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INTRODUCTION 

1. FTI Consulting Canada Inc. was appointed Receiver and Manager (the “Receiver”) 

of the property, assets and undertakings (the “Assets”) of Trafina Energy Ltd. 

(“Trafina” or the “Company”) pursuant to an Order of this Honourable Court 

granted on June 13, 2012, as amended and restated by an Order of this Honourable 

Court granted on July 16, 2012 (the “Receivership Order”).  

2. The Receivership Order authorized the Receiver, among other things, to carry on 

the business of the Company, to market and solicit offers to purchase the Assets of 

the Company, and to make such arrangements or agreements as deemed necessary 

by the Receiver. 

3. The purpose of this second report (the “Second Report”) of the Receiver is to 

advise this Honourable Court with respect to: 

a) the activities of the Receiver since the Receiver’s First Report dated July 

11, 2012, including an update with respect to the closing of the sale of 

certain of Trafina’s oil and gas assets as approved by Order of this 

Honourable Court dated July 16, 2012; 

b) the Receiver’s statement of receipts and disbursements since its 

appointment to October 1, 2012;  

c) the Receiver’s comments on the marketing efforts to solicit offers to 

purchase Trafina’s Remaining Assets, as defined below; 

d) an offer to purchase (the “Quattro Remaining Assets Offer”) all of Trafina’s 

remaining oil and natural gas properties (“Remaining Assets”) received on 

August 29, 2012 from Quattro Exploration and Production Ltd. 

(“Quattro”); 



 

 

e) the Receiver’s analysis and recommendations with respect to the Quattro 

Remaining Assets Offer;  

f) the Receiver’s analysis of certain liens and priority payments; 

g) the Receiver’s estimated recovery analysis; and 

h) the Receiver’s recommended distribution of the estimated recoveries. 

4. All references to currency in the Second Report are in Canadian Dollars. 

5. Capitalized terms not otherwise defined herein have the meanings set out in the 

First Report of the Receiver or the Receivership Order. 

BACKGROUND 

6.  Trafina is an oil and gas company engaged in the production, exploration, 

development and acquisition of petroleum and natural gas properties in the 

Provinces of Alberta and Saskatchewan. Trafina is a public company listed on the 

TSX Venture Exchange with its head office located in Calgary, Alberta. 

7. Trafina’s operations included the following three core oil and gas exploration and 

production areas: 

a) operated and non-operated oil and natural gas properties located in central 

Alberta near Wetaskiwin (the “Wetaskiwin Properties”); 

b)  a heavy oil play known as McMullen located in northeast Alberta 

(“McMullen”); and 



 

 

c) certain properties which comprise operated oil and natural gas properties in 

Rangeview, Divide and Katherine located in southwest Saskatchewan (the 

“SW Saskatchewan Properties”).  

8. Trafina’s unaudited March 31, 2012 financial statements indicated the following: 

a) Book value of oil and gas assets totaling approximately $13.4 million; 

b) Secured debt of approximately $3.2 million primarily owed to the National 

Bank of Canada (“National Bank”).  National Bank provided Trafina with 

an operating line of credit and is the most significant secured creditor with 

respect to this Receivership; and 

c) Unsecured creditors totaling $4.5 million. 

9. At the date of the granting of the Receivership Order, all of Trafina’s oil and natural 

gas wells had been shut-in with the exception of the Wetaskiwin Properties 

non-operated wells which currently produce approximately 200 barrels of oil 

equivalent (“BOE”) per day of natural gas.  

10. On July 16, 2012 the Receiver obtained an order approving the sale of all of 

Trafina’s SW Saskatchewan Properties. 

ACTIVITIES OF THE RECEIVER SINCE JULY 11, 2012 

OIL AND GAS OPERATIONS 

11. The Receiver has continued to produce natural gas from the non-operated 

Wetaskiwin properties. Production throughout July and August averaged 

approximately 155 BOE per day.  

