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AFFIDAVIT OF MICHAEL STONE

Sworn on April 13, 2018

I, Michael Stone of the City of Calgary, in the Province of Alberta, SWEAR AND SAY THAT:

1. I am the Vice President of Land at Freehold Royalties Partnership ("Freehold") and

have held this role for 8 years. I was directly involved in the matters discussed in this

Affidavit and have personal knowledge of same, except where stated to be based upon

information, in which case I believe such information to be true.

I am authorized to make this Affidavit on behalf of Freehold and have had the

opportunity to-review the business records of Freehold relevant to the matters described

herein.

3. Freehold is the owner of a production volume royalty (the "Producing Royalty")

pursuant to:

(a) a production volume royalty acquisition agreement dated June 11, 2015 (the

"Acquisition Agreement") between Freehold and Manitok Energy Inc.

("Manitok"); and

(b) a production volume royalty agreement dated June 11, 2015 (the "Royalty

Agreement" and together with the Acquisition Agreement, the "Agreements")

between Freehold and Manitok.

4. Freehold also entered into an interest clarification and acknowledgment agreement (the

"Clarification Agreement") dated June 11, 2015 between Freehold, Manitok and

National Bank of Canada ("NBC"). Attached hereto and marked as Exhibits "A", "B" and

"C", respectively, are copies of the Acquisition Agreement, the Royalty Agreement and

the Clarification Agreement.

5. Capitalized terms used herein but not otherwise defined shall have the meaning

ascribed to them in the Agreements, as applicable.
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A. THE PARTIES

(i) Freehold Royalties Partnership

6. Freehold Royalties Ltd. ("FRL") is a public oil and gas royalty company that trades on

the Toronto Stock Exchange. FRL is the managing partner of Freehold. FRL and

Freehold's primary focus is to acquire and actively manage royalties purchased from

exploration companies.

7. FRL and Freehold have one of the largest independently owned portfolios of royalty

lands in Canada, with land holdings totalling more than 5.9 million gross acres. Freehold

has royalty interests in more than 40,000 wells and receives royalty income from over

300 industry operators.

(ii) Manitok

8. Manitok Energy Inc. was a public oil and gas exploration and development company

focusing on conventional oil and gas reservoirs in the Canadian Foothills along with

crude oil in Southeast Alberta.

9. On February 20, 2018, Alvarez & Marsal Canada Inc. was appointed as receiver and

manager (the "Receiver") of, among others, all of Manitok's undertakings, assets and

property pursuant to the terms of the receivership order (the "Receivership Order")

granted by the Honourable Madam Justice K.M. Horner. Attached hereto and marked as

Exhibit "D" is a copy of the Receivership Order.
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B. BACKGROUND

(i) Receiver's Actions

10. On March 27, 2018, the Receiver advised Ryan Zahara from Blake, Cassels & Graydon

LLP, legal counsel for Freehold, that it had unilaterally revoked Freehold's right to take

the Producing Royalty in kind under the Royalty Agreement (the "TIK Right"). The

Receiver indicated that it would not pay the proceeds (the "Proceeds") received from

the sale of the Oil Volumes associated with the Producing Royalty to Freehold. The

Receiver further indicated that the reason for its revocation of the TIK Right and the

refusal to pay the Proceeds to Freehold was that it was not clear to the Receiver that the

Producing Royalty was an interest in land.

11. On April 3, 2018, Freehold sent a letter to the Receiver demanding the reinstatement of

the TIK Right and payment of any of the Proceeds held by the Receiver. Attached

hereto and marked as Exhibit "E' is a copy of the April 3, 2018 correspondence.

12. To date, Freehold has not been paid any of the Proceeds from the sale of its Oil

Volumes by the Receiver nor has the TIK Right been reinstated. This is inconsistent with

the intent of the parties, the terms of the Agreements and the parties' actions up to the

date of receivership.

