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I, W. Mark Schweitzer, of the City of Calgary, of the Province of Alberta, SWEAR AND SAY
THAT:

Introduction
1.

I am the Vice-President, Finance, and Chief Financial Officer of the Defendants Perpetual

Energy Inc. (Perpetual) and Perpetual Operating Corp. (POC). I commenced employment in
this position with Perpetual in May 2017.
2.

As such I have personal information regarding the matters set out in this Affidavit,

except where I state my information is from another source, in which case I believe that
information to be true.
3.

I am a Chartered Professional Accountant, a graduate of Queen's University with a

Bachelor of Commerce degree, and a member of the Chartered Professional Accountants of
Ontario.
4.

Unless otherwise· defined, the abbreviations and defined terms in the Perpetual

Defendants' Statement of Defence are used in this Affidavit.
5.

I was not involved in the Transaction in 2016, but I have been actively involved in

Perpetual's review of files, communications with Mr. Darby following Sequoia's bankruptcy and
this action since Mr. Darby's first communication with Perpetual by letter dated May 28, 2018.
6.

I have read the Statement of Claim, Statements of Defence, Applications filed on behalf

of the Plaintiff and on behalf of the Defendants, and the Affidavit of Paul J. Darby in this action.
The Defendants' applications for summary dismissal filed August 27, 2018 seek orders
summarily dismissing this action based on certain threshold issues.
7.

Based on my knowledge of the Plaintiff's claims and the Defendants' defences,

determining the threshold issues as an initial step in this action should:
(a) .

dispose of all or substantially all of the Plaintiff's claim;

(b)

eliminate the need for a trial or any other further proceedings in this action;

(c)

save all parties substantial expense; and
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(d)
8.

expedite the Plaintiff's ability to perform its obligations as trustee in bankruptcy.

The Defendant's applications also seek to stay the Plaintiff's application to set aside the

Asset Transaction (as defined in the Statement of Claim) and alternatively for judgment for
$217,570,800 jointly and severally against all the Defendants.
9.

Based on my knowledge of this action, I have set out below some of the issues that I

believe must be addressed, and the Defendants' anticipated evidence to address those issues if
the Defendants' summary dismissal applications are riot heard and determined prior to the
hearing of the Plaintiff's application for judgment on the Statement of Claim.
Consideration received by PEOC under the Transaction

10.

While the Asset Purchase Agreement was but one component of the Transaction, Mr.

Darby isolates the Asset Purchase Agreement in his discussion of consideration.
11.

Mr. Darby states in paragraph 44.3 of his Affidavit that it is his opinion that the value of

the "actual" consideration received by PEOC in the Asset Transaction was at most $5,670,200.
He relies exclusively on reserve reports prepared at year-end 2015 that were based upon
assumptions, interpretations and forecasts made at that time. The reports are not attached but
rather Mr. Darby attaches certain summary pages as Exhibit L to his Affidavit.

Based on

paragraph 44.2 of Mr. Darby's Affidavit, it appears that he did not understand the information
presented in the reserve reports, as the end of life abandonment and reclamation costs and
property taxes for the recognized reserves were in fact included.
12.

It is commonly understood in the oil and gas industry that there is no direct correlation

between the net present value discounted at 10% in a reserve report (particularly an outdated
reserve report) and the fair market value of the reserves.

There are a variety of reasons,

including that:
(a)

As expressly noted on all reserve reports, including those cited by Mr. Darby,

they are based on numerous assumptions (including with respect to available financing,
timing of planned expenditures, capital and operating costs and forecasted prices).
(b)

Reserve report information is effective at a fixed point in time. The information

may be materially different at a later time. Among other things, production, well
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performance, capital expenditures, pricing, operating costs and exploitation and
operational strategies all could change during that period.
(c)

Reserve reports do not include the value of other assets, such as pipelines, other

surface facilities, prospect drilling inventory and undeveloped acreage.
( d)

Reserve reports do not account for a buyer's view of its ability to increase the

value of the reserves and other assets under its own business plan. The fair market
value of assets determined by negotiations between informed industry participants is
complex and influenced by assumptions, forecasts, financing costs, business plans,
strategies and competitive forces.
(e)

Reserve reports do not consider price risk management positions or cost

structure reductions that a buyer and seller may negotiate in determining fair market
value.

(f)

Reserve reports do not consider the cost of financing, timing of planned

expenditures, changes in development and operating strategies and costs that a buyer
may bring to the assets.
13.

In this regard, I also note that Perpetual's Statement of Reserves Data and Other Oil

and Gas Information included in its publicly filed 2015 Annual Information Form states at page
8: "It should not be assumed that the estimates of future net revenl:.les presented in the tables
below represent the fair market value of the reserves. There is no assurance that the forecast
prices and cost assumptions will be attained and variances could be material."
14.

