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<TABLE>
ARETE | NDUSTRI ES, | NC. AND SUBSI DI ARl ES
(A Devel opnent Stage Entity)
CONSOL| DATED BALANCE SHEET
Decenmber 31, 2004 and June 30, 2005
(Unaudi t ed)
<CAPTI ON>
ASSETS
2004 2005
<S> <C> <C
Current assets:
Cash and cash equival ents $ 121 $ 4,877
Prepai d expenses 3, 000 6,100
Total current assets 3,121 10, 977
Furniture and equi pnent, at cost net of accunul ated
depreci ation of $15, 704 (2004) and $16, 903 (2005) 3,969 2,770
Deposi t -- 50, 000
$ 7,090 $ 63, 747
LI ABI LI TIES AND STOCKHOLDERS' DEFICIT
Current liabilities:
Accounts payable (Note 2) $ 262,019 $ 226, 402
Accrued expenses 368, 508 369, 265
Accrued payroll taxes (Note 2) 289, 363 289, 363
Settl ement due 18, 650 18, 650
Not es payable - related parties 3,437 71, 487
Total current liabilities 941, 977 975, 167
Commi tments and contingencies (Notes 1, and 2)
St ockhol ders' deficit (Notes 5 and 6):
Common stock, no par val ue; 499, 000, 000 shares
aut hori zed, 183,045,768 (2004) and 237,819, 438 (2005)
shares issued and outstanding 11, 811, 498 12,091, 912

Accunul ated deficit (including $1,617,978 accunul ated

during the devel opment stage) (12,523, 565)

(12, 759, 434)

Condi ti on

12

17

18



Not es receivable fromsale of stock (222, 820) (243, 898)

Total stockholders' deficit (934, 887) (911, 420)

</ TABLE>

See acconpanyi ng notes
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<TABLE>
ARETE | NDUSTRI ES, | NC. AND SUBSI DI ARI ES
(A Devel opnent Stage Entity)
CONSOLI DATED STATEMENT OF OPERATI ONS
For the three nmonths ended June 30, 2004 and 2005
(unaudi t ed)
<CAPTI ON>
2004 2005
<S> <C <C
Operating expenses:
Depr eci ati on $ 372 $ 607
Rent 3,125 3,375
Ot her operating expenses 95, 308 127, 392
Total operating expenses 98, 805 131, 374
Total operating | oss (98, 805) (131, 374)
Ot her income (expense):
Gain on sale of investnments 9,043 --
I nterest expense (4, 252) (260)
Interest and m scel |l aneous incone 3,282 10, 410
Total other inconme (expense) 8,073 10, 150
Net | oss from continuing operations (90, 732) (121, 224)
Exti ngusi hment of Debt (Note 2) 15, 257 --
Net | oss (Note 3) $ (75, 475) $ (121,224)
Basic and diluted | oss per share from continuing operations $ = $ =
Basic and diluted | oss per share $ = $ *
Wei ghted average common shares outstandi ng 143, 200, 000 220, 750, 000

</ TABLE>

* Less than $.01 per share

<PAGE>

See acconpanyi ng notes
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<TABLE>
ARETE | NDUSTRI ES, | NC. AND SUBSI DI ARI ES
(A Devel opnent Stage Entity)
CONSOLI| DATED STATEMENT OF OPERATI ONS
For the six months ended June 30, 2004 and 2005
and frominception (August 1, 2003 to June 30, 2005)
(unaudi t ed)

<CAPTI ON>
I nception to
2004 2005 June 30, 2005
<S> <C <C> <C>
Oper ating expenses:
Depr eci ati on $ 979 1,198 $ 3,774
Rent 6, 500 6, 745 29, 323
Ot her operating expenses 626, 799 237, 389 1,618, 529
Total operating expenses 634, 278 245, 332 1, 651, 626
Total operating |oss (634, 278) (245, 332) (1,651, 626)
Ot her income (expense):
Gain (Loss) on Sale of Investnents 9, 043 -- (10, 502)
I nterest expense (8, 444) (903) (37,314)
Interest and m scel | aneous incone 6, 565 10, 365 23,494
Total other inconme (expense) 7,164 9,462 (24, 322)
Net | oss from continuing operations (627, 114) (235, 870) (1,675, 948)
Extingusi hment of Debt (Note 2) 46, 423 -- 54,054
Net | oss (Note 3) $ (580, 691) $ (235, 870) $ (1,621,894)
Basic and diluted | oss per share from continuing operations $ (0.01) $ * $ (0.01)
Basic and diluted | oss per share $ $ $ (0.01)
Wei ghted average common shares outstandi ng 123, 200, 000 220, 750, 000 151, 500, 000

</ TABLE>
* Less than $.01 per share

See acconpanyi ng notes
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<TABLE>

ARETE | NDUSTRI ES, | NC. AND SUBSI DI ARI ES

(A Devel opnent Stage Entity)
CONSOLI DATED STATEMENT OF STOCKHOLDERS' DEFICIT
For the six months ended June 30, 2005
(Unaudi t ed)

