Affidavit of Richard M. Watkins
Sworn July 2, 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-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
(Arrangement 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 am a member of the
Independent Committee established by the Board of Directors of CSEI (the “Independent
Committee”). 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

believe the same to be true and correct.

2. On March 5, 2009, the Honourable Justice S.J. LoVecchio granted an Order declaring
CSEI, Secker Petroleum Inc. (“SPL”), and Canadian Superior Trinidad and Tobago
Limited (*CSTT”) (CSEI, SPL, and CSTT shall collectively be referred to herein as
“Canadian Superior”) to be corporations to which the Companies’ Creditors
Arrangement Act (the “CCAA”) applies, granting various other relief and appointing
Hardie & Kelly Inc. as Monitor (the “Monitor”) of Canadian Superior in the CCAA

proceedings.



3. As deposed to by me in the Affidavit sworn in these proceedings on May 1, 2009, CSEI
believes that a successful restructuring can be achieved by meeting three broad
objectives, namely: negotiating an arrangement with Challenger Energy Corp.
(“Challenger”); selling a 45% interest in Block 5(c) while retaining a 25% interest in
Block 5(c); and obtaining financing to fund approximately 18 months of anticipated
capital costs with respect to Block 5(c).

4. Since May 1, 2009 CSEI has worked diligently to attain these objectives and has now
attained two of them. Pursuant to an Agreement of Purchase and Sale between CSEI and
Centrica Resources Limited (“Centrica”) dated May 21, 2009 (the “Sale Agreement”),
CSEI has agreed to sell a 45% interest in Block 5(c) to Centrica (the “Sale”). The Sale
Agreement and the transaction contemplated by the Sale Agreement were approved by
the Honourable Justice S.J. LoVecchio on June 11, 2009. CSEI and Challenger have now

also negotiated an Arrangement Agreement.
The Arrangement

5. On April 28, 2009 a Letter of Intent was submitted by CSEI to Challenger which
contemplated the acquisition of Challenger by CSEI (the “Arrangement”). CSEI believes
that the Arrangement will be beneficial to both Canadian Superior and Challenger in that

it will, inter alia, enable CSEI to retain an interest in Block 5(c) while selling an
undivided 45% Participating Interest in Block 5(c) on a tax effective basis and create
significant combined tax pools for the mutual benefit of the shareholders of both CSEI

and Challenger upon completion of the Sale.

6. As a result of intense negotiations involving CSEL Challenger, and their respective
advisers a Non-Binding Letter of Intent dated May 26, 2009 was executed by CSEI and
Challenger (the “LOI”).

7. Subsequent to the execution of the LOIL, and as a result of additional negotiations
involving all of the parties referred to in the preceding paragraph, a binding Arrangement
Agreement dated June 18, 2009 was entered into between CSEI and Challenger (the
“Arrangement Agreement”). A copy of the Arrangement Agreement is attached hereto

and marked as Exhibit “A”. The Arrangement Agreement provides, inter alia, for
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Challenger shares to be exchanged for CSEI shares at an exchange rate of 0.51. The

Arrangement Agreement is subject to the approval of this Honourable Court.

8. Proceeding with the proposed Arrangement is a significant step by CSEI and Challenger,
and CSEI seeks Court approval of the Arrangement Agreement. The Monitor has been
kept fully informed of all material matters relating to the proposed Arrangement and

supports an Order by the Court approving the Arrangement Agreement.

9. Should the Arrangement Agreement be approved by the Court, CSEI anticipates that the
Arrangement will enable Canadian Superior to implement a successful joint plan of
arrangement for itself and Challenger which will not only see all, or substantially all, of
CSEI and Challenger’s creditors being paid in full, but will also be beneficial to all

shareholders.

