
 

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549
 

FORM 8-K/A
 

CURRENT REPORT
Pursuant to Section 13 or 15(d)

of the Securities Exchange Act of 1934
 

Date of Report (date of earliest event reported): July 2, 2012
 

CROSSTEX ENERGY, L.P.
(Exact name of registrant as specified in its charter)

 
DELAWARE 000-50067 16-1616605

(State or Other Jurisdiction of
Incorporation or Organization)

(Commission File
Number)

(I.R.S. Employer Identification No.)

 
2501 CEDAR SPRINGS

DALLAS, TEXAS 75201
(Address of Principal Executive Offices) (Zip Code)

 
Registrant’s telephone number, including area code:  (214) 953-9500

 
 

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

Check the appropriate box below if the Form 8-K filing is intended to simultaneously satisfy the filing obligation of the registrant under any of the following provisions (see
General Instruction A.2. below):
 
o             Written communications pursuant to Rule 425 under the Securities Act (17 CFR 230.425)
 
o             Soliciting material pursuant to Rule 14a-12 under the Exchange Act (17 CFR 240.14a-12)
 
o             Pre-commencement communications pursuant to Rule 14d-2(b) under the Exchange Act (17 CFR 240.14d-2(b))
 
o             Pre-commencement communications pursuant to Rule 13e-4(c) under the Exchange Act (17 CFR 240.13e-4(c))
 

 

 
Explanatory Note

 
This form 8-K/A is filed as an amendment (“Amendment No. 1”) to the Current Report on Form 8-K dated July 2, 2012, filed by Crosstex Energy, L.P. with the

Securities and Exchange Commission on July 3, 2012 (the “Form 8-K”). This Amendment No. 1 is being filed to include the financial information required under parts (a) and
(b) of Item 9.01.

 
ITEM 9.01 Financial Statements and Exhibits
 

(a)         Financial Statements of Business Acquired
 

Item 9.01(a) of the Form 8-K is hereby amended and restated in its entirety as follows:
 

The audited consolidated financial statements of Clearfield Energy, Inc. and its subsidiaries, for the year ended March 31, 2012, together with the report of Kreischer Miller
with respect thereto, are included as Exhibit 99.1 to this Amendment No. 1 and are incorporated herein by reference.
 

(b)         Pro Forma Financial Information
 

Item 9.01(b) of the Form 8-K is hereby amended and restated in its entirety as follows:
 

The unaudited pro forma financial statements of Crosstex Energy, L.P. required by this item are included as Exhibit 99.2 to this Amendment No. 1 and are incorporated herein
by reference.
 
(d) Exhibits
 
EXHIBIT
NUMBER

 

DESCRIPTION
     
23.1 — Consent of Kreischer Miller.
99.1 — Clearfield Energy, Inc. Audited Consolidated Financial Statements for the Year Ended March 31, 2012.
99.2 — Unaudited Pro Forma Financial Statements of Crosstex Energy, L.P.
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SIGNATURES

 
Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be signed on its behalf by the undersigned hereunto

duly authorized.
 

CROSSTEX ENERGY, L.P.
    

By: Crosstex Energy GP, LLC, its General Partner
    
Date:  August 1, 2012 By: /s/ MICHAEL J. GARBERDING

Michael J. Garberding
Senior Vice President and
Chief Financial Officer
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INDEX TO EXHIBITS

 
EXHIBIT
NUMBER

 

DESCRIPTION
     
23.1 — Consent of Kreischer Miller.
99.1 — Clearfield Energy, Inc. Audited Consolidated Financial Statements for the Year Ended March 31, 2012.
99.2 — Unaudited Pro Forma Financial Statements of Crosstex Energy, L.P.
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Exhibit 23.1
 

Consent of Independent Auditors
 

We consent to the incorporation by reference in the registration statements No. 333-107025, 333-127645, and 333-159140 on Forms S-8 and No. 333-166663 on Form S-3 of
Crosstex Energy, L.P. of our report dated June 18, 2012, with respect to the audit of the consolidated statements of financial condition of Clearfield Energy, Inc. and
Subsidiaries as of March 31, 2012 and the related consolidated statements of operations, changes in stockholders’ equity and comprehensive loss and cash flows for the year
ended March 31, 2012, which report appears in the Current Report on Form 8-K/A of Crosstex Energy, L.P.
 
/s/ Kreischer Miller
  
Horsham, PA
July 31, 2012
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Independent Auditors’ Report
 
The Board of Directors
Clearfield Energy, Inc. and Subsidiaries
Radnor, Pennsylvania
 
We have audited the accompanying consolidated balance sheet of Clearfield Energy, Inc. and Subsidiaries (the Company) as of March 31, 2012, and the related consolidated
statements of operations, changes in comprehensive loss, changes in stockholder’s equity and cash flows for the year then ended.  These financial statements are the
responsibility of the Company’s management.  Our responsibility is to express an opinion on these financial statements based on our audit.
 
We conducted our audit in accordance with auditing standards generally accepted in the United States of America.  Those standards require that we plan and perform the audit
to obtain reasonable assurance about whether the financial statements are free of material misstatement.  An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements.  An audit also includes assessing the accounting principles used and significant estimates made by management, as well
as evaluating the overall financial statement presentation.  We believe that our audit provides a reasonable basis for our opinion.
 
In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of Clearfield Energy, Inc. and Subsidiaries
as of March 31, 2012, and the results of their operations and their cash flows for the year then ended in conformity with accounting principles generally accepted in the United
States of America.
 
 

 
Horsham, Pennsylvania
June 18, 2012
 

 
CLEARFIELD ENERGY, INC. AND SUBSIDIARIES
 
Consolidated Balance Sheet
March 31, 2012
 
ASSETS
Property, plant and equipment:

Property, plant, and equipment $ 79,522,272
Capital additions-in-progress 6,829,898
    

86,352,170
Accumulated depreciation and amortization (39,931,038 )
    

Property, plant and equipment, net 46,421,132
    
Current assets:

Receivables, less allowance for doubtful accounts of $194,149 21,474,965
Deferred income taxes 655,551
Prepaid taxes 1,803,546
Other current assets 216,350

    
Total current assets 24,150,412
    
Other assets, net 616,760



Receivable from related party 9,530,272
Assets held for sale 21,915,788
Assets related to discontinued operations 5,478,372
    
Total assets $ 108,112,736
    
LIABILITIES AND STOCKHOLDER’S EQUITY
Current liabilities:

Accounts payable and accrued expenses $ 39,671,498
Customer deposits 180,096
    

Total current liabilities 39,851,594
    
Deferred revenue 69,944
Retirement obligations 3,554,387
Deferred income taxes 1,688,221
Other long-term liabilities 102,439
Liabilities directly related to assets held for sale 3,138,865
Liabilities directly related to discontinued operations 374,700
    
Total liabilities 48,780,150
    
Stockholder’s equity:

Common stock, $.01 par value; 1,000 shares authorized, 511 shares issued and outstanding for 2012 5
Additional paid-in capital 10,892,448
Retained earnings 49,203,163
Accumulated other comprehensive loss (1,485,220 )

    
Total Clearfield Energy, Inc stockholder’s equity 58,610,396
    
Noncontrolling interest 722,190
    
Total equity 59,332,586
    
Total liabilities and stockholder’s equity $ 108,112,736
 
See accompanying notes to consolidated financial statements.
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CLEARFIELD ENERGY, INC. AND SUBSIDIARIES
 
