Affidavit of Richard M. Watkins
Sworn June 1, 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 y
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 INTHE MATTER OF CANADIAN SUPERIOR TRINIDAD AND TOBAGO
LIMITED

AFFIDAVIT

[, Richard M, Watkins, busincssman, 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 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 believe the same to be true and

correct.

On March 5, 2009, the Honourable Justice S.J. LoVecchio granted an Order (the “Initial

]

Order”) declaring CSEI, Seeker Petroleum Inc. (“SPL™), and Canadian Superior Trinidad
and Tobago Limited (“CSTT”) (CSEL SPL, and CSTT shall collectively be referred to
herein as “Canadian Superior) to be corporations to which the Companies’ Creditors
Arvangement Act (the “"CCAA") applies, granting various other relief and appointing
Hardie & Kelly Inc. ag Monitor (the “Monitor”) of Canadian Superior in the CCAA
proceedings. Uunder the terms of the Initial Order, a Stay Period (as defined in the Injtia

Order) ending March 25, 2009 was established.



)
-

3. The Stay Period has been extended pursuant to prior Orders, the most recent of which on

May 4, 2009 (the “May 4 Order”) which extended the Stay Period to June 4, 2009.

Status Update

4. I am pleased to inform the Court and the creditors that since swearing my A ffidavit of
May 1, 2009 (the “May 1 Affidavit”) and the granting of the May 4 Order, Canadian
Supcrior has made significant progress with its restructuring efforts. The month of May
has been an extremely busy month for Canadian Superior and its advisors, and the efforts
of the Independent Committee to advance its restructuring plan described in the May |
Affidavit have progressed significantly. Summarized the following important events have

occurred, or are on the verge of being put in place:

(a) Borden Ladner Gervais LLp ("BLG") has replaced Thackray Burgess LLP (now
McMillan) as insolvency counsel to Canadian Superior in these proceedings, and
BLG now represents Canadian Superior in all matters relating to the CCAA
proceedings and the Arbitration (as defined in the Initial Order), except that
McMillan continues to be responsible for the preparation of the Sale Agreement
(as defined below). With the assistance of BLG and the Independent Committee's
counsel, Carscellan Leitch LLP (“Carscellan”), a detailed road map for the

restructuring of Canadian Superior has been devised;

(b)  CSEl and Challenger Energy Corp. (“Challenger’) have made very good progress
with negotiations respecting a merger between CSEI and Challenger. The details
of such negotiations are confidential and cannot be disclosed. I will provide more

details to the Court in a confidential affidavit;

(c) CSEI is close to executing a confidential Agreement of Purchase and Sale (the
“Sale Agreement™) respecting the sale by CSEI, subject to the Court’s approval,
of 45% of the working interest in Block 5(c) (as defined in my Affidavit sworn
April 24, 2009 ( the “April 24 Affidavit™); and

(d) Canadian Superior and Challenger have initiated claims procedures to determine
all creditor claims against them pursuant to Claims Procedure Orders granted by

the Court on May 22, 2009 (the “Claims Procedure”).




The Sale Agreement

5.

During the month of May great progress was made with the negotiations between CSEI
and the proposed purchaser (the “Intended Purchaser”) of 45% of the working interest
held in CSEI’s name in Block 5(c). Many drafts of the Sale Agreement have been turned,
and input from corporate, securities, insolvency and tax counsel has been obtained by

CSEl.

The Intended Purchaser has travelled to Calgary, has met the main players involved in the
transaction, and all the indications are that the Sale Agreement wi Il be executed within a
few days. The Sale Agreement will be subject to Court approval, and will provide for a

closing date no later than September 30, 2009.

Because of the anticipated merger between CSEI and Challenger, it has been possible to
structure the Sale Agreement in a tax efficient manner which wil] preserve considerable
value for creditors and shareholders, including the shareholders of Challenger who will

be exchanging their shares for CSEI shares pursuant to the anticipated merger.

