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DARIAN RESOURCES LTD. (the "Company"), for value received, hereby acknowledges itself
indebted and promises to pay to JULMAR HOLDINGS LTD. (the "Holder") of Calgary, Alberta,
subject to such earlier repayments as may be required hercunder, the principal amount of SIX MILLION
TWO HUNDRED AND FIFTY THOUSAND DOLLARS ($6,250,000) (the "Principal Amount") in
lawful money of Canada on surrender of this Convertible Debenture at the registered office of the
Company in the City of Calgary, Alberta (unless this Convertible Debenture shall have been previously
repaid or converted in accordance with the provisions hercof) and to pay interest on the Principal Amount
outstanding from time to time from the date of this Convertible Debenture or from the last interest
payment date to which interest has been paid on this Convertible Debenture, whichever is later, at the
nominal rate equal to the "ATB Prime Rate" (as defined below) plus three (3%) per cent per annum,
compounded annually (after as well as before each of maturity, default and judgment). Such interest shall
be calculated and payable in accordance with Article 2 hereof and interest on overdue interest shall be
calculated, and shall be due and payable, in like money in the same manner and at the same time and
place as set out in Article 2. This Convertible Debenture creatces a security interest in the property of the
Company.

ARTICLE 1
INTERPRETATION

1.1 Definitions

In this Convertible Debenture, unless there is something in the subject-maticr or context
inconsistent therewith:

"ATB Prime Rate" means the floating annual ratc of interest established from time to time by
ATB Financial as the reference rate it will use to dctermine rates of interest charged on Canadian
dollar loans made to its customers in Canada and designated as its "prime rate";

"Board Composition Arrangement" means that ccrtain agreement between thc Ilolder and the
Company dated September 29, 2008 pursuant to which the Holder has the right to name two (2)
of the directors to the board of directors of the Company, which board shall either be comprised
of five (5) total directors, or six (6) total directors with the chairman having the swing vote;

"Business Day" means a day which is not a Saturday, Sunday or civic or statutory holiday in
Calgary, Alberta;

"Capital Reorganization" has the meaning attributed thereto in section 5.3;

"Collateral" has the meaning attributed thereto in scction 3. I;

"Common Shares" means common shares in the capital of the Company as such shares cxist at
the close of business on the date of execution and delivery of this Convertible Debenture or,

upon any subdivision or consolidation of the Common Shares, the shares resulting therefrom or,
upon the occurrence of a Capital Reorganization, thc shares and/or other sccuritics and/or
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property substituted for the Common Shares or into which Common Shares arc reclassified or
changed;

"Company's Auditors" or "Auditors of the Company" means an independent firm of chartercd
accountants duly appointed as auditors of the Company;

"Contractual Rights" has the meaning attributed thercto in section 3.8;
"Conversion Date" has the meaning attributed thercto in subsection 5.2(b);

"Conversion Price” means the price of $1.75 per Common Share at which this Convertible
Debenture shall be convertible into Common Shares;

"Conversion Privilege" means the right to convert this Convertible Debenturc into Common
Shares as provided in Article 5;

"Convertible Debenture" means this secured convcrtible debenture of the Company, as the same
may be amended, restated or replaced from time to time;

"Credit Documents" has the meaning attributed thereto in section 3.2;

"Event of Default" has the meaning attributed thercto in Article 7;

"Governmental Body" means any government, parliament, legislature, or any regulatory
authority, agency, commission or board of any government, parliament or legislature, or any
court of (without limitation to the foregoing) any other law, regulation or rule-making entity
(including, without limitation, any central bank, fiscal or monetary authority or authority
regulating banks), having or purporting to have jurisdiction in the relevant circumstances, or any
Person acting or purporting to act under the authority of any of the foregoing (including, without

limitation, any arbitrator);

"Holder" initially means Julmar Holdings Ltd. and thereafier means any other permitted holder
of this Convertible Debenture;

"Indebtedness" means the Principal Amount together with any and all interest and other amounts
or charges owing by the Company to the Holder and outstanding from time to timc;

"Interest Rate" means the ATB Prime Rate from time to time plus three (3%) percent per
annum;

"Issue Date" means the date of issue of this Convertiblc Debenture;
"Maturity Date" means September 29, 2011.
"Obligations" has the meaning attributed thereto in scction 10.3;

"Permitted Liens" means the liens, encumbrances and security interests listed and described in
Schedule "C" attached hereto;

"Person" or "person" means any individual, corporation or company, partnership, joint venture,
syndicate, sole proprietorship, trust, trustee, executor, administrator or other legal representative
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or an unincorporated organization, government or governmental authority or entity and pronouns
have a similarly extended meaning;

"Primary Indebtedness" means the principal of and the interest on indebtedness of the Company
outstanding to Alberta Treasury Branches, whether outstanding on the date of this Convertible
Debenture or thereafter created and incurred by the Company, for money borrowed by the
Company from Alberta Treasury Branches;

"Request to Repay" has the meaning attributed thereto in section 6.1;
"Security Interest" has the meaning attributed thereto in section 3. 1;
"Shaw Family" means any lineal descendant of JR Shaw;

"Shaw Family Group of Companies" means any companies or other entities in which JR Shaw
or any of his lineal descendants, or any combination thcreof, holds a controlling interest; and

"Subsidiary” means any corporation which is or hereafter becomes directly or indirectly
controlled by the Company and for the purposes of this definition, the Company shall be deemed
to control a corporation if the Company beneficially owns, directly or indirectly, shares to which
are attached more than 50% of the voting rights ordinarily exercisable at meetings of shareholders
of such corporation, and the Company shall be decmed to own beneficially sharcs beneficially
owned by a corporation controlled by it and so on indcfinitely.

1.2 Headings and Gender

The division of this Convertible Debenture into Articles, sections, subsections and clauses, and
the insertion of headings are for convenience of referencc only and shall not affect the construction or
interpretation hereof. Words importing the singular number include the plural and vice versa and words
importing gender include the neuter, feminine and masculinc genders.

1.3 Applicable Law

This Convertible Debenture shall be governed by and construed in accordance with the laws of
the Province of Alberta and the laws of Canada applicable therein. The parties hereto submit to the
exclusive jurisdiction of the courts in the Province of Alberta. The parties agree that any litigation
between the parties which arises pursuant to or in connection with this Convertible Debcenture, or any of
its provisions, shall be referred to the courts in the Province of Alberta and shall not bc referred to the
courts in any other jurisdiction.

14 Business Day

In the event that any day on or before which any action is required to be taken hercunder is not a
Business Day, then such action shall be required to be takcn on or before the requisitc time on the next
succeeding day that is a Business Day.

1.5 Monetary Reference

Any reference in this Convertible Debenture to "Dollars”, "dollars" or "$" shall be deemed to be a
reference to lawful money of Canada.,
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1.6 Invalidity of Provisions

Each of the provisions contained in this Convertible Debenture is distinct and severable and a
declaration of invalidity or unenforceability of any such provision by a court of compctent jurisdiction
shall not affect the validity or enforceability of any other provision hereof or thereof.

ARTICLE 2
PRINCIPAL AND INTEREST

2.1 Principal

The Company shall pay to the Holder the Principal Amount, or such portion of the Principal
Amount as may be outstanding at the time, on the Maturity Date as set forth hercin (unless this
Convertible Debenture shall have been previously repaid or converted in full in accordance with the
provisions hereof).

2.2 Interest

Interest shall accrue from the Issue Date hereof or from the last interest payment date to which
interest on this Convertible Debenture shall have been paid in full to such date, on the outstanding
Principal Amount of this Convertible Debenture at the Interest Rate (after as well as before each of
maturity, default and judgment) payable monthly in arrears on the last day of each month commencing on
October 31, 2008.

2.3 Payment of Interest and Principal

As interest or principal become due on this Convertible Debenture, the Company shall send by
prepaid ordinary mail a cheque for such interest and principal payable to the then registercd lolder of this
Convertible Debenture and addressed to such Holder at its last address appearing on the register. The
forwarding of such cheque shall satisfy and discharge the liability for interest and principal on this
Convertible Debenture to the extent of the sum represented thereby unless such cheque be not paid at par
on presentation.

