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INTRODUCTION

1. On February 5, 2009, Oilexco Incorporated (“Oilexco”) and Oilexco Technical
Services Inc. (“OTSI”) (each an “Applicant” or collectively, “the Applicants™)
filed for and obtained protection from their creditors under the Companies’
Creditors Arrangement Act, R.S.C. 1985 c. C-36, as amended, (the “CCAA”)
pursuant to an order of this Honourable Court dated February 5, 2009 (the “Initial
Order”).

2. Pursuant to an Order of this Honourable Court dated May 20, 2009, a Claims
Process Order was granted approving the claims process and setting a Claims Bar

date of July 31, 2009.

3, Pursuant to an Order of this Honourable Court dated September 16, 2009, (the
Plan Sanction Order), the Applicants’ Plan of Compromise and Arrangement to
their unsecured creditors (the “Liquidation Plan”) was approved and the
Applicants, with the consent of the Monitor, were permitted to make interim
distributions in respect of Distribution Claims in which the Pro Rata Share is less
than or equal to $5,000. A further Application would be required to approve any

distributions of a Pro Rata Share in excess of $5,000.

4, Pursuant to an Order of this Honourable Court dated December 14, 2009, the
Applicants were authorized and directed to make an interim distribution to the
creditors listed in Appendix 1 of the Monitor’s report dated December 8, 2009. A
First Distribution payment of $636,935.45 was paid to 57 creditors representing
$34,559,508 of claims.

PURPOSE

S. The purpose of this twelfth report of the Monitor (the “Twelfth Report™) is to

report to this Honourable Court with respect to the following:

(a) An update of the Claims Process;
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(b)  The Applicants’ financial performance from February 19, 2010, the date
of the transfer of the Distribution Pools to the Monitor, to February 2,
2011;

(c) A request for approval by this Honourable Court of a final distribution (the
“Final Distribution”) to certain Creditors pursuant to the terms of the Plan

Sanction Order;

(d) A request for approval by this Honourable Court of the Monitor’s

professional fees and those of its legal counsel;

(e) A request for approval by this Honourable Court of the Monitor’s

discharge from these proceedings; and
® The recommendations of the Monitor.

TERMS OF REFERENCE

6. In preparing this Twelfth Report, the Monitor has relied upon unaudited financial
information, company records and discussions with former management of the
Applicants. The Monitor has not performed an audit, review or other verification

of such information.

7. Capitalized terms not defined in this Twelfth Report are as defined in the Initial or
subsequent Orders. All references to dollars are in Canadian currency unless

otherwise noted.

BACKGROUND

8. Information regarding the CCAA proceeding, including the Initial Order and
subsequent Orders, supporting affidavits and the Reports of the Monitor have

been posted by the Monitor on its website at http:/www.ey.com/ca/oilexco .

9. On February 19, 2010, the balance of the funds held at Oilexco with respect to the

Distribution Pool were transferred to the Monitor’s account. In the summer of
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2010, the management and the directors of the Applicants who put forth the Plan
of Arrangement resigned their positions with Oilexco, after which date former
management of Oilexco had no further involvement in the claims review process.
Accordingly, the Monitor has completed the review of the claims of the three
largest creditors, whose claims were not reviewed for the purposes of the First

Interim Distribution.

FINANCIAL PERFORMANCE SINCE FEBRUARY 19, 2010

10.  Below is a summary of the Applicant’s receipts and disbursements from since
February 19, 2010, the date of the transfer of the Distribution Pools to the
Monitor, to February 2, 2011.

Financial Performance Since February 19, 2010
Funds transferred from Applicants $ 18,016,323
Interest income 83,658
Other income 195
18,100,176
Monitor’s fees and expenses (350,516)
Monitor's legal counsel fees and expenses (53,310)
Applicant's legal counsel fees and expenses (3,087)
Other operating expenses (356)
Bank service charges (16)
17,692,891
First Interim Distribution payments (4,723)
Estimated ending cash available for distribution $ 17,688,168

11.  The remaining assets of the Applicants include estimated cash of $17,688,168 as
at February 2, 2011.

THE LIQUIDATION PLAN

12. The Plan provides that the Creditors will participate in the distribution of the net

remaining cash on hand (the “Distribution Pool”), which comprises the current
cash on hand, expected realization from remaining tangible assets less costs to

complete the Liquidation Plan and other holdback amounts.
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At the Effective Time each Claim will be compromised, and thereafter each
Creditor will receive, in full satisfaction of its Distribution Claim against the

Applicants:

(a) The lesser of (i) the amount of its Distribution Claim in respect of such

Applicant, and (ii) $2,500 (the “Small Claims Exemption”); and
(b) The amount of its Pro Rata Share.

The Pro Rata Share of a Creditor means the amount determined by the following

formula:
(a) Pro Rata Share = (A/B) x C
where:

(b) A = the Distribution Claim of the Creditor, if any, greater than the Small

Claims Exemption;

(c) B = the sum of all Distribution Claims of all Creditors, excluding

Distribution Claims that are subject to the Small Claims Exemption; and

(d) C = the Distribution Pool less the aggregate amount to be paid in respect

of Distribution Claims that are subject to the Small Claims Exemption.

UPDATE ON THE PROOF OF CLAIMS PROCESS

15.

16.

17.

The Claims Process proceeded in accordance with the Order of this Honourable

Court dated May 20, 2009, with a Claims Bar Date of July 31, 2009.

Claims totalling $1,182,298,020 including both primary and guarantee claims,

have been received by the Monitor.

Claims denominated in US dollars or British Pounds have been translated into
their Canadian dollar equivalent amounts using the Bank of Canada noon spot rate

as at February 5, 2009 pursuant to the Order of this Honourable Court dated May
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19.

