Affidavit of Richard M. Watkins
Sworn July 20, 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
(Stay Extension Application July 23, 2009)

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 CSEIL. 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 (the “Initial
Order”) declaring CSEI, Seeker Petroleum Inc. (“SPL”), and Canadian Superior Trinidad
and Tobago Limited (“CSTT”) (CSEIL 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. Under the terms of the Initial Order, a Stay Period (as defined in the Initial
Order) ending March 25, 2009 was established.

3. The Stay Period has been extended pursuant to prior Orders, the most recent of which
was granted on June 4, 2009 (the “June 4 Order”), which extended the Stay Period to July
24, 2009.

Status Update

4, Since swearing my Affidavit of June 1, 2009 (the “June 1 Affidavit”) and the granting of
the June 4 Order, Canadian Superior has made further significant progress in pursuing the
restructuring plan described in my Affidavit of May 1, 2009. Summarized, the following

important events have occurred since the granting of the June 4 Order:

(a) CSEI entered into an Agreement of Purchase and Sale dated June 1, 2009 with
Centrica Resources Limited (the “Sale Agreement”) respecting the sale by CSEI
of 45% of the working interest in Block 5(c) (as defined in my Affidavit sworn
April 24, 2009) (the “Sale™);

(b) Pursuant to the Order granted by the Court on June 11, 2009 (the “Sale Approval
Order”), the Sale Agreement and the Sale were approved;

(©) On June 30, 2009, CSEI received written notice from BG International Limited
(“BGI”) that it was exercising its right of first refusal (the “ROFR”) with respect
to the Sale pursuant to Article 12 of the Joint Operating Agreement between
CSEI, Challenger Energy Corp. (“Challenger”), and BGI dated August 11, 2007
(the “JOA”),

(d) CSEI and Challenger entered into an Arrangement Agreement dated June 18,
2009 (the “Arrangement Agreement”) which, inter alia, provides for the
acquisition of all shares of Challenger by CSEI (the “Arrangement”). Subsequent
to the execution of the Arrangement Agreement, pursuant to a letter dated June
22, 2009, BGI demanded that Challenger issue it a notice respecting a right of
first refusal it alleged was triggered by the execution of the Arrangement
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(e)

Q)

(2
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Agreement pursuant to the Article 12 of the JOA (the “Mini-ROFR”). Challenger
and CSEI disputed BGI’s assertion that the execution of the Arrangement
Agreement triggered the Mini-ROFR. Correspondence on this point is attached as
Exhibits “A”, “B”, “C”, and “D” to the Affidavit of Coleen Lambert sworn in this
Action on July 9, 2009;

Pursuant to the Order granted by the Court on July 10, 2009 (the “Arrangement
Approval Order”), the execution of the Arrangement Agreement by CSEI and
Challenger was authorized and approved and BGI was given a deadline to bring a

Motion to determine whether or not the Mini-ROFR exists;

Orders were granted by the Court on July 10, 2009 in the CCAA proceedings

respecting Challenger (the “Challenger Proceedings”) which, inter alia;

(1) authorized and approved the execution of the Arrangement Agreement by

CSEI and Challenger;

(ii) extended the stay of proceedings in the Challenger Proceedings to
September 15, 2009; and

(i)  directed that Challenger call and conduct a meeting of its shareholders on
August 7, 2009 for the purposes of considering a plan of arrangement in

the Challenger Proceedings;

The claims procedure initiated to determine all creditor claims against Canadian
Superior pursuant to the Claims Procedure Order granted by the Court on May 22,
2009 (the “Claims Procedure”) continues to advance. The Claims Bar Date (as
defined in the Claims Procedure Order) expired on June 23, 2008 and Canadian
Superior issued Notices of Acceptance or Rejection with respect to each claim
submitted in the Claims Procedure by July 14, 2009, as was required under the
Claims Procedure Order. The Claims Procedure will be discussed in further detail

below; and



(h) Pursuant to a letter from McCarthy Tetrault dated July 14, 2009, Challenger
advised CSEI that it had accepted CSEI’s Bridge Facility claim in the amount of
$14,106,840.35 CDN and conditionally accepted its JIB claim in the amount of
$29,433,014.46 USD in the Challenger Proceedings.

BGI

5. CSEI and the Trinidad and Tobago Ministry of Energy and Energy Industries (the
“Minister”) are parties to a Production Sharing Contract (“PSC”) dated July 20, 2005.
The PSC permitted CSEI to explore, appraise, develop, and produce hydrocarbons in
Block 5(c).

6. CSEI and Challenger are parties to an Amended and Restated Participation Agreement
dated December 30, 2005 (the “Participation Agreement”). Pursuant to the terms of the
Participation Agreement, Challenger acquired certain rights and interests in relation to

Block 5(c).

7. CSEI and BGI executed a Farm-In Agreement dated August 11, 2007, (the “Farm-In
Agreement”) related to Block 5(c). Pursuant to the Farm-In Agreement, CSEI assigned
an undivided 30% Participating Interest (as defined in the JOA, defined below) in the
PSC to BGL. The Minister consented to CSEI’s said assignment to BGI. CSEI retained
an undivided 70% Participating Interest in the PSC.