Consolidated Statement of Operations
Year Ended March 31, 2012
 
Revenue:

Gas sales and transportation revenues $ 52,243,857
Oil-broker, gathering, and allowance sales 192,510,399
Brine hauling and disposal revenues 11,097,581
Other 57,194

    
Total revenue 255,909,031
    
Costs and expenses:

Purchased gas 46,791,994
Cost of oil 163,384,774
Operating 26,522,813
Depreciation and amortization 5,656,206
General and administrative 4,951,204
Management fee 459,894
Gain on sale of equipment (3,139 )

    
Total costs and expenses 247,763,746
    
Operating income 8,145,285
    
Other income (359,689 )
Interest expense 287,617
    
Income before income taxes 8,217,357
    
Income taxes 3,783,190
    
Income from continuing operations 4,434,167
    
Discontinued operations (Note 3):

Loss from operations of discontinued component (including loss on disposal of $11,831,869) (16,379,753 )
Income tax benefit (5,873,215 )

Loss from discontinued operations (10,506,538 )
    



Discontinued operations (Note 4):
Income from operations of discontinued component 3,865,817
Income tax expense 920,464

Income from discontinued operations 2,945,353
    
Net loss (3,127,018 )
    
Net income attributable to noncontrolling interest 47,888
    
Net loss attributable to Clearfield Energy, Inc. and Subsidiaries $ (3,174,906 )
 
See accompanying notes to consolidated financial statements.
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CLEARFIELD ENERGY, INC. AND SUBSIDIARIES
 
Consolidated Statement of Comprehensive Loss
Year Ended March 31, 2012
 
Net loss $ (3,127,018 )
    
Other comprehensive loss:

Post employment health benefit adjustments, net of taxes (143,781 )
Pension plan adjustments, net of taxes (394,141 )

    
Comprehensive loss $ (3,664,940 )
    
Comprehensive income attributable to noncontrolling interest 47,888
    
Comprehensive loss attributable to Clearfield Energy, Inc. and Subsidiaries $ (3,712,828 )
 
See accompanying notes to the consolidated financial statements.
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CLEARFIELD ENERGY, INC. AND SUBSIDIARIES
 
Consolidated Statement of Changes in Stockholder’s Equity
Year Ended March 31, 2012
 

      

Accumulated
    

  

Additional
   

Other
   

Total
Common

 

Paid-In
 

Retained
 

Comprehensive
 

Noncontrolling
 

Stockholder’s
Stock

 

Capital
 

Earnings
 

Loss
 

Interest
 

Equity
              
Balance, March 31, 2011 $ 5 $ 10,892,448 $ 52,378,069 $ (947,298) $ 674,302 $ 62,997,526
              
Comprehensive loss:

Net loss — — (3,174,906) — 47,888 (3,127,018)
Post employment health benefit

adjustments, net of taxes — — — (143,781) — (143,781)
Pension plan adjustments, net of taxes — — — (394,141) — (394,141)

              
Balance, March 31, 2012 $ 5 $ 10,892,448 $ 49,203,163 $ (1,485,220) $ 722,190 $ 59,332,586
 
See accompanying notes to consolidated financial statements.
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CLEARFIELD ENERGY, INC. AND SUBSIDIARIES
 
Consolidated Statement of Cash Flows
Year Ended March 31, 2012
 
Cash flows from operating activities:

Net income from continuing operations $ 4,434,167
Adjustments to reconcile net income from operations to net cash used in operating activities:

Minority interest 47,888
Depreciation and amortization 5,656,206
Gain on sale of equipment (3,139 )
(Increase) decrease in:

Accounts receivables 3,251,557
Prepaid taxes (893,715 )
Other current assets 377,975
Receivable from related party (9,303,653 )



Other assets (15,000 )
Decrease (increase) in:

Accrued income taxes, accounts payable, accrued expenses and other long-term liabilities (5,368,020 )
Customer deposits 3,370
Deferred revenue (20,244 )

    
Net cash used in continuing operations (1,832,608 )
    
Cash flows from discontinued operations:

Net loss from discontinued operations (19,705 )
(Increase) decrease in:

Assets held for sale (1,245,078 )
Assets related to discontinued operations 9,235,239

    
Net cash provided by discontinued opeartions 7,970,456
    
Net cash provided by operating activities 6,137,848
    
Cash flows from investing activities:

Purchases of property, plant and equipment (11,149,736 )
Proceeds from sale of equipment 121,959
Increase in other long-term assets (178,202 )
Loss on sale of assets related to discontinued operations, net of tax (7,589,368 )

    
Net cash used in investing activities (18,795,347 )
    
Cash flows from financing activity:

Increase in bank overdraft balance 12,657,499
    
Net cash used in financing activities 12,657,499
    
Net change in cash —
    
Cash, beginning of year —
    
Cash, end of year $ —
    
Supplemental disclosure of cash flow information:

Cash paid during the year for:
Interest $ 244,366
Income taxes $ 1,627,310

 
See accompanying notes to consolidated financial statements.
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CLEARFIELD ENERGY, INC. AND SUBSIDIARIES
 
Notes to Consolidated Financial Statements
March 31, 2012
 
(1)                   Nature of Business

 
Clearfield Energy, Inc. and Subsidiaries (the Company), is a wholly-owned subsidiary of Energy Equity Partners, L.P. (the Partnership), a Delaware limited partnership.
The Company, through one of its wholly-owned subsidiaries, Clearfield Holdings, Inc., is the parent of the Ohio Oil Gathering Corporations (OOGC), Eastern Gas and
Water Investment Company, Inc. and subsidiaries (EGWIC), West Virginia Oil Gathering Corporation (WVOGC), Kentucky Oil Gathering Corporation (KOGC),
Appalachian Oil Purchasers, Inc. (AOP) and AOP Clearwater, Inc.  OOGC gathers and transports crude oil in Ohio via pipelines and trucks.  In its oil-gathering and
transportation operations, OOGC is subject to certain regulations, including rates, by the Federal Energy Regulatory Commission (FERC).  Other OOGC activities
include loading crude oil on barges, the sale of allowance oil (accumulated during the gathering process), and the disposal of brine (a by-product of oil and gas
production).  In addition, OOGC, through its wholly-owned subsidiary, M&B Gas Services, Inc. (M&B), purchases, sells, and delivers natural gas to industrial users,
utilizing M&B owned pipelines, and provides natural gas management services to utilities and commercial enterprises.  WVOGC provides oil-gathering services in the
state of West Virginia under contract for OOGC.  KOGC and AOP purchase, gather, and transport crude oil.  AOP Clearwater, Inc. provided water recycling for gas
drillers in the Appalachian basin.
 
EGWIC has two operating subsidiaries that distribute propane to residential and commercial customers in Eastern Maryland.  Eastern Shore Gas Company (ESG)
transports propane via pipeline.  Eastern Shore Propane Company (ESP) provides bulk propane delivery via truck.
 