<CAPTI ON>

Common st ock
--------------------------- Accumul at ed
Shar es Armount deficit



<S> <C> <C> <C>
Bal ance, Decenber 31, 2004 183, 045, 768 $ 11,811, 498 $(12, 523, 565)
Exerci se of stock options (Note 5) 20, 000, 000 121, 500 --
| ssuance of conmon stock to enpl oyees
and consultants for services (Note 5) 33, 209, 435 151, 187 --
Purchase of stock by directors in connection 1, 564, 235 7,727
wi th granted purchase rights --
Net loss for the six nonths ended
June 30, 2005 -- - - (235, 870)
Bal ance, June 30, 2005 237,819, 438 $ 12,091,912 $(12, 759, 435)
</ TABLE>
See acconpanyi ng notes
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<TABLE>
ARETE | NDUSTRI ES, | NC. AND SUBSI DI ARl ES
(A Devel opnent Stage Entity)
CONSOL| DATED STATEMENT OF CASH FLOWS
For the six months ended June 30, 2004 and 2005
and frominception (August 1, 2003 to June 30, 2005)
(Unaudi t ed)
<CAPTI ON>
I nception to
2004 2005 June 30, 2005
<S> <C <C <C
Cash flows fromoperating activities:
Net | oss $ (580,691) $ (235,870) $(1, 621, 894)
Adj ustments to reconcile net loss to net
cash used in operating activities:
Depreci ation and anortization 978 1,199 3,775
Stock and options issued for services and
interest on notes 650, 576 151, 187 1, 353, 279
Changes in assets and liabilities:
Interest receivable (6,565) -- 44,325
I nventory -- -- 25, 243
Prepai d expenses (86, 535) (3, 100) (6, 100)
Deposits -- (50, 000) (50, 000)
Accounts payabl e (48, 821) (35,617) (88, 868)
Accrued expenses (224,610) 758 (207, 632)
Total adjustnents 285, 023 64, 421 1,074,022
Net cash used in operating activities (295, 668) (171, 443) (547,872)
Cash flows frominvesting activities:
Purchase of property and equi prent (5,071) -- (5,072)
Purchase of Stock Investnents (28, 691) -- --
Net cash provided (used) by investing activities (33,762) -- (5,072)
Cash flows fromfinancing activities:
Proceeds fromissuance of preferred stock -- -- 6,713
Proceeds fromissuance of commn stock -- 7,727 17,727
Proceeds from exercise of stock options 71, 000 121, 500 246, 750
Not e Receivable fromsale of stock 16, 000 (21,078) (5,078)
Paynment of accrued wages 232, 250 -- 232, 250
Payment of note payable - related parties (11,573) 68, 050 59, 341



Net cash provided by financing activities 307, 677 176, 199 557,703

Net increase in cash and cash equival ents (21, 753) 4,756 4,756
Cash and cash equival ents at begi nning of period 25, 345 121 118
Cash and cash equivalents at end of period $ 3,592 $ 4,877 $ 4,877
</ TABLE>

See acconpanyi ng notes
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ARETE | NDUSTRI ES, | NC. AND SUBSI DI ARI ES
(A Devel opnent Stage Entity)
CONSOLI DATED STATEMENT OF CASH FLOWS
For the six months ended June 30, 2004 and 2005
and from
i nception (August 1, 2003 to June 30, 2005)
(Unaudi t ed)

(Continued from precedi ng page)
Suppl ement al di scl osure of cash flow information:

I nception to

2004 2005 June 30, 2005
Interest paid during the period $ -- $ -- $ --
Income taxes paid during the period $ -- $ -- $ --

Suppl enent al di scl osure of non-cash investing and financing activities:

During the quarter ended June 30, 2004, 4,050 shares of Series 2 preferred stock
were used to exercise common stock options for the purchase of 4,050,000 conmon
shares and 16,001 shares of Series 1 preferred stock were used to exercise
comon stock options for the purchase of 8,000,700 conmon shares. In addition
wages to officers and directors and fees to consultants of $496,562 were paid by
the i ssuance of common stock and the val ue assigned to stock options issued was
$22, 248.

During the quarter ended June 30, 2004, 25,000,000 shares were issued to a
director as paynment of accrued wages for $232,250, repurchase of a future

interest in stock distributions for $75,000, and paynent for services for
$172, 750.

During the quarter ended March 31, 2005 wages to oficers and directors and fees
to consultants of $81,592 were paid by the issuance of comopn stock

During the quarter ended June 30, 2005 wages to oficers and directors and fees



to consultants of $65,595 were paid by the issuance of commopn stock

See acconpanyi ng notes
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ARETE | NDUSTRI ES, | NC. AND SUBSI DI ARI ES
(A Devel opnent Stage Entity)
NOTES TO UNAUDI TED CONSOLI DATED FI NANCI AL STATEMENTS
June 30, 2005
1. Summary of significant accounting policies

Basi s of presentation:

The acconpanyi ng financial statements have been prepared by the Conpany,

wi t hout audit. In the opinion of managenment, the acconpanyi ng unaudited
financial statenents contain all adjustnments (consisting of only nornal
recurring accruals) necessary for a fair presentation of the financia
position as of Decenber 31, 2004 and June 30, 2005, and the results of
operations and cash flows for the periods ended June 30, 2004 and 2005. The
Conpany is currently considered to be in the devel opnent stage as nore
fully defined in Financial Accounting Standards Board Statenment No. 7. The
Conmpany has not generated any revenues fromits activities in the oil and
gas busi ness.

