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Part 1—FINANCIAL INFORMATION
Item 1—Financial Statements
ARÊTE INDUSTRIES, INC. AND SUBSIDIARIES
UNAUDITED CONSOLIDATED BALANCE SHEETS
December 31, 2012 and September 30, 2013
2012

2013

ASSETS
Current Assets:
Cash and equivalents
Receivable from DNR Oil & Gas, Inc.:
Oil and gas sales, net of production costs
Other
Prepaid expenses and other
Total Current Assets
Property and Equipment:
Oil and gas properties, at cost, successful efforts method:
Proved properties
Unevaluated properties
Natural gas gathering system
Furniture and equipment
Total property and equipment
Less accumulated depreciation, depletion and amortization
Net Property and Equipment
TOTAL ASSETS

$

6,921
87,989
61,243
61,034
217,187

9,389,245
314,336
442,195
22,522
10,168,298
(1,499,284)
8,669,014
$ 8,886,201
3

$

7,390
240,982
72,721
30,868
351,961

9,663,712
314,336
442,195
22,522
10,442,765
(2,015,788)
8,426,977
$ 8,778,938
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ARÊTE INDUSTRIES, INC. AND SUBSIDIARIES
UNAUDITED CONSOLIDATED BALANCE SHEETS
December 31, 2012 and September 30, 2013
2012

2013

LIABILITIES AND STOCKHOLDERS’ EQUITY
Current Liabilities:
Accounts payable:
Payable to DNR Oil & Gas, Inc.:
Oil and gas property acquisition costs
Gas gathering operating costs
Operator fees and other
Unrelated parties
Notes and advances payable - current portion:
Directors and affiliates
Unrelated parties
Accrued interest expense
Director fees payable in common stock
Accrued consulting services payable in common stock
Current portion of asset retirement obligations
Other accrued costs and expenses
Total Current Liabilities
Long-Term Liabilities:
Contingent acquisition costs payable to DNR Oil & Gas, Inc.
Notes and advances payable, net of current portion:
Directors and affiliates
Unrelated parties
Asset retirement obligations, net of current portion
Total Long-Term Liabilities
Total Liabilities
Commitments and Contingencies (Notes 3, 4, and 10)
Stockholders’ Equity:
Convertible Series A preferred stock; $10,000 face value per
Series 1; authorized 30,000 shares, issued and outstanding 522.5 shares in 2012 and 10
shares in 2013, liquidation preference of $5,420,938 in 2012 and $30,303 in 2013
Series 2; authorized 2,500 shares, no shares issued and outstanding in 2012 and 2013
Common stock, no par value; authorized 499,000,000 shares, issued and outstanding 7,979,801
in 2012 and 13,451,466 in 2013
Accumulated deficit
Total Stockholders’ Equity
TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY

$

$

250,000
436,403
141,748
39,553

508,991
250,000
48,359
33,615
42,000
78,140
255,740
2,155,939

926,638
625,000
52,261
35,415
42,000
112,804
111,478
2,773,300

250,000

250,000

—
—
569,128
819,128
2,975,067

150,000
150,000
584,498
1,134,498
3,907,798

4,987,326
—

95,451
—

17,151,097
(16,227,289)
5,911,134
$ 8,886,201

The Accompanying Notes are an Integral Part of These Financial Statements.
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250,000
436,403
159,748
92,943

21,410,972
(16,635,283)
4,871,140
$ 8,778,938
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ARÊTE INDUSTRIES, INC. AND SUBSIDIARIES
UNAUDITED CONSOLIDATED STATEMENTS OF OPERATIONS
For the Quarters and the Nine Months Ended September 30, 2012 and 2013
Quarter Ended September 30,
2012
2013

Revenues:
Oil and natural gas sales
Royalty Revenues
Sale of oil and natural gas properties
Total revenues
Operating Expenses:
Oil and gas producing activities:
Lease operating expenses
Production taxes
Depreciation, depletion, amortization and accretion
Gas gathering:
Operating expenses
Depreciation
General and administrative expenses:
Director fees
Investor relations
Legal, auditing and professional services
Consulting and executive services:
Related parties
Unrelated parties
Other administrative expenses
Depreciation
Total operating expenses
Operating income (loss)
Other income (expense):
Interest income
Interest expense
Income (loss) before income taxes
Income tax benefit (expense)

$ 645,069
—
—
645,069

Net income (loss)

664,206
553
27,500
692,259

$ 1,680,464
—
533,048
2,213,512

188,483
57,023
258,121

187,126
58,586
209,611

590,136
141,349
594,957

528,526
135,451
532,946

4,561
11,055

3,543
11,055

11,881
33,165

11,228
33,165

1,875
68,439
54,209

450
10,922
21,580

61,875
198,470
131,851

1,800
86,349
118,470

35,750
55,782
23,060
142
758,500
(113,431)

30,750
—
3,653
142
537,418
154,841

352,250
132,286
65,856
427
2,314,503
(100,991)

5
(14,280)
(127,706)
—

—
(36,693)
118,148
—

225
(46,681)
(147,447)
—

$ (127,706)
Net Income (Loss) Applicable to Common Stockholders:
Net income (loss)
$ (127,706)
Redemption of preferred stock
—
Accrued preferred stock dividends
(195,937)
Net income (loss) applicable to common stockholders
$ (323,643)
Earnings Income (Loss) Per Share Applicable to Common Stockholders:
Basic
$
(0.04)
Diluted
$
(0.04)
Weighted Average Number of Common Shares Outstanding:
Basic
7,980,000
Diluted
7,980,000

$

Nine-Months Ended September 30,
2012
2013

1,638,218
533
28,449
1,667,200

92,250
—
44,215
427
1,584,827
82,373
1
(98,493)
(16,119)
—

$

118,148

$

(147,447)

$

(16,119)

$

118,148
106,661
(3,750)
221,059

$

$

$

(147,447)
—
(587,812)
(735,259)

(16,119)
3,160,026
(209,063)
2,934,844

$
$

(0.09)
(0.09)

$
$

$
$
$

0.02
0.02
13,400,000
13,451,466

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

7,845,000
7,845,000

$

0.30
0.22
9,850,000
13,451,466
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ARÊTE INDUSTRIES, INC. AND SUBSIDIARIES
UNAUDITED CONSOLIDATED STATEMENT OF STOCKHOLDERS’ EQUITY
Nine Months Ended September 30, 2013
Class A Preferred Stock
Shares
Amount

Balances, December 31, 2012
Issuance of common stock for fees
Conversation of Series A-1
Preferred Stock
Preferred dividend paid
Net loss
Balances, September 30, 2013

522.5

$ 4,987,326

(512.5)
—
10.0

(4,891,875)
$

—
95,451

Common Stock
Shares
Amount

7,979,801
45,000

$17,151,097
18,000

5,426,665

4,241,875

—
13,451,466

—
$21,410,972

The Accompanying Notes are an Integral Part of These Financial Statements.
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Accumulated
Deficit

$(16,227,289)

(391,875)
(16,119)
$(16,635,283)

Total

$5,911,134
18,000
(650,000)
(391,875)
(16,119)
$4,871,140
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ARÊTE INDUSTRIES, INC. AND SUBSIDIARIES
UNAUDITED CONSOLIDATED STATEMENTS OF CASH FLOWS
Nine Months Ended September 30, 2012 and 2013

Cash Flows from Operating Activities:
Net income (loss)
Adjustments to reconcile net income (loss) to net cash provided by (used in) operating activities:
Depreciation, depletion and amortization
Accretion of discount on asset retirement obligations
Gain on sale of oil and gas properties
Common stock issued in exchange for services
Common stock issued in exchange for accrued interest
Changes in operating assets and liabilities:
Accounts receivable
Prepaid expenses and other
Accounts payable
Accrued costs and expenses
Net cash provided by (used in) operating activities
Cash Flows from Investing Activities:
Capital expenditures for property and equipment
Proceeds from sale of oil and gas properties
Contingent consideration paid to DNR under sharing arrangement
Net cash provided by (used in) investing activities
Cash Flows from Financing Activities:
Proceeds from notes and advance payable
Principal payments on notes payable
Payment of dividends on preferred stock
Redemption of preferred stock
Payment of preferred stock offering costs
Net cash provided by (used in) financing activities
Net decrease in cash and equivalents
Cash and equivalents, beginning of period
Cash and equivalents, end of period
Supplemental Disclosure of Cash Flow Information:
Cash paid for interest
Cash paid for income taxes
Supplemental Disclosure of Non-cash Investing and Financing Activities:
Payable to DNR for acquisition of oil and gas properties
Asset retirement obligations assumed upon sale oil and gas properties
Increase in oil and gas properties due to revision of asset retirement obligations
Series A-1 Preferred Stock Dividend Payable
Conversion of Series A-1 Preferred Stock to Notes Payable
The Accompanying Notes are an Integral Part of These Financial Statements.
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2012

2013

$ (147,447)

$ (16,119)

600,762
27,788
(533,048)
246,942
10,462

516,502
50,034
(28,449)
18,000
—

(159,594)
88,282
(201)
(6,557)
127,389

(164,471)
30,166
(71,389)
(138,558)
195,716

(843,731)
1,108,709
(282,704)
(17,726)