The Perpetual Defendants claim in paragraph 42 of their Statement of Defence that the

value of the consideration received by PEOC/Sequoia was equivalent to the value given by
PEOC/Sequoia under the Asset Purchase Agreement, and list several components of that
consideration, including "the beneficial interest in producing and non-producing oil and gas
properties, which included production, wells, pipelines, facilities and their associated liabilities at
end of life, being the Goodyear Assets ... ".
15.

The Defendants will require factual and expert evidence to show the fair market value of

the consideration received by PEOC (as it then was).
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Consideration given under the Transaction
16.

Mr. Darby states in paragraph 44.1 of his Affidavit that it is his opinion that the

Goodyear Assets had no positive fair market value at the time of the Asset Transaction but
represented a significant net liability of at least $223,241,000.
17.

That was not the conclusion of the new owner of PEOC ( soon to be Sequoia) on October

1, 2016, following extensive arm's length negotiations and the new owner's considerable due
diligence.
18.

Mr. Darby states in paragraph 44.2 of his Affidavit that it is his opinion that the value of

the "actual" consideration given by PEOC in the Asset Transaction was at least $223,241,000.
To support this calculation, Mr. Darby states in paragraphs 39 and 40 of his Affidavit that an
entity named XI Technologies Inc. has developed a software model that estimates
abandonment and reclamation costs, and according to that model the liabilities associated with
the Goodyear Assets were "ARO of $192,127,241 for the Goodyear Wells (abandonment costs
of $98,855,218 and reclamation costs of $93,272,056)"; "ARO of $26,831,000 for the facilities
associated with the Goodyear Wells"; and "Property taxes of $10,047,744.20".
19.

The Perpetual Defendants state the value of the consideration given by Sequoia was not

$223,241,000 and claim in paragraph 44 of their Statement of Defence that the value of
PEOC/Sequoia's liabilities at the time of the Transaction was approximately equivalent to the
value of its assets.
20.

The Defendants will require factual and expert evidence to show: (a) the inaccuracy of

the figures used by Mr. Darby1; and (b) the fair market value of the consideration given by
PEOC (as it then was).

1

As one example, the $10,047,744.20 figure cited by Mr. Darby at paragraph 40.3 of his Affidavit
represents information sourced from the Goodyear data room regarding property taxes paid by Perpetual
in 2015. Perpetual believes that in 2016, Sequoia and Perpetual paid $6,376,323 in property taxes with
respect to the Goodyear Assets. The difference would relate to Perpetual's retained Mannville and Panny
heavy oil property taxes paid in 2015 as well as taxes paid with respect to the Warwick gas storage
business that was sold by Perpetual in May 2016.
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Proof of insolvency

21.

Mr. Darby states in paragraphs 45 to 47 of his Affidavit that:
(a)

prior to the "Goodyear Restructuring", PEOC "had no assets or operations and

may have been insolvent, if it was personally liable to pay the municipal property tax
obligations associated with the assets it held as trustee for POT";
(b)

by acquiring the Goodyear Assets, PEOC was immediately rendered insolvent;

and
(c)

"As a result of the Asset Transaction, PEOC had no property which, at a fair

valuation, was sufficient to enable payment of all its obligations."
22.

The Perpetual Defendants claim in paragraphs 48 to 50 of their Statement of Defence

that:
(a)

PEOC was not insolvent prior to the Transaction;

(b)

Sequoia was not . rendered insolvent by the Transaction nor by the Asset

Purchase Agreement if considered in isolation; and
(c)

Sequoia was not rendered insolvent by the Transaction, but rather was rendered

insolvent as a result of its own conduct and market forces occurring in the 18 month
period after the Transaction.
23.

The Defendants will require factual and expert evidence to address solvency before and

after the Transaction and the causes of Sequoia's ultimate insolvency and bankruptcy. As part
of that evidence, the Defendants will require, among other things, extensive record production
from the Trustee concerning Sequoia's insolvency and oral evidence from Mr. Wang and Mr.
Yang and other management of Sequoia.
24.

For instance, in a March 26, 2018 Letter to Stakeholders, a copy of which is attached as

