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FORM 51-102F3
MATERIAL CHANGE REPORT A

Name and Address of Company:
Penn West Energy Trust
Suite 2200, 425 - 1% Street S.\
Calgary, Alberta T2P 318

Date of Material Change:
April 16, 2006
News Release:

A press release disclosing in‘l detail the material summarized in this material change report was
disseminated through the ﬁacﬂnh‘ues of CNW Group on April 16, 2006 and would have been
received by the securities commissions where Penn West is a "reporting issuer” and the stock

exchanges on which the securities of Penn West are listed and posted for trading in the normal
course of their dissemination.
Summary of Material Change:

VUit OV 1V L—

Penn West Energy Trust ('
Energy Trust ("Petrofund")
16, 2006 (the "Arrangeme

Full Description of Materia

The Arrangement and the A

n
Penn West and Petrofund and

wPenn West"), Penn West Petroleum Ltd. ("PWPL"), Petrofund
‘and Petrofund Corp. ("PC") entered into an agreement dated April
t Agreement") with respect to a proposed transaction to combine
to form a new public exploration focused company ("ExploreCo").

Change:

rrangement Agreement

Penn West, PWPL, Petrofund and PC have entered into the Arrangement Agreement pursuant to
which Penn West and Petrofgnd will combine to form the largest conventional oil and gas trust in
North America and a pubhc“ exploration-focused company, ExploreCo, which will have assets
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from both Penn West and Pet'/rofund.

|

The merger will be carried out pursuant to a plan of arrangement (the "Arrangement") under the
Business Corporations Act (Alberta) (the "ABCA"). Pursuant to the Arrangement holders of trust

units of Petrofund ("Petrofu

Penn West ("Penn West Uni

Holders of Penn West Unit
common shares of ExploreC
for each Penn West Unit and

Holders of Petrofund Unit
Petrofund Unit, payable to
Arrangement.

“nd Units") will receive for each Petrofund Unit 0.6 of a trust unit of

‘ts").

s and Petrofund Units will also receive, as a separate distribution,
o ("ExploreCo Shares") on the basis of 0.20 of an ExploreCo Share
0.12 of an ExploreCo Share for each Petrofund Unit.

5 will also receive a one-time special distribution of $1.00 per

holders of Petrofund Units immediately prior to the closing of the
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It is also intended that the |Arrangement will be structured: (i) to allow the holders of the
Petrofund Units ("Petrofunq Unitholders") to receive Penn West Units on a tax-deferred basis
for Canadian and United States income tax purposes; and (ii) to qualify for the exemption from
registration provided by Section 3(a)(10) of the United States Securities Act of 1933, as amended.
A joint information circular ”detallmg the Arrangement is anticipated to be mailed to holders of
Penn West Units ("Penn Wgst Unitholders") and Petrofund Unitholders by May 26, 2006 for
meetings expected to take pface in late June, 2006. Closing of the Arrangement is expected to
take place on June 30, 2006. ’ Penn West has agreed to use its reasonable commercial efforts to
effect the listing of the Penm West Units on either the New York Stock Exchange or the American

Stock Exchange.

The Arrangement will require the approval of at least two-thirds of the votes cast by each of the
Penn West Unitholders and the Petrofund Unitholders, voting at the respective meetings of Penn
West and Petrofund. Imple%entation of the Arrangement will also require the satisfaction of
several conditions set forth 114 the Arrangement Agreement, including the approval of the Court of
Queen's Bench of Alberta and receipt of necessary regulatory approvals.

The boards of directors of PWPL and PC have unanimously approved the Arrangement and
approved the Arrangement A greement, have unanimously determined that the Arrangement is in
the best interests of Penn West and the Penn West Unitholders and Petrofund and the Petrofund
Unitholders, respectively, and, based on the opinion of their financial advisors, have each
unanimously determined that the Arrangement is fair, from a financial point of view, to their
respective unitholders and| have resolved unanimously to recommend approval of the
Arrangement by their respective unitholders.

Scotia Capital Inc. is acting as financial advisor to Penn West and CIBC World Markets Inc. is
acting as financial advisor to/Petrofund with respect to the Arrangement and have provided verbal
fairness opinions to the boaﬁds of directors of PWPL and PC. BMO Nesbitt Bums Inc., RBC
Capital Markets and TD Securities Inc. are acting as strategic advisors to Penn West. FirstEnergy
Capital Corp., GMP Securities L.P. and Tristone Capital Inc. are acting as strategic advisors to
Petrofund.

If the closing of the Arrangement proceeds as planned, Petrofund Unitholders will receive their
first $0.34 monthly distribution effective with the July 2006 Penn West distribution, payable on
or about August 15, 2006. |To align payment dates of the two trusts, a special $0.10 per unit
distribution adjustment will be paid to the Petrofund Unitholders in addition to the $1.00 special
distribution.

Non-Solicitation Provisions

Pursuant to the Arrangement; Agreement, each of Penn West and Petrofund agreed not to, directly
or indirectly, do or authorize or permit any of its officers, directors or employees or any financial
advisor, expert or other representative retained by it to do, any of the following:

(@) solicit, facilitate, initiate or encourage any Acquisition Proposal which is defined in the
Arrangement Agreer{nent to mean, with respect to Penn West or Petrofund, any inquiry or
the making of any jproposal to such party or its unitholders from any person which
constitutes, or may reasonably be expected to lead to (in either case whether in one
transaction or a series of transactions): (1) an acquisition from such party or its
unitholders of any| securities of such party (other than on exercise of currently
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(iv)

outstanding Penn W
Petrofund Units, as
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‘:st rights to acquire Penn West Units or Petrofund rights to acquire
applicable) or its subsidiaries; (2) any acquisition of a substantial

amount of assets of‘ such party or its subsidiaries; (3) an amalgamation, arrangement,
merger, or consolidation involving such party or its subsidiaries; (4) any take-over bid,

issuer bid, exchange

offer, recapitalization, liquidation, dissolution, reorganization into a

royalty trust or income fund or similar transaction involving such party or its subsidiaries;

or (5) any other transaction, the consummation of which would or could reasonably be

expected to impede,

interfere with, prevent or delay the transactions contemplated by the

Armrangement Agreement or the Arrangement or which would or could reasonably be

expected to materia

ly reduce the benefits to the other party under the Arrangement

Agreement or the Ar‘rangement;

enter into or participate in any discussions or negotiations regarding an Acquisition
Proposal, or furnish! to any other person any information with respect to its business,
properties, operationls, prospects or conditions (financial or otherwise) in connection with
an Acquisition Propc sal or otherwise cooperate in any way with, or assist or participate
in, facilitate or encourage, any effort or attempt of any other person to do or seek to do

any of the foregoing;ﬁ

waive, or otherwise| forbear in the enforcement of, or enter into or participate in any

discussions, negotiat”ions or agreements to waive or otherwise forbear in respect of, any

rights or other benefits under confidential information agreements, including, without

limitation, any "standstill provisions" thereunder; or

accept, recommend,| approve or enter into an agreement to implement an Acquisition
Proposal,;

provided, however, that notwithstanding any other provision hereof, each party and its officers,

directors and advisers may:

v)

enter into or participate in any discussions or negotiations with a third party who (without

any solicitation, initﬁation or encouragement, directly or indirectly, after the date of the
Arrangement Agree?1ent, by such party or any of its officers, directors or employees or
any financial adviso;r, expert or other representative retained by it) seeks to initiate such

discussions or nego%iations and, subject to execution of a confidentiality and standstill
agreement substantially similar to the confidentiality agreement between Petrofund and