2.4 Cancellation of Convertible Debenture

Upon full payment, repayment and/or conversion of the outstanding Principal Amount of, and
any accrued but unpaid interest on, this Convertible Debenture, together with any and all other amounts as
may be outstanding hereunder, this Convertible Debenturc shall be cancelled and destroyed by the
Company and no Convertible Debenture shall be issued in substitution therefor.

ARTICLE 3
SECURITY

3.1 Security

As general and continuing collateral security for the due payment of the Principal Amount,
interest and all other monies payable hereunder or from time to time secured hereby and as security for
the performance and observance of the covenants and agrccments on the part of the Company herein
contained, but subject to Permitted Liens, the Company hereby mortgages and charges in favour of the
Holder, as and by way of a second floating charge, all of the Company's present and aficr-acquired real
property wherever situate, and grants in favour of the Holder a second priority security interest in and to
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all of the Company's present and after-acquired personal property (both tangible and intangible) of every
nature and kind and wherever situate. In this Convertible Dcbenture, the mortgages, charges and security
interests hereby constituted are called the "Security Interest" and the subject matter of the Security
Interest is called the "Collateral". The payment of the Obligations is hereby expressly subordinated and
postponed in right of payment to the prior payment in full of the Primary Indebtedness, and any and all
Security Interests now or hereinafter held by the Holder in connection with the Obligations or any part
thereof are hereby and shall hereafter be subordinated to any and all security interests now or hereaficr
held in respect of and securing the Primary Indebtedness or any part thereof.

3.2 Business in the Ordinary Course

Until the Security Interest becomes enforceable, the Company, subject to the terms of this
Debenture and any other agreements, instruments, notes, dcbentures and other documents entered into
from time to time between the Company and the Holder (collectively, the "Credit Documents"), may
dispose of or deal with the Collateral in the ordinary coursc of its business and for the purpose of carrying
on the same, so that purchasers thereof or parties dealing with the Company take title thereto free and
clear of the Security Interest. In the event of any such disposition in the ordinary coursc of business, the
Holder will, at the written request of the Company which will include a certificate of the Company stating
that such Collateral is being dealt with or disposed of in accordance with this Section 3.2, release it’s
Security Interest over the Collateral which has been disposcd.

3.3 Leases

The Security Interest will not extend or apply to the last day of the term of any lease of real
property or agreement therefor, but upon the enforcement of the Security Interest, the Company will stand
possessed of such last day in trust to assign the same at the dircction of the Holder to any Person.

34 Crystallizing the Security

Without limiting its rights hereunder to crystallize the Security Interest in any other manner, the
Holder may, at its option, crystallize the Security Interest in respect of all or a portion of the Collateral by
(a) giving notice to the Company of, and (b) registering this Debenture, or a caveat, sccurity notice,
financing statement or other instrument in respect of this Dcbenture, at any public registry or other office
maintained for the purposes of registering fixed and specific mortgages and charges, security interests and
other like interests, and after such crystallization, the Security Interest in respect of such Collateral that is
the subject of the registration shall constitute a fixed and specific mortgage and charge and security
interest to and in favour of the Holder, its successors and assigns, in respect of such Collateral, and the
Company shall not thereafter dispose of or otherwise deal with such Collateral without the consent of the
Holder. The Company shall execute such further documents and do all acts reasonably rcquested by the
Holder to give effect to the foregoing.

35 After Acquired Property
The Security Interest created by this Debenture is intended to attach:
(a) to the existing Collateral when the Company signs this Debenture; and

) to Collateral subsequently acquired by the¢ Company, immediately upon the Company
acquiring any rights in such Collateral.
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The Holder and the Company do not intend to postponc the attachment of any sccurity created by
this Debenture.

3.6 Continued Performance

Notwithstanding the provisions of this Debenture, (i) the Company shall remain liable to perform
all of its duties and obligations in regard to the Collateral (including, without limitation, all of its duties
and obligations arising under any leases, licenses, permits, reservations, contracts, agreements,
instruments, contractual rights and governmental orders, authorizations, licenses and permits now or
hereafter pertaining thereto) to the same extent as if this Debenture had not been cxecuted, (ii) the
exercise by the Holder of any of its rights and remedies under or in regard to this Debenture shall not
release the Company from such duties and obligations, and (ii1) the Holder shall have no liability for such
duties and obligations by reason only of the execution and dclivery of this Debenture.

3.7 Discharge

The Holder is the party entitled to receive all amounts payable hereunder and to give a discharge
hereof.

3.8 Contractual Rights

The Security Interest does not and will not extend to, and the Collateral will not include, any
agreement, right, franchise, licence or permit (the "Contractual Rights") to which thc Company is a
party or of which the Company has the benefit, to the extcnt that the creation of the Sccurity Interest
would constitute a breach of the terms of or permit any Person to terminate the Contractual Rights, but the
Company will hold its interest therein in trust for the Holder and will assign such Contractual Rights to
the Holder forthwith upon obtaining the consent of the other party or parties thereto.

ARTICLE 4
SUBORDINATION

4.1 Agreement to Subordinate

The Company covenants and agrees, and the Holder by its acceptance hereof likcwise covenants
and agrees, that the payment of the Indebtedness is hereby cxpressly subordinated, to the cxtent and in the
manner hereinafter set forth, in right of payment to the prior payment in full of all Primary Indebtedness.

4.2 Subrogation of Convertible Debenture

Subject to the payment in full of all Primary Indcbtedness, the rights of thc llolder shall be
subrogated to the rights of the holders of the Primary Indebtcdness to receive payments on account of the
Primary Indebtedness or to receive distributions of assets of the Company for application to the Primary
Indebtedness, to the extent of the application to the Primary Indebtedness of monies or other assets which
would have been received by the Holder but for the provisions of this Article 4, until the Holder shall be
paid in full. No such subrogation shall be deemed to be a payment by the Company to or on account of
the Holder, it being understood that the provisions of this Article 4 are solely for the purpose of defining
the relative rights of the Holder on the one hand, and the holder of the Primary Indebtedncss, on the other
hand. Nothing contained in this Convertible Debenture is intended to or shall impair, as between the
Company and its creditors (other than the holder of Primary Indebtedness and the Holder), the obligation
of the Company, which is unconditional and absolute, to pay to the Holder the Indebtcdness and other
amounts payable under this Convertible Debenture as and when the same shall become duc and payable
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in accordance with their terms, or to affect the relative rights of the Holder and creditors of the Company
(other than the holder of the Primary Indebtedness), nor shall anything in this Convertible Debenture
prevent any Holder from exercising all remedies otherwisc permitted in this Convertible Debenture and
by applicable law upon default under this Convertible Dcbenture, subject to the rights, if any, of the
holder of the Primary Indebtedness, if any, in respect of cash, property or securities of the Company
received upon the exercise of any such remedy.

4.3 No Payment to Holder if Primary Indebtedness Due or in Default

@) Upon the maturity of any Primary Indcbtedness by lapse of time, acceleration or
otherwise, then, except as otherwise provided in section 4.5, all principal of and
premium, if any, and interest on such Primary Indebtedness shall first be paid in full, or
shall first have been duly provided for, before any payment under this Convertible
Debenture is made.

(b) Upon the happening of an event of default with respect to any Primary Indcbtedness, as
defined therein or in the instrument under which the same is outstanding, permitting the
holders thereof to accelerate the maturity thereof, then, unless and until such event of
default shall have been cured or waived or shall have ceased to exist, no payment (by
purchase of this Convertible Debenture or otherwise) shall be made by the Company
with respect to this Convertible Debenture.

©) The fact that a payment hereunder is prohibited by this section 4.3 shall not prevent the
failure to make such a payment from being an Event of Default under this Convertible
Debenture.

