CFR 230.425)

¨

Soliciting material pursuant to Rule 14a-12 under the Exchange Act (17 CFR 240.14a-12)

¨

Pre-commencement communications pursuant to Rule 14d-2(b) under the Exchange Act (17 CFR 240.14d-2(b))

¨

Pre-commencement communications pursuant to Rule 13e-4(c) under the Exchange Act (17 CFR 240.13e-4(c))

Explanatory Note
As reported in the Company’s Form 8-K/A filing dated July 29, 2011, and filed with the Securities and Exchange Commission on
August 5, 2011, Arête Industries, Inc. (the “Company”) entered into an Amended and Restated Purchase and Sale Agreement (“PSA”) and
other related agreements and documents with the Tucker Family Investments, LLLP, DNR Oil & Gas, Inc. (“DNR”), and Tindall Operating
Company (collectively, the “Sellers”) for the purchase of (i) working interests in oil and gas properties located in Wyoming, Colorado, Kansas
and Montana (referred to as the “Properties”), and (ii) vested contractual rights in the net proceeds from the sale of certain properties located in
Wyoming (referred to as the “Separate Interests”). This second amendment to the Form 8-K amends and supplements Items 9.01 (a) and
(b) of the aforementioned Form 8-K/A to provide the required financial statements and pro forma financial information that were not filed with
such Form 8-K/A.
With respect to purchase of the Separate Interests, a formal closing and transfer of title was not required and did not occur in order for
the Company to realize its proceeds related to the sale of the Separate Interests. The Company acquired the contractual rights associated with
the Separate Interests on July 29, 2011, and the Company’s share of the net proceeds of $5,101,000 was received on August 23, 2011 which
resulted in recognition of a gain of approximately $2,480,000. Because the Company acquired the vested contractual rights to the net proceeds
but did not take title to the underlying oil and gas properties, the operating revenues and direct operating expenses, and the related oil and gas
reserve-based disclosures included in this Form 8-K/A exclude the Separate Interests.
Item 9.01. Financial Statements and Exhibits.
(a) Financial Statements of Business Acquired.
Statements of Operating Revenues and Direct Operating Expenses are included herewith for the Properties. As noted above, the Statements
exclude the operating revenues and direct operating expenses of the Separate Interests. Such Statements of Operating Revenues and Direct
Operating Expenses are provided for the years ended December 31, 2009 and 2010, and the six months ended June 30, 2010 (unaudited) and
June 30, 2011 (unaudited). This information is attached hereto as Exhibit 99.1 and incorporated herein by reference.
(b) Pro Forma Financial Information.
An unaudited pro forma consolidated balance sheet has been prepared to reflect (i) the purchase of the Properties, (ii) the acquisition of the
vested contractual rights to the Separate Interests, (iii) the sale of the Separate Interests, and (iv) the issuance of our preferred stock used to
finance the acquisition of the Properties. The unaudited pro forma consolidated balance sheet was prepared as of June 30, 2011, and unaudited
pro forma consolidated statements of operations were prepared for the year ended December 31, 2010, and for the six months ended June 30,
2011. This pro forma information is attached hereto as Exhibit 99.2 and incorporated herein by reference.
These unaudited pro forma consolidated financial statements are not necessarily indicative of the financial position or results of operations that
would have occurred had the acquisition of the Properties and the Separate Interests been effected on the assumed dates. Additionally, future
results may vary significantly from the results reflected in the unaudited pro forma consolidated statement of operations due to normal
production declines, changes in prices, future transactions, the exclusion of various operating expenses and other factors.
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(d) Exhibits.
Exhibit 99.1

Statements of Operating Revenues and Direct Operating Expenses for the years ended December 31, 2009 and 2010, and for
the six months ended June 30, 2010 (unaudited) and 2011 (unaudited).

Exhibit 99.2

Unaudited pro forma consolidated balance sheet as of June 30, 2011, and the unaudited pro forma consolidated statements of
operations for the year ended December 31, 2010, and for the six months ended June 30, 2011.
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Signatures
Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be signed on its behalf by
the undersigned thereunto duly authorized.
ARETE INDUSTRIES, INC.
Date: October 15, 2012