Penn West dated Fe})ruary 24, 2006 (provided that such confidentiality agreement shall
provide for disclosu”re thereof (along with all information provided thereunder) to the
other party as set out“ below), may furnish to such third party information concerning such
party and its business, properties and assets, in each case if, and only to the extent that:

(A)  the third parfy has first made a written bona fide Acquisition Proposal which the
board of directors of the administrator of such party determines in good faith: (1)
that funds o other consideration necessary for the Acquisition Proposal are or are
likely to be ‘lclvailable; (2) (after consultation with its financial advisor) would, if
consummated in accordance with its terms, result in a transaction financially
superior for Hsecurityholders of the Receiving Party (as hereinafter defined) than
the transaction contemplated by this Agreement; and (3) after receiving the
advice of outside counsel as reflected in minutes of the board of directors of the
administra.to“r or manager of such party, that the taking of such action is necessary
for the board of directors in discharge of its fiduciary duties under Applicable




(B)

-4 -

Laws and t‘he constating documents of the Receiving Party (a "Superior
Proposal"); and

prior to furnishing such information to or entering into or participating in any

such discussions or negotiations with such third party, such party provides
prompt notlc;:e to the other party to the effect that it is furnishing information to or
entering into or participating in discussions or negotiations with such person
together with a copy of the confidentiality agreement referenced above and if not
previously p%owded to the other party, copies of all information provided to such
third party concurrently with the provision of such information to such third

party, and prov1ded further that such party shall notify the other party orally and
in writing of\‘any inquiries, offers or proposals with respect to a Superior Proposal
(which wntten notice shall include, without limitation, a copy of any such
proposal (md any amendments or supplements thereto), the identity of the person
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making it, if]
provided to

other party),

informed of]
answer the o

(vi)  comply with Sectior
applicable Canadiun‘
make appropriate dis

(vil)  accept, recommend,

from a third party,
implementation, the
faith, after conside

not previously provided to the other party, copies of all information
such party and all other information reasonably requested by the
within 24 hours of the receipt thereof, shall keep the other party
the status and details of any such inquiry, offer or proposal and
ther party's questions with respect thereto; or

1 172 of the Securities Act (Alberta) and similar provisions under
securities laws relating to the provision of directors' circulars and
closure with respect thereto to its securityholders; and

approve or enter into an agreement to implement a Superior Proposal
but only if prior to such acceptance, recommendation, approval or
‘board of directors of its administrator shall have concluded in good
ring all proposals to adjust the terms and conditions of the

Arrangement Agreexﬂnent and after receiving the advice of outside counsel as reflected in

minutes of the board‘

of directors of such party, that the taking of such action is necessary

for the board of directors in discharge of its fiduciary duties under applicable laws and

such party complies
accordance with th
termination fee as co

Each party in receipt of a Su

with its obligations and terminates the Arrangement Agreement in
Arrangement Agreement, and concurrently therewith pays the
ntemplated therein to the other party.

perior Proposal (a "Receiving Party") shall give the other party (the

"Responding Party"), orally and in writing, at least 72 hours advance notice of any decision by
the board of directors of its administrator to accept, recommend, approve or enter into an

agreement to implement a

Superior Proposal, which notice shall confirm that the board of

directors of the administr at}or of the Receiving Party has determined that such Acquisition
Proposal constitutes a Supenor Proposal, shall identify the third party making the Superior

Proposal and shall provide a

such 72 hour period, the Recj
any agreement to implemen

; |
Superior Proposal from any

change its recommendation
period the Receiving Party

true and complete copy thereof and any amendments thereto. During
eiving Party agrees not to accept, recommend, approve or enter into
t such Superior Proposal and not to release the party making the
standstill provisions and shall not withdraw, redefine, modify or
in respect of the Arrangement. In addition, during such 72 hour

shall and shall cause its financial and legal advisors to, negotiate in

good faith with the Responding Party and its financial and legal advisors to make such
adjustments in the terms and conditions of the Arrangement Agreement and the Arrangement as

would enable the Receivi.ng‘

Superior Proposal. In the

Party to proceed with the Arrangement as amended rather than the
svent the Responding Party proposes to amend the Arrangement
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Agreement and the Arrangement to provide that the holders of the Penn West Units or Petrofund
Units, as applicable, (the "]Recelvmg Party Securities") shall receive a value per Receiving Party
Security equal to or having a value greater than the value per Receiving Party Security provided
in the Superior Proposal a%d so advises the board of directors of the administrator of the
Receiving Party prior to the expiry of such 72 hour period, the board of directors of the
administrator of the Recelvmg Party shall not accept, recommend, approve or enter into any
agreement to implement su::ch Superior Proposal and shall not release the party making the
Superior Proposal from any standstill provisions and shall not withdraw, redefine, modify or

change its recommendation in respect of the Arrangement.
Petrofund Damages Event

If at any time after the execution of the Arrangement Agreement and prior to its termination:
(a) the board of directors of PWPL has withdrawn or changed any of its recommendations or
determinations regarding the Arrangement in a manner adverse to Petrofund or shall have
resolved to do so prior to the effective date of the Arrangement ;

(b)

a bona fide Acquisition Proposal is publicly announced, proposed, offered or made to the
Penn West Unitholders or to Penn West and has not expired or been withdrawn at the
time of the meeting of Penn West Unitholders to consider the Arrangement, and the Penn
West Unitholders do not approve the Arrangement or the Arrangement is not submitted
for their approval in the manner contemplated in the Arrangement Agreement;

(©) Penn West accepts, recommends, approves or enters into an agreement to implement a
Superior Proposal;

d

Penn West is in breach of any of its covenants made in the Arrangement Agreement
which breach individually or in the aggregate causes or would reasonably be expected to

cause a material adYerse change with respect to Penn West or materially impedes the
completion of the Arrangement, and Penn West fails to cure such breach within five
business days after 1%‘ece1pt of written notice thereof from Petrofund (except that no cure
period shall be prm}ided for a breach which by its nature cannot be cured and, in no

event, shall any cure|period extend beyond July 31, 2006); or

(e) Penn West is in l:ureach of any of its representations or warranties made in the
Arrangement Agre el‘nent (without giving effect to any materiality qualifiers contained
therein) which breach individually or in the aggregate causes or would reasonably be

expected to cause al‘ material adverse change with respect to Penn West or materially

impedes the comple
within five business
that no cure period
and, in no event, sha

tion of the Arrangement, and Penn West fails to cure such breach
days after receipt of written notice thereof from Petrofund (except
shall be provided for a breach which by its nature cannot be cured
1 any cure period extend beyond July 31, 2006),

(each of the above being a "Petrofund Damages Event"), then in the event of the termination of
the Arrangement Agreement

time stipulated below, as i

:in accordance with its terms, Penn West shall pay to Petrofund at the
quidated damages in immediately available funds to an account

designated by Petrofund, an amount (the "Petrofund Termination Fee") determined as follows:

(@

if the Petrofund Termination Fee becomes payable as a result of a Petrofund Damages

Event described in (
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2), (¢) or (d) directly above, the Petrofund Termination Fee shall be




®

(©)

$70 million and sh
Petrofund Damages 1

-6 -

all be paid within one business day of the occurrence of such
“vent;

if the Petrofund Terr‘m'nation Fee becomes payable as a result of the Petrofund Damages
Event described in (b) directly above:

|
)

if the Acquisition Proposal described above, an amended version thereof or

l

another Acquisition Proposal is consummated within six months of the date that

I

the first Acquisition Proposal is publicly announced, proposed, offered or made,
the Petrofund Termination Fee shall be $70 million and shall be paid

concurrently‘

3B) if the Acqu
another Acq

that the ﬁrst‘

with such consummation; or

sition Proposal described above, an amended version thereof or
uisition Proposal is not consummated within six months of the date

i Acquisition Proposal is publicly announced, proposed, offered or

made, the Petrofund Termination Fee shall be $10 million and shall be paid upon

the expiry ofjsuch six month period; and

if the sole reason th
breach of a repres
Arrangement Agreen
paid within one busit

at the Petrofund Termination Fee becomes payable is because of a
entation or warranty that is not cured as contemplated by the
nent the Petrofund Termination Fee shall be $10 million and shall be
1ess day of the occurrence of such Petrofund Damages Event.