The Conpany fornmed d obal Direct Marketing Services in Cctober 1998 as an
operating subsidiary for its then ongoing operations as a direct mai
cooperative coupon advertising business. Certain assets and liabilities of
Arete were contributed to dobal. The consolidated financial statenents of
t he Conpany include the accounts of Arete for the entire period, the
accounts of d obal since inception, and Aggression Sports, Inc., a mgjority
owned subsidiary, now inactive, since October 1, 2001 and Col orado Ol and
Gas Inc. formed Decenber 2004 (inception) to June 30, 2005. Al

i nterconpany accounts have been elinmnated in the consolidation. Al
operations prior to August 1, 2003 have been reclassified as discontinued.

Si nce August 1, 2003, the Conpany's financial statenents have been prepared
on the basis of the Conpany being a devel opnent stage entity, having

di sconti nued several unsuccessful ventures including cessation of
operations of its subsidiary, Aggression Sports, Inc., having discontinued
operations as a busi ness devel opnent conpany focused on devel opi hg certain
bond and other funding vehicles for growth stage conpanies, and having
enmbarked on an entirely new busi ness of devel oping opportunities in the
traditional and alternative and renewabl e energy sectors, and which
contenplates the formati on of capital and managenent resources to pursue
devel opnent of new busi ness opportunities. The recast of the Conpany as
devel opnent stage is intended to nore correctly and accurately reflect the
current status of the Conpany and to properly record results of operations
and changes in financial condition as it pursues its new business plan. As
shown in the acconpanying financial statements, the Conmpany has recast its
financial statements to reflect this divergence fromits past business
endeavors including | osses fromwite down of assets and val uati on of



assets held for disposal fromdiscontinued operations. (See:
Note 4 - Discontinued Operations)

The Conpany has incurred significant | osses and at June 30, 2005, the
Conpany has a working capital deficit of $ 964,190 and a stockhol ders
deficit of $ 911,665. In addition, the Conpany is delinquent on paynent of
payrol|l taxes and creditor liabilities. As a result, substantial doubt

exi sts about the Conpany's ability to continue to fund future operations
using its existing resources.

As a devel opnent stage conpany, the Conpany continues to rely on infusions
of debt and equity capital to fund operations. The Conpany relies
principally on cash infusions fromits directors and affiliates, deferred
conpensati on and expenses fromthe executive officers, and paid a

signi ficant amobunt of personal services, salaries and incentives in the
form of common stock and common stock options.
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ARETE | NDUSTRI ES, | NC. AND SUBSI DI ARI ES
(A Devel opnent Stage Entity)
NOTES TO UNAUDI TED CONSOLI DATED FI NANCI AL STATEMENTS
June 30, 2005
2. Del i nquent ampounts payabl e

As of June 30, 2005, the Conpany is delinquent on paynments of various
anounts to creditors including payroll taxes. Failure to pay these
liabilities could result in liens being filed on the Conpany's assets and
may result in assets being attached by creditors resulting in the Conpany's
inability to continue operations.

3. I ncone taxes

The book to tax tenporary differences resulting in deferred tax assets and
liabilities are primarily net operating |loss carryforwards of $ 5,767,000
whi ch expire in years through 2024.

100% val uation all owance has been established agai nst the deferred tax
assets, as utilization of the Ioss carryforwards and realization of other
deferred tax assets cannot be reasonably assured.

The Conpany's net operating | osses are restricted as to the amobunt which
may be utilized in any one year.

4. Di sconti nued Operations

The Conpany's decision to pursue projects and investnents in traditiona
oil and gas as well as the "New alternative and renewabl e Energy busi ness
is an entirely new business direction that required that it take the
decisive step to formally discontinue its former operations begi nning
August 1, 2003. This decision is reflected by a change in the presentation
of the Conpany's financial statenments to segregate discontinued operating



results in previous periods fromcontinuing operations going forward. There
is no effect in the current three nonth period of this reclassification
During March 2000, the Conpany abandoned the direct mail and coupon

busi ness. At June 30, 2005, the remaining liabilities of this division were
$58,230 in unpaid payroll taxes. As of the year ended Decenber 31, 2004,
and the six nonths ended June 30, 2005, $54,054 and $ 0 respectively, of
debt were reclassified as extinguished. During 2003, the Conpany abandoned
t he devel opnent of Aggression Sports Inc., a subsidiary. At June 30, 2005,
the remaining liabilities of this division were $91,077 in trade payables
and $79,351 in unpaid payroll taxes. During the current quarter, the
conmpany resolved to dissolve its two subsidiaries and has initiated
procedures to close out all inter-conpany accounts and consolidating
accounts related to these subsidiaries.

5. Stock transacti ons

During the six nonths ended June 30, 2005, the Conpany issued a total of
33, 209, 435 common shares for conpensation of officers, directors and
consul tants, valued at an aggregate of $151, 187, and issued 21, 564, 235
shares on exercise of conmpensatory stock options and conpensatory stock
purchase rights for proceeds to the Conpany of $129, 227.

