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INTRODUCTION

1. On September 26, 2016 Lightstream Resources Ihd ), 1863359 Alberta Ltd.
(“1863359), and 1863360 Alberta Ltd. {863360), Lightstream Resources Partnership
(“LTS Partnership”) and Bakken Resources Partnershiiakken Partnership”)
(collectively, the Applicants”, or the ‘Lightstream Group”) sought and obtained
protection under th€ompanies' Creditors Arrangement A&.S.C. 1985, c. C-36, as
amended (the CCAA”) pursuant to an order granted by this Honourabtaurt (the
“Initial Order ”).

2. The Initial Order grantednter alia, a stay of proceedings against the Lightstreamuro
until and including October 26, 2016, (thkitial Stay Period”) and appointed FTI
Consulting Canada Inc. as Monitor (theldnitor ”). The proceedings commenced by
the Applicants under the CCAA will be referred &rdin as theCCAA Proceedings.

3. In addition to the stay of proceedings, the Inittader granted various relief including,

among other things:

€)) the Administration Charge;

(b) the Credit Card Charge

(c) the Directors’ Charge;

(d) the KERP and the KEIP Charge;

(e) the Financial Advisor Charge; and
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® approval of the Sale Procedures to solicit inteireshe Lightstream Property (as

such term is defined in the Sale Procedures);
(collectively, the Other Relief”).

4. Mudrick Capital Management, LPNudrick "), FrontFour Capital Corp. and FrontFour
Group LLC. (collectively, the Front Four Group™”), in their capacity as unsecured
noteholders and plaintiffs in an oppression actommenced in the Court of Queen’s
Bench of Alberta raised certain objections to théheD Relief. As a result of the
objections a comeback hearing (theéomeback Hearing) was held on October 11,
2016. After hearing from various stakeholders tlei€re-affirmed the relief granted in
the Initial Order, and no amendments were madehé&o Ihitial Order. Also at the
Comeback Hearing the Applicants were granted aenskin to the stay of proceedings
up to and including December 16, 2016.

5. On November 7, 2016 the Lightstream Group madepghication to this Honourable
Court seeking approval to commence a claims pro¢€daims Proces®) in order to
determine, assess and categorize claims and/ontfdtelaims against the Applicants
including pre-filing claims, post filing restructng claims, any priority claims, claims
against its directors and officers or claims agaihg Directors Charge. The Court

granted the proposed claims process ordelafins Process Ordef).
PURPOSE

6. The purpose of this third report of the MonitorgttThird Report”) is to advise this

Honourable Court and provide the Monitor’s summemgl/or comments with respect to:

@) the activities of the Applicants since the Novembe2016 Court application;
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(b) the continued execution and results of the saldgitation process (Sale
Proces$) undertaken by the Company and TD Securities Iftbe ‘Sale
Advisor”);

(c) the Lightstream Group’s request for an approval eesting order (Approval
and Vesting Order’) related to an asset purchase agreement betwleen t
Lightstream Group and 1090247 B.C. Ltd. (tBayer”) executed on November
29, 2016;

(d) the status of the ongoing Claims Process;

(e) the Lightstream Group’s budget to actual resultdlie period of October 1, 2016
to November 18, 2016 as compared to the previosis flaw statement that was

presented to this Honourable Court as attachdaetdionitor’s First Report;

® the Lightstream Group’s revised cash flow foredastthe period November 19,
2016 to December 30, 2016 and estimated post-gjdkiw of funds;

(9) the Applicants’ request to enhance the powers @fMlonitor to assist with post-

closing matters and wind-down initiatives; and

(h) the Applicants’ request for an extension to thg sfgproceedings.

Further background and information regarding theplispnts and these CCAA
Proceedings can be found on the Monitor’s website t a

http://cfcanada.fticonsulting.com/lightstream/
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TERMS OF REFERENCE

8.

10.

11.

In preparing this report, the Monitor has reliedapnaudited financial information of
the Applicants, the Applicants’ books and recom#stain financial information prepared
by the Applicants and discussions with various ipgstincluding senior management
(“Management) of the Applicants (collectively the Ififormation”) and the Sale
Advisor.

The Monitor has not audited, reviewed or othervetempted to verify the accuracy or
completeness of the Information in a manner thatldvoomply with Generally Accepted
Assurance Standards pursuant to the Chartered SBiofi@l Accountants of Canada
Handbook.

The Monitor has not examined or reviewed finanfoa¢écasts and projections referred to
in this report in a manner that would comply witie tprocedures described in the
Chartered Professional Accountants of Canada HakdboFuture oriented financial

information reported or relied on in preparing theport is based on Management’s
assumptions regarding future events and actualtsesiay vary from forecast and such

variations may be material.

The Monitor has prepared this report in connectwith the Lightstream Group’s
application seeking an approval and vesting Ortlex ‘(Approval and Vesting Order
Application™), an order enhancing the powers of the Monitdirghsition Order”) and
an Order extending the stay or proceedingStayy Extension Ordef). This report
should be read in conjunction with the materidisdfiby the Applicants with respect to
their Approval and Vesting Order Application, inding the affidavit of Peter Scott
sworn November 29, 2016Stott Fourth Affidavit”). This report should not be relied

on for other purposes.
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12.

Unless otherwise stated, all monetary amounts owdaherein are expressed in
Canadian dollars. Capitalized terms not otherdedftned herein have the meaning given
to them in the Scott Initial Order Affidavit, thece@t Second Affidavit, the Scott Third
Affidavit, the Proposed Monitor’s report dated Sapber 23, 2016, the Monitor’'s First
Report dated October 7, 2016, the Monitor's Sedeeport dated November 2, 2016, the
Initial Order, the Claims Process Order or the $stiNoteholder APA as defined below.

