Affidavit of Richard M. Watkins
Sworn August 10, 2009
Action No. 0901-02873

THE COURT OF QUEEN'S BENCH OF ALBERTA JUDICIAL
DISTRICT OF CALGARY

IN THE MATTER OF THE COMPANIES' CREDITORS ARRANGEMENT ACT,
R.S.C. 1985, c. C-36, as amended

AND IN THE MATTER OF CANADIAN SUPERIOR ENERGY INC.
AND IN THE MATTER OF SEEKER PETROLEUM LTD.

AND IN THE MATTER OF CANADIAN SUPERIOR TRINIDAD AND TOBAGO
LIMITED

AFFIDAVIT
(Palo Alto Settlement Agreement)

I, Richard M. Watkins, businessman, of the City of Houston, in the State of Texas,
MAKE OATH AND SAY AS FOLLOWS:

Background

1. I am a director of Canadian Superior Energy Inc. (“CSEI”) and a member of the
Independent Committee established by the board of directors of CSEL. As such, I have
personal knowledge of the facts hereinafter deposed to save to the extent that such facts

are based on information and belief, in which case I verily believe the same to be true.

2. Palo Alto Investors, LLC (“PAI”) is an investment firm that owns 15,752,500 common
shares of CSEI, constituting approximately 9.3% of the total shareholdings of CSEL

3. On June 4, 2009, PAI made an application in these proceedings before Justice S.J.
LoVecchio to compel CSEI to hold its annual and special meeting of shareholders (the
“ASM?”) on June 26, 2009, or within one week thereof, and to compel CSEI to consider
for re-election to CSEI’s board of directors an alternative slate of directors to be

nominated by PAI (the “PAI Application”).




CSEI opposed the PAI Application and, on June 4, 2009, it was dismissed by Justice S.J.
LoVecchio. In opposition to the PAI Application, I swore an affidavit on June 3, 2009
(the “June Affidavit™).

Prior to the PAI Application, CSEI scheduled its ASM to be held on September 1, 2009.
As a result of developments discussed in further detail below, CSEI now intends its ASM

to be re-scheduled for September 9, 2009.

The Settlement Agreement

10.

Prior to the Palo Alto Application, CSEI had been involved in negotiations with PAI in
an attempt to resolve a number of issues between CSEI and PAI including the future
composition of CSEI’s board of directors. As stated in the June Affidavit, those

negotiations had not been successfully concluded at the time of the PAI Application.

Since the PAI Application, there have been a number of important developments which
have impacted on CSET’s continued efforts to restructure its affairs. These developments

have also impacted on the ASM and the business to be conducted at the ASM.

When I swore the June Affidavit, it was anticipated that by September 1, 2009, CSEI
would already have emerged from Companies Creditors Arrangement Act (“CCAA”)
protection. In June of 2009, it was CSEI’s intention to, prior to September 1, 2009,
simultaneously have a plan arrangement pursuant to the CCAA sanctioned and have a
new board of directors approved pursuant to section 192 of the Alberta Business

Corporations Act (the “ABCA”).

For reasons explained to the Court in prior affidavits sworn by myself, the planned
timeline for CSEI to emerge from CCAA protection was amended. The timeline for
CSEI to emerge from CCAA protection now contemplates September 15, 2009 as the
proposed Plan Implementation Date. Accordingly, the ASM will take place, and a new
board of directors will be put in place at the ASM.

The aforesaid developments, as well as other significant steps taken towards putting into
place an effective restructuring plan for CSEI, have made it possible to progress
negotiations with PAI about the composition of the new board of directors. A major

development was the approval on August 7, 2009 by the shareholders of Challenger




11.

12.

13.

Energy Corp. (“CEC”) of the Arrangement Agreement between entered into between
CSEI and CEC dated June 18, 2009, which paved the way for CSEI’s continued

restructuring.

CSEI and PAI have now entered into a Settlement Agreement effective August 5, 2009
(the “Settlement Agreement”). A copy of the Settlement Agreement is attached hereto

and marked as Exhibit “A”. The terms of the Settlement Agreement include, inter alia:

(a) an agreement that CSEI, its board of directors, and management will, at the ASM,
nominate for election to the board of directors a specific, restricted slate of

individuals (the “Proposed Board”);

(b) within 30 days from exiting CCAA protection, CSEI will pay to PAI a sum not to
exceed $200,000 USD to reimburse PAI for expenses incurred by it in recruiting
prospective new directors of CSEI, and a further sum not to exceed $510,000
USD with respect to legal costs incurred by PAI;

(©) approval by the present board of directors of CSEI of an amendment to delete the
requirement in its By-Laws that one half of the board of directors be resident
Canadians and replacing it with a provision requiring that 25% of the board of

directors be resident Canadians; and
(d)  CSEI will obtain Monitor and Court approval of the Settlement Agreement.