<PAGE>

ARETE | NDUSTRI ES, | NC. AND SUBSI DI ARI ES
(A Devel opnent Stage Entity)
NOTES TO UNAUDI TED CONSOLI DATED FI NANCI AL STATEMENTS
June 30, 2005

5. Stock transactions (continued)

On March, 16, 2005, the Conpany and the CEO agreed to settle all consulting
servi ces accrued through March 30, 2005 with a Convertible Promi ssory Note
for $60,000 with 8% interest from March 30, 2005 due on demand after July
1, 2005. The Promi ssory Note converts into 10,000, 000 regi stered conmon
shares at $0.006 per common share. In addition, in consideration for the
paynment of 10,000, 000 registered common shares val ued at $48, 000,
representing conpensation through June 30, 2005, the CEO agreed to
termnate his consulting agreenent and negotiate quarterly conpensation
with the conpensation cormmittee of the board each quarter commencing July
1, 2005. During the six nmonths ended June 30, 2005 $30,000 of the note was
converted.

Al so, during the six nonths ended June 30, 2005, 1,000,000 stock options
granted to the CEO in prior periods expired, and 2,000,000 stock options
granted to a consultant al so expired.

The Conpany has adopted the disclosure-only provisions of Statenent of

Fi nanci al Accounting Standards No. 123, Accounting for Stock-Based
Conpensation. Accordingly, no conpensation cost has been recogni zed for the
stock option plans. Had conpensation costs for the Conpany's stock option
pl ans been deterni ned based on the fair value at the grant date for awards
during the quarter ended March 31, 2005 in accordance with the provisions
of SFAS No. 123, the Conpany's net |oss and | oss per share woul d have been



increased to the pro forma anmounts indicated bel ow

2004 2005
Net |oss - as reported $ (505, 216) $ (110, 720)
Net loss - pro forma (505, 216) (121, 250)
Loss per share - as reported * *
Loss per share - pro forma * *

* - Less than $0.01 per share

The fair value of each option grant is estimted on the date of grant using
t he Bl ack-Schol es option-pricing nodel with the foll owi ng wei ght ed-average
assunptions used for grants in 2004 and 2005, dividend yield of 0%
expected volatility of 100% risk-free interest rate of 1.45%to 1.75% and
expected life of .5 to 2 years.
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ARETE | NDUSTRI ES, | NC. AND SUBSI DI ARI ES
(A Devel opnent Stage Entity)
NOTES TO UNAUDI TED CONSOLI DATED FI NANCI AL STATEMENTS
June 30, 2005
6. Subsequent Events

Fol Il owi ng the six nonths ended June 30, 2005, the Conpany issued tota
conpensation to certain directors and consultants of 33,209, 435 regi stered
conmon shares val ued at $151, 187, and received an aggregate of $129, 227 on
exerci se of commn stock options and special stock purchase rights for a
total of 21,564,235 regi stered conmon shares. Additionally, the conpany
granted conpensati on stock options to directors and officers of 7,500, 000,
expiring 2 years fromthe date of grant, exercisable at $0.004 per share
for an aggregate of $30,000, of which 7,000,000 were exercised in the sane
peri od, and 3,000,000 stock options to three directors, expiring 1 year
fromthe date of grant exercisable at $0.0035 per share for an aggregate of
$10, 500.

During the fourth quarter of fiscal year ended Decenber 31, 2004, the
Conmpany fornmed a new subsidiary to pursue acquisitions of producing oil and
gas properties that were presented by one of the Conpany's directors. In
the first quarter of 2005, the Conpany began pursuing acquisition of a
specific property for this subsidiary and authorized three of its directors
to become officers and directors of the new subsidiary conpany to begin due
dil i gence and negotiations for acquisition of this prospect. Should this
prospect prove viable after full investigation, it is the Conpany's intent
to conplete capitalization of the subsidiary and upon conpl etion of an
acqui sition, of which there is no assurance, the Conpany intends to

di vidend a portion of its equity ownership in the subsidiary to the
Conpany' s shar ehol ders.

In April, 2005, the Company granted two directors stock conpensation in the
anmount of 2,500,000 conmmon shares each as well as stock options to purchase



2,500, 000 shares of common stock for $0.004 per share for their services in
bringing this prospect into the Conpany and conpleting the deal. On May 4,
2005, the Conpany's subsidiary, issued a total of 700,000 shares of its
common stock as founders shares of which 550,000 shares were issued to the
Conpany, or 78.6% and 150,000 conmon shares, or 21.4% of the total anobunt

i ssued, were issued in equal portions to each of the subsidiary's three
directors (who are also directors of the Conpany.)

As of the date of this report, the Conpany's subsidiary has not signed a
definitive purchase agreenent nor has obtained any firm conmm tnent for debt
or equity financing to pay the purchase price, although managenent believes
t hat execution of a definitive purchase agreenent is immnent. Even if a
definitive purchase agreenent is signed, the subsidiary nust successfully
rai se an amount of debt and equity capital to acquire the prospect, which
is subject to a rigorous tinme line, and there remai n other conponents of
the deal to be conpleted prior to the anticipated closing date, therefore
there can be no assurances that this deal will be conpleted within the
anticipated time line of on or about June 1, 2005, during any extension

t hereof or, if at all
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Item 2- Managenent's Di scussion and Anal ysi s/ Plan of Operation

Critical accounting policies

The Conpany has identified the accounting policies described below as critica
to its business operations and the understandi ng of the Conpany's results of
operations. The inpact and any associated risks related to these policies on the
Conpany' s busi ness operations is discussed throughout this section where such
policies affect the Conpany's reported and expected financial results. The
preparation of this Report requires the Conpany to make estimates and
assunptions that affect the reported amount of assets and liabilities of the
Conmpany, revenues and expenses of the Conpany during the reporting period and
contingent assets and liabilities as of the date of the Conpany's financia
statements. There can be no assurance that the actual results will not differ
fromthose estimtes.

