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18 	(Proceedings Commenced at 9:55 a.m.) 

	

19 	SUSAN RIDDELL ROSE, sworn, questioned by Mr. De Waal: 

	

20 	Q. 	MR. DE WAAL: 	 Ms. Rose, until October 1, 2016, 

21 	 you were a director of Perpetual Energy Inc.; correct? 

	

22 	A. 	Correct. 

	

23 	Q. 	And you continue to be a director, but I'm focussing on 

	

24 	 that period prior to October 1st, 2016. And you were 

	

25 	 nominated, as I understand it, by Perpetual -- I'll 

26 	 just refer to it as "Perpetual" -- to also be a 

27 	 director of PEOC, now Sequoia? 
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3 

4 

A. 

Q. 

A. 

Yes. 

And you were in fact the sole director of PEOC until 

prior to October the 1st, 	2016? 

Yes. 

5 Q. Did PEOC ever have another director? 

6 A. I believe Cam Sebastian may have been a director, 	but I 

7 didn't go check the record on that. 

8 Q. And that was not in the period immediately prior to 

9 2016, 	or was it? 

10 A It was not in the period immediately prior to 

11 October 1st, 	2016. 

12 Q Okay. 	You were also a shareholder of PEI at that time, 

13 prior to October 1st, 	2016? 

14 A. Yes. 

15 Q. And you have -- so were members of your family, for 

16 example? 

17 A. Yes. 

18 Q. Can you tell me what percentage of PEI shares were 

19 owned by you and members of your immediate family by 

20 blood or marriage? 

21 A. At that time? 

22 MR. MCDONALD: 	 Excuse me. 	Before she answers 

23 that, 	is there some allegation about her family 

24 members' ownership in Perpetual? 

25 MR. DE WAAL: 	 No, 	there's no allegation, 	but the 

26 question relates to the benefit, 	alleged benefit from 

27 these transactions. 

3 
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MR. LEITL: 	 The alleged benefit doesn't say 

	

2 	 anything about family. 

	

3 	MR. DE WAAL: 	 Are you representing the witness 

	

4 	 or -- 

	

5 	MR. LEITL: 	 We both are, as you know. 

	

6 	 Mr. McDonald is counsel for the corporate defendants, 

	

7 	 and I'm her personal counsel. 

	

8 	MR. DE WAAL: 	 I just want to know whether I'm 

	

9 	 going to get these questions and objections from both 

	

10 	 of you or not. 

11 	MR. LEITL: 	 Yes. 

	

12 	MR. MCDONALD: 	 We'll try to focus on our 

	

13 	 respective clients, but, of course, there's some 

	

14 	 overlap. 

	

15 	MR. DE WAAL: 	 Okay. Sorry, am I waiting for 

	

16 	 you, or you're waiting for me? 

	

17 	MR. MCDONALD: 	 I'm waiting for you. 

	

18 	Q. 	MR. DE WAAL: 	 Okay. So the question was, 

	

19 	 what percentage of shares, of PEI shares or Perpetual 

	

20 	 shares, did you or members of your family own 

21 	 immediately prior to October 1st, 2016, directly or 

	

22 	 indirectly? 

	

23 	MR. MCDONALD: 	 I don't object to any questions 

	

24 
	

about what percentage she owned. I do to the question 

	

25 
	

concerning her family members. 

26 
	

OBJECTION TAKEN to answering the question: So the question 

27 
	

was, what percentage of shares, of PEI shares or Perpetual 
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1 	shares, did you or members of your family own immediately 

	

2 	prior to October 1st, 2016, directly or indirectly? 

	

3 	Q. 	MR. DE WAAL: 	 Okay. So let's restrict that then 

	

4 	 to you directly or indirectly. 

	

5 	A. 	So it's a matter of public record, and it would be on 

	

6 	 the SEDI filings, and I did not refresh my memory of 

	

7 	 what my ownership percentage was at that time, but it 

	

8 	 would be less than 5 percent. 

	

9 	Q. 	Okay. And were all your shares held by you directly, 

	

10 	 or did you hold any through nominees or corporations or 

	

11 	 other entities? 

	

12 	A. 	I believe most of my shares are held directly. 

	

13 	Q. 	Directly. Okay. So when you say "5 percent," that's 

	

14 	 essentially what you own directly? 

	

15 	A. 	I didn't say I owned 5 percent. I said it would be 

	

16 	 less than 5 percent. Might have been in the order of 1 

	

17 	 or 2 at that time. I actually didn't refresh. But it 

	

18 	 is a matter of public record and can be checked. 

	

19 	Q. 	Okay. 

	

20 	A. 	Yeah. 

	

21 	Q. 	All right. Then PEOC, and, again, we're talking about 

	

22 	 immediate -- the day immediately prior to October 1st, 

	

23 	 2016, notionally at least, was a wholly-owned 

	

24 	 subsidiary of Perpetual? 

	

25 	A. 	PEOC was a wholly-owned subsidiary of Perpetual. 

	

26 	Q. And it had no operations and it owned no assets; 

	

27 	 correct? 

AMICUS 
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1 	A. 	Its sole purpose was to be the trustee of POT. 

2 	Q 	Okay. And in that capacity, it held certain licences 

	

3 	 and leases on behalf of POT? 

4 	A. 	Correct. 

	

5 	Q. And it was legally responsible in that capacity to pay 

	

6 	 certain expenses on behalf of POT, and then it was 

	

7 	 subsequently then reimbursed by POT? That's how the 

	

8 	 structure -- 

	

9 	A. 	I wouldn't characterize it that way. It was -- I think 

	

10 	 the obligations were POT's, and PEOC was the 

	

11 	 administrator of those obligations. 

	

12 	Q. 	Was POT liable directly to pay municipal property tax, 

	

13 	 for example? 

	

14 	A. Was POT? 

	

15 	Q. 	Yes. 

	

16 	A. 	They -- they had the responsibility to pay those, yes. 

	

17 	Q. 	Do you mean -- when you say "they," you mean POT? 

	

18 	A. 	POT, yes. 

	

19 	Q. 	It wasn't a PEOC responsibility? 

	

20 	A. 	PEOC administered POT's activities, so to the extent 

	

21 	 that it was acting on POT's behalf, it was executing 

	

22 	 POT's business; but in and of itself, PEOC really 

	

23 	 didn't have responsibilities except to administer POT's 

	

24 	 business. 

	

25 	Q. 	Okay. Now, from the perspective of the municipality, 

	

26 	 would it be sending the tax bill to POT or to PEOC? 

	

27 	A 	I believe that the tax bills came to PEOC. 

6 
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Q. 

A. 

Okay. 	And then PEOC subsequently was reimbursed by 

POT? 	Do you know? 

No. 	No. 	PEOC had no -- no bank account. 	They 

didn't 	-- 	to -- 	in and of themselves. 	They actually 

5 did everything for the benefit of POT. 

6 Q. Okay. 

7 A. So just to the same degree that it held the licences. 

8 PEOC had to -- PEOC was the legal 	face of all of POT's 

9 activities. 

10 Q. Okay. 

11 A. Particularly. 

12 Q. Now, we know that as one of the strategic goals for 

13 2006 Perpetual determined that it should reduce debt 

14 and restore cash flow. 

15 A. That was a high-level 	strategic goal of our company. 

16 Q. Right. 

17 A. That we set out the previous November. 

18 Q. Okay. 	When you say "previous November," you mean 

19 November 2015? 

20 A. In and around then, 	yes. 

21 Q. All 	right. 	If you have Mr. 	Darby's affidavit handy, 	I 

22 want to refer you to Exhibit C. 	And, 	in particular, 	I 

23 think it's page 4. 	Yes, 	page 4 of Exhibit C. 

24 MR. MCDONALD: 	 I've given Ms. 	Rose my copy. 

25 There may be a little highlighting on it. 	I don't 

26 think there is any handwritten notes. 

27 MR. DE WAAL: 	 No problem. 

AM 'US 
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1 	Q. 	At the bottom of that page, there's a note highlighted 

2 	 in yellow. Do you see that? 

	

3 	A. 	Yes. 

4 	Q. 	(as read) 

	

5 	 "Internal restructuring initiated 

	

6 	 independent of any pending transaction" 

	

7 	 I think it says. Can you tell me what that means? 

	

8 	A. This is from the presentation that we made to our board 

	

9 	 on August 4th. 

	

10 	Q. 	Yes. 

	

11 	A. And the presentation was made in the context of the 

	

12 	 transaction that we had a Letter of Intent on and we 

	

13 	 were working through the detailed negotiations with 

	

14 	 Kailas on for our Goodyear Assets. And as part of 

	

15 	 that -- and you'll see later in the transaction, you 

	

16 	 see, as part of that structuring, we actually went 

	

17 	 ahead and established POC as an entity that could 

	

18 	 actually take the KeepCo. assets. 

	

19 	Q. 	Right. I understand that. The focus -- 

	

20 	A. So that was the internal restructuring that had been 

	

21 	 initiated at that point. 

	

22 	Q. 	Okay. But the point that I'm trying to get at is that 

	

23 	 this says that that internal restructuring was 

	

24 	 initiated independent of any planning -- pending 

	

25 	 transaction. 

	

26 	A. Yes, because we didn't believe that there was any 

	

27 	 problem establishing POC, and so we had renamed an 

8 
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1 	 existing entity "POC," and that -- you know, there 

2 	 was -- it was indicating that we were -- we had begun 

	

3 	 some very preliminary steps before a discussion with 

4 	 the Board. But nothing -- nothing beyond that. 

	

5 	Q. 	Okay. And whether the -- the Deal, as we called it in 

	

6 	 Mr. Darby's cross-examination, but whether that Deal 

	

7 	 proceeded or not, that internal restructuring to move 

	

8 	 the pieces around in order to eventually do a deal, 

	

9 	 that had already started? 

	

10 	A. 	Not on August 4th, no. Really, all that had started 

	

11 	 was that we had set up POC. 

	

12 	Q. 	Okay. Now, the other issue or the one issue I think 

	

13 	 that's -- that appears from this presentation, and you 

	

14 	 can tell me if I'm wrong, is a concern about asset 

	

15 	 retirement obligations. That's a -- one of the drivers 

	

16 	 for this Deal; is that fair? 

	

17 	A. 	Not -- well, I mean, the whole -- every deal that we do 

	

18 	 is to basically execute on the strategy that we've 

	

19 	 implemented, and, you know, the pursuit is to make our 

	

20 	 company better, and so that might have been one of the 

	

21 	 considerations for certain. 

	

22 	Q. 	All right. This presentation in fact says on page 2, 

	

23 	 "Reduce ARO costs by 50 million from year end 2015." 

	

24 	 So that was in fact a focus of the board of Perpetual 

	

25 	 at that time? 

	

26 	A. 	No. The -- this actually referred to -- this 

	

27 	 50 million reduction in ARO, this was actually 

'US 
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1 	 something we developed in November when we put our 

	

2 	 strategic priorities together in November of 2015. And 

	

3 	 that actually was really talking about doing our ARO 

	

4 	 work better. 

	

5 	 And so from -- with respect to pursuing that goal, 

	

6 	 we internalized our entire asset retirement obligation 

	

7 	 process, and we actually converted our operators into 

	

8 	 executors of that activity and basically quit hiring 

	

9 	 third parties for a lot of the reclamation work. We 

	

10 	 pursued some new technologies that actually changed the 

	

11 	 way we cut and cap wells. We hired actually an 

	

12 	 internal reclamation expert. 

	

13 	 So that 50 million referred to there is actually 

	

14 	 doing our business better. 

	

15 	Q. 	Okay. Now, the intention of the sale generally would 

	

16 	 be to get rid of certain assets that would make 

	

17 	 Perpetual a more profitable operation generally. This 

	

18 	 is as broad as I can put it. But would you agree with 

	

19 	 that? 

	

20 	A. 	It was to allow us to strategically focus on the 

	

21 	 activities that we wanted to invest in as -- as what 

	

22 	 our staff could actually execute best and where we 

	

23 	 could add the most value for our shareholders. 

	

24 	Q. 	Okay. You would not call this is a strategic 

	

25 	 disposition of specific assets that you had identified 

	

26 	 at Perpetual? 

	

27 	A. 	I did -- I think I did call it a "strategic 

1 AL 
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1 	 disposition" in our press release, and the reason it 

2 	 was strategic is because when we had actually 

3 	 established the trust back in 2002, we strategically 

4 	 had -- and that was Paramount Energy Trust -- we had 

5 	 strategically pursued a business plan of consolidating 

6 	 those assets in eastern Alberta and optimizing the 

7 	 value from them. 

8 	 Now 15 years later, 14 years later, we had set out 

9 	 on a very different strategic course. We were pursuing 

10 	 liquids-rich resource-style assets, and the assets in 

11 	 eastern Alberta for the most part didn't fit that 

12 	 strategic initiative anymore, so it was definitely a 

13 	 strategic transaction. 

14 	Q. 	Okay. So although this is a presentation to the 

15 	 Perpetual Board, these assets were in fact held in POT; 

16 	 correct? 

17 	A. 	POT is the underlying trust of Perpetual Energy Inc. 

18 	Q. 	Right. And that trust is controlled by PEOC, and PEOC, 

19 	 in turn, is owned and controlled by Perpetual? 

20 	A. 	No, I would -- the trust -- PEOC administered the 

21 	 activities of POT. And the beneficiary of POT was and 

22 	 continues to be PEI, Perpetual. 

23 	Q. When was the decision made to dispose of these 

24 	 particular assets? 

25 	A. 	I believe our first -- it would be sometime in 01, 02 

26 	 2016. 

27 	Q. 	Okay. You refer in your affidavit, and we'll get to 

..t. 
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1 	 that in a second, but you refer to a "transaction 

	

2 	 structure." Can I take it that you mean by that all 

	

3 	 the agreements, your resignation, everything was put in 

	

4 	 place to effect the transfer of the shares and then the 

	

5 	 transfer of the assets and then the sale of the shares, 

	

6 	 everything from beginning to end that happened around 

	

7 	 October 1st, 2016? 

	

8 	A. 	Do you mind pointing out to me where in my affidavit 

	

9 	 you're referring to, please? 

	

10 	Q. 	Paragraph 20. In the first line, you refer to a 

	

11 	 "transaction structure," and I just want to know what 

	

12 	 you mean by that. 

	

13 	A. 	Mm-hm. The "transaction structure" referred to there 

	

14 	 was the corporate sale of PEOC, where the legal 

	

15 	 interests were held, so the structure was actually 

	

16 	 combining the beneficial and legal interests with the 

	

17 	 legal interests in PEOC and then selling the 

	

18 	 corporation to Kailas. 

	

19 	Q. When you refer to the "transaction structure," do you 

	

20 	 include the other agreements like the office lease or 

	

21 	 the retained interest agreement, or are you limiting 

	

22 	 that description to describe simply the asset purchase 

	

23 	 and the share purchase? 

	

24 	MR. MCDONALD: 	 As the expression is used in that 

	

25 	 paragraph? 

	

26 	MR. DE WAAL: 
	

Exactly. 

	

27 	A. 	I think as it's used in this paragraph, it was really 

.7 

12 
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1 	just limited to that -- the transaction structure of 

2 	 combining the beneficial and legal interests and then 

3 	 selling that. 

4 	Q. 	Okay. 

	

5 	A. 	PEOC. 

	

6 	Q. And you say the only reason you did it that way as 

	

7 	 opposed to a sale directly between POT and Kailas or 

	

8 	 198 was -- and you mentioned two reasons. One is it's 

	

9 	 convenient for Kailas to purchase or buy a turnkey 

	

10 	 operation in 198. And secondly, that in fact you would 

	

11 	 now only have, let's say, 6,500 conveyances instead of 

	

12 	 over 19,000. It would save some paper and some time 

	

13 	 and legal fees, I suppose? 

	

14 	A. 	Not just paper, time, and legal fees. I mean, it 

	

15 	 also -- by going through the transaction in that way, 

	

16 	 if there were ROFRs that were triggered, it would 

	

17 	 change that. The opportunity or -- you can imagine 

	

18 	 with all of these pieces of paper, the opportunity for 

	

19 	 errors is very high, so, you know, it was really 

	

20 	 structured in a way to minimize the risk to close and 

	

21 	 get it right. 

	

22 	Q. Was there any concern or consideration of the position 

	

23 	 of the AER with respect to a transfer as opposed to 

	

24 	 just a sale of shares? Transfer from -- I'm sorry. 

	

25 	 Transfer from POT to 198 or another entity as opposed 

	

26 	 to a transfer to PEOC. 

	

27 	A. 	The -- we considered all sorts of things in structuring 

IL 
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2 

3 

4 

the transaction the way that we landed on. 	We 

considered tax. 	We considered -- you know, 	and we do 

that always when we review transactions. 

So, 	yes, we would have considered everything. 

5 Q. Okay. 	You considered the LLR implications for 198? 

6 A. The LLR considerations for 198 were important to 198, 

7 yes. 

8 Q. Okay. 	And those were discussed with you in the course 

9 of deciding on the transaction structure to put in 

10 place? 

11 A Yes. 

12 Q And was that a consideration deciding to do the 

13 transaction in the way that it was done or not? 

14 A. It was one of the considerations of many that we had to 

15 go through. 	And we were satisfied that we were meeting 

16 all 	of the requirements of the Board. 

17 Q. Was it discussed that 198, 	if it was a direct sale from 

18 POT to 198 or to Kailas, would have had to pay a 

19 deposit? 

20 A Discussed that if there was a -- could you repeat the 

21 question, 	please? 

22 Q. Yes. 	Was it discussed that if there was a sale 

23 directly between POT and Kailas or 198, 	the AER would 

24 require a deposit to be paid as a result of the LLR 

25 regime? 

26 A Was that discussed with Kailas? 

27 Q And was it discussed with you in particular, 	yes. 

14 
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1 A. Yes, 	sorry, 	me and myself, 	or -- 

2 Q. Yes. 

3 A. Like, 	did I discuss it with myself? 

4 Q. Were you involved in discussions around that? 

5 A. With Kailas? 

6 Q. Yes. 

7 A. Not with Kailas. 

8 Q. Did you discuss that with anyone else? 

9 A. We were cognizant of the LLR requirements and the LMR 

10 requirements all the way through the piece as we always 

11 are with every transaction we do. 

12 Q. You heard Mr. 	Darby's evidence that there is a 

13 $14 million number, 	and that wasn't 	-- 	he wasn't asked 

14 about that. 	But was that a number that you had 

15 discussed or -- 

16 A. No. 

17 Q. -- concluded? 

18 A. And the reason it wasn't is because we did not actually 

19 have that kind of number that actually ever would have 

20 come up. 	The assets were actually transferred in 

21 pieces, 	and we'd actually left 	-- there were still 	some 

22 pending transfers that had been submitted in 

23 September that had significant liabilities that were 

24 actually only approved in October. 

25 Q. Okay. 

26 A. So that 	-- that number of 14 million was not a number 

27 ever calculated. 

Jv 
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1 	Q. 	In addition to these 6,500 or 6,400 conveyances, the 

2 	 use of the transaction structure also required the 

3 	 incorporation of 198; correct? 

4 	A. At the time when we were negotiating with Kailas, we 

5 	 didn't know what their -- their plan was in terms of a 

6 	 corporation. We -- that was not something that we were 

7 	 privy to until the day that we executed the documents. 

8 	Q. 	Okay. And the setting up of POC as the replacement 

9 	 trustee for POT? 

10 	A. POC was a name change from a corporation that we 

11 	 already had in our structure that had some tax 

12 	 attributes, et cetera. 

13 	Q. 	Right. But you had to prepare POC to become the 

14 	 trustee for POT in place of PEOC? 

15 	A. We had to put a -- an agreement in place between PEOC 

16 	 and POC to effect that, yes. 

17 	Q. And the retained interest agreement, that had to be 

18 	 prepared? 

19 	A. The retained interest agreement was prepared by -- it 

20 	 was a negotiated agreement between Kailas and 

21 	 ourselves. 

22 	Q. And the effect of that agreement was to put four 

23 	 high-value interests in the name of PEOC; correct? 

24 	A. 	No. The -- the assets were actually in PEOC already, 

25 	 the legal interests. 

26 	Q. 	I apologize. Retain those interests in PEOC, although 

27 	 they were earmarked to go to POC eventually? 

AMICUS 
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1 	A. 	The beneficial ownership of the four well pad that 

	

2 	 you're referring to in the retained interest agreement 

	

3 	 was actually 100 percent POT's. 

	

4 	Q. 	I understand that. But the legal interest, 1 percent 

	

5 	 legal interest, was retained by PEOC, pursuant to that 

	

6 	 agreement; correct? 

	

7 	A. 	That's correct. 

	

8 	Q. And the effect of that would be to support the PEOC 

	

9 	 LLR? 

	

10 	A. 	It had -- 

	

11 	MR. MCDONALD: 	 But before she answers anymore 

	

12 	 questions on this line, how do they relate to the 

	

13 	 issues on the applications? I understand how they 

	

14 	 relate to the public policy arguments that you're 

	

15 	 making, but not either the arm's-length argument or the 

	

16 	 oppression argument. 

	

17 	MR. DE WAAL: 	 Mr. McDonald, one of the issues, 

	

18 	 as you know, is Mr. Leitl's issue about what Ms. Rose 

	

19 	 did and how she acted in the best interests of PEOC. 

	

20 	MR. LEITL: 	 No, the issue is complainant 

	

21 	 status. 

	

22 	MR. DE WAAL: 	 Can I finish? 

	

23 	MR. LEITL: 	 Yeah. 

	

24 	MR. DE WAAL: 	 And in order to understand exactly 

	

25 
	

what she considered and how she decided to proceed, I 

	

26 
	

need to understand what she had in mind and why she 

	

27 
	

believed that this was a good transaction, a good deal 

17 
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1 	 for PEOC. 

	

2 	MR. MCDONALD: 	 Well, if the focus, then, is on 

	

3 	 the oppression claim -- that's what I infer when you 

	

4 	 refer to "Mr. Leitl's issues" -- then I will let 

	

5 	 Mr. Leitl address that. I don't see the relevance to 

	

6 	 the issues that the PEOC defendants have raised about 

	

7 	 the arm's-length transaction or the oppression 

	

8 	 transaction as it affects the corporate defendants. 

	

9 	MR. LEITL: 	 And to be clear, my issue on 

	

10 	 November 8th is the issue of your client's standing as 

	

11 	 a complainant under the ABCA. I'm not arguing the 

	

12 	 oppression claim to the end. 

	

13 	OBJECTION TAKEN to answering the question: And the effect 

	

14 	of that would be to support the PEOC LLR? 

	

15 	Q. 	MR. DE WAAL: 	 Was the decision to use this 

	

16 	 transaction structure a decision that was made in 

	

17 	 negotiations between you and 198 or Kailas or was a 

	

18 	 decision that was made unilaterally by Perpetual? 

	

19 	MR. LEITL: 	 Sorry, who is "you"? Her 

	

20 	 personally? 

	

21 	MR. DE WAAL: 	 No. Maybe I should rephrase it. 

	

22 	Q. Was the decision reached in negotiations between 

	

23 	 Perpetual and Kailas/198, or was it a decision that was 

	

24 	 made by Perpetual unilaterally? 

	

25 	A. 	It was definitely made by Perpetual and 198 negotiating 

	

26 	 the Letter of Intent that we have from Kailas between 

	

27 	 our two parties that was unsigned, but the basis of the 
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1 	transaction stated that. 

	

2 	Q. Okay. So is the record of the result of those 

	

3 	 negotiations, is the Letter of Intent? 

	

4 	A. 	I mean, it's -- the record of the result of those 

	

5 	 negotiations is extensive, but one of the parts of that 

	

6 	 record would be the Letter of Intent. 

	

7 	Q. 	If I'm looking for a document, in other words, that 

	

8 	 would record what was agreed in terms of using a 

	

9 	 transaction structure, and I understand that there were 

	

10 	 transactions that followed on that, but I would look at 

	

11 	 the Letter of Intent, or was there another document? 

	

12 	A. 	The Letter of Intent was entered into -- or at least 

	

13 	 delivered -- I believe July 7th. And we didn't 

14 	 close -- we didn't announce this transaction until 

	

15 	 September 26. So you can imagine that a lot of due 

	

16 	 diligence was being done, a lot of changes were 

	

17 	 happening in the environment, and so all the way along 

	

18 	 there would be elements of negotiation. But the Letter 

	

19 	 of Intent was a starting framework. 

	

20 	Q. 	All right. And maybe I'm not clear, and I apologize 

	

21 	 for that. 