Exhibit A, the Sequoia Board of Directors and Management provided an overview of Sequoia's
business plan and the factors contributing to its insolvency, stating:
Sequoia Resources Corp., or SRC, was formed in October of 2016 to
implement a gas asset acquisition strategy during what was thought to
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be the bottom of the gas price cycle. The strategy involved acquiring
gas assets, some of which were close to the end of their life-cycle, and
work on reducing the operating costs of these assets, in part through the
implementation of an aggressive abandonment and reclamation program
that would see the restoration of the lands and inactive wells acquired
from previous producers back to their original state prior to the
commencement of oil and gas activities.
Generally, the completion of abandonment and reclamation activities
reduces surface and mineral rental costs and other ongoing expenses,
thus reducing overall operating costs. However, up-front capital is
required to complete these abandonment and reclamation activities.
SRC believed that by completing abandonments in strategic groups (i.e .
. on an area by area basis) and completing portions of the abandonment
process in-house, SRC would be able to clean up legacy obligations more
efficiently and economically than under an otherwise less structured
program; To this end, SRC ·created an internal abandonment and
reclamation team with in-house environmental functions, guided by a
seasoned and established operational team, most of whose members
have had more than 20 years of experience in Alberta managing these
same acquired assets.
Operations commenced on October 1, 2016 and SRC immediately began
its aggressive abandonment and reclamation program. From October 1,
2016 to December 31, 2017, SRC abandoned 150 wells and received
reclamation certificates for 91 wells.
Due to its outsize focus on cleaning up environmental liabilities, SRC
ranked fifth in the province of Alberta in terms of reclamation certificates
received for the period October 1, 2016 to December 31, 2017. Ahead
of SRC were CNRL, Husky, Cenovus and Paramount, each major Alberta
producers that are orders of magnitude larger than SRC, a small startup. Further, SRC did not drill any new wells or contribute to the creation
of any new environmental obligations during its existence and focused all
of its cash on either rehabilitating legacy assets through workover
programs or the suspension, abandonment and reclamation of those
assets which had completed their productive life and restoring the
associated lands to their original condition, in accordance with applicable
AER and environmental requirements.
SRC also implemented other cost reduction programs throughout its
operations from field to head office and took advantage of the low cost
of office space in Calgary to build a very low G&A, and a lean but
experienced and effective team.
These strategies were successful and on target through to the end of the
summer of 2017. SRC steadily increased its production and reduced its
overall environmental liabilities.
However, by the end of the summer of 2017, gas prices in Alberta began
· to slide. In October, where gas had averaged $2.95/GJ over the past
four years, prices collapsed to an average of $1.32/GJ for 2017 (source
for all historic prices: www.cga.ca). On certain days in October, gas
traded at negative prices; producers such as SRC paid purchasers to take
the gas instead of getting paid. During the 2017/2018 winter (Nov. to
Mar., inclusive), at a time when gas prices are typically higher seasonally

8
as heating demand peaks, and where historic prices have averaged
$3.07/GJ for the past four years, prices for the 2017/2018 winter were
$2.04/GJ. During the spring of 2018, gas prices and especially gas
futures continued to collapse. The 2018 summer forecast is now
$1.13/GJ (source for forward prices: www.gasalberta.com as of today's
date).
Forecast pricing for 2019, 2020 and 2021 are also very
significantly down from forecast pricing when SRC began operations.
Unfortunately, the turn in prices did not appear to be just a short term
anomaly. SRC, as a "dry" gas company also does not benefit from high
liquids pricing as does some of its non "dry" gas competitors.
As prices continued to drop, SRC's management investigated various
options to diversify its gas exposure, to sell assets, to re-capitalize, to
convert vehicle fleets to use compressed natural gas, to purchase
generators and convert gas to electricity for sale. to the grid. SRC even
investigated using gas to generate electricity for cryptocurrency mining.
In this environment, both purchasers of dry gas assets and refinancing
providers were difficult to find. None of the special projects had the
economics or scale to make a significant enough difference, especially
when factoring in the newly implemented and escalating carbon levy.
Ultimately, as a result of the low price environment, SRC could not
complete its abandonment program or continue to operate without
sustaining significant losses. SRC attempted but was unsuccessful in
negotiating with municipalities to reduce its tax burden for 2017 and
2018. Municipal taxes do not scale with gas prices and so in a low price
environment account for a significant portion of SRC's costs. SRC also
attempted but was unable to obtain refinancing necessary to outlast this
protracted price collapse.
As a result of these developments, on February 22, 2018 SRC met with
the AER to discuss the options available to SRC for shutting down
operations in a safe and orderly manner. On notice to the AER, SRC
began closing down its biggest loss centres, following a plan for the
shut-in of the remaining assets. SRC continued to meet with the AER to
work collaboratively and ensure that environmental and safety concerns
were addressed throughout the shut-down of operations.
SRC entered into this project believing it had a workable strategy to
create a sustainable and profitable gas company through a methodical
abandonment and reclamation program, with a focus on efficiency.
None of the directors were ever paid any fees or remuneration and none
of the shareholders (the majority of whom are Canadian) received any
dividends or return of. capital. This unfortunate outcome is not what
anyone had hoped for, and should not have been the end result after the
extraordinary dedication, creativity and hard work from the employees
and partners of SRC over the past year and a half.
The Board of Directors and Management Team at SRC sincerely wish to
thank SRC's employees and partners for all of their contributions.

25.

Sequoia's representations to its stakeholders regarding the cause of its insolvency

appears to directly contradict the opinion of Mr. Darby expressed in his affidavit, as well as the
Trustee's Preliminary Report dated April 11, 2018, a copy of which is attached as Exhibit B.
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Damages claimed
26.