(274,467)
28,449
—
(246,018)

825,000
(264,619)
(391,875)
—
(50,000)
118,506
228,169
219,566
$ 447,735

1,041,920
(549,274)
(391,875)
(50,000)
—
50,771
469
6,921
$
7,390

$
$

$
$

86,827
—

$ 250,000
$ 16,411
$ 26,437
$ 391,875
$
—

84,581
—

$
—
$
—
$
—
$
—
$ 600,000
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ARÊTE INDUSTRIES, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2013
1. Organization and Nature of Operations
Arête Industries, Inc. (“Arête” or the “Company”), is a Colorado corporation that was incorporated on July 21, 1987. The Company
owns 100% of Arete Energy, Inc. which is an inactive subsidiary that has no assets, liabilities or operations. Arête has operated a natural gas
gathering system in Wyoming since 2006 and on July 29, 2011 the Company purchased oil and natural gas properties in Colorado, Montana,
Kansas, and Wyoming.
The Company seeks to focus on acquiring interests in traditional oil and gas ventures, and seek properties that offer profit potential from
overlooked and by-passed reserves of oil and natural gas, which may include shut-in wells, in-field development, stripper wells, re-completion
and re-working projects. In addition, the Company’s strategy includes purchase and sale of acreage prospective for oil and natural gas and
seeking to obtain cash flow from the sale and farm out of such prospects.
2. Summary of Significant Accounting Policies
Basis of presentation
The accompanying unaudited consolidated financial statements have been prepared by the Company. In the opinion of management, the
accompanying unaudited financial statements contain all adjustments (consisting of only normal recurring accruals) necessary for a fair
presentation of the financial position as of December 31, 2012 and September 30, 2013, and the results of operations, changes in
stockholders’ equity, and cash flows for the nine months and quarters ended September 30, 2012 and 2013. Operating results for the interim
periods presented are not necessarily indicative of the results that may be expected for a full year. The Company’s 2012 Annual Report on
Form 10-K includes certain definitions and a summary of significant accounting policies and should be read in conjunction with this Form 10Q. Except as disclosed herein, there have been no material changes to the information disclosed in the notes to the consolidated financial
statements included in the Company’s 2012 Annual Report on Form 10-K.
Use of Estimates
Preparation of the Company’s financial statements in accordance with GAAP requires management to make various assumptions,
judgments and estimates that affect the reported amounts of assets and liabilities and the disclosure of contingent assets and liabilities as of the
date of the financial statements and the reported amounts of revenues and expenses during the reporting period. Changes in these assumptions,
judgments and estimates will occur as a result of the passage of time and the occurrence of future events and, accordingly, actual results could
differ from amounts initially established.
The most significant areas requiring the use of assumptions, judgments and estimates relate to the volumes of natural gas and oil reserves
used in calculating depreciation, depletion and amortization (“DD&A”), the amount of expected future cash flows used in determining possible
impairments of oil and gas properties and the amount of future capital costs used in these calculations. Assumptions, judgments and estimates
also are required in determining future asset retirement obligations, impairments of undeveloped properties, and in valuing stock-based
payment awards.
The only component of comprehensive income that is applicable to the Company is net income (loss). Accordingly, a separate statement
of comprehensive income (loss) is not included in these financial statements.
Principles of Consolidation
The consolidated financial statements of the Company include the accounts of Arête and its inactive subsidiary, Arete Energy, Inc. All
intercompany accounts and transactions have been eliminated in consolidation.
Reclassifications
The Company has condensed certain line items within the current period financial statements, and certain prior period balances were
reclassified to conform to the current year presentation. Reclassifications did not have any impact on the Company’s previously reported
working capital, results of operations or cash flows.
8
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ARÊTE INDUSTRIES, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2013
Earnings per share
Basic net income (loss) per share of common stock is calculated by dividing net income (loss) attributable to common stockholders by
the weighted average number of common shares outstanding during each period. Diluted net income (loss) attributable to common
stockholders is calculated by dividing net income (loss) attributable to common stockholders by the weighted average number of common
shares outstanding and other dilutive securities. The only potentially dilutive securities for the diluted earnings per share calculations consist of
Series 1 preferred stock that is convertible into common stock at an exchange price of $3.30 per common share. As of September 30, 2013,
the convertible preferred stock had an aggregate liquidation preference of $30,303 and was convertible to 133,333 shares of common stock.
These shares were excluded from the earnings per share calculation because it was anti-dilutive to assume conversion at the beginning of the
quarter, which would have eliminated preferred dividends from the earnings per share calculation.
New Accounting Pronouncements
In February 2013, the Financial Accounting Standards Board (FASB) issued Accounting Standards Update (ASU) No. 2013-02,
Comprehensive Income (Topic 220): Reporting of Amounts Reclassified Out of Accumulated Other Comprehensive Income, to improve the
transparency of reporting these reclassifications. Other comprehensive income includes gains and losses that are initially excluded from net
income for an accounting period. Those gains and losses are later reclassified out of accumulated other comprehensive income into net income.
The amendments in the ASU do not change the current requirements for reporting net income or other comprehensive income in financial
statements. All of the information that this ASU requires already is required to be disclosed elsewhere in the financial statements under U.S.
GAAP. The new amendments will require an organization to:
•

Present (either on the face of the statement where net income is presented or in the notes) the effects on the line items of net income
of significant amounts reclassified out of accumulated other comprehensive income—but only if the item reclassified is required
under U.S. GAAP to be reclassified to net income in its entirety in the same reporting period; and

•

Cross-reference to other disclosures currently required under U.S. GAAP for other reclassification items (that are not required under
U.S. GAAP) to be reclassified directly to net income in their entirety in the same reporting period. This would be the case when a
portion of the amount reclassified out of accumulated other comprehensive income is initially transferred to a balance sheet account
(e.g., inventory for pension-related amounts) instead of directly to income or expense.

The amendments apply to all public and private companies that report items of other comprehensive income. Public companies are required to
comply with these amendments for all reporting periods (interim and annual). The amendments are effective for reporting periods beginning
after December 15, 2012, for public companies. Early adoption is permitted. The adoption of ASU No. 2013-02 is not expected to have a
material impact on our financial position or results of operations.
In January 2013, the FASB issued ASU No. 2013-01, Balance Sheet (Topic 210): Clarifying the Scope of Disclosures about Offsetting
Assets and Liabilities, which clarifies which instruments and transactions are subject to the offsetting disclosure requirements originally
established by ASU 2011-11. The new ASU addresses preparer concerns that the scope of the disclosure requirements under ASU 2011-11
was overly broad and imposed unintended costs that were not commensurate with estimated benefits to financial statement users. In choosing
to narrow the scope of the offsetting disclosures, the Board determined that it could make them more operable and cost effective for preparers
while still giving financial statement users sufficient information to analyze the most significant presentation differences between financial
statements prepared in accordance with U.S. GAAP. Like ASU 2011-11, the amendments in this update will be effective for fiscal periods
beginning on, or after January 1, 2013. The adoption of ASU 2013-01 is not expected to have a material impact on our financial position or
results of operations.
In October 2012, the Financial Accounting Standards Board (FASB) issued Accounting Standards Update (ASU) 2012-04, “Technical
Corrections and Improvements” in Accounting Standards Update No. 2012-04. The amendments in this update cover a wide range of Topics
in the Accounting Standards Codification. These amendments include technical corrections and improvements to the Accounting Standards
Codification and conforming amendments related to fair value measurements. The amendments in this update will be effective for fiscal
periods beginning after December 15, 2012. The adoption of ASU 2012-04 is not expected to have a material impact on our financial position
or results of operations.
9
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ARÊTE INDUSTRIES, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2013
In August 2012, the FASB issued ASU 2012-03, “Technical Amendments and Corrections to SEC Sections: Amendments to SEC
Paragraphs Pursuant to SEC Staff Accounting Bulletin (SAB) No. 114, Technical Amendments Pursuant to SEC Release No. 33-9250, and
Corrections Related to FASB Accounting Standards Update 2010-22 (SEC Update)” in Accounting Standards Update No. 2012-03. This
update amends various SEC paragraphs pursuant to the issuance of SAB No. 114. The adoption of ASU 2012-03 is not expected to have a
material impact on our financial position or results of operations.
In July 2012, the FASB issued ASU 2012-02, “Intangibles – Goodwill and Other (Topic 350): Testing Indefinite-Lived Intangible
Assets for Impairment” in Accounting Standards Update No. 2012-02. This update amends ASU 2011-08, Intangibles – Goodwill and Other
(Topic 350): Testing Indefinite-Lived Intangible Assets for Impairment and permits an entity first to assess qualitative factors to determine
whether it is more likely than not that an indefinite-lived intangible asset is impaired as a basis for determining whether it is necessary to
perform the quantitative impairment test in accordance with Subtopic 350-30, Intangibles—Goodwill and Other—General Intangibles Other
than Goodwill. The amendments are effective for annual and interim impairment tests performed for fiscal years beginning after September 15,
2012. Early adoption is permitted, including for annual and interim impairment tests performed as of a date before July 27, 2012, if a public
entity’s financial statements for the most recent annual or interim period have not yet been issued or, for nonpublic entities, have not yet been
made available for issuance. The adoption of ASU 2012-02 is not expected to have a material impact on our financial position or results of
operations.
Other accounting standards that have been issued or proposed by the FASB, or other standards-setting bodies, that do not require
adoption until a future date are not expected to have a material impact on the Company’s financial statements upon adoption.
3. Disposition of Oil and Gas Properties
In February 2012, the Company sold to an unaffiliated party a working interest in a well and related lease in Niobrara County, Wyoming
for gross proceeds of approximately $1,109,000. After payment of additional consideration pursuant to the formula in the additional
consideration agreement in the Amended and Restated Purchase and Sale Agreement dated July 29, 2011, the Company realized net proceeds
of $826,000. The purchaser assumed the asset retirement obligations estimated at approximately $16,000 and after deducting the net book
value of the property, the Company recognized a gain on sale of $533,048. The Company retained a 2.575% overriding royalty interest in this
property. This sale comprised approximately 1.6% of the Company’s barrels of oil equivalent (“BOE”) of oil and gas reserve quantities, and
approximately 2.2% of the Company’s discounted future net revenues prior to the sale. The Company determined that this sale did not qualify
for discontinued operations reporting.
4. Income taxes
The book to tax temporary differences resulting in deferred tax assets and liabilities are primarily net operating loss carry forwards of
approximately $8.4 million which expire in 2018 through 2032. A 100% valuation allowance has been established against the deferred tax
assets, as utilization of the loss carry forwards and realization of other deferred tax assets cannot be reasonably assured. For the nine months
ended September 30, 2013 and 2012, the Company did not recognize any income tax benefit due to the valuation allowance.
5. Stock transactions and preferred stock dividends
During the nine months ended September 30, 2013, the Company issued 45,000 shares of common stock for payment of fees accrued to
a consultant. The Board of Directors declared a semi-annual dividend payable to Series A-1 preferred shareholders of record as of March 31,
2013 of $391,875 paid on April 28, 2013.
Effective June 28, 2013, several holders of the Company’s 15% Series A1 Convertible Preferred Stock (“Series A1 Preferred Stock”) elected
to convert shares of such stock into the Company’s common stock at a redemption price of $0.75 per common share. In connection with those
redemptions all such holders agreed to waive all dividend rights on their shares of Series A1 Preferred Stock subsequent to March 30, 2013.
Information regarding the conversions is set forth below.
10
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ARÊTE INDUSTRIES, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2013
Name of Holder