	

22 	 What I'm looking for, and I haven't seen that, is 

	

23 	 communications or a document explaining the discussions 

24 	 and then the result of those discussions, which was to 

	

25 	 not have a sale directly between POT and Kailas or 198 

	

26 	 but to come up with a transaction structure with these 

	

27 	 two components that you referred to. And the only 

.?
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1 	document, first document in the whole series that I can 

	

2 	 find, was the Letter of Intent. 

	

3 	 Was there some other agreement or minutes of a 

	

4 	 meeting or any other note, a memo to confirm that 

	

5 	 Perpetual and Kailas agreed that what would happen was 

	

6 	 this two-step process? 

	

7 	A. 	I'm not sure that's relevant, because what we did 

	

8 	 agree -- and I don't know the answer to that. But what 

	

9 	 I -- what we did agree was what we worked on, the basis 

	

10 	 of executing the Deal, which is what was agreed to in 

	

11 	 the Letter of Intent. 

	

12 	Q. 	Okay. So from the first day that we have anything in 

	

13 	 writing from Kailas to propose this Deal, it was 

	

14 	 proposed as a share purchase? 

	

15 	A. 	Oh, there would have been lots of discussions. We had 

	

16 	 many meetings with Kailas, so they would have -- you 

	

17 	 know, somewhere in those discussions there would have 

	

18 	 been a discussion about structure. 

	

19 	Q. 	I want to go to the assets for a second. So we have 

	

20 	 Mr. Darby's affidavit. We still have that handy. And 

	

21 	 he has that press release which was in fact 

	

22 	 September 27th, I believe. And it's Exhibit 0 to his 

	

23 	 affidavit. Do you have that? 

	

24 	A. 	Mm-hm. 

	

25 	Q. 	It says in the first paragraph it refers to a: 

	

26 	 ...strategic disposition of a 

	

27 	 large percentage of high liability 
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1 	 mature shallow gas properties in east 

	

2 	 central and northeast Alberta." 

	

3 	 Correct? 

	

4 	A. 	Correct. 

	

5 	Q. 	What is a "high liability mature asset"? 

	

6 	A. 	Higher than normal, which, I guess, relates to probably 

	

7 	 what we were trying to connect the dots on, is the 

	

8 	 transaction actually involved a lot of production, 

	

9 	 35 million a day of production, 83 BCF of reserves, and 

	

10 	 the transaction consideration exchanged was nominal. 

	

11 	 So the offset valuation -- this was implying that 

	

12 	 the offset valuation sort of counteracted the value 

	

13 	 that would be in the producing assets and the other 

	

14 	 pieces of the transaction. 

	

15 	Q. 	I'm not trying to connect dots. I'm trying to 

	

16 	 understand what you define as a "high liability asset." 

	

17 	 Why are we -- what would you describe as a "high 

	

18 	 liability asset"? 

	

19 	A. 	It had -- there were assets that -- the asset had 

	

20 	 liabilities that might have been higher than you would 

	

21 	 expect on a relative basis. Maybe that's what we were 

	

22 	 seeing. I mean, I can tell you, and I think we go on 

	

23 	 to say it in here, but if not, we do in our financial 

	

24 	 disclosure, that the liabilities represented by -- or 

	

25 	 the ARO obligation represented by the properties on our 

	

26 	 balance sheet was 133.6 million. That wasn't what we 

	

27 	 believed to be the actual liability. But that -- that 
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is how it was represented. 

	

2 	Q. 	So what liabilities are you referring to when you call 

	

3 	 this a "high liability property"? You've referred to 

	

4 	 "ARO." Are there any other liabilities? 

	

5 	A 	We are referring to -- no. No. We were just referring 

	

6 	 to the asset -- future asset retirement obligations. 

	

7 	Q. 	Okay. So a high liability property is a property with 

	

8 	 a future -- with a relatively high future asset 

	

9 	 retirement obligation associated with it? 

	

10 	A 	In this context, we were making reference to the asset 

11 	 retirement obligations. 

	

12 	Q. 	Okay. In the second paragraph, second line you refer 

	

13 	 to the: 

	

14 	 "...deferred purchase price component 

	

15 	 whereby Perpetual continued to benefit 

	

16 	 from the Shallow Gas Properties for 

	

17 	 close to two years..." 

	

18 	 You refer in your affidavit to the fact that there was a 

19 	 floor to the price for the purchaser, but this is the 

	

20 	 upside for Perpetual, the other side of the coin; 

21 	 correct? 

	

22 	A 	I'm not sure what you mean by "the other side of the 

	

23 	 coin." 

	

24 	Q. 	The structure that was put in place would provide 

25 	 benefits to the purchaser in the sense that there was a 

26 	 floor; correct? 

27 	A. 	Correct. 

22 
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1 	Q. 	But it will also provide an upside to Perpetual in case 

	

2 	 gas prices went up? 

	

3 	A. 	We had exposure to upside, yes. 

	

4 	Q. 	Well, exposure to upside. You -- at the benefit of 

	

5 	 potential upside? 

	

6 	A. 	Correct. 

	

7 	Q. 	Okay. Then you referred to the $133 million in the -- 

	

8 	 as "undiscounted cost of future asset retirement 

	

9 	 obligations" on the balance sheet. Are you saying 

	

10 	 that's not a real number? 

	

11 	A. 	Well, it's a -- it's a number that's a provision on our 

	

12 	 balance sheet, and so that's what you would see on the 

	

13 	 statements. But what it doesn't reflect is -- it was a 

14 	 year-end number, so we were specific about 

	

15 	 characterizing that as a year-end number. So it 

	

16 	 wouldn't have actually reflected the -- what we 

	

17 	 expected the number to look like at year end 2016. The 

	

18 	 provision's done on an annual basis. And so all of 

	

19 	 that work I was describing to you before that 

	

20 	 actually -- where we changed the way that we were doing 

	

21 	 our asset retirement obligation work had actually 

	

22 	 brought that down significantly. 

	

23 	 And then further to that, what this doesn't show 

24 	 is the -- the salvage value of the property and 

	

25 	 equipment that is generally an offset to the asset 

	

26 	 retirement work, because that's not recorded on the 

	

27 	 balance sheet as a provision. So -- so it's not really 
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1 	 a number that is meaningful because it doesn't address 

	

2 	 the full context of the liabilities. 

	

3 	Q. 	Okay. 

	

4 	A. 	The future liabilities. 

	

5 	Q. And then in the last paragraph on that page, you say 

	

6 	 the: 

	

7 	 "...funds flow is expected to be 

	

8 	 positively impacted by the disposition 

	

9 	 as the Shallow Gas Properties continue 

	

10 	 to operate on a negative cash flow basis 

	

11 	 as a result of depressed natural gas 

	

12 	 prices combined with high fixed 

	

13 	 operating costs which include extremely 

	

14 	 high municipal property taxes." 

	

15 	 Do you see that? 

	

16 	A. 	Yes, I do. 

	

17 	Q. So these were negative cash flow assets? 

	

18 	A. They had been negative cash flow for the -- 

	

19 	 particularly the second quarter of 2016 when gas prices 

	

20 	 had dropped to around a $1.30. 

	

21 	Q. 	Not before then? 

	

22 	A. 	No, in 2015, they had been positive. 

	

23 	Q. 	Okay. 

	

24 	A. And, actually, with some changes to the operations, we 

	

25 	 were working to make them positive. Kailas actually 

	

26 	 had a very significant plan, which we helped them 

	

27 	 implement, that -- that significantly dropped the cost 

7 
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1 	 structure of the assets. 

2 	Q. So the assets were negative cash flow assets as a 

3 	 result -- as I understand you -- as a result of the 

4 	 drop in the gas prices? 

5 	A. The assets were negative cash flow assets as -- well, 

6 	 the -- when gas prices were low in the second -- very 

7 	 low in the second quarter of 2016, they were negative 

	

8 	 cash flow assets. 

	

9 	Q. And before the price went down, they were in fact not 

	

10 	 negative cash flow assets? 

	

11 	A. 	That's right. 

	

12 	Q. 	Okay. 

	

13 	A. And the future curve actually showed with the new cost 

	

14 	 structure that Kailas would implement and the floor 

	

15 	 price that we'd actually put in place, that they could 

	

16 	 actually generate quite significant cash flow. 

	

17 	Q. And then just the last part of that paragraph: 

	

18 	 "...the Company estimates that the 

	

19 	 transaction increases its net asset 

	

20 	 value discounted at 10 percent on a 

	

21 	 pro forma basis at McDaniel 's April 1, 

	

22 	 2016 commodity price forecasts by 

	

23 	 $28.5 million." 

24 

	

25 	A. 	Mm-hm. 

	

26 	Q. 	So that's the upside -- overall upside for Perpetual? 

	

27 	A. 	That is what the net asset value calculation -- again, 
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1 	 another -- just a calculation, but it's the calculation 

2 	 of what the McDaniel net asset value would have been, 

	

3 	 you know. Did it reflect everything that we viewed as 

4 	 important in the transaction? No. Didn't reflect 

	

5 	 necessarily how we viewed our go-forward capital 

	

6 	 investment, et cetera. 

	

7 	 So it -- you know, the -- by characterizing this 

	

8 	 as a "strategic transaction," it allowed us to focus 

	

9 	 our operations on the investments that we were 

	

10 	 strategically interested in, and we view that to have 

	

11 	 value as well. 

	

12 	Q. 	Okay. I want to show you another press release that 

	

13 	 was issued on the closing of the transaction dated 

	

14 	 October 3rd, 2016. 

	

15 	A. 	Mm-hm. 

	

16 	Q. 	Second paragraph -- I'm not going to read everything -- 

	

17 	 second paragraph: 

	

18 	 "...Perpetual will materially increase 

	

19 	 its liability management ratio as 

	

20 	 defined by the Alberta Energy Regulator 

	

21 	 to over 4.2 through the disposition of 

	

22 	 all of the liabilities associated with 

	

23 	 the Shallow Gas Properties..." 

	

24 	 Not reading the rest of the sentence. But the point is 

	

25 	 that this would have a positive impact, positive effect 

	

26 	 on the Perpetual LMR? 

	

27 	A. 	Yes, it definitely had a positive effect on the 
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1 	 Perpetual 's LMR. 

2 	Q. 	Okay. Is it fair to say, then, that as a result, it 

	

3 	 would have a negative effect on the LMR of a recipient 

4 	 generally or not? 

	

5 	A. 	No. 

	

6 	MR. MCDONALD: 	 Could I just add -- 

	

7 	THE WITNESS: 	 Sorry. 

	

8 	MR. MCDONALD: 	 Well, you got the answer. But, 

	

9 	 again, my concern is that I don't see the relevancy of 

	

10 	 this in relation to the two threshold issues. 

	

11 	MR. DE WAAL: 	 I can only say again that if this 

	

12 	 is -- the thesis that I'm exploring, Mr. McDonald, is 

	

13 	 that if this is so good for Perpetual, then somebody 

	

14 	 else is paying the price for that; and as I understand 

	

15 	 the facts, we say that would be PEOC. And the question 

	

16 	 eventually is why is this good for PEOC. 

	

17 	MR. MCDONALD: 	 I take your point, but my 

	

18 	 objection is that it doesn't relate to the question of 

	

19 	 whether the deal or the asset transaction was at arm's 

	

20 	 length or whether the trustee is a complainant for the 

	

21 	 purposes of the oppression claim. And I think those 

	

22 	 are the two issues that are raised on the summary 

	

23 	 judgment application. 

	

24 	 There's a third issue on our application, but it's 

	

25 	 an application to strike for which no evidence is 

	

26 	 permitted. So I don't see the relevancy of it for the 

	

27 	 purposes of the application. 
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1 	MR. LEITL: 	 And may I add, that you're asking 

	

2 	 Ms. Rose about hypothetical scenarios in relation to a 

	

3 	 party who your client has the ability to interview, and 

	

4 	 it chose not to advance any evidence from -- in fact, 

	

5 	 chose not even to speak to the AER about this. So it's 

	

6 	 unfair to try and get that evidence that is not in 

	

7 	 evidence through this witness, who is not with Kailas 

	

8 	 or 198 and not with the AER. 

	

9 	MR. DE WAAL: 	 I don't think I asked her anything 

	

10 	 about the AER. What I referred her to is the LMR, the 

	

11 	 reference to "LMR" in the press release. 

	

12 	MR. LEITL: 	 LMR, AER. 

	

13 	MR. DE WAAL: 	 Perpetual press release. 

	

14 	MR. MCDONALD: 	 You asked her about the effect of 

	

15 	 the LMR on the counterparty, and she's not here 

	

16 	 speaking for the counterparty. 

	

17 	MR. DE WAAL: 	 I asked her about the effect of 

	

18 	 the LMR on Perpetual, not the counterparty. 

	

19 	MR. LEITL: 	 Well, it's -- 

	

20 	MR. DE WAAL: 	 And maybe I'm -- if you 

	

21 	 misunderstood, I'll try and correct that. 

	

22 	MR. MCDONALD: 	 Well, I think I understood, and 

	

23 	 you got an answer, but I've made my objection on this 

	

24 	 line of questioning. 

	

25 	OBJECTION TAKEN to answering the question: Is it fair to 

	

26 	say, then, that as a result, it would have a negative 

	

27 	effect on the LMR of a recipient generally or not? 
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1 	MR. DE WAAL: 	 Okay. Could we mark this as an 

2 	 exhibit, please. 

3 	 EXHIBIT 5 - Press release that was 

4 	 issued on the closing of the 

5 	 transaction dated October 3, 2016 

6 	Q. 	MR. DE WAAL: 	 I just want to show you the press 

7 	 release on November 7th, 2016. And I just have one 

8 	 question for you. In the first paragraph under 

9 	 "Production and Operations," the ARO number there is 

10 	 131 as opposed to 133 in the earlier press release. Do 

11 	 you know what changed that number? 

12 	A. 	Probably just understanding the net number better. So 

13 	 I'm not exactly sure what changed that number. 

14 	MR. DE WAAL: 	 Okay. If we can mark that as the 

15 	 next exhibit, please. 

16 	A. 	Actually, it would have been probably related to 

17 	 understanding how we had -- had the provision in our 

18 	 financial statements. 

19 	Q. 	Okay. 

20 	A. 	Yeah. 

21 	 EXHIBIT 6 - Press Release on 

22 	 November 7th, 2016 

23 	Q. 	MR. DE WAAL: 	 Then the press release for 

24 	 March 15th, Ms. Rose. Again, in the first bullet point 

25 	 there, you'll see that just below halfway down there's 

26 	 a -- the number's now changed to 128. And I assume 

27 	 that's going to be the same explanation, better 
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1 	 understanding of the value? 

	

2 	A. 	No, I -- I think, actually, that might have been a 

	

3 	 change in the risk-free rate, but I'm not a hundred 

	

4 	 percent sure. 

	

5 	Q. 	Okay. And then if I could put to you the next sentence 

	

6 	 after the 128 million: 

	

7 	 "The positive impacts to future adjusted 

	

8 	 funds flow are far reaching as these 

	

9 	 mature legacy assets had been adjusted 

	

10 	 funds flow negative for many years, 

	

11 	 largely due to high fixed operating 

	

12 	 costs which included extremely high 

	

13 	 municipal taxes and high general and 

	

14 	 administrative costs related to the 

	

15 	 large number of low productivity wells 

	

16 	 and related leases." 

	

17 	 I had understood you to say that the negative cash flow 

	

18 	 situation was caused by the drop in prices. 

	

19 	A. 	Cash flow is something that is -- I was referring to 

	

20 	 the asset level of the properties, and this is a 

	

21 	 different measure. Adjusted funds flow is -- we were 

	

22 	 putting in an approximation for the G&A to manage these 

	

23 	 assets, et cetera. 

	

24 	Q. 	Okay. 

	

25 	MR. DE WAAL: 	 Can we mark that, please. 

	

26 	 Exhibit 7. 

	

27 	 EXHIBIT 7 - Press release for 
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1 	 March 15th 

2 	Q. 	MR. DE WAAL: 	 Now, the next document is not your 

	

3 
	

document, so first of all, I want to ask you whether 

4 
	

you had seen this prior to today? 

	

5 
	

A. 	This is a newspaper article. I'm guessing I read 

	

6 
	

but I don't recall specifically. 

	

7 
	

Q. 	Okay. No, that's fair. Second-last paragraph on the 

	

8 
	

first page: 

	

9 
	

"Sue Riddell Rose, Perpetual's president 

	

10 
	

and chief executive, said the assets 

	

11 
	

involved in the transaction are a major 

	

12 
	

drain on the company because all of the 

	

13 
	

cash they generate is swallowed up by 

	

14 
	

municipal taxes." 

	

15 
	

Is that something you said, or is that not correct? 

	

16 
	

A. 	I doubt I said it in exactly those words. It's not in 

	

17 
	

quotes. It's not usually language I would use, but... 

	

18 
	

Q. 	But does that reflect 

	

19 
	

A. 	That was quite a long time ago. 

	

20 
	

Q. 	I accept that. But does this reflect your thinking at 

	

21 
	

the time? Is it relatively accurate then? 

	

22 
	

A. 	The -- we made the strategic decision to sell the 

	

23 
	

assets because we either had to do something 

	

24 
	

drastically different in operating them, which would 

	

25 
	

have required basically putting in place the operating 

	

26 
	

structure that we helped Kailas put in place through 

	

27 
	

198, or decide to sell them. And so we -- we actually 
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1 	decided we wanted to focus our energies on investing in 

	

2 	 assets that we had found that met our strategy in other 

	

3 	 areas. 

4 	Q. 	Okay. Just to come back to the question, though, is 

	

5 	 this -- does this reflect relatively accurately -- I 

	

6 	 recognize it's not your words in quotes, but does this 

	

7 	 reflect your view at the time that these assets were a 

	

8 	 major drain on the company because all the cash they 

	

9 	 generated was swallowed up by municipal taxes? 

	

10 	A 	Definitely the municipal taxes were high, and I think 

	

11 	 I've already agreed with you that we had stated that 

	

12 	 they were largely negative cash flow in aggregate. 

	

13 	Q. And the cash flow generated by these assets were 

	

14 	 swallowed up by municipal taxes? 

	

15 	A. 	The municipal taxes were high, and so any -- there was 

	

16 	 no free cash flow left, so the municipal taxes were -- 

	

17 	 were -- the municipal taxes were high and -- even 

	

18 	 though the cash flow was low. 

	

19 	Q 	Okay. 	I'll leave it at that. 

	

20 	 The next paragraph: 

	

21 	 "'We rid ourselves of what has become a 

	

22 	 negative cash flow property for a long 

	

23 	 time, not just with the recent collapse 

	

24 	 in the commodity price,' said 

	

25 	 Riddell Rose, who has offered to donate 

	

26 	 Perpetual's assets to municipalities to 

	

27 	 cope with high tax bills." 
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1 	 First of all, is -- that's something that is in quotes. 

	

2 	 Is that something you said? 

	

3 	A. 	Probably, if it's in quotes. 	I don't recall calling 

	

4 	 the reporter and saying "I didn't say that," so... 

	

5 	Q 	Okay. And so what you say, it seems to me, in 

	

6 	 fairness, is inconsistent with what you said earlier, 

	

7 	 that the negative cash flow property was the result of 

	

8 	 the fact that the price had dropped? 

	

9 	A. 	The price actually had been dropping from -- from when 

	

10 	 we owned these assets in 2002 to when we sold them in 

	

11 	 2017 (verbatim). And appreciate that there were assets 

	

12 	 acquired along the way, so it wasn't all of the assets 

	

13 	 in 2002. But there were times where natural gas prices 

	

14 	 were 6 to $8, and certainly the cash flow generated by 

	

15 	 these assets was very significant then. And for 

	

16 	 many years after 2008, 2009, natural gas prices have 

	

17 	 been getting progressively lower. So that is what that 

	

18 	 was referring to. 

	

19 	Q. 	Okay. 

	

20 	MR. MCDONALD: 	 Ms. Rose said "2017" in that 

	

21 	 answer. I think she meant 2016. 

	

22 	MR. DE WAAL: 	 I accept that. 

	

23 	A. 	Yes, I did. Yeah. Sorry. 

	

24 	Q. 	MR. DE WAAL: 	 Just to go back, and, again, in 

	

25 	 fairness to you, just to make sure we don't 

	

26 	 misunderstand each other, I had understood you to say 

	

27 	 earlier that these assets -- the negative cash flow 
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1 	 aspect of these assets was the result of the drop in 

	

2 	 gas prices in the beginning of 2016? 

	

3 	A. The second quarter of 2016 was a very drastic drop that 

	

4 	 really took these assets down in terms of their 

	

5 	 negative cash -- 

	

6 	Q. And I understood you to say that prior to that time, 

	

7 	 there were in fact not negative cash flow assets? 

	

8 	A. Well, you can see from the financial statements that 

	

9 	 were prepared with respect to the assets that they were 

	

10 	 actually positive in 2015, so at the -- at the 

	

11 	 operating level, they would be in and out of -- of 

	

12 	 positive cash flow, negative cash flow. This -- this 

	

13 	 is a newspaper reporter, so I probably was not being 

	

14 	 specific in the terms that I was using, but "adjusted 

	

15 	 funds flow," which is the term used in the press 

	

16 	 release, would actually incorporate the internal 

	

17 	 management required to manage the properties as well 

	

18 	Q. 	Okay. 

	

19 
	

MR. DE WAAL: 	 Could we mark that as Exhibit 8, 

	

20 
	

please. 

	

21 
	

EXHIBIT 8 - Newspaper article 

	

22 
	

Q. 	MR. DE WAAL: 	 Now, Ms. Rose, you attached as 

	

23 
	

Exhibit B to your affidavit a list of the documents in 

	

24 
	

the electronic data room. And one of those documents 

	

25 
	

is Number 24, Goodyear ARO Estimate, 16/06/09. 

	

26 
	

And this is the document that I was provided to 

	

27 
	

the trustee as that particular Goodyear ARO estimate. 
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1 	 Do you recognize this document? 

2 	A. 	I'm sure it's something we prepared, yes. 

3 	Q. 	Okay. And the date seems to be, bottom right-hand 

4 	 corner, June 9th, 2016? I don't expect you to know 

5 	 anything -- 

6 	A. 	That's what the date says, yeah. 

7 	Q. 	Yes. 

8 	A. 	Mm-hm. 

9 	Q. 	But all I want to ask you about is that if you look at 

10 	 the "Abandonment," "Reclamation," "Decommissioning," 

11 	 some remediation columns, you get a total in the 

12 	 third-last column of approximately $52 million. 

13 	A. 	Mm-hm. 

14 	Q. 	And this is -- although I accept that none of these 

15 	 numbers are hard numbers, but this is nowhere close to 

16 	 128 or 131 or $133 million. 

17 	A 	I think it goes along the lines to what we were telling 

18 	 you, though, that we had changed the way that we were 

19 	 doing our asset retirement work. And, you know, our 

20 	 goal from the year -- we had a large program, actually, 

21 	 and we were successfully executing many different types 

22 	 of activities at significantly lower prices. 

23 	Q 	But it seems to me that this goes the other way around, 

24 	 and perhaps you can clarify that. 

25 	 So in the data room, prior to the sale, we have a 

26 	 number of around $52 million. 

27 	MR. MCDONALD: 	 For the sum of those four columns. 
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1 	A. 	Yeah, I think -- 

	

2 	Q. 	MR. DE WAAL: 	 For the -- 

	

3 	A. 	Carry on. 

4 	Q. 	For the sum of those four columns as Mr. McDonald 

	

5 	 points out. Correct. 

	

6 	 And when you issued the press releases subsequent 

	

7 	 to the sale, we still have the 131 and 133 numbers? 

	

8 	A 	Yeah. I think I already addressed that and highlighted 

	

9 	 that we did our ARO provision annually. And that was a 

	

10 	 2015 year-end number that was just carried through in 

	

11 	 the reporting because we had not gone to our 2016 year 

	

12 	 end yet. 

	

13 	Q. 	Okay. But just to come back to your explanation that 

	

14 	 the number would have changed because of the way 

	

15 	 more productive way that you were doing the abandonment 

	

16 	 and reclamation work, seems to me that the number had 

	

17 	 actually gone up. And you say that's just a perception 

	

18 	 because you're looking at the end of 2015 for this 

	

19 	 number? 

	

20 	A. 	Well -- 

	

21 	MR. MCDONALD: 	 I'm sorry, what number has gone u 

	

22 	 from what number? 