(ii) Negotiation of the Agreements

13. Freehold and Manitok initially entered into negotiations regarding the creation, sale and

grant of the Producing Royalty (the "Transaction") in and around the end of May, 2015.

14. On June 4, 2015, Freehold provided a letter of intent (the "June 5 LOI") to Manitok that

set out the key terms upon which Freehold was prepared to proceed with the

Transaction. The June 5 LOI was ultimately executed by the parties but then was

subsequently revised and replaced with another letter of intent (the "June 9 LOI") on

June 9, 2015.
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15. The June 9 LOI was revised to include comments of the parties and revised terms of the

Transaction, including providing for: (a) an increase of the PV 6ORR from 75 to 135

barrels per day; (b) a corresponding increase in the purchase price of the Producing

Royalty from $15 million to $25 million; and (c) the inclusion in the Royalty Lands of

Manitok's lands located in the Wayne and Carselands areas of Alberta. Attached hereto

and collectively marked as Exhibit "F" are copies of the June 5 LOI and June 9 LOI.

16. On June 5, 2015, Massimo Geremia, President and CEO of Manitok, responded by way

of an email to the delivery of the June 5 LOI and certain of the terms contained therein.

Attached hereto and marked as Exhibit "G" is a copy of the June 5, 2015 email

correspondence.

17. Between June 5, 2015 and June 9, 2015 there were amendments made to the June 5

LOI by the parties, including those summarized in paragraph 15 above. However, for

Freehold the following key terms of the LOIs remained unchanged:

(a) the Producing Royalty would be:

(i) an interest in land granted in respect of the petroleum substances within

and under the Royalty Lands to be in effect for so long as the Producing

Royalty is payable;

(ii) inclusive of the TIK Right;

(iii) Freehold would have the right to enter into the Royalty Lands should

Manitok not fulfil its drilling commitments or capital expenditures;

(b) as part of the LOIs, Manitok acknowledged and agreed that the Producing

Royalty is an interest in land and was to be regarded as a covenant running with

the Royalty Lands; and

(c) Manitok committed to certain drilling commitments and capital expenditures for a

period of three (3) years.



18. During this period, Freehold conducted due diligence in respect of the Royalty Lands

and the interests held by Manitok in those Royalty Lands. Freehold confirmed through its

due diligence that Manitok had working interests in the Royalty Lands that would allow it

to grant Freehold a royalty that was an interest in land.

19. At all times during such negotiations Freehold made it clear to Manitok that it would not

complete the Transaction unless the Producing Royalty was an interest in land.

20. Moreover, Manitok needed to complete the Transaction with Freehold quickly in order to

fund the purchase of approximately 1800 boe/d of production in the Wayne Royalty

Lands from Encana Corporation ("Encana") that it had arranged. Attached hereto and

marked as Exhibit "H" is a copy of an email from Manitok dated June 7, 2015 describing

the release of funds to Encana.

21. Without the funds provided by Freehold pursuant to the Transaction, it is Freehold's

understanding Manitok would not have been able to acquire the Wayne Lands. Attached

hereto and marked as Exhibit "I" is a copy of Manitok's press release dated June 12,

2015 announcing the acquisition of the Wayne Royalty Lands.

(iii) Execution of the Agreements

22. On June 11, 2015, Freehold and Manitok entered into the Agreements for the purpose of

creating, selling and granting to Freehold the Producing Royalty over certain oil and gas

properties (the "Royalty Lands") held by Manitok. Schedules "A-1", "A-2" and "A-3" to

the Royalty Agreement attached hereto as Exhibit "B" set out a list of the oil and gas

properties included in the Royalty Lands.

23. The Royalty Lands were lands that Manitok had or in which Manitok was acquiring a

working interest in the Stolberg, Carseland and Wayne areas. Manitok held a working

interest in those lands as described in Schedules "A-1", "A-2" and "A-3" of the Royalty

Agreement.