By:
/s/ Donald W. Prosser
Name: Donald W. Prosser
Title: Chairman and CEO
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Exhibit 99.1
INDEPENDENT AUDITOR’S REPORT
Board of Directors
Arête Industries, Inc.
Westminster, Colorado
We have audited the accompanying statements of operating revenues and direct operating expenses (the “Statements”) of the oil and gas
working interests acquired by Arête Industries, Inc. for the years ended December 31, 2009 and 2010. The Statements are the responsibility of
the Company’s management. Our responsibility is to express an opinion on the Statements based on our audits.
We conducted our audits in accordance with Standards of the Public Company Accounting Oversight Board (United States). Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the Statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the statements. An audit also
includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall statement
presentation. We believe that our audits provide a reasonable basis for our opinion.
The accompanying Statements are prepared for the purpose of complying with the rules and regulations of the Securities and Exchange
Commission as described in Note 2 and are not intended to be a complete presentation of the Properties’ revenues and expenses.
In our opinion, the Statements referred to above present fairly, in all material respects, the operating revenues and direct operating
expenses of the oil and gas working interests acquired by Arête Industries, Inc. for the years ended December 31, 2009 and 2010 in
conformity with accounting principles generally accepted in the United States of America.
/s/ Causey Demgen & Moore P.C.
Denver, Colorado
October 12, 2012
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STATEMENTS OF OPERATING REVENUES AND DIRECT OPERATING EXPENSES
OF OIL & GAS WORKING INTERESTS ACQUIRED BY ARÊTE INDUSTRIES, INC.
(EXCLUDING THE “SEPARATE INTERESTS” DESCRIBED IN NOTE 1)
Year Ended December 31:
2009
2010

Operating Revenues:
Oil sales
Natural gas sales
Total operating revenues
Direct Operating Expenses
Lease operating expense
Production taxes
Total direct operating expenses
Operating Revenues in Excess Of Direct Operating Expenses

Six Months Ended June 30:
2010
2011
(Unaudited)
(Unaudited)

$1,364,161
402,445
1,766,606

$1,568,153
518,785
2,086,938

$ 744,017
271,884
1,015,901

$1,206,498
290,817
1,497,315

1,147,813
153,703
1,301,516
$ 465,090

1,172,340
167,742
1,340,082
$ 746,856

566,240
80,380
646,620
$ 369,281

560,649
121,183
681,832
$ 815,483

The Accompanying Notes are an Integral Part of These Statements of Operating Revenues and Direct Operating Expenses.
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NOTES TO STATEMENTS OF OPERATING REVENUES
AND DIRECT OPERATING EXPENSES
1.

SUMMARY OF ACQUISITION AGREEMENT:

On May 25, 2011, Arête Industries, Inc. (the “Company”) entered into a Purchase and Sale Agreement and other related agreements and
documents with the Tucker Family Investments, LLLP, DNR Oil & Gas, Inc. (“DNR”), and Tindall Operating Company (collectively, the
“Sellers”) for the purchase of certain oil and gas operating properties in Colorado, Kansas, Wyoming, and Montana (collectively, the “Original
Purchase and Sale Agreement”). DNR is principally owned by a director of the Company, Charles B. Davis. The consideration for the
purchase was determined by bargaining between management of the Company and Sellers, and the Company used reports of independent
engineering firms to analyze the purchase price. The base purchase price for the properties was $10.0 million, of which the Company paid a
nonrefundable down payment of $0.5 million and the remaining $9.5 million was financed by the Sellers pursuant to a promissory note due
July 1, 2011. The Company was unable to arrange the funding to pay the $9.5 million promissory note due on July 1, 2011, and therefore, the
note was not paid.
On July 29, 2011, the Company and Sellers entered into an Amended and Restated Purchase and Sale Agreement (“PSA”) regarding the
purchase of (i) working interests in oil and gas properties located in Wyoming, Colorado, Kansas and Montana (referred to as the
“Properties”), and (ii) vested contractual rights in the net proceeds from the future sale of certain properties located in Wyoming (referred to as
the “Separate Interests”). The material terms of the PSA included an aggregate base purchase price for the Properties and the Separate Interests
of $11.0 million to be paid by an initial payment of $0.9 million, comprised of (i) a credit in the amount of $0.5 million previously paid by the
Company in connection with the Original Purchase and Sale Agreement; and (ii) $0.4 million in funds paid contemporaneously with the
execution of the PSA. The remaining principal balance of the base purchase price in the amount of $10.1 million, together with interest at
10% per annum, was payable to Sellers in three monthly payments, with $3.7 million due August 15, 2011 (extended to August 31, 2011),
and $3.2 million due on each of September 15, 2011 and October 15, 2011. By September 29, 2011, all required consideration had been paid
to Sellers and closing was completed.
The PSA provided that the Company was entitled to proceeds from the production of oil and gas beginning on April 1, 2011, and the
Company was also responsible for the lease operating expenses beginning on April 1, 2011. The net proceeds from oil and gas sales, less
production taxes and lease operating expenses from April 1, 2011 to July 29, 2011 amounted to $628,260 for the Properties and $138,468 for
the Separate Interests for an aggregate of $766,728. These amounts were treated as a reduction of the carrying costs of the Properties and the
Separate Interests.
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The acquisition of the Properties was structured whereby the Company acquired 100% of Seller’s interest in certain geologic zones of
the properties. Presented below is a summary of agreed-upon values associated with the Properties and the Separate Interests, along with a
discussion of the interests in the Properties retained by the Sellers:
Properties:
Rex Lake/ Big Hollow (WY)
Kansas
Montana
Wyoming
Buff (WY)
Colorado
Total Working Interest Properties
Separate Interests