	

23 	MR. DE WAAL: 	 The 133 is more than 52. 

	

24 	Q. 	And the 52 number -- 

	

25 	A. 	So the hundred and -- 

	

26 	Q. 	- is the -- is the June 2016 number more or less the 

	

27 	 number in the data room? And as I understand it, the 
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1 	 133 number comes from the end of 2015. Just carried 

	

2 	 forward? 

	

3 	A. 	That's right. So the actual number has gone down, but 

	

4 	 the number was just carried forward, yes. 

	

5 	Q. 	Okay. 

	

6 	A. 	Because, again, it was an accounting provision. 

	

7 	Q. And you say the actual number has gone down from the 

	

8 	 expected -- let's say expected 133 million at the end 

	

9 	 of 2015 to around 52 in the middle of 2016. 

	

10 	A. That was where we were projecting it, and, you know, 

	

11 	 our -- we had work that we were doing that would prove 

	

12 	 up or disprove our ability to execute in that regard, 

	

13 	 so... 

	

14 	Q. 	I accept that these numbers are just your best 

	

15 	 calculation or estimate at any time, so I accept that. 

	

16 	 But as I understand it, then, the best estimate at the 

	

17 	 end of 2015 is still 133; and in the middle of 2016, 

	

18 	 that estimate had gone down to around 52 million? 

	

19 	A. 	Yeah, actually, I -- I believe our internal number that 

	

20 	 we worked through with Kailas was a higher number 

	

21 	 ultimately than -- than this 52 number. 

	

22 	Q. 	And is -- 

	

23 	A. 	And that -- you know, in -- this, again, was June, and 

	

24 	 we were in the middle -- you can appreciate when asset 

	

25 	 retirement obligation work is actually executed, it's 

	

26 	 in the summer months when the -- the conditions are, 

	

27 	 for access to leases, et cetera, are more available. 
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1 	 And so we were -- we were evaluating and learning. And 

	

2 	 so that -- that number would have been changing as we 

	

3 	 proved up different things. Even by October. 

	

4 	 And, actually, you can see the line item numbers 

	

5 	 by the time we actually got to year end 2016. So after 

	

6 	 this transaction. You know, we had -- that would have 

	

7 	 been audited by our auditors, and you would be able to 

	

8 	 see how some of those activities had changed. 

	

9 	 But I believe the number that we landed on for the 

	

10 	 ARO for Goodyear was a number higher than this 52. But 

	

11 	 this would have been our aspirations that we would have 

	

12 	 been working through at the time. 

	

13 	Q. 	Do you recall what that number was? 

14 	A. 	Seems to me it's about 87 million. 

	

15 	Q. 	Okay. 

	

16 	MR. DE WAAL: 	 Can we mark this as the next 

	

17 	 exhibit, please? 

	

18 	A. And that 87 million would be what we believe would have 

	

19 	 been the new ARO provision as per the activities that 

	

20 	 we would have done that would have been auditable. So 

	

21 	 this may still have been a good aspirational number, 

	

22 	 but we didn't accomplish that in our minds in terms of 

	

23 	 an auditable number. 

	

24 	Q. 	Okay. Just before we mark that -- 

	

25 	A. 	I believe this was the aspirational number that -- 

	

26 	 that -- that's fine. Actually -- 

	

27 	Q. Just before we mark that, can I just ask you to confirm 
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1 	 then one thing. In the documents in the data room, 

	

2 	 there's only one document under "ARO," and that's this 

	

3 	 particular number, and you say there must have been or 

	

4 	 there would have been some other number discussed at 

	

5 	 least, but it didn't make -- seems that it didn't make 

	

6 	 it into the data room. 

	

7 	A. 	There was lots of discussion about ARO during the field 

	

8 	 visit with our team. Lots of meetings and discussions 

	

9 	 about ARO. It was a very significant part of the due 

	

10 	 diligence process. 

	

11 	MR. DE WAAL: 	 Okay. Can we mark that as 

	

12 	 Exhibit 9, please. 

	

13 	 EXHIBIT 9 - Document Number 24, 

	

14 	 Goodyear ARO Estimate, 16/06/09, from 

	

15 	 the list of documents in the electronic 

	

16 	 data room, Exhibit B to Ms. Rose's 

	

17 	 affidavit 

	

18 	Q. 	MR. DE WAAL: 	 While we're dealing with numbers, 

	

19 	 could I just ask you to refer to Exhibit C of 

	

20 	 Mr. Darby's affidavit again, please. That's the board 

	

21 	 presentation. And if you'll go to page 18. So this is 

	

22 	 the presentation to the board of directors of 

	

23 	 Perpetual; correct? 

	

24 	A. 	Yes, it is. 

	

25 	Q. 	Okay. And -- 

	

26 	A. 	On August 4th, yeah. 

	

27 	Q. 	On August 4th, correct. 

AMICUS 
REPORTING GROW 



	

1 	A. 	Mm-hm. 

	

2 	Q. And then this has some information about the 

	

3 	 Goodyear Asset value, and I will take you to other 

	

4 	 pages as well. But the one thing it does say in the 

	

5 	 second line under "Discounted Cash Flows" is it says 

	

6 	 the undiscounted ARO is 67 million. And it seems to 

	

7 	 include a number for salvage value. Is that -- 

	

8 	A. 	That's -- 

	

9 	Q. 	-- am I reading it correct? 

	

10 	A. 	Mm-hm. 

	

11 	Q. 	Okay. And then the result of this particular strip 

	

12 	 pricing, then, is on an MPV 10 basis, the value of 

	

13 	 these assets is negative 42.5 million? 

	

14 	THE WITNESS: 	 Actually, could I review that ARO 

	

15 	 document again? 

	

16 	MR. LEITL: 	 This one? 

	

17 	MR. DE WAAL: 	 ARO document? 

	

18 	THE WITNESS: 	 Yeah, that one. Thank you. 

	

19 	A. 	So our salvage here was 40 million. So 50 percent of 

	

20 	 that, roughly 20. So that actually goes roughly around 

	

21 	 with that 87 million number that I mentioned. 

	

22 	Q. 	Okay. 

	

23 	A. 	Became the number that we landed on. 

	

24 	Q. 	All right. 

	

25 	A. 	Thank you. 

	

26 	Q. 	And then the result of using strip pricing at this 

	

27 	 particular point is an MPV 10 value of negative 
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1 	 42.5 million? 

2 	A 	With the investment profile that Perpetual would have 

	

3 	 made -- 

	

4 	Q. 	Right. 

	

5 	A. 	-- into the assets. 

	

6 	Q. And there were other presentations or other numbers 

	

7 	 presented to the Board. On the next page, for example, 

	

8 	 there's a McDaniel April pricing run, and that results 

	

9 	 in a negative $4.7 million value. 

	

10 	A. 	Mm-hm. 

	

11 	MR. MCDONALD: 	 Once again, I don't understand the 

	

12 	 relevancy of these questions to the issues of the 

	

13 	 application. 

	

14 	THE WITNESS: 	 Can I make a comment though? 

	

15 	MR. MCDONALD: 	 Sounds like you're going to. 

	

16 	THE WITNESS: 	 Only if I could. 

	

17 	A. 	I just draw your attention to the -- these -- the 

	

18 	 there's several columns here, so the one that you're 

	

19 	 actually referring to is this "Corporate Cash Flow" 

	

20 	 column, which is, you know, not generally what you 

	

21 	 would see as a -- as a value. It's more this sum of 

	

22 	 cash flows. 

	

23 	Q. 	MR. DE WAAL: 	 Yes. No, I'm not thinking 

	

24 	 anything more of it, just that these were all presented 

	

25 	 to the Board? 

	

26 	A. They were presented to the Board. 

	

27 	Q 	Right. 
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1 	MR. MCDONALD: 	 With that qualification, my 

2 	 objection still stands. 

	

3 	OBJECTION TAKEN to answering the question: And there were 

4 	other presentations or other numbers presented to the 

	

5 	Board. On the next page, for example, there's a McDaniel 

	

6 	April pricing run, and that results in a negative 

	

7 	$4.7 million value. 

	

8 
	

Q. 	MR. DE WAAL: 	 Okay. Could you look at the 

	

9 
	

page after 21. It's not numbered, but it should be 22. 

	

10 
	

I just want to ask you about one thing on that page. 

	

11 
	

Right at the bottom of the page: (as read) 

	

12 
	

"Goodyear represents approximately 

	

13 
	

71 percent of forecast year end 2016 

	

14 
	

corporate liabilities." 

	

15 
	

Was that true? 

	

16 
	

A. 	This statement here? 

	

17 
	

Q. 	Yes. 	In red, highlighted in red. 

	

18 
	

A. The only way for me to confirm that that's true is to 

	

19 
	

know what our forecast year-end corporate liabilities 

	

20 
	

were going to be, and I'm not sure that I recall that 

	

21 
	

number. 

	

22 
	

Q. 	Okay. 

	

23 
	

A. 	We're not in the -- and I'm also not a hundred percent 

	

24 
	

sure what the calculation there was, if it had salvage 

	

25 
	

or not salvage. So it's hard for me to check the 

	

26 
	

calculation. I'm sure we didn't misrepresent anything 

	

27 
	

to the Board. 
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1 	Q. 	Okay. 

	

2 	A. 	We didn't intend to. 

	

3 	Q. 	That's all I can expect you to say. 

	

4 	MR. DE WAAL: 	 Can we take ten minutes? 

	

5 	MR. MCDONALD: 	 Sure. 

	

6 	(ADJOURNMENT) 

	

7 	Q. 	MR. DE WAAL: 	 Ms. Rose, prior to the closing of 

	

8 	 the asset sale on October 1, 2016, as we discussed 

	

9 	 earlier, PEOC had no operations, no assets. It was 

	

10 	 simply acting as the trustee for POT; correct? 

	

11 	A. 	That's correct. 

	

12 	Q. And then immediately after the closing of the asset 

	

13 	 sale on the same day, PEOC owned more than 2,500 cash 

	

14 	 flow negative high liability wells. 

	

15 	A. 	No. 

	

16 	Q. 	Correct? 

	

17 	A. 	No, I wouldn't say that at that point they were cash 

	

18 	 flow negative. 

	

19 	Q. 	Okay. Do you take issue with anything else that I've 

	

20 	 said. Description? 

	

21 	 It owned 2,500 wells. Let's start there. 2,500 

	

22 	 and -- I think 2,502. 

	

23 	A 	Yeah. Actually, I would take objection with your 

	

24 	 characteristic of just how you phrased that with high 

	

25 	 liability wells, because the -- there were a lot of 

	

26 	 wells, but they -- each individual well was actually 

	

27 	 relatively low liability. 
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1 	Q. 	All right. And these wells required significant 

	

2 	 capital spending in the short term? 

	

3 	A. 	No. They had -- the CapEx that could be spent was 

	

4 	 fairly discretionary by the purchaser. There would 

	

5 	 have been, within the coming years, some Directive 13 

	

6 	 requirements that obligations to -- on the asset 

	

7 	 retirement side that -- you know, we were continuing to 

	

8 	 do that, and PEOC would have taken over that program. 

	

9 	 And then all of the other capital spending would have 

	

10 	 been discretionary. 

	

11 	Q. 	And it had an undiscounted future ARO liability of 

	

12 	 somewhere in between, let's say, 52 million and 133 -- 

	

13 	MR. LEITL: 	 Mr. De Waal -- 

	

14 	Q. 	MR. DE WAAL: 	 -- million dollars. 

	

15 	MR. LEITL: 	 -- two -- sorry to interrupt. Two 

	

16 	 points again on relevance. Mr. McDonald's raised this. 

	

17 	 I don't -- you're now doing, with respect, an 

	

18 	 examination for discovery on a lawsuit that we're 

	

19 	 seeking that's stayed. And I want to be careful when 

	

20 	 you put the proposition liability to the witness. If 

	

21 	 you're asking her to confirm the liability under the 

	

22 	 law, then I object. She's not here to give opinions as 

	

23 	 to what constitutes liability. 

	

24 	OBJECTION TAKEN to answering the question: And it had an 

	

25 	undiscounted future ARO liability of somewhere in between, 

	

26 	let's say, 52 million and $133 million. 

	

27 	Q. 	MR. DE WAAL: 	 Immediately after the closing of 
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1 	 the asset transaction on October 1, 2016, PEOC owned 

	

2 	 wells with an undiscounted cost of future ARO of 

	

3 	 somewhere between 52 million and $133 million. 

	

4 	 Correct? 

	

5 	A. 	Well, I think I told you that I believed it was going 

	

6 	 to be showing up as a provision down the road in the 

	

7 	 order of 87 on an undiscounted basis. There would be 

	

8 	 salvage value related to that, anywhere from 20 to 

	

9 	 $40 million of reduction of that future obligation or 

	

10 	 at least the dollars to retire the environmental and 

	

11 	 outstanding obligations of the well. 

	

12 	 And then I believe that the purchaser was actually 

	

13 	 working towards further reducing that number, and 

	

14 	 actually, they indicate that that was their business 

	

15 	 plan. They took over the business that we had gotten 

	

16 	 going, and, you know, they were actively looking at 

	

17 	 bringing that number down. 

	

18 	Q. Okay. Would you agree with me that there was a 

	

19 	 material change in the position of PEOC from 

	

20 	 immediately prior to the closing of the asset 

	

21 	 transaction, the purchase and sale agreement, and 

	

22 	 immediately after? 

	

23 	MR. MCDONALD: 	 Objection. 

	

24 	A. 	They'd be -- 

	

25 	MR. LEITL: 
	

No, you can't ask for an opinion 

	

26 
	

on materiality of this witness. 

	

27 	OBJECTION TAKEN to answering the question: Would you agree 
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1 	with me that there was a material change in the position of 

2 	PEOC from immediately prior to the closing of the asset 

3 	transaction, the purchase and sale agreement, and 

4 	immediately after? 

	

5 	Q. 	MR. DE WAAL: 	 And the change in the position in 

	

6 	 PEOC's position from immediately prior to to 

	

7 	 immediately after the close of the purchase and sale 

	

8 	 agreement with respect to the assets was the result of 

	

9 	 an agreement that you had signed as president and CEO 

	

10 	 of PEOC; right? 

	

11 	MR. MCDONALD: 	 Objection. It sounded, frankly, 

	

12 	 like the last half of the question dealt with this 

	

13 	 arm's-length issue that I don't have any objection to. 

	

14 	 The first half dealt with your allegations about the 

	

15 	 company being insolvent or rendered insolvent, which 

	

16 	 isn't relevant. So I don't mean to be too picky in 

	

17 	 parsing your question, but she's not here to answer 

	

18 	 questions about that aspect of the plaintiff's claim. 

	

19 	MR. DE WAAL: 	 Mr. McDonald, Ms. Rose swore in 

	

20 	 her affidavit, paragraph 80, that she took her 

	

21 	 responsibilities as a director and officer of PEOC 

	

22 	 seriously and considered its best interests and the 

	

23 	 interests of its stakeholders and exercised her 

	

24 	 business judgment to the best of her ability, but the 

	

25 	 ultimate decision to enter into the transaction was 

	

26 	 that of Perpetual and its board of directors. 

	

27 	 And so when I ask her about what she signed and 
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1 	 what the agreement was and what it meant for PEOC, I'm 

	

2 	 dealing with that. And if you have an objection, then 

	

3 	 fine, we'll move on. But if that answers your 

	

4 	 question, then perhaps we can make some progress on 

	

5 	 this point. 

	

6 	MR. MCDONALD: 	 Well, go ahead, I guess, and ask a 

	

7 	 question, and I'll see what my position is. I find 

	

8 	 myself in the position where I'm focussed on the 

	

9 	 arm's-length issues, and Mr. Leitl is focussed on the 

	

10 	 complainant for the purposes of oppression issues. And 

	

11 	 it's an odd position where we both have an interest in 

	

12 	 the evidence but from a different perspective, so -- 

	

13 	 because of our different clients. Why don't you try 

	

14 	 the question again. If I have an objection, I'll say 

	

15 	 so. 	If I don't, I... 

	

16 	OBJECTION TAKEN to answering the question: And the change 

	

17 	in the position in PEOC's position from immediately prior 

	

18 	to to immediately after the close of the purchase and sale 

	

19 	agreement with respect to the assets was the result of an 

	

20 	agreement that you had signed as president and CEO of PEOC; 

	

21 	right? 

	

22 	Q. 	MR. DE WAAL: 	 Okay. I should just, to complete 

	

23 	 this loop, at least point out one other thing. 

	

24 	 One of the issues in your application is whether 

	

25 	 the trustee is a proper person to be a complainant. 

	

26 	 And as you know, the Act provides that any person a 

	

27 	 court believes should be or could be is the proper 
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1 	 person to be a complainant can be a complainant. 

2 	 So essentially the circumstances of the case will 

	

3 	 determine or derive that decision. 

4 	MR. LEITL: 	 But with respect, that goes to the 

	

5 	 character and position of your client as a proposed 

	

6 	 complainant, and whether she signed a document, how is 

	

7 	 that relevant? And if your question really does focus 

	

8 	 on the signature, let's show her the signature and ask 

	

9 	 her if it's hers. 

	

10 	OBJECTION TAKEN to answering the question: One of the 

	

11 	issues in your application is whether the trustee is a 

	

12 	proper person to be a complainant. And as you know, the 

	

13 	Act provides that any person a court believes should be or 

	

14 	could be is the proper person to be a complainant can be a 

	

15 	complainant. 

	

16 	 So essentially the circumstances of the case will 

	

17 	determine or derive that decision? 

	

18 	Q. 	MR. DE WAAL: 	 Do you recall if you signed the 

	

19 	 purchase agreement, Ms. Rose, or do you want to see it 

	

20 	 before you would remember that? 

	

21 	MR. MCDONALD: 	 By the "purchase agreement," I 

	

22 	 take it you're referring to the asset purchase 

	

23 	 agreement? 

	

24 	MR. DE WAAL: 	 The purchase and sale agreement. 

	

25 	 It's Exhibit D to the affidavit of Mr. Darby. 

	

26 	Q. 	Mr. Leitl suggested I should show you a signature, and 

	

27 	 I have a copy -- yes, you have it. Page 28. 
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1 

2 

3 

4 

5 

A. 

Q. 

A. 

Q. 

That is my -- 

Do you see the signature? 

-- signature, 	and Gary Jackson's signature is above 

mine. 

Right. 	You in fact sign on both sides, 	in first case, 

6 on of behalf of Perpetual 	Energy Operating Corp. 	as the 

7 president and CEO, 	and then on behalf of 

8 Perpetual Operating Trust by its trustee, 	Perpetual 

9 Energy Operating Corp. 	You signed on both sides of 

10 this deal? 

11 A. Yes. 

12 Q. Okay. 

13 A. Those are my signatures. 

14 Q. Right. 	Would you look at Exhibit Z to your affidavit, 

15 please. 	Your affidavit. 	This one. 

16 A. X? 

17 Q. No, 	Z. 

18 A. Z. 

19 Q. Yeah, 	it's not the last one, 	but 	it's... 	Do you 	have 

20 that? 

21 A. Mm-hm. 	This one? 

22 Q. Yes. 

23 A. Yes. 

24 Q. You describe that in your affidavit as: 	(as read) 

25 "Perpetual's analysis of 2016 property 

26 tax payments associated with the 

27 Goodyear Assets." 
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1 	So that's Exhibit Z. And the first three entries have 

2 	 payment due dates of prior to October 2016. You see 

	

3 	 those? 

4 	A. 	Mm-hm. 

	

5 	Q. Yes? 

	

6 	A. 	Yes. 

	

7 	Q. 	So these were all due prior to closing of the asset 

	

8 	 transaction? 

	

9 	A 	No. They were not. 

	

10 	Q 	So what does "payment due date" mean if it does not 

	

11 	 mean payment due? 

	

12 	A. 	Well, there's a provision, when you have your property 

	

13 	 tax, that you can choose to elect to pay it at a later 

	

14 	 date subject to a penalty. And so there were several 

	

15 	 municipalities that we had been working with. We had 

	

16 	 actually been -- we had some discussions with them 

	

17 	 about the assets that were -- the asset valuations in a 

	

18 	 few cases. And so as we were working through that, we 

	

19 	 had chosen to go into the penalty position. 

	

20 	 So with respect to the ones that were not paid, 

	

21 	 the -- they would have had different dates. But seems 

	

22 	 to me that some of the -- the next due dates then, 

	

23 	 after choosing to be in penalty, were January or 

	

24 	 December 31st. Potentially October 31st of that year, 

	

25 	 but all after October 1st. 

	

26 	Q 	Okay. So are you saying that although it says "payment 

	

27 	 due date," that's not really when payment was due? It 
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1 	 was due on some other date? 

2 	A. 	The -- yes. That's actually what I'm saying. 

	

3 	Q. 	Okay. 

4 	A. 	Because the penalty dates -- there's a standard 

	

5 	 provision in the invoices that actually provide the 

	

6 	 penalty calculation and the opportunity to go into a 

	

7 	 penalty situation. And it's all laid out. 

	

8 	Q. 	All right. Is it fair to say that the penalty then 

	

9 	 applies to amounts that were due but not paid on the 

	

10 	 due date, and then because there's an extension, 

	

11 	 there's an accommodation, the penalty is the price that 

	

12 	 you pay for that? 

	

13 	A. 	Could you repeat the question? 

	

14 	Q. 	Yes. The penalty situation applies where an amount is 

	

15 	 due on a particular date, and you then reach an 

	

16 	 accommodation or an agreement to extend that, and as a 

	

17 	 result, you have to pay a penalty. That's what I 

	

18 	 understand you to say. 

	

19 	A. 	Yes. 

	

20 	Q. 	Okay. 

	

21 	A. 	And it's a preset provision of each of the 

	

22 	 municipalities. 

	

23 	Q. 	Okay. 

	

24 	A. 	Yes. 

	

25 	Q. 	Now, you've said in your affidavit that -- and in your 

	

26 	 evidence, in fact, earlier that -- no, you didn't -- 

	

27 	 that PEOC was a special-purpose company. And its only 
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1 	 purpose was to act initially as the trustee for POT. 

	

2 	A. 	Prior to October 1st, 2016, it acted as POT's trustee. 

	

3 	Q. 	Okay. And it changed. It was no longer a 

	

4 	 special-purpose company while you were still a director 

	

5 	 of PEOC? 

	

6 	A. 	No, it became an operating company, and I resigned as a 

	

7 	 director of PEOC. 

	

8 	Q. 	Right. But that change to become an operating company 

	

9 	 occurred before your resignation? 

	

10 	A. We entered into a purchase -- or a share purchase 

	

11 	 agreement with 198 on September 26th. The conditions 

	

12 	 of that agreement were that we had to combine the 

	

13 	 beneficial and legal interests into PEOC, which allowed 

	

14 	 it to become its own operating company. And at the 

	

15 	 moment that that happened, I was no longer -- I 

	

16 	 resigned. So it was literally -- September 26th is 

	

17 	 when that transaction was entered into. And then 

	

18 	 everything -- all of the other agreements, including my 

	

19 	 resignation, were basically within seconds of each 

	

20 	 other. 

	

21 	Q. The September 26 share purchase agreement closed after 

	

22 	 the purchase agreement, wasn't it? 

	

23 	A. 	Within a minute, I believe. 

	

24 	Q. 	Two minutes. 

	

25 	MR. MCDONALD: 	 I'm sorry, you said the share 

26 
	

purchase agreement closed on September 26th? 

27 	MR. DE WAAL: 	 No. 
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1 	MR. MCDONALD: 	 Okay. 

	

2 	Q. 	MR. DE WAAL: 	 The September 26 share purchase 

	

3 	 agreement closed after the asset purchase agreement and 

	

4 	 your resignation? 

	

5 	A. The share purchase agreement was entered into in 

	

6 	 advance of that. It made -- set out the requirements 

	

7 	 for the asset purchase agreement. And the closing of 

	

8 	 the share purchase agreement was, as you indicated, 

	

9 	 two minutes after the closing of the asset purchase 

	

10 	 agreement. 

	

11 	Q. 	In other words, PEOC had become an operating company 

	

12 	 owning all these assets prior to the closing of the 

	

13 	 share purchase agreement? 

	

14 	MR. LEITL: 	 What do you mean by "operating 

	

15 	 company"? Is that a defined term? Are you asking her 

	

16 	 if it started some operations during this period? 

	

17 	MR. DE WAAL: 	 No, I'm not. 	I'm asking her 

	

18 	 about -- 

	

19 	MR. LEITL: 	 So what do you mean by "operating 

	

20 	 company"? 