24. Pursuant to Sections 2.1 and 2.2 of the Acquisition Agreement and Section 2.1 of the

Royalty Agreement, Manitok sold and granted the Producing Royalty to Freehold in

exchange for $25,000,000 in cash consideration.
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(iv) The Producing Royalty was intended to be an interest in land

25. Freehold at all times intended that the Producing Royalty would be an interest in land.

This intention of Freehold is evidenced by multiple provisions contained in the

Acquisition Agreement, the Royalty Agreement and the Clarification Agreement.

26. Both the Royalty Agreement and Acquisition Agreement explicitly state that the

Producing Royalty was intended to be an interest in land and it is calculated using Oil

Volumes (whether within, upon or under the Royalty Lands) and not a variable

percentage of production or revenue received.

27. Schedule "B" of the Royalty Agreement also states that both Manitok and Freehold

expressly intended that the Producing Royalty granted by Manitok to Freehold

constitutes and should be construed as an interest in land that runs with the Royalty

Lands.

28. The Royalty Agreement also contains additional language regarding the intention of

Freehold to create an interest in land:

(a) the definition of "Producing Royalty" in Section 1(ddd) states it is an interest in

land;

(b) Section 4.3(b)(ii) provides Freehold with the right, in certain circumstances, to

enter onto the Royalty Lands and conduct any and all operations as Freehold

deems necessary to fulfil the obligations of Manitok in respect of the Capital

Commitment Amount and Committed Capital Program;

(c) Section 4.3(c) also provides additional rights to Freehold should it exercise its

rights to enter onto the Royalty Lands under Section 4.3(b)(ii);

(d) Section 5.7(c) specifically provides that Freehold may take its Producing Royalty

in kind;

(e) Sections 5.5 and 5.7(a) and (b) further specify the Royalty Determination Point

and how marketing and transportation fees are to be calculated, if Freehold

elects to take its Producing Royalty in kind;
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(f)

(g)

Section 7.1 gives Freehold additional remedies against Manitok for any unpaid

amounts owed to Freehold by Manitok under the Royalty Agreement. The

Royalty Agreement permits Freehold to set-off any unpaid amounts against other

debts owed to it by Manitok, as well as to charge interest on any unpaid amounts

and to maintain an action for such unpaid amounts and interest on a continuing

basis;

Section 9.1 restricts Manitok's ability to dispose of its obligations under the

Royalty Agreement. Manitok is specifically prohibited from granting security

interests or overriding royalties over the Royalty Lands without Freehold's prior

written consent; and

(h) if Manitok sells or disposes of its interest in the Royalty Lands, it must provide

Freehold with reasonable prior notice of such sale or disposition and include in

such notice a substitute property to the Royalty Lands which would provide

Freehold with a comparable Producing Royalty.

29. The Clarification Agreement further evidences the intention of Freehold that the

Producing Royalty is an interest in land as it confirms the ownership interest of Freehold

in the Producing Royalty. The Clarification Agreement between NBC, Freehold and

Manitok acknowledges that Manitok may become indebted to NBC pursuant to its loan

documents, as well as to Freehold, pursuant to the Royalty Agreement.

30. The Clarification Agreement sets out the parties' agreements with respect to the ,

Producing Royalty and NBC's security. Sections 2.1(c) through (g) confirm the

ownership interest of Freehold in the Producing Royalty by Manitok and NBC expressly

acknowledges that the security granted by Manitok to NBC does not include any interest

in the Producing Royalty.

31. Freehold negotiated for all of these provisions in the Acquisition Agreement, Royalty

Agreement and the Clarification Agreement in order to create and protect its interest in

land in the Royalty Lands.
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(v) Post-Transaction Actions of the Parties

32. Following closing of the Transaction and in accordance with the terms of the

Agreements, Freehold registered its interest in the Producing Royalty against the

Royalty Lands and Manitok's interest in those Royalty Lands. Attached hereto and

marked as Exhibit "J" is a copy of the Alberta Mineral Information Agreement Detail

Report (the "Mineral Search Report") that evidences Freehold's registration of its

interest in the Producing Royalty. A copy of the security notice registered by Freehold

against the Royalty Lands (as evidenced by the Mineral Search Report) is also attached

hereto and marked as Exhibit "K".