8. CSEI, Challenger and BGI are parties to a Joint Operating Agreement dated August 11,
2007 (the "JOA") with respect to the joint exploration, appraisal, development,
production and disposition of hydrocarbons from Block 5(c). CSEI was initially the
designated Operator under the JOA.

9. On February 6, 2009, BGI issued a Notice of Default to CSEI pursuant to Article 8 of the
JOA. Concurrently, BGI also issued to CSEI a Notice of Removal of Operator. On
February 8, 2009, pursuant to Article 18 of the JOA, BGI filed a Request for Arbitration
with CSEI as it alleged that CSEI breached Article 4 and 8 of the JOA (the
“Arbitration”).
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10.

11.

12.

13.

On February 11, 2009, upon the application of BGI, this Honourable Court granted an
Order (the “Receivership Order”) appointing Deloitte & Touche Inc. as Interim Receiver
(the “Receiver”) of the 70% Participating Interest in Block 5(c) that is held in CSEI’s

name.

The Receivership Order granted the Receiver a first charge over Block 5(c) and, in
conjunction with subsequent Orders, authorized the Receiver to borrow money to fund
the Receivership. The Receiver has borrowed such funds from BGI against Receiver
certificates. The Receiver has, in turn, a claim against Canadian Superior for the

expenses it incurs with respect to Block 5(c) secured by the aforesaid first charge.

On March 10, 2009, CSEI filed a Response and Counterclaim in the Arbitration, which
was not stayed by the Initial Order granted by the Court in this Action on March 5, 2009.

Since July 15, 2009, representatives of CSEI have been engaged in continuing
negotiations with representatives of BGI with the objective of resolving all issues
between the two corporations in relation to Block 5(c), these CCAA proceedings, the
Receivership, the intended merger with Challenger, and the Arbitration (defined below).
As at the date of this Affidavit, I can cautiously state that those negotiations are
proceeding very well and are now awaiting the drafting of a settlement and other
agreements between the parties. CSEI is hopeful that it will be able to report the results of
those negotiations to the Court shortly.

The Arrangement Agreement — Shareholders’ Meeting

14.

15.

When the application for the Arrangement Approval Order was heard, the Court
expressed the view that CSEI’s shareholders should be consulted with respect to the
Arrangement. As a result, CSEI has resolved to add the Arrangement Agreement to the
agenda for CSEI's Annual and Special Meeting, to be held on September 1, 2009 (the
“ASM”). CSET’s shareholders will thereby be given the opportunity to consider and vote

on the Arrangement.

Prior to the ASM, CSEI will provide its shareholders with an information circular (the

“Circular”) providing information relevant to the Arrangement.
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16.

The Arrangement Agreement — Disclosure Letters

At the application for the Arrangement Approval Order, the Court expressed concern that
the disclosure letters of CSEI and Challenger referred to in the Arrangement Agreement
(the “Disclosure Letters”) were not part of the record before the Court. They are now
posted on the website of the Monitor. Copies of the Disclosure Letters are attached

hereto and marked as Exhibits “A” and “B”, respectively.

The Claims Procedure

17.

18.

At the Claims Bar Date, Canadian Superior received 554 unsecured claims for a total
amount of $140,219,528 CDN, and 59 secured claims for a total amount of $100,169,896
CDN. In accordance with the Claims Procedure Order, Canadian Superior was obligated
to issue a Notice of Acceptance or Notice of Dispute by July 14, 2009 with respect to
each claim received. Canadian Superior has, by issuing a Notice of Acceptance or a
Notice of Dispute partially accepting a claim, accepted claims of 484 unsecured creditors
in a total amount of $24,402,212 CDN and of 33 secured creditors in a total amount of
$39,010,807 CDN.  The total amount of accepted claims is accordingly $63,413,019
CDN. Canadian Superior has issued a Notice of Dispute wholly or partially disputing the
claims of 214 unsecured creditors in a total amount of $115,817,315 CDN and of 38
secured creditors in an amount of $61,159,088 CDN. The total amount of disputed
claims is accordingly $176,964,403 CDN.  Some creditor’s claims were partially
disputed and partially accepted and, as a result, there are more Notices of Acceptance and

Notices of Dispute issued than claims initially received by Canadian Superior.

Attached hereto and marked as Exhibit “C” is a Consolidated Summary of Claims (the
“Claims Summary”). The Claims Summary provides a general breakdown of the secured
and unsecured claims that have been disputed by Canadian Superior, along with reasons
for Canadian Superior’s dispute. Canadian Superior believes that, of the $115,817,315 in
unsecured claims and $61,159,088 in secured claims that it has disputed, its maximum
liability, upon resolution of all disputed claims, will be no higher than $30,000,000 (the

“Maximum Disputed Liability”). Canadian Superior has discussed the Maximum
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19.

20.

21.

22

Disputed Liability with the Monitor, and believes that the Monitor is satisfied that such

assessment is reasonable.