10. I believe that the Arrangement Agreement is commercially reasonable and in the best

interests of CSEI and its stakeholders for the following reasons:

(a) the Arrangement Agreement is the result of extensive discussions and

negotiations between CSEI and Challenger;

(b) the Arrangement Agreement that has been negotiated at arms length and is

consistent with industry standards; and

(©) the consideration being paid for Challenger is at a premium of approximately 36%
to the trading price of such shares on June 18, 2009. The benefit to CSEI is that

the Arrangement should enable CSEI to prepare a plan of arrangement which will

likely be to the advantage of its creditors and its shareholders.
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11. I make this Affidavit in support of an application for an Order of this Honourable Court
approving the Arrangement Agreement, and authorizing CSEI and Challenger to proceed

with the necessary steps required for implementation of the proposed Arrangement.

/

RICHARD M. WATKINS

SWORN BEFO ME at the City of
Calgary, in thji Povince of Alberta, this 2™
day of July, 2 ;99
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Province of Al
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VIS LYSAK
BARRISTER & SOLICITOR
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THIS ARRANGEMENT AGREEMENT made as of the 18™ day of June, 2009mS 1§ EXHIBIT * Z l .
referred to In the Affidavit of

BETWEEN: Q. hard W Wwbk‘:fl

CANADIAN SUPERIOR ENERGY INC., a body corporate Sworn efore me this_A__
governed by the Business Corporations Act (Alberta) (hereinafter day of\x{ AD. 2005
called “Canadian Superior”) 2

A Commi 0aths In and fof
-and - of Albarty
CHALLENGER ENERGY CORP., a body corporate governed T ‘ LYSAK
by the Canada Business Corporations Act (hereinafter called BARRISTER & SOLICITOR

“Challenger”)

WHEREAS each of Canadian Superior and Challenger is subject to proceedings under the
CCAA;

AND WHEREAS Canadian Superior and Challenger wish to propose an arrangement under the
provisions of the Canada Business Corporations Act involving Canadian Superior, Challenger
and the Challenger Shareholders (as defined herein);

AND WHEREAS the parties hereto have entered into this agreement to provide for the matters
referred to in the foregoing recital and for other matters relating to such arrangement;

NOW THEREFORE this agreement witnesseth that in consideration of the covenants and
agreements herein contained and other good and valuable consideration, the receipt and
sufficiency of which are hereby acknowledged, the parties hereto covenant and agree as set forth
below.

Article 1
INTERPRETATION

1.1 Definitions

In this Agreement, unless the context otherwise requires, the following defined
terms shall have the following meanings:

“Acceptable Sale” means a Sale that results in payment in full of all indebtedness of
Challenger to Canadian Superior, including transaction costs of $4,109,200 payable by
Challenger to Canadian Superior, and that includes a mechanism acceptable to Canadian
Superior acting reasonably to ensure that sufficient proceeds of the Sale to repay such
indebtedness are paid directly to Canadian Superior or its receiver on completion of the
Sale;

“Acquisition Propesal” means any inquiry or the making of any proposal to Challenger
or the Challenger Shareholders from any Person, or group of persons acting jointly or in
concert, whether or not subject to due diligence or other conditions and whether oral or in
writing, which constitutes, or may reasonably be expected to lead to (in either case
whether in one transaction or a series of transactions): (i) an acquisition from Challenger
or Challenger Shareholders of 20% or more of the voting securities of Challenger; (ii)
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any acquisition of all or a material portion of the assets of Challenger (including the
securities of any of its Subsidiaries) and its Subsidiaries, taken as a whole; (iii) an
amalgamation, arrangement, merger, or consolidation involving Challenger; or (iv) any
take-over bid, issuer bid, exchange offer, recapitalization, liquidation, dissolution,
reorganization into a royalty trust or income fund or similar transaction involving
Challenger or any other transaction, the consummation of which would or could
reasonably be expected to impede, interfere with, prevent or delay the transactions
contemplated by this Agreement or the Arrangement or which would or could reasonably
be expected to materially reduce the benefits to Canadian Superior under this Agreement
or the Arrangement;

“Agreement” means this arrangement agreement, including the recitals and all Exhibits
to this arrangement agreement, as amended or supplemented and/or restated from time to
time;

“Applicable Laws” means applicable corporate, securities and other laws, regulations
and rules and all policies and rules of applicable stock exchanges;

“Arrangement” means the arrangement under the provisions of Section 192 of the
CBCA, on the terms and conditions set forth in the Plan of Arrangement;