	

21 	MR. DE WAAL: 	 Can I just finish? I'm asking her 

	

22 	 about her own evidence that PEOC was not an operating 

	

23 	 company. So whatever -- 

	

24 	MR. LEITL: 	 Her evidence is not that it did. 

	

25 	 So what do you mean by "operating company"? 

	

26 	MR. DE WAAL: 	 Her evidence is that she did what? 

	

27 	MR. LEITL: 	 What do you mean by "operating 
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2 

3 

4 

MR. 

company"? 	When you put it to her that it became an 

operating company, what do you mean? 

DE WAAL: 	 Okay. 	Ms. 	Rose, 	maybe I can 

clarify this. 	When you said that PEOC was not an 

5 operating company, what did you mean by "operating 

6 company"? 

7 A. The PEOC's sole responsibility was to administer the 

8 assets of POT. 	So it didn't 	-- 	it was an operating 

9 company from the point of view it was doing things on 

10 POT's behalf, 	but it wasn't doing anything on behalf of 

11 itself. 

12 Q. And that changed, 	and it became a company that would in 

13 fact be doing things on behalf of itself after the 

14 asset purchase? 	Correct? 

15 MR. MCDONALD: 	 After the asset purchase closed; 

16 is 	that 	-- 

17 MR. DE WAAL: 	 Closed, 	yes. 

18 MR. MCDONALD: 	 -- what you're saying? 

19 Q. MR. 	DE WAAL: 	 It now owned its own assets? 

20 A. Yes. 

21 Q. And it had in fact 	-- 

22 A. Actually, 	let me think about that. 	It would have the 

23 point in time, 	I guess, 	when it resigned as trustee 

24 have assets for POT. 	But, 	yeah, 	I'm not sure that 

25 having the beneficial 	interest in itself made it an 

26 operating company, 	but I guess maybe it did, 	yeah. 

27 Q. Okay. 	You say that you took your responsibilities as a 
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1 	 director of PEOC seriously. You were also a director 

	

2 	 of Perpetual, as you said earlier, and I assume you 

	

3 	 took your responsibilities as the director of Perpetual 

	

4 	 just as seriously; correct? 

	

5 	A. 	Mm-hm, yes. 

	

6 	Q. Where those interests of Perpetual and PEOC conflicted, 

	

7 	what would you do? How would you deal with -- 

	

8 	MR. LEITL: 	 It's -- there's no evidence that 

	

9 	 they conflicted. 

	

10 	MR. DE WAAL: 	 I'm not saying there is evidence, 

	

11 	 Mr. Leitl. 

	

12 	MR. LEITL: 	 So we're going to object to a 

	

13 	 hypothetical. 

	

14 	MR. DE WAAL: 	 Okay. 

	

15 	OBJECTION TAKEN to answering the question: Where those 

	

16 	interests of Perpetual and PEOC conflicted, what would you 

	

17 	do? How would you deal with -- 

	

18 	MR. DE WAAL: 	 I would say that there is evidence 

	

19 	 that it conflicted. 

	

20 	MR. LEITL: 	 So then where -- then help me, and 

21 

	

22 	MR. DE WAAL: 	 I'm not here to help you, 

	

23 	 Mr. Leitl. 

	

24 	MR. LEITL: 	 Well, help me -- I'll withdraw the 

	

25 	 objection if you can persuade me that it's relevant or 

26 	 a proper question. 

27 	MR. DE WAAL: Look, can we just get that clear? 
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1 	 So you're objecting to a question, and the question is: 

	

2 	 In the case of a conflict between your interests as a 

	

3 	 director of Perpetual and your interests as a -- and 

	

4 	 your obligations as a director of PEOC, how would you 

	

5 	 resolve that. 

	

6 	MR. LEITL: 	 You're asking about her practice? 

	

7 	MR. DE WAAL: 	 And you say -- 

	

8 	MR. LEITL: 	 No. Are you asking about her 

	

9 	 practice? 

	

10 	MR. DE WAAL: 	 No. 

	

11 	MR. LEITL: 	 Then I don't understand. 

	

12 	MR. DE WAAL: 	 Okay. And if I ask about her 

	

13 	 practice? 

	

14 	MR. LEITL: 	 Let's see where it goes. 

	

15 	MR. DE WAAL: 	 Okay. 

	

16 	Q. 	What was your practice, Ms. Rose, in the cases where 

	

17 	 there was a conflict between the interests of PEOC and 

	

18 	 Perpetual and you were acting as a director of both? 

	

19 	A. 	I never found there to be a conflict. 

	

20 	Q. 	Did you think that there was a conflict in this 

	

21 	 particular case, where you were essentially selling 

	

22 	 assets that Perpetual wanted to get rid of to PEOC? 

	

23 	MR. LEITL: 	 That's not a proper question. 

	

24 
	

It's not in evidence that anybody wanted to get rid of 

	

25 
	

anything. 

	

26 
	

OBJECTION TAKEN to answering the question: Did you think 

	

27 
	

that there was a conflict in this particular case, where 

7 
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2 

you were essentially selling assets that Perpetual wanted 

to get rid of to PEOC? 

3 Q. MR. 	DE WAAL: 	 Did Perpetual want to get rid of 

4 the Goodyear Assets? 

5 A. Perpetual 	had made a strategic decision to sell 	the 

6 Perpetual 	assets to 198, 	yes. 

7 Q. Okay. 	So the objection is the term "get rid of." 	Did 

8 Perpetual decide to sell the Goodyear Assets? 

9 A. Yes. 

10 Q. Okay. 	And PEOC essentially bought those 

11 Goodyear Assets? 

12 A. Part of the transaction with 198, 	the share purchase 

13 transaction, 	required that the beneficial 	interests be 

14 aligned with the legal 	interests of the Goodyear Assets 

15 in PEOC. 

16 Q. So PEOC essentially bought the Goodyear Assets from 

17 Perpetual 	in this case? 

18 A. Yes. 

19 Q. And you are acting as the director of the seller and 

20 the purchaser at the same time? 

21 A. I was acting as a director -- no, 	I really look at this 

22 whole transaction as 198 was the purchaser of the 

23 assets, 	and the asset purchase agreement was actually 

24 structured to align the interests and provide those 

25 assets to 198. 

26 Q. Well, we have the agreement, 	and you identified your 

27 signature on that, 	and 198's not a party to that 
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1 	 agreement. So I'm not -- I'm not -- 

2 	A. 	It was a step in the -- in the larger -- in the 

3 	 transaction. 

4 	Q. Okay. But with respect to this agreement where you're 

	

5 	 acting on behalf of the seller and the purchaser, did 

	

6 	 you not identify a conflict? Did you not think that 

	

7 	 there was a conflict in your obligations to both? 

	

8 	MR. MCDONALD: 	 Sorry, those are two questions. 

	

9 	 And the first question was were you acting on behalf of 

	

10 	 the seller or the seller and the purchaser, I can't 

	

11 	 recall which. Are you saying in the execution of it or 

	

12 	 in the negotiation of it or as part of the overall 

	

13 	 transaction? What -- 

	

14 	Q. 	MR. DE WAAL: 	 In the execution of an agreement 

	

15 	 on behalf of the seller and the purchaser. So in other 

	

16 	 words, in signing on both sides of this deal, does that 

	

17 	 not pose some question to you about your obligations as 

	

18 	 a director to both? 

	

19 	A. 	I had -- we had worked with 198, Kailas known to -- 

	

20 	 known to us at that time, to actually provide the 

	

21 	 assets to them in this corporation PEOC. And so we 

	

22 	 needed to align the beneficial interests. 198/Kailas 

	

23 	 really led the negotiation of what -- of one side of 

	

24 	 that. I was the sole director, and it was required 

	

25 	 that I be the signatory. But it -- the transaction was 

	

26 	 actually to effect the share purchase agreement and the 

	

27 	 requirements of that agreement. 
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1 	Q. 	Okay. You say that you considered the interests of the 

	

2 	 stakeholders of PEOC. Who were those stakeholders? 

	

3 	MR. MCDONALD: 	 Are you reading from her 

	

4 	 affidavit? 

	

5 	MR. DE WAAL: 	 Paragraph 80, yes. 

	

6 	MR. LEITL: 	 8-0? 

	

7 	A. 	So the stakeholders of PEOC -- sorry. I'm getting 

	

8 	 there. 

	

9 	MR. LEITL: 	 The last page. 

	

10 
	

A. 	Yes. So I would have considered all the stakeholders. 

	

11 
	

I mean, the stakeholders of PEOC included Perpetual, 

	

12 
	

but, you know, employees, other -- all sorts of people 

	

13 
	

that would have been considered stakeholders, I guess, 

	

14 
	

of this transaction. 

	

15 
	

Q. 	MR. DE WAAL: 	 Did you consider Kailas to be a 

	

16 
	

stakeholder? 

	

17 
	

A. 	Did I consider them technically to be a stakeholder 

	

18 
	

when I wrote this statement? I'm not sure. I mean, 

	

19 
	

they were definitely a stakeholder. Was I -- was I 

	

20 
	

confident that what Kailas was actually acquiring was 

	

21 
	

going to be something that was good for them? We 

	

22 
	

negotiated the Deal in a -- in a very thoughtful way, 

	

23 
	

and they had a lot of opportunity to prosper if their 

	

24 
	

business plan worked out in the environment that they 

	

25 
	

found themselves in actually was as they postulated. 

	

26 
	

And, you know, so I think I -- you know, whether they 

	

27 
	

were a stakeholder or not, I think I was quite happy 
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1 	for them to do this transaction. 

	

2 	Q. 	Did you consider Kailas to be a stakeholder of PEOC 

	

3 	 when you decided to sign the share -- the asset 

	

4 	 purchase agreement? 

	

5 	A. 	I think I would have considered them to be a 

	

6 	 stakeholder, yes, because they were really directing 

	

7 	 the transaction through the share purchase agreement. 

	

8 	Q. Would you look at paragraph 54 of your affidavit, 

	

9 	 please. You say that: (as read) 

	

10 	 "The records clearly show that with 

	

11 	 respect to the asset purchase agreement, 

	

12 	 the Vendor Team was representing POT and 

	

13 	 the Purchaser Team was representing 

	

14 	 PEOC. And that in all aspects of the 

	

15 	 negotiations leading to the execution of 

	

16 	 these agreements and the other 

	

17 	 agreements that form part of the 

	

18 	 transaction, they were dealing at arm's 

	

19 	 length." 

	

20 	 So let me just ask you this: If the Purchaser Team was 

	

21 	 representing PEOC, does that mean that you had no role 

	

22 	 in representing PEOC in discussing or negotiating and 

	

23 	 eventually agreeing to this transaction? 

	

24 	A. The details of the agreement were actually related to 

	

25 	 effecting the share purchase agreement. Whether -- you 

	

26 	 know, so they were most definitely -- the Purchaser 

	

27 	 Team was most definitely representing PEOC. Did I have 

60 
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1 	 any responsibility for PEOC to be -- to be happy with 

	

2 	 the deal for PEOC? Is that effectively what you're 

	

3 	 asking? 

4 	Q. 	Yes. You're the sole shareholder of PEOC, and PEOC is 

	

5 	 the -- 

	

6 	MR. LEITL: 	 No, PEI is the sole shareholder. 

	

7 	MR. DE WAAL: 	 I apologize. They're sole 

	

8 	 director of PEOC. I apologize, Mr. Leitl. I didn't 

	

9 	 mean to mislead the witness. 

	

10 	MR. LEITL: 	 No problem. 

	

11 	Q. 	MR. DE WAAL: 	 So you were the sole director of 

	

12 	 PEOC. 

	

13 	A. 	Mm-hm. 

	

14 	Q. 	The only one to make decisions on behalf of PEOC in a 

	

15 	 formal way; correct? 

	

16 	A. 	I mean, yes and no. We -- my signature is on the page. 

	

17 	 I'm actually appointed a director as a -- by Perpetual, 

	

18 	 and I definitely had a view that this was a good 

	

19 	 transaction for Kailas as well. This was not an easy 

	

20 	 decision for our company. The -- the assets had a lot 

	

21 	 of production and a lot of reserves and a lot of 

	

22 	 potential. And we made a decision to do the strategic 

	

23 	 disposition because we thought that that was better 

	

24 	 ultimately for us. But it -- it was not an easy 

	

25 	 decision. 

	

26 	0. 	Okay. 

	

27 	A. 	So I felt quite good that -- whether it was my 
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3 

responsibility or not, 	I felt quite good that Kailas 

was -- with the business plan that they had, 	these 

would be good assets for that, and they were also 

4 getting a very good team to execute on that, 	and we'd 

5 set them up nicely to be successful. 

6 Q All 	right. 	So I'm just concerned about the 

7 responsibility. 	That's my question at the moment. 

8 A. Mm-hm. 

9 Q. You, 	as the sole director of PEOC, were the only one 

10 who could sign that deal, who could agree eventually to 

11 the asset purchase? 

12 A. Mm-hm. 

13 Q. Right? 

14 A. Mm-hm. 

15 Q. Yes? 

16 A. Yes. 

17 Q. Okay. 

18 A. I was -- was I the only one that could agree to it? 	I 

19 was the only one that could sign that piece of paper. 

20 I think I've described to you 	-- 

21 Q. I understand that. 

22 A. the other relationships, 	yes. 

23 Q. Okay. 	And yet it seems to me from reading this 

24 paragraph in your affidavit, 	paragraph 54, what you're 

25 saying is that it was in fact Kailas and the Purchaser 

26 Team that were negotiating all aspects of the 

27 negotiations for that asset purchase. 

62 
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1 	MR. MCDONALD: 	 For the purchaser? 

2 	MR. DE WAAL: 	 For PEOC. 

	

3 	MR. MCDONALD: 	 Right, yes. 

4 	Q. MR. DE WAAL: 	 The Purchaser Team was 

	

5 	 representing PEOC and that in all aspects of the 

	

6 	 negotiations leading to the execution of these 

	

7 	 agreements, they were dealing at arm's length? 

	

8 	A. 	Well, if you're asking if I was the only person that 

	

9 	 was making decisions for PEOC -- 

	

10 	Q. 	I'm not asking that. 

	

11 	A. 	I'm sorry, I'm misunderstanding the question then. 

	

12 	Q. 	Okay. So I thought we'd established that as -- you 

	

13 	 were the sole director of PEOC. Let's leave it at 

	

14 	 that. And then you say in this paragraph of your 

	

15 	 affidavit that in negotiating the deal that would 

	

16 	 eventually -- that you eventually would have to sign, 

	

17 	 you played no role. Is that fair? 

	

18 	A. 	No, I wouldn't say I -- I played no role on -- you 

	

19 	 know, I was involved in the deal because POT was 

	

20 	 selling the assets, and it was part of a transaction 

	

21 	 that was, you know, a transaction -- 

	

22 	Q. 	Right. 

	

23 	A. 	This was just a step in the transaction. 

	

24 	Q. But you were not involved in the deal because PEOC was 

	

25 	 purchasing the assets. You were involved in the deal 

	

26 	 because, as you just said, POT was selling the assets? 

	

27 	MR. MCDONALD: 	 I think we need to be careful 
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1 	 about the use of the word "deal." At one point you 

	

2 	 adopted the expression I used in Mr. Darby's 

	

3 	 questioning the other day. And I infer that you're 

	

4 	 talking right now about the asset transaction or the 

	

5 	 asset purchase, but -- 

	

6 	MR. DE WAAL: 	 That's fair. 

	

7 	MR. MCDONALD: 	 -- the station has a significance 

	

8 	 in this lawsuit, so we should make sure the record 

	

9 	 reflects what it is you're talking about so Ms. Rose 

	

10 	 answers that question. 

	

11 	MR. DE WAAL: 	 Right. That's a fair point. 

	

12 	Q. 	And I apologize, Ms. Rose. So what I'm talking about 

	

13 	 now is the asset purchase agreement only. 

	

14 	 And, again, to go back where we were I think three 

	

15 	 steps earlier, you were the sole director of PEOC. And 

	

16 	 you've now told me that you were involved in the deal 

	

17 	 because POT was selling assets to PEOC. And what I'm 

	

18 	 putting to you as a proposition, and I invite you to 

	

19 	 disagree with me, is that you were not involved in the 

	

20 	 deal because you were representing PEOC. 

	

21 	MR. MCDONALD: 	 And I'm -- I don't mean to 

	

22 	 interrupt, but the -- the deal you're talking about 

	

23 	 there, is that the asset transaction or is that the 

	

24 	 Deal we adopted in our -- as essentially a defined term 

	

25 	 in my questioning of Mr. Darby? And I think it's 

	

26 	 useful, because we're going to be talking about this in 

	

27 	 court as well, if we use that expression for one 
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1 	witness, we should probably use it for another and find 

2 	 some different term if you want to generically describe 

3 	 the asset transaction, or call it the "asset 

4 	 transaction." 

	

5 	MR. DE WAAL: 	 I apologize. I'm older than I 

	

6 	 look, so... 

	

7 	MR. MCDONALD: 	 I want to alert Ms. Rose that when 

	

8 	 she uses the term "Deal," we're going to understand the 

	

9 	 overall transaction as discussed with Mr. Darby unless 

	

10 	 somebody qualifies that in some way. Is that fair to 

	

11 	 move forward on? 

	

12 	MR. DE WAAL: 	 That's fair. And, again, I 

	

13 	 apologize. So let me try again. 

	

14 	Q 	You were involved in the asset purchase transaction 

	

15 	 because POT, as the seller of these assets, were 

	

16 	 selling assets to PEOC. And as I read paragraph 54 of 

	

17 	 your affidavit, you were not involved in the deal at 

	

18 	 all -- again, I said "deal" -- 

	

19 	A. 	The asset transaction. 

	

20 	Q. 	-- the asset transaction on behalf of PEOC as purchaser 

	

21 	 of these assets? 

	

22 	A. 	I think only in the capacity of being comfortable that 

	

23 	 the asset transaction was positive for PEOC. 

	

24 	Q. 	Oh, you took that into account? You considered that? 

	

25 	A. 	I think I did already tell you that I believe that the 

	

26 	 transaction in its whole, the Deal, was positive on 

	

27 	 both sides. It was a win-win for the business 
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1 	strategies that we had. 

	

2 	Q. 	But when you say -- 

	

3 	A. So the inference of that would be that that would be 

4 	 okay for PEOC as well. 

	

5 	Q 	When you say "both sides," you mean Perpetual and POT 

	

6 	 on one side and 198/Kailas on the other side? 

	

7 	A. 	That's correct. 

	

8 	Q. Does that mean that if you were not satisfied that the 

	

9 	 asset purchase was a good transaction for PEOC, that 

	

10 	 you would not have signed the agreement? 

	

11 	A. 	I didn't have to consider that. 

	

12 	Q. 	Okay. In paragraph 81 of your affidavit, you say: 

	

13 	 (as read) 

	

14 	 "Immediately upon the closing of the 

	

15 	 transaction, PEOC, quickly to become 

	

16 	 Sequoia, was controlled exclusively by 

	

17 	 198 and the owners of 198." 

	

18 	 Do you see that? 19 -- paragraph 81? 

	

19 	A. 	Yes. 

	

20 	Q. 	And so I take it that you will agree that immediately 

	

21 	 prior to the closing of the transaction, which in fact 

	

22 	 involved more than one closing, PEOC was not controlled 

	

23 	 exclusively by 198 but is in fact -- PEOC was 

	

24 	 controlled by you? 

	

25 	MR. LEITL: 	 Just a minute. I wasn't aware 

	

26 	 that there was more than one closing, or is that in 

	

27 	 evidence? If I'm -- 
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3 

4 

MR. 

MR. 

DE WAAL: 	 There's a share purchase agreement 

and there is an asset purchase agreement. 

LEITL: 	 You said one -- but you're talking 

about closing. 	There could be 20 agreements. 	That 

5 doesn't mean there's 20 closings. 	So that's... 

6 MR. DE WAAL: 	 But we have evidence about a 

7 closing at 12:01 and we have evidence of a closing at 

8 12:03. 	Don't we? 

9 MR. LEITL: 	 I'm not sure -- maybe you have a 

10 different conception of closing. 	And I do -- 	I just 

11 want to be careful to table that concern on my part. 

12 Q. MR. 	DE WAAL: 	 But when -- 

13 A. 81 	is referencing the Transaction. 

14 Q. Yes. 	Which is why I say it involved more than one 

15 agreement, at least, and we know that there were two 

16 closings that were deliberately staggered to take place 

17 one after the other. 	Understand that? 	Is that fair? 

18 A. But the Transaction I believe is defined as all 	of the 

19 agreements between the parties. 

20 Q. And that's why I say, 	I thought there was more than one 

21 closing of all 	of those agreements, 	not just one 

22 closing. 

23 A. Well, 	one -- there was one closing of the main 	-- of 

24 the Transaction. 

25 Q. And was that the 12:01 	closing or the 12:03 closing? 

26 A. That was the 12:03 closing. 

27 Q. Okay. 	So you're actually referring to the closing of 
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1 	 the share purchase agreement? 

	

2 	A. 	That's the -- the Transaction is when all of the 

	

3 	 agreements were closed. 

	

4 	Q. 	Okay. I just want to go through some of these 

	

5 	 paragraphs of your affidavit very briefly. If you 

	

6 	 could turn to paragraph 6(a), please. You set out in 

	

7 	 paragraph 6 what you say are two of the threshold 

	

8 	 issues raised in those -- by these applications, and 

	

9 	 you say your affidavit addresses those. Again, do you 

	

10 	 have any legal background? You're not making a legal 

	

11 	 argument in this, are you? 

	

12 	A. 	I'm putting forward that my understanding of this is 

	

13 	 that the parties were dealing at arm's length. 

	

14 	Q. 	So your understanding is that they were dealing at 

	

15 	 arm's length with each other within the meaning of the 

	

16 	 BIA? 

	

17 	A. 	That's -- I put this forward because that was my 

	

18 	 understanding. 

	

19 	Q. 	So what is the meaning of the BI -- of arm's length 

	

20 	 within the meaning of the BIA? What -- do you have any 

	

21 	 knowledge about that? 

	

22 	MR. MCDONALD: 	 Isn't that a legal question? 

	

23 	MR. DE WAAL: 	 That's exactly the point. 

	

24 	Q. 	So if the affidavit addresses a legal question, then 

	

25 	 the question is, what qualification do you have to 

	

26 	 address that legal question? 

	

27 	A. 	I have the qualification only that my lawyers have 
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1 	 reviewed that, and they feel confident that that's the 

2 	 case. 

	

3 	Q. 	Okay. You don't have any personal knowledge of the 

	

4 	 meaning of "arm's length" in the BIA? 

	

5 	A. 	I've reviewed it. But I also had discussed it with my 

	

6 	 counsel. 

	

7 	Q. What have you reviewed? 

	

8 	A. 	I've looked at the BIA at various times, but... 

	

9 	Q. 	And did you -- 

	

10 	A. 	But truly, I'm relying on my counsels' guidance here. 

	

11 	Q. 	Okay. In paragraph 22, you repeat the statement made 

	

12 	 by the plaintiff; and then in paragraph 23, you say, 

	

13 	 "That is not correct." So can I first ask you to tell 

	

14 	 me what in paragraph 22 you say is not correct? 

	

15 	A. 	In this transaction, and in all aspects of this 

	

16 	 transaction, we were not -- we were dealing at arm's 

	

17 	 length. We were working with a party that we did not 

	

18 	 know. We were negotiating all aspects of this 

	

19 	 transaction with a party that we did not know that 

	

20 	 would -- we would not be related to in any way, shape, 

	

21 	 or form after the transaction was complete. That's -- 

	

22 	 that's what I'm saying here. 

	

23 	Q. 	Okay. We'll leave it at that. 

	

24 	 Paragraph 12. Forgive me. I'll jump around a 

	

25 	 bit. I just want to touch a few things, and then I'll 

	

26 	 move on. Paragraph 12 you say: (as read) 

	

27 	 "PEOC was at all material times prior to 
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1 	 the Transaction an Alberta corporation 

	

2 	 and a wholly-owned single-purpose 

	

3 	 subsidiary of Perpetual." 

4 	 You see that? 

	

5 	A. 	Yes. 

	

6 	Q. 	When you say "prior to the Transaction," do you mean 

	

7 	 prior to the share -- closing of the share purchase 

	

8 	 agreement? Do you mean prior to the closing of -- the 

	

9 	 last closing of all these agreements? Or what is 

	

10 	 "prior to the Transaction"? 

