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INTRODUCTION

1. On January 23, 2017 (the “Receivership Date”), Dugan Production Corp (“Dugan”) made

an application to the Court of Queen’s Bench of Alberta (the “Court”) for the appointment

of a receiver and manager (the “Receiver”) of the current and future assets, undertakings

and property of Glencoe Resources Ltd. (“Glencoe” or the “Company”), pursuant to which

the Court granted an Order (the “Receivership Order”) appointing Hardie & Kelly Inc. as

the Receiver of Glencoe.

2. On April 13, 2017, the Receiver issued its first report (the “First Report”) in support of an

application scheduled for April 19, 2017, at which the Receiver applied for and was granted

an Order (the “Sale Process Order”) approving, among other things, the terms of a sale

process in respect of Glencoe’s assets. Included in the Sale Process Order was an amendment

to paragraph 20 of the Receivership Order removing certain restrictions on the Receiver’s

borrowing powers.

3. On June 2, 2017, the Receiver issued its second report (the “Second Report”) in support of

an application scheduled for June 8, 2017, at which the Receiver applied for and was granted

an Order (the “Increased Borrowings Order”) approving an increase to the Receiver’s

borrowing powers to a maximum of $2 million.

4. The purpose of this report (the “Third Report”) is to provide the Court with:

a. An update as to the status of the Sales Process;

b. An overview and the Receiver’s analysis of a proposed sales transaction, and the

Receiver’s recommendations thereto;

c. An update as to the status of operations; and

d. An update as to the Receiver’s statement of receipts and disbursements.

TERMS OF REFERENCE

5. In preparing this Third Report, the Receiver has relied upon unaudited financial information,

discussions with Glencoe’s former management and employees, available books and records

of the Company, information provided by the Receiver’s legal counsel and discussions with

and information provided by Niven Fischer Energy Services Ltd. (“NF”), the Receiver’s
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operational consultants (collectively referred to as the “Information”).  The Receiver has

not performed an audit, review or otherwise attempted to verify the accuracy or

completeness of the Information.

6. All capitalized terms not defined in this Third Report shall have the meaning ascribed to

them in the First Report and the Second Report.

BACKGROUND

7. Glencoe holds an ownership interest in several oil and gas properties including its Chigwell

CBM Property, Morningside Plant, and Oil Units, as defined in the Second Report.

8. Prior to commencing the Sales Process, the Receiver performed certain repairs to Glencoe

properties and instituted improvements to certain Company records and billing processes.

9. The Receiver has continued to communicate with the operator of the Oil Units, Sequoia, in

an attempt to determine accurate operating results in respect of the Oil Units and any related

amounts owing from Glencoe to Sequoia, or vice versa. These discussions and efforts to

resolve billing disputes are ongoing; however, NF reports that significant progress has been

made.

10. Prior to commencing the Sales Process, the Receiver engaged Sproule to complete an update

of a reserve evaluation report it had previously provided Glencoe. After an initial analysis,

the Receiver determined that it was necessary to undertake a more thorough analysis to

properly update the reserve report.  This delayed the start of the Sales Process, resulting in an

extension of the timeline for obtaining bids for the properties.

11. The increased costs associated with the further Sproule analysis, the delayed timing of the

Sales Process, and updated operational cash flow estimates based on the improvements to the

Company’s records and billing process and communications with Sequoia required the

Receiver to seek additional borrowings to complete the Sales Process and resulted in the

Court granting the Increased Borrowings Order.
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EXECUTION OF THE SALES PROCESS

12. The Sales Process was further postponed by a delay in completing the Sproule reserve report

update, after Sproule determined that a proper update required the preparation of an updated

development plan with respect to the Oil Units, as the previous development plan was no

longer considered valid.

13. The Sales Process was formally launched on June 22, 2017 and the deadline to submit non-

binding offers was correspondingly moved to August 2, 2017 (the “Initial Bid Deadline”).

Despite the further delay in commencement of the Sales Process, the Receiver has attempted

to accelerate the subsequent stages of the Sales Process in order to obtain Court approval of

all binding sale agreements within the timeline communicated to the Court in the Second

Report. The Court application the Receiver is making in connection with this Third Report is

in keeping with that timeline.