Number of Shares of Series
A1 Preferred Stock Converted

Number of
Common Shares Issued

16
184
100
25
10
35
100
5
2.5
10
10
10
5

100,800
1,159,200
1,333,333
333,333
133,333
466,667
1,333,333
66,667
33,333
133,333
133,333
133,333
66,667

Burlingame Equity Investors II, LP
Burlingame Equity Investors Master Fund, LP
Charles B. Davis*
Tucker Family Investments LLLP
Mark Venjohn
Pete Haman
Nicholas L. Scheidt*
Michael J. Finney
William and Sara Kroske
Michael A. Geller
John H. Rosasco
Lyon Oil & Gas Company
T P Furlong
*

Executive Officer and Director of the Company

In addition, in connection with the conversions of Series A1 Preferred Stock by Burlingame Equity Investors II, LP and Burlingame
Equity Investors Master Fund, LP, the Company also entered into transactions with these entities in exchange for cash consideration,
promissory notes and cancellation of certain Series A1 Preferred Shares.
Name of Holder

Cash Consideration

Promissory
Note – Principal

Burlingame Equity Investors II, LP
Burlingame Equity Investors Master Fund, LP

$
$

$
$

4,000
46,000

Series A1 Preferred
Shares Cancelled

48,000
552,000

16
184

The above promissory notes bear interest at 7% per annum, with interest payable quarterly and all unpaid interest and principal due on
July 23, 2014. If the promissory notes are not paid when due or declared due, the entire principal and interest thereon will bear interest at the
rate of 12% per annum.
The redemption of Series A-1 Preferred Stock on the earning per share applicable to common stockholders was calculated as the difference
between the fair market value of common shares received on June 28, 2013 and the cost of the Series A-1 Preferred Stock redeemed.
6. Contracts Payable
The Company entered into a consulting contract for financing, structure, and investor services on March 2, 2010 for 800,000 shares of
common stock valued at $500,000. The contract was for a period of three years and the fair value of the services were amortized ratably over
the service period. Accordingly, the Company recognized a charge to investor relations expense of $125,000 and $27,778 for the nine months
ended September 30, 2012 and 2013, respectively.
7. Notes and advances payable
Notes payable consist of the following as of December 31, 2012 and September 30, 2013:
2012

Officers, directors and affiliates:
Notes and advances payable, interest at 8.0%, due on demand
Notes and advances payable, interest at 9.7%, due on demand
Note payable, interest at 7.5%, due March 2015
Collateralized note payable (see below)
Total officers, directors and affiliates
Less: Current portion of officers, directors, and affiliates
Long-term portion of officers, directors, and affiliates
Unrelated parties:
Notes payable, interest at 7.5%, due March 2015
Notes payable, interest at 7.0%, due July 2014
Notes payable, interest at 7.0%, due July 2014
Total unrelated parties
Less: Current portion of unrelated parties
Long-term portion of unrelated parties
11

2013

$ 12,882
85,000
150,000
261,109
508,991
508,991
$
—

$

14,234
85,000
150,000
827,404
1,076,638
926,638
$ 150,000

250,000
—
—
250,000
250,000
$
—

225,000
44,000
506,000
775,000
625,000
$ 150,000
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ARÊTE INDUSTRIES, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2013
On September 29, 2012, the Company borrowed $425,000 from an affiliate of a stockholder and director under a note agreement that
provides for interest at the stated annual rate of 12% (and an effective annual rate of 17.8%) with unpaid principal and interest due on
March 29, 2013. The outstanding principal balance as of March 31, 2013 was $261,109 and was paid in full April 29, 2013.
On April 29, 2013, the Company executed a promissory note under which the Company agreed to pay Apex Financial Services Corp, a
Colorado corporation, (“Apex”) the principal sum of $1,000,000, with interest accruing at an annual rate of 7.5%, with principal and interest
due on May 31, 2014. The Company also agreed to assign 75% of its operating income from its oil and gas operations and any lease or well
sale or any other assets sales to Apex to secure the debt. Apex is 100% owned by the CEO, director, and shareholder of the Company,
Nicholas L. Scheidt. The Company borrowed the full amount of principal on the note, and also paid a loan fee of $10,000. In the event of
default on the note and failure to cure the default in ten days, Apex may accelerate payment and the annual interest rate on the note will accrue
at 18%. Default includes failure to pay the note when due or if the Company borrows any other monies or offers security in the Company or
in the collateral securing the note prior to the note being paid in full. The outstanding principal balance as of September 30, 2013 was
$827,404.
All of the notes payable shown above are unsecured, except the Apex note. Accrued interest on notes and advances payable amounted to
$48,359 as of December 31, 2012 and $52,261 as of September 30, 2013.
8. Asset retirement obligations (ARO)
A reconciliation of the Company’s asset retirement obligations for the quarter ended March 31, 2013, is as follows:
Balance, December 31, 2012
Liabilities incurred
Accretion expense
Revisions to estimate
Balance, September 30, 2013
Less current asset retirement obligations
Long-term asset retirement obligations

$ 647,268
—
50,034
—
697,302
(112,804)
$ 584,498

9. Related Party Cost Reductions
In connection with the property acquisition agreement entered into in the third quarter of 2011 with DNR Oil & Gas, Inc. (“DNR”), the
Company executed an operating agreement whereby DNR provides services to operate all of the properties acquired by the Company for a
monthly fee of $23,000. DNR is an affiliate of Charles B. Davis, an Executive Officer and Director of the Company. The operating agreement
expired on March 31, 2012 and renews on a month to month basis. Based on operator costs for the properties prior to the Company’s
acquisition, approximately $8,000 per month is included in lease operating expenses and $15,000 per month is included in related party
consulting fees in the accompanying Consolidated Statements of Operations for the first quarter of 2012. Effective July 1, 2012, the monthly
operator fee was reduced to $18,000 per month, of which $8,000 per month is included in lease operating expense and the remaining $10,000
per month is included in related party consulting fees.
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ARÊTE INDUSTRIES, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2013
Effective July 1, 2012 the Company reduced the amount paid for director fees and other related party consulting arrangements. Presented
below is a comparison of the impact of related party cost reductions for the nine months ended September 30, 2012 compared to the same
period for 2013:
Nine Months Ended:
9/30/12
9/30/13

Fees payable in cash:
Operator fees
Consulting fees
Fees payable in shares of common stock:
Director fees
Consulting fees