ACTIVITES OF THE APPLICANTS

CONSULTATION AND MONITORING

13.

14.

15.

Since the November 7, 2016 Application, the Ligiest Group and the Monitor have
communicated and consulted on a continuous basis r@spect to ongoing operations.
The Lightstream Group has consulted the Monitohwéspect to ongoing operational

disbursements and provided the Monitor with regoésh flow reporting.

The Monitor notes that there have been no matehanhges to the Lightstream Group’s
operations or cash flows. To date, the Lightstre@moup has been successful in

maintaining relatively normal course operationgwnib significant operational issues.

In the Monitor’s view, the Applicants are contingito act in good faith and with due

diligence.
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COMMUNICATION WITH STAKEHOLDERS

16.

Since the November 7, 2016 Application, the Monitmd the Applicants have
maintained communication with various stakeholdectuding, the First Lien Lenders,
the Ad HocCommittee of Secured Noteholders, the Front Fawu@ and various trade

creditors.

RESTRUCTURINGINITIATIVES

17.

18.

The Applicants, in consultation with the Sale Advisand the Monitor have continued to
execute the Court approved Sale Process, includomjinued negotiations with the
Secured Noteholder with respect its credit bilg¢ured Noteholder Credit Bid). The

Sale Process is now complete and the Secured Nd&z©@redit Bid has been negotiated

into a formal asset purchase agreement, as digstussetail below.

The Applicants in consultation with the Monitor leacontinued the Court approved

Claims Process as will be discussed in furtherildedtow.

SUMMARY OF SALE PROCESS

Summary of Sale Process

19.

20.

The Applicants and the Sale Advisor have contintedexecution of the Sale Process
pursuant to the sale procedureSdle Procedurey approved by this Honourable Court.
The Monitor has been in contact with the Compang #re Sale Advisor regularly

throughout the Sale Process. The Monitor has bemnded with regular ongoing status

updates and been included in the discussions algsanof bids received.

As mentioned in the Monitor’s First Report, immedlg upon the granting of the Initial
Order, the Sale Advisor commenced the implememtaifcthe Sale Procedures pursuant
to the Initial Order including the following:
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21.

22.

(@) distributed a teaser, confidentiality agreeme@A") and notice of the Phase 1

Bid Deadline (as defined in the Sale Procedureapfmoximately 600 parties;
(b) made targeted phone calls to strategic financidigs
(c) posted the teaser on the Sale Agent’'s website; and

(d) provided parties with notification of the CCAA Pemdings and a link to the

Monitor’'s website.

In total 61 parties signed CA’s, 59 parties acodssee virtual data room and 4

management presentations were completed.

In accordance with the Sale Procedures the Compadythe Sale Advisor sought non-
binding letters of intent by October 12016, the Phase 1 Bid Deadline. On October
24" 2016 the Monitor met with the Company, the Conymrounsel and the Sale
Advisor to review the non-binding bids received.tdal of 29 bids in addition to the
Secured Noteholder Credit Bid were received eittyaway of en bloc offers for all of the
Lightstream Groups assets or for certain asset gggsk Given the commercially
sensitive nature of the bid information and thd faat a sale of the Lightstream Groups’
assets has not yet closed, the Monitor has preparednfidential supplement to this
Third Report (Confidential Supplement Report), which includes detailed bid
information. The Monitor has provided a summary tbe bids (Phase 1 Bid
Summary”) that were received on the Phase 1 Bid Deadllime Phase 1 Bid Summary
was prepared by the Sale Advisor and is attachedpg®endix A to the Monitor's
Confidential Supplement Report.
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Results of Sale Process

23.

The Sale Process resulted in 29 non-binding inginatof interest, in addition to the
Secured Noteholder Credit Bid at the Phase 1 Bicdlee, after review and
assessment of the Phase 1 Bids the LightstreampGiowconsultation with the Sale
Advisor and the Monitor, determined that certainagh 1 bids received met the
criteria to be qualified bids and accordingly preded to Phase 2 of the Sale
Procedures. However, as noted in the Monitor's @mrtial Supplement Report,
Phase 2 of the Sale Process did not generate dpysafuperior to the Secured
Noteholder Credit Bid. Accordingly, the Applicardse proceeding to implement the
Secured Noteholder Credit Bid and have finalized amset purchase agreement
(“Secured Noteholder APA) between the Lightstream Group and 1090247 B.@. L
executed on November 29, 2016. A copy of the SecM@eholder APA is attached as
exhibit C to the Scott Fourth Affidavit.

MONITOR'S COMMENTS AND RECCOMENDATIONS ON THE SALE PROCESS

24.

25.

26.

The Sale Procedures were approved by this Honlmu@burt in the Initial Order and

then re-affirmed at the Comeback Hearing.

The Sale Advisor and the Lightstream Group keptMlomitor informed throughout the
Sale Process and in the Monitor’s view the was ootatl in accordance with the Sale
Procedures approved by this Honourable Court.