St ock i ssuances:

The Conpany has relied upon the issuance of shares of its common and preferred
stock, and options to purchase its conmon stock and preferred stock to fund much
of the Conpany's operations. The foll ow ng describes the methods used to record
various stock related transactions.

Stock issued for services is valued at the market price of the Conpany's stock
at the date of grant.

Conpensation related to the issuance of stock options to enployees and directors
is recorded at the intrinsic value of the options, which is the market price of
t he Conpany's conmon stock | ess the exercise price of the option at the

measur enent date. The Conpany's common stock issued to consultants is recorded



at the market price of the Conpany's commn stock at the nmeasurenent date. The
Conpany' s common stock options issued to consultants are recorded at the fair
val ue of the Conpany's options conputed using the Bl ack-Schol es Model

Pl an of Operation.

In the third quarter of 2003 we discontinued our previous business devel opnent
activities to focus on traditional and alternative energy. As a result, we
entered the devel opment stage. This required us to recast our former operations
as discontinued, wite down certain fixed assets and inventory from di sconti nued
operations, and, as well, recast operating results into discontinued operations
and continui ng operations, respectively, beginning August 1, 2003 and conti nui ng
through the current period. As a result, operating results, including |osses,
expenses and revenues attributed to discontinued operations are stated
separately fromthese sanme itens from continuing operations. Therefore, since
the current and past business operations relate to entirely different

busi nesses, the financial statements now provide two separate conparisons of the
current and conparable prior period for continuing operations, and the sanme for
di sconti nued operations. (See: Note 4 - Financial Statenents).
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During the Third Quarter of 2003, we began to pursue acquiring direct
participations in traditional oil and gas projects as well as sponsoring and
financing alternative and renewabl e energy projects. This included pursuing

| ower-risk projects involving overl ooked and by-passed reserves of donestic oi
and gas, and seeking funding through professional equity funds | ooking
specifically for such opportunities. Since inception of our new devel opnent
stage, we have revi ewed nunerous prospects and pursued fundi ng and acquisition
efforts for two specific deals through an oil and gas investnent banking

consul tant which we contracted in June of 2004. U timtely, the first deal was
term nated wi thout cause by the seller of that project in April of 2004, and
after significant evaluation and due diligence on our part, the second group of
prospects initiated in May of 2004 did not qualify for financing, and in the
first quarter of 2005, we term nated our negotiations with the seller group for
this prospect. During the six nonth period 2005, we decided to pursue a nuch
smal | er and ostensibly easier prospect to acquire and fund which included a
nunmber of producing shallow wells in Colorado with several potential re-entry
and in-field devel opnent wells for total cost of under $3 MIlion. That deal is
currently being pursued through a new subsidiary of the Conpany that will be
operated by three of our outside directors. We believe that this prospect can be
purchased partially with debt against its existing production, and with one or
nore tranches of equity funding for the balance of the purchase price and
drilling and conpletion costs for the new and re-entry wells. If successful

this prospect will cover operating costs of a small operation and possibly

addi tional investnent capital for new prospects. W have a deposit of $50, 000
towards the purchase and as of August 17, 2005 were out of contract but stil
pursuing the funding to close on the deal. W al so have purchased mneral rights
and five working interests during the third quarter of 2005. The subsidiary wll
be spun-off during the sharehol ders of the Conpany during the third quarter of
2005 on a pro rata basis to shareholders of record on Septenber 2, 2005. In
addition the subsidiary is pursuing the purchase of |leases in North Texas.

We have encountered numerous challenges to date ranging from conpetition for
prospects fromparties with better staffing, track records and financing to the



extraordinary costs and tine involved in devel opi ng and validating data about
prospective acquisition targets. The costs and tinme involved in pursuing this
busi ness plan are substantial and are conpounded by our |ack of qualified
personnel, and the expense involved in maintaining the Conmpany's conpliance
responsi bilities under the federal securities |aws. W have decided to address
these chal | enges by pursuing different acquisition and financing strategies

t hrough separate corporate subsidiaries in order to attract different oil and
gas prospects and fundi ng sources. Therefore, until the Conpany has achieved
capital and revenue sufficient to purchase or option these prospects, it cannot
be assuned that if the Conpany | ocates a viable candidate for acquisition, that
it will be able to raise capital to make the acquisition, or for that matter
will be able to control the prospect for sufficient tinme to conplete the
financi ng application process.
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Due to the fact that the Conpany presently relies exclusively upon contributions
of time and operating cash fromits directors and officers to pursue its

busi ness plan, this has been increasingly taxing on these individuals, and has
resulted in substantial dilution to the Conpany's shareholders. It has becone
the chief priority of managenment to achi eve cash flow sufficient to cover our
overhead as soon as possible, which is largely the notivation to pursue a nuch
smaller initial project, through this new subsidiary, as described above. If we
are successful in the first and subsequent acquisitions through this or any
further subsidiary we formto acquire deals made through the efforts of our CEO
directors or others, we intend to give our shareholders a direct interest in
these ventures through a registered dividend spin-off transaction designed to
all ow these subsidiaries to pursue different ventures independently of the

conpany.