The Company, through one of its subsidiaries, Clearfield Ohio Holdings, Inc. (COHI), is the parent of Eastern Natural Gas Company (Eastern), Pike Natural Gas
Company (Pike), and Southeastern Natural Gas Company (Southeastern).  Each is a local distribution company (i.e., public utility) engaged directly in purchase,
distribution, sale, and transportation of natural gas in various service territories in the state of Ohio.  These utilities are subject to the jurisdiction of the Public Utilities
Commission of Ohio (PUCO) and/or FERC.  COHI pays marketers, primarily M&B, and/or producers for its gas supply.
 
During the year ended March 31, 2011, the primary customer of AOP Clearwater, Inc. terminated its sales contract agreement.  Shortly following the termination of the
contract, AOP Clearwater, Inc. ceased operations at its only facility, though it has continued to maintain all related assets in operating condition.  On March 30, 2012,
management of the Company sold all the assets of AOP Clearwater, Inc. (See Note 3).
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CLEARFIELD ENERGY, INC. AND SUBSIDIARIES
 
Notes to Consolidated Financial Statements
March 31, 2012

 
(2)                   Summary of Significant Accounting Policies

 
Principles of Consolidation
 
The accompanying financial statements reflect the consolidated accounts of the Company as of March 31, 2012.  All significant intercompany accounts and transactions
have been eliminated in consolidation except for COHI’s gas purchases from the Company of $1,241,091 for the year ended March 31, 2012 as permitted under Financial
Accounting Standards Board (FASB) Accounting Standards Codification (ASC) 980, Regulated Operations.
 
Use of Estimates
 
The preparation of consolidated financial statements in conformity with accounting principles generally accepted in the United States of America requires management to
make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the consolidated
financial statements and the reported amounts of revenues and expenses during the reporting period.  Actual results could differ from those estimates.
 
Concentration of Credit Risk
 
Financial instruments that potentially subject the Company to concentration of credit risk are accounts receivable.  Management believes that the concentration of credit
risk with respect to accounts receivable is limited due to its customer base and the diversity of its geographic sales areas.  The Company performs ongoing credit
evaluations of its customers’ financial condition.  The Company maintains a provision for potential credit losses based upon expected collectibility of all accounts
receivable.
 
Basis of Accounting for Rate-Regulated Subsidiaries
 
FASB ASC 980, provides that rate-regulated public utilities account for and report assets and liabilities consistent with the economic effect of the way in which
regulations establish rates, if the rates established are designed to recover the costs of providing the regulated service and if the competitive environment makes it
reasonable to assume that such rates can be charged and collected.  The Company’s local gas distribution and oil-gathering subsidiaries follow the accounting and
reporting requirements of FASB ASC 980.

 
Continued…
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CLEARFIELD ENERGY, INC. AND SUBSIDIARIES
 
Notes to Consolidated Financial Statements
March 31, 2012
 
(2)                   Summary of Significant Accounting Policies, Continued

 
Gas Utility Plant and Pipelines
 
Due to regulatory considerations, utility property, plant and equipment obtained through acquisition are stated at their original cost less accumulated depreciation at the
date of acquisition.  Eastern and Pike provide for depreciation on a composite straight-line basis as approved by the PUCO.  The average composite depreciation rates are
as follows:

 
 

Year Ended
 

 

March 31, 2012
 

Eastern 2.26 %
Pike 2.57 %

 
When Eastern and Pike retire depreciable plant and equipment, the original cost, net of salvage value, is charged to accumulated depreciation.  ESG provides for
depreciation using the straight-line method over recovery periods ranging from 4 to 23 years.  Southeastern and ESP provide for depreciation using the straight-line
method over the estimated useful lives of the applicable assets, which range from 4 to 20 years.
 
Routine repairs and maintenance and replacements of minor items are charged to expense as incurred.
 
Oil-Gathering, Brine and Water-Recycling Equipment, and Other Property
 
Oil-gathering equipment and other property are stated at original cost.  Depreciation on certain oil-gathering equipment is provided on a composite straight-line basis as
approved by FERC.  OOGC’s average composite depreciation rate in fiscal 2012 was 2.59%.  When plant and equipment, depreciated on the composite basis are retired,
the original cost, net of salvage value, is charged to accumulated depreciation.  Depreciation on the majority of the other property is provided using the straight-line
method over the estimated useful lives of the applicable assets, which range from 4 to 20 years.  The majority of the water-recycling equipment and facilities is being
depreciated over the estimated useful life of 6 to 7 years.  Routine repairs and maintenance and replacements of minor items are charges to expense as incurred.

 
Continued…
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CLEARFIELD ENERGY, INC. AND SUBSIDIARIES
 
Notes to Consolidated Financial Statements
March 31, 2012
 
(2)                   Summary of Significant Accounting Policies, Continued

 



Long-Lived Assets and Impairment Charges
 
In accordance with FASB ASC 360, Property, Plant and Equipment, long-lived assets, such as property, plant and equipment and purchased intangibles subject to
amortization, are reviewed for impairment whenever events or changes in circumstances indicate that the carrying amount of an asset may not be recoverable. 
Recoverability of assets to be held and used is measured by a comparison of the carrying amount of an asset to estimated undiscounted future cash flows expected to be
generated by the asset.  If the carrying amount of an asset exceeds its estimated future cash flows, an impairment charge is recognized by the amount by which the
carrying amount of the asset exceeds the fair value of the asset.  As of March 31, 2012, management believes that no modification of the remaining useful lives or write-
down of long-lived assets is required.
 
Major Maintenance Activities
 
The Company utilizes the deferral method whereby the costs incurred for major maintenance projects are capitalized and amortized to expense over the estimated period
until the next major maintenance effort would be required.
 
Gas Sales and Transportation Revenues and Purchased Gas
 
Transportation revenues are recorded when transportation services are provided to customers.  Gas sales are recorded as billed to distribution customers based on meter
readings taken throughout each month.  In addition, included in gas sales and unbilled receivables is an estimate of gas consumption for the last billing date to year end. 
Gas sales and purchased gas include charges for gas billed to jurisdictional customers through gas cost recovery clauses.
 
Deferred revenue consists primarily of payments received in advance for revenue earned under a gas services agreement.  The Company amortizes the deferred revenue
using the straight-line method over the terms of the related agreement.
 
Southeastern, Eastern, and Pike are subject to gas cost recovery clauses that are designed to pass through the actual cost of gas to their customers.  The portion of gas costs
recoverable in future periods or advanced recovery that is refundable in future periods is deferred.  Rate refunds and related interest are deferred in the period received
and refunded to customers through cost adjustments to billings in a manner prescribed by the state regulatory agencies.  The Company has $216,350 of under-recovered
purchased gas cost in other current assets in the accompanying consolidated balance sheet as of March 31, 2012.

 
Continued…
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CLEARFIELD ENERGY, INC. AND SUBSIDIARIES
 
Notes to Consolidated Financial Statements
March 31, 2012
 
(2)                   Summary of Significant Accounting Policies, Continued

 
Comprehensive Loss
 
The Company’s comprehensive loss consists of net loss, the unrealized loss from the pension plan, and costs related to postemployment health benefits.  The Company’s
comprehensive loss is presented within the accompanying consolidated statement of comprehensive loss.
 
Income Taxes
 
The Company is a C corporation.  Income taxes are computed in accordance with FASB ASC 740, Income Taxes, which requires an asset and liability method of
accounting for income taxes.  Under this method, deferred assets and liabilities are recognized for the estimated future tax consequences attributable to differences
between the book and tax bases of assets and liabilities, as well as the estimated future tax consequences attributable to net operating loss and tax credit carryforwards.  A
valuation allowance is established if, based upon all available information, it is deemed more likely than not that a portion or all of a deferred tax asset will not be
realized.
 