Reduction

$192,000
30,000

$162,000
—

$ 30,000
30,000

61,875
90,000

1,800
—

60,075
90,000

If these cost reductions had not been implemented for the nine months ended September 30, 2013, the Company’s net income applicable
to common stockholders would have decreased from $2,934,849 to $2,724,769 and net income per share applicable to common stockholders
would have decreased from $0.30 to $0.28.
10. Subsequent events
During the first quarter 2013 the Company drilled a well in Kansas in which it has a 20% working interest and had net carrying cost of
$34,261 as of September 30, 2013. The costs are carried as part of proved properties on the balance sheet as a well in progress. The Company
has information as to the results of the well as of November 6, 2013, and results have been evaluated by the 50% working interest owner with
a primary evaluation to be a dry hole.
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Item 2—Management’s Discussion and Analysis of Financial Condition and Results of Operations
Forward-looking information
This report contains certain “forward-looking statements” within the meaning of Section 27A of the Securities Act of 1933, as amended,
and Section 21E of the Exchange Act of 1934, as amended, that are based on management’s exercise of business judgment as well as
assumptions made by, and information currently available to, management. When used in this document, the words “may”, “will”, “anticipate”,
“believe”, “estimate”, “expect”, “intend”, and words of similar import, are intended to identify any forward-looking statements. You should
not place undue reliance on these forward-looking statements. These statements reflect our current view of future events and are subject to
certain risks and uncertainties as noted below. Should one or more of these risks or uncertainties materialize, or should underlying
assumptions prove incorrect, our actual results could differ materially from those anticipated in these forward-looking statements. Although
we believe that our expectations are based on reasonable assumptions, we can give no assurance that our expectations will materialize.
Management’s Discussion and Analysis of Financial Condition and Results of Operations should be read together with our audited
financial statements and related notes included in our Annual Report on Form 10-K and the financial statements and footnotes included in this
Quarterly Report on Form 10-Q. This Quarterly Report on Form 10-Q, including the following discussion, contains trend analysis and other
forward-looking statements within the safe harbor provisions of the Private Securities Litigation Reform Act of 1995. Any statements in this
Quarterly Report on Form 10-Q that are not statements of historical facts are forward-looking statements. These forward-looking statements
made herein are based on our current expectations, involve a number of risks and uncertainties and should not be considered as guarantees of
future performance. The factors that could cause actual results to differ materially include without limitation:
•

unsuccessful drilling and completion activities and the possibility of resulting write-downs;

•

our substantial capital requirements and uncertainty of obtaining additional funding on terms acceptable to us;

•

price volatility of oil and natural gas prices, and the effect that lower prices may have on our earnings and stockholders’
equity;

•

a decline in oil or natural gas production or oil or natural gas prices, and the impact of general economic conditions on the
demand for oil and natural gas and the availability of capital;

•

geographical concentration of our operations;

•

increases in the cost of drilling, completion and gas gathering or other costs of production and operations;

•

our ability to successfully drill wells that produce oil or natural gas in commercially viable quantities;

•

adverse variations from estimates of reserves, production, production prices and expenditure requirements, and our inability
to replace our reserves through acquisition, exploration and development activities;

•

our current level of significant indebtedness and the effect of any increase in our level of indebtedness;

•

limited control over non-operated properties;

•

reliance on limited number of customers;

•

title defects to our properties and inability to retain our leases;

•

our ability to retain key members of our senior management and key consulting resources;

•

federal, state and tribal regulations and laws;
14
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•

impact of environmental, health and safety, and other governmental regulations, and of current or pending legislation;

•

federal and state legislation and regulatory initiatives relating to hydraulic fracturing;

•

risks in connection with evaluating potential acquisitions, integration of significant acquisitions, and difficulty managing our
growth and the related demands on our resources;

•

developments in the global economy;

•

financing and interest rate exposure;

•

effects of competition;

•

effect of seasonal factors;

•

lack of availability of drilling rigs, equipment, supplies, insurance, personnel and oil field services; and

•

further sales or issuances of common stock.

Finally, our future results will depend upon various other risks and uncertainties, including, but not limited to, those detailed in the
section entitled “Risk Factors” included in our Annual Report on Form 10-K for the year ended, December 31, 2012. All forward-looking
statements attributable to us or persons acting on our behalf are expressly qualified in their entirety by the cautionary statements in this section
and elsewhere in this report. Other than as required under securities laws, we do not assume a duty to update these forward-looking
statements, whether as a result of new information, subsequent events or circumstances, changes in expectations or otherwise
General Overview
It is our desire to provide an understanding of the Company’s past performance, its financial condition and its prospects for the future.
Accordingly, we will discuss and provide our analysis of the following:
•

Critical accounting policies;

•

Results of operations;

•

Liquidity and capital resources;

•

Contractual obligations

•

New accounting pronouncements.

In the third quarter of 2011, we completed an acquisition of producing oil and natural gas properties in Montana, Wyoming, Colorado
and Kansas. These properties include several drilling opportunities. While we have made progress to implement our business strategy over the
past year, we believe our primary challenge for the foreseeable future is to obtain additional financing to be able exploit existing drilling
opportunities and to possibly acquire additional properties. We have sold some of our properties while retaining overriding royalty interests
for future upside upon further development of the properties. In addition, we are in the process of reviewing opportunities for the purchase of
production and undeveloped oil and gas leases for future development. In order to purchase properties or begin substantive drilling activities
we must obtain significant additional financing, which cannot be assured. We rely heavily on the skills of our board members in the fields of
business development, capital acquisition, corporate visibility, oil and gas development, geology and operations.
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Critical Accounting Policies
The following discussion and analysis of the results of operations and financial condition are based on the our consolidated financial
statements that have been prepared in accordance with accounting principles generally accepted in the United States of America. Our
significant accounting policies are more fully described in Note 2 of the Notes to Consolidated Financial Statements included in our Annual
Report on Form 10-K for the year ended December 31, 2012, as supplemented by the Unaudited Notes to Consolidated Financial Statements
included herein. However, certain accounting policies and estimates are particularly important to the understanding of our financial position
and results of operations and require the application of significant judgment by our management or can be materially affected by changes from
period to period in economic factors or conditions that are outside of our control. As a result, they are subject to uncertainty. In applying these
policies, our management uses its judgment to determine the appropriate assumptions to be used in the determination of certain estimates.
Those estimates are based on our historical experience, our future business plans and projected financial results, the terms of existing
contracts, our observance of trends in the oil and gas industry, information provided by our customers and information available from other
outside sources, as appropriate. Actual results may differ from these estimates. We believe the following critical accounting policies affect our
most significant judgments and estimates used in the preparation of our consolidated financial statements.
Revenue Recognition
We record revenue from the sale of natural gas, natural gas liquids (“NGL”) and crude oil when delivery to the purchaser has occurred
and title has transferred. We use the sales method to account for gas imbalances. Under this method, revenue is recorded on the basis of gas
actually sold by us. In addition, we will record revenue for our share of gas sold by other owners that cannot be volumetrically balanced in the
future due to insufficient remaining reserves. We also reduce revenue for other owners’ gas sold by us that cannot be volumetrically balanced
in the future due to insufficient remaining reserves. Our remaining over- and under-produced gas balancing positions are considered in our
proved oil and gas reserves. Gas imbalances at September 30, 2013 were not material.
Property and equipment
In January 2010, the Financial Accounting Standards Board (“FASB”) issued authoritative oil and gas reserve estimation and disclosure
guidance that was effective for the Company beginning in 2010. This guidance was issued to align the accounting oil and gas reserve
estimation and disclosure requirements with the requirements in the SEC final rule, “Modernization of Oil and Gas Reporting “, which was
also effective in 2010.
Our oil and gas exploration and production activities are accounted for using the successful efforts method. Under this method, all
property acquisition costs and costs of exploratory and development wells are capitalized when incurred, pending determination of whether the
well has found proved reserves. If an exploratory well does not find proved reserves, the costs of drilling the well are charged to expense and
included within cash flows from investing activities in the consolidated statements of cash flows. The costs of development wells are
capitalized whether productive or nonproductive. Oil and gas lease acquisition costs are also capitalized.
Other exploration costs, including certain geological and geophysical expenses and delay rentals for oil and gas leases, are charged to
expense as incurred. The sale of a partial interest in a proved property is accounted for as a cost recovery and no gain or loss is recognized as
long as this treatment does not significantly affect the unit-of-production DD&A rate. A gain or loss is recognized for all other sales of proved
properties and is classified in other operating revenues. Maintenance and repairs are charged to expense, and renewals and betterments are
capitalized to the appropriate property and equipment accounts.
Unevaluated oil and gas property costs are transferred to proved oil and gas properties if the properties are subsequently determined to
be productive. Proceeds from sales of partial interests in unproved leases are accounted for as a recovery of cost without recognizing any gain
until all costs are recovered. Unevaluated oil and gas properties are assessed periodically for impairment on a property-by-property basis based
on remaining lease terms, drilling results, reservoir performance, commodity price outlooks or future plans to develop acreage.
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We review our proved oil and gas properties and our gas gathering system for impairment whenever events and circumstances indicate
that a decline in the recoverability of their carrying value may have occurred. We estimate the expected undiscounted future cash flows of
assets evaluated for impairment and compare such undiscounted future cash flows to the carrying amount of the respective asset to determine
if the carrying amount is recoverable. If the carrying amount exceeds the estimated undiscounted future cash flows, we will adjust the carrying
amount of the asset to fair value. The factors used to determine fair value include, but are not limited to, recent sales prices of comparable
properties, the present value of estimated future cash flows, net of estimated operating and development costs using estimates of reserves,
future commodity pricing, future production estimates, anticipated capital expenditures and various discount rates commensurate with the risk
and current market conditions associated with realizing the expected cash flows projected.
The provision for DD&A of oil and gas properties is calculated on a field-by-field basis using the unit-of-production method. Natural
gas is converted to barrel of oil equivalents (“BOE”) at the rate of six Mcf of natural gas to one barrel of oil. Estimated future dismantlement,
restoration and abandonment costs, which are net of estimated salvage values, are taken into consideration.
Asset Retirement Obligations
The estimated fair value of the future costs associated with dismantlement, abandonment and restoration of oil and gas properties is
recorded generally upon acquisition or completion of a well. The net estimated costs are discounted to present values using a credit-adjusted,
risk-free rate over the estimated economic life of the oil and gas properties. Such costs are capitalized as part of the related asset. The asset is
depleted on the units-of-production method on a field-by-field basis. The associated liability is classified in current and long-term liabilities in
the consolidated balance sheets. The liability is periodically adjusted to reflect (1) new liabilities incurred, (2) liabilities settled during the
period, (3) accretion expense and (4) revisions to estimated future cash flow requirements. The accretion expense is recorded as a component
of depreciation, depletion and amortization expense in the consolidated statements of operations.
Stock-based Compensation
We have not granted any stock options or warrants during the nine months ended September 30, 2012 and 2013, and no options or
warrants were outstanding at any time during 2012 and 2013. We issued shares of common stock for services performed by officers, directors
and unrelated parties during 2013 and we expect to issue 45,000 shares for directors and consulting fees. We recorded these transactions
based on the value of the services or the value of the common stock, whichever was more readily determinable.
Results of Operations for the Quarters Ended September 30, 2012 and 2013
To date, inflation has not had a material impact on our operations. Presented below is a discussion of our results of operations for the
quarters ended September 30, 2012 and 2013.
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Oil and Gas Producing Activities
During the third quarter of 2011, we entered into a purchase and sale agreement which resulted in our acquisition of producing oil and gas
properties in Wyoming, Colorado, Kansas and Montana. Presented below is a summary of our oil and gas operations for the quarters ended
September 30, 2012 and 2013:
Oil Sales
Natural Gas Sales
Royalty Revenues
Sale of Oil & Natural Gas Properties
Total Revenue
Production Taxes
Lease Operating Expense
Depreciation, depletion, amortization and accretion
Net
Net barrels of oil sold
Net mcf of gas sold
Average price for oil (bbl)
Average price for gas (mcf)
Lease operating expense per BOE
DD&A per BOE