Following a Petrofund Damages Event but prior to payment of the applicable Petrofund
Termination Fee, Penn West‘w
in trust for Petrofund.

Penn West Damages Event

If at any time after the execu

(@)

(b)

(©

(d)

the board of directo

determinations referr

West or shall have re

a bona fide Acquisiti
Petrofund Unitholde
of the meeting of

shall be deemed to hold such applicable Petrofund Termination Fee

ion of the Arrangement Agreement and prior to its termination:

s of PC has withdrawn or changed any of its recommendations or
ed to in the Arrangement Agreement in a manner adverse to Penn
solved to do so prior to the effective date of the Arrangement;

on Proposal is publicly announced, proposed, offered or made to the
rs or to Petrofund and has not expired or been withdrawn at the time
he Petrofund Unitholders to consider the Arrangement, and the

Petrofund Unithold%,lrs do not approve the Arrangement or the Arrangement is not
submitted for their approval in the manner contemplated in this Agreement;

\
l

Petrofund accepts, recommends, approves or enters into an agreement to implement a

Superior Proposal;

Petrofund is in breac‘

‘h of any of its covenants made in the Arrangement Agreement which

breach individually or in the aggregate causes or would reasonably be expected to cause a

material adverse change with respect to Petrofund or materially impedes the completion
of the Arrangernent,” and Petrofund fails to cure such breach within five business days
after receipt of writt#:‘n notice thereof from Penn West (except that no cure period shall be
provided for a breach which by its nature cannot be cured and, in no event, shall any cure
period extend beyon“i July 31, 2006); or
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n

(e) Petrofund is in breach of any of its representations or warranties made in the
I
Arrangement Agreer”nent (without giving effect to any materiality qualifiers contained
therein) which breach individually or in the aggregate causes or would reasonably be
expected to cause a material adverse change with respect to Petrofund or materially
impedes the completion of the Arrangement, and Petrofund fails to cure such breach
within five business \days after receipt of written notice thereof from Penn West (except
that no cure period shall be provided for a breach which by its nature cannot be cured

and, in no event, shall any cure period extend beyond July 31, 2006),

(each of the above being a "Fenn West Damages Event"), then in the event of the termination of
the Arrangement Agreement in accordance with its terms, Petrofund shall pay to Penn West at the
time stipulated below, as liquidated damages in immediately available funds to an account
designated by Penn West an amount (the "Penn West Termination Fee") determined as follows:

() if the Penn West Terrmnatlon Fee becomes payable as a result of a Penn West Damages
Event described in (a) (c) or (d) directly above, the Penn West Termination Fee shall be
$70 million and shall be paid within one business day after the occurrence of such Penn
West Damages Eve n ;

(b) if the Penn West Termination Fee becomes payable as a result of the Penn West Damages
Event described in (‘t) directly above:

(A) if the Acquﬁsition Proposal described above, an amended version thereof or
another Acqlulisition Proposal is consummated within six months of the date that
the first Acquisition Proposal is publicly announced, proposed, offered or made,

the Penn West Termination Fee shall be $70 million and shall be paid
concurrently with such consummation; or

B) if the Acqulsmon Proposal described above, an amended version thereof or
another AquH.IISltlon Proposal is not consummated within six months of the date
that the first Acqu1smon Proposal is publicly announced, proposed, offered or
made, the Penn West Termination Fee shall be $10 million and shall be paid
upon the explry of such six month period; and

() if the sole reason 1hat the Penn West Termination Fee becomes payable is because of a
breach of a repre séntation or warranty that is not cured as contemplated by the

Arrangement Agreer%ent the Penn West Termination Fee shall be $10 million and shall

be paid within one business day after the occurrence of such Penn West Damages Event.

Following a Penn West Damages Event but prior to payment of the applicable Penn West
Termination Fee, Petrofund shall be deemed to hold such applicable Penn West Termination Fee
in trust for Penn West.

Termination

The Arrangement Agreement may be terminated at any time prior to the effective date of the
Arrangement:

(a) by mutual written consent of Penn West and Petrofund;

(:\040302\0192\Material Change Report 02.doc




(b)

©

il
|
]
!
|
if the conditions set
Petrofund are not, as

by Penn West upon
Penn West Damages

-8-
forth in the Arrangement Agreement in favour of Penn West and
applicable, satisfied, complied with or waived;

the occurrence of a Penn West Damages Event provided that if the
Event is that the board of directors of PC has withdrawn or changed

any of its recommendations or determinations referred to in the Arrangement Agreement

in a manner adverae“ to Penn West or shall have resolved to do so prior to the effective
date of the Arrangement the Arrangement Agreement may not be terminated by Penn

(@

West unless Petrofu
Interim Order or the |

by Petrofund upon
Petrofund Damages
changed any of its 1

Agreement in a man

nd Unitholders do not approve the Arrangement as required in the
‘Arrangement is not submitted for their approval;

he occurrence of a Petrofund Damages Event provided that if the
Event is that the board of directors of PWPL has withdrawn or
‘ecommendations or determinations referred to in the Arrangement
ner adverse to Petrofund or shall have resolved to do so prior to the

effective date of the ‘Arrangement the Arrangement Agreement may not be terminated by

Petrofund unless the
in the Interim Order

Penn West Unitholders do not approve the Arrangement as required
or the Arrangement is not submitted for their approval;
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(e) by Penn West, in the‘ event that Penn West accepts, recommends, approves or enters into
an agreement to implement a Superior Proposal in accordance with the Arrangement
Agreement, provided that Penn West has complied with its obligations set forth in the
Arrangement Agre elﬂnent and concurrently pays to Petrofund the applicable Petrofund
Termination Fee; and

® by Petrofund, in the tuevent that Petrofund accepts, recommends, approves or enters into an
agreement to 1mp1ement a Superior Proposal in accordance with the Arrangement
Agreement, prov1de<ui that Petrofund has complied with its obligations set forth in the
Arrangement Agreement and concurrently pays to Penn West the applicable Penn West

Termination Fee.

In the event of the ternnnanon of the Arrangement Agreement in the circumstances set out in
paragraphs (a) through (f) above the Arrangement Agreement shall forthwith become void and
neither party shall have any hablhty or further obligation to the other party hereunder except with
limited exceptions.