The Monitor notes the following with respect to tale Process:

(@) The Monitor is of the view that the assets of thghtstream Group have been
adequately exposed to the market through the Salee®s led by the Sale
Advisor. The Sale Process was robust as evidebgethe quantity of bids
received and the quality of the bidders who suleditiids;

ﬁF T I
CONSULTING



(b)  As set out in the First Report, the Monitor is loé tview that the timeline outlined
in the Sale Procedures was reasonable in the cétesnte and consistent with
other CCAA proceedings that involved oil and gae gaocesses. Accordingly,
the Monitor is of the opinion that the length oétBale Process was sufficient to

maximize value; and

(c) The Monitor has reviewed the marketing materiakdus the Sale Process and is
of the view that they provided a detailed overviefathe assets for the purposes
of engaging interested parties.

27.  The Monitor is of the view that the Sale Process w@mpleted in accordance with the
Court approved Sale Procedures. In the Monitorewyithe Sale Procedures were
designed to fully and adequately expose the Ligkaist Group’s assets to the market and
maximize value to the Applicants and its stakehsldbrough a sale. The results of the
Sale Process including the number of bids recearad the quality of bidders provides
evidence that the Lightstream Group’s assets wdhg &nd adequately exposed to the
market and that the Sale Procedures provided amapate platform to allow interested
parties to submit offers.

SECURED NOTEHOLDER APA

28. The following section provides a high level summafythe major terms included in
the Secured Noteholder APA.

Purchased Assets

29. Purchased Assets include all of Lightstream Grouwgssets with the exception of
certain Excluded Contracts as defined in the SecM@eholder APA.

30. The Excluded Contracts include:

10
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(a)

(b)

(c)

(d)

(e)

The credit agreement of the first secured bankipgdiate (‘First Lien

Lenders”) which is being paid out in full;

The indenture agreement of the Secured Noteholtleesgdebt under which is
being bid pursuant to the Secured Noteholder APA,;

The indenture agreement of the unsecured notelgldenich is out of the

money based on the results of the Sale Process;

An office lease (Lease€) that the Buyer does not intend to assume duthé¢o
current terms of the agreement. The Secured NatehdPA contains an
occupancy agreement (theD€cupancy Agreement) to be entered into
between the Applicants and the Buyer which hasetfiect of, among other
things, permitting the Buyer to occupy all of Apgaits’ leased head-office
premises until March 31, 2017 with the ability tetend the term provided
there are sufficient funds in the Wind-Down Amoamtpermit payment of the
Applicants’ liabilities to the landlord under theedse. For clarity, it is
proposed that the Applicants will continue to pawntrand all other amounts
due under the Lease during the term of the Occupakgreement. The
Monitor notes that the Wind-Down Amount makes adgquprovision for
payment of the rent during the initial term of th@®ccupancy
Agreement. Finally, the Monitor notes that the $®amandates that the
Landlord must consent to the Occupancy Agreementtiat the Landlord

must not unreasonably withhold its consent;

Various agreements with trade creditors includingbackstop agreement
backstopping firm commitment transportation sergiegth Pembina Pipeline
Corporation, a waste processing agreement withawa of Stoughton and an
application fee with Moody’s Canada Inc. who hawveagreement to provide

services with respect to the Lightstream Group’igocate issuer status.

11
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Purchase Price

31. Purchase price is calculated as the sum of:

€)) Credit Facility Payout Amount — represents the payd the First Lien Lenders.

(b)  Assumed liabilities — includes, among other thindmbilities under the Assigned
Contracts, Environmental Liabilities, all Taxesateld to the purchased assets, all
Trade Payables and not yet invoiced or paid redrgton costs, accrued
vacation pay for Transferred Employees, Prioriti@k if not satisfied through
the Reserve Amount.

(c) Credit Bid Amount — represents the debt owing te ®ecured Noteholders

including principal, accrued interest and make-whol

(d) Deficiency Payment — is calculated by the LightstneGroup’s cash on hand at
closing less hold backs for the Reserve Paymentulinand the Wind-Down
Amount. Based on the revised cash flow forecasdgmed below this amount is
expected to be nil as the cash on hand at closiegpected to exceed aggregate

of the Reserve Payment Amount and the Wind-Down é&mho

32. The Monitor estimates the value of the purchaseepto be approximately $1.39

billion.

Treatment of Employee

33.  The Monitor understands that the Buyer will operdite assets of Lightstream Group
as a going concern and accordingly intends to affaployment to the majority, if

not all, of Lightstream Group’s current employees.

12
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Closing Date

34.

The closing date Closing Dat€’) shall occur no later than three business dalgs afich

of the conditions set forth in Article 9 and ArecllO of the Secured Noteholder APA
have been satisfied or waived but in no event k@n the Outside Date of December 31,
2016.

Holdbacks

35.

36.

The Secured Noteholder APA includes holdback prons whereby the Applicants are
to holdback cash on hand at closing for a ReseayenEnt Amount and a Wind-Down
Amount. The holdback provisions are necessary towakhe Applicants sufficient
funding to complete post-closing matters, wind-dawe business and ensure adequate

funding for potential priority claims that have ryat been settled.

The Reserve Payment Amount is a holdback for pyiariaims which includes claims
that rank pari passu with, or senior in priority the Secured Noteholder’s second lien
indebtedness (other than the Senior Secured Ckedility or the replacement credit

facility), including the following:

@) any claims subject to a statutory deemed truseasribed in Section 37(2) of the
CCAA (inclusive of the statutory deemed trusts dégd in paragraph 9(a) of the
CCAA Initial Order) or subject to a statutory lias described in Section 38(3) of
the CCAA;

(b) any Success Fees owing to the financial advisorsered by the Financial
Advisors Charge;

(c) any amounts owing under the KERP and KEIP, up éataximum amount of the
KEIP Charge and the KERP Charge,;

13

ﬁF T I
CONSULTING



37.