2012

2013

$ 562,001
83,068
—
—
645,069
(57,023)
(188,483)
(258,121)
$ 141,442
8,470
22,060
$ 66.35
$
3.77
$ 15.52
$ 21.25

$ 550,330
113,876
553
27,500
692,259
(58,586)
(187,126)
(209,611)
$ 236,936
5,736
21,853
$ 95.95
$
5.21
$ 19.95
$ 22.35

Our oil sales are primarily attributable to our properties in Kansas and Wyoming. The average oil price for the third quarter of 2013 was
$95.95 per barrel but ranged from a low of $93.72 for September and a high of $98.72 for August. The average oil price for the third quarter
of 2012 was $66.35 per barrel but ranged from a low of $59.01 for September to a high of $75.22 for August. The oil revenue for the third
quarter 2013 was down compared to the same quarter 2012. Although we received a higher average oil price for the 2013 third quarter of
$29.60 per barrel. The average natural gas prices, including proceeds from sales of natural gas liquids, amounted to $5.21 per Mcf for the third
quarter of 2013 which was an increase of $1.44 per Mcf and an increase of 28% for the quarter over the same period 2012.
Production taxes were approximately 8% of our oil and gas sales for the third quarters of 2013 and 2012. Lease operating expense
averaged for the nine months ended September 30, 2013 $19.95 per BOE, whereby six Mcf of gas are equal to one barrel of oil. Lease
operating expense averaged $15.52 per BOE for the same period 2012. Many of the wells included in our 2011 acquisition have been
producing for a decade or longer and the cost of workovers and normal maintenance are charged to expense in the period the costs are
incurred. For the third quarter of 2013, we incurred approximately $85,400 for workovers, well service units and repairs which accounted for
approximately $9.11 per BOE of our lease operating expenses that was capitalized based on increased production the wells. For the third
quarter of 2012, we incurred approximately $45,500 for workovers, well service units and repairs which accounted for approximately $3.74
per BOE that were capitalized.
Under successful efforts accounting, DD&A expense is separately computed for each producing field based on geologic and reservoir
delineation. The capital expenditures for proved properties for each field compared to the proved reserves corresponding to each producing
field determine a weighted average DD&A rate for current production. Future DD&A rates will be adjusted to reflect future capital
expenditures and proved reserve changes in specific areas.
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Gas Gathering Activities
We have owned and operated a natural gas gathering system (pipeline and compressor station) for coal bed methane properties in the
Powder River Basin of Wyoming since 2006. We had no revenues for the third quarters of 2013 and 2012, due to low natural gas prices
which resulted in all wells in the field being shut-in since June 2011.
Presented below is a summary of operating costs for the quarters ended September 30, 2012 and 2013:
Related party- cost of production
Unrelated parties:
Compressor rental
Pumper costs
Transportation
Property taxes
Land rent, utilities, repairs and other
Total unrelated party costs
Total

2012

2013

$ —

$ —

—
—
—
1,392
3,169
4,561
$4,561

—
—
—
1,275
2,268
3,543
$3,543

Depreciation expense related to the gas gathering system was $11,055 for the third quarter of both 2012 and 2013.
General and Administrative
Presented below is a summary of general and administrative expenses for the quarters ended September 30, 2012 and 2013:
2012

Director fees
Investor relations
Legal, auditing and transfer agent
Consulting fees:
Related parties
Unrelated parties
Other administrative expense
Depreciation
Total general and administrative expenses

$

1,875
68,439
54,209

35,750
55,782
23,060
142
$239,257

2013

$

450
10,922
21,580

30,750
—
3,653
142
$67,497

Change

$

(1,425)
(57,517)
(32,629)

(5,000)
(55,782)
(19,407)
(— )
$(171,760)

General and administrative expenses decreased by $171,760, primarily due to an effort by management to cut costs. Our management
has provided accounting services and all needed administrative services for regulatory compliance and no cost to the Company. In addition, we
had no acquisition costs or due diligence costs for the third quarter 2013.
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The monthly charge of $10,000 under an agreement with DNR, a related party, whereby executive level expertise is provided for our
existing and prospective oil and properties. The total monthly charge under the operating agreement is $18,000, of which $8,000 is allocated to
lease operating expense. DNR is an affiliate of Charles B. Davis, an executive officer and director of the Company.
Income from operations
Income from operations for the third quarter of 2013 was $154,841 compared to a loss of $(113,431) for the third quarter of 2012. The
improvement was primarily due to the $171,760 savings in general and administrative expenses (see above) and increased revenue of $47,190.
Interest Expense
Interest expense increased to $36,693 in the third quarter of 2013 from $14,280 in the third quarter of 2012, an increase of $22,413. This
increase was primarily due to an increase in borrowing that in the second quarter of 2013 and payments of approximately $255,000 to reduce
the debt in the third quarter of 2013.
Results of Operations for the Nine-Months Ended September 30, 2012 and 2013
To date, inflation has not had a material impact on our operations. Presented below is a discussion of our results of operations for the
nine-months ended September 30, 2012 and 2013.
Oil and Gas Producing Activities
As discussed above, during the third quarter of 2011, we entered into a purchase and sale agreement which resulted in our acquisition of
producing oil and gas properties in Wyoming, Colorado, Kansas and Montana Presented below is a summary of our oil and gas operations for
the nine months ended September 30, 2012 and 2013:
Oil Sales
Natural Gas Sales
Royalty Revenues
Sale of Oil & Natural Gas Properties
Total Revenue
Production Taxes
Lease Operating Expense
Depreciation, depletion, amortization and accretion
Net
Net barrels of oil sold
Net mcf of gas sold
Average price for oil (bbl)
Average price for gas (mcf)
Lease operating expense per BOE
DD&A per BOE
20

2012

2013

$1,423,320
257,144
—
533,048
2,213,512
(141,349)
(590,136)
(594,957)
$ 887,070
19,035
65,380
$
74.77
$
3.93
$
19.72
$
19.88