FASB ASC 740 is the authoritative pronouncement on accounting for and reporting income tax liabilities and expense. FASB ASC 740 prescribes a more-likely-than-not
recognition threshold and measurement attribute for the financial statement recognition and measurement of a tax position taken or expected to be taken.  In addition,
FASB ASC 740 provides guidance on derecognition, classification and disclosure.
 
The Company files income tax returns in the U.S. federal jurisdiction and various state and local jurisdictions.  The Company’s operating subsidiaries file a consolidated
federal income tax return.  Certain of the Company’s operating subsidiaries are required to file separate state income tax returns.  For years before March 31, 2008, the
Company is no longer subject to state income tax examinations in their significant state tax jurisdictions.  The Company’s public utility subsidiaries are not subject to
state income taxes, as they are required to pay a gross receipts tax.  Deferred income taxes have been provided for those items that have been recorded differently for
financial reporting and tax purposes.  These items are primarily depreciation, pension costs, and various reserves and accruals.  The Company does not currently
anticipate significant changes in its uncertain tax positions over the next 12 months.
 
The Company records interest and penalties related to unrecognized tax benefits in income tax expense.  Interest expense recognized related to uncertain tax positions
amounted to $611 for the year ended March 31, 2012, and there were no penalties for the year ended March 31, 2012.  Total accrued interest as of March 31, 2012 is
$10,471, and is included in other long-term liabilities in the accompanying consolidated balance sheet.

 
Continued…
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CLEARFIELD ENERGY, INC. AND SUBSIDIARIES
 
Notes to Consolidated Financial Statements
March 31, 2012
 
(2)                   Summary of Significant Accounting Policies, Continued

 
Noncontrolling Interest
 



The Company follows FASB ASC 810, Consolidation, with respect to accounting and reporting for minority interests, which are characterized as noncontrolling interests,
and classified as a component of stockholder’s equity.
 
Subsequent Events
 
The Company has performed an evaluation of subsequent events through June 18, 2012, which is the date the financial statements were available to be issued.

 
(3)                   Discontinued Operations

 
The Company elected to discontinue operations of AOP Clearwater, Inc. and ceased operations December 2010.  All of the assets were sold on March 30, 2012.  Net
proceeds of $296,467 were received from the sale of assets.  The operations of AOP Clearwater, Inc. are reflected in the financial statements as discontinued operations. 
Major categories of discontinued operations for the year ended March 31, 2012 were as follows:

 
Revenues $ —
Cost and expenses (4,547,884 )

(4,547,884 )
Loss on disposal of equipment 11,831,869
Loss from discontinued operations $ (16,379,753 )

 
 

Net loss of ($10,506,538), net of tax, has been included in discontinued operations in the consolidated statement of operations.
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CLEARFIELD ENERGY, INC. AND SUBSIDIARIES
 
Notes to Consolidated Financial Statements
March 31, 2012
 
(4)                   Assets Held for Sale

 
In 2012 the Company committed to a plan, and is currently in negotiations, to sell all of the assets of certain consolidated subsidiaries of the Company.  The sale of these
assets is expected to occur during fiscal year 2013.  Assets held for sale are stated at the lower of the carrying amount (acquisition cost less accumulated depreciation
taken until the asset became classified as held for sale) or fair value less cost to sell in accordance with FASB ASC 360, Property, Plant and Equipment.  There were no
gains or losses resulting from adjustments to the carrying amount reported separately in the consolidated statement of income.  As of March 31, 2012, assets and
liabilities held for sale consisted of the following:
 

Property, plant, and equipment, net $ 14,059,770
    
Current assets:

Cash and cash equivalents 4,863,179
Accounts receivable 2,378,606
Deferred income taxes 193,837
Prepaid taxes 111,890
Other current assets 308,506

Total current assets 7,856,018
    
Total assets $ 21,915,788
    
Current liabilities:

Account payable and accrued expenses $ 1,071,968
Customer deposits 182,358
Deferred federal income tax 1,884,539

Total liabilities $ 3,138,865
 

Net income of $2,945,353, net of tax, has been included in discontinued operations in the consolidated statement of operations.
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CLEARFIELD ENERGY, INC. AND SUBSIDIARIES
 
Notes to Consolidated Financial Statements
March 31, 2012
 
(5)                   Property, Plant and Equipment

 
Property, plant and equipment consist of the following at March 31, 2012:

 
Land, rights of way, buildings, structures and improvements $ 6,438,664
Oil and brine pipelines 14,580,990
Oil and brine station, pumping, meters and transfer 12,264,860
Oil and brine tank storage 5,516,208
Disposal wells 5,783,320
Gas mains and service lines 14,486,264
Gas regulator stations and meters 1,070,960
Vehicles and work equipment 12,871,886
Furniture and fixtures, office equipment 1,392,366
Home office artwork, furniture and office equipment 5,116,754



79,522,272
Capital additions-in-progress 6,829,898

86,352,170
    
Accumulated depreciation (39,931,038 )

$ 46,421,132
 

Depreciation and amortization expense for the year ended March 31, 2012 was $5,656,206.
 

(6)                   Other Long-Term Assets
 
Other long-term assets as of March 31, 2012 consist of:
 

Major maintenance costs capitalized $ 1,226,608
Accumulated depreciation of major maintenance costs (672,348 )
Other 62,500
Total other long-term assets $ 616,760
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CLEARFIELD ENERGY, INC. AND SUBSIDIARIES
 
Notes to Consolidated Financial Statements
March 31, 2012
 
(7)                   Post Retirement Obligations

 
OOGC has a defined benefit pension plan covering substantially all of its employees.  Effective March 31, 1986, the Plan was frozen, and no new employees are eligible
to participate.  Pike also had a defined benefit pension plan.  Effective January 1, 1984, the Pike plan was frozen, and no new employees are eligible to participate. 
Effective December 31, 1991, the trust under the Pike plan merged into the trust under the OOGC plan, creating a single plan within the meaning of U.S. Treasury
Regulation 1.414(1)-1(b); accordingly, any excess plan assets of one plan are available to provide benefits to participants of the other plan.
 
In addition to defined benefit pension plan, the Company has provided post employment health benefits for certain employees whose service began before April 1, 1986.
 