The slate of individuals making up the Proposed Board are Dr. William Roach, Dr. James
M. Funk, Kerry R. Brittain, Marvin M. Chronister, Gregory Turnbull, and myself. Each
of these individuals, with the exception of Gregory Turnbull and myself, was recruited by
PAI. A summary of the resumes of the members of the Proposed Board, excluding
myself, is attached hereto and marked as Exhibit “B”. As appears from such resumes, the
Proposed Board will bring a wealth of experience, contacts, and stature to CSEI and
CSEI believes that the Proposed Board will be well qualified to lead it upon exiting these
CCAA proceedings.

The Proposed Board is acceptable to the bank with which CSEI is presently negotiating
an exit financing facility. I verily believe that the Proposed Board will also be recognized

and accepted by the shareholders of CSEI as a very strong, independent, and competent




board of directors. In the circumstances, the Independent Committee of the present board
of directors of CSEI believes that the Settlement Agreement is in the best interest of
CSEL

14.  1am informed by counsel for CSEI that the Monitor supports the Settlement Agreement.

15. At a board of directors’ meeting held on August 7, 2009, the execution of the Settlement
Agreement was authorized and the Canadian residency requirement in CSEl's By-Laws

was amended to require 25% of the board of directors to be resident Canadians.
The Settlement Agreement and CSEI’s Restructuring

16.  The execution and approval of the Settlement Agreement is an important part of CSED’s

restructuring as:

(a) CSEI requires a new, strong, and independent board of directors to lead it upon
exiting these CCAA proceedings and CSEI believes the Proposed Board will be

able to provide that strong leadership; and

(b) CSEI must obtain exit financing to satisfy the requirements of the Purchase and
Sale Agreement between itself and BG International Limited. CSEI has been
advised by lenders that, in order to obtain exit financing, CSEI must reconstitute
its board of directors. CSEI believes that the creation of the Proposed Board will

allow it to obtain exit financing.

17.  The Settlement Agreement is a material step in the restructuring of CSEIL, and because of
the impact of the Settlement Agreement on CSE[’s restructuring timeline and the notice
requirements under the ABCA, CSEI had to reschedule the ASM from September 1,
2009 to September 9, 2009.




18. I make this Affidavit in support of an application for the approval of the Settlement

Agreement.

SWORN BEFORE ME at the City of )
Calgary, in the Provinc of Alberta, this )
L&r\_ day o{ August, 2009

N\

RICHARD M. WATKINS

\/\./VV\./V\_/

TRAVI
BARRISTER & SOLICITOR
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THIS AGREEMENT is dated effective August 10, 2009.

BETWEEN:

PALO ALTO INVESTORS, LLC, a limited liability company ‘\‘70‘“‘"‘:‘5 '

y
ey{@r Oaths in and for
. . . g of Alberta
incorporated under the taws of California.

(‘PERAAS LYSAK
BARRISTER & SOLICITOR

AND:
CANADIAN SUPERIOR ENERGY INC., a corporation incorporated
under the laws of Alberta.
(the “Company”)
RECITALS
WHEREAS:
A. The Company is an oil and gas exploration and production company, the common shares of

which are traded on the Toronto Stock Exchange;

B. Palo Alto is an investment advisory firm based in Palo Alto, California which owns or exercises
control or direction over 15,752,500 common shares of the Company (the “PAI Common
Shares”), representing approximately 9.3% of the Company’s outstanding shares;

C. On February 17, 2009, Palo Alto requisitioned a meeting of the Company's shareholders to
consider for election to the Board of Directors an alternative slate of directors to be nominated by
Palo Alto (the “PAl Requisition™); and

D. The Company and Palo Alto have determined that it is in their respective best interests to enter
into this Agreement.

NOW THEREFORE, in consideration of the mutual covenants and agreements contained herein, the
parties hereto agree as follows:

1. Definitions.

Capitalized terms shall have the following meanings for purposes of this Agreement (and shall apply
equally to both the singular as well as the plural forms):

“2009 Annual Meeting” means the Annual and Special Meeting of the Company’s shareholders
scheduled to be held on September 9, 2009 (originally scheduled by the Company for June 26, 2009 and
subsequently for September 1, 2009), or any adjournment thereof;

“ABCA” means the Business Corporations Act (Alberta), R.S.A. 2000, C. B-9, as amended;

“Board of Directors” means the board of directors of the Company;

“By-laws” means the Company’s By-Law Number 1, in effect as of the date hereof;
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“CCAA” means the Companies’ Creditors Arrangement Act, R.S.C. 1985, c. C-36, as amended.