Governance ‘

After completion of the Arrangement Penn West will continue to be led by Mr. William E.
Andrew as President and Chmf Executive Officer and David W. Middleton as Executive Vice
President and Chief Operatin g Officer. Subject to the approval of Penn West's Unitholders, John
A. Brussa will lead the board of directors of Penn West as Chairman. Other directors to be
nominated for Penn West's board include William E. Andrew, James C. Smith, George H.
Brookman, Murray R. Nunn< and Thomas E. Phillips from Penn West's current board and Jeffery

E. Errico, James E. Allard and Frank Potter from Petrofund's board.
ExploreCo

ExploreCo will be a new pL‘bhc exploration focused company led by Jeffrey Newcommon, as
President and Chief Executlv\e Officer, and Glen Fisher, as Chief Operating Officer.




| 9.

Under the Arrangement, it 1< anticipated that Exploreco will have initial production in the range
of 1,500 to 2,000 boe/d md a significant undeveloped land base. The Exploreco Board of
Directors will include Jeff?ry Errico, as Executive Chairman, William Andrew, and other
members to be named at a later date.

It is also anticipated that in conjunctlon with the closing of the Arrangement, ExploreCo will seek
a listing on the Toronto Stock Exchange.

6. Reliance on Subsection 7. 1(2) or (3) of National Instrument 51-102:
Not applicable.

7. Omitted Information:
Not applicable.

8. Executive Officer:

For further information, contact William E. Andrew, President and Chief Executive Officer by
telephone at (403) 777-2502.

9. Date of Report:

April 24, 2006
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ARRANGEMENT AGREEMENT

Among

PENN WEST ENERGY TRUST
and

PENN WEST PETROLEUM LTD.
and

IPI‘]ETROFUND ENERGY TRUST

and

PETROFUND CORP.

APRIL 16, 2006

Fice No, 02-3490 2.
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ARRANGEMENT AGREEMENT

THIS ARRANGEMENT AGREEMENT is dated as of the 16™ day of April, 2006,

ROLEUM LTD.,

RGY TRUST, a trust created under the Laws of the Province of

teferred to as "Penn West")

a corporation subsisting under the Laws of the
hereinafter referred to as "PWPL")

PETROFUND ENERGY TRUST, a trust created under the Laws of the Province of

AMONG:
PENN WEST ENE
Alberta (hereinafter
AND:
PENN WEST PET
Province of Alberta
AND:
Ontario (hereinafter
AND:
PETROFUND CO
Alberta (hereinafter r
WHEREAS:
A.

teferred to as "Petrofund”)

RP., a corporation subsisting under the Laws of the Province of
eferred to as "PC")

Penn West, PWPL, Petrofund and PC wish to propose an arrangement involving PWPL,

Penn West, PC and Petrofund and thtl securityholders of PWPL, Penn West, Petrofund and PC;

B.

the Parties intend to carry out the transactions contemplated herein by way of an

arrangement under the provisions of the Business Corporations Act (Alberta); and

C. the Parties have ente
foregoing recitals and for other matte

red into this Agreement to provide for the matters referred to in the
rs relating to such arrangement.

NOW THEREFORE, in consideration of the covenants and agreements herein

contained and other good and valua
acknowledged), the Parties hereto do

1.1 Definitions

In this Agreement, u

I

ble consideration (the receipt and sufficiency of which are hereby
hereby covenant and agree as follows:

ARTICLE 1
INTERPRETATION

nless there is something in the context or subject matter inconsistent

therewith, the following defined term{s have the meanings hereinafter set forth:

"ABCA" means the Business Cor;‘worations Act, RS.A. 2000, ¢. B-9, as amended, including the

regulations promulgated thereunder;
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"Acquisition Proposal” means, with

respect to Penn West or Petrofund, any inquiry or the making of any

proposal to such Party or its unitholders from any Person which constitutes, or may reasonably be

expected to lead to (in either case wq
from such Party or its unitholders @
outstanding Penn West Rights or Pe
of a substantial amount of assets of]
merger, or consolidation involving

exchange offer, recapitalization, liq‘

ether in one transaction or a series of transactions): (i) an acquisition
f any securities of such Party (other than on exercise of currently
rofund Rights, as applicable) or its Subsidiaries; (ii) any acquisition
such Party or its Subsidiaries; (iii) an amalgamation, arrangement,
such Party or its Subsidiaries; (iv) any take-over bid, issuer bid,
uidation, dissolution, reorganization into a royalty trust or income

fund or similar transaction involving such Party or its Subsidiaries; or (v) any other transaction, the
consummation of which would or could reasonably be expected to impede, interfere with, prevent or

delay the transactions contemplatc:d‘

|

by this Agreement or the Arrangement or which would or could

reasonably be expected to materially reduce the benefits to the Other Party under this Agreement or the

Arrangement;

"Agreement", "herein", "hereof”, "hereto", "hereunder" and similar expressions mean and refer to this

arrangement agreement (including th\e schedules hereto) as supplemented, modified or amended, and not
to any particular article, section, schedule or other portion hereof;

"AMEX" means the American Stock/ Exchange;

"Applicable Canadian Securities
securities legislation of each of the

Paws" means, collectively, and as the context may require, the
iprovinces and territories of Canada, and the rules, regulations and

policies published and/or promulgated thereunder, as such may be amended from time to time prior to the

Effective Date;

"Applicable Laws", in the context tk

Person or Persons or its or their busi

having jurisdiction over the Person or

"Arrangement” has the meaning set

"Articles of Arrangement” means

at refers to one or more Persons, means the Laws that apply to such
ness, undertaking, property or securities and emanate from a Person
Persons or its or their business, undertaking, property or securities;

forth in Section 2.1;

the articles of arrangement in respect of the Arrangement required

under Subsection 193(10) of the ABCA to be sent to the Registrar after the Final Order has been granted,

giving effect to the Arrangement;

"Business Day" means a day other than a Saturday, Sunday or other than a day when banks in the City of
Calgary, Alberta are not generally open for business;

"Certificate” means the certificate or certificates or confirmation of filing which may be issued by the
Registrar pursuant to Subsection 193(11) of the ABCA giving effect to the Arrangement;

"Closing Time" shall be 8:00 a.m. (Calgary time) on the later of June 30, 2006 and the Business Day
immediately following the date the Final Order is granted, unless otherwise agreed to by Penn West and

Petrofund;

"Code" has the meaning ascribed thereto in Section 2.10;

"Combination Transactions” has the meaning ascribed thereto in Section 2.10;

"Competition Act" means the Comp

"Confidential Information” has the
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"Confidentiality Agreement" mear

Petrofund and Penn West;

"Continued Employees" has the me
"Court" means the Court of Queen's
"Effective Date” means the date the

"Effective Time" means 12:01 a.m.