(d)

(e)

(f)

(9)

any unpaid Sales Taxes (as defined in the CCAAalr@rder) required to be paid
pursuant to paragraph 9(b) of the CCAA Initial Qrde

all municipal realty, municipal business or othaxds, assessments or levies of
any kind or nature attributable to or in respectha carrying on of the Business
accrued and unpaid by Sellers accrued and unpaidoging required to be paid

pursuant to paragraph 9(c) of the CCAA Initial Qrde

any accrued and unpaid amounts in respect of tpe tf claims (but not
amounts) subject to Section 36(7) of the CCAA andtins 6(5)(a) and 6(6)(a)
of the CCAA in respect of Transferred Employeesd adon-Transferred
Employees up to and including the Closing Date épkéor accrued vacation pay

for Transferred Employees assumed by Buyer purdoa®éction 2.2(f)); and

claims filed as a Priority Claim in the Claims BRrocess that have not been

finally determined, resolved or settled pursuarth®Claims Bar Process.

The Wind-Down Amount is a hold back to ensure thgplcants have sufficient funds

for the complete post-closing matters and the dydeind-down of the Applicants estate.

The Wind-Down amount includes:

(@)

(b)

()

(d)

amounts owing by the Applicants in respect of goaas services provided to the
Applicants prior to the Initial Order (other thamrespect of Excluded Assets) or
during the post-filing, not otherwise assumed byyd@upursuant to Sections
2.2(e) and 2.2(g) of the Secured Noteholder APA,

fees and expenses of Sellers' advisors and Maawits advisors;

the Applicants’ transaction expenses;

the Cure Costs;
14
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38.

(e) the D&O Reserve; and

® the costs of winding down Sellers' estates afterGlosing, including the cost of

goods and services provided to Applicants postHatps

The Reserve Payment Amount and a Wind-Down Amotast@be deducted from cash
on hand at closing and paid to the Monitor to bé&l he trust. The remaining cash
(“Remaining CasH) after deducting the Reserve Payment Amount &edWind-Down
Amount will be paid to the Buyer. The claims bategain the Claims Process have not
yet passed and certain items within the ReservenBaly Amount remain subject to
change the Reserve Payment Amount can be adjugted whe Closing Date. For
illustrative purposes, the Monitor, in consultatiwith the Applicants, has presented an
estimate of the Reserve Payment Amount and the \Dowin Amount in the revised

forecast section below.

Monitor's Comments on the Secured Noteholder APA

39.

The Monitor recommends that this Honourable Copgrave the Secured Noteholder

APA based on the following:

@) No superior bids were received in the Sale Proc&kg aggregate implied
purchase price is higher than any of the bids vecethrough the Sale Process

and accordingly maximizes value to the Applicastakeholders.

(b) The offers received in the Sale Process, includirapmbination of offers, were
not sufficient to repay the Secured Noteholdertulhand accordingly they are
the fulcrum creditors. The Applicants and the SeduNoteholders support the
Secured Noteholder APA. Additionally the First Lidrenders support the
Secured Noteholder APA.

15

ﬁF T I
CONSULTING



(c) Positive outcome for a large number of unsecureditwrs as the trade debts and

majority of the Applicants contracts are being assd by the Buyer;

(d) Business is essentially being sold as a going cangeder a different corporate
structure and accordingly the Buyer is expecteenploy the majority, if not all,

of the Lightstream Group’s employees; and

(e) Based on review of the conditions precedent the iddois of the view that the

transaction has a high likelihood of successfuibging.

SECURITY REVIEW

40.

41.

42.

The Applicants’ assets subject to the Secured Ndédeh APA are located in the
provinces of Alberta, Saskatchewan, British Colualind Manitoba, and the Northwest

Territories.

In order to perfect the personal property secuiinted by the Applicants to the Secured
Noteholders, the Secured Noteholders have registdneancing statements, in
accordance with the applicableersonal Property Security Actgainst all of the
Applicants’ present and after-acquired personalperty, assets, and undertaking, in
Alberta, British Columbia, Saskatchewan, and Mdyato

The Secured Noteholders have also registered, stgglmpplicants: (i) land charges, in
the Alberta Personal Property Registry, in accoecdanith the provisions of the Law of
Property Act (Alberta); and, (ii) an uncrystalliz8dating charge on land, in the British
Columbia Personal Property Registry, in accordanitk the Land Title Act (British
Columbia). The Secured Noteholders have not megdtor perfected their security in
the Northwest Territories Personal Property Registr

16
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43.

44.

Finally, the Secured Noteholders have registepeetiftharges against certain of the titles

and/or mineral leases of the Applicants’ petroleamd natural gas interests in Alberta,

British Columbia, and Saskatchewan.