The Sales Agreement takes into account the right of first refusal of BG International
Limited (“BGI") under the Joint  Operating Agreement between BGI, CSEI and
Challenger, and should the Court approve the Sale Agreement the appropriate steps wil]

be taken to enable BGI to exercise its said rights, should it so elect.

Should the Sales Agreement be entered into, and should it be approved by the Court,
CSEI anticipates that the proceeds from such sale (or from a sale to BGI should it
exercises its right of first refusal), will enable Canadian Superior to implement 2
successful joint plan of arrangement for itself and Challenger (the “Plan”) which will not
only see all or substantially all of Canadian Superior and Challenger’s creditors being
paid, but will also be beneficial to all shareholders. Negotiations to properly capitalize
Canadian Superior after its emergence from CCAA protection are ongoing and [ have
cvery reason to believe that such negotiations will be successful. The negotiations are at

an advanced and sensitive stage, and are confidential.




Claims Procedure

10. With the assistance of the Monitor, Canadian Superior hag completed the first stage of the

Claims Procedure, namely providing notice of the Claims Procedure to all known

creditors and placin § Newspaper advertisements to advise of the Claims Procedure.

11. The Claims Procedure contemplates that all claims against Canadian Superior will be

submitted to the Monitor by the Claims Bar Date of June 23, 2009.

Anticipated Timeline

12. The following is a tentative anticipated timeline (the “Anticipated Timeline™) which

Canadian Superior hopes to adhere to in completing its restructuring:

(a) June 5-10/09

(b) June 8-11/09

(c) July 15-25/09

@  July 15/09

(e) July 15/09

() July 15-25/09

(8)  July24-28/09

Execute a merger agreement with Challenger (the “Merger

Agreement”) and execute the Sale Agreement

Apply for Court approval of the Sale Agreement, and
activate BGI’s right of first refusal;

Obtain Challenger shareholder approval for the merger
with CSEI;

Substantially complete the Claims Procedure;

Obtain consent from the Court to convene meetings of
creditors , and circulate the Plan to Canadian Superior and

Challenger’s creditors;

Apply to the Ministry of Energy and Energy Industries of
Trinidad and Tobago for approval of transfer of 45% of the
working interest in Block 3(c) to either the Intended
Purchaser or BGI;

Apply for extension of CCAA stay until August 31, 2009;




(h)

0]

()

Aug. 14-28/09 Meetings of creditors 1o vote on the Plan;

Aug. 16-30/909 Application for an Order sanctioning the Plan and vesting

45% of the working interest in Block 5(c) in the Intended
Purchaser/BGI;

Aug. 16-Sept. 7/09 Complete the closing of the Merger Agreement and the

Sale Agreement, and emerge from CCAA protection with

CSEl still owing 25% of the working interest in Block 5(c).

The Arbitration

13.

Canadian Superior is seeking a stay of the Arbitration (as defined in the Initial Order)

between itself and BG] for the following reasons:

(a)

(b)

(c)

(@)

(e)

Canadian Superior has made significant progress in its restructuring, and if
matters proceed in the manner contemplated by the Anticipated Timeline, the Plan

will be put to creditors in August of 2009;

It is Canadian Superior’s understanding that BGI is not seeking forfeiture of the

Block 5(c) Assets;

in the Claims Procedure, It will be disruptive, unnecessary and expensive for the

Arbitration to proceed in parallel with the Claims Procedure;

It is important for purposes of the restructuring of Canadian Superior that there s

certainty about the claims of BGI; and

There is no prejudice to BGI if the Arbitration is stayed and BGI’s claims dealt
with in the Claims Procedure. Should BGI's claims be rejected in the Claimg
Procedure, CSEI is prepared to agree that upon a Notice of Objection (as defined
in the Claims Procedure Order) being received by BGI, BGI will have the right to
cither prove its claims pursuant to the Claims Procedure » OT 10 reactivate the

Arbitration should BGI so wishes;




(f) On May 29, 2009 counsel for CSEI put forward a proposal to BGI’s counsel for a
stay of the Arbitration , and 1 attach hereto marked as Exhibit “A” a copy of two
e-mails sent by BLG to Osler, counsel to BGL Negotiations regarding such

proposal are being conducted.