1s the confidentiality agreement dated February 24, 2006 between

aning set forth in Section 2.6(a);
Bench of Alberta;

Arrangement becomes effective under the ABCA;

(Calgary time) on the Effective Date;

|

"Environmental Laws" means, with respect to any Person or its business, activities, property, assets or

undertaking, all federal, municipal o
other similar body, relating to envi

r local Laws of any Governmental Entity or of any court, tribunal or
ronmental or health matters in the jurisdictions applicable to such

Person or its business, activities, property, assets or undertaking, including legislation governing the use

and storage of Hazardous Substances),

"Exchange Ratio" has the meaning s
"ExploreCo" means 1231818 Albert:

"ExploreCo Assets" means, collecti
Assets;

"ExploreCo Common Shares" mear

"ExploreCo FinCo" means 1231834

et forth in Section 2.1(a) hereof;
a Ltd.;

vely, the Petrofund ExploreCo Assets and the Penn West ExploreCo

s common shares in the capital of ExploreCo;

Alberta Ltd.;

"ExploreCo Incentive Plan" means the share option plan of ExploreCo which will provide for the grant
of options to acquire ExploreCo Common Shares that may be granted to ExploreCo Service Providers and
which shall provide that the maximluam number of ExploreCo Common Shares issuable on exercise of
options granted and outstanding at any time thereunder shall, in the aggregate, not exceed 10% of the
outstanding ExploreCo Common Shﬂues and shall be on such other terms and conditions as the Parties

shall agree, acting reasonably;

"ExploreCo Information” means th e information to be included in the Information Circulars describing
ExploreCo and its business, operations and affairs, including the ExploreCo Common Shares, the
ExploreCo Incentive Plan and the ExploreCo Private Placement;

"ExploreCo Offered Employees" has the meaning set forth in Section 2.6 hereof;

"ExploreCo Private Placement” means the proposed private placement to be completed by ExploreCo
FinCo prior to the completion of the Arrangement as described in Section 4.1, the terms of which shall be
agreed by the Parties, acting reasonab‘ly, prior to the mailing of the Information Circulars;

"ExploreCo Private Placement Warrants" means purchase warrants to be issued as part of the
ExploreCo Private Placement which will entitle the holder thereof to acquire ExploreCo Common Shares

following the completion of the Arran gement;

"ExploreCo Service Providers" means the directors, officers, employees and other service providers to
ExploreCo;
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"Final Order” means the order of the Court approving the Arrangement pursuant to Subsection 193(9) of
the ABCA in respect of the Penn ‘West Unitholders, the Petrofund Unitholders, Penn West, PWPL,
Petrofund, PC, ExploreCo, Exploreq o FinCo and MFCorp, as such order may be affirmed, amended or
modified by any court of competent jurisdiction;

"GAAP" has the meaning ascribed thereto in Section 1.7;

|

"GLJ" means GLJ Petroleum Consul\\tants Ltd. (previously Gilbert Laustsen Jung Associates Ltd.);

"Governmental Entity" means any (a) multinational, federal, provincial, state, regional, municipal, local
or other government or any gov;e;:mrnental or public department, court, tribunal, arbitral body,
commission, board, bureau or agency, (b) any subdivision, agent, commission, board or authority of any
of the foregoing, or (c) any quasi-go%ernmental or private body exercising any regulatory, expropriation

or taxing authority under or for the acﬂcount of any of the foregoing;

"Hazardous Substances" means any pollutant, contaminant, waste of any nature, hazardous substance,
hazardous material, toxic substance, dangerous substance or dangerous good as defined, judicially
interpreted or identified in any Environmental Laws;

"Information Circulars" means the Petrofund Information Circular and the Penn West Information
Circular;

"Interim Order" means an interim|order of the Court concerning the Arrangement under Subsection
193(4) of the ABCA in respect of the Penn West Unitholders, the Petrofund Unitholders, Penn West,
PWPL, Petrofund, PC, ExploreCo, E:ﬁlcploreCo FinCo and MFCorp, containing declarations and directions
with respect to the Arrangement and the holding of the Penn West Meeting and the Petrofund Meeting, as
such order may be affirmed, amended or modified by any court of competent jurisdiction;

"ITA" means the Income Tax Act (Canada), including the regulations thereunder, as amended;

"Laws" means all laws, statutes, regulations, by-laws, statutory rules, orders, ordinances, protocols,
codes, guidelines, notices, directions (including all Applicable Canadian Securities Laws and U.S.
Securities Laws), and terms and conditions of any grant of approval, permission, authority or license of
any court, Governmental Entity, stlitutory body or self-regulatory authority (including the TSX, the

AMEX and the NYSE, as applicable);

>

"Mailing Date" has the meaning ascrHibed thereto in Section 3.3(g);

"Material Adverse Change" or "Material Adverse Effect" means, with respect to any Person, any
matter or action that has an effect or‘change that is, or would reasonably be expected to be, material and
adverse to the business, operations, assets, capitalization, financial condition or prospects of such Person
and its Subsidiaries, taken as a whole, other than any matter, action, effect or change relating to or
resulting from: (i) general economic, financial, currency exchange, securities or commodity prices in
Canada or elsewhere, (i1) conditions 1affect;ing the oil and gas exploration, exploitation, development and
production industry as a whole, and not specifically relating to any Person and/or its Subsidiaries,

including changes in Tax Laws, (ii1)
basis, (iv) any matter which has been
Party as of the date hereof, or (v) a
Agreement or consented to or approv
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"Material Subsidiaries” means, wi
West), and with respect to Petrofi
Alternative Energy Ltd.;

tth respect to Penn West, the Penn West Parties (other than Penn
ind, the Petrofund Parties (other than Petrofund) and Petrofund

"Merger Resolution” means, in resp ect of the Penn West Meeting, a special resolution in respect of the
Arrangement to be considered at r_he Penn West Meeting, and in respect of the Petrofund Meeting, a
special resolution in respect of the %rrangcment to be considered at the Petrofund Meeting, as the case
may be, which special resolutions sha}ll in each case, include approvals in respect of the Arrangement, the
ExploreCo Private Placement and the ExploreCo Incentive Plan and, in addition, in respect of the Penn
West Meeting, shall include the election of the Petrofund Nominees to the board of directors of PWPL;

"MFCorp" has the meaning set forth
"NYSE" means the New York Stock!|

"Other Party"” means with respect
Party(ies) and, with respect to the app

in Section 2.4;

Exchange;

to the applicable Penn West Party(ies), the applicable Petrofund
licable Petrofund Party(ies), the applicable Penn West Party(ies);

"Parties” means, collectively, the partles to this Agreement, and "Party” means any one of them, or

where implied by the context, means

the Penn West Parties or the Petrofund Parties, as the case may be;

"PC" means Petrofund Corp., a corporation incorporated under the ABCA;

|

"PC NPI Agreement” means the arnended and restated net profits interest agreement dated November 8,
2005 and made effective October 1, 2005 between PC and Petrofund;

"Penn West" means Penn West Energy Trust, an open-ended unincorporated investment trust established
under the laws of the Province of Alberta pursuant to the Penn West Trust Indenture;

"Penn West Administration Agreement” means the administration agreement dated May 31, 2005

between PWPL and the Penn West Tr“ustee;

"Penn West Balance Sheets" has the

"Penn West Board of Directors"”
time to time;

"Penn West Credit Facilities" mean
facility with an aggregate borrowing
million operating facility;

"Penn West Damages Event" has the

"Penn West Disclosure Letter” mea

PWPL to Petrofund;
"Penn West DRIP" means the distrib
"Penn West Employees” means the e

"Penn West ExploreCo Assets" mea

ExploreCo pursuant to the Penn We
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meaning ascribed thereto in Section 5.1(p);

means the board of directors of PWPL as it may be comprised from

s the unsecured, extendible, three year revolving syndicated credit
limit of $1,170 million that expires on May 31, 2008, plus a $50
meaning set forth in Section 7.1;

ns the disclosure letter dated the date hereof from Penn West and

ution reinvestment and optional unit purchase plan of Penn West;
mployees of Penn West or its Subsidiaries;

ns the assets to be transferred directly or indirectly by Penn West to
st ExploreCo Conveyance Agreement, the final determination of




which assets shall be agreed by the PHarties, acting reasonably, as soon as reasonably practicable following
the date hereof and in any event prior to the mailing of the Information Circulars;