$

511,025(b)
2,152,216(a)
98,179(b)
2,733,773(b)
611,211(b)
2,507,678(a)
8,6142,082
2,385,918(d)

$11,000,000(c)
(a)

For a period of ten years after the closing date, the Colorado and Kansas properties provide for additional consideration that is payable to
Sellers based on increases in Nymex prices for oil and natural gas, without regard to changes in the Company’s oil and natural gas
reserves (referred to as the “Price Increase Factor”). If Nymex thresholds of $90, $100, $110, $125 and $150 per barrel of oil are
exceeded for periods of 61 days or more, incremental purchase consideration of $250,000, $250,000, $500,000, $500,000 and
$2,000,000, respectively, will be payable to Sellers. Similarly, if Nymex thresholds of $5.00, $6.00, $7.50, $10.00 and $12.00 per
MMbtu of natural gas are exceeded for periods of 61 days or more, incremental purchase consideration of $50,000, $50,000, $150,000,
$250,000 and $250,000, respectively, will be payable to Sellers.
The Colorado and Kansas properties also provide for additional consideration that is payable to Sellers if reserves classified as “possible”
are converted to “proved producing reserves” through drilling or recompletion activities over a period of ten years after the closing date
(referred to as the “Possible Reserve Factor”). For such increases in oil reserves, the Sellers are entitled to additional consideration of
$250,000 for each increase of 20,000 net barrels; and for such increases in natural gas reserves, the Sellers are entitled to additional
consideration of $150,000 for each increase of 150,000 mcf of natural gas.
The Possible Reserve Factor also requires a multiplier effect from 1 to 5 depending on the Price Increase Factor that is effective when the
proved producing reserves are obtained. For example, the Possible Reserve Factor consideration would be multiplied by 2 if the oil Price
Increase Factor of $100 is in effect when the proved producing reserves are confirmed. Similarly, the Possible Reserve Factor
consideration would be multiplied by 2 if a natural gas Price Increase Factor of $6.00 per MMbtu is in effect when the proved producing
natural gas reserves are confirmed.
The maximum increase in purchase price for the Kansas and Colorado properties is limited to $5 million.

(b)

Additional consideration is also payable for the properties located in Wyoming to the extent that the Company increases proved producing
reserves through future drilling or recompletion activities in formations that are not producing as of the closing date under the Possible
Reserve Factor. Similar to the properties in Colorado and Kansas, the Possible Reserve Factor will be multiplied by a factor of 1 to 5
depending on the Price Increase Factor that is effective when the proved producing reserves are obtained.
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Furthermore, if the Company sells any of the properties in Wyoming, the Sellers have retained an interest of 70% in the net sales proceeds
(after the Company receives a recovery of 125% of the original agreed-upon allocation as contained in the table above).
The maximum increase in purchase price (including Sellers retained interest of 70% for the Wyoming properties discussed in the
preceding paragraph) for all properties in all states shown in the table above is limited to $25 million. Due to the sale of the Separate
Interests discussed below, accrual of $250,000 due to a sustained increase in oil prices over $90 per barrel recorded during the fourth
quarter of 2011, and the sale of a second property in February 2012, the maximum future consideration has been reduced by
approximately $5.0 million to $20.0 million.
(c)

Note that the values shown in this table are the allocation amounts attributable to the proved developed zones agreed to between the
Company and the Sellers, before purchase adjustments for pre-acquisition net revenues received, oil in tanks and contingent purchase
price adjustments. These adjustments do not modify the agreed upon value for purposes of the adjustments discussed above but will affect
the final purchase allocation under generally accepted accounting principles.

(d)

Prior to the complete payment for the Properties and formal closing on September 29, 2011, the Separate Interests were sold on
August 23, 2011. The Company acquired the contractual rights associated with the Separate Interests on July 29, 2011, and the
Company’s share of the net proceeds of $5,101,000 was received on August 23, 2011; the result was the recognition of a gain in the third
quarter of 2011 of approximately $2,480,000. The Company applied the $5,101,000 of net proceeds to the payments due under the PSA.

2.