The Monitor has conducted an independent reviewths Secured Noteholders

security. Specifically:

(@)

(b)

()

counsel to the Monitor, McCarthy Tétrault LLAMET "), prepared an opinion of
the Secured Noteholders’ security in Alberta andidr Columbia. Subject to
customary assumptions and qualifications McT hameap that the Secured
Noteholders’ personal property security in both ékth and British Columbia is
valid and enforceable, in accordance with the settmerein, and has priority over
all of the Applicants’ unsecured creditors and auybsequently appointed
trustee(s) in bankruptcy of the Applicants;

Saskatchewan counsel to the Monitor, MacPhersoslid& Tyerman LLP
(“MLT "), prepared an opinion of the Secured Noteholdeex'sonal property
security in Saskatchewan. Subject to the customasgumptions and
gualifications MLT has opined that the Secured Nolgers’ personal security in
Saskatchewan is valid and enforceable, in accesaith the terms therein, and
has priority over all of the Applicants’ unsecurge@ditors and any subsequently

appointed trustee(s) in bankruptcy of the Applisaand,

Manitoba counsel to the Monitor, Taylor McCaffreR. (“TMC”), prepared an

opinion of the Secured Noteholders’ security in Mawa. Subject to the
customary assumptions and qualifications TMC hdserdened that the Secured
Noteholders’ security in Manitoba is valid and eo&able, in accordance with
the terms therein, and has priority over all of Applicants’ unsecured creditors

and any subsequently appointed trustee(s) in batdyrwf the Applicants.

17

ﬁF T I
CONSULTING



45.

46.

(d)

(e)

As a result of the Secured Noteholders not regmgjeany fixed charges in
Manitoba, TMC also conducted a review of the rew Bhcensed property of the
Applicants, subject to the Secured Noteholder AAManitoba (collectively

referred to as, the “Manitoba RP Assets”). UponO#review of the Manitoba
RP Assets search results, TMC has informed the tdorihat, based on the
information available and subject to certain limdas and qualifications, TMC:
(i) has not identified any claims in priority toethrunregistered claims of the
Secured Noteholders (other than the First Lien kes)l and, (ii) is not aware of
any additional searches to be undertaken to conifirthere are any potential

claims ranking in priority to the unregistered piaiof the Secured Noteholders.

Denroche & Associates (“DA”), the Monitor’s indepkant Northwest Territories
counsel has conducted a review of the registratioade against the Applicants’
in the Northwest Territories Personal Property Riegi and against the
Applicants’ interests in the Significant Discovdricense being acquired by the
Secured Noteholders located in the Northwest Teres. DA has informed the
Monitor that they have not identified any claimattiwvould have priority over the

Secured Noteholders’ unperfected security intereste Northwest Territories.

The aforementioned opinions from McT and MLT opihat the fixed charges registered

by the Secured Noteholders were duly perfecteddgystration under the applicable

legislation.

In order to perfect the security granted by the lgapts to the First Lien Lenders, the

First Lien Lenders have registered financing stet&s against all present and after

acquired property, assets and undertaking:

(a) in Alberta and Saskatchewan, against all the Applig, and
(b) in British Columbia and Manitoba against LTS, 18633Alberta Ltd, and
LTS Partnership.

18
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47.

48.

49.

50.

The First Lien Lenders also registered: (i) lanérges against all Applicants, in the
Alberta Personal Property Registry, in accordandh whe provisions of the Law of
Property Act (Alberta); and, (ii) an uncrystalliz8dating charge on land against LTS,
1863359, and LTS Partnership, in the British Colian®ersonal Property Registry, in
accordance with the Land Title Act (British Colurapi

Additionally, the First Lien Lenders have registefexed charges against certain of the
titles and/or mineral leases of the Applicants’'rpleum and natural gas interests in
Alberta, British Columbia, and Saskatchewan.

The Monitor has completed a review of the FirstnLieenders’ personal property
security, as perfected in the applicable persomapgaty registries. The Monitor's
counsel, in each of British Columbia, Alberta, Saskewan and Manitoba have opined
that subject to the customary assumptions andfepaions, that the First Lien Lenders’
personal property security has been duly perfeetgainst the applicable Lightstream
Group members with corresponding priority over tmesecured creditors and any

subsequently appointed trustee(s) in bankruptcy.

Pursuant to the provisions of an Intercreditor Bnidrity Agreement dated July 2, 2015,
the Secured Noteholders agreed that the seculdydmetheir behalf is fully subordinated

to the claims of the First Lien Lenders.

CLAIMS PROCESS

51.

On November 7, 2016 the Applicants were grantedaya to commence the Claims

Process. Immediately after the granting of the i@$aiProcess Order, the Monitor, in

consultation with the Applicants commenced the i@faProcess pursuant to the Claims
Process Order. The following provides a summamhefClaims Process to date.
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Notice

52.  On November 9, 2016 the Monitor mailed a ClaimskBge to:

@) each party that appeared on the service list orrbgdested a Claims Package;
and

(b) all known Creditors, other than Employees, as ewidd by the books and
records of the Applicants and the CCAA Partieshairtrespective last known

addresses as recorded in the Applicants' and CCa#&&eR' books and records.

53.  The Monitor caused the Notice to Creditors to belighed in two separate newspapers:

(@) the Calgary Herald on November 8, 2016 and Noverap2016; and

(b) the Globe and Mail (National Edition) on November2816 and November 9,
2016.

54.  The Monitor also posted the Claims Package to @issive.

Status of Claims Process

55.  Since sending notice of the Claims Process the tdohas been fielding inquiries from
creditors and/or possible creditors with respedhtorequirement to complete a proof of
claim and the CCAA Proceedings generally.
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56.

57.

To date the Monitor has received 32 claims fortaltof $844,568. No priority claims
have been filed to date. The Monitor is in the psscof reviewing the claims filed in
consultation with the Applicants to determine ieyhare valid claims and will report
further to this Honourable Court in this regard.

The Monitor notes that the bar dates for creditorgile claims have not yet past and
accordingly will provide a further update to thismburable Court in a subsequent report.
For reference the Claims Bar date for Prefilingidg a Directors' Charge Claims or
Priority Claims is 5:00 p.m. (Calgary time) on Dex®er 7, 2016. Restructuring Period
Claims have a different bar date, the Restructufagod Claims Bar Date, which is the

later of:

@) 15 days after the date on which the Monitor sen@$aams Package with respect
to such Restructuring Period Claim; and

(b) the Claims Bar Date.