The following table sets forth the benefits obligation, fair value of the plan assets, and the plan’s funded status at March 31, 2012:

 
Pension Medical

Obligation Obligation
Change in benefit obligation:

Benefit obligation at beginning of year $ 4,683,289 $ 2,483,509
Service cost 1,328 —
Plan participant contributions — 12,937
Interest cost 219,117 131,898
Actuarial gain 656,914 326,157
Benefits paid (432,705 ) (106,033 )

Benefit obligation at end of year $ 5,127,943 $ 2,848,468
      
Change in plan assets:

Fair value of plan assets at beginning of year $ 4,364,081 $ —
Actual return on plan assets 155,962 —
Employer contributions 203,000 93,096
Plan participant contributions — 12,937
Benefits paid (432,705 ) (106,033 )

Fair value of plan assets at end of year $ 4,290,338 $ —
 

Continued…
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CLEARFIELD ENERGY, INC. AND SUBSIDIARIES
 
Notes to Consolidated Financial Statements
March 31, 2012
 
(7)                   Post Retirement Obligations, Continued
 

Pension Medical
Obligation Obligation

      
Funded status $ (837,605 ) $ (2,848,468 )
Unrecognized net actuarial loss 2,051,954 326,157
Unrecognized prior service cost 32,109 —
Prepaid (accrued) benefit cost $ 1,246,458 $ (2,522,311 )

 
Amounts recognized in the consolidated balance sheet as of March 31, 2012 consist of:

 
 

Pension
 

Medical
 

 

Obligation
 

Obligation
 



Current liabilities $ — $ 131,686
Noncurrent liabilities 837,605 2,716,782
Net amount recognized $ 837,605 $ 2,848,468

 
Amounts recognized in accumulated other comprehensive income, before consideration of the tax benefit, as of March 31, 2012 consist of:

 
 

Pension
 

Medical
 

 

Obligation
 

Obligation
 

Net actuarial loss $ 2,051,954 $ 326,157
Prior service cost 32,109 —

$ 2,084,063 $ 326,157
 

Weighted average assumptions for disclosure as of March 31, 2012 are follows:
 

Pension Medical
Obligation Obligation

Discount rate 3.84 % 4.35 %
Expected return on plan assets 7.00 % N/A

 
Continued…
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CLEARFIELD ENERGY, INC. AND SUBSIDIARIES
 
Notes to Consolidated Financial Statements
March 31, 2012
 
(7)                   Post Retirement Obligations, Continued

 
Components of net periodic benefit cost and other amounts recognized in other comprehensive loss for the year ended March 31, 2012 are as follows:

 
 

Pension
 

Medical
 

Obligation
 

Obligation
Net periodic benefit cost:

Service cost $ 1,328 $ —
Interest cost 219,117 131,898
Expected return on plan assets (296,039 ) —
Recognized prior service cost 18,346 —
Recognized actuarial loss 166,307 —

$ 109,059 $ 131,898
Other changes in plan assets and benefit obligations recognized in other comprehensive loss:

Net loss $ 796,991 $ —
Recognized net actuarial (loss) gain (166,307 ) 326,157
Recognized prior service cost (18,346 ) —

Total recognized in other comprehensive loss: $ 612,338 $ 326,157
      
Total recognized in net periodic benefit cost and other comprehensive loss (before tax effects) $ 721,397 $ 458,055

 
The estimated net loss and prior service cost that will be amortized from accumulated net periodic benefit cost over the next fiscal year consist of :

 
Pension

 

Medical
Obligation

 

Obligation
Loss recognition $ 305,996 $ 4,941
Prior service cost recognition $ 18,346 $ —

 
Continued…
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CLEARFIELD ENERGY, INC. AND SUBSIDIARIES
 
Notes to Consolidated Financial Statements
March 31, 2012
 
(7)                   Post Retirement Obligations, Continued

 
Information about the expected cash flows related to the plans as follows:

 
Pension Medical

 

Obligation Obligation
 

Estimated Company contributions for fiscal 2013 $ 157,000 $ 131,686
Estimated future benefit payments:

Fiscal 2013 $ 444,804 $ 131,686
Fiscal 2014 $ 438,312 $ 141,481
Fiscal 2015 $ 429,275 $ 150,453
Fiscal 2016 $ 416,598 $ 152,456
Fiscal 2017 $ 400,245 $ 152,360
Fiscal 2018 - Fiscal 2022 $ 1,822,848 $ 815,711



 
Weighted average assumptions for net periodic cost for the year ended March 31, 2012 consist of:

 
 

Pension
 

Medical
 

Obligation
 

Obligation
Discount rate 4.91 % 5.45 %
Expected asset return 7.00 % N/A
Corridor 10.00 % 10.00 %
Average future working lifetime 5.73 8.86

 
Medical Obligation
 
Medical obligation sensitivity analysis:

 
Medical

Obligation
1-percentage point increase in healthcare cost trend

Effect on total of service and interest cost components $ 17,299
Effect on accumulated postretirement benefit obligation $ 411,985
    

1-percentage point decrease in healthcare cost trend
Effect on total of service and interest cost components $ (14,519 )
Effect on accumulated postretirement benefit obligation $ (342,728 )

 
Continued…
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CLEARFIELD ENERGY, INC. AND SUBSIDIARIES
 
Notes to Consolidated Financial Statements
March 31, 2012
 
(7)                   Post Retirement Obligations, Continued

 
Pension Obligation
 
The Company’s discount rate assumption is evaluated annually.  For the year ended March 31, 2012, the Company utilized the Citibank Pension Discount Curve
(CPDC).  The CPDC is developed by beginning with a U.S. treasury par curve that reflects the Treasury Coupon and Strips market.  Option-adjusted spreads drawn from
the double-A corporate bond sector are layered in to develop a double-A corporate par curve from which the CPDC spot rates are developed.  The CPDC spot rates are
applied to expected benefit payments from which a single constant discount rate can then be developed.  The Company believes that utilizing the CPDC to develop the
discount rate is preferable because the developed discount rate is based on the expected timing of benefit payments.
 
The Company bases its assets’ return assumption on current and expected allocations of assets, as well as a long-term view of expected return on the plan asset
categories.  The Company assesses the appropriateness of the expected rate of return on an annual basis and, when necessary, revises the assumption.
 
The weighted average pension plan asset allocation as of March 31, 2012 is as follows:

 
 

Pension
 

Obligation
Equity securities 37.00 %
Fixed income 63.00 %

 
The Company’s trust target pension plan asset allocation of equity securities and fixed income as of March 31, 2012 was 40% and 60%, respectively.  Investment
objectives for the pension plan assets include:
 

·                  Providing a long-term return on plan assets that provides sufficient assets to fund pension plan liabilities at an acceptable level of risk.
 
·                  Maximizing the long-term return on plan assets by investing primarily in equity securities. The inclusion of additional asset classes with differing rates of

return, volatility, and correlation is utilized to reduce risk by providing diversification relative in equity securities.
 
·                  Diversifying investments within asset classes to reduce the impact of losses in a single investment.

 
The pension plan assets are invested in compliance with the Employee Retirement Income Security Act (ERISA), as amended and any subsequent regulations and laws. 
The Partnership does not permit direct purchases of its securities or the use of derivatives for the purpose of speculation.

 
Continued…
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CLEARFIELD ENERGY, INC. AND SUBSIDIARIES
 
Notes to Consolidated Financial Statements
March 31, 2012
 
(7)                   Post Retirement Obligations, Continued

 
Pension Obligation, Continued
 
The fair values of the pension plan assets by asset category are as follows:



 
March 31, 2012

Description Total Level 1
 

Level 2
 

Level 3
Cash and equivalents $ 128,208 $ 128,208 $ — $ —
Corporate bonds 1,652,239 1,652,239 — —
Common stock 987,694 987,694 — —
International currency 96,080 96,080 — —
Asset-backed securities 27,472 27,472 — —
International bonds:

Dollar denominated 80,215 80,215 — —
Canadian 55,524 55,524 — —
Australian 57,406 57,406 — —

International stock 130,868 130,868 — —
Mutual funds 1,016,431 1,016,431 — —
Precious metals 58,201 58,201 — —
          
Total $ 4,290,338 $ 4,290,338 $ — $ —

 
Profit Sharing Plan
 
The Company also has a profit sharing plan covering substantially all of its employees.  Annual contributions are discretionary.  Total employer contributions were
$652,721 in fiscal 2012.