"Penn West ExploreCo Conveyam‘
effecting the sale of the Penn Wes

Common Shares;

e Agreement” means the agreement to be dated the Effective Date
t ExploreCo Assets to ExploreCo in consideration for ExploreCo

"Penn West Financial Statements"| means, collectively, the audited comparative consolidated financial
statements of Penn West as at and for the years ended December 31, 2005 and 2004, together with the

_ I
notes thereto and the auditors' report thereon;

|

"Penn West Incentive Plan" means Fhe unit rights incentive plan of Penn West;

the information included in the Penn West Information Circular
s, operations and affairs and the matters to be considered at the Penn

)

"Penn West Information" means
describing Penn West and its busines
West Meeting; l
"Penn West Information Circular{ means the information circular of Penn West to be sent by Penn
West to the Penn West Unitholders in connection with the Penn West Meeting, which, unless otherwise
determined by Penn West and Petrofllmd shall be part of a joint information circular that shall also be sent
to Petrofund Unitholders in connection with the Petrofund Meeting;

"Penn West Material Agreements'}
Note Indentures, the Penn West Admr
West Partnership Agreement;

means, collectively, the Penn West Trust Indenture, the Penn West
iinistration Agreement, the Penn West NPI Agreement and the Penn

"Penn West Meeting" means the Sp ecial meeting of Penn West Unitholders to be held to consider the

Merger Resolution and related matters, and any adjournment(s) thereof;

"Penn West Note Indentures means the Note Indenture dated May 31, 2005 between Penn West
AcquisitionCo Inc. (now PWPL) and‘; CIBC Mellon Trust Company, providing for the issuance of interest
bearing, unsecured, subordinated prormssory notes of Penn West AcquisitionCo Inc. and the Note

Indenture dated May 31, 2005 between PWPL and CIBC Mellon Trust Company providing for the

\
issuance of interest bearing, unsecure‘d subordinated promissory notes of PWPL;

"Penn West Notes" means the promissory notes issued pursuant to the Penn West Note Indentures;

"Penn West NPI Agreement” mea;
Penn West and PWPL;

ns the net profits interest agreement dated May 31, 2005 between

"Penn West Parties” means, collfﬂctively and taken as a whole, Penn West, PWPL and Trocana
Resources Inc., each a direct or indirect wholly-owned Subsidiary of Penn West, and "Penn West Party"
means any one of them;

"Penn West Partnership Agreement” means the amended and restated partnership agreement dated

May 31, 2005 between PWPL, Trocana Resources Inc. and Northern Reef Exploration Ltd. (now

amalgamated with PWPL) and Penn West Exploration Ltd. (now amalgamated with PWPL);

"Penn West Plans” has the meaning

"Penn West Report" has the meanin
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ascribed thereto in Section 5.1(w);

g ascribed thereto in Section 5.1(bb);




"Penn West Rights" means the rights to acquire Penn West Units issued under the Penn West Incentive

Plan;

"Penn West Savings Plan" means

contributions and Penn West contribu

"Penn West Support Agreements”

officers of PWPL which agreements

vote in favour of the Arrangement;

"Penn West Trustee" means CIBC
West Trust Indenture;

the employee trust unit savings plan pursuant to which employee
tions are used to acquire Penn West Units from treasury;

means the support agreements to be entered into by the directors and
provide that, among other things, such Penn West Unitholders will

Mellon Trust Company, in its capacity as the trustee under the Penn

"Penn West Trust Indenture” means the amended and restated trust indenture dated May 31, 2005

between the Penn West Trustee and

PWPL, as such indenture may be further amended by supplemental

indentures from time to time or as may be amended and restated from time to time;

"Penn West Unitholders" means the

"Penn West Units" means the trust u

holders of issued and outstanding Penn West Units;

nits of Penn West;

"Person" includes any individual, firm, partnership, joint venture, venture capital fund, association, trust,

trustee, executor, administrator, lega
unincorporated association or organiz

having legal status;

personal representative, estate group, body corporate, corporation,
ation, Governmental Entity, syndicate or other entity, whether or not

"Petrofund” means Petrofund Energy Trust, an open-ended unincorporated investment trust established
under the laws of the Province of Ontario pursuant to the Petrofund Trust Indenture;

"Petrofund Balance Sheets" has the meaning ascribed thereto in Section 5.2(p);

"Petrofund Board of Directors" means the board of directors of PC as it may be comprised from time to

time;

"Petrofund Credit Facilities" mean

aggregate borrowing limit of $590
working capital operating facility, as
Agreement and prior to the Effective

"Petrofund Damages Event" has the

"Petrofund Disclosure Letter” mear

to Penn West;

"Petrofund DRIP" means the distribi
"Petrofund Employees"” means the e

"Petrofund Employment Agreemen

senior officers;

"Petrofund Exchangeable Sharehol
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s Petrofund's secured revolving syndicated credit facility with an
million that expires April 28, 2006, plus a $50 million revolving
such facility may be extended or amended following the date of this
Date,;

meaning set forth in Section 7.2;

s the disclosure letter dated the date hereof from Petrofund and PC

1tion reinvestment and optional unit purchase plan of Petrofund;
mployees of Petrofund or its Subsidiaries;

ts" means the employment agreements between PC and each of its

ders" means holders of Petrofund Exchangeable Shares;




"Petrofund Exchangeable Shares" means the non-voting exchangeable shares in the capital of PC;

"Petrofund ExploreCo Assets” means the assets to be transferred directly or indirectly by Petrofund to
ExploreCo pursuant to the Petroﬁuﬂld ExploreCo Conveyance Agreement, the final determination of
which assets shall be agreed by the Pftrties, acting reasonably, as soon as reasonably practicable following

the date hereof and in any event prior to the mailing of the Information Circulars;

"Petrofund ExploreCo Conveyance Agreement” means the agreement to be dated the Effective Date
effecting the sale of the Petrofund| ExploreCo Assets to ExploreCo in consideration for ExploreCo
Common Shares;

"Petrofund Financial Statements"” means, collectively, the audited comparative consolidated financial

statements of Petrofund as at and fqr the years ended December 31, 2005 and 2004, together with the

notes thereto and the auditors’ report thereon;

"Petrofund Incentive Plans" means,‘tcollectively, the Petrofund LTIP, the Petrofund Restricted Unit Plan
and the Petrofund Unit Rights Incentive Plan;

"Petrofund Information Circular")means the management proxy circular of Petrofund to be sent by
Petrofund to the Petrofund Unitholders in connection with the Petrofund Meeting, which, unless
otherwise determined by Penn Westi and Petrofund, shall be part of a joint information circular which
shall also be sent to Penn West Unitholders in connection with the Penn West Meeting;

"Petrofund Information" means the information included in the Petrofund Information Circular
describing Petrofund and its busine‘s, operations and affairs and the matters to be considered at the

Petrofund Meeting;

"Petrofund LTIP" means Petrofund’s long term incentive plan approved by the Petrofund Board of
Directors on February 17, 2004,

"Petrofund Material Agreements" means, collectively, the Petrofund Trust Indenture; the AVT Trust
Indenture, and the Petrofund NPI Agfcements;

"Petrofund Meeting" means the sphacial meeting of Petrofund Unitholders to be held to consider the
Merger Resolution and related matters, and any adjournment(s) thereof;