33. Subsequent to the completion of the Transaction, Freehold continue to monitor and

enforce the requirements of Manitok to expend the Capital Commitment Amount and to

drill additional wells necessary to complete the Committed Capital Programme.

34. Sections 4.3(a) and (b) of the Royalty Agreement required Manitok to take these steps,

including to drill more than six (6) gross wells. These provisions were intended to

preserve the Producing Royalty and Freehold's interest in the Royalty Lands.

35. Freehold sent a letter to Manitok dated December 15, 2016 asking for confirmation that

the commitments set out in Section 4.3 of the Royalty Agreement had been met by

Manitok. Attached hereto and marked as Exhibit "L" is a copy of that December 15, 2016

correspondence.

36. On January 18, 2017, Manitok responded to provide an update to Freehold on the

expenditure of the Capital Commitment Amount and the Committed Capital Program in

respect of the Royalty Lands in accordance with Section 4.3 of the Royalty Agreement.

Attached hereto and marked as Exhibit "M" is a copy of the January 18, 2017

correspondence from Manitok to Freehold.

37. In Manitok's 2017 Q1 management discussion and analysis (the "MD&A"), Manitok

specifically referred to the Royalty Agreement as a "production volume royalty

divestiture". Attached hereto and marked as Exhibit "N" is a copy of the MD&A.
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C. THE IMPROPER REVOCATION OF THE TIK RIGHT BY THE RECEIVER

38. At no point prior to February 2018 did Manitok ever advise Freehold that it believed the

Producing Royalty was not an interest in land.

39. Manitok, since September of 2017 and up to the date of the Receivership Order,

delivered the Oil Volumes in kind to Freehold in accordance with the terms of the

Royalty Agreement. Manitok never objected or refused to deliver the Oil Volumes in

kind to Freehold. Attached hereto and marked as Exhibit "0" is a copy of Freehold's

election to take the Producing Royalty in kind.

40. Under the terms of the Royalty Agreement described above, only Freehold can

determine how it is to receive the Producing Royalty and Freehold has elected to receive

its Oil Volumes in kind since September of 2017.

41. The Receiver's actions to date have deprived Freehold of it Oil Volumes and any

Proceeds generated from those Oil Volumes and have the potential to materially affect

the business of Freehold. Freehold estimates that the Proceeds being withheld by the

Receiver for February 2018 amount to $276,717 (calculated on 140 barrels/day at a

price of $70.59/barrel). If the Receiver does not reinstitute the TIK Right for March 2018,

Freehold estimates that the Proceeds for that month would amount to $312,656

(calculated on 140 barrels/day at a price of $72.02/barrel).

D. CONCLUSION 

42. Freehold at all times intended the Producing Royalty to be an interest in land. Freehold

negotiated the terms of the Agreements on this basis.

43. At no time prior to execution of the Agreements did Manitok raise any concerns

regarding the requirement of Freehold that the Producing Royalty be an interest in land.
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44. I swear this Affidavit in support of Freehold's Application for a declaration that the

Producing Royalty is an interest in land, is the property of Freehold and that. Freehold is

entitled to take in kind all Oil Volumes associated with the Producing Royalty under the

terms of the Royalty Agreement.

SWORN BEFORE ME at the City of
Calgary, in the Province of Alberta,
This 13th day of April, 2018.

A Commissioner for Oaths in and for MICHAEL STONE
Alberta

Matthew J. Summers
Student-at-Law



This is Exhibit "A" referred to in the Affidavit of
Michael Stone sworn before me this 13th day of
April, 2018.

A Commissioner for Oaths in and for Alberta

Matthew J. Summers
Student-at-Law






















































































































































































































































































































































































































































































































































































































































































































































































































