12. Production from all other oil and gas properties remained shut-in. 



 

 

CLOSING OF THE SW SASKATCHEWAN PROPERTIES 

13. On July 20, 2012, the Receiver closed the sale of the SW Saskatchewan Properties 

to Quattro and received the net remaining funds of $950,000 as set out in the asset 

purchase agreement (total purchase price of $1,000,000, including a $50,000 

deposit amount).  Since closing, the Receiver has worked with Quattro and the 

relevant government agencies to facilitate the transfer of titles to Quattro.   

EMPLOYEES AND CONTRACTORS 

14. The Receiver has reduced office staffing and currently has retained one employee 

to assist with accounting, administrative functions and to assist in preparing 

materials to sell the Remaining Assets. In addition the Receiver reduced consulting 

services and currently has retained two consultants to assist with production 

accounting and land administration and one contract field operator on an hourly 

rate and on an as-needed basis.   

OFFICE LEASE AGREEMENT 

15. The Receiver’s arrangement with the current landlord expired August 31, 2012. 

Upon expiry the Receiver reduced the leased office space significantly and 

negotiated a new sub-lease agreement to the end of December 31, 2012 comprising 

two individual offices located in Trafina’s original office space.  

 



 

 

 

 

SUMMARY OF RECEIPTS AND DISBURSEMENTS 

16. The table below summarizes the receipts and disbursements of the Receiver from 

July 16, 2012 to October 1, 2012.  

Schedule of Receipts and Disbursements
July 16, 2012 to October 1, 2012 Notes

Sale of assets 1,000,000   a

Oil and gas revenues 391,754       b

Deposits received (asset sale) 150,000       s

GST collected 43,736         d

Opening cash 30,583         e

Other collections/interest 5,900           

Total receipts 1,621,973   

Operating expenses 204,664       f

Contractors / employees 116,252       g

Receiver and legal fees 84,746         h

Commission - asset sale 30,000         i

Property taxes 27,668         j

Other misc. expenses 19,178         

Insurance 15,741         

Rent and utilities 15,141         

GST paid 14,663         

528,053       

Total disbursements 1,093,920   

Interim distributions - National Bank 600,000       k

Net cash on hand 493,920      l

 

17. The following is a description of the major cash receipts and disbursements in the 

above table: 



 

 

a) Sale of assets – comprise the gross proceeds relating to the sale of the SW 

Saskatchewan Properties as approved by this Honourable Court on July 16, 

2012; 

b) Oil and gas revenues – receipts received by the Receiver from Trafina’s 

operating oil and gas assets; 

c) Deposits received – $150,000 in deposits have been received by the 

Receiver relating to the Quattro Remaining Assets Offer; 

d) GST collected – relates to GST received on oil and gas revenues and GST 

collected on the tangible assets included in the sale of the SW 

Saskatchewan Properties; 

e) Opening cash – upon the Receiver’s appointment, Trafina’s bank account 

had $30,583 in opening cash; 

f) Operating expenses – to date, the Receiver has disbursed $204,664 in 

operating expenses relating to Trafina’s Assets; 

g) Contractors / employees - $116,252 has been disbursed by the Receiver 

relating to payments to contractors and Trafina employees; 

h) Receiver and legal fees - $84,746 in receiver and legal fees have been 

incurred to date; 

i) Commissions – relate to commissions paid to NRG with respect to the 

closing of the sale of the SW Saskatchewan Properties; 

j) Property taxes - $27,668 in property taxes have been paid by the Receiver; 



 

 

k) Interim Distribution – upon completion of the sale of the SW Saskatchewan 

Properties, the Receiver made an interim distribution to National Bank in 

the amount of $600,000; and 

l) As at October 1, 2012, the Receiver currently holds $493,920 in funds. 

SOLICITATION PROCESS OF REMAINING ASSETS 

18. On July 17, 2012, the Receiver in consultation with its selling agent, NRG 

Divestitures Inc. (“NRG”), initiated a formal marketing process to sell the 

Remaining Assets.  The Remaining Assets comprised the Wetaskiwin Properties, 

McMullen and other miscellaneous properties owned by Trafina.  The marketing 

process for the Remaining Assets included: 

(a) NRG distributed a marketing brochure by e-mail to 1,674 recipients; 

(b) The marketing brochure was posted on NRG’s website; 

(c) The marketing brochure was posted on the Receiver’s website;  

(d) NRG published an advertisement in the Daily Oil Bulletin on seven 

separate occasions (July 19th, 24th, and 26th and August 1st, 8th, 14th 

and 16th, 2012); and  

(e) NRG placed targeted phone calls to known strategic buyers. 