"Petrofund Nominees" has the meaning set forth in Section 3.3(c) hereof;

"Petrofund NPI Agreements" means, collectively, the PC NPI Agreement and AVT NPI Agreement;
"Petrofund Parties" means, collecti ‘vely and taken as a whole, Petrofund and PC, AVT and Petrofund
Alternative Energy Ltd., each a direct or indirect wholly-owned Subsidiary of Petrofund, and "Petrofund
Party" means any one of them;
"Petrofund Plans" has the meaning ascribed thereto in Section 5.2(w);

"Petrofund Report" has the meaning ascribed thereto in Section 5.2(bb),

"Petrofund Restricted Unit Plan" means the restricted unit plan of PC approved by the Petrofund Board
of Directors on February 17, 2004;
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"Petrofund Rights" means, collectively, all rights to receive or acquire Petrofund Units under the
Petrofund Incentive Plans;

"Petrofund Securities" means, collectively, the Petrofund Units and the Petrofund Exchangeable Shares;

"Petrofund Securityholders"” means, collectively, the Petrofund Unitholders and the Petrofund
Exchangeable Shareholders;

"Petrofund Special Distribution" means a special cash distribution to be declared on the Petrofund Units
provided that the Merger Resolution“is approved by the Petrofund Unitholders at the Petrofund Meeting
and the Penn West Unitholders at the Penn West Meeting, in the amount of Cdn. $1.00 per Petrofund
Unit, and payable to Petrofund Unitholders of record as of the business day immediately preceding the
Effective Date;

"Petrofund Support Agreements” 1
officers of PC which agreements pro
in favour of the Arrangement and
Petrofund Exchangeable Shares held

neans the support agreements to be entered into by the directors and
vide that, among other things, such Petrofund Unitholders will vote
any holders of Petrofund Exchangeable Shares will exchange all
by them for Petrofund Units prior to the Effective Date;

"Petrofund Trustee" means Compt
under the Petrofund Trust Indenture;

itershare Trust Company of Canada, in its capacity as the trustee

"Petrofund Trust Indenture” means the amended and restated trust indenture dated as of November 16,
2004 between the Petrofund Trustee and PC, as may be amended, supplemented or restated from time to
time;

"Petrofund Unitholders” means the ‘holders from time to time of Petrofund Units;

|
"Petrofund Unit Rights Incentive l?‘"lan" means the incentive plan established by Petrofund on January
30, 2001, authorizing the issuance of options to acquire Petrofund Units to directors, senior officers,

employees and consultants of PC and|certain related parties;

"Petrofund Units" means the trust ur
"Plan of Arrangement" has the mear

"PP" means Penn West Partnership, t]

its of Petrofund,
1ing set forth in Section 2.1(b) hereof;

he partners of which are PWPL and Trocana Resources Inc.;

"Public Record" means all informuti”on filed by either Penn West or Petrofund, as the case may be, after
December 31, 2004 with any securi‘ties commission or similar regulatory authority in compliance, or
intended compliance, with any Applicable Canadian Securities Laws;

"PVT" means Petrofund Ventures Trust, a wholly-owned subsidiary trust of Petrofund;

"PVT NPI Agreement" means the amended and restated net profits agreement dated November 8, 2005
and made effective October 1, 2005 b\stween PC, as trustee of PVT, and Petrofund;

| . .
"PVT Trust Indenture" means the trust indenture dated August 31, 1997 between Maximum Holdings

Trust and The Trust Company of Bank of Montreal, and any amendments thereto;

"PWPL" means Penn West Petroleum Ltd., a corporation amalgamated under the ABCA;
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"Receiving Party" has the meaning ascribed thereto in Section 3.4(c);

"Receiving Party Securities" has the meaning ascribed thereto in Section 3.4(c);

"Registrar" means the Registrar of Corporations for the Province of Alberta duly appointed under the
ABCA;

"Responding Party" has the meaning ascribed thereto in Section 3.4(c);
"SEC" means the United States Securities and Exchange Commission;

"Securities Authorities" means the securities commissions or similar securities regulatory authorities in
each of the Provinces of Canada,

"Subsidiary" has the meaning ascribed thereto in the Securities Act (Alberta) (and, for greater certainty,
includes all partnerships (general or| limited) and trusts directly or indirectly owned by Penn West or
Petrofund, as the case may be);

"Superior Proposal” has the meaning set forth in Section 3.4(b)(v)(A);

"Tax" or "Taxes" shall mean all tax FS’ however denominated, including any interest, penalties or other
additions that may become payable in respect thereof, imposed by any federal, territorial, state, local or
foreign government or any agency or political subdivision of any such government, which taxes shall
include, without limiting the generality of the foregoing, all income or profits taxes (including, but not
limited to, federal income taxes and jprovincial income taxes), payroll and employee withholding taxes,
unemployment insurance, social insg‘flrance taxes, sales and use taxes, ad valorem taxes, excise taxes,
franchise taxes, gross receipts taxes, Fusiness license taxes, occupation taxes, real and personal property
taxes, stamp taxes, environmental taxes, transfer taxes, capital taxes, workers compensation and other
governmental charges, and other obl%gations of the same or of a similar nature to any of the foregoing,
which Penn West or Petrofund (or any of their respective Subsidiaries), as the case may be, is required to

pay, withhold, remit or collect;

"Tax Returns” shall mean all reports, estimates, elections, designations, forms, declarations of estimated
tax, information statements and returns relating to, or required to be filed in connection with, any Taxes;

"TSX" means the Toronto Stock Exchange;
"U.S. Exchange Act" means the United States Securities Exchange Act of 1934, as amended;
"U.S. Securities Act" means the Urited States Securities Act of 1933, as amended; and

"U.S. Securities Laws" means the f‘ederal and state securities legislation of the United States and all
rules, regulations and orders promulgated thereunder, as amended from time to time.

1.2 Interpretation Not Affected by Headings, etc.

The division of this ,}greement into articles, sections and subsections is for convenience
of reference only and does not affect the construction or interpretation of this Agreement. The terms "this

Agreement”, "hereof’, "herein” an% "hereunder” and similar expressions refer to this Agreement
(including the schedules attached h(:rEH:to) and not to any particular article, section or other portion hereof
and include any agreement or instrument supplementary or ancillary hereto.
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1.3 Number, etc.

Words importing the singular number include the plural and vice versa, words importing
the use of any gender include all genders, and words importing persons include firms and corporations
and vice versa.

1.4 Date for Any Action

If any date on which|any action is required to be taken hereunder by any of the Parties is
not a Business Day and a business day in the place where an action is required to be taken, such action is
required to be taken on the next succeeding day which is a Business Day and a business day, as
applicable, in such place.

1.5 Entire Agreement
This Agreement a.ndl the Confidentiality Agreement together with the agreements and
documents herein and therein referred to, constitute the entire agreement among the Parties pertaining to

the subject matter hereof and su%ersede all prior agreements, understandings, negotiations and
discussions, whether oral or written, among the Parties with respect to the subject matter hereof.

1.6 Currency

All sums of money that are referred to in this Agreement are expressed in lawful money
of Canada.
1.7 Accounting Matters

|

Unless otherwise stated, all accounting terms used in this Agreement shall have the

meanings attributable thereto under (%anadlan generally accepted accounting principles ("GAAP") and all
determinations of an accounting nature are required to be made shall be made in a manner consistent with

GAAP.