BASIS OF PRESENTATION:

The accompanying statements of operating revenues and direct operating expenses (the “Statements”) of the working interests in Oil and
Gas Properties (“Properties”) acquired by the Company were prepared by the Sellers based on carved out financial information and data from
the Properties’ historical accounting records. The Statements exclude the operating revenues and direct operating expenses of the Separate
Interests described in Note 1. Historical financial statements prepared in accordance with generally accepted accounting principles have never
been prepared for the Properties. The oil and gas wells that comprise the Properties were owned by between five and seventeen different
owners and in most cases the original drilling and development activities took place up to thirty years prior to the Company’s acquisition.
Because the Properties are not separate legal entities, the accompanying Statements vary from a complete income statement in accordance
with accounting principles generally accepted in the United States of America in that they do not reflect certain expenses that were incurred in
connection with the ownership and operation of the Properties including, but not limited to, general and administrative expenses, interest
expense, and other expenses. These costs were not separately allocated to the Properties in the accounting records of Sellers. In addition, these
allocations, if made using historical general and administrative structures and tax burdens, may not produce allocations that would be indicative
of the historical performance of the Properties had they been the Company’s properties due to the differing size, structure, operations and
accounting policies of the Sellers and the Company.
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The accompanying Statements also do not include provisions for depreciation, depletion, amortization and accretion, as such amounts
would not be indicative of the costs which the Company will incur upon the allocation of the purchase price paid for the Properties.
Furthermore, no balance sheet has been presented for the Properties, because not all of the historical cost and related working capital balances
are segregated or easily obtainable, nor has information about the Properties operating, investing and financing cash flows been provided for
similar reasons. Accordingly, the accompanying Statements are presented in lieu of the financial statements required under Rule 8-04 of
Securities and Exchange Commission Regulation S-X.
3.

USE OF ESTIMATES IN PREPARATION OF FINANCIAL STATEMENTS:

The preparation of the Statements of Operating Revenues and Direct Operating Expenses of the Properties acquired by the Company in
conformity with accounting principles generally accepted in the United States requires management to make estimates and assumptions that
affect the reported amounts of operating revenues and direct operating expenses during the respective reporting periods. Actual results may
differ from the estimates and assumptions used in the preparation of the Statements of Operating Revenues and Direct Operating Expenses of
the Properties acquired by the Company.
4.

CRITICAL ACCOUNTING POLICIES:

The Sellers record revenue from the sale of crude oil and natural gas in the month that delivery to the purchaser occurs and title has
transferred. The impact of gas imbalances is not material.
Direct Operating Expenses include overhead charges, contract pumper services, salt water disposal, utilities, repairs, maintenance, and
other direct costs. All Direct Operating Expenses, including the cost of workovers and repairs to well equipment, are charged to expense in the
period incurred. For the years ended December 31, 2009 and 2010, the Sellers did not drill any wells on the properties acquired by the
Company and, accordingly, all costs incurred to operate the wells have been included in lease operating expense.
5.

COMMITMENTS AND CONTINGENCIES:

Pursuant to the terms of the purchase and sale agreement, there are no known claims, litigation or disputes pending as of the effective
date of the PSA, or any matters arising in connection with indemnification, and the parties to the agreement are not aware of any legal,
environmental or other commitments or contingencies that would have a material adverse effect on the Operating Revenues and Direct
Operating Expenses of the Properties acquired by the Company.
6.

SUPPLEMENTAL OIL AND GAS RESERVE INFORMATION (Unaudited):

The reserve information presented below is based on estimates of net proved reserves of the Properties as of December 31, 2009 and
2010 that were prepared by the Company’s independent petroleum engineering firm, in accordance with guidelines established by the SEC.
This reserve information excludes the Separate Interests described in Note 1(d).
Proved oil and gas reserves are the estimated quantities of crude oil and natural gas which geological and engineering data demonstrate
with reasonable certainty to be recoverable in future years from known reservoirs under existing economic and operating conditions (i.e.,
prices and costs as of the date the estimate is made). Proved developed oil and gas reserves are reserves that
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can be expected to be recovered through existing wells with existing equipment and operating methods. Estimates of proved reserves are
inherently imprecise and are continually subject to revision based on production history, results of additional exploration and development,
price changes and other factors. All of the Properties’ proved reserves are located in the continental United States.
The following table sets forth information for the years ended December 31, 2009 and 2010 with respect to changes in the Properties’
proved developed and proved undeveloped reserves:
Crude Oil
(Bbl)

Proved Reserves, December 31, 2008
Production during 2009
Proved Reserves, December 31, 2009
Revisions of previous estimates
Production during 2010
Proved Reserves, December 31, 2010
Proved developed reserves as of:
December 31, 2009
December 31, 2010
Proved undeveloped reserves as of:
December 31, 2009
December 31, 2010