4.4 Distribution on Dissolution, Winding-Up, Liquidation or Reorganization

Upon any distribution of assets of the Company on any dissolution, winding-up, total liquidation,
bankruptcy, insolvency or receivership of the Company:

(a) the holder of all Primary Indebtedness shall be entitled to receive payment in full of the
principal of such Primary Indebtedness and the interest and premium (if any) due thereon
before the Holder is entitled to receive any payment upon the Indebtedncss cvidenced by
this Convertible Debenture;

(b) any payment or distribution of assets of the Company of any kind or character, whether
in cash, property or securities, to which the Holder would be entitled cxcept for the
provisions of this Article 4, shall be paid by the liquidating trustee or agent or other
person making such payment or distribution (whether a trustee in bankrupicy, a receiver
or liquidating trustee or otherwise), directly to the holder of the Primary Indebtedness or
its representatives or trustees, as its intercsts may appear, to the extent nccessary to pay
in full all Primary Indebtedness remaining unpaid after giving effect to any concurrent
payment or distribution to the holder of such Primary Indebtedness; and

(©) in the event that, notwithstanding the forcgoing, any payment or distribution of assets of
the Company of any kind or character, whether in cash, property or sccurities, shall be
received by the Holder under the above-noted dissolution, winding up, total liquidation,
bankruptcy insolvency or receivership of the Company on account of this Convertible
Debenture before all Primary Indebtedness is paid in full, such payment or distribution
shall be held in trust for the benefit of and shall be paid over to thc holder of such
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Primary Indebtedness or its representatives or trustees, as its interest may appear, for
application to the payment of all Primary Indebtedness remaining unpaid until all
Primary Indebtedness shall have been paid in full after giving effect to any concurrent
payment or distribution to the holders of such Primary Indebtedness.

Upon any distribution of assets of the Company rcicrred to in this section 4.4, the Holder shall be
entitled to rely upon a certificate of the liquidating trustee or agent or other person making the distribution
for the purpose of ascertaining the persons entitled to participate in such distribution, including the holder
of the Primary Indebtedness of the Company, the amount thereof or payable thereon, the amount paid or
distributed thereon and all other facts pertinent thereto or to this section 4.4.

4.5 Payment of Convertible Debentures Permitted
Notwithstanding sections 4.2 and 4.4 or any other provision of this Convertible Dcbenture:

(a) the Company may make payments in respcct of this Convertible Debenturc pursuant to
Article 6 even though at the time such payments are made circumstanccs described in
section 4.3 which, but for this subsection, would prohibit such payments shall have
occurred or be continuing or an event of dcfault shall have occurred and be continuing, if
notice of repayment shall have been given prior to such circumstances or such event of
default occurring; and

(b) unless and until written notice shall be given to the Holder by or on behalf of the holder
of Primary Indebtedness, notifying the lolder of the happening of an cvent of default
with respect to such Primary Indebtedness or of the existence of any other facts which
would result in the making of any payment with respect to this Convertible Debenture to
be in contravention of the provisions of this Article 4, the Holder and thc Company shall
be entitled to assume that no such event of default has occurred or that no such facts
exist; and, with respect to any monies which may at any time be received by the Holder
pursuant to any provision of this Convertible Debenture prior to the receipt by the Holder
of such written notice, nothing in this Convertible Debenture shall prevent the Holder
from applying such monies to the purposes for which the same werc so received,
notwithstanding the occurrence or continuancc of an event of default or other facts with
respect to such Primary Indebtedness.

4.6 Subordination not to be Impaired

No right of the holder of Primary Indebtedness or its representative or trustcc to enforce
subordination as herein provided shall at any time in any way be prejudiced or impaircd by any act or
failure to act on the part of the Company or such holder, or by any non-compliance by thc Company with
the terms, provisions and covenants of this Convertible Dcbenture regardless of any knowledge thereof
which such holder may have or be otherwise charged with.

ARTICLE 5
CONVERSION

5.1 Conversion Privilege and Conversion Price
Subject to and upon compliance with the provisions of this Article 5, the Holdcr shall have the

right, at such Holder’s option, at any time or times on or bcfore the Maturity Date to convert the Principal
Amount or any portion thereof then outstanding under this Convertible Debenture into fully paid and non-
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assessable Common Shares at the Conversion Price. The number of Common Shares to bc received by the
Holder on conversion shall be determined by dividing the portion of the Principal Amount being
converted by the Conversion Price.

5.2 Manner of Exercise of Right to Convert

(a) In order to exercise the Conversion Privilege, the Holder shall, within the time specificd
in section 5.1, surrender such Convertiblec Dcbenture to the Company at its registercd
office in the City of Calgary, Alberta accompanied by a written noticc (which shall be
irrevocable) in the form of the "Notice of Election to Convert" attached to this
Convertible Debenture as Schedule "A", duly signed by the Holder or the Holder’s
executors, administrators or other legal representatives or the Holder’s attorney duly
appointed by an instrument in writing in form and execution satisfactory to the Company
stating:

(i) that the Holder elects to convert the then outstanding Principal Amount under
this Convertible Debenture or a specificd portion thereof;

(ii) the names (with addresses) in which the Common Shares issuable upon such
conversion are to be registered, provided that the Holder shall only be cntitled to
direct the registration of its entitlcment to the Common Sharcs in a manner
permitted by applicable securities lcgislation;

(iii)  the address or addresses to which the certificate or certificates representing the
Common Shares issuable upon convcersion is or are to be delivered; and

(iv) upon surrender of the "Notice of l:lcction to Convert" in accordance with section
5.2(a) above, the Holder or its permitted nominees shall be entitled to be entered
in the books of the Company as at the Conversion Date, as dcfined below (or
such later date as is specified in subscction 5.2(b)) as the holder or holders of the
number of Common Shares into which this Convertible Dcbenture was
converted, in accordance with the provisions of this Article 5, and as soon as
practicable thereafter, the Company shall deliver to the Holder clecting to convert
or, subject as aforesaid, its nominces or assignees, a certificatc or certificates
representing the number of Common Shares comprising the number of Common
Shares into which all or any portion of the Principal Amount hcreof has been
converted to the address or addresses indicated in the "Notice of Election to
Convert".

b) For the purposes of this Article 5, this Convertible Debenture shall be decemed to be
surrendered for conversion on the date (thc "Conversion Date") on which it is so
surrendered in accordance with the provisions of this Article S and, if surrendered by
mail or other means of delivery, on the datc on which it is received by the Company,
provided that if this Convertible Debenturc is surrendered for conversion on a day on
which the register of Common Shares is closed, the Person entitled to rceeive Common
Shares shall become the holder of record of such Common Shares as at the date on which
such register is next reopened.

(c) In the event of any partial conversion of this Convertible Debenture, the Holder shall,
upon the exercise of the Conversion Privilege, surrender this Convertible Debenture to
the Company, and the Company shall cancel the same and shall, without charge,
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forthwith certify and deliver to the Holder a new Convertible Debenture in an aggregate
Principal Amount equal to the unconverted part of the Principal Amount of this
Convertible Debenture outstanding and so surrendered upon the samec terms and
conditions as this Convertible Debenture.

(d) If this Convertible Debenture is surrendcred for conversion in accordance with this
section 5.2, the Holder shall be entitled to reccive accrued and unpaid interest in respect
of the Principal Amount converted only for the period up to the Conversion Date, such
interest to be paid within 30 days of the Conversion Date in accordance with section 2.2.

©) Notwithstanding anything herein containcd, Common Shares will only be issued and
registered upon conversion of this Convertible Debenture in compliance with the
securities laws of any applicable jurisdiction and, without limiting the generality of the
foregoing, in the event that this Convertible Dcbenture is converted prior to the expiry of
any applicable hold period under applicable securities legislation, the certificates
representing the Common Shares thereby issucd will bear such legend as may, in the
opinion of counsel to the Company, be nccessary in order to avoid a violation of any
securities laws of any province of Canada or of the United States or to comply with the
requirements of any stock exchange on which the Common Shares arc listed, provided
that if, at any time, in the opinion of counscl to the Company, such legends are no longer
necessary in order to avoid a violation of any such laws, or the Holder of any such
legended certificate, at the Holder’s expense, provides the Company with evidence
satisfactory in form and substance to the Company (which may includc an opinion of
counsel satisfactory to the Company) to the cffect that such Holder is cntitled to sell or
otherwise transfer such Common Shares in a transaction in which such lcgends are not
required, such legended certificate may thcreafter be surrendered to the Company in
exchange for a certificate which does not bear such legend.