	

11 	A. 	I think we've established that we view the Transaction 

	

12 	 as all agreements that are part of the Deal, and that's 

	

13 	 what's being referred to here. 

	

14 	Q. 	But it seems to me, and you can disagree with me if you 

	

15 	 want, but prior to the closing of the share purchase 

	

16 	 agreement, at some point PEOC was no longer a 

	

17 	 single-purpose subsidiary of Perpetual, but it had 

	

18 	 become a company that held a substantial number of 

	

19 	 assets. Was no longer just the trustee for POT, in 

	

20 	 other words. 

	

21 	A. You know, we keep kind of going back to this timeframe 

	

22 	 of what was happening with PEOC for one minute, maybe 

	

23 	 two minutes. 

	

24 	Q. 	Two minutes, yes. 

	

25 	A. And, you know, the fact that it was two minutes I think 

	

26 	 is pretty indicative that the -- both parties actually 

	

27 	 wanted this to be viewed as a single transaction, and 
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1 	 it is a single transaction. The steps of bringing the 

	

2 	 legal and beneficial interest together was just part of 

	

3 	 that. 

	

4 	Q. 	I don't think that you mentioned the retained assets -- 

	

5 	 retained interest agreement at all in your affidavit. 

	

6 	 I may be mistaken, and then somebody will correct me, 

	

7 	 but I don't believe you do. What was the purpose of 

	

8 	 the retained interest agreement? 

	

9 	A. The retained interest agreement -- as we were 

	

10 	 negotiating the asset -- or the transaction generally, 

	

11 	 the statement of adjustments evolved to require that - - 

	

12 	 we had a large deposit with the -- with the Alberta 

	

13 	 Crown, and that was not transferrable. It was about 

	

14 	 $1.6 million. And so the retained interest agreement 

	

15 	 from our perspective actually allowed for a -- 

	

16 	 facilitated the recovery of that. It could only be 

	

17 	 recovered against royalties otherwise payable. It -- 

	

18 	 the retained interest agreement had an asset that was 

	

19 	 generating more royalties that would allow for the 

	

20 	 payment of that to be recovered more quickly. 

	

21 	Q 	Okay. And it had nothing to do with boosting the LLR 

	

22 	 of PEOC? 

	

23 	MR. MCDONALD: 	 Before Ms. Rose answers that, 

	

24 	 you're quite right, to my recollection, that the 

	

25 	 affidavit doesn't refer to the retained interest 

	

26 	 agreement, and the reason it doesn't is because it 

	

27 	 isn't relevant to the question of arm's length or 
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1 	 complaint for the purposes of oppression. So I don't, 

	

2 	 for the same reason, see the relevancy of 

	

3 	 cross-examination on it. 

4 	OBJECTION TAKEN to answering the question: And it had 

	

5 	nothing to do with boosting the LLR of PEOC? 

	

6 	Q. 	MR. DE WAAL: 	 Give me a second. Paragraph 44, 

	

7 	 please. It says: 	(as read) 

	

8 	 "Part of the transaction, Perpetual and 

	

9 	 Kailas/198 also negotiated the asset 

	

10 	 purchase agreement between PEOC and POT 

	

11 	 dated October 1, 2016, a copy of which 

	

12 	 is attached." 

	

13 	 Where is PEOC in the discussion if you say it's 

	

14 	 Perpetual on the one side and Kailas/198 on the other 

	

15 	 side? 

	

16 	A. 	So PEOC is the -- Perpetual is the beneficial owner of 

	

17 	 POT -- or had the beneficial interest in POT, and PEOC 

	

18 	 was the trustee, wholly-owned sub. So basically 

	

19 	 PEOC -- it was a transaction between Perpetual and -- 

	

20 	Q. 	Kailas? 

	

21 	A. 	-- Kailas. 

	

22 	Q. Yes. And I understand that Perpetual is making the 

	

23 	 decisions on behalf of POT; correct? In the 

	

24 	 negotiations? 

	

25 	A. 	Well, Perpetual and PEOC, I guess, to some degree, 

	

26 	 because PEOC was the administrator. But, I mean, as 

	

27 	 we've already discussed, PEOC and -- Perpetual was 
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1 	 the -- the directing mind of PEOC, so they were -- they 

	

2 	 were the sole shareholder. 

	

3 	Q. 	So was Kailas not in control of PEOC in these 

	

4 	 discussions? 

	

5 	MR. LEITL: 	 Are you asking for a legal 

	

6 	 opinion? 

	

7 	MR. DE WAAL: 	 No. 

	

8 	A. 	Kailas -- 

	

9 	MR. LEITL: 	 What are you asking for? 

	

10 	MR. DE WAAL: 	 Facts. 

	

11 	A. 	If you're asking if we could have got to an agreement 

	

12 	 without Kailas liking it -- 

	

13 	Q. 	I'm not asking that. 

	

14 	A. 	-- then I think you're asking if -- was Kailas in 

	

15 	 control. I mean, there are two parties. Two parties, 

	

16 	 whenever they negotiate anything, have to land on an 

	

17 	 agreement that both parties agree to. And, you know, 

	

18 	 so I'm not sure what you mean by "in control." 

	

19 	Q. 	I'm trying to determine from what you said in your 

	

20 	 affidavit who was representing the interests of PEOC in 

	

21 	 a transaction in which PEOC was directly involved. And 

	

22 	 you've told me that Kailas had an interest, and you 

	

23 	 told me that PEOC was controlled or was owned by 

	

24 	 Perpetual, but I don't know that you've told me who was 

	

25 	 representing PEOC in these discussions. 

26 	A. 	The -- 

27 	MR. MCDONALD: And are you referring to the 
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1 	 contract referred to in paragraph 44? 

	

2 	MR. DE WAAL: 	 Yes. The asset purchase 

	

3 	 agreement. 

	

4 	MR. MCDONALD: 	 Okay. 

	

5 	MR. DE WAAL: 	 I'm sorry, did I say "deal"? 

	

6 	MR. MCDONALD: 	 No, but you didn't identify what 

	

7 	 you were referring to, and I just wanted to make sure 

	

8 	 that you and Ms. Rose were on the same page before she 

	

9 	 answered. 

	

10 	Q. 	MR. DE WAAL: 	 Okay. I'm still referring to 

	

11 	 paragraph 44. And we have Perpetual and Kailas 

	

12 	 negotiating a deal between two other entities, POT and 

	

13 	 PEOC. And I understand that Perpetual is representing 

	

14 	 POT. There's been no suggestion to the contrary. But 

	

15 	 I'm wondering in this discussion who is representing 

	

16 	 PEOC. 

	

17 	A. 	You know, representing them, I don't know that I like 

	

18 	 that word. But certainly the asset purchase agreement 

	

19 	 was effectively a requirement of the share purchase 

	

20 	 agreement. And that was Kailas's/198's requirement. 

	

21 	 And so they were most definitely involved in the 

	

22 	 details of negotiating the asset purchase agreement. 

	

23 	Q. 	Maybe I should ask you this: Who was making sure that 

	

24 	 the asset purchase agreement was in the best interests 

	

25 	 of PEOC in these discussions? 

	

26 	A. At that point in time, PEOC was the trustee of POT. 

	

27 	 And so our team would have been working to make sure 

AMICUS 
REPOKUNG GROUP 



75 

that that was being looked after. I think I've already 

	

2 	 referenced that I believed that the Deal was a good one 

	

3 	 for 198, and, you know, implicitly, that means that -- 

	

4 	 and also believed it was a good arrangement for PEOC 

	

5 	 going forward. 

	

6 	Q. Are you saying it was a good arrangement for PEOC going 

	

7 	 forward because it was a good deal for 198? 

	

8 	A. 	I'm saying that with the business plan that PEOC was 

	

9 	 moving into, PEOC was going to be well suited to 

	

10 	 execute that business plan. 

11 	Q. 	Okay. But I -- I don't know that I have an answer to 

	

12 	 my question yet. So in these discussions where we have 

	

13 	 Perpetual on the one side and Kailas/198 on the other 

	

14 	 side, are you saying that when you say "your team," do 

	

15 	 you mean Perpetual was in fact making sure that the 

	

16 	 asset purchase agreement was in the best interests of 

	

17 	 PEOC, or was that 198 and Kailas? 

	

18 	A. 	That was 198 and Kailas. 

	

19 	Q. Okay. And you as a director of PEOC stood back and 

	

20 	 allowed 198 and Kailas to determine whether the asset 

21 	 purchase agreement was a good agreement for PEOC to 

	

22 	 enter into? 

	

23 	A. 	I think I was wearing multiple hats in terms of being 

	

24 	 required to sign that. And I didn't think that it was 

	

25 	 in -- I didn't believe that it was a negative 

	

26 	 transaction for PEOC. 

	

27 	Q. 	Okay. 
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A. You know, when you're saying what's in the best 

	

2 	 interests, I mean, that -- it was entering into a 

	

3 	 different business plan. 

	

4 	Q. 	So is it fair to say that -- 

	

5 	A. 	Do you think -- do I think PEOC would have been happier 

	

6 	 to remain as my trustee? It's a bit of an odd 

	

7 	 question. 

	

8 	Q. Well, somebody has to make a decision on behalf of 

	

9 	 PEOC. 

	

10 	A. 	Mm-hm. 

11 	Q. And I think you've told me now that that was 198 and 

	

12 	 Kailas with respect to the asset purchase agreement? 

	

13 	A. 	Mm-hm. 

	

14 	Q. 	Is that fair? 

	

15 	A. 	I -- I'm -- yeah, I believe that it was. But I would 

	

16 	 also say at the same time that I believed that the 

	

17 	 arrangement was a good one going forward. 

	

18 	Q. 	Right. And you qualified that I think five minutes 

	

19 	 earlier by saying it was a good one for 198, and 

	

20 	 therefore, by implication, a good transaction for PEOC? 

21 	A. 	Not just 198. All the stakeholders that would become 

	

22 	 stakeholders of PEOC: Our employees, future suppliers. 

	

23 	Q. 	Okay. In paragraph 46, over the page, you say: 

	

24 	 (as read) 

	

25 	 "The asset transaction was entirely 

26 	 negotiated between the Vendor Team on 

	

27 	 behalf of POT and the Purchaser Team on 

76 

AM ICUS 
a:PORTING GROUP 



77 

	

1 	 of behalf of PEOC." 

2 	 So when you said you were wearing different hats, you 

	

3 	 were referring only to the fact that you eventually had 

	

4 	 to sign the purchase -- the asset purchase agreement? 

	

5 	 You were not involved in the discussions leading up to 

	

6 	 that agreement? 

	

7 	MR. MCDONALD: 	 In the discussions on behalf of 

	

8 	 the interests of -- 

	

9 	MR. DE WAAL: 	 PEOC. 

	

10 	MR. MCDONALD: 	 -- the purchaser? 

	

11 	Q. 	MR. DE WAAL: 	 Is that fair? 

	

12 	A. 	I said it was negotiated by the Vendor Team and the 

	

13 	 Purchaser Team, but I don't believe I'm making any 

	

14 	 other assessment than that in that statement. 

	

15 	Q. 	Right. But you said earlier that you were wearing 

	

16 	 different hats. And then you referred to the fact that 

	

17 	 you had to sign the asset purchase agreement 

	

18 	 eventually. And I just want to make sure that until 

	

19 	 that point when they presented you with the asset 

	

20 	 purchase agreement as something that 198 and Kailas 

	

21 	 were satisfied with, you had no role in looking after 

	

22 	 the interests of PEOC in that particular discussion? 

	

23 	 That happened -- that was taken care of by the 

	

24 	 Purchaser Team on behalf of PEOC? 

	

25 	A. 	Well, I wouldn't say exactly that, because I had to 

	

26 	 sign the agreement, but -- but I wasn't uncomfortable 

	

27 	 that it was not an arrangement that would be good for 
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1 	 PEOC going forward. But I wasn't -- 

	

2 	Q. 	When you -- 

	

3 	A. You know, it was definitely negotiated between the 

	

4 	 Purchaser Team and the Vendor Team. 

	

5 	Q. Your work on behalf of PEOC was in your capacity as a 

	

6 	 director and officer nominated by Perpetual; correct? 

	

7 	A. 	Well, I think it's a little hard to say my "work." You 

	

8 	 know, I wasn't just a director. I was a member of the 

	

9 	 executive people of PEI. The executive team of PEI, 

	

10 	 actually, and the employee team of PEI, actually, 

	

11 	 performed the duties of the trustee of PEOC, as trustee 

	

12 	 of POT for -- for many years. You know, so it's -- 

	

13 	 it's a little finite to say I was only working in the 

	

14 	 capacity as a director. 

	

15 	Q. 	No, but your work for PEOC, on behalf of PEOC, as a 

	

16 	 director of PEOC was in your capacity as someone who 

	

17 	 was nominated as a director by Perpetual. 

	

18 	MR. MCDONALD: 	 And are you speaking of in the 

	

19 	 course of the negotiations, or -- 

	

20 	MR. DE WAAL: 	 No. 

	

21 	MR. MCDONALD: 	 -- are you speaking of prior to 

	

22 	 that during the -- since her appointment? 

	

23 	MR. DE WAAL: 	 I'm speaking generally. 

	

24 	Q. Anything you did for PEOC was in your capacity as the 

	

25 	 nominee, director, nominated by Perpetual? 

	

26 	A. 	So I was trying to articulate that I did a lot of 

	

27 	 things for PEOC that would not just have been a 
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1 	 director duty. 

	

2 	Q. 	Okay. I'm going to ask you just an open-ended 

	

3 	 question, and then you can tell me what you think. Why 

	

4 	 was this asset purchase agreement in the best interests 

	

5 	 of PEOC? 

	

6 	A. 	It affected the Transaction. The Transaction, the 

	

7 	 Deal, was part of the arrangement with 198 and Kailas. 

	

8 	 It was a requirement. And it -- it was certainly in -- 

	

9 	 as I've already described, I think that going forward 

	

10 	 they had a business plan that was actually very 

	

11 	 positive. 

	

12 	Q. 	Can we turn to page -- to paragraph 59, please? You 

	

13 	 discuss the communications between the trustee and 

	

14 	 Perpetual and then Mr. Darby's statement in 

	

15 	 paragraph 13 of his affidavit that: (as read) 

	

16 	 "To date, no further records or 

	

17 	 information have been received from the 

	

18 	 Perpetual group." 

	

19 	 And then you say, "That statement's not accurate." Do 

	

20 	 you see that? 

	

21 	A. 	Yes. 

	

22 	Q. Are you saying that there was further correspondence 

	

23 	 between the trustee and Perpetual after that 

24 	 communication that Mr. Darby referred to in 

	

25 	 paragraph 13? 

	

26 	A. 	Yes, there was several emails back and forth, and 

	

27 	 Mr. Darby was aware that our team was working to 
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1 	 provide additional information. We'd also wanted to 

	

2 	 provide some verbal guidance through the data in the 

	

3 	 data room, and we understood Mr. Darby to not want that 

	

4 	 assistance or help in understanding the information, 

	

5 	 fairly complex information that was put in front of 

	

6 	 him. 

	

7 	 So we were embarking on a fairly extensive 

	

8 	 compilation of information that addressed Mr. Darby's 

	

9 	 concerns, which -- which was not a small task to 

	

10 	 compile in written form. 

	

11 	Q. 	Yes. 

	

12 	A. And Mr. Darby was aware that we were working towards 

	

13 	 providing something. 

	

14 	Q. Now, the correspondence that Mr. Darby referred to as 

	

15 	 "the last correspondence" was the June 26th letter from 

	

16 	 him. That's -- that's in paragraph 12 of his 

	

17 	 affidavit. And we have that correspondence attached to 

	

18 	 your affidavit at Exhibit X. 

	

19 	A. 	Mm-hm. 

	

20 	Q. 	And I don't want to spend much time on this, but I just 

	

21 	 want to make sure I understand the chronology. 

	

22 	A. The May 28th letter is attached. 

	

23 	Q. 	Well, if you go to the second-last page under that tab, 

	

24 	 I'll take you through the chronology. Second-last 

	

25 	 page. Second last. 

	

26 	MR. LEITL: 	 Sorry, second last is just -- 

	

27 	MR. DE WAAL: 	 Sorry, third last. 
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1 	MR. MCDONALD: 	 June 27th? 

	

2 	MR. DE WAAL: 	 No, it's June 26th. There's a -- 

	

3 	 it says -- it's an email from Mr. Darby saying, "Please 

	

4 	 see the attached letter." That's the June 26th. I 

	

5 	 just wanted to have that as a starting point. 

	

6 	A. 	Yes. 

	

7 	Q. 	Okay. And then you say, "I would like to meet tomorrow 

	

8 	 if possible." That's at the top of that page? 

	

9 	A 	Yes, I see that. 

	

10 	Q. And then reading back to the previous page, he says: 

	

11 	 (as read) 

	

12 	 "Let me know if and when you intend to 

	

13 	 provide additional information." 

	

14 	 And then at the top of that page you say on June 27th: 

	

15 	 (as read) 

	

16 	 "We'll prepare a document. It will 

	

17 	 likely be next week given the scope." 

	

18 	 You see that? 

	

19 	A. 	Yes. 

	

20 	Q. 	Okay. And then the next email we have is in fact the 

	

21 	 last page on the -- 

	

22 	A. Sorry. To point out, that was one day after receiving 

	

23 	 that, and we hadn't embarked on preparing it yet, so... 

	

24 	Q. 	Right, right. And then the last page under Exhibit X 

	

25 	 is another email from you on July 6th, so this is now 

	

26 	 the following week, saying: (as read) 

	

27 	 "I'm touching base to let you know we 
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1 	 are working diligently to pull together 

2 	 the additional information. I believe 

3 	 we are on pace for later next week. 

4 	 Thanks so much." 

5 	 On July 6th; right? You have that? 

6 	A. 	Yes. 

7 	Q. 	Okay. Then the next tab, Y, the correspondence 

8 	 continues. And, again, reading from the back to front, 

9 	 on the second-last page, we have that email from you 

10 	 July 6th. Right? And then we have, on August 3rd, the 

11 	 bottom of the second-last page, we have your email 

12 	 saying: 	(as read) 

13 	 "Paul, we're close to having a full 

14 	 submission ready to send over. 

15 	 Hopefully Tuesday is acceptable to you." 

16 	 So at 11:32 on that morning of August 3rd you send that 

17 	 email to Paul Darby; right? 

18 	MR. LEITL: 	 Do you see it? 

19 	THE WITNESS: 	 Oh, here. 

20 	MR. MCDONALD: 	 No, I think what he's referring 

21 	 to... 

22 	THE WITNESS: 	 This one. 

23 	MR. MCDONALD: 	 August -- 

24 	THE WITNESS: 	 I'm confused. This one says 

25 	 12:05. 

26 	Q. 	MR. DE WAAL: 	 The text of your -- 

27 	MR. MCDONALD: 	 This is -- you're -- 
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1 	THE WITNESS: 	 Oh. 

2 	MR. MCDONALD: 	 -- referring to the -- 

3 	THE WITNESS: 	 Yeah. Sorry. 

4 	MR. MCDONALD: 	 -- 11:32 email. 

	

5 	THE WITNESS: 	 It's the front page, yes. 

	

6 	MR. LEITL: 	 It's here. 

	

7 	MR. DE WAAL: 	 Yes. 

	

8 	THE WITNESS: 	 Oh. Maybe it's just on mine. 

	

9 	MR. MCDONALD: 	 Yes. 

	

10 	THE WITNESS: 	 Maybe it's -- 

	

11 	MR. LEITL: 	 That's the second page of 

	

12 	 Exhibit Y. 

	

13 	MR. DE WAAL: 	 No, it should be the same. 

	

14 	MR. MCDONALD: 	 It's in -- well, it's just in two 

	

15 	 places. 

	

16 	THE WITNESS: 	 Just in reverse order. 

	

17 	MR. MCDONALD: 	 It's the first page of Exhibit Y, 

	

18 	 and it's also at the bottom of the third page of 

	

19 	 Exhibit Y. 

	

20 	Q. 	MR. DE WAAL: 	 Okay. Well, the point is that we 

	

21 	 have your correspondence on July 6th as saying we're 

	

22 	 on -- "I believe we are on pace for later next week." 

	

23 	 And then we have nothing until August 3rd, almost a 

	

24 	 month later, in which you then say: (as read) 

	

25 	 "I believe we're close to having a full 

	

26 	 submission ready to send over hopefully 

	

27 	 Tuesday." 
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1 

2 

3 

4 

A. 

Q. 

A. 

Q. 

Mm-hm. 

That's the Friday before the long weekend. 

Yes, 	it's the Friday before the long weekend. 

Yes. 	And you say in your affidavit that you were 

5 surprised that his response was that they had filed 

6 earlier that day. 

7 A. Yes. 

8 Q. Okay. 	So you're unaware of any communication between 

9 counsel 	for the trustee and your own counsel about 

10 having filed instructions for -- to accept service? 

11 A. David LeGeyt had been contacted that day by someone I 

12 believe in your office that had asked if we were 

13 available for something. 	Not sure at that point what 

14 that something was. 

15 Q. And he told you that he'd been contacted by somebody in 

16 my office? 

17 MR. LEITL: 	 So you're asking for 

18 communications from her counsel? 

19 MR. DE WAAL: 	 Yes. 	Not legal 	advice, 	just 

20 factual 	communications, 	yes. 

21 A. Sometime on Friday David told me that he had been 

22 contacted by somebody in your office. 

23 Q. For what purpose? 	Did he tell you? 

24 A. He did 	not, 	no. 

25 Q. And did he not tell you that there was communication 

26 the day before about accepting service on behalf of 

27 Perpetual? 
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1 	A. 	On Thursday, August 2nd? 

2 	Q. 	Yes, the day before. 

3 	A. 	No. 

4 	Q. 	Okay. 

5 	A. 	Had there been? 

	

6 	Q. 	Yes. 

	

7 	MR. LEITL: 	 That's not in evidence. 

	

8 	Q. 	MR. DE WAAL: 	 Well, I'll show you my email if 

	

9 	 you -- if you want to take a look at that. But that's 

	

10 	 an email not to you, obviously, so you have no 

	

11 	 knowledge of that? 

	

12 	A. 	No, I have no knowledge of it. 

	

13 	Q. 	Okay. 

	

14 	 Almost done. Just give me a second. 

	

15 	 Did you give any formal notice to PEOC or note 

	

16 	 anything in a minute book or write a letter to PEOC to 

	

17 	 advise PEOC formally that you had an interest in 

	

18 	 Perpetual, and that the whole Deal, in other words, the 

	

19 	 share purchase agreement, the asset purchase agreement, 

	

20 	 and all the other related agreements, was something 

	

21 	 that you had an interest in or that Perpetual had an 

	

22 	 interest in? 

	

23 	A. 	Most definitely didn't write myself a letter. The -- 

	

24 	 you know, the conversation was always in the context of 

	

25 	 everything combined, and so the -- there would be 

	

26 	 discussions in Perpetual's minute -- PEI's minutes 

	

27 	 related to our board of director conversation on 
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1 	 August 4th and August 30th. Nothing else formally. 

2 	Q. Anything in the PEOC minutes? 

3 	A. 	I didn't review those before I came in. 

4 	Q. 	But would you have made a note in the PEOC minutes, or 

5 	 would there have been minutes kept? 

6 	A. 	Honestly, I didn't review that before I came in. 

7 	Q. 	And you don't recall? 

8 	A. 	I don't recall. 

9 	Q. 	Okay. 

10 	MR. DE WAAL: 	 Can we take five minutes? I may 

11 	 be done. 

12 	(ADJOURNMENT) 

13 	MR. DE WAAL: 	 Thank you, Ms. Rose. Those are my 

14 	 questions. 

15 

16 	 (Proceedings ended at 12:34 p.m.) 
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1 	 -INDEX- 

	

2 	 SUSAN RIDDELL ROSE 

	

3 	 October 26, 2018 

	

4 	The following is a listing of exhibits, undertakings and 

	

5 	objections as interpreted by the Court Reporter. 

	

6 	The transcript is the official record, and the index is 

	

7 	provided as a courtesy only. It is recommended that the 

	

8 	reader refer to the appropriate transcript pages to ensure 

	

9 	completeness and accuracy. 

	

10 	 ***EXHIBITS*** 

	

11 	EXHIBIT 5 - Press release that was issued on the 	29 

	

12 	closing of the transaction dated October 3, 2016 

13 
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1 	 ***OBJECTIONS*** 

	

2 	OBJECTION TAKEN to answering the question: So the 	4 

	

3 	question was, what percentage of shares, of PEI 

	

4 	shares or Perpetual shares, did you or members of 

	

5 	your family own immediately prior to October 1st, 

	

6 	2016, directly or indirectly? 