In paragraph 17 of the Statement of Claim, the Plaintiff claims PEOC suffered damages,

which are claimed against all the Defendants, as:
(a)

the difference between the consideration given and received by PEOC as a result

of the Asset Transaction;
(b)

costs incurred until the Goodyear Assets are returned to POT, including the costs

related to address .safety, environmental and other issues relating to the Goodyear
Assets; and
( c)

costs incurred to investigate the Transactions and to act in the best interests of

creditors of PEOC.
27.

The Perpetual Defendants claim in paragraph 51 of their Statement of Defence that

there was no material difference between the value of the consideration given and received
either pursuant to the Asset Purchase Agreement or the Share Purchase Agreement.
28.

The Defendants will require factual and expert evidence to address the alleged damages

the Plaintiff claims PEOC suffered.
Public Policy, Statutory Illegality and Equitable Rescission
29.

In paragraph 24 of the Statement of Claim, the Plaintiff claims the Transactions are

void:
(a)

on the grounds of public policy, for being, contrary to the public policy reflected

in the Regulatory Regime;

30.

(b)

on the basis of statutory illegality; and

( c)

on equitable grounds.

Mr. Darby does not address what public policy reflected in the Regulatory Regime or

what provisions of what statutes the Plaintiff relies on.
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31.

Alberta Energy Regulator President and CEO Jim Ellis issued AER Public Statement 2018-

08-08, a copy of which is attached as Exhibit CJ addressing Sequoia's bankruptcy. He stated:
However, sometimes there are situations beyond our control. When this
happens, it is our responsibility to identify and address any gaps in our
requirements. Earlier this year, Sequoia Resources Corp. (Sequoia)
informed us that it planned to cease operations without properly
decommissioning more than 4,000 wells, pipelines, and facilities. As a
result, we ordered the company to address its end-of-life obligations.
But how did Sequoia get to this point? What happened that caused them
to be in this position? This is where a gap in the system has been
identified. .. .
For the AER, this situation has exposed a gap in the system and raised
questions with respect to how we better manage liability in the future. In
some cases, our governing legislation did not provide us the necessary
flexibility to do what is needed, while in other cases our own
requirements and processes were limiting. We are working to fix both ....

32.

If these claims are not struck, the Defendants will · require evidence from various

witnesses, including AER witnesses, regarding the public policy, statutory illegality and equitable
rescission claims.

Document production
33.

I am advised by counsel that the Plaintiff is required to serve an affidavit of records

within 3 months of the service of the Statements of Defence, that is, by November 27, 2018,
and the Defendants are required to serve affidavits of records within 2 months after they are
served with the Plaintiff's affidavit of records. In a lawsuit of this complexity, I expect the record
production by the parties will be extensive. The Perpetual Defendants .have already commenced
the process to collect, review and produce records.
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34.

I swear this Affidavit for the limited purpose of the Defendants' Application to Resolve

Particular Questions and to Stay the Plaintiff's Application filed August 27, 2018.
SWORN BEFORE ME at the City of Calgary, in )
the Province of Alberta this 3rd day of
October, 2018.

A Commissioner fi
Oalhs in and
Province of Alberta
KRISTIN AMBROlY
A Commissioner for Oaths
In and for Alberta
My Commission Expires October 10, 201"'1
9255454.1

,,

W. Mark Sch~er

Sequoia Resources Corp.
Sequoia Resources Corp. (SRC} is

a private,

majonty Canc1d1an owned and managed gas company

with orwraliom; 1n Aiberta.

Man:h 2, 2018
On March 2, 2018, SRC filed a Notice of Intention 10 Make a Proposal ("NOi"} pursuant to Section 50.4
(1) of the Bankruptcy and Insolvency Act ("BIA") and PricewaterhouseCoopers Inc., UT

was

named as proposal trustee.

Please see the PwC Trustee website at:
https·;•www.pwc.com/calen/serv1ces/insolvency-assignmen!s/sequoiaresources.h!ml

March 23, 2018
On March 23, 201D, SRC made a voluntary assignment into bankruptcy under secllon 49 of !he BIA.

PwC has been appointed trustee of the estate ol SRC.

March 26, 2018
Leftt:r to Stakeholders

Sequrna Resources Corp., or SRC. was formed m October

2016 to implement a gas asset

acqu1s11Jon strategy dunng what was though! to be the bottom of the gas pnce cycle. The strategy
involved acqumng gas assets, som<, of which were close to the end of their life-cycle, and work on
reducing the opeml1ng costs of these assets, m part through the 1rnplementat1on of an aggressive
abandonment and reclamation program that would see the restoration of the lands and mactlve wells

acqwred from previous producers back to their original state prior to the commencement of 01! and gas
activ1t1es.
Generally, the complet,on of abandonment and reclamation actMt1es reduces surface and mineral
rent,i! costs and other ongomg expenses, thus reducing overall

costs. However, up-front

capital is required to complete these abandonment and reclamal1on act1V1t1es. SRC believed Iha!
completing abandonments in strategic groups (1.e. on an area by area basis) and
of the abandonment process in-house_ SRC would be able to clpan up legacy

nh,11na,11n,n<>

etticien!ly and econom1cally than under an otherwise less structured program. To this

more
SRC

created an internal abandonment and reclamation team with in-house environmental functions,
by a seasoned and established operational team, most of whose membef5 have had more than 20
years of experience m AJberta managing these same acquired assets,