14. However, as discussed further below, given the significant number of individual transactions

the Receiver is pursuing, the Receiver has only been able to advance one of these

transactions to the stage where it has executed an Asset Purchase Agreement (“APA”) with

the bidder.

15. A summary of the marketing undertaken by the Receiver’s sales advisor, CB Securities Inc.

(“CB Securities”) and the Receiver in accordance with the Sales Process is as follows:

a. Approximately 1,330 parties from a CB Securities distribution list received an

electronic or paper copy of an introductory notice regarding a non-confidential

offering circular (the “Offering Circular”) prepared by CB Securities in respect of

Glencoe’s properties;

b. An advertisement was placed in the Daily Oil Bulletin announcing the divestiture;

c. An advertisement was placed in the BOE Report. CB Securities advises that statistics

from BOE Report show that the ad was viewed a total of 2,230 times;

d. An advertisement was placed in the Calgary Herald;

e. The opportunity was posted on the Receiver’s website;

f. A copy of the Offering Circular was placed on the CB Securities website.  CB

Securities advises that throughout the marketing process, property-specific portions
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of the Offering Circular were accessed or requested a total of 455 times, and that this

is a high level of interest for an offering of this nature;

g. 36 parties executed Confidentiality Agreements (“CA”) which CB Securities advises

is a high number for a divestiture of this nature;

h. Those parties executing a CA were provided access to an electronic data room

established by CB Securities; and

i. CB Securities, the Receiver and the Receiver’s operational consultants, NF, had

ongoing discussions with various interested parties throughout the period leading up

to the Initial Bid Deadline.

16. All of Glencoe’s oil and gas assets across Alberta were made available for sale through the

Sales Process.

17. At the Initial Bid Deadline, no en bloc offers were received for Glencoe’s assets; however,

16 parties submitted offers for various packages of Glencoe’s assets. CB Securities advises

that the ratio of bids to CAs received (16/36 or 44%) is higher than typical compared to other

similar divestiture assignments CB Securities has historically managed.

18. As a result of the quantum of initial offers received for a variety of assets, it was necessary

for CB Securities, the Receiver and NF to ensure no overlap of assets as between the offers

and to clarify the terms of the offers. This caused a delay in the timeline for the Receiver to

select and notify successful bidders that it would be pursuing a transaction with them.

During this time, another 4 parties submitted offers for certain of Glencoe’s assets, bringing

the parties submitting offers to 20. In addition, several parties who had submitted a bid at the

Initial Bid Deadline submitted revised offers. As the Receiver had not yet accepted any

offer, the Receiver determined that it was in the best interest of all of the stakeholders to

consider all of the bids.

19. After fully reviewing and clarifying all offers, between August 15 and August 21, 2017 the

Receiver notified five (5) parties (the “Initial Qualified Bidders”) that it would be

proceeding to negotiate a binding APA with those parties, while the Receiver continues to

review expressions of interest from a number of other parties with respect to additional

packages of assets.
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20. Since then, the Receiver, with the support of NF and CB Securities, has worked with the

Initial Qualified Bidders to support their due diligence efforts and negotiate final, binding

APAs.  As of the date of this Third Report, the Receiver has finalized and executed one APA

(the “Executed APA”) with Bonavista Energy Corporation in respect of certain interests in

Glencoe’s Chigwell Non-Unit property.

21. The Executed APA is included in the Receiver’s Confidential Supplemental Report (the

“Confidential Supplemental Report”) which is being filed concurrently with this Third

Report.  The Receiver is concerned that in the event this sale, or any of the pending sales

disclosed in the Confidential Supplemental Report, do not close for any reason, the

disclosure of the respective details of the various offers may affect the Receiver’s efforts to

remarket the respective assets. Consequently, the Receiver will be seeking the Court’s

approval to have the Confidential Supplemental Report sealed until the Receiver files a

discharge certificate.

22. The Receiver has scheduled an additional Court application for October 2, 2017, at which

time it expects to seek approval of additional APAs.