7 

	

8 	OBJECTION TAKEN to answering the question: And 	18 

	

9 	the effect of that would be to support the PEOC 

	

10 	LLR? 

11 

	

12 	OBJECTION TAKEN to answering the question: Is it 	28 

	

13 	fair to say, then, that as a result, it would have 

	

14 	a negative effect on the LMR of a recipient 

	

15 	generally or not? 

16 

	

17 	OBJECTION TAKEN to answering the question: And 	42 

	

18 	there were other presentations or other numbers 

	

19 	presented to the Board. On the next page, for 

	

20 	example, there's a McDaniel April pricing run, and 

	

21 	that results in a negative $4.7 million value. 

22 

	

23 	OBJECTION TAKEN to answering the question: And it 	44 

	

24 	had an undiscounted future ARO liability of 

	

25 	somewhere in between, let's say, 52 million and 

	

26 	$133 million. 

27 
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1 	OBJECTION TAKEN to answering the question: Would 	45 

	

2 	you agree with me that there was a material change 

	

3 	in the position of PEOC from immediately prior to 

	

4 	the closing of the asset transaction, the purchase 

	

5 	and sale agreement, and immediately after? 

6 

	

7 	OBJECTION TAKEN to answering the question: And 	47 

	

8 	the change in the position in PEOC's position from 

	

9 	immediately prior to to immediately after the 

	

10 	close of the purchase and sale agreement with 

	

11 	respect to the assets was the result of an 

	

12 	agreement that you had signed as president and CEO 

	

13 	of PEOC; right? 

14 

	

15 	OBJECTION TAKEN to answering the question: One of 	48 

	

16 	the issues in your application is whether the 

	

17 	trustee is a proper person to be a complainant. 

	

18 	And as you know, the Act provides that any person 

	

19 	a court believes should be or could be is the 

	

20 	proper person to be a complainant can be a 

	

21 	complainant. 

	

22 	So essentially the circumstances of the case 

	

23 	will determine or derive that decision? 

24 

25 

26 
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1 	OBJECTION TAKEN to answering the question: Where 	55 

2 	those interests of Perpetual and PEOC conflicted, 

3 	what would you do? How would you deal with -- 

4 

5 	OBJECTION TAKEN to answering the question: Did 	56 

6 	you think that there was a conflict in this 

7 	particular case, where you were essentially 

8 	selling assets that Perpetual wanted to get rid of 

9 	to PEOC? 

10 

11 	OBJECTION TAKEN to answering the question: And it 	72 

12 	had nothing to do with boosting the LLR of PEOC? 

13 
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News Release Archive 

Perpetual Energy Inc. Announces Closing Of Strategic Disposition 
Of Eastern Alberta Shallow Gas Properties 

October 3, 2016 

CALGARY, Oct. 3, 2016 /CNW/ - (TSX:PMT) - Perpetual Energy Inc. ("Perpetual", the 
"Corporation" or the "Company") is pleased to announce that it has closed the previously 
disclosed strategic disposition of certain of its mature shallow gas properties in east central and 
northeast Alberta (the "Shallow Gas Properties"). Macquarie Capital Markets Canada Ltd. 
acted as financial advisor to the Corporation with respect to the transaction. 

Pursuant to the transaction, Perpetual will materially increase its liability management ratio as 
defined by the Alberta Energy Regulator to over 4.2 through the disposition of all of the 
liabilities associated with the Shallow Gas Properties, and through the retention of its higher 
netback core, liquids-rich natural gas assets in West Central Alberta as well as heavy oil and 
natural gas assets in the Mannville and Panny areas in northeast Alberta. Despite the loss of 
close to 35.5 MMcf/d of current production from the Shallow Gas Properties, Perpetual's funds 
flow is expected to be positively impacted as a result of the disposition using current forward 
prices for natural gas. Furthermore, through gas marketing arrangements related to the 
transaction, Perpetual retains essentially full natural gas price upside exposure on the forecast 
base production from the Shallow Gas Properties should AECO natural gas prices exceed 
$2.81/GJ through August 2018, with no operating exposure or future capital spending 
commitments. 

Forward-Looking Information 

Certain information regarding Perpetual in this news release including management's 
assessment of future plans and operations may constitute forward-looking statements under 
applicable securities laws. The forward-looking information includes, without limitation, 
statements regarding the anticipated value and benefits including the expected impact on the 
Corporation's financial position and benefits for Perpetual's shareholders; the impact of the 
transaction on the Corporation's net asset value; forecast and realized commodity prices and 
future funds flow. Various assumptions were used in drawing the conclusions or making the 
forecasts and projections contained in the forward-looking information contained in this press 
release, which assumptions are based on management analysis of historical trends, experience, 
current conditions, and expected future developments pertaining to Perpetual and the industry 
in which it operates as well as certain assumptions regarding the matters outlined above. 
Forward-looking information is based on current expectations, estimates and projections that 
involve a number of risks, which could cause actual results to vary and in some instances to 
differ materially from those anticipated by Perpetual and described in the forward looking 
information contained in this press release. Undue reliance should not be placed on forward-
looking information, which is not a guarantee of performance and is subject to a number of 
risks or uncertainties, including without limitation those described under "Risk Factors" in 



Perpetual's Annual Information Form and MD&A for the year ended December 31, 2015 and 
those included in other reports on file with Canadian securities regulatory authorities which 
may be accessed through the SEDAR website (www.sedar.com ) and at Perpetual's website 
(www.perpetualenergyinc.com ). Readers are cautioned that the foregoing list of risk factors is 
not exhaustive. Forward-looking information is based on the estimates and opinions of 
Perpetual's management at the time the information is released and Perpetual disclaims any 
intent or obligation to update publicly any such forward-looking information, whether as a 
result of new information, future events or otherwise, other than as expressly required by 
applicable securities laws. 

Volume Conversions 

Barrel of oil equivalent ("boer) may be misleading, particularly if used in isolation. In 
accordance with National Instrument 51-101, a conversion ratio for natural gas of 6 Mcf :1 bbl 
has been used, which is based on an energy equivalency conversion method primarily 
applicable at the burner tip and does not represent a value equivalency at the wellhead. In 
addition, utilizing a conversion on a 6 Mcf 1 bbl basis may be misleading as an indicator of 
value as the value ratio between natural gas and crude oil, based on the current prices of 
natural gas and crude oil, differ significantly from the energy equivalency of 6 Mcf :1 bbl. 

About Perpetual 

Perpetual Energy Inc. is a Canadian energy company with a spectrum of resource-style 
opportunities spanning liquids-rich natural gas in the Alberta deep basin, shallow gas, heavy oil 
and bitumen. Perpetual's shares are listed on the Toronto Stock Exchange under the symbol 
"PMT". Further information with respect to Perpetual can be found at its website at 
www.per-petualenergyinc.com . 

The Toronto Stock Exchange has neither approved nor disapproved the infounation contained 
herein. 

SOURCE Perpetual Energy Inc. 

For further information: Perpetual Energy Inc., Suite 3200, 605 - 5 Avenue SW Calgary, 
Alberta, Canada T2P 3H5; Telephone: 403 269-4400, Fax: 403 269-4444, Email: 
info@perpetualenergyinc.com;  Susan L. Riddell Rose, President and Chief Executive Officer; 
Claire Rosehill, Investor Relations and Business Analyst 

http://perpetualenergy.mediaroom.com/index.php?s=24466&item--135232  

ht-tp://perpetualenergy.mediaroom.com/index.php?s=24466&item=135232  
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Perpetual Energy Inc. Releases Third Quarter 2016 Financial And 
Operating Results 

November 7, 2016 

CALGARY, Nov. 7, 2016 /CNW/ - (TSX:PMT) - Perpetual Energy Inc. ("Perpetual", the 
"Corporation" or the "Company") herein reports its financial and operating results for the three 
and nine months ended September 30, 2016. A complete copy of Perpetual's unaudited interim 
consolidated financial statements and related Management's Discussion and Analysis 
("MD&A") for the three and nine months ended September 30, 2016 can be obtained through 
the Corporation's website at www.perpetualenergyinc.com  and SEDAR at www.sedar.com . 

THIRD QUARTER HIGHLIGHTS 

Production and Operations 

• On September 27, 2016, Perpetual announced the strategic disposition of the majority of 
its mature shallow gas properties in east central and northeast Alberta (the "Shallow Gas 
Properties"), including net asset retirement obligations ("ARO") of $131.0 million, for 
nominal proceeds. The transaction also included an effective deferred purchase price 
component whereby Perpetual will continue to benefit from the Shallow Gas Properties 
for close to two years, given a recovery in natural gas pricing, through marketing 
arrangements which provide a call on 33,611 GJ/d, representing close to 90% of current 
production, at $2.8 I/GJ at AECO from October 1, 2016 through August 31, 2018. 
Further to this, arrangements have been made to provide for an AECO floor price of 
$2.58/GJ for the Purchaser's account for the same volume and term. The marketing 
arrangements will be settled monthly by a third party marketing company through an 
adjustment in the price paid to Perpetual for future physical gas sales. Despite the 
material loss of production from the Shallow Gas Properties, future funds flow is 
forecast to be positively impacted by the disposition. 

• Third quarter average production of 14,123 boe/d was down 12 percent from the second 
quarter, reflecting natural declines and the decision to eliminate capital spending in light 
of low commodity prices. 

• Natural gas production for the third quarter of 75.5 MMcf/ decreased 11 percent from the 
preceding second quarter (85.2 MMcf/d), reflecting natural declines and the decision to 
defer development drilling at East Edson to preserve inventory and value with a view to 
a commodity price recovery. With stabilizing natural gas prices during the quarter, the 
Company completed and tied in the East Edson well previously drilled in the first quarter 
of 2016, and resulting production commenced in late September. 



• NGL production of 476 bbl/d in the third quarter of 2016 represented a 30 percent 
decrease from the previous quarter (682 bbl/d) and 36 percent compared to the prior 
year, consistent with restricted capital spending and natural declines in East Edson 
production. 

• Oil production of 1,052 bbl/d for the third quarter of 2016 was two percent lower than 
the second quarter of 2016 (1,073 bbl/d) and down 26 percent from 1,426 bbl/d in the 
third quarter of 2015, reflecting the positive impact waterflood activities are beginning to 
have in Mannville despite limited capital spending and no new drilling in the area over 
the past two years. 

• Exploration and development spending of $1.4 million for the third quarter of 2016 was 
focused on completion and tie-in of one well at East Edson. An additional $1.4 million 
was spent on abandonment and reclamation projects in eastern Alberta as part of the 
Company's shallow gas operating cost reduction program. The majority of the 
decommissioning expenditures related to internal labor and equipment costs as the 
Company continued its program to redeploy operational personnel and internal resources 
to accelerate progress and drive efficiencies on abandonment and reclamation projects. 

Financial Highlights 

• Low commodity prices continued to have a negative impact on financial results with 
third quarter cash expenses exceeding revenue for negative funds flow of $0.6 million 
for the period. On a year to date basis, negative funds flow of $2.4 million has been 
recorded in 2016 compared to a positive funds flow of $1.6 million in 2015. Material 
cost-savings initiatives in all areas of the business have mitigated the impact of low 
commodity prices and declining production. 

• The Company's diligent focus on reducing costs and maximizing efficiencies in 
operations resulted in operating costs of $7.36/boe for the third quarter of 2016, down 11 
percent from 2015. Although positively impacted by the resulting lower operating costs, 
third quarter operating netbacks were 28 percent lower than the previous year at 
$4.24/boe, reflecting decreased realized revenue due to lower commodity prices. 
Perpetual expects operating costs per boe to be further reduced following the disposition 
of the Shallow Gas Properties on October 1, 2016 with the majority of the Company's 
natural gas production focused at East Edson going forward. Operating costs at East 
Edson averaged $2.68/boe during the third quarter of 2016. 

• Cash interest of $1.8 million during the third quarter of 2016 was 77 percent lower 
compared to the same period in 2015 ($7.9 million) due to the $66.1 million reduction in 
bank debt, a $214.4 million reduction in senior notes outstanding and repayment of 
$34.9 million of convertible debentures. 

• Third quarter cash general and administrative ("G&A") expense decreased 11 percent to 
$3.8 million in 2016 from $4.3 million in 2015, reflecting lower consulting and 
professional fees, salaries, and on-going cost saving initiatives implemented by the 
Corporation in response to the depressed commodity price environment. 



• Perpetual's third quarter natural gas price, before derivatives, of $2.44/Mcf, was down 16 
percent from $2.91/Mcf in 2015 due to decreased AECO Monthly Index prices. The 
Company's realized third quarter natural gas price was decreased by realized losses of 
$2.2 million on natural gas derivatives compared to realized losses of $0.4 million during 
the same period in 2015. The resulting third quarter 2016 average realized natural gas 
price, including derivatives, was $2.12/Mcf, 26 percent lower than the prior year 
($2.86/Mcf). 

• The Company's realized oil price, before derivatives, of $38.93/bbl was down four 
percent from a year ago but remained consistent with second quarter prices and 76 
percent higher than the first quarter of 2016 ($22.08/bbl), reflecting stabilizing WTI 
prices. 

• Perpetual's realized NGL price increased 28 percent from the previous year, reflecting an 
increase in all NGL component prices as excess North American inventory levels began 
to stabilize due to increasing exports from the United States to Asia and Europe brought 
on by low North American product prices. 

• Realized revenue of $19.6 million, including realized losses on derivatives for the three 
months ended September 30, 2016 of $2.6 million, was down 41 percent compared to 
$33.2 million for the same period in 2015. Losses on derivatives in the third quarter of 
2016 were comprised of $2.2 million and $0.4 million related to natural gas and foreign 
exchange contracts respectively. 

• In September, the Company refinanced its TOU share financial arrangement originally 
set to mature in November 2016, including an extension of the maturity to March 15, 
2017, a reduction in the number of the Company's common shares in Tourmaline Oil 
Corp. ("TOU") pledged as security from 1.0 million to 0.84 million and an increase to 
the maximum payment at maturity from $21.3 million to $23.3 million. 

• Total net debt on September 30, 2016 was $30.2 million, net of the market value of 
$65.7 million for the 1.85 million TOU shares held. 

• Subsequent to the end of the quarter, Perpetual's lenders completed their review of the 
reserve based credit facility and extended the maturity date to April 28, 2017. In 
addition, Perpetual has amended the margin loan arrangement to increase funds available 
from $10.6 million to approximately $15.5 million, while reducing the number of TOU 
shares pledged as security from 0.84 million to 0.65 million TOU shares. Interest on the 
margin loan was reduced to its lenders' three month CDOR rate plus 1.0%. The 
requirement to maintain a lending ratio of less than 55 percent has been removed. This 
amendment provides additional liquidity of approximately $5.0 million and extends the 
term to November 2017. 

2016 STRATEGIC PRIORITIES 

Perpetual's top strategic priorities for 2016 remain: 

1. Reduce debt and restore cash flow; 
2. Grow value and scope of Greater Edson Liquids-rich gas; 



3. Maximize value potential of Eastern Alberta assets; and 
4. Advance high impact opportunities. 

The disposition of a large percentage of high liability, negative netback mature shallow gas 
properties in east central and northeast Alberta positively impacts funds flow and increases the 
company's net asset value. This transaction also reduces Perpetual's ARO by $131.0 million, 
materially improves operating netbacks and significantly reduces go forward G&A expenses. 
Perpetual remains focused on its strategic priorities, adapted to the current environment, as 
outlined below. 

Reduce debt and restore cash flow 

• On October 1, 2016, Perpetual closed the disposition of the Shallow Gas Properties. The 
Shallow Gas Properties included approximately 35.5 MMcfe/d of current production and 
an estimated 83.8 Bcfe of proved plus probable natural gas reserves (based on the 
Company's internally prepared engineering report reviewed by McDaniel and Associates 
Consultants Ltd. ("McDaniel"), as at October 1, 2016). This disposition involved 
nominal proceeds at closing however, through gas marketing arrangements related to the 
transaction, Perpetual retains essentially full natural gas price upside exposure on the 
forecast base production from the Shallow Gas Properties should AECO natural gas 
prices exceed $2.81/GJ through August 2018, with no operating exposure or future 
capital spending commitments. The positive impacts to future funds flow are fax 
reaching as these mature legacy assets had been funds flow negative for many years, 
largely due to high fixed operating costs which included extremely high municipal taxes 
and high G&A costs related to the large number of low productivity wells and related 
leases. 

• The disposition of the Company's 25 percent interest in certain non-core assets located 
adjacent to the Shallow Gas Properties resulted in proceeds of $1.0 million during the 
third quarter. 

• As compared to one year ago, at September 30, 2016, Perpetual reduced its interest 
bearing debt by $315.4 million for annual interest savings of close to $25 million. 

• With the exchange of 4.4 million TOU shares for $214.4 million face value of senior 
notes and the sale of 0.42 million shares to manage liquidity over the past year, the 
Company had 1.85 million TOU shares held at September 30, 2016, compared to 6.67 
million at the end of the third quarter in 2015. The value of the reduced number of TOU 
shares held was $65.7 million versus $207.1 million at September 30, 2015. 

• Including the $22.6 million TOU financing arrangement, Perpetual's net debt, net of 
TOU shares held decreased by $149.3 million (83 percent) over the one year period to 
$30.2 million at quarter end, from $179.5 million in 2015. 

• Capital spending at East Edson and Mannville will be re-instated in the fourth quarter of 
2016, with a single rig drilling program planned for both operating areas. The resultant 
growth in production is expected to positively impact funds flow in the first quarter of 
2017. 

Grow value and scope of Greater Edson Liquids-rich gas 



• Perpetual's focus on reducing costs and maximizing efficiencies in operations has 
resulted in a sustainable cost structure for the Company's East Edson assets. Third 
quarter area operating costs of $2.68/boe were recorded for East Edson production. 

• Perpetual spent $1.3 million late in the third quarter of 2016 to complete and tie-in one 
well drilled during the first quarter. Production commenced from the new well in mid-
October. Results were as expected, closely aligned with the East Edson Wilrich type 
curve. 

• The Company has initiated a single rig drilling program in the East Edson area. One 
two-well pad is expected to be drilled during the fourth quarter with completion and frac 
operations continuing into the first quarter of 2017. 

Maximize value potential of Eastern Alberta assets 

• Production and operating expenses associated with the Company's shallow gas assets 
decreased 35 percent to $6.7 million ($10.88/boe) in the third quarter of 2016 compared 
to $10.3 million ($13.55/boe) for the same period of 2015, reflecting the Company's 
diligent focus on reducing costs and maximizing efficiencies in operations, including the 
re-deployment of operations personnel to accelerate progress and drive efficiencies on 
abandonment and reclamation projects. While the majority of these cost savings were 
associated with the Shallow Gas Properties that were subsequently disposed early in the 
fourth quarter, the remaining shallow gas assets in Mannville and Panny will continue to 
benefit from the improved operating practices implemented. 

• Despite material decreases in many categories of discretionary operational spending, 
municipal property taxes and other annual fees continued to represent a significant 
portion of fixed operating costs. The calculation of property taxes for machinery and 
equipment, pipelines and wells is based on a prescribed formula methodology which 
results in a tax assessment base that is dramatically misrepresentative of the actual 
property value for the Company's mature shallow gas assets. As a result, property taxes 
in eastern Alberta completely eliminated positive operating cash flow on most of the 
Company's shallow gas properties. 

• Perpetual spent $1.4 million during the third quarter of 2016 on abandonment and 
reclamation projects in eastern Alberta. The majority of decommissioning expenditures 
relate to internal labor costs and equipment costs. 

• The Company plans to continue its momentum reducing the ARO related to its mature 
shallow gas assets. To this end, activities are underway to spend close to $0.7 million to 
recomplete wells in uphole zones. An additional $0.5 million is expected to be spent on 
abandonment and reclamation work focused in the Mannville area. 

• Waterflood activities are beginning to establish returns as production declines in 
Mannville heavy oil were only two percent quarter over quarter, materially lower than 
historical declines. An additional $0.8 million will be spent in the fourth quarter to 
convert two additional wells and construct related facilities for water injection. 



• A one-rig drilling program will commence in late November, targeting the drilling of up 
to seven wells in the Mannville area during the fourth quarter of 2016. Up to five wells 
will target heavy oil and are designed to grow oil production and further refine future 
drilling locations for 2017. 

• Technical work continued on the extensive shallow shale gas resource play in the 
Colorado and Viking formations in eastern Alberta. The Company retained material 
exposure to this play in the Mannville area, with an internally estimated 585 Bcf of 
potentially recoverable resource over 150 net sections. Two horizontal wells to evaluate 
the economic potential of Viking and Colorado formations are included in the capital 
spending plans for the Mannville area in the fourth quarter of 2016. 

Advance high impact opportunities 

• Perpetual continued to advance phase 1 of its strategic low pressure electro-thermally 
assisted drive ("LEAD") process pilot project targeting bitumen recovery from the 
Bluesky formation at Panny. First production was established on flow back in the first 
quarter of 2016 following a successful first heating phase of the pilot which commenced 
in September 2015 and cycle two commenced production in late June after an 
abbreviated second heating cycle. Results from both cycles exceeded expectations, with 
cumulative oil recovery surpassing forecasts. 

• In late September, cycle three commenced with solvent injection combined with heating. 
Follow-on production test operations are expected to continue throughout the fourth 
quarter. 

• The cyclic heat stimulation test ("CHS") thus far is yielding valuable insights regarding 
reservoir performance, the functionality of the electrical heating cable and other 
operational considerations. High quality data continues to be gathered for refinement of a 
commercial development plan and economic model. Minimal additional capital during 
the third quarter was allocated to continue the strategic CHS test. 

• Exploration, evaluation and development planning is ongoing for Perpetual's 
approximately 35,000 net acres of land prospective for horizontal development in 
multiple zones in the deep basin in West Central Alberta. 

OUTLOOK 

Perpetual remains focused on continuing to further strengthen its balance sheet, manage 
liquidity and grow future funds flow as top priorities. The closing of multiple asset dispositions 
in the first nine months of 2016, combined with the recapitalization activities and the securities 
swap transaction to repurchase and cancel $214.4 million in senior notes in exchange for 4.4 
million TOU shares, have contributed to an 85 percent reduction in net debt from year end 
2015 to an estimated current net debt of $33 million. 

Current net debt is comprised of $60.6 million in face value of senior notes (2018 Senior Notes 
- $36.0 million; 2019 Senior Notes - $24.6 million), $23.3 million due at maturity on March 
15, 2017 as per the financing arrangement secured by 0.85 million TOU shares, a margin loan 
of approximately $15.5 million secured by 0.65 million TOU shares due in November 2017 
and an estimated working capital surplus of $3.0 million, offset by the market value of the 



remaining 1.85 million TOU shares of approximately $63.4 million (based on a market price of 
$34.31 per TOU share on November 7, 2016). 

The disposition of Shallow Gas Properties announced during the third quarter and closed on 
October 1, 2016 is expected to restore positive operating funds flow at future strip pricing. This 
is due to the improved operating netbacks and subsequent restructuring activities to reduce 
related G&A costs. 

The Company's Board of Directors, together with management, has approved the spending of 
up to ten million for the fourth quarter of 2016. Beginning in late November, drilling activities 
will recommence at both Mannville and East Edson, with a single rig drilling program in each 
area. Prior to year-end, the Company expects to drill a two well pad at East Edson and up to 
five heavy oil wells at Mannville. Perpetual also has plans to evaluate its shallow shale gas 
play in the Viking and Colorado formations at Mannville with the drilling of two horizontal 
wells, taking advantage of synergies with the heavy oil drilling program. An estimated $1.5 
million will also be allocated to advance heavy oil waterflood operations and high return 
shallow gas recompletion activities. 

Incorporating restructuring costs related to the Shallow Gas Disposition, Perpetual estimates 
funds flow for the fourth quarter of 2016 will be minimal based on current forward commodity 
prices, with total production of 8,300 boe/d, comprised of average oil and liquids production of 
close to 1,465 bbl/d and natural gas sales averaging approximately 40 MMcf/d. 

The Company will continue to pursue reductions in all areas of its cost structure and will focus 
on sources of liquidity, including strategic asset sales, throughout the remainder of 2016. 