“Arrangement Resolution” means the special resolution in respect to the Arrangement
to be considered by the Challenger Shareholders at the Meeting;

“Articles of Arrangement” means the articles of arrangement in respect of the
Arrangement required by the CBCA to be sent to the Director after the Final Order is
made;

“BG” means BG International Limited;

“BG Actions” means, collectively, the BG Default Notices, the BG Request for
Arbitration and the Canadian Superior Interim Receivership Order;

“BG Default Notices” means, collectively, the BG Default Notice dated February 6,
2009 issued pursuant to Article 8 of the Joint Operating Agreement and the BG Default
Notice dated February 6, 2009 issued pursuant to Article 4.10 of the Joint Operating
Agreement;

“BG Request for Arbitration” means the request for arbitration (London Court of
International Arbitration No. 912363) by BG, as claimant and Canadian Superior as
respondent;

“Block 5(c)” means the “Intrepid” Block 5(c), covering approximately 80,041 acres
(32,383 hectares) located approximately 60 miles off the east coast of Trinidad in the
Columbus Basin as described in and subject to the terms of the Production Sharing
Contract for Block 5(c) dated July 20, 2005;

“Business Day” means, with respect to any action to be taken, any day, other than
Saturday, Sunday or a statutory holiday in the place where such action is to be taken;
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“Canadian Superior” means Canadian Superior Energy Inc., a body corporate governed
by the Business Corporations Act (Alberta);

“Canadian Superior CCAA Proceedings” means the proceedings commenced by
Canadian Superior and the Canadian Superior Material Subsidiaries under the CCAA
pursuant to an order of the Court dated March 5, 2009;

“Canadian Superior Debt” means Canadian Superior’s total consolidated indebtedness,
including long term debt, bank debt, Working Capital deficiency and unrealized losses
pursuant to Swaps, all as determined in accordance with Canadian GAAP;

“Canadian Superior Disclosure Letter” means the letter from Canadian Superior to
Challenger dated the date hereof setting forth the disclosure of certain facts referred to in
this Agreement;

“Canadian Superior Financial Statements” means the audited consolidated financial
statements of Canadian Superior as at and for the year ended December 31, 2008,
together with the notes thereto and the auditors’ report thereon, and the interim unaudited
consolidated financial statements of Canadian Superior as at and for the three month
period ended March 31, 2009;

“Canadian Superior Information” means all information required by Applicable Laws
to be included in the Information Circular relating to Canadian Superior and the
Canadian Superior Shares, including, without limitation, information in respect of
Canadian Superior's business and affairs and financial position as required by Applicable
Laws (including financial statements and pro forma financial statements of Canadian
Superior);

“Canadian Superior Interests” has the meaning ascribed thereto in subsection 4.2(12);

“Canadian Superior Interim Receivership Order” means the February 11, 2009 order
of the Court appointing Deloitte & Touche Inc. as receiver and manager of Canadian
Superior’s participating interest in Block 5(¢);

“Canadian Superior Material Subsidiaries” means Seeker Petroleum Ltd. and
Canadian Superior Trinidad and Tobago Limited;

“Canadian Superior Public Record” means the information and statements set forth in
the information filed by or on behalf of Canadian Superior after December 31, 2008 with
any securities commission or similar regulatory authority in compliance, or intended
compliance, with applicable securities laws;

“Canadian Superior Reserves Report” means the report of GLJ evaluating the crude
oil, natural gas, coal bed methane and natural gas liquids reserves of Canadian Superior
effective December 31, 2008;

“Canadian Superior Shares” means common shares in the capital of Canadian
Superior;

“Cancellation Agreements” means agreements to be entered into between Canadian
Superior, Challenger and the holders of Challenger Options whereby each such holder
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agrees either to exercise their Challenger Options (including pursuant to the “cashless
exercise” rights under the Challenger stock option plan) prior to the Effective Date or to
surrender any unexercised Challenger Options held by such holder as of the Effective
Date for nominal consideration;

“CBCA” means the Canada Business Corporations Act R.S.C. 1985, c. C-44, including
the regulations promulgated thereunder, as amended from time to time;