1ni=•r::>1·,nr,"

commenced .on October 1, 20'!6 and SRC 1mmed1alely began its aggressive abandonment

and reclamation program. From October 1, 2016 to December 31, 2017, SRC abandoned 150 wells
and received reclamation certificates for 91 wells
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KRISTIN AMBROZY
A Commissioner tor Oaths
In and for Alberta
My Commission Expires October 10, 20t)

Due 10 its outsize focus on cleaning up environmental liabilities, SRC ranked fifth in the province of
Alberta in terms of reclamation certificates received for the period October 1, 2016 to December 31,
2017. Ahead of SRC

were

CNRL, Husky, Cenovus and Paramount, each major Alberta producers

that are orders of magnitude larger than SRC, a small start-up_ Further, SRC did not drill any new
wells or contribute to the creation of any new environmental obhgat1ons during its existence and
focused all of its cash on either rehabilitating legacy assets through workover programs or tl1e
suspension, abandonment and reclamation of those assets which had completed their productive lrfe
and restonng the associated lands to their original condition, in accordance with applicable AER and
environmental requirements.

SRC also implemented other cost reduction programs throughout

its

operalions from field lo head

office and took advantage of the low cos! of office space m Calgary !o build a very low G&A, and a
lean but experienced and effective team.
These straleg1es were successful and on targel lhrough lo the end of the summer of 2017. SRC
steadily increased its production and reduced its overall enwonmental liabilities.

However, by !he end of the summer of 2017, gas pnces in Alberta began lo slide_ In October, where
gas had averaged $2 95/GJ over the past four years, pnces collapsed to an average of $1.32/GJ for
2017 (source for all historic_ prices: www_cga.ca). On certain days 1n October, gas trade<l a! negative
pnces; producers such as SRC paid purchasers to take the gas instead of getting paid_ During the
2017/2018 winter (Nov. to Mar., mdusive), at a time when gas pnces are typically higher seasonally as
healing dernand peaks, and where histonc pnces have averaged $3.0?iGJ for the past four years.
prices for the 201712018 winter were $2_04/GJ_ During the spnng of 2018. gas prices and especially
gas futures continued to collapse_ The 2018 summer forecast

pnces: www.gasalberta_com a!> of todays date)

1s

now $1.13/GJ (source for forward

Forecast pricmg for 2019, 2020 and 2021 are also

very s1gmflcantly down from forecast pncmg when SRC began operations. Unfortunately, the tum

in

pnces did not appear to be Just a short term anomaly. SRC, as a "dry" gas company also does not
benefit from high liquids pncmg as does some of its non "dry" gas competitors_

As prices contmued to drop, SRC's management inves!1galed vanous opuons to diversify rts gas
exposure, to self assets, to re-cap1lalize, to convert vehicle fleets to use compressed natural gas, lo
purchase generators and convert gas to electncity for sale to the gnd. SRC even investigated
gas to generate electncrty for cryplocurrency m1mng. In this emnronment, both purchasers of

had the economics

providers were difficult to find. None of the
or scale to make a sigrnficant enough difference, esrier.ial

gas

when factoring in the newly implemented

and escaialmg carbon levy.

Ultimately, as a result of the low price environment, SRC rould not complete rts abandonment
program or continue to oper,;te without susta1rnng

losses. SRC

;,m:.mn!F-r'l

bu! was

unsuccessful m negotiating wrth murncipalities to reduce its tax burden for 2017 and 2018_ Municipal
taxes do not scale with gas prices and so m
of SRC's costs. SRC also

a low pnce enVJronment account for a

portion

but was unable to obtain refinancing necessary to outlast this

protracted pnce collapse_
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As a result of these developments, on February 22. 2018 SHC met with the AER to discuss the
options available to SRC for shutting down operations in a safe and orderly manner. On notice to the

AER, SRC began closing down rts biggest loss centres, followmg a plan for !he shut-in of the
remaining assets. SRC continued to meet with the AER to work collabornt1ve!y and ensure that
environmental and safety concerns were addressed throughout the shut-down of operahons.

SRC entered into this project believing it had a workable strategy to create a sustainable and
profitable gas company through a methodical abandonment and rec!amallon program, with a focus on
efficiency.

None of the directors were ever paid any fees or remunerahon and none of the

shareholdc>rs (the majonty of whom are Canadian) received any dMdends or return of

This

unfortunate outcome is not what anyone had hoped for, and should not have been !he end result after
the extraordinary dedication, creativity and hard work from the employees and partners of SRC over
the past year and a half

The Board of Directors and Management T earn at SRC sincerely wish to thank SRC's elTlDl(:JVE:es and

partners for all of their con!rihu!ions.