53 Adjustment of Conversion Price

If and whenever at any time after the date hereof, and prior to the Conversion Date, there is a
reclassification of the Common Shares at any time outstanding or other change of thec Common Shares
into other shares or into other securities, whether of the Company or of another body corporate, or other
capital reorganization, or a consolidation, amalgamation or mcerger of the Company with or into any other
corporate or other entity (other than a consolidation, amalgamation or merger which docs not result in any
reclassification of the outstanding Common Shares or a change of the Common Shares into other shares),
or a transfer of the undertaking or assets of the Company as an entirety or substantially as an entirety to
another corporation or other entity in which the holders of Common Shares are entitled to receive shares,
other securities or other property or a share split or other subdivision of the issued and outstanding
common shares into a greater number of common shares or a payment of a dividend on the common
shares other than in the ordinary course (any of such events being called a "Capital Reorganization"),
the Holder who exercises the Conversion Privilege pursuant to this Convertible Debenture after the
effective date of such Capital Reorganization will be entitled to receive, and will accept for the same
aggregate consideration in lieu of the number of Common Shares to which the Holder was previously
entitled upon such conversion, the aggregate number of shares, other securities or other property which
the Holder would have been entitled to receive as a result of such Capital Reorganization if, on the
effective date thereof, the Holder had been the registered IHolder of the number of Common Shares into
which this Convertible Debenture was convertible immediatcly prior to such Capital Reorganization. The
Company will take all steps necessary to ensure that, on a Capital Reorganization, the Ilolder will, if it
exercises its Conversion Privilege hereto, receive the aggregate number of shares, other sccurities or other
property to which it is entitled as a result of the Capital Rcorganization. Appropriate adjustments will be
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made as a result of any such Capital Reorganization in the application of the provisions sct forth in this
Article 5 with respect to the rights and interests thereafter of the Iolder under this Convertible Debenture
to the end that the provisions set forth in this Article 5 will thereafter correspondingly be made applicable
as nearly as may reasonably be in relation to any shares, other securities or other property thereaficr
deliverable upon the conversion of this Convertible Debenturec.

54 Rules Regarding Calculation of Adjustment of Conversion Price

If within five days of receipt of an Adjustment Notice, as defined below, a Ilolder notifies the
Company in writing that it disputes the content of the Adjustment Notice, or if at any time a shareholder
or other creditor of the Company disputes adjustments provided for in section 5.3, such dispute will be
conclusively determined by the Company’s Auditors, or if they are unable or unwilling to act, by such
other firm of independent chartered accountants as may be sclected by the directors of the Company, and
any such determination will be binding upon the Company, the Holder and shareholders of the Company;
such auditors or accountants will be given access to all nccessary records of the Company. If any such
determination is made, the Company will deliver a certificatc of the Company to the Holder describing
such determination.

55 Notice as to Adjustment

The Company shall from time to time, immediatcly after the occurrence of any cvent which
requires an adjustment or readjustment as provided in scction 5.3, deliver a noticc in writing (an
"Adjustment Notice") to the Holder specifying the nature of the event requiring the samc and the amount
of the adjustment or readjustment necessitated thereby and sctting forth in reasonable detail the method of
calculation and the facts upon which such calculation is based. Such notice and thc amount of the
adjustment specified therein shall, subject to the provisions of section 5.4, be conclusive and binding on
all parties.

5.6 No Requirement to Issue Fractional Common Shares

The Company shall not be required to issue fractional Common Shares upon the conversion of all
or any part of this Convertible Debenture pursuant to this Article 5. The number of whole Common
Shares issuable upon conversion of this Convertible Debenture shall be computed on the basis of the
aggregate Principal Amount of this Convertible Debenture so converted.

5.7 Cancellation of Converted Convertible Debenture

This Convertible Debenture when converted in full shall be forthwith delivered to and cancelled
by the Company and no Convertible Debenture shall be issucd in substitution therefor.

ARTICLE 6
REPAYMENT

6.1 Optional Repayment Restricted

The Company shall not have the right to repay all or any portion of the Principal Amount
hereunder at its option prior to the Maturity Date. If approved by the board of directors of the Company,
the Company may provide written notice to the Holder of its request to make a repayment of all or any
portion of the Principal Amount hereunder at any time prior to the Maturity Date (a "Request to Repay"),
which request the Holder may either accept or reject at its sole discretion. Any such Request to Repay
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shall specify the aggregate Principal Amount of this Convertible Debenture proposed to be repaid, the
date proposed for repayment, the proposed amount to be repaid and the proposed place of payment.

6.2 Payment

Upon a Request to Repay being accepted by the Holder, in its sole discretion, the Principal
Amount of this Convertible Debenture to be repaid shall be and become due and payablc on the date
specified in the Request to Repay, anything therein or hercin 1o the contrary notwithstanding and, from
and after such date, interest upon the Principal Amount so beccoming due and payable shall cease unless
payment of the amount to be repaid shall not be made on surrcnder of this Convertible Dcbenture.

6.3 Cancellation of Repaid Convertible Debenture

Upon this Convertible Debenture being fully repaid by the Company pursuant to this Article 6,
this Convertible Debenture will be cancelled by the Company and not re-issued.

ARTICLE 7
DEFAULT AND REMEDIES

7.1 Events of Default

Each of the following events is herein sometimes called an "Event of Default":

(a)

(b)

(©

(d

(©)

¢

(@

failure by the Company to pay principal outstanding when due, or failurc to pay interest
or fees outstanding within three (3) Busincss Days of when due;

if there is a breach, non-performance or non-observance of any term or condition of this
Convertible Debenture that does not relatc to payment and, if such default is capable of
being remedied and such default is not rcmedied within ten (10) Busincss Days after
notice of its occurrence has been delivercd by the Holder;

if any representation or warranty made hcrcunder or in connection hercwith is materially
false or materially misleading at any timc;

if the Company makes a general assignment {or the benefit of creditors, filcs or presents
a petition, makes a proposal or commits any act of bankruptcy, or if any action is taken
for the winding up, liquidation or thc appointment of any liquidator, trustee in
bankruptcy, custodian, receiver, receiver and manager or any other officer with similar
powers or if a judgment or order shall be cntered by any court approving a petition for
reorganization, arrangement or composition of or in respect of the Company, or if the
Company becomes insolvent or declared a bankrupt;

if the Company ceases or threatens to ccase to carry on business as currently being
carried on by it;

if the Security Interest hereunder is not cnforceable or if the Company shall dispute or
deny any liability or any of its obligations hcreunder;

if any final judgment for the payment of monies in excess of $100,000 is made against
the Company and is not discharged within 30 days after the imposition of such judgment,
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unless the Company has procured a stay of cxccution in respect thercof or has appealed
such judgment and caused the execution thereof to be stayed during such appeal;

(h) if there exists an event the effect of which with lapse of time or the giving of notice will
constitute a default or an event of default under any other agreement for borrowed
money entered into by the Company, including without limitation under and pursuant to
the terms of the Primary Indebtedness;

1) if the Company is in breach of any applicablc law, except to the extent that any failure to
so comply would not reasonably be expected to have a materially adverse cffect on the
Company or its business;

)] if, without the prior written consent of the Holder acting reasonably there should occur
any material change of ownership or control of the Company from that held on the date
hereof; or

k) if there is any breach of the terms of the Board Composition Arrangement.
7.2 Waiver of Default

The Holder may waive, in writing, any breach by thc Company of any of the provisions contained
in this Convertible Debenture or any default by the Company in the observance or performance of any
covenant, agreement or condition required to be kept, obscrved or performed by the Company under the
terms of this Convertible Debenture; provided always that no act or omission of the Ilolder in the
enforcement of any of the provisions contained in this Convertible Debenture shall extend to or be taken
in any manner whatsoever to affect any subsequent breach or default of the rights of the Holder resulting
therefrom.