RECEIVER’S ANALYSIS

23. As discussed above, details with respect to the Executed APA and other offers are provided

in the Confidential Supplemental Report. The Receiver believes that the Executed APA is in

the best interest of all stakeholders for the following reasons:

a. The proposed transaction was generated from the Court approved Sales Process;

b. CB Securities is regarded as a well known sales advisor in the marketplace and has

experience executing engagements on behalf of Receivers;

c. The assets were widely advertised during the Sales Process and received significant

interest from potential buyers;

d. The proposed transactions is not subject to any material conditions other than Court

approval and a lack of legal barriers to consummation of the transaction, such as the

ability to transfer licences;

e. The Receiver believes that the proposed transaction was negotiated in good faith and

is commercially reasonable;
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f. The Receiver understands that Dugan, Glencoe’s principal secured lender, is

supportive of the consummation of the proposed transaction; and

g. If the proposed transaction were not approved, alternatives would likely be limited to

a less favorable transaction or disclaimer of the assets.

24. The Receiver intends to make a distribution application in due course pending the

determination of the priority of various claims that may be advanced against the net proceeds

derived from each of the transactions the Receiver is able to close; however, pursuant to the

Receiver’s Charge and the Borrowing Charge provided for in the Receivership Order, the

Receiver intends to utilize net sales proceeds generated by completion of the transaction

associated with the Executed APA to fund any future operating deficits, to the extent required

during the ongoing administration of the receivership, and/or to repay borrowings issued by

way of Receiver’s Certificates in favour of Dugan, which currently total $1,600,000.

OPERATIONAL UPDATE

25. NF reports that field operations are currently stable after recent overdue maintenance of a

second compressor train at 01-25-041-25W4 was completed, which contributed to an

approximately 150 boepd increase in gross gas production, including third party volumes for

which Glencoe charges processing fees.

26. Current field production estimates indicate that Glencoe’s net share of production totals

approximately 440 boe per day, made up of approximately 52% gas and 48% oil.

27. Since the date of the Second Report, the Receiver understands that Sequoia has completed a

series of relatively minor capital projects with respect to the Oil Units which were necessary

to satisfy regulator requirements.

STATEMENT OF RECEIPTS AND DISBURSEMENTS

28. Attached as Appendix “A” is a copy of the Receiver’s Statement of Receipts and

Disbursements as at August 31, 2017 indicating the Receiver maintains approximately

$397,000 in its operational trust account.

29. The available cash is more than offset by accrued invoices for operating expenses and the

fees of the Receiver, NF, and the Receiver’s counsel through August 31, 2017, such that the

Receiver may be required to seek additional borrowings and issue additional Receiver’s
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certificates prior to receipt of sale proceeds. However, the Receiver does not anticipate it will

require an increase to its borrowing limit at this time.

RECOMMENDATIONS

30. For the reasons noted above, the Receiver is seeking and recommends that this Honourable

Court approve the Executed APA that is included in the Confidential Supplemental Report.

31. The Receiver also recommends that the Confidential Supplemental Report be ordered sealed

until the discharge of the Receiver by the filing of a discharge certificate.

All of which is respectfully submitted this 8th day of September 2017.

Hardie & Kelly Inc., in its capacity as
Receiver and Manager of Glencoe Resources Ltd.
and not in its personal capacity

Per:

Charla Smith, CGA, CIRP, LIT
Vice President



IN THE MATTER OF THE RECEIVERSHIP OF APPENDIX "A"
GLENCOE RESOURCES LTD.

CASH FLOW FORECAST
As at August 31, 2017

Opening cash balance 357

Receipts
Gross gas & NGL revenue 764,848
Other - Processing, A/R, JV payments 250,987
Total operating receipts 1,015,834

Misc  - refunds, interest revenue, etc (24,084)

Total receipts 991,750

Disbursements
Royalties 42,129
Operating Expenses 1,139,695
Total operating disbursements 1,181,823

Capital expenditures 77,575
Pre-receivership critical supplier payments 47,482

Insurance 51,039
Gas marketing consultant 15,500
Receiver's fees 172,100
Niven Fischer 364,098
Legal fees 71,624
G&A 214,287
Total administrative disbursements 888,648

Total Disbursements 2,195,529

Net receivership receipts (disbursements) (1,203,779)

Plus: Receiver's certificate borrowings received 1,600,000

Ending cash balance 396,578
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