Emergency.- 1-844--858-8038
Other lnqwries, please v1sIt.·

https:llwww.pwc. comlca/sequoIaresources

Contact seauo1aresourcescorp@gma1f.com
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TRUSTEE'S PRELIMINARY REPORT
IN THE MATTER OF THE BANKRUPTCY OF

ESTATE NO.: 25-2351565 • SEQUOIA RESOURCES CORP.
hereinafter referred to as "SRC" or the "Company"
of the City of Calgacy, in the Province of Alberta

I.

Background

SRC (formerly Perpetual Energy Operation Corp.) was acquired by 1986114 Alberta Inc., a
Canadian corporation, on October 1, 2016. SRC grew through a series of transactions in which
SRC purchased primarily dry gas assets. Between September 2016 and August 2017, the
Company grew to approximately 3,200 gas wells ("Wells") and their associated facilities and
pipelines. The key transactions were as follows:
Source
Perpetual Energy Operating Corp.
Husky Oil Operations Ltd.
Waldron Energy (in bankruptcy)
Other

Transaction
Corporate sale
Asset purchase
Asset purchase
Asset purchase

Approximate %
of Wells acguited
-75%
-11%
-6%
-8%

Former management of SRC has advised the Trustee that SRC's business strategy was to:
• · acquire gas assets, some at close to the end of their life cycle, from gas producers;
• implement cost reduction programs throughout its operations to reduce overall costs to
the Company both in the field and at head office; and
• reduce the operating costs of the assets, in pert, by cleaning up older wells, and where
appropriate, abandoning and reclaiming well sites, reducing longterm surface, mineral
and other carrying costs.
For(lJer management of SRC advises the Trustee that the acquisitions were completed at a time
when gas prices were at historic lows and thought to be at the bottom of the commodity cycle.
Former management of SRC also advises that by cleaning up the old wells and implementing the
abandonment and reclamation program, through the creation of an in-house team, SRC believed
that it could reduce costs sufficiently to turn a profit and responsibly produce the remaining
assets.
Based on materials reviewed by the Trustee, for the period October I, 2016 to December 31,
2017, SRC abandoned approximately 150 wells and received reclamation certificates for
approximately 90 wells. This ranked SRC fifth in the province for number of properties
abandoned and reclaimed, behind CNRL, Cenovus, Husky and Paramount Energy.

SRC did not drill any new wells since inception. Based on discussions with former management
of SRC, it appears that the Company's cash flow was primarily used on operations, a
rehabilitation program, and on the abandonment and reclamation program.
Fonner management of SRC has advised the Trustee that SRC' s strategies appeared to be
successful until around August, 2017, when gas prices in Alberta began to decline significantly.
Gas price depression has continued through the spring of 2018 and forecasted prices for summer
2018 remain low.
Former management of SRC advised the Trustee that it investigated various options to diversify
its gas exposure, to sell certain assets and find other ways to reduce costs. Former man;igement
of SRC noted that none of the projects· identified had the economics or scale to make a big
enough difference in the face of the low price environment. Former management of SRC asserts
that because of this low price environment, SRC could not complete its abandonment program or
continue to operate without sustaining significant cash losses.
Former management of SRC advised the Trustee that SRC recently attempted, unsuccessfully, to
negotiate with several municipalities to reduce the Company~s municipal tax obligations as in
some cases SRC' s municipal tax burden exceeded the price of gas being sold in the area. The
Trustee u.nderstands that SRC also attempted to obtain the refinancing required to continue
operations during the depressed price environment, but was unable to obtain further funds.
Based on the Trustee's review of SRC' s records, it does not appear that any of SRC' s directors
were paid salary, fees or other remuneration, nor were the shareholders paid any dividends or
returns of capital throughout SRC's existence.
Former management of SRC states that because of its financial difficulties and inability to
complete its abandonment and· reclamation program, on February 22, 2018, SRC contacted th!l
Alberta Energy Regulator ("AER") to discuss the possibility of shutting down operations in
manner satisfactory to the AER. Shortly after this meeting, SRC pursued a plan for the shut-in of
its assets. All of this was completed on notice to the AER. Further discussions with the AER
were held on February 28, 2018 to provide an update to AER on the status of the shut-in program.

II.

NOi and Bankruptcy Proceedings

On March I, 2018, SRC received a closure order from the AER. On March 2, 2018, to ensure
the fair and equitable treatment of its creditors and stakeholders while responsibly working with
the AER to safely deal with its assets, SRC filed a Notice of Intention to Make a Proposal.
SRC continued to use its cash on hand to fund the safe and orderly shutdown of its assets and
entertained offers for its non-producing assets to generate further cash. On March 22, 2018, SRC
closed a sale for a package of gross overriding royalties to provide liquidity and continue the
orderly shutdown. SRC continued to meet with the AER regularly throughout the NOI
proceedings to provide updates regarding its operations and the status of the shutdown process.
On March 23, 2018, when SRC no longer had certainty it would have sufficient cash to continue
its operations, SRC terminated all of its employees and contractors and filed a voluntary
assignment into bankruptcy.
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m.