21

ﬁF T I
CONSULTING



BUDGET TO ACTUAL RESULTS

58. The table below provides a summary of the Lighéstré&sroup’s budget to actual results
for October 1, 2016 to November 18, 201&€porting Period”) as compared to the
cash flow statement Qctober 7 Forecast) attached to the Monitor’'s First Report dated

October 7, 2016.

Reporting Period

(CAD $000's) Forecast Actual Variance

Cash Receipts
Product Revenue 24965 25,473 508
Hedging and other 234 431 197
Total - Operating Receipts 25,199 25,904 705

Cash Disbursements
Trade Payables 33,378 12,933  (20,445)
Royalties 4,504 2,487 (2,017)
Property Taxes 207 205 2
Capital/cash calls 1,100 - (1,100)
Taxes/other 900 (999) (1,899)
G&A (payroll and rent) 5,440 5,223 (217)
Professional fees 3,912 2,962 (950)
Interest and bank charges 4,161 4,325 164
Other - - -
Total - Operating Disbursements 53,602 27,136 (26,466)

Net increase/(decrease) in cash
from operating activities (28,403) (1,232) 27,171

Opening Cash before Collateralized L/C's 47,528 47,528 -

Ending Cash before Collateralized L/C's 19,125 46,296 27,171
Cummulative Cash Collateralized L/C's 8,225 8,225 -
Ending Cash after Collateralized L/C's 10,900 38,071 27,171

59. The following provides a summary of the major budgeactual variances:

(@) Production Revenue — oil and gas production revéouthe Reporting Period is
slightly higher than budget due to the realizedirsglprice being higher than

expected.
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(b)

()

(d)

(e)

(f)

(9)

(h)

Hedging and Other receipts — was $197,000 grehter budget mainly due to

unexpected timing and application of joint ventreeeivables.

Trade Payables — $20.4 million favourable variacene be attributable in part to
timing, some of which may reverse in future periolse Lightstream Group has
been more successful than expected in maintainama payment terms with

their vendors. No material upfront deposits or psgpents have been required.

Royalty Expense — favourable $2.0 million timingigace, some or all of which

variance is expected to reverse in future periods.

Capital/cash calls — favourable variance of $1.lligni as the Lightstream Group
has not been cash called from joint venture pastf@rany capital projects since

commencing CCAA Proceedings.

Taxes / other expenses — favourable variance & #illion relates to timing
between collection and remittance of GST and anxpewed cheque for
approximately $700,000 that was received from thedda Revenue Agency by
the Lightstream Group which is in the process ofhdgpa&econciled. The majority
of the favourable variance is expected to revardature periods.

G&A (payroll & rent) — is materially in line withdmget.

Professional fees — favourable variance of $950¢i@0to timing and some or all

of this variance is expected to reverse in futwequls.

60. Overall the Lightstream Group’s cash balance atetin of the Reporting Period is $27

million ahead of forecast. No variances that ocirduring the Reporting Period are

expected to have a materially negative impact @ Applicants’ liquidity. Given the

status of the CCAA Proceedings and the large pesttming variances the Applicants

have prepared a revised cash flow forecast asmiezsbelow.
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REVISED CASH FLOW FORECAST AND POST-CLOSING FUNDS FLOW

61. The Applicants, in consultation with the Monitogve prepared a revised weekly cash
flow forecast (the “Cash Flow Forecast”) for theipéd November 19, 2016 to December
30, 2016 (the “Forecast Period”). The Cash FlowneEast assumes that the Lightstream
Group closes the Secured Noteholder APA as contgetgpbnd accordingly will operate
in normal course through to the end of Decembe628tiwhich time, they will close the
Secured Noteholder APA. According to the SecuredeNalder APA, the Lightstream
Group must deliver its cash on hand at closindnéoBuyer less certain holdbacks for the
Reserve Payment Amount and the Wind-Down Amountdefned in the Secured
Noteholder APA. Appendix A provides the detailedekly Cash Flow Forecast to
December 30, 2016 and the post-closing flow of fuaslsuming the Secured Noteholder

APA closes as contemplated.

November 19 to Decmeber 30, 2016

CAD $000 Total
Cash Receipts
Product Revenue 55,130
Other 85
Total - Operating Receipts 55,215

Cash Disbursements

Trade Payables 25,333
Royalties 3,932
Property Taxes 10
Capital/cash calls 550
Taxes/other (820)
G&A (payroll and rent) 6,386
Professional fees 3,340
Interest and bank charges 4,210
Total - Operating Disbursements 42,941

Net increase/(decrease) in cash

from operating activities 12,274
Opening Cash before Collateralized L/C's 46,296
Ending Cash prior to Closing Date 58,570

Post Closing flow of funds
Estimated Reserve Payment Amount - held by Monitor 20,000)

Estiated Wind-Down Amount - held by Monitor (8,584)
Estimated Remaining Cash paid to Buyer upon closing (29,986)
Ending Cash after Closing held by the Lightstreacu® nil
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62.

63.

64.

65.

The Cash Flow Forecast indicates the followingtlier Forecast Period:

(@) total cash receipts of $55.2 million;

(b) total cash disbursements of $42.9 million;

(c) total disbursements relating to the professionad f&nd restructuring costs of $3.3
million. Note this amount does not include sucdess for financial advisors that
will become payable upon closing the Secured NdtenAPA. The success fees

are included as part of the Reserve Payment Amount.