Natural Gas
(Mcf)

310,267
(23,995)
286,272
119,176
(23,572)
381,876

678,564
(174,724)
503,840
274,864
(148,864)
629,840

211,223
304,631

363,997
500,011

75,049
77,245

139,843
129,829

Certain information concerning the assumptions used in computing the valuation of proved reserves and their inherent limitations are
discussed below. The Company believes such information is essential for a proper understanding and assessment of the data presented.
As of December 31, 2009, future cash inflows were computed by applying the 12 month arithmetic average of the first of month price
for January through December 31, 2009, which resulted in benchmark prices of $61.18 per barrel for crude oil and $3.87 per MMbtu for
natural gas. Prices were further adjusted for transportation, quality and basis differentials, which resulted in an average price used as of
December 31, 2009 of $50.60 per barrel of oil and $3.67 per Mcf for natural gas.
As of December 31, 2010, future cash inflows were computed by applying the 12 month arithmetic average of the first of month price
for January through December 31, 2010, which resulted in benchmark prices of $79.43 per barrel for crude oil and $4.38 per MMbtu for
natural gas. Prices were further adjusted for transportation, quality and basis differentials, which resulted in an average price used as of
December 31, 2010 of $69.54 per barrel of oil and $4.12 per Mcf for natural gas.
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The assumptions used to compute estimated future cash inflows do not necessarily reflect the Company’s expectations of actual revenues
or costs, nor their present worth. In addition, variations from the expected production rate also could result directly or indirectly from factors
outside of the Company’s control, such as unexpected delays in development, changes in prices or regulatory or environmental policies. The
reserve valuation further assumes that all reserves will be disposed of by production. However, if reserves are sold in place, additional
economic considerations could also affect the amount of cash eventually realized.
Future development and production costs are computed by estimating the expenditures to be incurred in developing and producing the
proved oil and gas reserves at the end of the year, based on year-end costs and assuming continuation of existing economic conditions.
Future income tax expenses are computed by applying the appropriate year-end statutory tax rates, with consideration of future tax rates
already legislated, to the future pre-tax net cash flows relating to the Company’s proved oil and gas reserves.
A 10% annual discount rate was used to reflect the timing of the future net cash flows relating to proved oil and gas reserves.
Standardized Measure
The following table presents the standardized measure of discounted future net cash flows as of December 31, 2009 and 2010 related to
proved oil and gas reserves for the oil and gas working interests acquired by the Company on July 29, 2011 (excluding the Separate Interests
described in Note 1):
Future cash inflows
Future production costs
Future development costs
Future income taxes
Future net cash flows
10 percent annual discount
Standardized measure of discounted future net cash flows

2009

2010

$16,331,439
(8,477,510)
(964,486)
—
6,889,443
(3,116,967)
$ 3,772,476

$ 29,151,354
(13,800,670)
(964,486)
(2,162,972)
12,223,226
(6,027,697)
$ 6,195,529

The present value (at a 10% annual discount) of future net cash flows from proved reserves is not necessarily the same as the current
market value of such oil and gas reserves. The estimated discounted future net cash flows from proved reserves is based on average prices
realized in the preceding year and on costs in effect at the end of the year for such properties. However, actual future net cash flows from these
oil and gas properties will also be affected by factors such as actual prices received for oil and gas, the amount and timing of actual production,
supply of and demand for oil and gas and changes in governmental regulations or taxation.
The timing of both the production of oil and gas and the incurrence of expenses in connection with the development and production of
oil and gas properties will affect the timing of actual future net cash flows from proved reserves, and thus their actual present value. In
addition, the 10% annual discount factor used to calculate discounted future net cash flows may not be the most appropriate discount factor
based on interest rates in effect from time to time and risks associated with the properties, or the oil and gas industry in general.
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Changes in Standardized Measure
A summary of changes in the standardized measure of discounted future net cash flows for the oil and gas working interests acquired by
the Company on July 29, 2011, is as follows for the years ended December 31, 2009 and 2010:
Standardized measure of discounted future net cash flows, beginning of year
Sales of oil and gas, net of production costs and taxes
Net changes in oil and gas prices and production costs
Changes in development costs
Revisions in previous quantity estimates and other
Net changes in income taxes
Accretion of discount
Standardized measure of discounted future net cash flows, end of year

2009

2010

$4,237,566
(465,090)
—
—
—
—
—
$3,772,476

$ 3,772,476
(746,856)
1,988,196
(100,618)
2,001,471
(1,096,388)
377,248
$ 6,195,529