 
(8)                   Income Taxes

 
The consolidated income tax provision consisted of the following for the year ended March 31, 2012:

 
  

Discontinued Discontinued
  

 

Continuing Operations Operations
  

 

Operations (Note 3) (Note 4)
 

Total
Current tax provision:

Federal $ 2,980,434 $ (6,416,952) $ 664,641 $ (2,771,877)
State 115,012 — 146,110 261,122

Deferred tax provision 687,744 543,737 109,713 1,341,194
$ 3,783,190 $ (5,873,215) $ 920,464 $ (1,169,561)

 
Continued…
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CLEARFIELD ENERGY, INC. AND SUBSIDIARIES
 
Notes to Consolidated Financial Statements
March 31, 2012
 
(8)                   Income Taxes, Continued

 
The reconciliation of income taxes computed at the federal statutory rate of 34% and income taxes is as follows as of March 31, 2012:

 
Income taxes at statutory rate $ (1,460,837 )
Increase (decrease) attributable to:

State tax expense, net of federal effect 178,158
Permanent differences, principally the nondeductible portion of meals, entertainment,

and other 113,118
$ (1,169,561 )

 
The tax effect of the differences that give rise to the consolidated deferred income taxes as of March 31, 2012 are as follows:

 
Deferred tax assets:

Accrued expenses and other $ 929,247
Unrecognized pension losses 1,331,892
Federal and state net operating losses 2,918,635

Total deferred tax assets 5,179,774
Deferred tax liabilities:

Depreciation and amortization (6,212,444 )
$ (1,032,670 )

 
(9)                   Commitments and Contingencies

 
Self-Insurance
 
The Company maintains a self-insured program for its employee medical benefits.  Employee medical benefit costs are accrued based upon reported claims and estimated
claims but not reported.
 
Operating Lease
 
The Company has an operating lease for its administrative facilities that expires on April 30, 2019.  Rent expense incurred on this lease was $119,315 for fiscal 2012.

 
Continued…
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CLEARFIELD ENERGY, INC. AND SUBSIDIARIES
 
Notes to Consolidated Financial Statements
March 31, 2012
 
(9)                   Commitments and Contingencies, Continued

 
Future minimum rental commitments for all noncancelable operating leases as of March 21, 2012 are as follows:

 
Year Ending

  

March 31,
 

Amount
 

2013 $ 208,953
2014 221,226
2015 226,765
2016 232,448
2017 238,275

Thereafter 515,516
$ 1,643,183

 
Transportation and Storage
 
The Company has entered into transportation, gas purchase, and storage agreements with various interstate pipelines that commit the Company to minimum annual
payments for transportation and storage services through 2015.
 
Litigation
 
The Company is party to various claims and legal proceedings in the normal course of business.  Management does not believe that the resolution of such matters will
have a material effect upon the Company’s financial position or results of operations.

 
(10)             Related Party Transactions

 
The Company guaranteed the debt outstanding on a revolving line of credit (the Revolver) of the Partnership.  The Revolver allows for maximum borrowings up to
$25,000,000.  Borrowings under the Revolver bear interest at the LIBOR rate adjusted by the applicable margin.  As of March 31, 2012, the interest rate for the Revolver
is 1.74% and is payable monthly. In the event of default by the Partnership, the Company is liable for the outstanding balance on the Revolver, which at March 31, 2012
is $5,857,225.  The Revolver expires on September 28, 2014.  Proceeds from the Revolver are used in conjunction with the operations of the Company and as such the
Company has entered into a credit agreement (Credit Agreement) with the Partnership to pay on demand to the order of the Partnership the principal sum of the Revolver
or such lesser amount as may be advanced to or for the benefit of the Company.  Amounts outstanding under the Credit Agreement accrue interest from the date of
advance until final payment at a rate of 2% plus the interest rate on the Revolver, as described above. As of March 31, 2012 the Company has interest payable to the
Partnership of $62,503.

 
Continued…
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CLEARFIELD ENERGY, INC. AND SUBSIDIARIES
 
Notes to Consolidated Financial Statements
March 31, 2012
 
(10)             Related Party Transactions, Continued

 
The Company also recorded a receivable from the Partnership for $15,450,000 debt forgiven for a certain subsidiary of the Company.  The net receivable at March 31,
2012 of $9,530,272 consists of $15,450,000 debt forgiven net of the outstanding balance on the Revolver and interest payable to the Partnership as described above.
 
The Credit Agreement also provides for the issuance of letters of credit, as defined. The Company is required to pay a fee of 1.25% per annum for the total letters of credit
outstanding. The Company has outstanding letters of credit issued under the Credit Agreement in the amount of $375,000, as of March 31, 2012.
 
The Company has entered into a management services agreement in 2000 with the Partnership. In accordance with the agreement, the Partnership has agreed to provide
management services to the Company in exchange for a management fee.  The management fee for the year ended March 31, 2012 was $459,894.

 
(11)             Major Customers

 
For the year ended March 31, 2012, three customers accounted for approximately 82% of the Company’s consolidated revenues.  As of March 31, 2012, these customers
account for approximately 76% of accounts receivable.

 
(12)             Noncontrolling Interest

 
In March 2001, EGWIC sold a 4% interest in EGWIC to a minority shareholder at the net book value per share of EGWIC as of March 31, 2000 in accordance with a
stock repurchase agreement.  EGWIC is obligated to repurchase the common stock of the minority shareholder at the net book value of EGWIC’s common stock as of the
date of the most recent audited financial statements upon death or departure from the employ of EGWIC.  The repurchase may be payable for this transaction in minority
interests.  Net income applicable to the minority shareholder of $47,888 has been included in the accompanying consolidated statements of operations for the year ended
March 31, 2012. Subsequent to year end the interest of the minority shareholder was purchased by the Company.

 
(13)             Subsequent Events

 
On May 7, 2012, the Partnership entered into a Stock Purchase and Sale Agreement with a third party to sell all of the issued and outstanding stock of the Company.
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EXHIBIT 99.2
 

Crosstex Energy, L. P.
Unaudited Pro Forma Combined Financial Statements

 
Introduction

 
The following are our unaudited combined pro forma balance sheet as of March 31, 2012, and our unaudited combined pro forma statements of operations for the

year ended December 31, 2011 and the three months ended March 31, 2012.
 
The unaudited pro forma combined balance sheet assumes that the following transactions occurred on March 31, 2012:
 

·                  the acquisition (the “Clearfield Acquisition”) of Clearfield Energy, Inc. (“Clearfield”) for $210.0 million in cash before working capital adjustments;
·                  our issuance of $250.0 million in aggregate principal amount of 7.125% senior unsecured notes due 2022 (the “2022 Notes”) for net proceeds of $245.0 million, net of

transaction costs, the proceeds of which were used to partially finance the Clearfield Acquisition;
·                  our offering of 10,120,000 common units at a unit price of $16.28 ($15.63 net of transaction costs) for net proceeds of $161.1 million, including a $3.4 million capital

contribution from our general partner, the proceeds of which were used to partially finance the Clearfield Acquisition.
 

