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1. INTRODUCTION

1.1 On April 9, 2013, on the application of Poseidon Concepts Corp. ("PCC"), Poseidon

Concepts Ltd. ("PCL"), Poseidon Concepts Limited Partnership ("PCLP") and Poseidon

Concepts Inc. ("PCI") (collectively referred to as "Poseidon" or the "Company"), the Court

of Queen's Bench of Alberta (the "Canadian Court") made an order (the "Initial Order")

granting Poseidon protection from its creditors pursuant to the Companies' Creditors

Arrangement Act (the "CCAA"). Under the Initial Order, PricewaterhouseCoopers Inc.

("PwC") was appointed monitor of the Company (the "Monitor").

1.2 Subsequently, a recognition order was granted by the U.S. Bankruptcy Court (the “U.S.

Court”) under Chapter 15 of the U.S. Bankruptcy Code recognizing Canada as the foreign

main proceeding.

1.3 Pursuant to the Initial Order, among other things, all creditors are stayed from

commencing or continuing any proceedings against Poseidon until May 9, 2013.

1.4 Subsequent orders were granted by the Court extending the stay of proceedings to June

28 and September 12, 2013 respectively.

1.5 The Monitor has filed nine reports to date and issued two unfiled confidential reports (the

Sixth and Eleventh Reports). Copies of the filed reports are available from the Monitor’s

website, www.pwc.com/car-poseidon. All prescribed materials filed by Poseidon and the

Monitor relating to this CCAA proceeding are available to creditors and other interested

parties in electronic format on the Monitor's website. The Monitor will make regular

updates to the website to ensure creditors and interested parties are kept current and to

add prescribed materials as required.

1.6 This is the Monitor's Twelfth Report to the Court. The purpose of this report is to provide

the Court with the Monitor’s views on the application of Rugged Tanks and Fabrication

(“Rugged”) to be heard on September 3, 2013.

1.7 Unless otherwise stated, all monetary amounts noted herein are expressed in Canadian

dollars. Capitalized terms not otherwise defined herein are as defined in the Company's

application materials, including the Cassidy Affidavit and the Monitor's reports filed to

date.
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2. MANUFACTURING ISSUES WITH POSEIDON TANKS

Background

2.1 Pursuant to the Sale Approval and Vesting Order dated June 6, 2013, the majority of the

assets of Poseidon were sold to Rockwater Energy Solutions Inc. (“Rockwater”). These

assets mainly comprised of above ground, large volume fluid storage tanks used in the oil

and gas exploration industry.

2.2 Poseidon tanks were manufactured by two companies, Rugged (located in Canada) and

SFI of Tennessee LLC (“SFI”) (located in the U.S.). Both Rugged and SFI had a number of

tanks in their possession and were advancing possessory liens for amounts claimed to be

owed to them. Each of Rugged and SFI were not satisfied with the purchase price

allocated to them and therefore, Rockwater elected to exclude them from the purchase.

2.3 In the case of Rugged, the purchase price allocated to the 18 tanks in Rugged’s possession

totaled $616,1251. Rockwater and Rugged were unable to come to an agreement on the

purchase price of the tanks held by Rugged. Accordingly, as noted above, these tanks

were excluded from the sale.

2.4 Rugged subsequently sought approval of the Court to sell the tanks and apply the sale

proceeds against the claimed Poseidon indebtedness of $2.01 million.

Fit for Use Claim by Rockwater

2.5 As described Section 2 of the Monitor’s Tenth Report dated August 9, 2013, on July 24,

2013 Rockwater provided Poseidon with a Draft Statement of Adjustments Rockwater

proposed to make to the Adjusted Purchase Price.

2.6 One of the proposed adjustments Rockwater advanced on July 24 pertained to

Rockwater’s assertion that the tanks had manufacturing defects due to welding issues.

The proposed adjustment in respect of these defects totaled $5.45 million under the “fit

for use” clause of the Asset Purchase Agreement.

1 Of 18 tanks, 17 are the Triton model, the second smallest of the five models in Poseidon’s fleet. As described in the
Asset Purchase Agreement, Rockwater offered $30,000 per Triton tank.
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2.7 Poseidon disputed a number of Rockwater’s proposed adjustments, including the $5.45

million claim and both parties commenced with negotiations to resolve the disputes.

2.8 Rockwater and Poseidon may have come to an agreement on the quantum of the

purchase price adjustment but this is subject to further conditions which are not yet met.

2.9 Poseidon advises that approximately 51% of the tanks formerly owned by the Company

were manufactured by Rugged and 49% by SFI. Further, Poseidon advises that in 2012

the Company sent a number of tanks back to Rugged for warranty repairs due to welding

issues.

Rugged Application

2.10 Rugged currently is in possession of 18 tanks it manufactured on behalf of Poseidon and

is claiming that it is a creditor of Poseidon in the amount of $2.01 million.

2.11 Counsel for Rugged has circulated a draft Consent Order in support of its application to

be heard on September 3, 2013 wherein Rugged will be seeking, amongst other things:

2.11.1 A declaration that it is an unpaid creditor in the amount of $2,011,041.58;

2.11.2 A declaration that it holds a valid possessory lien over the 18 tanks; and,

2.11.3 That it is authorized to sell the 18 tanks and that such proceeds shall be applied

against the indebtedness.

2.12 Poseidon has advised the Monitor that due to the “fit for use” purchase price adjustment,

the Company has a counter-claim against Rugged.

2.13 The fit for use adjustment is now undetermined; however, based on the $5.45 million

initial adjustment advanced by Rockwater, the potential offset against Rugged could total

$2.78 million (i.e. 51% of $5.45 million) and would reduce Rugged’s claim to less than $0.

2.14 We understand that Rugged is of the view that they will be able to sell the 18 tanks for

approximately $1.5 million as described in paragraph 15 of the affidavit of Mr. Rick

Bergen, President of Rugged, dated June 12, 2013.
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2.15 If this is correct, Poseidon may have an interest in the sale proceeds.

2.16 Accordingly, the Monitor is not opposing the sale of the tanks by Rugged; however, the

Monitor would seek a direction by the Court that any sales proceeds obtained by Rugged

through the sale of the 18 tanks be held in trust pending further investigation by the

Monitor and/or a consensual agreement is reached between Poseidon, Rugged and the

Monitor on Poseidon’s claim. In addition, the Monitor requests that there should be no

declaration of the amount owing to Rugged until the claimed offset amount is

determined.

This report is respectfully submitted this 30th day of August, 2013.

PricewaterhouseCoopers Inc.

Court Appointed Monitor of

Poseidon Concepts Corp. et al

Sean E. Fleming, CIRP

Vice President