7.3 Remedies

Subject to section 7.4 hereof and the terms of any Credit Document, upon the occurrence and
during the continuance of any event of default under any Credit Document, the Holder will be entitled to
exercise any of the remedies specified below:

(a) Receiver. The Holder may appoint by instrument in writing one or more receivers,
managers or receiver/manager for the Collatcral or the business and undertaking of the
Company pertaining to the Collateral (thc "Receiver"). Any such Receiver will have, in
addition to any other rights, remedies and powers which a Receiver may have at law, in
equity or by statute, the rights and powers set out in clauses (b) through (d) in this
section 7.3. In exercising such rights and powers, any Receiver will act as and for all
purposes will be deemed to be the agent of the Company and the Holder will not be
responsible for any act or default of any Receiver. The Holder may remove any
Receiver and appoint another from time to time. No Receiver appointed by the Holder
need be appointed by, nor need its appointment be ratified by, or its actions in any way
be supervised by, a court.

(b) Power of Sale. Any Receiver may sell, consign, lease or otherwisc dispose of any
Collateral by public auction, private tendcr, private contract, lease or deferred payment
with or without notice, advertising or any other formality, all of which arc hereby waived
by the Company. Any Receiver may, at its discretion establish the tcrms of such
disposition, including terms and conditions as to credit, upset, reserve bid or price. All
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payments made pursuant to such dispositions will be credited against the Principal
Amount only as they are actually received. Any Receiver may buy in, rescind or vary
any contract for the disposition of any Collateral and may dispose of any Collateral
without being answerable for any loss occasioned thereby. Any such disposition may
take place whether or not the Receiver has taken possession of the Collatcral.

Pay Liens and Borrow Money. Any Rccciver may pay any liability sccurcd by any
actual or threatened lien, pledge, charge, security interest, mortgage or other
encumbrance of any kind against any Collatcral. Any Receiver may borrow money for
the maintenance, preservation or protection of any Collateral or for carrying on any of the
business or undertaking of the Company pertaining to the Collateral and may grant liens,
pledges, charges, security interests, mortgages or other encumbrances of any kind in any
Collateral (in priority to the Security Intcrest) as security for the moncy so borrowed.
The Company will forthwith upon demand rcimburse the Receiver for all such payments
and borrowings and such payments and borrowings will be secured hercby and will be
added to the money hereby secured and bcar interest at the rate set forth in Section 2.2
hereof.

Dealing with Collateral. Any Receiver may seize, collect, realize, disposc of, enforce,
release to third parties or otherwise deal with any Collateral in such manner, upon such
terms and conditions and at such time as it dcems advisable, including without limitation:

@A) to ask, demand, collect, sue for, recover, compromise, reccive and give
acquittance and receipts for moncys due and to become duc under or in
connection with the Collateral;

(ii) to receive, endorse, and collect any drafts or other instruments, documents and
chattel paper in connection with subscction 7.3(d)(i) hereof:

(i) to file any claims or take any action or institute any proccedings which the
Holder may deem to be necessary or desirable for the collection of the Collateral
or to enforce compliance with the terms and conditions of any contract or any
account; and

@iv) to perform the affirmative obligations of the Company hereunder (including,
without limitation, all obligations of the Company pursuant to this Dcbenture and
the Credit Documents).

Carry on Business. The Holder or any Recciver may carry on, or concur in the carrying
on of, any or all of the business or undertaking of the Company and entcr on, occupy and
use (without charge by the Company) any of the premises, buildings, plant and
undertaking of, or occupied or used by, thc Company.

Right to Have Court Appoint a Receiver. The Holder may, at any time, apply to a
court of competent jurisdiction for the appointment of a Receiver, or other official, who
may have powers the same as, greater or lesser than, or otherwise different from, those
capable of being granted to a Receiver appointed by the Holder pursuant to this
Debenture.

Holder May Exercise Rights of a Receiver. In lieu of, or in addition to, cxercising its
rights, remedies and powers under clauses (a), (f) and (h) of this section 7.3, the Holder
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has, and may exercise, any of the rights and powers which are capable of being granted to
a Receiver appointed by the Holder pursuant to this Debenture.

Retention of Collateral. The Holder may clcct to retain any Collateral in satisfaction of
the Principal Amount. The Holder may designate any part of the Principal Amount to be
satisfied by the retention of particular Collatcral which the Holder considers to have a net
realizable value approximating the amount of the designated part of the Principal
Amount, in which case only the designated part of the Principal Amount will be deemed
to be satisfied by the retention of the particular Collateral.

Limitation of Liability. The Holder will not be liable or accountable for any failure to
take possession of, seize, collect, realize, dispose of, enforce or otherwisc dcal with any
Collateral and it will not be bound to institutc proceedings for any such purposes or for
the purpose of reserving any rights, remedics and powers of the Holder, thc Company or
any other Person in respect of any Collatcral. If any Receiver or the Holder takes
possession of any Collateral, neither the Holder nor any Receiver will have any liability
as a mortgagee in possession or be accountablc for anything except actual receipts.

Extensions of Time. The Holder may grant renewals, extensions of time and other
indulgences, accept compositions, grant rclcases and discharges, and otherwise deal or
fail to deal with the Company, debts of thc Company, guarantors, suretics and others and
with any Collateral as the Holder may see fit, all without prejudice to the liability of the
Company to the Holder or the Holder's rights, remedies and powers undcr this Debenture
or under any other Credit Documents.

Validity of Sale. No Person dealing with the Holder or any Receiver, or with any
officer, employee, agent or solicitor of thc Ilolder or any Receiver will be concerned to
inquire whether the Security Interest has become enforceable, whether the right, remedy
or power of the Holder or the Receiver has become exercisable, whether the Principal
Amount remaining outstanding or otherwisc as to the proprietary or rcgularity of any
dealing by the Holder or the Receiver with any Collateral or to see to the application of
any money paid to the Holder or the Receiver, and in the absence of fraud on the part of
such Person such dealings will be deemed, as regards such Person, to be within the rights,
remedies and powers hereby conferred and to be valid and effective accordingly.

Effect of Appointment of Receiver. As soon as the Holder takes posscssion of any
Collateral or appoints a Receiver, all powers, functions, rights and privileges of the
Company including, without limitation, any such powers, functions, rights and privileges
which have been delegated to directors, officers of the Company or committees with
respect to such Collateral will cease, unless specifically continued by the written consent
of the Holder or the Receiver.

No Implied Waiver. The rights of the Holder (whether arising under this Debenture, any
other Credit Document, any other agreemcnt, at law or in equity) will not be capable of
being waived or varied otherwise than by an cxpress waiver or variation in writing, and in
particular any failure to exercise or any dclay in exercising any of such rights will not
operate as a waiver or variation of that or any other such right; any defcctive or partial
exercise of any of such rights will not preclude any other or further exercisc of that or any
other such right, and no act or course of conduct or negotiation on the part of the Holder
or on its behalf will in any way precludc thc Holder from exercising any such right or
constitute a suspension or any variation of any such right.
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(n) Rights Cumulative. The rights, remedics and powers conferred by this Scction 7.3 are
in addition to, and not in substitution for, any other rights, remedies or powers that the
Holder may have under this Debenture, any other Credit Document, at law, in equity, by
or under the Personal Property Security Act (Alberta) or by any other statute or
agreement. The Holder may proceed by way of any action, suit or othcr proceeding at
law or in equity and no right, remedy or power of the Holder will be cxclusive of or
dependent on any other. The Holder may cxercise any of its rights, remcdies or powers
separately or in combination and at any time.