We continue our efforts to conpronise or resolve outstandi ng obligations
i ncl udi ng accrued enpl oyee conpensation, withhol ding and other taxes, operating
and trade payabl es of the Conpany and its forner subsidiary operations.

While we are very optimstic about our progress in devel oping these projects and
confident in our overall approach to entering the oil and gas business, no
assurances can be made that the current projects will result in any significant
revenue for operations in the imediate future.

Fi nanci al Condition

In prior periods, we wote off Aggression Sports, Inc.'s fixed assets and

i nventory and nolds held for disposal fromdiscontinued. Additionally, we
continue to reduce certain anounts payable from di sconti nued operations as

exti ngui shment of debt, through the passage of statutes of limtation. W expect
future wite-downs and reclassifications fromdi sconti nued operations and

exti ngui shnent of debt to be nomi nal and increnental in nature.

As of June 30, 2005, the Conpany had $63,747 in total assets. This compares to
total assets of $7,090 as of the fiscal year ended Decenber 31, 2004. Tota
liabilities were $975,167 as of June 30, 2005 conpared to $941, 977 as of the
fiscal year ended Decenber 31, 2004. During the six nonths ended June 30, 2005,
total liabilities were increased by $33,190. Operating |osses from continuing
operations were $235,870, contributing to the accunul ated deficit as of June 30,
2005 of $12,759,434, as conpared to an accunul ated deficit as of Decenber 31



2004 of $12,523,565. (See: Note 1 to Financial Statements.)

The Conpany's subsidiary, G obal Direct Marketing Services, Inc., which is now
i nactive, has left an obligation of $58,230 in unpaid payroll taxes. During
2003, the Conmpany abandoned t he devel opnent of the Aggression Sports, Inc.
subsidiary. At June 30, 2005, the remaining liabilities of this subsidiary were
$91,077 in trade payables and $79, 351 in unpaid payroll taxes. As of June 30,
2005, the consolidated entity owes $289,363 in unpaid payroll taxes of which
$151, 782 applies specifically to the parent conpany for periods through the
fourth quarter of 2001. (See: Notes 1 and 2 to Financial Statements.)
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During the quarter ended June 30, 2005, the Conpany continued to rely upon

i nfusi ons of cash from exercise of stock options by officers, directors and
consul tants, and upon paynent of conpensation to officers, directors and
consultants in the formof comopn stock and commopn stock options. During the six
nont hs ended June 30, 2005, the Conpany paid $169,000 in conpensation to
officers and directors, paid $29,842 to consultants and professionals.

As of June 30, 2005, executive salaries and bonuses of $286,624 were accrued and
unpai d, and the Conpany had $218,820 in notes receivable for stock sales from
former managenent nenbers together with a note receivable for exercise of a
stock option of $4,000 froma third party for a total of $222,820.

Resul ts of operations

As stated above, the Conpany discontinued former operations and set about
pursuing a new business plan in the energy industry as a devel opnent stage
entity and reported results of continuing operations and of discontinued
operations separately for the current period and the conparabl e period of fisca
2004.

The Conpany had no revenues from operations during the six nmonths ended June 30,
2005, and no revenues during the conparabl e period ended June 30, 2004. Net | oss
from continuing operations for the six nonths ended June 30, 2005 was $235, 870
as conpared to a net |1 oss fromcontinuing operations of $580,691 for the six
nmont hs ended June 30, 2004. The net loss during the six nonths ended June 30,
2004 was offset by $46,423 in extinguishment of debt resulting in an aggregate

| oss of $75,475. Net loss from continuing operations for the quarter ended June
30, 2005 was $121, 224 as conpared to a net loss from continuing operations of
$90, 732 for the quarter ended June 30, 2004. The net |oss during the quarter
ended June 30, 2004 was offset by $15,257 in extingui shnent of debt resulting in
an aggregate | oss of $75, 475.

The Conpany occupi es an executive suite on a nonth to nonth basis for nonthly
rent of $1,000 per nonth. The Conpany rents space for file storage, furniture
and excess equi pnent as well as its Arete Qutdoors inventory for $125 per nonth.
The Conpany has a subsidiary, Colorado Ol and Gas Inc. that has a nonth to
nmonth | ease for office space of $250. per nonth begi nning July 2005.

As stated above, we will continue to operate the Conpany on an austere program
of m ni mum overhead, while utilizing skills of its board nenbers, independent
contractors as adm nistrative staff and individual independent contractors with
expertise in business devel opnment, capital acquisition, corporate visibility,



oil and gas devel opment, geol ogy and operations with the use of our conmon stock
and common stock options as incentives during the devel opnent stage of our new
busi ness nodel. Further as opportunities for participation in profitable revenue
produci ng projects conme forward, we intend that consultants and advisors will be
of fered conpensation fromrevenues or interests, direct participations,
royalties or other incentives fromthe specific projects to which they
contribute. While reducing the anpunt of variable costs, there is alnbst no way
to reduce or offset our fixed expenses related to office expense, |egal
accounting, transfer agent fees, Securities Act reporting, corporate governance,
and sharehol der communi cati ons. Qur future expectation is that nonthly operating
expenses will remain as |ow as possible until new opportunities are initiated,

of which there can be no assurance, in which event, the operating costs of the
Conpany may increase relative to the need for adm nistrative and executive staff
and overhead to provide support for these new business activities.
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Liquidity and Capital Resources

The Conpany had a working capital deficit as of June 30, 2005 of $964, 190. This
conpares to a working capital deficit of $938,856 as of Decenmber 31, 2004.
During the six nonths ended June 30, 2005 an aggregate of 54,773,670 shares of
common stock were issued for aggregate consideration of $280,414 (for an average
of $0.00512 per share).