Finally, the Board of Directors and Management wish to express our sincere gratitude to the 
many employees, contractors, suppliers and land owners impacted by the Company's strategic 
disposition of its Shallow Gas Properties. We deeply appreciate the many long ter 	n 
relationships that we have mutually enjoyed for several decades while discovering, developing 
and operating these mature shallow gas assets in eastern Alberta. 

Financial and 
Operating 
Highlights 
(Cdn$ thousands 
except as noted) 

Three Months Ended 
September 30 

2016 	2015 Change 

Nine Months Ended 
September 30 

2016 	2015 Change 
Financial 
Oil and natural gas 
revenue 22,268 35,460 (37) 63,463 109,393 (42) 
Funds flow (1)  (602) (2,514) (76) (2,406) 1,642 (247) 

Per share (1)  (2)  (0.01) (0.33) (97)  (0.05) 0.22 (123) 
Net earnings (loss) (10,919) (67,139) (84) 86,770 4,265 1934 

Per share — basic 
(2) (0.21) (8.89) (98)  1.74 0.57 205 
Per share — diluted 
(2) (0.21) (8.89) (98) 1.65 0.56 195 

Total assets 471,185 774,376 (39) 471,185 774,376 (39) 
Bank indebtedness (1)  10,632 68,590 (84) 10,632 68,590 (84) 



Senior notes, at 
principal amount 

60,573 275,000 (78) 60,573 275,000 (78) 

TOU share financial 
arrangement, at 
carrying amount 22,623 100 22,623 100 
Convertible 
debentures, at 
principal amount 34,878 (100) 34,878 (100) 
Period end balance of 
marketable securities (65,659) (207,081) (68) (65,659) (207,081) (68) 
Adjusted working 
capital deficiency 
(surplus) 2,031 8,116 (75) 2,031 8,116 (75) 
Total net debt (1)  30,200 179,503 (83) 30,200 179,503 (83) 
Capital expenditures 

Exploration and 
development (4)  1,379 14,670 (91) 6,995 74,625 (91) 
Geological and 
geophysical - 16 (100) 26 1,619 (98) 
Dispositions, net 
of acquisitions (942) (2,630) (64) (27,460) (23,713) 16 
Other 32 584 (95)  516 885 (42) 
Net capital 
expenditures 469 12,640 (96)  (19,923) 53,416 (137) 

Common shares 
outstanding 
(thousands) (3)  
End of period 52,586 7,660 587 52,586 7,660 587 
Weighted average -
basic 52,253 7,549 592 49,997 7,482 568 
Weighted average -
diluted 52,253 7,549 592 52,529 7,649 587 
Operating 
Average production 

Natural gas 
(MMcf/d) (5)  75.5 105.5 (28) 86.3 103.9 (17) 
Oil (bbl/d) (5)  1,052 1,426 (26) 1,100 1,743 (37) 
NGL (bbl/d) (5)  476 741 (36) 664 659 1 
Total (boe/d) 14,123 19,758 (29) 16,146 19,722 (18) 

Average prices 
Natural gas, 
before derivatives 
($/Mcf) 2.44 2.91 (16) 2.01 2.92 (31) 
Natural gas, 
including 
derivatives 
($/Mcf) 2.12 2.86 (26) 2.42 3.03 (20) 

38.93 40.58 (4) 32.80 43.31 (24) 



Oil, before 
derivatives ($/bbl) 
Oil, including 
derivatives ($/bbl) 38.90 41.40 (6) 37.21 55.61 (33) 
NGL ($/bbl) 35.80 28.07 28 32.72 33.74 (3 ) 

Drilling (wells 
drilled gross/net) 

Gas -/- -/- 1/1.0 6/4.5 
Oil -/- -/- -/- -/- 
Observation -/- -/- -/- 2/2.0 
Total -/- -/- 1/1.0 8/6.5 
Success rate (%) -/- -/- 100/100 100/100 

These are non-GAAP measures. Please refer to "Non-GAAP Measures" in this News 
(1) Release. 
(2) Based on weighted average basic or diluted common shares outstanding for the period. 
(3) Common shares and per share amounts have been retroactively adjusted to reflect the 

consolidation of outstanding common shares on the basis of 20 common shares to one 
common share at March 24, 2016. 

(4) Exploration and development costs include geological and geophysical expenditures. 
(5) Production amounts are based on the Corporation's interest before royalty expense. 

Forward-Looking Information 

Certain information regarding Perpetual in this news release including management's 
assessment offiiture plans and operations and including the information contained under the 
heading "Outlook" may constitute forward-looking statements under applicable securities 
laws. The forward-looking information includes, without limitation, statements regarding 
capital expenditure levels for 2016, prospective drilling activities; forecast production, 
forecast levels of debt, production type, operations, funds flows, and timing thereof; facility 
construction and pilot project plans and timing thereof forecast and realized commodity 
prices; expected cost savings and the impact of cost savings initiatives, expected funding, 
allocation and timing of capital expenditures; projected use of funds flow and anticipated 
funds flow; planned drilling and development and the results thereof expected dispositions, 
anticipated proceeds therefrom and the use of proceeds therefrom; expected interest savings 
from securities swap, and commodity prices. Various assumptions were used in drawing the 
conclusions or making the forecasts and projections contained in the forward-looking 
information contained in this press release, which assumptions are based on management 
analysis of historical trends, experience, current conditions, and expected future developments 
pertaining to Perpetual and the industry in which it operates as well as certain assumptions 
regarding the matters outlined above. Forward-looking information is based on current 
expectations, estimates and projections that involve a number of risks, which could cause 
actual results to vary and in some instances to differ materially from those anticipated by 
Perpetual and described in the forward looking information contained in this press release. 
Undue reliance should not be placed on forward-looking information, which is not a guarantee 
of performance and is subject to a number of risks or uncertainties, including without 
limitation those described under "Risk Factors" in Perpetual's Annual Information Form and 
MD&A for the year ended December 31, 2015 and those included in other reports on file with 
Canadian securities regulatory authorities which may be accessed through the SEDAR website 
(www.sedar.coin) and at Perpetual's website (www.perpetualenergyinc.com). Readers are 



cautioned that the foregoing list of risk factors is not exhaustive. Forward-looking information 
is based on the estimates and opinions of Perpetual's management at the time the information 
is released and Perpetual disclaims any intent or obligation to update publicly any such 
forward-looking information, whether as a result of new information, future events or 
otherwise, other than as expressly required by applicable securities laws. 

Also included in this press release are estimates of Perpetual's 2016 net debt, which is based 
on the various assumptions as to production levels, including estimated average production of 
approximately 14,175 boe/d for 2016, capital expenditures, and other assumptions including 
current forward commodity price assumptions. To the extent any such estimate constitutes a 
financial outlook, it was approved by management and the Board of Directors of Perpetual on 
November 7, 2016 and is included to provide readers with an understanding of Perpetual's 
anticipated funds flows based on the capital expenditure and other assumptions described 
herein and readers are cautioned that the information may not be appropriate for other 
purposes. 

Volume Conversions 

Barrel of oil equivalent ("boe') may be misleading, particularly if used in isolation. In 
accordance with National Instrument 51-101 ("NI 51-101'), a conversion ratio for natural gas 
of 6 Mcf lbbl has been used, which is based on an energy equivalency conversion method 
primarily applicable at the burner tip and does not represent a value equivalency at the 
wellhead. In addition, utilizing a conversion on a 6 Mcf 1 bbl basis may be misleading as an 
indicator of value as the value ratio between natural gas and crude oil, based on the current 
prices of natural gas and crude oil, differ significantly from the energy equivalency of 6 Mcf 1 
bbl. 

Non -GAAP Measures 

This news release contains financial measures that may not be calculated in accordance with 
generally accepted accounting principles in Canada ("GAAP"). Readers are referred to 
advisories and further discussion on non-GAAP measures contained in the "Significant 
Accounting Policies and non-GAAP Measures" section of management's discussion and 
analysis. 

About Perpetual 

Perpetual Energy Inc. is a Canadian energy company with a spectrum of resource-style 
opportunities spanning heavy oil, NGL and bitumen along with a large base of shallow gas 
assets. Perpetual's shares are listed on the Toronto Stock Exchange under the symbol "PMT". 
Further infoimation with respect to Perpetual can be found at its website at 
www.perpetualenergyinc.com . 

The Toronto Stock Exchange has neither approved nor disapproved the infoiination contained 
herein. 

SOURCE Perpetual Energy Inc. 

For further information: For additional information, please contact: Perpetual Energy Inc., 
Suite 3200, 605 - 5 Avenue SW Calgary, Alberta, Canada, T2P 3H5, Telephone: 403 269- 



4400, Fax: 403 269-4444, Email: info@perpetualenergyinc.com;  Susan L. Riddell Rose, 
President and Chief Executive Officer; Bill Hahn, Acting Vice President, Finance and Chief 
Financial Officer 

http://perpetualenergy.mediaroom.com/2016-11  -07-Perp etual-Energy -Inc-Releases-Third-
Quarter-2016-Financial-and-Operating-Results 

http://perp  etualenergy.mediaro om.com/2016-11  -07-Perp etual-Energy-Inc-Releases-Third-Quarter-
2016-Financ ial-and-Operating-Re sults 
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CALGARY, March 15, 2017 /CNW/ - (TSX:PMT) — Perpetual Energy Inc. ("Perpetual", the "Corporation" 
or the "Company") is pleased to release its fourth quarter and year end 2016 financial and operating results. A 
complete copy of Perpetual's audited consolidated financial statements, Management's Discussion and Analysis 
("MD&A") and Annual Information Form for the year ended December 31, 2016 will be available through the 
Corporation's website at www.perpetualenergyinc.com  and SEDAR at www.sedar.com . 

FOURTH QUARTER 2016 HIGHLIGHTS AND SUBSEQUENT EVENTS 

• On October 1, 2016, Perpetual completed the strategic disposition of a large percentage of its mature 
shallow gas properties in east central and northeast Alberta, along with their associated decommissioning 
obligations (the "Shallow Gas Properties"). This disposition involved nominal proceeds at closing, 
however, through gas marketing arrangements related to the transaction, Perpetual retains essentially full 
natural gas price upside exposure on the forecast base production from the Shallow Gas Properties to the 
extent average monthly AECO natural gas prices exceed $2.81/GJ through August 2018, with no 
operating exposure or future capital spending commitments. The Shallow Gas Properties included 
approximately 35.5 MMcfe/d of production and 82.1 Bcfe of proved plus probable working interest 
reserves, $128.0 million in discounted decommissioning obligations and 353,777 net acres of 
undeveloped lands. The positive impacts to future adjusted funds flow are far reaching as these mature 
legacy assets had been adjusted funds flow negative for many years, largely due to high fixed operating 
costs which included extremely high municipal taxes and high general and administrative costs related to 
the large number of low productivity wells and related leases. 

• Beginning in early December, drilling operations commenced at both Mannville and East Edson, with a 
single rig drilling program in each area. Prior to year-end 2016, the Company rig released one well (1.0 
net) and spud a second on a two well pad at East Edson, both targeting the Wilrich formation. At 
Mannville, two (2.0 net) exploratory wells were drilled in the fourth quarter. The Mannville wells were 
targeting the Company's regional shallow shale gas play and have resulted in one net gas well and one 
well which encountered drilling problems prior to reaching its targeted depth and was successfully re-
drilled in the first quarter of 2017. Both of the exploratory shallow shale gas wells are currently 
undergoing completion operations. The fourth quarter 2016 capital program also included expenditures 
for high return conventional shallow gas workovers and recompletions as well as waterflood operations in 
the Mannville area. Fourth quarter 2016 exploration and development spending totaled $7.0 million. 

• Operating costs of $2.15/boe ($1.6 million) were 69 percent lower compared to $6.92/boe in the fourth 
quarter of 2015, driven by the disposition of the high cost Shallow Gas Properties which focused 
Perpetual's natural gas production base to the low cost East Edson property. Operating costs in 2017 are 
anticipated to be $4.75 to $5.25/boe. 

• Cash interest costs of $1.5 million were down 81 percent compared to $8.0 million in the fourth quarter of 
2015, largely as a result of the $214.4 million reduction in the outstanding balance of senior notes in the 
second quarter of 2016. 

• Driven by the 87 percent decrease in costs, Perpetual recorded adjusted funds flow of $3.3 million 
($4.45/boe) for the fourth quarter of 2016 compared to $0.4 million ($0.20/boe) in 2015, reflecting the 
improved cost structure resulting from strategic operational and financing decisions throughout 2016. 



• Fourth quarter production of 8,118 boe/d (79 percent East Edson) was 59 percent lower than 2015 (19,661 
boe/d; 53 percent East Edson), reflecting the full impact of lost volumes associated with the disposition of 
the Shallow Gas Properties and natural declines resulting from the Company's decision to restrict capital 
spending during 2016 in response to low commodity prices. 

• Perpetual's average natural gas price, including derivatives, for the fourth quarter of 2016 of $2.41/Mcf 
was 17 percent lower than $2.92/Mcf in the fourth quarter of 2015 despite an increase in the average 
conversion ratio for Perpetual's natural gas production to 1.16 GJ/Mcf from 1.13 GJ/Mcf in the 2015 
period. Perpetual's oil price, including derivatives, of $38.95/bbl in the fourth quarter was comparable to 
the 2015 period ($39.81/bb1). Average realized natural gas liquids ("NGL") prices of $46.99/bbl were 40 
percent higher than the prior year ($33.68/bb1), reflecting the slightly higher percentage of condensate in 
the Company's NGL blend as well as slightly higher benchmark prices for all NGL components. 

• Net income of $20.4 million ($0.39/share) was recorded for the fourth quarter of 2016, including a non-
cash gain of $0.7 million related to the change in the fair value of the Company's investment in 
Tourmaline Oil Corp. ("TOU"), a gain on disposition of the Shallow Gas Properties of $19.2 million and 
$6.9 million related to a net impairment reversal driven by improved performance at Mannville. 

• Perpetual completed a number of financing transactions during the fourth quarter of 2016 and first quarter 
of 2017. Collectively, these financing transactions significantly strengthen Perpetual's liquidity and debt 
repayment profile and secure funding for the Company's attractive 2017 and 2018 business plan. As a 
result of these transactions, Perpetual's liquidity increased by $68 million and the term of the Company's 
credit facility was extended to October 31, 2017, while outright total debt, net of TOU shares held, has 
been reduced by $11 million. The significant financing transactions are as follows: 

• Amendment and extension to November 2017 of its TOU share margin loan from $10.6 million to 
approximately $17.6 million, while reducing the number of TOU shares pledged as security from 
0.84 million to 0.65 million TOU shares with a secured floor price of $27.38 per TOU share; 

• Partial repayment and refinancing of its existing TOU share margin loan previously maturing in 
March 2017, reducing the loan amount outstanding to $18.9 million, extending the maturity to 
August 1, 2017 and increasing the number of shares pledged as collateral to 0.89 million TOU 
shares, with a new floor price on these shares of $21.14 per TOU share; 

o Exchange of $17.4 million aggregate principal amount of its existing senior notes maturing in 2018 
and 2019 for new 8.75% senior notes having an extended maturity date of January 23, 2022 (the 
"2022 Senior Notes"); 

o Establishment of a $45 million second lien senior secured term loan facility (the "Second Lien 
Facility") bearing annual interest at 8.1 percent and maturing March 14, 2021. The initial draw on 
the Second Lien facility was $35 million with the remaining $10 million to be drawn prior to 
November 30, 2017. In addition, for no additional consideration, 5.4 million warrants were issued 
which entitle the holder to acquire common shares on a one for one basis for a period of up to three 
years, at an exercise price of $2.34 per share (the "Warrants"), equal to a 45 percent premium to the 
volume weighted average trading price of the common shares for the ten trading days prior to the 
date of issue of the Warrants on March 14, 2017; 

o Issuance of 5.1 million common shares and 1.1 million Warrants to purchase common shares on the 
same tei 	iiis and conditions as the Warrants (collectively, the "Equity Units") at $1.75 per Equity 
Unit for aggregate gross proceeds of $9 million (the "Equity Private Placement"); 

• Extension of the Company's current bank lending arrangements to October 31, 2017, while 
providing for a $14 million increase in total borrowing capacity under the credit facility to $20 
million: and 

o Issuance of a notice for the early redemption of all of the $27.6 million aggregate outstanding 
principal amount of its 8.75% senior notes maturing March 15, 2018 (the "2018 Senior Notes") 
effective April 15, 2017. The redemption amount payable will be either: CDN $1,000 for each 
$1,000 principal amount of 2018 Senior Notes; or at the election of an eligible holder and subject to 
the limitations described in the notice, $1,000 principal amount of 2022 Senior Notes for each 
$1,000 principal amount of 2018 Senior Notes. 

2016 ANNUAL FINANCIAL AND OPERATING HIGHLIGHTS 



Capital Spending and Property Dispositions 

• Perpetual's exploration and development spending in 2016 totaled $ 14.0 million, 75 percent of which was 
concentrated on the West Central Alberta deep basin assets. Capital expenditures included drilling four 
wells (4.0 net), with two (2.0 net) liquids-rich wells at East Edson and two (2.0 net) horizontal well at 
Mannville targeting shallow gas, one of which encountered uphole drilling problems and was 
subsequently re-drilled in January 2017. Capital activity in 2016 also included continuation of waterflood 
activities and a shallow gas recompletion program at Mannville. In addition, Perpetual advanced phase 
one of its strategic low pressure electro-thermally assisted drive ("LEAD") pilot project with cyclic heat 
stimulation ("CHS") testing in the Bluesky formation at Panny. Currently in the fourth cycle, results to 
date have exceeded expectations and the CHS test is providing valuable insights to inform a potential 
commercial development plan and the future pilot project. 

• Net property dispositions of $26.2 million in 2016 included the sale of certain oil sands leases with a 
retained gross over-riding royalty, non-core undeveloped land, a 25 percent interest in certain seismic, and 
idle production equipment for proceeds of $7.7 million. The Company also disposed of its 30 percent 
pal 	Mership interest in its gas storage business at Warwick and surrounding buffer lands as well as the 
Shallow Gas Properties. 

• Perpetual spent $3.8 million on abandonment and reclamation projects during 2016 mainly in eastern 
Alberta. The Company scaled up the redeployment of operational personal and internal resources to 
accelerate progress and drive efficiencies on abandonment and reclamation projects, resulting in the 
realization of substantial cost savings on 2016 projects. These efficiencies, combined with the disposition 
of Shallow Gas Properties, reduced the the Company's decommissioning obligations by $125.5 million 
year over year to $33.6 million at year-end 2016. 

2016 Year-End Reserve Highlights 

• Total proved and probable reserves were 61.3 MMboe at December 31, 2016, down 16.5 MMboe from 
year-end 2015. Dispositions of 14.1 MMboe accounted for 85 percent of the reduction, while production 
of 5.1 MMboe was partially offset by positive additions of 2.7 MMboe. Adjusting for production and 
reserves related to the dispositions, total proved and probable reserves were effectively flat year over year. 

• While proved and probable reserves were down 21 percent, the net present value discounted at ten percent 
of the proved and probable reserves increased by 12 percent at year-end 2016 to $380.7 million, 
highlighting the limited reserve value associated with the disposed Shallow Gas Properties, as well as, 
increased value in the Company's core assets at East Edson and Mannville, despite lower forecast 
commodity prices. The increase in value of the proved and probable reserves was driven by strong well 
performance in Perpetual's core retained assets as well as a 20 percent reduction to future development 
capital ("FDC"). 

• East Edson represented 93 percent of total proved and probable reserves at year-end 2016 (2015 — 73 
percent). Despite bringing only one new well online in 2016 and production of close to 2.7 MMboe, 
proved and probable reserves at East Edson were virtually flat at 56.8 MMboe. Positive technical 
revisions were related to stronger performance from producing wells as well as upward adjustments to 
both initial productivity and the production decline profile in the type curve to match historical well 
performance. This increase in type curve resulted in fewer wells required to fill the Company's existing 
infrastructure and meet firm transportation commitments in the Edson area, largely driving the reduction 
in FDC within McDaniel's prescribed nine-year development plan. As a result, 8.5 net undeveloped wells 
at East Edson were shifted from the reserve report to the Company's prospect inventory. 

• Heavy oil production at Mannville of 424 Mboe was offset by upward technical revisions to the proved 
reserves related to the positive impact of waterflood implementation during 2016. While Ivlannville heavy 
oil reserves account for just five percent of Perpetual's total proved and probable reserves, this core area 
accounts for 17 percent of Perpetual's total proved developed producing reserves and 14 percent of total 
proved and probable developed producing reserves. 



• Perpetual's net asset value discounted at ten percent at year-end 2016 is estimated at $394.8 million. 
($7.39 per share). 

Production and Operations Highlights 

• Total natural gas, oil and NGL production for the year ended December 31, 2016 of 14,128 boe/d was 28 
percent lower than 2015 (19,706 boe/d), reflecting the Shallow Gas Property disposition and natural 
declines related to the decision to restrict capital spending in response to low commodity prices in 2016. 
Perpetual's natural gas production averaged 74.7 MMcf/d. Consistent with restricted capital spending and 
declining East Edson gas production, NGL production of 614 bbl/d (67 percent condensate) in 2016 
decreased 14 percent from 711 bbl/d (68 percent condensate) in 2015. Oil production of 1,058 bbl/d for 
2016 was 35 percent lower than 2015 (1,626 bbl/d). 

• Total operating expenses decreased 46 percent to $35.0 million ($6.77/boe) for 2016 compared to $65.1 
million ($9.06/boe) in 2015, reflecting company-wide cost saving initiatives, the re-deployment of 
operations personnel to abandonment and reclamation projects, and concentration of operations to the low 
cost East Edson area with the impact of the sale of the Shallow Gas Properties for the full duration of the 
fourth quarter. Operating costs at East Edson averaged $2.55/boe for 2016 compared to $3.97/boe in 
2015. 

• Municipal property taxes of $7.3 million continued to represent a significant portion of fixed operating 
costs at $1.42 per boe (21 percent of total operating costs) for the year ended December 31, 2016. The 
calculation of property taxes for machinery and equipment, pipelines and wells is based on a prescribed 
formula methodology which results in a tax assessment base that is dramatically misrepresentative of the 
property value for the Company's mature shallow gas assets. As a result, property taxes for Shallow Gas 
Properties in Eastern Alberta for the first three quarters of 2016 was $5.2 million ($3.00/boe), which 
represented 26 percent of operating costs for the shallow gas production and 320 percent of pre-municipal 
tax operating netbacks for these properties, completely eliminating positive operating cash flow on most 
shallow gas properties. 

Financial Highlights 

• Realized revenue of $86.1 million in 2016 was 41 percent lower than 2015 due to lower commodity 
prices combined with the 28 percent decrease in average daily production. 

• AECO Monthly Index prices which were 24 percent lower in 2016 as compared to 2015 was reflected in 
Perpetual's natural gas price before derivatives of $2.19/1V1ef, down from $2.87/Mcf in 2015. Perpetual's 
average realized gas price, including derivatives, decreased 20 percent to $2.42/1vIcf for the year ended 
December 31, 2016 from $3.01/Mcf in 2015. The Corporation's realized 2016 natural gas price, with 
derivatives, includes $2.7 million of realized losses on natural gas derivatives offset by $8.9 million of 
gains realized on crystallizations of contracts before maturity. 

• Perpetual's oil price, before derivatives, of $34.93/bbl in 2016 decreased 15 percent compared to 2015 due 
primarily to the 11 percent decline in WTI pricing. Perpetual's realized oil price of $37.60/bbl, including 
derivatives, was higher than the price before derivatives due to gains of $1.3 million recorded on financial 
crude oil derivative contracts reduced by $0.3 million of losses realized on crystallizations of contracts 
before maturity. 

• Perpetual's realized average NGL price increased five percent from the prior year to $35.45/bbl, reflecting 
the improvement in all NGL component prices as NGL inventory levels began to stabilize. 

• Royalty expense of $9.4 million in 2016 represented a combined royalty rate of 11.6 percent compared to 
11.5 percent in 2015. Average crown royalty rates decreased to 2.1 percent in 2016 compared to 3.1 
percent in 2015 as a result of lower commodity prices. Freehold and overriding royalty rates for the year 
ended December 31, 2016 increased from 8.4 percent in 2015 to 9.5 percent in 2016 as the East Edson 
joint venture royalty of 5.6 IVIMcf/d plus associated oil and NGLs represented a larger percentage of 
reduced production given the impact of reduced capital spending. 