$1,308,228
329,990
533
28,449
1,667,200
(135,451)
(528,526)
(532,946)
$ 470,277
15,116
64,258
$
86.55
$
5.13
$
20.46
$
20.64
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Our oil sales were primarily attributable to our properties in Kansas and Wyoming. The average oil price for the first nine-months of
2013 was $86.55 per barrel. The average oil price for the first nine-months of 2012 was $74.77 per barrel. The oil revenue for the first nine
months of 2013 was down compared to the same period 2012, due to depletion on production of our wells. We received a $11.78 higher
average oil price in 2013. Our average natural gas price, including proceeds from sales of natural gas liquids, amounted to $5.13 per Mcf for
the first nine months of 2013. Our average natural gas price, including proceeds from sales of natural gas liquids, amounted to $3.93 per Mcf
for the first nine months of 2012.
Production taxes were approximately 8% of our oil and gas sales for the nine months ended September 30, 2013 and 2012. Lease
operating expense averaged $20.46 per BOE. The lease operating expense for nine months ended, September 30, 2012 averaged $19.72 per
BOE for the same period 2012. Many of the wells included in our acquisition have been producing for a decade or longer and the cost of
workovers and normal maintenance are charged to expense in the period the costs are incurred. For the nine months ended September 30,
2013, we incurred approximately $164,400 for workovers, well service units and repairs, which accounted for approximately $6.37 per BOE
of our lease operating expenses that was capitalized based on increased production the wells. For the nine months ended September 30, 2012,
we incurred approximately $142,500 for workovers, well service units and repairs which accounted for approximately $4.76 per BOE that
were capitalized.
Under successful efforts accounting, DD&A expense is separately computed for each producing field based on geologic and reservoir
delineation. The capital expenditures for proved properties for each field compared to the proved reserves corresponding to each producing
field determine a weighted average DD&A rate for current production. Future DD&A rates will be adjusted to reflect future capital
expenditures and proved reserve changes in specific areas.
During the first quarter of 2012, we sold one of our properties with a 100% working interest in a producing oil and gas well, which
resulted in gross proceeds of approximately $1,109,000. This property was sold to an unrelated purchaser and pursuant to our amended and
restated purchase and sale agreement entered into during the third quarter of 2011, we were required to pay the related party sellers
approximately $283,000 of the proceeds due to their contingent interest and, as a result our net proceeds were $826,000. After deducting the
net book value of the property of $309,000, plus the asset retirement obligation assumed by the unrelated purchaser of $16,000, we recognized
a gain of approximately $533,000. We expect to evaluate our portfolio of properties and sell additional properties if we believe a sale can be
completed on terms that provide attractive returns.
Gas Gathering Activities
We have owned and operated a natural gas gathering system (pipeline and compressor station) for coal bed methane properties in the
Powder River Basin of Wyoming since 2006. We had no revenues for the nine months ended of 2013 and 2012, due to low natural gas prices
which resulted in all wells in the field being shut-in since June 2011.
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Presented below is a summary of operating costs for the nine-months ended September 30, 2012 and 2013:
2012

Related party- cost of production
Unrelated parties:
Compressor rental
Pumper costs
Transportation
Property taxes
Land rent, utilities, repairs and other
Total unrelated party costs
Total

$

—

—
—
—
4,178
7,703
11,881
$11,881

2013

$

—

—
—
—
3,825
7,403
11,228
$11,228

The reductions in related party cost of production, and unrelated party expenses for compressor rental, pumper costs and transportation
during 2012 were primarily due to the decision to shut-in the coal bed methane properties in June 2011 which allowed us to substantially
eliminate these costs for the remainder of 2011 and the first nine-months of 2012 and 2013. Depreciation expense related to the gas gathering
system was $33,165 for the first nine-months of both 2012 and 2013.
In July 2011, we acquired the entire field of coal bed methane wells as part of our $11 million property acquisition. While these wells are
not economic at current prices being received for natural gas related to the production capability from the existing geologic formation, we have
geologic and engineering data that suggest substantial gas reserves exist on these properties by drilling new wells and/or recompleting the
existing wells to several new geologic formations. We expect to further evaluate these properties and, if warranted, execute our development
plans within the next three years seeking to exploit the value of the properties and the gas gathering system. As of September 30, 2013, the
capitalized cost of the coal bed methane leases is $93,512 and the net capitalized cost of the gas gathering system is $156,142. As of
September 30, 2012, the capitalized cost of the coal bed methane leases is $248,295 and the net capitalized cost of the gas gathering system is
$203,361.
General and Administrative
Presented below is a summary of general and administrative expenses for the nine months ended September 30, 2012 and 2013:
2012

Director fees
Investor relations
Legal, auditing and transfer agent
Consulting and executive services:
Related parties
Unrelated parties
Other administrative expenses
Depreciation
Total general and administrative expenses

2013

Change

$ 61,875
198,470
131,851

$

1,800
86,349
118,470

$ (60,075)
(112,121)
(13,381)

352,250
132,286
65,856
427
$943,015

92,250
—
44,215
427
$343,511

(260,000)
(132,286)
(21,641)
—
$(599,504)

General and administrative expenses decreased by $599,504 for the first nine months of 2013 compared to 2012, primarily due to
decreases in directors’ fees of $60,075, investor relations of $112,121, legal, auditing, and transfer agent of $13,381, consulting and executive
services with related parties of $260,000, unrelated party consulting fees of $132,286, and other administrative costs of $21,641.
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The monthly charge of $10,000 under an agreement with DNR, whereby executive level expertise is provided for our existing and
prospective oil and properties. The total monthly charge under the operating agreement is $18,000, of which $8,000 is allocated to lease
operating expense. DNR is an affiliate of Charles B. Davis, an executive officer and director of the Company.
Income (loss) from operations
Income from operations for the first nine-months of 2013 was $82,373 compared to (loss) from operations of $100,991 for the first
nine-months of 2012. The improvement of $183,364 was primarily due to the reduction in items discussed above relating to the oil and natural
gas operations, gas gathering activities, and general and lower administrative expenses, less the net gain on sale of oil and gas properties of
$504,599 between the amounts for the nine months ended September 30, 2013 and 2012.
Interest Expense
Interest expense increased from $46,681 in the first nine months of 2012 to $98,493 in the first nine months of 2013, an increase of
$51,812. This increase was due to higher weighted average borrowings in the first nine months of 2013.
Liquidity and Capital Resources
We had a working capital deficit as of September 30, 2013 of $2,421,339, compared to a working capital deficit of $1,938,752 at
December 31, 2012. The approximately $483,000 increase in our working capital deficit resulted from a combination of new debt of a
$1,000,000 in current liabilities, small decease in working capital of approximately $35,000, and the restructure of $400,000 of existing debt to
long-term and a long-term note of $600,000 as part of the redemption of the preferred stock.
We had cash flow provided by operating activities of $195,716 for the first nine months of 2013 compared to operating cash flow of
$127,389 for the same period of 2012. The net increase in operating cash flow of $68,327 was due to a number of different factors both
positive and negative. We had a increase of our income by $131,328 with a net loss of $16,119 in the nine months ended September 30, 2013
compared to net loss of $147,447 in the nine months ended September 30, 2012, We had a decrease in depreciation, depletion, amortization
and accretion of $72,014, and changes in working capital of a decrease in cash flow of $115,997.
For the nine months ended September 30, 2013, we used $246,018 of cash flows related to investing activities for capital expenditures.
For the nine months ended September 30, 2012, we generated net proceeds of approximately $826,000 from the sale of a 100% working
interest in an oil and gas property. We realized a gain of approximately $533,000 on the sale of this property. The proceeds from the sale of oil
and gas properties were partially offset by capital expenditures of $843,000.
For the nine months ended September 30, 2013 our financing activities generated net cash of $50,771, we had net borrowings of
approximately $1,041,920. These funds were needed to fund current bills, Preferred Stock dividend, Preferred Stock redemption, debt
payments. These funds were provided by related parties. For the nine months ended September 30, 2012, our financing activities generated net
cash of $118,506 as we borrowed $825,000 and repaid borrowings of $264,619, paid the Series A-1 Preferred Stock dividend of $391,875,
and offering costs of $50,000.
During the nine months ended September 30, 2013, the Company issued 45,000 shares of common stock for payment of fees. The
Board of Directors declared the semi-annual dividend payable to Series A-1 Preferred shareholders of record as of March 31, 2013. The
Board of Directors declared the Series A-1 Preferred dividend of $391,875 on April 26, 2013 and paid in cash on April 28, 2013.
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Effective June 28, 2013, several holders of the Company’s 15% Series A1 Convertible Preferred Stock elected to convert shares of such
stock into the Company’s common stock at a redemption price of $0.75 per common share. In connection with these redemptions all such
holders agreed to waive all dividend rights on their shares of Series A1 Preferred Stock subsequent to March 30, 2013. Information regarding
the conversions is set forth below:

Name of Holder

Number of Shares of
Series A1 Preferred
Stock Converted

Number of
Common Shares Issued

16
184
100
25
10
35
100
5
2.5
10
10
10
5

100,800
1,159,200
1,333,333
333,333
133,333
466,667
1,333,333
66,667
33,333
133,333
133,333
133,333
66,667

Burlingame Equity Investors II, LP
Burlingame Equity Investors Master Fund, LP
Charles B. Davis*
Tucker Family Investments LLLP
Mark Venjohn
Pete Haman
Nicholas L. Scheidt*
Michael J. Finney
William and Sara Kroske
Michael A. Geller
John H. Rosasco
Lyon Oil & Gas LLC
TP Furlong
*

Executive Officer and Director of the Company

In addition, in connection with the conversions of Series A1 Preferred Stock by Burlingame Equity Investors II, LP and Burlingame
Equity Investors Master Fund, LP, the Company also entered into transactions with such entities in exchange for cash consideration,
promissory notes and cancellation of certain Series A1 Preferred Shares.