The detailed notes at Appendix A provide a summafythe major assumptions

supporting the Cash Flow Forecast.

The table above reflects the flow of funds possirig that will occur in the event the
Secured Noteholder APA closes as contemplated. rAoagly the table includes final
disbursements that will be made post-closing and by the Monitor to fund the Wind-
Down Amount ($8.6 million) and the Reserve PaymAntount ($20 million). The

Wind-Down Budget is attached as Schedule J to theur® Noteholder APA. The
Monitor has reviewed the Wind-Down amount and deiteed that it is based on

reasonable assumptions.

The Reserve Payment amount is currently estimateaetapproximately $20 million.
The current estimate is attached as Appendix Bitoreport. The Monitor notes that the
Reserve Payment Amount remains an estimate diriesand is subject to change due to
various reasons including, the ongoing Claims Fsscexchange rate fluctuations,
assumptions made with respect to the employeesmhdie offered employment by the
Buyer etc. To account for these uncertainties tleseR/e Payment Amount may be
adjusted up to the Closing Date of the Secured idder APA. The estimate has been
provided for illustrative purposes only.
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66.

The Monitor has reviewed the assumptions supportirey Cash Flow Forecast to
December 30, 2016, the Wind-Down Amount and theeRgesPayment Amount and
determined that they are reasonable. Additiondtlg Monitor is satisfied that the
provisions in the Secured Noteholder APA that alfowthe hold back of funds required
to satisfy the Reserve Payment Amount and the Wiowih Amount are adequate to
allow the Lightstream Group to close the Securetehader APA and continue with
post-closing and wind-down activities through th®pgomsed extension to the stay of
proceedings discussed below. If the Secured Nadeh@dPA does not close a revised
cash flow would have to be completed to reflectticared normal course operations past
December 2016, however, if that were to occur thenitdr is satisfied that the
Applicants would have adequate liquidity to conénoperations through the proposed

stay extension.

EXPANDED POWERS OF THE MONITOR

67.

The Applicants are requesting approval of the Titems Order which enhances the
powers of the Monitor to assist in various possiig matters and wind-down initiatives.
As noted in the Scott Fourth Affidavit, the direcd@nd officers of the Applicants intend
to resign concurrently with the closing of the SecduNoteholder APA and the majority,
if not all, of the Applicants employees will comneenemployment with the Buyer.
Accordingly the Applicants will require someone lwthe authority to direct and manage
post-closing matters and the orderly wind-downhaf business. Transition has reviewed
the Transition Order and is of the view that it\pdes the appropriate authority to allow
it to direct and manage post-closing matters aedotiderly wind-down of the business.
Given the above, the Monitor supports the Applisastjuest for the Transition Order.
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THE APPLICANTS’ REQUEST FOR AN EXTENSION TO THE STA Y PERIOD

68. The current stay of proceedings expires DecembgRQ86. The Applicants are seeking
a Stay Extension Order which contemplates extentlinghe stay period up to and
including May 31, 2017 (theSecond Stay Extensiof).

69. Asdiscussed above, with the amounts held backd®onitor for wind-down initiatives
the Monitor has determined that the Applicants Wwalve sufficient liquidity to operate
their business through the Second Stay ExtensidodRdt is the Monitor’s view that the
Second Stay Extension is necessary to allow the paognto complete the Secured

Noteholder APA and to conduct an orderly wind-down.

70. In the Monitor's view, the Applicants are contingimo act with due diligence and in
good faith.

CONCLUSIONS AND RECOMMENDATIONS

71.  The Monitor respectfully recommends that this Haable Court grant the Applicants’

request for:

(@)  Approval of the Secured Noteholder APA;

(b) Approval of the Sale Approval and Vesting Order;

(c) Approval of the Transition Order, enhancing the pmiof the Monitor; and

(d)  Approval of the Stay Extension Order, extending $tey of proceedings to May

31, 2017.
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All of which is respectfully submitted this 8@ay of November, 2016.

ﬁ CONSULTING

FTI Consulting Canada Inc.
in its capacity as the Monitor of the Lightstre
Group

[
= qL ‘ \ (/ L

Deryck Helkaa
Senior Managlng Director,

-

-l —

Dustin Olver
Managing Director
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Lightstream Group
Consolidated Weekly Cash Flow Forecast
November 19, 2016 to December 30, 2016

CAD $000
Week 2 Week 3 Week 4 Week 5 Week 6
Week Ending 2-Dec 9-Dec 16-Dec 23-Dec 30-Dec
Cash Receipts
Product Revenue 1 29,312 - - - - 25,818 55,130
1 Other 2 (102) - - - - 187 85
Total - Operating Receipts 29,210 - - - - 26,005 55,215
Cash Disbursements
Trade Payables 3 4315 4,984 4,306 3,263 6,812 1,653 25,333
Royalties 4 830 105 - 2,050 165 782 3,932
Property Taxes 5 5 5 - - - - 10
Capital/cash calls 6 - - - 550 - - 550
Taxes/other 7 479) - - - (341) - (820)
G&A (payroll and rent) 8 - 2,443 - 1,500 - 2,443 6,386
Professional fees 9 943 575 383 383 435 621 3,340
Interest and bank charges 10 - 2,105 - - - 2,105 4,210
Total - Operating Disbursements 5,614 10,217 4,689 7,746 7,071 7,604 42,941
Net increase/(decrease) in cash
from operating activities 23,596 (10,217) (4,689) (7,746) (7,071) 18,401 12,274
Opening Cash before Collateralized L/C's 46,296 69,892 59,675 54,986 47,240 40,169 46,296
Ending Cash before Collateralized L/C's 69,892 59,675 54,986 47,240 40,169 58,570 58,570
Cumulative Cash Collateralized L/C's 11 7,425 7,425 7,425 7,425 7,425 - -
Ending Cash after Collateralized L/C's 62,467 52,250 47,561 39,815 32,744 58,570 58,570
Estimated Reserve Payment Amount - held by Monitor 12 (20,000)
Estimated Wind-Down Amount - held by Monitor 13 (8,584)
Estimated Remaining Cash paid to Buyer upon closing 14 (29,986)
Ending Cash after Closing held by the Lightstream Group 15 nil