Interim Actions of the Trustee

Securing well sites:
As at the date of bankruptcy,_ SRC, its staff and various contractors had worked diligently, using
the time and financial resources available, to shut in production on all of the approximately 836
wells that were producing on February 22, 2018. The majority of these well locations were
concurrently locked and chained to prevent access by unauthorised parties as part of the shut in
process. However, as of the date of bankruptcy, approximately 20-25 well sites had not been
locked and chained. Given the public safety concerns associated with unlocked well sites, the
Trustee engaged four former SRC employees and contractors to complete this work on a contract
basis. As of April 5, 2018, the work was completed and all ofSRC's well sites (with the
exception of one, as described below) had been locked and chained.
.
Continue removal of contaminants:
As at the date of bankruptcy, former management of SRC informed the Trustee that during the
well shut in process, the Company did not have sufficient time and resources to arrange for the
draining and removal of contaminated contents in a salt-water bath at one of its well sites, In
order to mitigate the risk of an environmental incident and the associated public safety risks, the
Trustee contracted with a former SRC employee to monitor the site and assist the Trustee in
safely removing the contaminated contents. Subsequent to removal of the contaminated contents
by a third party environmental service provider, the site will be locked and chained.
Taking possession and recordjng inventory:
.
The majority of SRC's movable assets include trucks, trailers, off highway vehicles and various
agriculture equipment used to perform abandonment and reclamation work. The Company was
not able to provide a detailed ledger of assets with unique unit identification numbers, however
various spreadsheets exist that summarised the assets purchased in the key transactions over the
past two years. Using these summaries, the Trustee worked with former management to
coordinate a group of seven previous SRC employees hired on a contract basis to assist in
gathering assets, securing them in central locations and taking an inventory. The movable assets
were spread out across Alberta and the Trustee directed the former employees to relocate assets to
central locations over a period of eight days, advising which locations were not accessible and the
condition of assets found.
Head Office:
The Trustee has contracted with one member of former management and seven former employees
to provide expertise and assistance with coordinating the completion of field safety work,
advising on the Emergency Response Plan, shut-in well status submissions to the regulator,
review and execute crossing requests, completion of revenue accounting and various other
matters. The Trustee has also entered into a short-term tenancy agreement for office space and
access to software at SRC's former shared office.
The Trustee is receiving cooperation from former management in the provision of information as
and when requested by the Trustee.
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IV.

Overview of Assets and Secured Qaims

Estate Fnnds:
Summary of cash held by the estate and funds spent to date:
Sequoia Resources Corp.- In Bankruptcy
Effective April 9, 2018
Cash available at date of Bankruptcy:
Less: Funds segregated pending security review

Collection ofaccounts recelva ble
Disbursements to date:
Asset col lectlon consultants and storage
Office consultants
Rent and storage
Securing well sites
Estimated funds committed to date:
Asset collection consultants and storage
Office consultants
Rent and storage
Salt tank consultant and disposal
Securing well sites

Estimated funds available for the estate

2,393,921
(450,000)
1,943,921

26,101
(19,580)
(22,940)
(104)
(15,994)
(58,618)
(42,295)
(10,000)
(15,000)
(50,000)
(18,000)
(135,295)

1,776,109

Inventory and Movable Assets:
The Trustee has worked with former employees and contractors to gather and secure SRC' s
trucks, sit~ equipment, trailers, off highway vehicles and tools into two secure locations. The
estimated value of the assets collected to date is unknown at this time.
Secured Creditors

SRC' s largest known secured creditor is Mercuria Commodities Canada Corporation
("Mercuria") which has an outstanding claim in the amount of $447,846.21. Subject to an
arrangement entered into by SRC and Mercuria shortly prior to the date of bankruptcy, the
Trustee is holding $450,000.00 in trust pending completion of the Trustee's independent security
review.
As atApril 9, 2018, 40 liens in the aggregate amount of $331,104 have been received by the
Trustee.

Books and Records
• The Trustee took possession of the Company's books and records following the assignment in
bankruptcy, ensuring a complete electronic backup was created. As part of the short-term
tenancy agreement for office space at SRC' s former shared office, the Trustee has access to the
various programs and databases used by SRC in the ordinary course of operations.
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Projected Distribution and Anticipated Realization
Until the magnitude of claims has been resolved and the required field safety work is completed,
the Trustee is not in a position to determine the likelihood of any distributions.

Third-Party Deposits and Indemnity
Prior to the Company filing a NOi on March 2, 2018, SRC provided the Trustee with a $250,000
retainer and an indemnity for fees and expenses in respect of acting as a Trustee. In accordance
with OSB Directive 16, these funds do not form part of the estate and are held in a clearly
identified trust account separated from estate funds.
V.

Legal Matters

The Trustee has engaged independent legal counsel, Torys LLP. The Trustee's legal counsel will
be providing an opinion regarding the validity and enforceability ofMercuria's security and will
be providing assistance with the evaluation of liens.
VI.