Name of Holder

Cash
Consideration

Promissory
Note – Principal

Burlingame Equity Investors II, LP
Burlingame Equity Investors Master Fund, LP

$
$

$
$

4,000
46,000

48,000
552,000

Series A1
Preferred Shares
Cancelled

16
184

The above promissory notes bear interest at 7% per annum, with interest payable quarterly and all unpaid interest and principal due on
July 23, 2014. If the promissory notes are not paid when due or declared due, the entire principal and interest thereon will bear interest at the
rate of 12% per annum.
During the first quarter 2013 the Company drilled a well in Kansas in which it has a 20% working interest and had net carrying cost of
$34,261 as of September 30, 2013. The costs are carried as part of proved properties on the balance sheet as a well in progress. The Company
has information as to the results of the well as of November 6, 2013 and results have been evaluated by the 50% working interest owner with
a primary evaluation to be a dry hole.
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As of September 30, 2013, we had cash and equivalents of approximately $7,400 and approximately $310,000 in receivables due from
oil and natural gas operations in the next 60 days. Based on the current prices received from the sale of our oil and natural gas, the cash flows
may not be adequate to cover all of our operating, general, administrative and interest costs. We also expect to evaluate acquisitions that are
consistent with our business objective of acquiring interests in traditional oil and gas ventures, and seeking properties that offer profit potential
from overlooked and by-passed reserves of oil and natural gas. However, without financing for these acquisitions they will not be possible.
In order to execute our plan to acquire additional interests in oil and gas properties that meet our objectives, we need significant
additional financing. From the time we acquired our existing properties in the third quarter of 2011, we have sold our interests in some of
those properties, which resulted in aggregate net proceeds from two sales of $5,927,000, which was used to repay acquisition indebtedness.
There can be no assurance that we will continue to generate any proceeds from the sale of our properties.
We are currently in discussions with lenders regarding a line of credit that would be secured by our oil and gas properties. There is no
assurance that we will be successful in attracting a lender or that the amount of any financing will be sufficient to execute our business plan for
2013 or thereafter.
If oil and gas prices decrease materially from current levels and additional debt or equity funding is unavailable on acceptable terms, or at
all, our strategy would include some or all of the following: (i) defer development drilling on our existing properties, (ii) forego additional oil
and gas property acquisitions, (iii) shut-in any marginal or uneconomic wells, (iv) attempt to negotiate the issuance of common stock in
exchange for services, and (v) review and implement other opportunities to reduce general, administrative and operating expenses.
Contractual Obligations and Commercial Commitments
As of September 30, 2013, we have future minimum lease payments of approximately $7,000. This amount is payable during the years
ending September 30, 2014, 2015, 2016, 2017 and after 2017 in the amounts of $1,000, $1,000, $1,000, $1,000, $1,000, and $2,000,
respectively.
Off-Balance Sheet Arrangements
In connection with the related party acquisition of oil and gas properties in the third quarter of 2011, we acquired interests in certain
geologic zones of the properties. The Colorado and Kansas properties provide for additional consideration that is payable to the related party
sellers if proved producing reserves are increased relating to these properties through drilling or recompletion activities over a period of ten
years after the closing date. First to the extent that oil reserves increase, the sellers are entitled to additional consideration of $250,000 for each
increase of 20,000 net barrels. Second, to the extent that oil and gas prices increase, the sellers are entitled to additional consideration as the
targeted price thresholds are exceeded for periods of 61 days. The increase in purchase price for the Kansas and Colorado properties is limited
to a maximum of $5 million.
The acquired properties that are located in Wyoming and Montana provide a similar formula as used for the Colorado and Kansas
properties that could result in an obligation for additional purchase consideration to the extent that we perform future drilling or recompletion
activities in formations that were not producing as of the September 29, 2011 closing date. Furthermore, if we sell properties where reserves
have been proved up through drilling or recompletion, the sellers have retained an interest of 70% in the net sales proceeds (after we receive a
recovery of 125% of the original purchase allocation in the amended and restated purchase agreement). The increase in purchase price for all
properties (Colorado, Kansas, Wyoming and Montana) is limited to a maximum of $25 million.
Due to consideration retained by the related party sellers from sales of properties through the first quarter of 2012, and $250,000 of
consideration payable in December 2012 due to a sustained increase in oil prices over $90 per barrel, the maximum future consideration was
reduced by approximately $5.0 million to $20.0 million as of September 30, 2013.
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New Accounting Pronouncements
In February 2013, the Financial Accounting Standards Board (FASB) issued Accounting Standards Update (ASU) No. 2013-02,
Comprehensive Income (Topic 220): Reporting of Amounts Reclassified Out of Accumulated Other Comprehensive Income, to improve the
transparency of reporting these reclassifications. Other comprehensive income includes gains and losses that are initially excluded from net
income for an accounting period. Those gains and losses are later reclassified out of accumulated other comprehensive income into net income.
The amendments in the ASU do not change the current requirements for reporting net income or other comprehensive income in financial
statements. All of the information that this ASU requires already is required to be disclosed elsewhere in the financial statements under U.S.
GAAP. The new amendments will require an organization to:
•

Present (either on the face of the statement where net income is presented or in the notes) the effects on the line items of net income
of significant amounts reclassified out of accumulated other comprehensive income—but only if the item reclassified is required
under U.S. GAAP to be reclassified to net income in its entirety in the same reporting period; and

•

Cross-reference to other disclosures currently required under U.S. GAAP for other reclassification items (that are not required under
U.S. GAAP) to be reclassified directly to net income in their entirety in the same reporting period. This would be the case when a
portion of the amount reclassified out of accumulated other comprehensive income is initially transferred to a balance sheet account
(e.g., inventory for pension-related amounts) instead of directly to income or expense.