The Conpany had a stockholder's deficit at June 30, 2005 of $911,420. This is
conpared to stockholder's deficit at Decenber 31, 2004 of $934,887. The

st ockhol der's deficit decrease was due the Conpany's operating |oss offset by
t he paynment of services with the issuance of stock and the exercise of stock
options for cash.

At June 30, 2005, the Conpany had no material conmtnents for capita
expendi t ures.

Due to its ongoing liquidity issues, the Conpany has defaulted on several short
termobligations including for its operating overhead, trade payables, and state
and federal enploynent taxes, resulting in tax |iens being inposed on the
Conpany's assets, which will have to be resolved with an infusion of new
capital, of which no assurances can be made.

Managenment believes that the Conpany will experience significant difficulty
internally raising significant additional equity capital or debt until these
matters have been resolved and the Conpany has elimnated a substantial anount
of its outstandi ng debt and/or achieves operating revenue fromits proposed oi
and gas operations. The Conpany | ooks to earn managenment fees through its newy
formed subsidiary and revenue from proposed oil and gas devel opnent activities
that it can earn-in on successful financing and comencenent of operations, of
which there is no assurance.

Unl ess and until it achieves success in its proposed activities, of which there
is no assurance, the Conpany may continue to be required to issue further stock
to pay executives, consultants and other enployees, which may have a continuing
dilutive effect on other sharehol ders of the Conpany. Failure of the Company to
acquire additional capital in the formof either debt or equity capital or



revenue from proposed operations will nost likely inpair the ability of the
Conpany to neet its obligations in the near-term
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PART I'l. OTHER | NFORMATI ON

Item 1. Legal Proceedings.

During the six nonths ended June 30, 2005, there were no material pending | ega
proceedings initiated by or agai nst the Conpany or any of its officers,
directors or subsidiaries.

Item 2. Changes in Securities

None

Item 3. Defaults Upon Senior Securities.

None.

ltem 4. Subm ssion of Matters to a Vote of Securities Hol ders

None.

Item5. O her |Information.

None.

ltem 6. Exhibits

Exhibit 31.1 Certification of CEO Pursuant to 18 U.S.C, Section 7241, as

adopted and Section 302 of the Sarbanes- Oxl ey Act of 2002.

Exhi bit 31.2 Certification of CFO Pursuant to 18 U.S.C, Section 7241, as
adopted and Section 302 of the Sarbanes-Oxley Act of 2002

Exhibit 32.1 Certification of CEO Pursuant to 18 U.S.C, Section 1350, as
adopted and Section 906 of the Sarbanes-Oxl ey Act of 2002.



Exhi bit 32.2 Certification of CEO Pursuant to 18 U.S.C, Section 1350, as
adopted and Section 906 of the Sarbanes-Oxl ey Act of 2002.
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SI GNATURES

Pursuant to the requirenents of the Securities Exchange Act of 1934, the
Regi strant has duly caused this report to be signed on its behalf by the
undersi gned, thereunto duly authorized.

ARETE | NDUSTRI ES, | NC.

Dat e: August 22, 2005

By: [/s/ Charles Ganber, CEO

Princi pal Executive Oficer

By: [/s/ John Herzog, Interim CFO

Interim Principal Financial and Accounting O ficer
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Exhibit 31.1
CERTI FI CATI ON PURSUANT TO

SECTI ON 302 OF THE SARBANES- OXLEY ACT COF 2002
I, Charles Ganber, certify that:

1. I have reviewed this quarterly report on Form 10- QSB of ARETE | NDUSTRI ES,
INC. for the fiscal period ended June 30, 2005

2. Based on ny know edge, this quarterly report does not contain any untrue
statement of a material fact or omit to state a material fact necessary to
meke the statenments made, in light of the circunmstances under which such
statements were nmade, not msleading with respect to the period covered by
this report;

3. Based on ny know edge, the financial statenents, and other financia
information included in this quarterly report, fairly present in al
mat eri al respects the financial condition, results of operations and cash
flows of the small business issuer as of, and for, the periods presented in
this report;

4, The smal | business issuer's other certifying officer and | are responsible
for establishing and mai ntaining disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the small
busi ness issuer and have:

a) Desi gned such disclosure controls and procedures, or caused such
di scl osure controls and procedures to be designed under our
supervision, to ensure that material information relating to the small
busi ness issuer, including its consolidated subsidiaries, is nade
known to us by others within those entities, particularly during the
period in which this report is being prepared;

b) Eval uated 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
eval uation; and

c) Disclosed in this report any change in the small business issuer's
i nternal control over financial reporting that occurred during the
smal | business issuer's nost recent fiscal quarter that has materially
affected, or is reasonably likely to materially affect, the snall
busi ness issuer's internal control over financial reporting; and

<PAGE>



5. The smal | business issuer's other certifying officers and | have di scl osed,
based on our nobst recent evaluation, to the small business issuer's
auditors and the audit committee of small business issuer's board of
directors (or persons perform ng the equival ent function):

a) Al'l 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, sunmarize and report financia
i nformation; and

b) Any fraud, whether or not material, that involves managenent or other
enpl oyees who have a significant role in the small business issuer's
i nternal control over financial reporting.