“CCAA Proceedings” means the Company’s initial application for protection under the CCAA by
petition dated March 4, 2009 in the Court of Queen’s Bench action no. 0901-02873 and any orders issued
by the Court in connection therewith;

“Continuing Director” means Richard Watkins;

“Court” means the Court of Queen’s Bench of Alberta;

“Monitor” means Hardie & Kelly Inc., the monitor of the Company appointed pursuant to an order of the
Court in the CCAA Proceedings;

“New Directors” means Dr. William Roach, Dr. James M. Funk, Kerry R. Brittain, Marvin M.
Chronister, and Gregory Turnbull;

“PAJ Common Shares” shall have the meaning assigned thereto in the recitals to this Agreement; and

“TSX” means the Toronto Stock Exchange.

2, Representations and Warranties.

(a)

(&)
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Palo Alto hereby represents and warrants to the Company as follows:

®

(i)

(iii)

Palo Alto has all requisite power and authority to execute, deliver and perform its
respective obligations under this Agreement. The execution, delivery and
performance of this Agreement by Palo Alto and the consummation of the
transactions contemplated hereby have been duly authorized by all requisite
corporate action on the part of Palo Alto.

This Agreement has been duly executed and delivered by Palo Alto and
(assuming due and valid execution and delivery by the Company) constitutes a
legal, valid and binding obligation of Palo Alto, enforceable against Palo Alto in
accordance with its terms.

Palo Alto beneficially owns or exercises control or direction over 15,752,500
PAI Common Shares.

The Company hereby represents and warrants to Palo Alto as follows:

(1)

(i)

(iif)

The Company has all requisite corporate power and authority to execute, deliver
and perform its obligations under this Agreement. The execution, delivery and
performance of this Agreement by the Company and the consummation of the
transactions contemplated hereby have been duly authorized by all requisite
corporate action on the part of the Company.

This Agreement has been duly executed and delivered by the Company and
(assuming due and valid execution and delivery hereof by Palo Alto), subject to
receipt of any required consent of the Monitor and Court, constitutes a legal,
valid and binding obligation of the Company in accordance with its terms.

Subject to receipt of any required consent of the Monitor and the Court, the
execution, delivery and performance of this Agreement by the Company does not
2




@iv)

™

(vi)

{vii)

and will not (i) violate gr conflict with (A) the constating documents of the
Company, or (B) any law, rule, regulation, order, judgment or decree applicable
to the Company, or (ii) result in any breach or violation of or constitute a default
(or an event which with notice or lapse of time or both could become a default)
under or pursuant to, any agreement, contract, commitment, understanding or
arrangement to which the Company is a party.

Subject to receipt of any required consent of the Monitor and the Court, no
consent, approval, authorization, license or clearance of, or filing or registration
with, or notification to, any court, legislative, executive or regulatory authority or
agency is required in order to permit the Company to perform its obligations
under this Agreement, except for such as have been obtained.

The Monitor has received and reviewed a draft of this Agreement and the
Company is not aware of any reason why the Monitor would not recommend
approval of this Agreement to the Court.

A true and complete copy of the Articles of Incorporation and the By-laws as in
effect on the date hereof is attached hereto as Annex I, and such Articles of
Incorporation and By-laws have not been amended, modified or waived except
that the Board of Directors has approved (subject to ratification by the
shareholders at the 2009 Annual Meeting) an amendment to delete the
requirement in the By-Laws that one-half of the directors be resident Albertans
and replace such provision with a requirement that 25% of the directors be
resident Canadians, thereby conforming the By-Laws with the ABCA (the
“Canadian Residency Requirement”).

The Company expects to exit CCAA protection on September 15, 2009.

3. Approval and Consents

As soon as practicable after execution of this Agreement, the Company shall use its reasonable
commercial efforts to obtain the approval of this Agreement by (i) the Monitor, and (ii) the Court, and
shall within two (2) days after execution of this Agreement submit this Agreement to the Court and the
Monitor for approval. The remaining provisions of this Agreement shall become effective upon receipt of
approval of the Monitor and the Court in the CCAA Proceedings. If each of the New Directors (other than
Mr. Turnbull) does not consent in writing to act as a director of the Company by 12:00 noon (Calgary
time) on August 11, 2009, this Agreement shall terminate and be of no further force or effect.

4. Board of Directors, Annual and Special Meeting and Related Matters.

(a) 2009 Annual Meeting. The Company shall use its reasonable commercial efforts to cause

the 2009 Annual Meeting to be held and the election of directors thereat to be conducted
on the re-scheduled date of September 9, 2009 and shall not delay or postpone such
meeting date or election without Palo Alto’s consent acting reasonably in light of the
circumstances unless a quorum is not obtained or unless the Court (acting other than at
the request of the Company) requires the meeting date to be delayed, in which case the
meeting shall be held as promptly thereafter as practicable.

(b) Mailing Date. The Company agrees that the Management Proxy Circular (the
“Circular”) for the 2009 Annual Meeting shall be mailed to shareholders as soon as

NY1:1788324.3























































































































































































































