The amendments apply to all public and private companies that report items of other comprehensive income. Public companies are required to
comply with these amendments for all reporting periods (interim and annual). The amendments are effective for reporting periods beginning
after December 15, 2012, for public companies. Early adoption is permitted. The adoption of ASU No. 2013-02 is not expected to have a
material impact on our financial position or results of operations.
In January 2013, the FASB issued ASU No. 2013-01, Balance Sheet (Topic 210): Clarifying the Scope of Disclosures about Offsetting
Assets and Liabilities, which clarifies which instruments and transactions are subject to the offsetting disclosure requirements originally
established by ASU 2011-11. The new ASU addresses preparer concerns that the scope of the disclosure requirements under ASU 2011-11
was overly broad and imposed unintended costs that were not commensurate with estimated benefits to financial statement users. In choosing
to narrow the scope of the offsetting disclosures, the Board determined that it could make them more operable and cost effective for preparers
while still giving financial statement users sufficient information to analyze the most significant presentation differences between financial
statements prepared in accordance with U.S. GAAP. Like ASU 2011-11, the amendments in this update will be effective for fiscal periods
beginning on, or after January 1, 2013. The adoption of ASU 2013-01 is not expected to have a material impact on our financial position or
results of operations.
In October 2012, the Financial Accounting Standards Board (FASB) issued Accounting Standards Update (ASU) 2012-04, “Technical
Corrections and Improvements” in Accounting Standards Update No. 2012-04. The amendments in this update cover a wide range of Topics
in the Accounting Standards Codification. These amendments include technical corrections and improvements to the Accounting Standards
Codification and conforming amendments related to fair value measurements. The amendments in this update will be effective for fiscal
periods beginning after December 15, 2012. The adoption of ASU 2012-04 is not expected to have a material impact on our financial position
or results of operations.
In August 2012, the FASB issued ASU 2012-03, “Technical Amendments and Corrections to SEC Sections: Amendments to SEC
Paragraphs Pursuant to SEC Staff Accounting Bulletin (SAB) No. 114, Technical Amendments Pursuant to SEC Release No. 33-9250, and
Corrections Related to FASB Accounting Standards Update 2010-22 (SEC Update)” in Accounting Standards Update No. 2012-03. This
update amends various SEC paragraphs pursuant to the issuance of SAB No. 114. The adoption of ASU 2012-03 is not expected to have a
material impact on our financial position or results of operations.
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In July 2012, the FASB issued ASU 2012-02, “Intangibles – Goodwill and Other (Topic 350): Testing Indefinite-Lived Intangible
Assets for Impairment” in Accounting Standards Update No. 2012-02. This update amends ASU 2011-08, Intangibles – Goodwill and Other
(Topic 350): Testing Indefinite-Lived Intangible Assets for Impairment and permits an entity first to assess qualitative factors to determine
whether it is more likely than not that an indefinite-lived intangible asset is impaired as a basis for determining whether it is necessary to
perform the quantitative impairment test in accordance with Subtopic 350-30, Intangibles—Goodwill and Other—General Intangibles Other
than Goodwill. The amendments are effective for annual and interim impairment tests performed for fiscal years beginning after September 15,
2012. Early adoption is permitted, including for annual and interim impairment tests performed as of a date before July 27, 2012, if a public
entity’s financial statements for the most recent annual or interim period have not yet been issued or, for nonpublic entities, have not yet been
made available for issuance. The adoption of ASU 2012-02 is not expected to have a material impact on our financial position or results of
operations.
Other accounting standards that have been issued or proposed by the FASB, or other standards-setting bodies, that do not require
adoption until a future date are not expected to have a material impact on the Company’s financial statements upon adoption.
Item 3—Quantitative and Qualitative Disclosures about Market Risk
The Company is a “Smaller Reporting Company” as defined by Rule 229.10 (f)(1) and is not required to provide or disclose the
information required by this item.
Item 4—Controls and Procedures
As of September 30, 2013, our Chief Executive Officer and Chief Financial Officer (the “Certifying Officers”) conducted evaluations of
our disclosure controls and procedures. As defined under Sections 13a-15(e) and 15d-15(e) of the Exchange Act, the term “disclosure
controls and procedures” means controls and other procedures of an issuer that are designed to ensure that information required to be
disclosed by the issuer in the reports that it files or submits under the Exchange Act is recorded, processed, summarized and reported, within
the time periods specified in the SEC’s rules and forms. Disclosure controls and procedures include, without limitation, controls and
procedures designed to ensure that information required to be disclosed by an issuer in the reports that it files or submits under the Exchange
Act is accumulated and communicated to the issuer’s management, including the Certifying Officers, to allow timely decisions regarding
required disclosure. Based on this evaluation, the Certifying Officers have concluded that our disclosure controls and procedures were not
effective to ensure that material information is recorded, processed, summarized and reported by our management on a timely basis in order to
comply with our disclosure obligations under the Exchange Act and the rules and regulations promulgated thereunder. As discussed in our
Annual Report on Form 10-K for the year ended December 31, 2012, the ineffectiveness of our disclosure controls and procedures is due
primarily to (i) our Board of Directors does not currently have any independent members that qualify as an audit committee financial expert,
(ii) we have not developed and effectively communicated our accounting policies and procedures, and (iii) our controls over financial statement
disclosures were determined to be ineffective.
Further, there were no changes in our internal control over financial reporting during the third fiscal quarter that has materially affected,
or are reasonably likely to materially affect, our internal control over financial reporting.
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PART II—OTHER INFORMATION
Item 1—Legal Proceedings.
From time to time, the Company is a party to routine litigation and proceedings that are considered part of the ordinary course of its
business. The Company is not aware of any material current, pending, or threatened litigation.
Item 1A—Risk Factors.
There have been no material changes to the risk factors set forth in our Annual Report on Form 10-K for the year ended December 31,
2012. The risk factors in our Annual Report on Form 10-K in addition to the other information set forth in this quarterly report, could
materially affect our business, financial condition or results of operations. Additional risks and uncertainties not currently known to us or that
we deem to be immaterial could also materially adversely affect our business, financial condition or results of operations.
Item 2—Unregistered Sales of Equity Securities and Use of Proceeds.
None
Item 3—Defaults upon Senior Securities.
None
Item 4—Mine Safety Disclosures.
Not Applicable
Item 5—Other Information.
None
Item 6—Exhibits
The following documents are filed as exhibits to this report on Form 10-Q or incorporated by reference herein.
31.1

Certification of the Principal Executive Officer pursuant to §302 of the Sarbanes-Oxley Act of 2002.

31.2

Certification of the Principal Financial Officer pursuant to §302 of the Sarbanes-Oxley Act of 2002.

32.1

Certification of the Principal Executive Officer pursuant to 18 U.S.C. Section 1350.

32.2

Certification of the Principal Financial Officer pursuant to 18 U.S.C. Section 1350.

101

The following materials are filed herewith: (i) XBRL Instance, (ii) XBRL Taxonomy Extension Schema, (iii) XBRL Taxonomy
Extension Calculation, (iv) XBRL Taxonomy Extension Labels, (v) XBRL Taxonomy Extension Presentation, and (vi) XBRL
Taxonomy Extension Definition. In accordance with Rule 406T of Regulation S-T, the information in these exhibits is furnished and
deemed not filed or a part of a registration statement or prospectus for purposes of Sections 11 or 12 of the Securities Act of 1933, is
deemed not filed for purposes of section 18 of the Exchange Act of 1934, and otherwise is not subject to liability under these sections
and shall not be incorporated by reference into any registration statement or other document filed under the Securities Act of 1933, as
amended, except as expressly set forth by the specific reference in such filing.
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ARÊTE INDUSTRIES, INC.
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.
By:
/s/ Nicholas Scheidt, CEO
Nicholas L Scheidt, Principal Executive Officer
Dated: November 14, 2013
By:
/s/ Donald W. Prosser, CFO
Donald W. Prosser, Principal Financial and Accounting Officer
Dated: November 14, 2013
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Exhibit 31.1
CERTIFICATION OF CHIEF EXECUTIVE OFFICER
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002
I, Nicholas L. Scheidt, certify that:
1. I have reviewed this quarterly report on Form 10-Q of Arête Industries, Inc.
2. Based on my knowledge, this quarterly report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to
the period covered by this quarterly report;
3. Based on my knowledge, the financial statements, and other financial information included in this quarterly report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this
quarterly report;
4. The small business issuer’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the small business issuer and have:
(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our
supervision, to ensure that material information relating to the small business issuer, including any consolidated subsidiaries, is made
known to us by others within those entities, particularly during the period in which this report is being prepared;
(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed
under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial
statements for external purposes in accordance with generally accepted accounting principles;
(c) Evaluated the effectiveness of the small business issuer’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on
such evaluation; and
(d) Disclosed in this report any change in the small business issuer’s internal control over financial reporting that occurred during
the small business issuer’s most recent fiscal quarter (the small business issuer’s fourth fiscal quarter in the case of an annual report) that
has materially affected, or is reasonably likely to materially affect, the small business issuer’s internal control over financial reporting; and
5. The small business issuer’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the small business issuer’s auditors and the audit committee of the small business issuer’s board of directors (or persons
performing the equivalent functions):
(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which
are reasonably likely to adversely affect the small business issuer’s ability to record, process, summarize and report financial information;
and
(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the small
business issuer’s internal control over financial reporting.
Dated: November 14, 2013

By: /s/ Nicholas L. Scheidt
Nicholas L. Scheidt, Chief Executive Officer

Exhibit 31.2
CERTIFICATION OF PRINCIPAL ACCOUNTING OFFICER
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002
I, Donald W. Prosser, certify that:
1. I have reviewed this quarterly report on Form 10-Q of Arête Industries, Inc.
2. Based on my knowledge, this quarterly report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to
the period covered by this quarterly report;
3. Based on my knowledge, the financial statements, and other financial information included in this quarterly report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this
quarterly report;
4. The small business issuer’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the small business issuer and have:
(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our
supervision, to ensure that material information relating to the small business issuer, including any consolidated subsidiaries, is made
known to us by others within those entities, particularly during the period in which this report is being prepared;
(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed
under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial
statements for external purposes in accordance with generally accepted accounting principles;
(c) Evaluated the effectiveness of the small business issuer’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on
such evaluation; and
(d) Disclosed in this report any change in the small business issuer’s internal control over financial reporting that occurred during
the small business issuer’s most recent fiscal quarter (the small business issuer’s fourth fiscal quarter in the case of an annual report) that
has materially affected, or is reasonably likely to materially affect, the small business issuer’s internal control over financial reporting; and
5. The small business issuer’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the small business issuer’s auditors and the audit committee of the small business issuer’s board of directors (or persons
performing the equivalent functions):
(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which
are reasonably likely to adversely affect the small business issuer’s ability to record, process, summarize and report financial information;
and
(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the small
business issuer’s internal control over financial reporting.
Dated: November 14, 2013

By: /s/ Donald W. Prosser
Donald W. Prosser, Chief Financial Officer

EXHIBIT 32.1
CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
In connection with the Quarterly Report of Arête Industries, Inc. (the “Company”) on Form 10-Q for the period ending September 30, 2013,
as filed with the Securities and Exchange Commission on the date hereof (the “Report”), I, Nicholas Scheidt, Chief Executive Officer of the
Company, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that:
(1)

The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

(2)

The information contained in the Report fairly presents, in all material respects, the financial condition and result of operations of the
Company.

Dated: November 14, 2013

By: /s/ Nicholas L. Scheidt
Nicholas L. Scheidt, Chief Executive Officer

EXHIBIT 32.2
CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
In connection with the Quarterly Report of Arête Industries, Inc. (the “Company”) on Form 10-Q for the period ending September 30, 2013,
as filed with the Securities and Exchange Commission on the date hereof (the “Report”), I, Donald W. Prosser, Chief Financial Officer of the
Company, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that:
(1)

The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

(2)

The information contained in the Report fairly presents, in all material respects, the financial condition and result of operations of the
Company.

Dated: November 14, 2013

By: /s/ Donald W. Prosser
Donald W. Prosser, Chief Financial Officer