Our unaudited pro forma combined statements of operations for the year ended December 31, 2011 and the three months ended March 31, 2012 reflect the
aforementioned transactions as if each such transaction occurred as of January 1, 2011.

 
The pro forma balance sheet and the pro forma statements of operations were derived by adjusting the historical financial statements of Crosstex Energy, L.P. The

adjustments are based on currently available information and, therefore, the actual adjustments may differ from the pro forma adjustments.
 
Management believes that the adjustments provide a reasonable basis for presenting the significant effects of the Clearfield Acquisition, issuance of the 2022 Notes

and issuance of common units. The unaudited pro forma financial statements do not purport to present the financial position or results of operations of Crosstex Energy, L.P.
had the Clearfield Acquisition, the 2022 Notes issuance or issuance of common units actually been completed as of the dates indicated. Moreover, the statements do not
project the financial position or results of operations of Crosstex Energy, L.P. for any future date or period.

 

 
CROSSTEX ENERGY, L.P.

Unaudited Pro Forma Combined Balance Sheet
March 31, 2012

(In thousands, except unit data)
 

Crosstex
Historical

Clearfield
Historical

Pro Forma
Adjustments Pro Forma

 

ASSETS
Current Assets:

Cash and cash equivalents $ 20,630 $ — $ 245,000(a) $ 86,684
22,138(b)

(201,084)(d)
Accounts and notes receivable, net:

Trade, accrued revenues, and other 130,975 21,475 — 152,450
Fair value of derivative assets 1,274 — 1,274
Natural gas and natural gas liquids, prepaid expenses and other 16,338 2,676 (2,459)(c) 16,555

Total current assets 169,217 24,151 63,595 256,963
Property and equipment, net of accumulated depreciation 1,251,304 46,421 52,379(d) 1,350,104
Fair value of derivative assets 131 — — 131
Intangible assets, net of accumulated amortization 438,734 — 37,600(d) 476,334
Goodwill — — 165,966(d) 165,966
Investment in limited liability company 39,860 — — 39,860
Assets held for sale — 27,394 (27,394)(c) —
Other assets, net 24,204 10,147 5,000(a) 29,820

(9,531)(c)
Total assets $ 1,923,450 $ 108,113 $ 287,615 $ 2,319,178

LIABILITIES AND PARTNERS’ EQUITY
Current liabilities:

Accounts payable, drafts payable, and other $ 16,389 $ 39,671 $ — $ 56,060
Accrued gas purchases 80,203 — — 80,203
Fair value of derivative liabilities 4,843 — — 4,843
Other current liabilities 46,828 181 1,000(d) 48,009
Accrued interest 8,991 — — 8,991

Total current liabilities 157,254 39,852 1,000 198,106
          
Long-term debt 852,883 — 250,000(a) 963,883

(139,000)(b)
Liabilities directly related to assets held for sale — 3,514 (3,514)(c) —
Other long-term liabilities 23,156 3,726 (3,554)(c) 37,328

14,000(d)
Deferred tax liability 7,067 1,688 68,478(d) 77,233
Fair value of derivative liabilities 110 — — 110
Commitments and contingencies — — — —
Partners’ equity 882,980 59,333 161,138(b) 1,042,518

(32,316)(c)
(1,600)(d)

(27,017)(d)
Total liabilities and partners’ equity $ 1,923,450 $ 108,113 $ 287,615 $ 2,319,178

 



 
Unaudited Pro Forma Combined Statement of Operations

Three Months ended March 31, 2012
(In thousands, except unit data)

 
Crosstex
Historical

Clearfield
Historical

Pro Forma
Adjustments

 

Pro Forma
 
Revenues $ 371,709 $ 66,660 $ — $ 438,369
Operating costs and expenses:

Purchased oil, gas and NGLs 271,956 52,819 — 324,775
Operating expenses 27,806 6,664 — 34,470
General and administrative 14,963 1,669 — 16,632
Gain on sale of property (98) (1) — (99)
Loss on derivatives 2,169 — — 2,169
Depreciation and amortization 32,178 1,444 709(e) 34,331

Total operating costs and expenses 348,974 62,595 709 412,278
Operating income (loss) 22,735 4,065 (709) 26,091

Other income (expense):
Interest expense, net of interest income (19,382) (44) (3,898)(f) (23,324)
Other income 12 128 — 140

Total other (expense) income (19,370) 84 (3,898) (23,184)
Income (loss) from continuing operations before non-controlling interest and

income taxes 3,365 4,149 (4,607) 2,907
Income tax provision (424) (1,910) 1,460(g) (874)
Net income (loss) from continuing operations 2,941 2,239 (3,147) 2,033

Less: Net (loss) income from continuing operations attributable to the non-controlling
interest (38) 71 (71)(h) (38)

Net income (loss) attributable to Crosstex Energy, L.P. $ 2,979 $ 2,168 $ (3,076) $ 2,071
Preferred interest in net income (loss) attributable to Crosstex Energy, L.P. $ 4,853 $ — $ 4,853
General partner interest in net income (loss) $ (71) $ 132(i) $ 61
Limited partners’ interest in net income (loss) $ (1,803) $ (1,040) $ (2,843)
          
Net loss per limited partners’ unit:

Basic and diluted common unit $ (0.03) $ (0.04)
          
Weighted average units outstanding:

Basic and diluted common unit
50,857 10,120 60,977

 

 
CROSSTEX ENERGY, L.P.

Unaudited Pro Forma Combined Statement of Operations
Year Ended December 31, 2011
(In thousands, except unit data)

 
Crosstex
Historical

Clearfield
Historical

Pro Forma
Adjustments

 

Pro Forma
Revenues:

Midstream $ 2,013,942 $ 252,926 $ — $ 2,266,868
Total revenues 2,013,942 252,926 — 2,266,868

Operating costs and expenses:
Purchased oil, gas and NGLs 1,638,777 208,823 — 1,847,600
Operating expenses 111,778 26,473 — 138,251
General and administrative 52,801 3,974 — 56,775
Loss (gain) on sale of property 264 (12 ) — 252
Loss on derivatives 7,776 — — 7,776
Depreciation and amortization 125,284 5,543 3,070 (e) 133,897

Total operating costs and expenses 1,936,680 244,801 3,070 2,184,551
Operating income 77,262 8,125 (3,070 ) 82,317

Other income (expense):
Interest expense, net of interest income (79,233 ) (488 ) (17,655 )(f) (97,376 )
Other income 707 311 1,018

Total other expense (78,526 ) (177 ) (17,655 ) (96,358 )
(Loss) income from continuing operations before non-controlling

interest and income taxes (1,264 ) 7,948 (20,725 ) (14,041 )
Income tax provision (1,126 ) (2,540 ) 739 (g) (2,927 )
Net income (loss) from continuing operations (2,390 ) 5,408 (19,986 ) (16,968 )

Less: Net loss from continuing operations attributable to the non-
controlling interest (48 ) (5 ) 5 (h) (48 )

Net (loss) income attributable to Crosstex Energy, L.P. $ (2,342) $ 5,413 $ (19,991) $ (16,920)
Preferred interest in net income attributable to Crosstex Energy, L.P. 18,088 $ — $ 18,088
General partner interest in net income (loss) $ (732) $ 76(i) $ (656)
Limited partners’ interest in net income (loss) $ (19,698) $ (14,654) $ (34,352)

          
Net loss per limited partners’ unit:

Basic and diluted common unit $ (0.38) $ (0.55)
          



Weighted average units outstanding:
Basic and diluted common unit 50,590 10,120 60,710

 

 
Crosstex Energy, L.P.