Estimates of net proved reserves as of December 31, 2008 in accordance with SEC guidelines were not prepared. Accordingly, the
changes in the standardized measure for 2009 do not include revisions in prior estimates, net changes in prices and production costs, accretion
of discount or timing and other differences. No acquisition, drilling or other development activities occurring on the Properties during 2009
and 2010 and, accordingly, no amounts are shown for these activities in computing the changes in the standardized measure for 2009 and
2010.
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Exhibit 99.2
ARÊTE INDUSTRIES, INC. AND SUBSIDIARIES
UNAUDITED PRO FORMA CONSOLIDATED BALANCE SHEET
June 30, 2011
Pro Forma Adjustments

Arête
Historical

ASSETS
Current Assets:
Cash and equivalents
Oil and gas sales receivable
Prepaid expenses and other
Total Current Assets
Property and Equipment:
Oil and gas properties, at cost, successful efforts method:
Proved properties
Unevaluated properties
Gas gathering pipeline and related assets
Total property and equipment
Less acc. depr., depletion & amortization
Net Property and Equipment
Separate Interests
Deposit for acquistion of oil and gas properties
TOTAL ASSETS
LIABILITIES AND STOCKHOLDERS’ EQUITY
Current Liabilities:
Accounts payable
Accrued expenses
Note Payable for acquisition of properties

$

21,457
—
459,822
481,279

Acquisition

$

—

—
1,229,830

(c)

(189,937)
7,830,265
900,000
287,728

(c)
(b)
(a)
(b)

—
461,867
461,867
(206,241)
255,626
—
2,621,113
500,000
(500,000)
$ 1,236,905 $12,178,999

$

598,550
217,805
—

$

—
1,039,893
10,100,000

Notes payable
355,219
400,000
Total Current Liabilities
1,171,574
Asset Retirement Obligations
—
639,106
Total Liabilities
1,171,574
Stockholders’ Equity:
Convertible Class A preferred stock:
Series 1; authorized 30,000 shares, issued and
outstanding 522.5 shares after pro forma adjustments
—
Common stock, issued and outstanding 7,664,476 shares
16,804,154
Accumulated deficit
(16,738,823)
Total Stockholders’ Equity
65,331
—
TOTAL LIABILITIES AND
STOCKHOLDERS’ EQUITY
$ 1,236,905 $12,178,999

(b)
(a)

(c)
(b)
(a)

$

24,418

(e) $

45,875
1,229,830
459,822
1,735,527

8,540,328

(2,621,113)
—
$ (2,596,695)

$

287,728
461,867
9,289,923
(206,241)
9,083,682
(d)
—
—
$ 10,819,209

—
(5,101,047)
(4,998,953)

$
(d)
(e)

598,550
1,257,698
—
755,219
2,611,467
639,106
3,250,573

(b)

5,023,371

(e)

2,479,934
—

(d)

$ (2,596,695)

The Accompanying Notes are an Integral Part of These Pro Forma Financial Statements.
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Arête
Pro Forma

Sale/ Financing

5,023,371
16,804,154
(14,258,889)
7,568,636
$ 10,819,209

ARÊTE INDUSTRIES, INC. AND SUBSIDIARIES
UNAUDITED PRO FORMA CONSOLIDATED STATEMENT OF OPERATIONS
Year Ended December 31, 2010
Arête
Historical

Revenues:
Oil and natural gas sales
Gas gathering income
Total revenues
Operating Expenses:
Gas gathering costs
Lease operating expenses
Production taxes
Depreciation, depletion, and amortization
General and administrative
Total operating expenses
Operating income (loss)
Other income (expense):
Extinguishment of debt
Interest income
Interest expense
Total other income (expense)
Net income (loss)

$

Earnings (Loss) Per Share Applicable to Common Stockholders:
Basic
Diluted
Weighted Average Number of Common Shares Outstanding:
Basic
Diluted

—
167,625
167,625

Pro Forma
Adjustments

$ 2,086,939
—
2,086,939

327,591
—
—
44,229
723,109
1,094,929
(927,304)

(104,606)
1,172,340
167,742
481,092
180,000
1,896,568
190,371

121,870
13
(47,191)
74,692

—
—
(1,050,000)
(1,050,000)

(f) $ 2,086,939
167,625
2,254,564
(i)
(f)
(f)
(g)
(h)

222,985
1,172,340
167,742
525,321
903,109
2,991,497
(736,933)
121,870
13
(1,097,191)
(975,308)

(j)

$ (852,612) $ (859,629)

$(1,712,241)

$
$

$
$

(0.17)
(0.17)
4,950,000
4,950,000

The Accompanying Notes are an Integral Part of These Pro Forma Financial Statements.
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Pro Forma