7.4 Application of Amounts Received

The proceeds of realization or enforcement hercunder or any other amount from time to time
received by the Holder or the Receiver will be applied as follows: first, to the payment in full of all
reasonable remuneration, fees and disbursements of the Holder and the Receiver and all rcasonable out-
of-pocket costs, fees and expenses (including, without limitation, reasonable legal fees on a solicitor and
his own client full indemnity basis) incurred by the Holder and any Receiver or other enforcement agent
appointed by the Holder or a court of competent jurisdiction, as the case may be, in conncction with the
collection or enforcement of the Principal Amount owed to the Holder, the enforcement of the Security
Interest or the preservation of the Collateral, including without limitation, keeping in good standing all
mortgages, liens, pledges, charges, security interests or other cncumbrances of any kind on the Collateral
having priority over the Security Interest; second, in payment to the Holder of the Principal Amount and
other amounts payable hereunder; and third, the balance, if any, will be paid, subject to applicable law, to
the Company.

7.5 Deliver Possession

If the Holder or any Receiver exercises its rights herein to take possession of the Collateral, the
Company will upon request from the Holder or any such Rccciver, assemble and deliver posscssion of the
Collateral at such place or places as directed by the Holder or any such Receiver.

7.6 Release

If the Company pays to the Holder the balance of the Principal Amount (including, without
limitation, all amounts forming part thereof) with interest thcreon as set forth in this Debenture and any
and all other amounts that are payable to the Holder on or in relation to the repayment thereof, then the
Holder will, at the written request and sole expense of the Company, reassign and reconvcy the Collateral
to the Company and release the Security Interest.

ARTICLE 8
SATISFACTION AND DISCHARGE

8.1 Release from Covenants

Upon the payment or satisfaction of the Principal Amount of this Convertible Dcbenture and any
interest thereon or as may otherwise be required under scction 2.4, together with any and all other
amounts as may be outstanding hereunder, the Company will be released from its covcnants herein
contained and this Convertible Debenture shall be cancelled and have no further force and ecffect and the
Holder shall deliver to the Company all such instruments as may be requested by the Company to release
the Company from its covenants herein contained.
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ARTICLE 9
REPRESENTATIONS AND WARRANTIES OF THE COMPANY

9.1 Representations and Warranties

The Company represents and warrants to the Holdcr as follows:

(a)

(b)

(©)

(d

the Company is a corporation duly incorporated, validly existing and duly registered or
qualified to carry on business in the Province of Alberta and in each other jurisdiction
where its carries on any material business where a failure to so qualify would have a
materially adverse effect on the business or operations of the Company;

the Company is duly authorized and empowered to execute, deliver and perform its
obligations under this Convertible Debenture, all corporate action on the part of the
Company for the due execution, delivery and performance by the Company of this
Convertible Debenture has been duly and effectively taken and this Convertible
Debenture constitutes a valid and binding obligation of the Company cnforceable in
accordance with its terms;

the Company has conducted and is conducting its business in compliance in all material
respects with any contract, agreement (written or oral), instrument, lcase or other
document to which the Company is a party or by which it is bound and all applicable
laws, rules and regulations in each jurisdiction which any material portion of its business
is carried on; and

the execution and delivery of this Convertible Debenture and performance of its
obligations hereunder will not result in any breach of, or constitute a material default
under, or create a state of facts which, aftcr notice or lapse of time or both, would
constitute a material default under, any term or provision of the articles of incorporation,
by-laws or any contract, agreement (writtcn or oral), instrument, lease or other document
to which the Company is a party or by which it is bound, including but not restricted to
the Primary Indebtedness, which might rcasonably be expected to materially adversely
affect the business, operations or condition (financial or otherwise) of the Company or its
assets.

ARTICLE 10
NEGATIVE COVENANTS

10.1 Negative Covenants

The Company covenants with the Holder that it will not, without the prior writtcn consent of the

Holder:

(a)

(b)

create or permit to exist any mortgage, charge, lien, encumbrance or other security
interest on any of its present or future assets, other than Permitted Liens;

create, incur, assume or allow to exist any indebtedness other than (i) trade payables
incurred in the ordinary course of business, (ii) any indebtedness to an affiliate that has
also provided security to the Holder, (iii) any indebtedness secured by a Pcrmitted Lien,
(iv) the Primary Indebtedness, (v) the Indcbtedness hereunder, and (vi) indebtedness to
each of SJ Capital Corp., S.P.L.H. Investments Ltd., Shawana Estates 1.td. and Grant



{

(c)

(d

(e)

®

(@

(h)

®

)
(k)

iy

(m)
(n)

(0

-18 -

Bartlett (or his nominee) under convertible dcbentures on substantially thc same tcrms
and conditions as this Convertible Debenturc;

sell, lease or otherwise dispose of any asscts cxcept (i) inventory sold, lcase or disposed
of in the ordinary course of business, (ii) asscts sold, leased or disposcd of to an affiliate
of the Company that has also provided security to the Holder, and (iii) asscts sold, leased
or disposed of during any fiscal year having an aggregate fair market valuc not exceeding
$100,000 for such fiscal year;

provide any financial assistance (by means of a loan, guarantee or othcrwise) to any
person (other than Alberta Treasury Branches) other than in respect of loans permitted
under clause (b) above;

pay to or for the benefit of shareholders or persons associated with sharcholders (within
the meaning of the Business Corporations Act (Alberta)) by way of salarics, bonuscs,
dividends, management fees, repayment of loans or otherwise, any amount which would
cause a breach of a provision of this Convertible Debenture;

reduce its capital or redeem, purchase or otherwise acquire, retire or pay off any of its
present or future share capital other than to an affiliate that has also provided security to
the Holder;

amalgamate, consolidate or merge with any person other than an affiliatc that has also
provided security to the Holder, and then only if no default or Event of Dcfault is then in
existence or would thereafter be in existence, and will not enter into any partnership with
any other person unless the partnership provides security in favour of the Holder;

consent to or facilitate a change of ownership of its shares or allow a matcrial change in
its management;

move or allow any of its assets to be moved to a jurisdiction where the 1lolder has not
registered or perfected its Security;

change the present nature of its business;

incur capital expenditures in respect of oil and gas properties outside of the Western
Canadian Sedimentary Basin;

enter into any crude oil, natural gas or natural gas liquids price hedging arrangements if
as a result thereof more than 50% of its forccasted production from proved producing
reserves would be hedged at the time of dctermination for the hedged period, or if the
term thereof would exceed two years;

enter into any currency or interest rate hedging arrangement on a speculative basis;
operate accounts with or otherwise conduct any banking business with any financial
institution other than the holder of the Primary Indebtedness, other than to the extent

expressly permitted in the definition of Permitted Liens hereunder;

allow any pollutant (including any pollutant now on, under or about such land) to be
placed, handled, stored, disposed of or relcascd on, under or about any of its lands unless
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done in the normal course of its business and then only as long as it complies with all
applicable laws in placing, handling, storing, transporting, disposing of or otherwise
dealing with such pollutants, expect to thc cxtent any failure to do so could not
reasonably be expected to materially adverscly cffect the Company or its business;

(p) finance a hostile takeover; or

(@ while "Facility #2" (as defined in the agrcements constituting Primary Indebtedness)
remains available, dispose of more than 5% of its shares in Scollard Energy Inc.

ARTICLE 11
MISCELLANEOUS

11.1  Attorney in Fact

The Company hereby irrevocably constitutes and appoints the Holder and any officer or agent
thereof, with full power of substitution, as its true and lawful attorney-in-fact with full irrcvocable power
and authority in the place and stead of the Company and in the name of the Company or in its own name,
from time to time in the Holder's discretion, for the purposc of carrying out the terms of this Convertible
Debenture, to take any and all appropriate action and to cxccute any and all documents and instruments
which may be necessary or desirable to accomplish the purposcs of this Convertible Debenture and which
the Company being required to take or execute has failed to take or execute; provided that this power of
attorney will not be effective until the occurrence and during the continuance of any cvent of default
under any Credit Document. The Company hereby ratifies all that said attorneys will lawfully do or cause
to be done by virtue hereof. This power of attorney is a power coupled with an intcrest and will be
irrevocable until the Principal Amount has been unconditionally and irrevocably paid and performed in
full. The Company also authorizes the Holder, at any time and from time to time, to execute any
endorsements, assignments or other instruments of conveyance or transfer with respect to the Collateral in
connection with the sale provided for in Section 7.3(b) hercof.