19. Interested buyers were required to sign a confidentiality agreement in order to gain 

access to the electronic data room which included financial, technical, operational 

and administrative details about the Remaining Assets. A total of 19 interested 

buyers signed confidentiality agreements. 



 

 

20. A bid deadline was set requesting that offers to purchase be submitted in the form 

of a letter of intent (“LOI”) by August 22, 2012. A total of 8 LOIs were received 

relating to the Remaining Assets.   

21. The Receiver reviewed and assessed the LOIs received in order to determine the 

offer that would maximize value to the stakeholders. The Receiver used the 

following criteria to assess the offers: 

(a) Purchase price; 

(b) Assets included in the LOI; 

(c) Financing conditions; 

(d) Due diligence period and timing of closing; 

(e) Initial deposit contemplated; and 

(f) Closing risk. 

22. After reviewing the LOIs, the Receiver, in consultation with NRG and National 

Bank, determined that the offer from Quattro was the superior offer as discussed in 

further detail below.  

QUATTRO REMAING ASSETS OFFER 

23. The Quattro Remaining Assets Offer included the following terms: 

(a) Purchase price of $3,325,000; 

(b) Included all of the Remaining Assets; 



 

 

(c) Non-refundable deposit of $50,000 advanced upon signing a letter 

of intent; 

(d) Additional non-refundable deposit of $100,000 advanced upon the 

completion of due diligence; 

(e) Due diligence period to September 21, 2012; and  

(f) Anticipated closing by mid October 2012. 

24. The Receiver has the following comments with respect to the Quattro Remaining 

Assets Offer; 

(a) the Quattro Remaining Assets Offer presented the highest purchase 

price of all offers submitted; 

(b) the Quattro Remaining Assets Offer included all of the Remaining 

Assets, therefore the Receiver would not be left with less desirable, 

lower value assets that may be difficult to dispose of or cause 

potential issues with regulatory authorities; 

(c) the  Quattro Remaining Assets Offer included a non-refundable 

deposit which reduced the risk of the potential buyer cancelling the 

offer throughout the due diligence period; 

(d) the Quattro Remaining Assets Offer contemplated a reasonable due 

diligence period; and 

(e) the Quattro Remaining Assets Offer contemplated Quattro 

providing comfort to the Receiver of its ability to finance and close 

the transaction. 



 

 

25. For the reasons discussed above, the Receiver, in consultation with NRG and 

National Bank, determined that the Quattro Remaining Assets Offer was the 

superior offer and as such accepted the Quattro Remaining Assets Offer, subject to 

Court approval, and proceeded with due diligence. 

QUATTRO DUE DILIGENCE FINDINGS 

26. Upon completing its due diligence, Quattro advised the Receiver that in order to 

move forward with the sale they would require a reduction to the purchase price 

resulting from the following concerns: 

(a) The additional costs associated with bringing certain Wetaskiwin 

Properties back on production due to a pipeline that had been shut 

down prior to the receivership; 

(b) Certain additional abandonment liabilities that were identified 

during the due diligence period; 

(c) Potential settlements and/or arrangements that may be required with 

certain critical suppliers over unpaid pre-receivership debts; and  

(d) Prior to the Receivership Order, Trafina elected not to fund nor 

participate with its joint venture partner relating to certain drilling 

programs.  The result of Trafina not participating in the drilling 

program of certain wells was that future revenues associated with 

the drilling program would accrue to the joint venture partner and 

not Trafina until the joint venture partner had recouped its original 

drilling costs and a penalty amount triggered by Trafina’s 

non-participation.  The economics of the penalty relating to these 

specific wells were not clearly disclosed in the marketing materials. 



 

 

27. The Receiver assessed these due diligence findings and, in considering the overall 

transaction contemplated by the Quattro Remaining Assets Offer, determined that 

the purchase price adjustment was appropriate. The Receiver has negotiated a 

purchase price reduction of $250,000 with Quattro in order to satisfy the above 

issues, which it feels is reasonable in the circumstances.  The Receiver also 

discussed the purchase price adjustment with NRG and National Bank, who both 

agreed with the Receiver’s position. 