(0.35)
(0.35)
4,950,000
4,950,000

ARÊTE INDUSTRIES, INC. AND SUBSIDIARIES
UNAUDITED PRO FORMA CONSOLIDATED STATEMENT OF OPERATIONS
Six Months Ended June 30, 2011
Arête
Historical

Revenues:
Oil and natural gas sales
Gas gathering income
Total revenues
Operating Expenses:
Gas gathering costs
Lease operating expenses
Production taxes
Depreciation, depletion, and amortization
Acquisition expenses
General and administrative
Total operating expenses
Operating income (loss)
Other income (expense):
Interest income
Interest expense
Total other income (expense)
Net income (loss)

$

Earnings (Loss) Per Share Applicable to Common Stockholders:
Basic
Diluted
Weighted Average Number of Common Shares Outstanding:
Basic
Diluted

—
45,639
45,639

Pro Forma
Adjustments

$1,497,315
—
1,497,315

(f) $ 1,497,315
45,639
1,542,954
(i)
(f)
(f)
(g)

111,373
—
—
22,110
457,500
714,566
1,305,549
(1,259,910)

(30,815)
560,649
121,183
293,126
—
90,000
1,034,143
463,172

279
(34,442)
(34,163)

—
(525,000)
(525,000)

279
(559,442)
(559,163)

$(1,294,073) $ (61,828)

$(1,355,901)

$
$

$
$

(0.22)
(0.22)
5,995,000
5,995,000

The Accompanying Notes are an Integral Part of These Pro Forma Financial Statements.
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Arête
Pro Forma

80,558
560,649
121,183
315,236
457,500
804,566
2,339,692
(796,738)

(h)

(0.23)
(0.23)
5,995,000
5,995,000

ARÊTE INDUSTRIES, INC.
NOTES TO UNAUDITED PRO FORMA CONSOLIDATED FINANCIAL STATEMENTS
1.

BASIS OF PRESENTATION

Arête Industries, Inc. (the “Company”) entered into an Amended and Restated Purchase and Sale Agreement (“PSA”) on July 29, 2011.
As set forth in the PSA and its related exhibits, the principal assets acquired by the Company consisted of (i) working interests in oil and gas
properties located in Wyoming, Colorado, Kansas and Montana (referred to as the “Properties”), and (ii) vested contractual rights in the net
proceeds from the future sale of certain properties located in Wyoming (referred to as the “Separate Interests”). With respect to the Separate
Interests, a formal closing and transfer of title was not required, and did not occur, in order for the Company to realize its vested contractual
rights to the proceeds related to the sale of the Separate Interests. The Company acquired the contractual rights associated with the Separate
Interests on July 29, 2011, and the Company’s share of the net proceeds from the sale of the Separate Interests of $5,101,000 was received on
August 23, 2011, which resulted in recognition of a gain of approximately $2,480,000. An unaudited pro forma consolidated balance sheet
has been prepared to reflect (i) the purchase of the Properties, (ii) the acquisition of the vested contractual rights to the Separate Interests,
(iii) the sale of the Separate Interests, and (iv) the issuance of preferred stock used to finance the acquisition of the Properties.
The unaudited pro forma consolidated balance sheet presents the acquisition of the Properties, and the acquisition and sale of the
Separate Interests, as if those transactions occurred on June 30, 2011. The pro forma unaudited consolidated statements of operations present
the acquisition of the Properties as if they occurred at the beginning of the periods covered by the unaudited pro forma consolidated statements
of operations. The impact of the acquisition and sale of the Special Interests is reflected in the unaudited pro forma consolidated balance sheet
but is not reflected in the unaudited pro forma consolidated statements of operations.
These unaudited pro forma consolidated financial statements are not necessarily indicative of the financial position or results of
operations that would have occurred had the acquisition been effected on the assumed dates. Additionally, future results may vary significantly
from the results reflected in the unaudited pro forma consolidated statements of operations due to normal production declines, changes in
prices, future transactions, and other factors. The Company currently has provided a full valuation allowance against net deferred tax assets.
The Company believes that the acquisition would not result in an immediate change in the Company’s assessment regarding the valuation
allowance. As such, no income tax adjustments from the acquisition have been reflected in the unaudited pro forma consolidated financial
information.
For financial accounting purposes, the acquisition of the working interests and the Separate Interests are not considered a business
combination under SFAS No. 141R, Business Combinations, as codified in FASB ASC Topic 805, Business Combinations. This
determination was arrived at by considering key processes that were not acquired as part of the acquisition. No employees were acquired as
part of the acquisition. Specifically, after the acquisition the Company will require highly specialized employees and/or consulting resources to
manage and replicate key elements related to the Properties that were previously provided by the Sellers. Key processes that were not acquired
include the geological, geophysical and engineering expertise directly related to these specific properties that will be needed to fully exploit the
horizontal and recompletion potential for the Properties.
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These unaudited pro forma consolidated financial statements should be read in conjunction with our Annual Report on Form 10-K for
the year ended December 31, 2011, the Statements of Operating Revenues and Direct Operating Expenses for the years ended December 31,
2009 and 2010 and for the six months ended June 30, 2010 (unaudited) and 2011 (unaudited).
The acquisition agreement also provides for contingent consideration based on future increases in oil and gas prices and the results of
future drilling activities. Contingent consideration that may be payable in the future will generally be recognized when it is probable and
reasonably estimable. As December 31, 2011, $250,000 of additional consideration became payable due to the $90 oil price threshold and this
amount is not reflected in the pro forma financial information.
Base Purchase Price:
Consideration Paid for Acquisition:
Cash
Note payable to seller
Total base purchase price paid for acquisition
Allocation of Purchase Price:
Separate Interests
Proved oil and gas properties
Unproved oil and gas properties
Total fair value of oil and gas properties acquired
Working capital acquired
Asset retirement obligations assumed
Fair value of net assets acquired
Working capital acquired was estimated as follows:
Oil & gas sales receivable
Non-interest bearing payable to seller
Accrued lease operating expenses
Total working capital acquired
2.