10.2  Realization

The Holder will not, nor will it be entitled to, dcmand payment pursuant to this Convertible
Debenture or enforce the Security Interest unless and until the Holder will be entitled or obligated to do so
pursuant to the provisions of the Credit Documents, but thcreafter the Holder may at any time exercise
and enforce all of the rights and remedies of a holder of this Convertible Debenture in accordance with
and subject to the Credit Documents as if the Holder was the absolute owner hereof, provided that the
Holder will not be bound to exercise any such right or remedy.

10.3 Deemed Satisfaction

Payment to the Holder of the principal of the indcbtedness, liabilities and obligations of the
Company under the Credit Documents (the "Obligations") will be deemed to be payment in satisfaction
of the Principal Amount. Notwithstanding the stated intcrest rate per annum in this Convertible
Debenture, payment by the Company of the relevant fecs and interest for any period in respect of the
Obligations at the rate at which the Obligations bear intcrest for such period will be deemed to be
payment in satisfaction of the interest payment for the samc period under this Convertible Debenture.
Notwithstanding the Principal Amount, interest and other monies expressed to be payablc or securcd
hereunder, the obligations payable or secured hereunder shall not exceed the Obligations.
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10.4  No Liability

The Holder shall not be liable for any error of judgment or act done by it in good faith, or be
otherwise responsible or accountable under any circumstances whatsoever, except for their gross
negligence or wilful misconduct. The Holder shall have the right to rely on any instrument, document or
signature authorizing or supporting any action taken or proposed to be taken by the ilolder hereunder,
believed by the Holder in good faith to be genuine. The Holder shall be under no liability for interest on
any moneys received by it hereunder. The Company hercby ratifies and confirms any and all acts which
the Holder or its successors or substitutes shall do lawfully by virtue hereof.

10.5 Covenants
The Company covenants and agrees with the Holdcr that:

(a) Further Documentation; Pledge of Instruments. At any time and from time to time,
upon the written request of the Holder, and at the sole expense of thc Company, the
Company will promptly and duly executc and deliver such further instruments and
documents and take such further action as the Holder may reasonably rcquest for the
purpose of obtaining or preserving the full benefits of this Convertible Debenture and of
the rights and powers herein granted, including the filing or execution of any financing or
financing change statements under any applicable law with respect to the Security
Interest. The Company also hereby authorizes the Holder to file any such financing or
financing change statement without the signature of the Company to the cxtent permitted
by applicable law. Without limiting the generality of the foregoing, the Company
acknowledges that this Convertible Debenturc has been prepared based on applicable law
and the Company agrees that the Holder will have the right to rcquire that this
Convertible Debenture be amended or supplemented: (i) to reflect any changes in
applicable law, whether arising as a result of statutory amendments, court decisions or
otherwise; (ii) to facilitate the creation and registration of appropriatc sccurity in all
appropriate jurisdictions; or (iii) if the Company amalgamates with any other Person or
enters into any reorganization, in each casc in order to confer upon thc Holder the
mortgages, liens, pledges, charges and sccurity interests or other encumbrances of any
kind intended to be created hereby.

(b) Payment of Expenses; Indemnification. 'Thc Company agrees to pay, and to indemnify
and save the Holder harmless from, any and all reasonable liabilities, costs and expenses
(including reasonable legal fees and expenses on a solicitor and his own client full
indemnity basis): (i) incurred by thc Holder in the preparation, registration,
administration or enforcement of this Convertible Debenture; (ii) with respect to, or
resulting from, any delay by the Company in paying any and all excise, sales, goods and
services or other taxes which may be payablc or determined to be payable with respect to
any of the Collateral; (iii) with respect to, or resulting from, any delay by the Company in
complying with any requirement of applicable law; or (iv) incurred by the Holder in
connection with any of the transactions contemplated by this Convertible Debenture;
except, in any case, to the extent such liabilitics, costs and expenses result from the gross
negligence or wilful misconduct of the Holder. The amount of all such liabilities, costs
and expenses will be deemed to form part of the Principal Amount securcd hereby.

(©) Further Identification of Collateral. Thc Company will furnish to the Iolder from
time to time such statements and schedules further identifying and describing the
Collateral and such other reports in conncction with the Collateral as the Holder may
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reasonably request, all to the extent necessary to permit the Collateral to be sufficiently
described.

(d) Notices. The Company will advise the Ilolder promptly, in reasonable detail, of: (i) any
change in the location of any place of business or the chief executive office of the
Company; or (ii) any change in the name of the Company.

10.6 Representations re Address and Jurisdictions

The Company represents and warrants to the Holder that (i) the address of the Company's chief
executive office is Suite 1700, 205 - 5" Avenue S.W., Calgary, Alberta, T2P 2V7, and (ii) the Company
carries on business and owns assets only in the Provinces of Alberta and Saskatchewan.

10.7 Presentment

The Company hereby expressly waives presentment, protest and notice of dishonour of this
Convertible Debenture. Any failure or omission by the Holder to present this Convertible Dcbenture for
payment, protest or provide notice of dishonour will not invalidate or adversely affect in any way any
enforcement proceeding taken under this Convertible Debenture.

10.8 Enurement and Assignment by Company

The provisions of this Convertible Debenture will be binding upon the Company and its
successors and will enure to the benefit of the Holder and its successors and assigns. Subject to the
terms of the Credit Documents, the Company will not assign this Convertible Debenturc without the
Holder's prior written consent. In the event the ownership of the Collateral or any part thercof becomes
vested in a Person other than the Company, then, without notice to the Holder, such successor or
successors in interest may be dealt with, with reference to this Convertible Debenturc and to the
indebtedness secured hereby, in the same manner as with the Company, without in any way vitiating or
discharging the Company's liability hereunder or for the payment of the indebtedness or performance of
the obligations secured hereby. No transfer of the Collateral, no forbearance, and no cxtension of the
time for the payment of the indebtedness secured hereby, shall operate to release, discharge, modify,
change or affect, in whole or in part, the liability of the Company hereunder or for thc payment of the
indebtedness or performance of the obligations secured hereby, or the liability of any other Person
hereunder or for the payment of the indebtedness secured hereby.

10.9 Notice

Any notice or other communication required or permitted to be given hercunder shall be in
writing and shall be given by facsimile or other means of clectronic communication or by delivery as
hereafter provided. Any such notice other communication, if sent by facsimile or othcr means of
electronic communication, shall be deemed to have becn reccived on the Business Day following the
sending, or, if delivered by hand, shall be deemed to havc been received at the time it is delivered to the
applicable address noted below either to the individual dcsignated below or to an individual at such
address having apparent authority to accept deliveries on behalf of the addressee. Noticc of change of
address shall also be governed by this section. Notices and other communications shall bc addressed as
follows:
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if to the Company:

Darian Resources Ltd.
1700, 205-5™ Ave. S.W.
Calgary, Alberta T2P 2V7
Attention: President

Fax: (403) 216-8575

if to the Holder:

Julmar Holdings Ltd.

c/o Suite 900, 630 - 3 Avenue S.W.
Calgary, Alberta T2P 4L4
Attention: President

Fax: (403) 750-7466

10.10 Replacement of Convertible Debenture Certificates

(a)

(b)

In case this Convertible Debenture shall become mutilated or be lost, destroyed or stolen,
the Company shall issue, and thereupon dcliver, a new Convertible Dcbenture of like
tenor as the one mutilated, lost, destroyed or stolen in exchange for and upon surrender
and cancellation of such mutilated Convertible Debenture or in lieu of and in substitution
for such lost, destroyed or stolen Convertible Debenture.