Dat ed: August 22, 2005
/sl Charles Ganber

Nane: Charl es Ganber
Title: Chief Executive Oficer
(Principal Executive Oficer)



Exhi bit 31.2

CERTI FI CATI ON PURSUANT TO

SECTI ON 302 OF THE SARBANES- OXLEY ACT OF 2002

John Herzog, certify that:

| have reviewed this quarterly report on Form 10- QSB of ARETE | NDUSTRI ES,
INC. for the fiscal period ended June 30, 2005

Based on ny knowl edge, this quarterly report does not contain any untrue
statenent of a material fact or omt to state a material fact necessary to
make the statenents made, in light of the circunstances under which such
statements were nade, not misleading with respect to the period covered by
this report;

Based on ny know edge, the financial statenents, and other financia
information included in this quarterly report, fairly present in al

mat eri al respects the financial condition, results of operations and cash
flows of the small business issuer as of, and for, the periods presented in
this report;

The smal | business issuer's other certifying officer and | are responsible
for establishing and mai ntaining disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the snal

busi ness issuer and have:

a) Desi gned such disclosure controls and procedures, or caused such
di scl osure controls and procedures to be designed under our
supervision, to ensure that material information relating to the smal
busi ness issuer, including its consolidated subsidiaries, is nade
known to us by others within those entities, particularly during the
period in which this report is being prepared;

b) Eval uated 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
eval uation; and

c) Disclosed in this report any change in the small business issuer's
i nternal control over financial reporting that occurred during the
smal | business issuer's nost recent fiscal quarter that has materially
affected, or is reasonably likely to materially affect, the snall
busi ness issuer's internal control over financial reporting; and
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5. The smal | business issuer's other certifying officers and | have di scl osed,
based on our nobst recent evaluation, to the small business issuer's
auditors and the audit committee of small business issuer's board of
directors (or persons perform ng the equival ent function):

a) Al'l 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, sunmarize and report financia
i nformation; and

b) Any fraud, whether or not material, that involves managenent or other
enpl oyees who have a significant role in the small business issuer's
i nternal control over financial reporting.

Dat ed: August 22, 2005
/'s/ John Herzog

Name: John Herzog
Title: Interim Chief Financial and Accounting
O ficer (Principal Accounting Oficer)



Exhibit 32.1

CERTI FI CATI ON PURSUANT TO
18 U. S. C. SECTI ON 1350,
AS ADOPTED PURSUANT TO
SECTI ON 906 OF THE SARBANES- OXLEY ACT OF 2002

In connection with the Quarterly Report of ARETE I NDUSTRIES, INC. (the
"Conpany") on Form 10-QSB for the period ended June 30, 2005 as filed with the
Securities and Exchange Commi ssion on the date hereof (the "Report"), |, Charles
Ganber, Chief Executive O ficer of the Conpany, hereby certify, pursuant to 18
U S.C. section 1350, as adopted pursuant to Section 906 of the Sarbanes- Oxl ey
Act of 2002, that:

1. The Report fully conplies with reporting requirenments of Section 13(a) or
15(d) of the Securities Act of 1934, as anended; and

2. The information contained in the Report fairly presents, in all nmateria
respects, the financial condition and results of operations of the Conpany.

/'s/ Charl es Ganber
Charl es Ganber, Chief Executive
O ficer

Dat ed: August 22, 2005

A signed original of this witten statenent required by Section 906 has
been provided to the Conpany and will be retained by the Conpany and
furnished to the Securities and Exchange Conmmi ssion or its staff upon
request.



Exhi bit 32.2

CERTI FI CATI ON PURSUANT TO
18 U.S. C. SECTI ON 1350,
AS ADOPTED PURSUANT TO
SECTI ON 906 OF THE SARBANES- OXLEY ACT OF 2002

In connection with the Quarterly Report of ARETE | NDUSTRIES, |INC. (the
"Conpany") on Form 10-QSB for the period ended June 30, 2005 as filed with the
Securities and Exchange Commi ssion on the date hereof (the "Report"), 1, John
Herzog, Interim Chief Financial O ficer of the Conpany, hereby certify, pursuant
to 18 U.S.C. section 1350, as adopted pursuant to Section 906 of the
Sar banes- Oxl ey Act of 2002, that:

1. The Report full conplies with reporting requirenents of Section 13(a) of
the Securities Act of 1934, as anended; and

2. The information contained in the Report fairly presents, in all nmateria
respects, the financial condition and results of operations of the Conpany.

/'s/ John Herzog

John Herzog, Interim Chief Financia
and Accounting Oficer

Dat ed: August 22, 2005

A signed original of this witten statenent required by Section 906 has been
provi ded to the Conpany and will be retained by the Conmpany and furnished to the
Securities and Exchange Conmi ssion or its staff upon request.