*Notes and assumptions on following page.



Global Assumptions:

- Trade suppliers/JV partners assumed to remain unaffected consistent with Secured Noteholder APA.

- Interest on bank loan assumed to continue as cash flow permits.

- Cash on hand sufficient to avoid requirement for interim loan.

- Cash flow assumes implementing the Secured Noteholder APA and reflects the holdback provisions related to the Wind-Down Amount and the
Reserve Payment Amount.

Notes:
Management has prepared this Cash Flow Forecast solely for the purposes of determining the liquidity requirements of the Company during the CCAA
Proceedings. The Cash Flow Forecast is based on the probable and hypothetical assumptions detailed below. Actual results will likely vary from

performance projected and such variations may be material.

1 - Product revenue relates to proceeds from the sale of the Company's oil & gas production. Production forecast based on current production adjusted for
natural production decline and planned downtime.

2 - Other receipts relates to joint venture receivables expected to be received from joint venture partners.

3 - Trade payables is largely opex including, lease rentals, utilities, transportation, Alberta Energy Regulator ("AER")/BC Oil and Gas Commission ("BCOG")
fees, other opex and includes some minor miscellaneous G&A.

4 - Royalties include crown royalties in Alberta, Saskatchewan and B.C., Freehold/GORR royalties Indian Oil and Gas Royalties, Freehold Mineral taxes and
Saskatchewan Resource surcharge. Assumed to be approximately 10.0% of revenue (when incorporating Alberta crude oil crown royalties that are
actually Take-in-Kind ("TIK") by the Alberta Petroleum Marketing Commission ("APMC").

5 - Property taxes based on prior assessments received.

6 - Capital/Cash calls are based on our historical records of Independent Operation Notices (ION's) received.

7 - Taxes and Other relates to GST remittances.

8 - G&A includes payroll and rent, other miscellaneous G&A is included in trade payables.

9 - Professional fees includes advisor/legal fees for Company, Monitor, Monitor's counsel, Syndicate advisors/legal and second lien advisor/legal. Financial
advisor/selling agent success fees are not included in this line item as they are included in the Reserve Payment Amount.

10 - Interest and bank fees includes interest on the Syndicated bank loan. Assumed to be paid in a CCAA scenario as cash flow permits.
11 - cash held to collateralize letters of credit will no longer be required post closing as the Secured Credit Facility will be paid out and replaced.

12 - Reserve Payment Amount is estimated based on known potential priority claims and is subject to change up to the Closing Date of the Secured
Noteholder APA.

13 - Estimated Wind-Down Amount relates amounts held back for post-closing matters and wind-down of the business. The Wind-Down Budget is attached
as Schedule J to the Secured Noteholder APA.
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Lightstream Group
Estimated Reserve Payment Amount

Potential Priority Claims

Item Reference Amount Notes
Deemed Trust 37(2) CCAA and 9(a) CCAA Initial Order - 1
Statutory Liens 38(3) CCAA - 2
Builders Liens 724,442 3
Success Fees TD, BMO, Evercore, RBC 17,775,840 4
KERP - 5
KEIP - 6
Unpaid Sales Taxes 9(b) CCAA 7
Accrued Unpaid Taxes Property tax, Municipal, Other Levies - 8
Accrued Unpaid Wages/Vacation Pay ~ 36(7) CCAA, 65(a) CCAA and 6.6(a) CCAA 1,500,000 9
Priority Claims Filed in Claims Process - 10
Total Priority Claims 20,000,282

* Reserve Payment Amount is subject to change up to the Closing Date

Notes/Assumptions:

1 - The Applicants are not aware of any deemed trust claim for unpaid pre- CCAA filing amounts.
2 -The Applicants are not aware of any statutory liens.

3 - Includes known builder's liens. Represents a hold back for the full amount of the lien as the Applicants
and the Monitor have not yet completed a review of the validity or enforceability of the liens

4 - Estimated Success fees to financial advisors who are secured by the Financial Advisor Charge.
Estimated amount assumes the closing of the Secured Noteholder APA.

5 - KERP, all employees assumed to be offered employment with the Buyer, therefore no holdback for KERP.
6 - KEIP, all KEIP Executives assumed to be offered employment with the Buyer, therefore no holdback for KEIP.

7 - The Applicants do not expect any unpaid sales taxes post-filing (the Applicants are in credit position with
Canada Revenue Agency pending completion of 2015 tax returns).

8 - All property taxes, municipal business taxes levies etc., assumed to be paid up to date at closing.
9 - Payroll that is expected to be accrued and unpaid at closing. Vacation pay assumed to be assumed by the Buyer.

10 - No priority claims filed to date within the Claims Process.