The applicant for the issue of a new Convertible Debenture pursuant to this section shall
bear the cost of the issue thereof and in case of loss, destruction or theft shall, as a
condition precedent to the issue thereof, furnish to the Company such evidence of
ownership and of the loss, destruction or theft of this Convertible Dcbenture so lost,
destroyed or stolen as shall be satisfactory to the Company in its discrction and such
applicant shall also furnish an indemnity in amount and form satisfactory to the
Company in its discretion, and shall pay the reasonable charges of thc Company in
connection therewith.

10.11 Assignment by Holder

The Holder may assign all or part of this Convertible Debenture to any related cntity within the

Shaw Family Group of Companies without notice or the Company's consent.

10.12 Amendment, Waiver

No amendment or waiver of this Convertible Dcbenture will be binding unless executed in

(c)

writing by the Company if it is to be bound thereby, or by the Holder if the Holder is to be bound thereby.
No waiver of any provision of this Convertible Debenture will constitute a waiver of any other provision

nor will any waiver of any provision of this Convertible Dcbenture constitute a continuing waiver unless
otherwise expressly provided.

10.13 Transfer of Convertible Debenture

Every transfer of this Convertible Debenturc, other than an assignment contemplated in
section 10.11 hereof, must be approved in writing by and at the solc discretion of the
board of directors of each of the Holder and the Company. Notwithstanding the
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foregoing, this Convertible Debenture may only be transferred to another holder in
accordance with applicable securities laws, if any.

(d) Any such transfer in the form of the "Transfer Form" attached as Schedule "B" to this
Convertible Debenture, accompanied by this Convertible Debenture, must be delivered
at the registered office of the Company in Calgary, Alberta, together with such evidence
of identity or title as the Company may rcasonably require and together with the amount
of any transfer or other tax payable on such transfer, whereupon, upon the approval of
the board of directors of the Company, the transfer will be registered and duly noted by
endorsement hereon signed by an officer of thc Company.

10.14 Governing Law

This Convertible Debenture will be governed by and construed in accordance with the laws of the
Province of Alberta and the laws of Canada applicable therein, without giving effect to the conflict of
laws principles thereof. Without prejudice to the ability of the Holder to enforce this Convertible
Debenture in any other proper jurisdiction, the Company hcreby irrevocably submits and attomns to the
Jurisdiction of the courts of the Province of Alberta, or any appellate courts thereof, for the purposes of
this Convertible Debenture.

10.15 Severability

If any portion of this Convertible Debenture or the application thereof to any circumstance will be
held invalid or unenforceable by a court of competent jurisdiction from which no further appcal has or is
taken, to an extent that does not affect in a fundamental way the operation of this Convertible Debenture,
the remainder of the provision in question, or its application to any circumstance other than that to which
it has been held invalid or unenforceable, and the remainder of this Convertible Debenture will not be
affected thereby and will be valid and enforceable to the fullest cxtent permitted by applicable law.

10.16 Consent and Waiver

No consent or waiver by the Holder will be effective unless made in writing and signed by an
authorized officer of the Holder.

10.17 Inconsistency

To the extent that there is any inconsistency or ambiguity between the provisions of this
Convertible Debenture and any of the Credit Documents, the provisions of the Credit Documents will
govern to the extent necessary to eliminate such inconsistency or ambiguity.

10.18 Receipt of Copy

The Company acknowledges receipt of an executed copy of this Convertible Debenture. ‘The Company
waives the right to receive any amount that it may now or hereafter be entitled to receive (whether by way
of damages, fine, penalty or otherwise) by reason of the failure of the Holder to deliver to the Company a
copy of any financing statement or any statement issued by any registry that confirms registration of a
financing statement relating to this Convertible Debenture.
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IN WITNESS WIIEREOF the Company has caused this Convertible Debenturc to be signed b=y
its authorized signatory as of September 29, 2008.

DARIAN RESOURCES LTD.

er:

P
3487592_2 [Convertible Debenture - Julmar Holdings Ltd.]
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SCHEDULE "A"

NOTICE OF ELECTION TO CONVERT

TO: DARIAN RESOURCES LTD.
Suite 1700, 205 - 5™ Ave. S.W.
Calgary, Alberta T2P 2V7

The undersigned registered Holder of the within Convertible Debenture dated as of Septcmber 29, 2008
hereby irrevocably elects to convert the Principal Amount of such Convertible Debenturc set out below
into Common Shares of Darian Resources Ltd. in accordance with the provisions thercof and hereby
delivers this Convertible Debenture to the Company for such purpose and directs that the certificate for
such Common Shares be registered and delivered as follows:

Principal Amount to be converted $

Number of shares to be issued at $1.75 per share

(Print Name)

(Street Address)

(City, Province and Postal Code)

If any Common Shares are to be issued to a person or persons other than the Holder, the Ilolder must pay
to the Company all applicable transfer taxes or other government charges.

The Holder certifies that each of the representation and warranties made by the undersigned to the
Company in connection with the undersigned’s acquisition of this Convertible Debenturc remains true
and correct on the date hereof.

(Signature of Registered Holder)

Dated:
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SCHEDULE "B"

TRANSFER FORM

TO: DARIAN RESOURCES LTD.
Suite 1700, 205 - 5" Ave. S.W.
Calgary, Alberta T2P 2V7

FOR VALUE RECEIVED the undersigned sells, assigns and transfers the within Convertible Debenturce
of Darian Resources Ltd. to:

(Print Name of Transferee)

(Street Address of Transferee)

(City, Province and Postal Code of Transferee)

(Signature of Registered Holder)

Dated:




SCHEDULE "C"

PERMITTED LIENS

"Permitted Liens" means, as at any particular time, any of the following encumbrances on the property
of the Company:

(a)

(b)
(©)

(d)

(©)

()

(®

()

®

()

security interests in favour of Alberta Trcasury Branches in respect of the Primary
Indebtedness and related security documents;

security interests in favour of the Holder pursuant to this Convertible Debenture;

security interests in favour of other members of the Shaw Group of Companies on
substantially the same terms and conditions as this Convertible Debenturc;

security interests in favour of KYAL Energy Inc., as the nominee of Grant Bartlett, on
substantially the same terms and conditions as this Convertible Debenturc;

reservations, limitations, provisos and conditions expressed in any original grant from the
Crown and the interests set out in Section 61(1) of the Land Titles Act (Alberta);

liens for taxes, assessments, governmental charges and other statutory licns or security
interests which (i) are not at such date duc or delinquent, or (ii) relatc to claims the
validity of which is being contested at thc time by the Company in good faith by
appropriate proceedings;

the lien of any judgment rendered, or claim filed, which is being contestcd at the time by
the Company in good faith by appropriatc proceedings or where the fair market value of
the assets affected thereby is less than $250,000;

undetermined or inchoate liens or security interests incidental to operations arising in the
ordinary course of business which relate to obligations (i) not due or dclinquent and
which have not at such time been filed pursuant to law and no other statutory proceedings
have been taken to enforce the same, or (ii) being contested at the time by the Company
in good faith by appropriate proceedings;

easements, rights-of-way, servitudes or other similar rights or restrictions in property
(including, without limitation, rights-of-way and servitudes for railways, scwers, drains,
pipelines, gas and water mains, electric light, power, telephone, telegraph or cable
television conduits, poles, wires and cables) granted to or reserved or taken by other
persons and other minor defects, encumbrances and restrictions which cither alone or in
the aggregate do not materially detract from the value of such property or materially
impair its use by the Company;

security interests or other interests given whcen required by the Company to any public
utility, municipality, governmental or other public authority in the ordinary course of the
business of the Company, which either alonc or in the aggregate do not matcrially detract
from the value of the property affected thercby or materially impair its use by the
Company;



k)
)
(m)

purchase money security interests and capital lcase obligations of the Company;
security interests arising under operating lcascs; and
all other encumbrances as are specifically disclosed in writing to the Iolder and for

which the Holder agrees to accept such cncumbrances as Permitted Licns for the
purposes of this Convertible Debenture.



EXHIBIT "F"