28. The Receiver contemplated re-opening the marketing and sales process rather than 

reducing the purchase price and determined that this would not likely be the best 

alternative for the stakeholders as: 

(a) the sale of the Remaining Assets would be delayed increasing 

operating costs, professional fees and prolonging any distribution to 

stakeholders; 

(b) a new potential purchaser would likely encounter the same issues 

when completing its due diligence; and  

(c) a new buyer may have additional closing risk.  

29. Subsequent to negotiating the price reduction, the Receiver entered into an asset 

sale agreement with Quattro for the Remaining Assets (the “Quattro Remaining 

Assets ASA”), attached as Appendix A.  The revised purchase price of $3,075,000 

plus GST has been reflected in the Quattro Remaining Assets ASA.  The main 

terms of the Quattro Remaining Assets ASA are: 

a) Purchase price of $3,075,000; 

b) Deposit of $150,000 has been received of which $100,000 is only 

refundable to Quattro if Court approval is not obtained. The remaining 

$50,000 is non-refundable; 



 

 

c) No remaining conditions of sale, other than the approval of this Honourable 

Court; 

d) Effective date of October 1, 2012; and 

e) Closing to occur by October 31, 2012. 

30. For the reasons identified, above, the Receiver recommends that the Quattro 

Remaining Assets ASA be approved by this Honourable Court. 

ANALYSIS OF SECURED AND/OR PRIORITY CLAIMS 

VALIDITY AND ENFORCEABILITY OF NATIONAL BANK’S SECURITY 

31. National Bank’s security has been reviewed by the Receiver’s counsel who have 

advised that the security creates a valid security interest in favour of National Bank 

in the right, title and interest of Trafina in its real and personal property. 

LIENS AND PRIORITY CLAIMS 

32. The Receiver, in consultation with its counsel, has performed a review of liens and 

priority claims relating to the Assets. The Receiver has determined that there are 

two claims that may have priority over National Bank’s security as discussed 

below:   

Creditor Claim Amount
Ensign Driling Partnership 80,920.64$         includes accrued interest to October 1, 2012

Nexen Inc. 237,000.00$       
Total 317,920.64$        

 

 



 

 

Ensign Drilling Partnership 

33. On February 17, 2012 Ensign Drilling Partnership (“Ensign”) registered a builder's 

lien (the “Ensign Lien”) against mineral lease #7409100435. The Receiver’s 

counsel reviewed the Ensign Lien and determined that it was registered in priority 

to National Bank's security with respect to mineral lease #7409100435 and that 

Ensign has met all of its filing limitation requirements. 

34. The Receiver has reviewed the value of mineral lease #7409100435 and 

determined that there would be sufficient value associated with mineral lease 

#7409100435 to pay the full amount of the Ensign claim.   

35. As the Receiver is continuing its review of the supporting documentation and 

reasonableness of the individual items included in the Ensign Lien, it is 

recommending that the full amount of the Ensign Lien be reserved pending final 

determination of the quantum of the lien.  

Nexen Inc. 

36. Nexen Inc. (“Nexen”) is a joint venture partner with Trafina in approximately 52 

wells (“Nexen Operated Wells”) in the Wetaskwin area. Nexen is the operator of 

these Nexen Operated Wells and had entered into several agreements with Trafina 

including various Farm-out agreements, Joint Operating Agreements and a 

Transportation Agreement (the “Agreements”).   

37. The Receiver, in consultation with its counsel, reviewed the various relevant 

Agreements between Nexen and Trafina and has concluded that Nexen could claim 

an operator’s lien (the “Operator’s Lien”) for amounts owed by Trafina to Nexen as 

at the date of the Receivership Order.  At June 13, 2012 Trafina owed Nexen 

approximately $237,000 (“Nexen Claim”) for operating and transportation costs.  