Canadian Superior has received some Notices of Objection from creditors objecting to
Notices of Dispute, and I expect more will be forthcoming prior to the deadline of July
28,2009. It is Canadian Superior’s intention to have all disputed claims either settled by
negotiation or brought before the Court for adjudication on an expedited basis. Canadian
Superior has also received notice of some late claims, and will seek to schedule a date for
the hearing of those late claims where claimants seek leave to file claims after the expiry
of the Claims Bar Date. The total amount involved in such late claims is approximately

$400,000 CDN.

Canadian Superior’s asset base exceeds $350,000,000 CDN. I base this assessment on
the value of the 45% Participating Interest in Block 5(c) as indicated by the Sale
Agreement ($142,500,00 USD), the value of the 25% Participating Interest in Block 5(c)
extrapolated from the Sale Agreement ($79,000,000 USD), and upon a confidential offer
received for Canadian Superior’s western Canadian assets ($110,000,000 CAD).

Based upon the records of Canadian Superior and the amount of claims accepted in the
Claims Procedure, Canadian Superior estimates that the amount which would be payable
by it on implementation of the Plan of Arrangement to be filed, would be in the region of
about $130,000,000 CDN. Such amount includes, in addition to the total accepted claims
0f $63,413.019 CDN, the estimated amounts which would be payable to the Receiver and

an allowance for some of the claims included in the Maximum Disputed Liability.

The net proceeds of the Sale (after allowing for an amount of $20,000,000 which will be
retained by BGI and fees payable to financial advisors), plus VAT refunds received by
CSEI and held by the Monitor, plus a new credit facility of $45,000,000 CDN, will total
approximately $175,000,000 CDN. Canadian Superior accordingly believes that it

continues to have good prospects of paying in full all its creditors with proper claims.
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Anticipated Timeline

23. The following is an updated tentative timeline which Canadian Superior hopes to adhere

to in completing its restructuring:

(2)

(b)

(c)

(d)

(e)

)

(&

()

(1)
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July 27, 2009

July 28, 2009

August 7, 2009

August 11, 2009

August 17, 2009

September 1, 2009

September 11, 2009

September 14, 2009

September 15, 2009

The Mini-ROFR application will be heard (if necessary);

Last day for creditors with disputed claims to serve Notices

of Objection on Canadian Superior;

The Challenger shareholder’s meeting will be held to vote

on the Arrangement;

Last day for creditors with disputed claims to file Notices

of Motion with the Court to determine disputed claims;

An application is to be made to the Court by Canadian
Superior to convene a meeting of its creditors and to
circulate the joint CCAA Plan of Arrangement for

Canadian Superior and Challenger;

The Annual General Meeting of CSEID’s shareholders will
be held and votes will be held respecting the Arrangement

and the Board of Directors;

The meeting of creditors of Canadian Superior will be held

to vote on the joint CCAA Plan of Arrangement;

An application is to be made to the Court by Canadian
Superior for a Final Sanction Order respecting the joint
Plan of Arrangement and an Order vesting 45% of Block
5(c) in BGI,

Plan Implementation Date




Consent of the Minister

24.

BGI has, in consultation with CSEI, identified the intended process for obtaining consent
of the Minister for the transfer of a 45% Participating Interest in Block 5(c) to BGL. 1t is
intended that all reasonably available efforts will be made to endeavor to obtain that

consent by September 15, 2009.

Ongoing Capital Requirements

25.

26.

27.

28.

As stated in my Confidential Affidavit sworn in this Action on May 1, 2009, Canadian
Superior is intending to obtain between $50,000,000 to $70,000,000 USD to finance its

ongoing operations upon exiting CCAA protection.

As arequirement of the Sale Agreement, CSEI is to allocate $20,000,000 USD of the sale
proceeds stemming from the Sale, to be held in trust, at interest, by BGI in its capacity as
the Operator of Block 5(c), to secure ongoing obligations of CSEI in relation to its
retained 25% Participating Interest in Block 5(c) following the Arrangement with
Challenger. In addition, CSEI is to secure $40,000,000 USD, in additional capital to the
$20,000,000 USD being held in trust, through bank lines, an equity financing or other

form of capital.

Through Jennings Capital Inc., financial advisor to the Independent Committee, CSEI is
negotiating a loan arrangement with a Canadian chartered bank. To date a confidential
draft term sheet has been delivered and funds have been paid by CSEI to that bank to
cover its initial engineering due diligence costs. At this stage, CSEI understands that the
company was approved as a “new name”, and the loan application has been submitted to
the bank’s Risk Management Group. CSEI is reasonably confident that such loan
arrangements can be completed so as to give it funding in the range of $40,000,000 USD.

In addition to the said bank funding, CSEI may raise additional amounts by way of equity
financing, the precise terms of which have not yet been finalized. Whether those intended
equity funds are raised or not, CSEI is confident that it will satisfy the capital requirement
under the Sale Agreement to allow it to complete the Sale so as to be able to emerge from

CCAA protection as intended.
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