20.

21.

22.
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20, 2009. The First Distribution calculation used slightly different exchange rates

and the claim amounts have been revised to reflect the rates noted above.

The Monitor and the Applicants reviewed the Proofs of Claim submitted to the
Monitor with respect to the First Distribution and agreed with the amounts as
submitted, or as agreed to with the Creditor, for 57 creditors representing
$34,559,508 of claims. A First Distribution payment of $636,935.45 was paid to

these creditors.
The Monitor continued to review the claims of the following creditors:

(a) Royal Bank of Scotland on behalf of a syndicate of banks (“RBS”); claims
as submitted totaling $392,368,750.57;

(b) Sevan Production UK Limited (“Sevan”); guarantee claim as submitted

totaling $317,353,006.10 (US$257,947,66); and

() Diamond Offshore Drilling (UK) Limited (“Diamond”); guarantee claim
as submitted totaling $438,016,754.73 (US$356,024,348).

The Monitor developed a protocol to review these three claims while
accommodating the concerns of all three of these creditors surrounding the
confidential nature of the documentation and methodology giving rise to their
respective claims. In keeping with that protocol, the Monitor is only reporting on

the results of its analysis in this Report.

Emst & Young (UK), in its role as Administrator under a Company Voluntary
Arrangement, also reviewed the claims of various trade creditors of Oilexco North
Sea Limited, including Sevan and Diamond. The Monitor, in addition to
conducting its own review of the claims of Sevan and Diamond, attended at the
office of Emst & Young (UK) and reviewed the analysis undertaken by the

Administrator.

The Monitor’s counsel has completed its review of the unsecured guarantees with

respect to the claims of RBS, Sevan and Diamond and is of the opinion, subject to
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the normal course assumptions and qualifications usual in such opinions, the
unsecured guarantees with respect to the claims of RBS, Sevan and Diamond

constitute legal, valid and binding obligations of the Applicants.

ACCEPTED CLAIMS

23.

The claims of the three largest Creditors noted above have been accepted by the

Monitor for the purpose of this Final Distribution as follows:

(a) Royal Bank of Scotland on behalf of a syndicate of banks (“RBS”), in the
amount of $236,398,851.49;

(b) Sevan in the amount of $189,355,063.31 (US$153,909,667); and

(©) Diamond in the amount of $265,128,395.09 (US$215,498,980).

DISTRIBUTION UNDER THE PLAN

24.

The Monitor intends to make a Final Distribution to creditors. The Final
Distribution will comprise the balance of the funds that have been recovered from
the liquidation of the assets of the Applicants, net of costs of the Monitor, its legal
counsel and the Applicants’ legal counsel and will be based on the determination

of each Creditor’s claim as follows:

(a) For those Creditors whose claims have been determined at the date of the
First Distribution, the payment will be based on the amount set forth in the
First Distribution (as revised to reflect the Bank of Canada noon spot rate

as at February 5, 2009 for claims denominated in foreign currency); and

(b)  For all other creditors, the payment will be based on the final

determination of each Creditor’s claim.
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9.

The table below provides a summary of the estimated total distribution and the

amount currently available for Final Distribution:

Estimated Distribution Pool Note

Cash on hand (February 2, 2011) a $ 17,688,168
First Interim payment 636,935
Professional costs to complete Plan b (35,000)
Estimated operating costs c (5,000)
Contingency reserve -
Estimated total distribution 18,285,103
First Interim payment (636,935)
Estimated ending cash available for the Final Distribution $ 17,648,168
Claims as allowed $ 725,441,818
% total recovery of claim 2.5%

(a) Cash on hand — represents all cash currently held by the Monitor;

(b) Professional costs to complete Plan — represents estimated costs to be
incurred to complete the Plan including that of the Monitor, the Monitor’s
counsel and the Applicants’ counsel;

(© Estimated operating costs — represents the costs estimated to be incurred

up to final distribution of the remaining funds which consists primarily of
consulting fees to be paid to former employees of the Applicants to assist

in the payment of the Final Distribution;
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APPROVAL OF THE FEES AND EXPENDITURES OF THE MONITOR AND
ITS COUNSEL

26.

The Monitor and its counsel respectfully request that this Honourable Court
approve their incurred and accrued fees and expenses (the “Monitor’s
Professional Fees™) of $1,492,641.08. Copies of the invoices will be available to

the Court at the hearing, if required.

DISCHARGE OF THE MONITOR

27.

The Monitor advises that, upon the Final Distribution, that the required
administration relating to this CCAA proceeding will have been completed, it is
not aware of being required for any further purposes, and no further significant
assets will remain that could be recovered to provide any material distributions to
the creditors. Accordingly, the Monitor believes it is appropriate that it be
discharged upon the completion of the Final Distribution. The Monitor
recommends that any further distributions to creditors can be administered by the
Monitor with no further Court approval required given the uncertainty of any
further distributions to creditors and, even if made, such distributions would be

insignificant.

RECOMMENDATION

28.

(@)

(b)

(©)

(d)

The Monitor recommends that this Honourable Court approve the:

The Final Distribution to the Creditors identified in Appendix 1 in

accordance with the Liquidation Plan;

The actions, conduct and activities of the Monitor as outlined in this
Twelfth Report and in all previous Reports filed by the Monitor in these

proceedings’
The fees and disbursements of the Monitor and its legal counsel;

The Monitor’s request for discharge.
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All of which is respectfully submitted this 10" day of February, 2011.

ERNST & YOUNG INC.
In its capacity as Court Appointed
Monitor of the Applicants
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APPENDIX 1

Creditor Payment Analysis
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