 

 

38. Based on the Receiver’s legal counsel’s review of the Agreements, Nexen has a 

claim that ranks in priority to National Bank's security on certain properties.  In 

addition to the claim relating to the Agreements, Nexen owns the pipeline that is the 

only economical route to transport Trafina’s natural gas production from the Nexen 

Operated Wells to the processing facility and ultimately the sales market. The 

Receiver has determined that the Nexen Operated Wells would have significantly 

less value without the assignment of the joint operating agreement in good standing 

and ability to utilize Nexen’s transportation pipeline and, as such, Nexen’s claim 

may have a practical priority over National Bank’s security with respect to the 

Nexen Operated Wells.  Lastly, addressing the Nexen Claim was a requirement of 

Quattro and the closing of the Quattro Remaining Assets Offer. 

39. The Receiver has reviewed and discussed the Nexen claim with Nexen and has 

negotiated a settlement of the Nexen Claim for $220,000 (“Nexen Settlement”). 

The Receiver has discussed the Nexen Settlement with National Bank and advises 

that National Bank is in agreement with the Nexen Settlement. Based on the above 

analysis the Receiver recommends the Nexen Settlement be accepted and payment 

be made upon closing the Quattro Remaining Asset ASA. 

Canada Revenue Agency 

40. The Receiver is not aware of any source deductions or deemed trust claims owed to 

the Canada Revenue Agency (“CRA”). 

Other liens 

41. The Receiver is aware of certain other liens, however all other liens are subordinate 

to National Bank's security.  Payments to any such lien claimants would only be 

made if sufficient funds exist after payment in full of the prior ranking creditors. 



 

 

 

PROPOSED INTERIM DISTRIBUTION OF PROCEEDS FROM 
REALIZATION 

42. The Receiver proposes the distribution of the proceeds from realization as follows:  

Proposed Distribution Amount Note
Cash on hand 493,920           a
Proceeds from Quattro Remaining Asset ASA 2,925,000        b
Total Estimated Recoveris 3,418,920        

Holdback - Ensign Lien 80,921             c
Holdback - Nexen Settlement 220,000           d
Holdback operating expenses 567,999           e
Interim Distribution to National Bank 2,550,000        

 

(a) Cash on hand per summary of receipts and disbursements above; 

(b) Net proceeds from the Quattro Remaining Assets ASA attached as 

Appendix A (note that $150,000 of deposits has been received by 

the Receiver as set out the summary of receipts and disbursements 

above); 

(c) Full amount claimed by Ensign relating to the Ensign Lien as 

discussed above; 

(d) Amount owing for the Nexen Settlement as discussed above; and 

(e) Amounts held back by the Receiver to pay for final closing 

adjustments, remaining operating costs, administrative costs and 

professional fees. 



 

 

43. Per the schedule above the Receiver recommends an interim distribution to 

National Bank in the amount of $2,550,000 (“National Bank Interim 

Distribution”).  The Receiver understands that this would repay the remaining 

principal balance owing to National Bank, excluding a letter of credit currently 

outstanding with the Energy Resource and Conservation Board in the amount of 

$138,609, accrued interest and related costs.  Further distributions would only be 

made to National Bank after addressing the Ensign Lien, Nexen Claim and 

finalizing all remaining operating and administrative costs. 

RECEIVER’S RECOMMENDATIONS 

44. The Receiver recommends that this Honourable Court approve the following: 

a) the Quattro Remaining Assets ASA; 

b) payment of the Nexen Settlement; and 

c) the National Bank Interim Distribution. 

45. The Receiver anticipates seeking a further Order from this Honourable Court in the 

near future seeking the Receiver’s discharge and a final distribution Order upon the 

completion of the following: 

a) the closing of the Quattro Remaining Assets ASA; 

b) settlement and payment of the Ensign Lien; and 

c) finalization and payment of the remaining operational items. 

All of which is respectfully submitted this 17th day of October, 2012.  



 

 

FTI Consulting Canada Inc. 
in its capacity as Receiver of  
the assets, property and undertaking of Trafina 
Energy Ltd. 
               

                  
  
Name: Deryck Helkaa 
Title: Senior Managing Director,  

FTI Consulting Canada Inc.  
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

 

 

 

 

 

Appendix A 

 

Quattro Remaining Assets ASA 














































