Fraudulent Preferences and Reviewable Transactions

The Trustee, as part of its due diligence, will be reviewing the books and records for any
fraudulent preferences and reviewable transactions.
VII.

Creditors

The claims of creditors filed prior to the meeting are as follows:
Preferred
Unsecured

$7,054,630
$53,745
$237.393,343

Total

$244,501,718

Secured

VIII.

Fees

Fees and disbursements of the Trustee incurred during the Administratjon of the bankruptcy will
be paid from the funds it has swept from the account held by SRC prior to the bankruptcy.
Dated this 11th day of April, 2018
PricewaterhouseCoopers Inc.
Trustee in the Estate Sequoia Resources Corp.
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For Immediate release.
Calgary, Alberta (August 8, 2018) ...The business of regulating oil and gas

is a complex undertaking. Evezy day, Alberta Energy Regulator (AER) employees make countless

decisions.
We do our best to make sure our rules reflect the social and economic realities of the day; that our
processes are not unnecessarily burdensome, and that we have accurate and up-to-date information to
make reasonable, well-informed decisions.

However, sometimes there are situations beyond our control. When this happens, it is our responsibility to
identify and address any gaps in our requirements. Earlier this year, Sequoia Resources Corp. (Sequoia)
informed us that it planned to cease operations without properly decommissioning more than 4,000 wells,
pipelines, and fitcilities. As a result, we ordered the company to address its end-of-life obligations.
But how did Sequoia get to this point? What happened that caused them to be in this position?

This is where a gap in the system has been identified.
The AER has limited legislated authority to oversee corporate transactions. This is important to note
because coi:porate transactions can result in AER licences changing hands without having to go through
the scratiny of our transfer process. Unfortunately, this can be used by some companies to avoid their
responsibility, potentially leaving millions of dollars of liability for the Orphan Well Association.
This is what happened after a corporate transaction between Sequoia and Perpetual Energy (Perpetual),
allowing Perpetual to pass licences, and all liability, for many unprofitable and unwanted assets to
Sequoia;
Sequoia has since claimed bankruptcy, and a trustee has been working to better understand what
happened to the company. The trustee has raised concerns that Sequoia took on significant liabilities that
were not in the best interest of the company or its stakeholders. If these allegations are proven in court, it
is most concerning- but we'll leave that for the court to determine.
For the AER, this situation has exposed a gap in the system and raised questions with respect to how we
better manage liability in the future. In some cases, our governing legislation did not provide us the
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necessary flexibility to do what is needed, while in other cases our own requirements and processes were
limiting. We are working to fix both.
We now require considerably more information from companies applying for licences through our revised
Directive 067 and can reject applications we believe are a risk to public safety or the environment
Companies are also required to inform us of material changes, which includes corporate transactions,
within one month of the change taking place. With this information, we are better able to assess the risk
associated with the change and limit the company's eligt"bility to hold licences to avoid situations like this
in the future. Where our authority may be limited, we work with a trustee, which may have more power,
to support their investigation any way we can.
We know we must strike the right balance between being protective without controlling a company's dayto-day business decisions. But we also know we must protect public safety and the environment while
holding companies accountable.
The last few years have been incredI'bly hard on Alberta's energy sector as sustained weak commodity
prices have left their mark. Since the Redwater decision first allowed receivers and trustees to walk away
from unproductive energy sites, we've been working in a different environment, one that requires a
different approach.
No matter what the Supreme Court of Canada decides on the Redwater case, we know we have to do
things differently. That commitment is embedded into the AER's new strategic plan, which prioritizes

liability management over the next :five years.
We have already begun a plan to update liability management, reviewing our processes to better
understand what is working well and what needs to change. While we don't have all of the details yet, we
have already begun work on a number of initiatives. For example, we are using more than the liability
management ratings to assess risk, including using financial, behavioural, and inventory risk factors to
identify which companies might be unable to meet their obligations. We are also developing a program,
known as area-based closure, to encourage companies to work together to reduce inactive wells and
infrastructure. This is new territory for the AER that has required us to expand our analytic capacity and
skill sets to examine complex financial transactions.
Like other jurisdictions around the world, Alberta is faced with struggling companies, bankruptcies, and
infrastructure left with no owner to manage it. We are working with other regulators to share infonnation
and get a better understanding of how we might apply learnings from elsewhere to what is happening in
Alberta. And we are working with the Government of Alberta on their liability management review and
will implement any policy changes that may occur as a result.
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I'm confident that we're up to the challenge. We will continue to adapt to protect what matters to
Albertans, public safety, the environment and economic benefit from the development of our energy
resources.

J"unEllis
Chief Executive Officer
Alberta Energy Regulator
-30For more information, please contact:

Shawn Roth, AER Communications and International Relations
Phone:403-966-5983
Email: shawn.roth@aer.ca
Media line: 1-855-474-6356
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