Cash Flow

14,

1S.

The Cash Flow Projections of Canadian Superior for May 24, 2009 through June 1, 2009
was attached as Exhibit “B” to the Affidavit of Leif Snethun sworn May 1, 2009.1 attach
hereto marked as Exhibit “B” the Actual Cash Flow Summary for May 1, 2009 through
June 1, 2009. Cash at June 4, 2009 was anticipated to be $ 4,866,504. Actual closing cash
at June 1, 2009 is $3,789,330, being a variance of $1,963,000. The variations is

explained as follows;

(a) Net receipts to May 29 were down due to production pricing and volumes
(83,050,100 versus $2,566,292) - $483,808; transfer of USD funds held by
Monitor in budget but disallowed -$2,607,858; lower crown and freehold
payments -$100,000; therefore overall receipts were down by $2,990,000;

(b) Expenses incurred versus budgeted to May 29 were $989.000 less (mostly due to

legal costs and capital costs — it will however be in next cash flow);

(c) Therefore receipts were down approximately $3.0 million, but offset by reduced
capital and expenses of $1.0 million which results in 2 negative variance of

approximately $2.0 million.

Significant unforeseen legal and other professional fees were incurred during May 2009
as a result of the need to create the Independent Committee, to retain advisors for the
Independent Committee, the retention of new insolvency counsel for Canadian Superior,
some inevitable duplication in professional services as a result of the need to create the
Independent Committee, and the significant demands made on the professionals to deal
with the proposed merger with Challenger, the Sale Agreement, complex tax issues,
continuous negotiations with many stakeholders, the creation of a viable CCAA strategy,

and putting a Claims Procedure in place.




1.

I attach hereto marked as Exhibit “C” the Cash Flow Projections for June 2, 2009
through July 24, 2009. The projected deficit of § 1,961,892 in cash is the result of the
cxpected continued drop in the price of gas, and the increased professional fees
necessitated by the intensive phase which this restructuring will be going through
between now and J uly 24, 2009. Canadian Superior and the Independent Committee are
taking steps to eliminate duplication of work by the professionals. With the retention of
BLG by Canadian Superior a transfer of work from Carscellan and McMillan to BLG is
in the process of taking place, and the requested stay of the Arbitration will further curtail
professional fees. It is hoped that the estimated professional fees will come in below
budget. The projected cash flow to July 24, 2009 will be funded from the opening cash at
June 1, 2009 of § 3,789,330 and the available line of credit with Canadian Westem Bank
to whom the Cash Flow Projections have been disclosed. In addition the Monitor is
holding in trust an amount of $ 3,444,144 USD representing the reclamation of funds in
$TT from Trinidad and Tobago.

Extension of Stay

17.

18.

19.

20.

The Monitor continues to support Canadian Superior’s efforts to restructure and has been

kept fully apprised of its progress.

The Monitor has been consulted with respect to the Order being sought by Canadian
Superior on June 4, 2009 and supports Canadian Superior’s application for an extension

of the stay and for a stay of the Arbitration.

Canadian Superior has acted in good faith and with due diligence in these proceedings.
Canadian Superior will continue to act in good faith and with due diligence to advance a

plan of arrangement or compromise to its creditors,

I'believe that it is in the best interests of Canadian Superior and all stakeholders that there

be an extension of the stay of proceedings up to and including July 24, 2009.




21, [ make this Affidavit in support of an application for an Order of this Honourable Court
to extend the Stay Period to July 24, 2009 to stay the Arbitration and to geal the
confidential affidavit which will also be filed in support of the application.

SWORN BEFORE ME at the City of )

Houston, in the State of Texas, this _ | )
day of June, 2009, jL\-7 -
/ ; r RICHARD M. WATKINS

A Notary Publictf and for the State of
Texas

“Xg, Ashiey Brooke Creech
‘a My Commission Expires
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THIS IS EXHIBIT “A¥
referred to in the Affidavit of
RICHARD M. WATKINS
Sworn before me this 1
day of JUNE, A.D, 2009.
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