 
Notes to Unaudited Pro Forma Combined Financial Statements

 
Offering and Transactions
 
The unaudited pro forma combined balance sheet assumes that the following transactions occurred on March 31, 2012:
 

·                  the acquisition (the “Clearfield Acquisition”) of Clearfield Energy, Inc. (“Clearfield”) for $210.0 million and direct acquisition costs of $1.6 million;
·                  our issuance of $250.0 million in aggregate principal amount of 7.125% senior unsecured notes for net proceeds of $245.0 million, net of transaction costs, the proceeds

of which were used to partially finance the Clearfield Acquisition;
·                  our offering of 10,120,000 common units at a unit price of $16.28 ($15.63 net of transaction costs) for net proceeds of $161.1 million, including a $3.4 million capital

contribution from our general partner, the proceeds of which were used to partially finance the Clearfield Acquisition.
 

Our unaudited pro forma combined statements of operations for the year ended December 31, 2011 and the three months ended March 31, 2012 reflect the
aforementioned transactions as if each such transaction occurred as of January 1, 2011.

 
The following is a reconciliation of Clearfield’s Audited Financial Statements for the year ended March 31, 2012 to the year ended December 31, 2011 for Pro

Forma presentation. Clearfield was on a year ended March 31 reporting year.
 

Reconciliation of Clearfield March 31, 2012 financials
to Year Ended December 31, 2011

(In thousands, except unit data)
 

Clearfield
Audited

financial as
of March 31,

2012
Less: Jan-

March 2012
Plus: Jan-

March 2011
 

Year ended
December
31, 2011

Revenue $ 255,909 $ 66,660 $ 63,677 $ 252,926
Total revenues 255,909 66,660 63,677 252,926

Operating costs and expenses:
Purchased gas and NGLs 210,177 52,819 51,465 208,823
Operating expenses 26,983 6,664 6,155 26,473
General and administrative 4,951 1,669 692 3,974
Gain on sale of property (3 ) (1 ) (10 ) (12 )
Depreciation and amortization 5,656 1,444 1,330 5,543

Total operating costs and expenses 247,764 62,596 59,632 244,801
Operating income 8,145 4,065 4,045 8,125
Other income (expense):

Interest expense, net of interest income (288 ) (44 ) (245 ) (488 )
Other income 360 128 80 311

Total other expense 72 84 (165 ) (177 )
Income from continuing operations before non-controlling interest and

income taxes 8,217 4,149 3,879 7,948
Income tax provision (3,783 ) (1,910 ) (667 ) (2,540 )
Income from continuing operations, before discontinued operations 4,434 2,239 3,212 5,408
Discontinued operations:

Income from discontinued operations, net of tax 3,866 1,947 2,603 4,521
Loss from sale of discontinued operations, net of tax

(11,427 ) (8,234 ) (1,944 ) (5,137 )
Discontinued operations, net of tax (7,561 ) (6,287 ) 658 (616 )

Net income (loss) $ (3,127) $ (4,048) $ 3,872 $ 4,792
Less: Net income (loss) from continuing operations attributable to non-

controlling interest 48 71 18 (5 )
Net income (loss) attributable to Clearfield $ (3,175) $ (4,119) $ 3,854 $ 4,797

 

 
Pro Forma Adjustments to Balance Sheet
 

a)              Reflects the issuance of $250.0 million in aggregate principal amount of the 2022 Notes for net proceeds of $245.0 million, net of $5.0 million of transaction costs.
 
b)             Reflects the issuance of 10,120,000 common units for net proceeds of $161.1 million ($15.63 per common unit and including $3.4 million for the general partner’s

contribution) and the use of proceeds to repay $139.0 million of all outstanding bank debt with the remaining net proceeds of $22.1 million in cash.
 
c)              Reflects the elimination of assets reflected in Clearfield’s balance sheet as of March 31, 2012 that we did not acquire, including assets held for sale and affiliate

receivables, and the elimination of certain liabilities reflected in Clearfield’s balance sheet as of March 31, 2012 that were not assumed in the acquisition,
including liabilities directly related to assets held for sale and employee retirement obligations.

 
d)             Reflects the use of $201.1 million of proceeds (net of working capital adjustments as of March 31, 2012 and $1.6 million of transaction costs) from the 2022

Notes issuance per (a) above to acquire the stock of Clearfield. The adjustments to property and equipment, intangible assets, goodwill, deferred taxes and equity
reflect the preliminary purchase price allocation adjustments in accordance with FASB Accounting Standards Codification 805 — “Business Combinations.”  The
adjustments to liabilities reflect the recognition of additional purchase obligations of $10.0 million for right-of-way and $5.0 million for additional benefit
obligations.  The deferred tax liability was adjusted to reflect the impact of carryover tax basis as compared to the book purchase price due to the acquisition of the
Clearfield stock as opposed to an asset acquisition, where the Partnership would not have a difference between financial and tax basis.



 
Pro Forma Adjustments to Consolidated Statement of Operations
 

e)              Reflects additional depreciation and amortization expenses realized from the assets acquired from Clearfield as if the acquisition had occurred on January 1, 2011.
The additional depreciation and amortization expenses were calculated based on a straight line basis over 15 years.

 
f)                 Represents the adjustment to historical interest expense on debt to be retired and interest expense on the 2022 Notes as follows (in thousands):

 

 

Three Months
Ended March

31 , 2012
 

Year Ended
December 31,

2011
Increase in interest due to:

71/8% Senior Unsecured Notes due 2022 $ 4,454 $ 18,059
Decrease in interest due to:

Pay down of credit facility (681 ) (904 )
Increase in amortization of deferred financing costs

71/8% Senior Unsecured Notes due 2022 125 500
Pro Forma increase to interest expense $ 3,898 $ 17,655

 
g)             Reflects the adjustment of income tax expense for the estimated tax expense associated with our new subsidiaries acquired in the Clearfield Acquisition (the

“Clearfield Entities”). Certain of the Clearfield Entities, that primarily hold only fixed-rate financial instruments, will be treated as a C corporation for tax purposes
and therefore are required to pay income tax of an estimated incremental annual amount of $1,800 on their net income, whereas the income (loss) from the
remainder of the Clearfield assets will primarily passthrough to the unitholders of the Partnership similar to the Partnership’s legacy results. Historically,
Clearfield was owned by a C-corporation and all of its results were subject to income tax.

 
h)             Reflects the elimination of minority interest in conjunction with the Clearfield Acquisition.

 

 
i)                 Reflects the increase in the net loss allocation to the general partner due to the increase in its proportionate 2% share of pro forma net loss relative to the

acquisition adjustments and pro forma adjustments and the increase in general partner’s incentive distribution rights (IDRs) resulting from the increased aggregate
pro forma distributions related to the 10,120,000 of new common units utilizing the historical per unit distributions for the applicable periods.

 
Year ended

 

Three months ended
 

December  2011
 

March 2012
 

GP 2% share of loss $ (291 ) $ (18 )
Increase for IDR 367 150
      
Net General Partner Adj. $ 76 132

 