“CCAA” means the Companies’ Creditors Arrangement Act (Canada), including the
regulations promulgated thereunder, as amended from time to time;

“Centrica” means Centrica Resources Limited, a limited liability company incorporated
in England and Wales;

“Centrica Agreement” means the purchase and sale agreement dated as of May 21,
2009 between Canadian Superior as vendor and Centrica as purchaser relating to an
interest in Block 5(c) approved by the Court on June 4, 2009;

“Challenger” means Challenger Energy Corp., a body corporate governed by the CBCA;

“Challenger CCAA Proceedings” means the proceedings commenced by Challenger
and the Challenger Material Subsidiaries under the CCAA pursuant to an order of the
Court dated February 27, 2009;

“Challenger Change of Control Agreements” means the outstanding executive
employment agreements between Challenger and each of the Challenger Officers;

“Challenger Debt” means Challenger’s total consolidated indebtedness, including long
term debt, bank debt, Working Capital deficiency and unrealized losses pursuant to
Swaps, all as determined in accordance with Canadian GAAP;

“Challenger Disclosure Letter” means the letter from Challenger to Canadian Superior
dated the date hereof setting forth the disclosure of certain facts referred to in this
Agreement;

“Challenger Financial Statements” means the audited consolidated financial statements
of Challenger as at and for the year ended December 31, 2008, together with the notes
thereto and the auditors’ report thereon, and the interim unaudited consolidated financial
statements of Challenger as at and for the three month period ended March 31, 2009;

“Challenger Interests” has the meaning ascribed thereto in subsection 4,1(11);

“Challenger Material Subsidiaries” means Challenger Energy Trinidad and Tobago
Ltd.;

“Challenger Officers” means each of the senior officers of Challenger, being the
President and Chief Executive Officer and the Chief Financial Officer;

“Challenger Options” means the outstanding options to purchase Challenger Shares
issued to directors, officers, employees and consultants of Challenger;
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“Challenger Public Record” means the information and statements set forth in the
information filed by or on behalf of Challenger after December 31, 2008 with any
securities commission or similar regulatory authority in compliance, or intended
compliance, with applicable securities laws;

“Challenger Reserves Report” means the report of Chapman evaluating the crude oil,
natural gas, coal bed methane and natural gas liquids reserves of Challenger effective
December 31, 2008;

“Challenger Shares” means common shares in the capital of Challenger;
“Challenger Shareholders” means the holders of Challenger Shares from time to time;

“Challenger T & T Interest” means the interest of Challenger in and in relation to
Block 5(c);

“Challenger Warrants” means the outstanding warrants to purchase Challenger Shares;

“Chapman” means Chapman Petroleum Engineering Ltd., independent engineers of
Calgary, Alberta; '

“Confidentiality Agreement’ means the confidentiality agreement between Canadian
Superior and Challenger dated May 5, 2009;

“Court” means the Court of Queen’s Bench of Alberta;
“Director” means the Director appointed pursuant to section 260 of the CBCA;

“Documents of Title” means, collectively, any and all certificates of title, leases,
permits, licences, unit agreements, assignments, trust declarations, royalty agreements,
operating agreements or procedures, participation agreements, farm-in and farm-out
agreements, sale and purchase agreements, pooling agreements and other agreements by
virtue of which a party's title to and interest in its oil and gas assets are derived;

“Effective Date” means the date the Arrangement is effective under the CBCA;
“Effective Time” means 12:01 a.m. (Calgary time) on the Effective Date;

“Environmental Laws” means, with respect to any person or its business, activities,
property, assets or undertaking, all federal, provincial, municipal or local laws of any
Governmental Authority or of any court, tribunal or other similar body, relating to
environmental or health matters in the jurisdictions applicable to such person or its
business, activities, property, assets or undertaking, including legislation governing the
use and storage of Hazardous Substances;

“Fairness Opinion” means the opinion of Peters & Co. Limited to the effect that the
consideration to be received under the Arrangement is fair, from a financial point of
view, to the Challenger Shareholders;

“Final Order” means the final order of the Court approving the Arrangement;
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