• Operating netbacks of $6.53/boe in 2016 were 12 percent lower than in 2015 ($7.44/boe), driven by the 
18 percent ($3.80/boe) decline in realized revenue due to lower commodity prices which more than offset 
the positive impact of lower operating and transportation costs per boe. 

• Cash interest expense in 2016 decreased 52 percent to $14.7 million (2015 — $30.6 million) as a result of 
the 81 percent reduction in total net debt from $203.6 million at year-end 2015 to $38.1 million at year-
end 2016, net of working capital and including the mark to market value of the TOU shares held. The 
reduction was accomplished through asset sales and the exchange of $214.4 million aggregate principal 
amount of senior notes for 4.4 million of the Company's TOU shares (the "Security Swap") in April and 
May 2016. 

• Despite significant corporate cost savings, low commodity prices continued to have a dramatic impact on 
financial results with adjusted funds flow of $0.9 million for 2016 as compared to 2.0 million in 2015. 
Operating, transportation, administrative and financing expenses were 40 percent ($50.2 million) lower 
than in 2015 (17 percent lower ($2.92/boe) on a unit-of-production basis). 

• The Corporation recorded net income of $107.1 million ($2.11/share) in 2016 which included: an $81.6 
million gain on the Security Swap; a $58.9 million change in the market value of the TOU share 
investment based on the increase in trading price from $22.35/share on December 31, 2015 to 
$35.91/share at year end 2016; a net $6.9 million impairment reversal primarily recorded on the 
Company's Mannville heavy oil property; as well as a $21.6 million gain primarily related to the 
disposition of the Shallow Gas Properties; offset by related restructuring costs of $5.6 million. 

2017 OUTLOOK 

Success in advancing the Company's strategic priorities has established a foundation for strong growth in 
production and adjusted funds flow in 2017. Perpetual's top four strategic priorities for 2017 include: 

• Grow the value of Greater Edson liquids-rich gas; 
• Optimize the value potential of Eastern Alberta assets; 
• Advance high impact opportunities; and 
• Optimize the balance sheet for growth. 

Closing of the suite of fmancing transactions during the first quarter of 2017 has established sufficient liquidity 
to execute the planned growth-oriented capital program and manage debt maturities into 2018 at current 
commodity prices. The Company will continue its diligent focus on increasing netbacks through reductions in 
all areas of spending, including operating, financing and administrative costs, to confinn the sustainable cost 
structure established through strategic decisions over the past two years. 

In 2017, Perpetual will focus its capital spending on its core operating areas, with spending at East Edson, 
representing close to 85 percent of total forecast exploration and development expenditures. In the first quarter 
of 2017, the Company will spend close to $26 million. Activity will include frac and tie-in operations on the 
East Edson well drilled in the fourth quarter of 2016 and drilling of five additional Wilrich horizontal wells. A 
minimum of four of the six new drills are forecast to be completed, tied in and on production prior to spring 
break up, with the timing of the complete and frac operations on the additional two drills dependent on surface 
access conditions. The Company plans to recommence its one rig drilling program after break up to continue to 
grow production at East Edson, with the drilling of up to an additional eight wells. The one rig drilling program 
in East Edson is expected to re-establish throughput using Company-owned infrastructure approaching the 
capacity of 60 to 65 MMcf/d plus associated liquids by year-end 2017. 

The Company is also finishing the execution of it first quarter drilling program at Mannville. Four horizontal 
heavy oil wells, three of which are exploratory, have been successfully drilled, completed, equipped and tied in 
with results pending as all four wells are currently cleaning up on initial flow back. Pending successful drilling 
results and commodity prices, up to four additional heavy oil wells are planned for the second half of 2017 in 
Mannville. Two horizontal wells to evaluate shallow shale gas plays in the Viking and Colorado formations 
have been drilled, taking advantage of synergies with the heavy oil drilling program. Completion and testing 
operations are currently ongoing. The first quarter 2017 capital program also includes expenditures for high 



return conventional shallow gas workovers and recompletions as well as waterflood operations in the Mannville 
area. 

The table below summarizes expected capital spending and drilling activities for the first and second half of 
2017. 

Exploration and development 
capital expenditures 

H1 2017 
$ millions 

# of wells 
(gross/net) 

II2 2017 
$ millions 

# of wells 
(gross/net) 

Total 
$ millions 

# of wells 
(gross/net) 

East Edson liquids-rich gas 25 5/5.0 30 8/8.0 55 13/13.0 
Mannville heavy oil 4 4/3.3 4 4/4.0 8 8/7.3 
Eastern shallow gas and other 3 1/1.0 1 4 1/1.0 

Total capital spending(1)  32 9/8.3 35 12/12.0 67 22/21.3 

( 1 ) Excludes budgeted abandonment and reclamation spending of up to $4 million in 2017. 

Capital spending during 2017 will be funded through a combination of adjusted funds flow and proceeds from 
the financing transactions closed on March 14, 2017. 

Based on the total capital spending plan in 2017 of $67 million, Perpetual expects to exit 2017 at a production 
rate of 13,000 to 13,500 boe/d in December 2017, with full year 2017 production averaging between 10,750 to 
11,000 boe/d (85 percent natural gas). This represents growth in average daily production from fourth quarter 
2016 to full year 2017 of close to 30 percent and an increase in exit rate based on average December production 
of approximately 60 percent year over year. 

In order to protect a base level of adjusted funds flow, Perpetual has commodity price contracts in place in 2017 
on an estimated 45 percent of forecast production for the remainder of the year. These include natural gas 
contracts at AECO hub from April to December 2017 on close to 27,500 GJ/d at an estimated price of $3.15/GJ; 
and oil sales arrangements on 750 bbl/d protecting a WTI floor price of $USD50.00/bbl. 

Based on these assumptions and the current forward market for oil and natural gas prices, Perpetual forecasts 
2017 adjusted funds flow of approximately $40 million ($0.68 per share). Incorporating the current market 
value of 1.67 million TOU shares of $28.95 per share, the Company estimates year-end 2017 total net debt of 
approximately $80 million, with a corresponding debt to trailing twelve months adjusted funds flow ratio of 
approximately 2.0. 

Incorporating the assumptions outlined above, the following table shows Perpetual's estimated 2017 forecast 
adjusted funds flow using various commodity price sensitivities for the full year of 2017: 

Projected 2017 adjusted funds flow (2) ($ millions) 2017 AECO gas price ($/GI)(1)  

2017 
WTI price 
(USS/bbl)(1)  

$2.00 $2.50 $3.00 $3.50 $4.00 $4.50 
$40.00 30.6 34.4 38.3 42.1 46.0 49.8 
$45.00 31.9 35.7 39.6 43.4 47.3 51.1 
$50.00 33.2 37.0 40.9 44.7 48.6 52.4 
$55.00  36.2 40.0 43.9 47.7 51.6 55.5 
$60.00 39.1 42.9 46.8 50.6 54.5 58.3 
$65.00 40.5 44.4 48.2 52.1 55.9 59.8 

(1) The current settled and forward average AECO and WTI prices for calendar 2017 as of March 14, 2017 
were $2.58 per GJ and US$49.98 per bbl, respectively. 

(2) Adjusted funds flow is a non-GAAP measures. Please refer to "Non-GAAP Measures" in Perpetual's 
Management Discussion and Analysis dated March 14, 2017. 

Financial and Operating 	 THREE MONTHS 	 YEAR ENDED 
Highlights 	 Ended December 31 	 December 31, 
($Cdn thousands except volume and 
per share amounts) 	 2016 	2015 	Change 	2016 	2015 	Change 
Financial 



Oil and natural gas revenue 17,940 33,044 (46%) 81,403 142,437 (43%) 
Cash flow from (used in) operating 
activities 4,470 11,980 (63%) (7,136) 12,406 (158%) 
Adjusted funds flow (I)  3,326 362 819% 920 2,004 (54%) 

Per share (I) (2)  0.06 0.05 20% 0.02 0.27 93% 
Net earnings (loss) 20,379 (93,539) 122% 107,149 (89,274) 220% 

Per share (2)  0.39 (12.34) 103% 2.11 (11.89) 118% 
Total assets 361,405 603,450 (40%) 361,405 603,450 (40%) 
Net bank debt outstanding (I)  43,870 73,891 (38%) 43,870 73,891 (38%) 
Senior notes, at principal amount 60,573 275,000 (78%) 60,573 275,000 (78%) 
Carrying value of marketable 
securities (66,343) (145,275) (54%) (66,343) (145,275) (54%) 
Total net debt (I)  38,100 203,616 (80%) 38,100 203,616 (80%) 
Net capital expenditures 

Exploration and development 7,044 806 774% 14,039 75,431 (81%) 
Other 25 25 541 910 (41%) 
Capital expenditures 7,069 831 751% 14,580 76,341 (81%) 
Geological and geophysical 
expenditures (3 ) (93) 97% 23 1,526 (98%) 
Dispositions, net of acquisitions 1,248 3 415% (26,212) (23,710) (11%) 

Net capital expenditures 8,314 741 1002% 11,609 54,157 (79%) 
Common shares outstanding 
(thousands) (5)  
End of period 53,421 19,067 180% 53,421 19,067 180% 
Weighted average 52,924 7,582 598% 50,733 7,507 576% 
Operating 
Average production 

Natural gas (MMcf/d) (3)  40.3 105.1 (62%) 74.7 104.2 (28%) 
Oil and NGL (bbl/d) (3)  1,403 2,144 (35%) 1,672 2,337 (28%) 
Total (boe/d) 8,118 19,661 (59%) 14,128 19,706 (28%) 

Average prices 
Natural gas, before derivatives 
(S/Mcf) 3.31 2.74 21% 2.19 2.87 (24%) 
Natural gas, including derivatives 
(S/Mcf) 2.41 2.92 (17%) 2.42 3.01 (20%) 
Oil, before derivatives ($/bbl) 42.35 33.04 28% 34.93 41.27 (15%) 
Oil, including derivatives ($/bbl) 38.95 39.81 (2%) 37.60 52.48 (28%) 
NGL ($/boe) 46.99 33.68 40% 35.45 33.72 5% 

Drilling (wells drilled gross/net) 
Gas 3/3.0 4/4.0 6/4.5 
Oil 
Observation/Service 2/2.0 
Total 3/3.0 4/4.0 8/6.5 
Success rate (%) 66.7/66.7 75/75 100/100 

(I) These are non-GAAP measures. Please refer to "Non-GAAP Measures" below. 
(2) Based on weighted average basic common shares outstanding for the period. 
(3) Exploration and development costs include geological and geophysical expenditures. 
(4) Production amounts are based on the Corporation's interest before royalty expense. 
(5) Common shares and per share amounts have been retroactively adjusted to reflect the consolidation of 

outstanding common shares on the basis of 20 common shares to one common share at March 24, 2016. 
All ommon shares are net of shares held in trust. 

Forward-Looking Information 



Certain information regarding Perpetual in this news release including management's assessment of future 
plans and operations may constitute forward-looking information or statements under applicable securities 
laws. The forward looking information includes, without limitation, statements made under the heading "2017 
Outlook"; anticipated amounts and allocation of capital spending; statements pertaining to adjustedfunds flow 
levels, self-funding, future development and capital efficiencies; statements regarding estimated production and 
timing thereof; forecast average production; completions and development activities; infrastructure expansion 
and construction; anticipated effect of commodity prices on reserves; estimates of gross recoverable gas sales; 
estimated net asset value as at December 31, 2016 and on a pro forma basis; prospective oil and natural gas 
liquids production capability; projected realized natural gas prices and adjustedfunds flow; estimated asset 
retirement obligations; anticipated effect of commodity prices on future development capital and reserves; 
commodity prices and foreign exchange rates; and gas price management. Various assumptions were used in 
drawing the conclusions or making the forecasts and projections contained in the forward-looking information 
contained in this press release, which assumptions are based on management's analysis of historical trends, 
experience, current conditions and expected future developments pertaining to Perpetual and the industry in 
which it operates as well as certain assumptions regarding the matters outlined above. Forward-looking 
information is based on current expectations, estimates and projections that involve a number of risks, which 
could cause actual results to vary and in some instances to differ materially from those anticipated by Perpetual 
and described in the forward-looking information contained in this press release. Undue reliance should not be 
placed on forward-looking information, which is not a guarantee of performance and is subject to a number of 
risks or uncertainties, including without limitation those described under "Risk Factors" in Perpetual's MD&A 
for the year-ended December 31, 2016 and those included in other reports on file with Canadian securities 
regulatory authorities which may be accessed through the SEDAR website (www.sedar.com ) and at Perpetual's 
website (www.perpetualenergyinc.com ). Readers are cautioned that the foregoing list of risk factors is not 
exhaustive. Forward-looking information is based on the estimates and opinions of Perpetual's management at 
the time the information is released and Perpetual disclaims any intent or obligation to update publicly any 
such forward-looking information, whether as a result of new information, future events or otherwise, other 
than as expressly required by applicable securities law. 

Uncertainties in Estimating Reserves 

There are numerous uncertainties inherent in estimating quantities of crude oil, natural gas and NGL reserves 
and the future adjusted funds flows attributed to such reserves. The reserve and associated adjustedfunds flow 
information set forth above are estimates only. In general, estimates of economically recoverable crude oil, 
natural gas and NGL reserves and the future net adjusted funds flows therefrom are based upon a number of 
variable factors and assumptions, such as historical production from the properties, production rates, ultimate 
reserve recovery, timing and amount of capital expenditures, marketability of oil and natural gas, royalty rates, 
the assumed effects of regulation by governmental agencies and future operating costs, all of which may vary 
materially. For those reasons, estimates of the economically recoverable crude oil, NGL and natural gas 
reserves attributable to any particular group of properties, classification of such reserves based on risk of 
recovery and estimates of fitture net revenues associated with reserves prepared by different engineers, or by 
the same engineers at different times, may vary. The Company's actual production, revenues, taxes and 
development and operating expenditures with respect to its reserves will vary from estimates thereof and such 
variations could be material. 

B OE Equivalents 

Perpetual's aggregate proved and probable reserves are reported in barrels of oil equivalent (boe). Boe may be 
misleading, particularly if used in isolation. In accordance with NI 51-101 a boe conversion ratio for natural 
gas of 6 Mcf: 1 boe has been used, which is based on an energy equivalency conversion method primarily 
applicable at the burner tip and does not necessarily represent a value equivalency at the wellhead. As the value 
ratio between natural gas and crude oil based on the current prices of natural gas and crude oil is significantly 
different from the energy equivalency of 6:1, utilizing a conversion on a 6:1 basis may be misleading as an 
indication of value. The following abbreviations used in this news release have the meanings set forth below: 

Bcfe 	billion cubic feet equivalent 
Nalboe million barrels of oil equivalent 
Mboe 	thousand barrels of oil equivalent 



D 

I) 

Non -GAAP Financial Measures 

This press release includes references to financial measures commonly used in the oil and gas industry of 
adjusted funds flow, operating netback and net debt, which do not have a standardized meaning prescribed by 
International Financial Reporting Standards ("GAAP"). Accordingly, the Company's use of these terms may not 
be comparable to similarly defined measures presented by other companies. Management uses the term 
"adjusted funds flow" for its own performance measures and to provide shareholders and potential investors 
with a measurement of the Company's efficiency and its ability to generate the cash necessary to fund a portion 
of its future growth expenditures or to repay debt. Perpetual considers operating netback an important 
performance measure as it demonstrates its profitability relative to current commodity prices. Operating 
netbacks are calculated by deducting royalties, operating costs, and transportation from realized revenue. 
Operating netbacks are also calculated on a per boe basis using average boe production for the period. 
Operating netbacks on a per boe basis can vary significantly for each of the Company's operating areas. Net  
bank debt is measured as current and long term bank indebtedness including adjusted working capital 
deficiency (surplus). Net debt includes the carrying value of net bank debt and the TOU share margin loans and 
the principal amount of senior notes reduced for the mark-to-market value of TOU shares held. Net  bank debt 
and net debt are used by management to analyze leverage. Investors are cautioned that non-GAAP measures 
should not be construed as alternatives to measures of financial performance determined in accordance with 
GAAP as an indication of the Company's performance. See Non-GAAP Financial Measures" in the 
Management's Discussion and Analysis for the definition and description of these terms. 

Industry Metrics 

The terms FDC, operating netbacks and net asset value, while commonly used in the oil and gas industry, do 
not have standardized meanings and may not be comparable to similar measures presented by other companies, 
and therefore should not be used to make such comparisons. 

SOURCE Perpetual Energy Inc. 

For further information: Perpetual Energy Inc., Suite 3200, 605 - 5 Avenue SW Calgary, Alberta, Canada 
T2P 3H5, Telephone: 403 269-4400, Fax: 403 269-4444, Email: info@perpetualenergyinc.com;  Susan L. 
Riddell Rose, President and Chief Executive Officer; Bill Hahn, Acting Vice President, Finance and Chief 
Financial Officer; Claire Rosehill, Investor Relations and Business Analyst 

http://perpetualenergy.mediaroom.com/20  17-03-1 5-Perpetual-Energy-Inc-Releases-Fourth-Quarter-and-Year-
End-20 16-Financial-and-Operating-Results 

http://perpetualenergy.mediaroom.com/2017-03-15-Perpetual-Energy-Inc-Releases-Fourth-Quarter-and-Year-End-
2016-Financial-and-Operating-Results  
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Sue Riddell Rose, president and CEO of Perpetual Energy. is challenging tax bills levied for its assets in Alberta. CHRISTINA RYAN / 

CALGARY HERALD 

Calgary-based Perpetual Energy Inc. is shedding natural gas 
assets hit by low prices and high costs — representing a third of 
its production capacity — in a deal with a private buyer for 
"virtually no" funds. 

The transaction involves more than 2,200 shallow gas wells and other facilities across eastern 

Alberta with production capacity of 35.5 million cubic feet equivalent per day and annual 

operating costs of $35 million to $45 million. 

According to Perpetual, the buyer is a private company from outside Canada and 

asked to remain anonymous as a condition of the deal. 

Sue Riddell Rose, Perpetual's president and chief executive, said the assets involved in the 

transaction are a major drain on the company because all of the cash they generate 

is swallowed up by municipal taxes. 

"We rid ourselves of what has become a negative cash flow property for a long time, not just 

with the recent collapse in the commodity price," said Riddell Rose, who has offered to donate 

Perpetual's assets to municipalities to cope with high tax bills. 



According to Riddell Rose, the buyer wants the distressed assets in part because it believes 

natural gas prices will improve. 

Among other reasons for the deal, which involves "virtually no monetary proceeds," the buyer 

has more funds available to spend in the short term to improve production and potentially 

generate cash flow, she said. 

Riddell Rose has been a vocal critic (http://calgaryherald.comibusinessienergv/oemetual-energv-

offers-its-assets-to-counties-to-cover-oroperty-tax-bills)   of Alberta's property tax regime, arguing 

the assessed values of her company's oil and gas assets far outstrip their actual worth. She 

said the deal announced Tuesday highlights this disparity. 

"The value that the municipal tax system assigns for the assessment is hundreds of times 

higher than what this transaction price was, which was literally nominal dollars," she said. 

Perpetual is not alone in its opposition — Canadian Natural Resources Ltd. has asked 

municipalities across Alberta for a 30 per cent tax break  

(http://calgaryherald.com/businessienergy/canadian-natural-resources-seeking-30-per-cent-orocertv-

tax-cuts)  — but municipal governments have so far rebuffed its pleas. 

Municipal officials say a tax break for one industry would be unfair at a time that many sectors 

of the Alberta economy are reeling from the fallout of a commodity price rout. 

In its deal with the private buyer, Perpetual is off-loading assets that account for about 15 per 

cent of its reserves and more than 40 per cent of its production capacity, cutting total 

production from 13,000 barrels of oil equivalent per day to 7,500. 

Still, by disposing of distressed properties the company estimates its net asset value will spike 

by about $28.5 million as a result of the transaction. 

Under the deal, expected to close around Oct.1, Perpetual will receive a share of revenues from 

the assets, should natural gas prices improve, until Aug. 31, 2018. 

rsouthwick@oostmedia.com  (mailto:rsouthwick@oostmedia.com)  

Comments 
We encourage all readers to share their views on our articles and blog posts. We are committed to maintaining a lively but civil 

forum for discussion, so we ask you to avoid personal attacks, and please keep your comments relevant and respectful. If you 

encounter a comment that is abusive, click the "X" in the upper right comer of the comment box to report Spam or abuse. We are 

using Facebook commenting. Visit our FAQ page (http://svww.calgaryherald.cominews/story.htrnPid=7195492)  for more information. 
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Julian Mamo • Works at JM Well Consulting inc. 

Hey Sue, doesn't look like you gave any shareholder a break on your compensation. 

Senior Executive Susan Riddell Rose 
Company Perpetual Energy 

Most Recent Year Salary $405,000 
Most Recent Year Bonus $221,000 
Most Recent Year Vested Shares & Options $640,142 
Most Recent Year Total Compensation $1,302,480 
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T-T I Steve Simonds • Calgary, Alberta 

non-sequitur and boring anyway. 

Like • 	1 • ly 

	

1 	Daniel Ardeline • Process Control Engineer at Subcontracted to CH2M Hill 

	 What are you, jealous? I think people who make decisions regarding millions of dollars worth of company assets 
should be making a lot of money, and that in this case, they made the right move. There's lots of CEO's in Calgary 
who make more than the figures you posted, and some of them make less. Public companies have to post their 
director compensation in public. Susan Riddell Rose is a very smart woman, and has led quite a philanthropic life. I 
do read about her in the journals I get. I find there's three types of people in life: 1. Those who strive to get to the 
top. 2. Those who have. 3. Those who feel bitter and spiteful towards anybody who has achieved more than they 
have? 
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7,4%) Wendy Hjertaas • Red Deer, Alberta 

Governments don't care if you're making money or losing it, they expect you to pay. I'm not sure what they plan on doing 
when there are no companies left. Surely it makes more sense to work with companies to try to keep them viable. If nothing 
else you at least have residents with jobs who can then contribute to the tax base. 
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Steve Simonds Calgary, Alberta 

In this case it perversely increased activity because Sue said the optimist will be spending funds to increase 
production. 

Like • ly 
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ARO Estimate - Goodyear 

Region 	District 

Values 

Sum of Abandonment Sum of Reclamation Sum of Decommisioning Sum of Remediation Sum of Total2 Sum of Salvage Sum of Total less Salvage 
NORTH 	CALLING LAKE 1,047,382 $ 856,538 374,602 $ 	2,278,521 $ 	561,903 1,716,618 

CRAIGEND 1,186,350 $ 1,420,811 398,337 $ 	3,005,498 $ 	597,506 2,407,992 
DARWIN PANNY 562,717 $ 672,796 199,272 $ 	1,434,785 $ 	298,908 1,135,876 
EAST SIDE 2,570,629 $ 1,789,551 996,803 $ 	5,356,983 $ 	1,495,204 3,861,779 
MARTEN HILLS 1,917,854 $ 1,389,476 675,423 $ 	3,982,753 $ 	1,013,135 2,969,618 
WABASCA 471,500 $ 207,830 123,750 803,080 $ 	185,625 617,455 
WEST SIDE 2,754,203 $ 2,926,378 977,650 $ 	6,658,231 $ 	1,466,476 5,191,755 
WESTLOCK 2,605,094 $ 2,269,190 801,485 $ 	5,675,769 $ 	1,202,227 4,473,542 
WOODENHOUSE 36,000 $ 16,230 10,000 62,230 $ 	15,000 47,230 

NORTH Total 13,151,728 $ 11,548,799 4,557,323 $ 	29,257,850 $ 	6,835,984 22,421,866 
SOUTH 	BIRCH WAVY EAST 4,144,350 $ 5,615,952 992,593 115,075 $ 	10,867,970 $ 	2,171,296 8,696,673 

BRUCE 2,271,904 $ 2,894,349 721,089 14,025 $ 	5,901,366 $ 	1,577,382 4,323,985 
KILLAM 792,822 $ 976,278 252,357 $ 	2,021,457 $ 	552,032 1,469,426 
SOUTH ALBERTA 7,676 $ 231,448 1,705 $ 240,830 $ 	3,730 237,100 
WARWICK 1,407,183 $ 1,797,461 455,975 15,000 $ 	3,675,619 $ 	997,444 2,678,175 

SOUTH Total 8,623,936 $ 11,515,489 2,423,719 144,100 $ 	22,707,243 $ 	5,301,885 17,405,358 

Grand Total 21,775,664 $ 23,064,288 $ 6,981,042 $ 144,100 $ 	51,965,093 $ 	12,137,869 $ 39,827,223 
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