$

900,000
10,100,000
$11,000,000
$ 2,621,113
8,540,328
287,728
11,449,169
189,937
(639,106)
$11,000,000
$ 1,229,830
(576,791)
(463,102)
$ 189,937

PRO FORMA ADJUSTMENTS TO THE CONSOLIDATED BALANCE SHEET
Presented below is an explanation of the pro forma adjustments to the accompanying unaudited pro forma consolidated balance sheet:

(a)

Reflects borrowings in July 2011 used to fund an additional deposit of $400,000 under the PSA. This deposit plus the original deposit of
$500,000 were applied to the purchase price of the properties at closing.
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(b)

Under the PSA, the sellers provided interim financing of $10,100,000 and the Company assumed the asset retirement obligations related
to the Properties, resulting in a preliminary purchase allocation of $2,621,113 to the Separate Interests, $287,728 to unevaluated properties
and the remainder of $8,540,328 was assigned to the Properties.

(c)

The effective date of the acquisition was April 1, 2011. The net proceeds from oil and gas sales of $1,229,830, less accrued lease
operating expenses of $463,102 incurred prior to the July 29, 2011 acquisition date are reflected as a net reduction of $766,728 to the
purchase price allocation ($628,260 for the Properties and $138,468 for the Separate Interests). The purchase consideration also included
a non-interest bearing payable of $576,791 and the pro forma adjustment for this amount is also included under accrued expenses.

(d)

On August 23, 2011, the Separate Interests were sold and the Company’s share of the net proceeds of $5,101,047 was used to retire a
portion of the note payable to Sellers. After deducting the portion of the purchase price allocated to the Special Interests of $2,621,113, the
Company recognized a gain of $2,479,934 which is reflected as a reduction in the accumulated deficit in the pro forma balance sheet.

(e)

On September 29, 2011, the Company issued in a private placement 522.5 shares of its Series A1 Preferred Stock for gross proceeds of
$5,225,000. After deducting offering costs of $201,629 the Company received net proceeds of $5,023,371 which were primarily used to
retire the remaining balance of the seller note payable.

3.

PRO FORMA ADJUSTMENTS TO THE CONSOLIDATED STATEMENTS OF OPERATIONS

Presented below is an explanation of the pro forma adjustments to the accompanying unaudited pro forma consolidated statements of
operations:
(f)

The actual oil and gas revenues and direct operating expenses for the acquired working interest properties are included as a pro forma
adjustment as if the acquisition occurred at the beginning of the period.

(g)

Depreciation, depletion, amortization and accretion are based on historical production and estimated reserves for the acquired working
interest properties. The cost assigned to each field is based upon the preliminary purchase price allocation.

(h)

The cost of administrative support services under a post-acquisition contract operating agreement of approximately $15,000 per month are
shown as an increase in general and administrative expenses. This agreement was entered into with the former owners in connection with
the acquisition agreement.

(i)

Gas gathering production costs incurred with the former owners of the acquired properties are eliminated since the Company purchased
the coal bed methane property and will not incur these costs after the acquisition.

(j)

Adjustment to record interest expense on $10.1 million of seller financing and an additional $400,000 borrowed to finance a deposit for
the acquisition. Interest is provided based on the 10% per annum rate in the Seller note payable.
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