1.8 Disclosure in Writing

Reference to disclosure in writing herein shall, in the case of disclosure to Penn West,
include disclosure to Penn West or it‘s representatives, or in the case of disclosure to Petrofund, include
disclosure to Petrofund or its representatives.

H

19 Interpretation Not Affected by Party Drafting

The Parties hereto acknowledge that their respective legal counsel have reviewed and
participated in settling the terms of th1s Agreement, and the Parties agree that any rule of construction to
the effect that any ambiguity is to be resolved against the drafting party will not be applicable in the
interpretation of this Agreement.

1.10 Trust Power and Capacity

In this Agreement references to the power and capacity of Penn West and Petrofund, as
the case may be, are deemed to be references to that of the Penn West Trustee and the Petrofund Trustee,

]
or their respective duly authorized c}‘elegates or agents, pursuant to the power and capacity of trustees
generally under the Laws of the Province of Alberta and the Laws of the Province of Ontario in relation to

250480\766186.vi1




the Penn West Trustee and the Petro
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Fund Trustee, respectively, and pursuant to the powers of the trustees

specified in the Penn West Trust Indenture and Petrofund Trust Indenture, respectively.

21

(a)

(b)

()
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ARTICLE 2
THE ARRANGEMENT

Plan of Arrangement

The Parties agree to carry out an arrangement under Section 193 of the ABCA (the
"Arrangement"), pursuant to which:

h

1) holders of Petrofund Units shall receive, for each Petrofund Unit, 0.600 of a Penn
West Unit (the 'Exchange Ratio"); and

(ii) holders of Petrof‘}md Units and Penn West Units shall receive ExploreCo Common
Shares on the basis of 0.20 of an ExploreCo Share for each Penn West Unit and 0.12
of an ExploreCo Share for each Petrofund Unit; and

The Arrangement shall be structured:

) to allow Petrofun“:i Unitholders to receive Penn West Units on a tax-deferred basis for
Canadian and United States income tax purposes; and

(1) such that the issuance of the Penn West Units and the ExploreCo Common Shares

under the Arrang

ement qualifies for the exemption from registration provided by
Section 3(a)(10) o

f the United States Securities Act of 1933, as amended.
Following the execution |of this Agreement and prior to obtaining the Interim Order, the
Parties acting reasonably and in good faith, shall agree to the terms of a plan of arrangement to
implement the Arranger%ent (the "Plan of Arrangement"), having regard to relevant
securities, corporate and trust laws, and regulatory, stock exchange and tax considerations, and
shall amend and restate th‘ls Agreement to the extent necessary in order to achieve a mutually

agreeable structuring of

the Arrangement and to attach the Plan of Arrangement to this

Agreement as a schedule hereto.

Each of Penn West and P
jointly file, proceed wit
providing for, among othe
Petrofund Meeting, which

WPL on the one hand and Petrofund and PC on the other hand will
h and diligently prosecute an application for an Interim Order
r things, the calling and holding of the Penn West Meeting and the
shall be held concurrently on the same date, if practicable, for the

purpose of considering ar

“1d if deemed advisable, approving the Merger Resolution and the

other matters to be considered at the Penn West Meeting and the Petrofund Meeting. Provided
all necessary approvals Hfor the Merger Resolution are obtained from the Penn West
Unitholders and the Petrofund Unitholders, each of Penn West and PWPL on the one hand and
Petrofund and PC on the\other hand shall submit the Arrangement to the Court and jointly
apply for the Final Order. Upon issuance of the Final Order and subject to the conditions
precedent in Article 6, each of Penn West and PWPL on the one hand and Petrofund and PC
on the other hand shall forthwith proceed to file the Articles of Arrangement, the Final Order
and such other documents as may be required to give effect to the Arrangement with the
Registrar pursuant to Subsection 193(9) of the ABCA, whereupon the transactions comprising
the Arrangement shall occ“‘ur and shall be deemed to have occurred in the order set out therein
without any further act or formality.




2.2

(a)

(b)
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Interim Order
The Interim Order shall provide that:

for the purpose of the Penn West Meeting:

(1) the securities of Iﬂ‘enn West for which holders shall be entitled to vote on the Merger
Resolution and th‘e other matters to be considered at the Penn West Meeting shall be
the Penn West Un‘its;

(i1) each Penn West Unitholder being entitled to one vote for each Penn West Unit held by
such holder; and

(if)  the requisite majority for the approval of the Merger Resolution shall be two-thirds of

the votes cast by the Penn West Unitholders present in person or by proxy at the Penn
West Meeting;

for the purpose of the Petrofund Meeting:

(1) the securities of P‘etrofund for which holders shall be entitled to vote on the Merger
Resolution and the other matters to be considered at the Petrofund Meeting shall be
the Petrofund Units;

(11) each Petrofund Unitholder being entitled to one vote for each Petrofund Unit held by
such holder; and

(iti)  the requisite majority for the approval of the Merger Resolution shall be two-thirds of

the votes cast by‘ the Petrofund Unitholders present in person or by proxy at the

Petrofund Meeting.
Information Circuolars and Meetings

As promptly as practical 1””ollowing the execution of this Agreement and in compliance with
the Interim Order and applicable corporate, trust and securities Laws:

(i) Penn West and PWPL shali:

(A) prepare the Penn West Information Circular and cause such circular to be
mailed to|the Penn West Unitholders and filed with applicable regulatory
authoritiesw and other governmental authorities in all jurisdictions where the
same are required to be mailed and filed; and

(B) convene the Penn West Meeting; and

(1) Petrofund and PC shall:

(A)  prepare the Petrofund Information Circular and cause such circular to be
mailed to)the Petrofund Unitholders and filed with applicable regulatory
authorities| and other governmental authorities in all jurisdictions where the
same are required to be mailed and filed; and

B) convene the Petrofund Meeting.
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(a)

(a)

(b)

(©)

(a)
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MFCorp

Prior to the Effective Dat
the ABCA ("MFCorp"){
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e, Penn West shall cause a new corporation to be incorporated under
MFCorp shall have such provisions included in its articles of

incorporation as may be agreed by Penn West and Petrofund, acting reasonably. Prior to the
Effective Time, Penn W<‘:st shall not cause or permit MFCorp to: (i) issue any securities or
enter into any agreements to issue or grant options, warrants or rights to purchase any of its

securities except for the i

(ii) carry on any business,

suance of a nominal number of common shares on incorporation, or
enter into any transaction or effect any corporate act whatsoever,

other than as contemplated herein or as reasonably necessary to carry out the transactions

contemplated by the Pla

Petrofund.
ExploreCo

Prior to the mailing of

n of Arrangement unless previously consented to in writing by

‘the Information Circulars, the Parties shall cause ExploreCo and

ExploreCo FinCo to be ihncorporated under the ABCA. Each of ExploreCo and ExploreCo
FinCo shall have such provisions included in its articles of incorporation as may be agreed by
the Parties, acting reasoﬁably. Prior to the Effective Time, the Parties shall not cause or

permit ExploreCo or Exp
to issue or grant options
issuance of a nominal n
business, enter into any

contemplated herein or as

oreCo FinCo to: (i) issue any securities or enter into any agreements
warrants or rights to purchase any of its securities except for the
umber of common shares on incorporation, or (ii) carry on any
transaction or effect any corporate act whatsoever, other than as
reasonably necessary to carry out the transactions contemplated by

the Plan of Arrangement unless previously agreed in writing by the Parties. The Parties agree

[

that, for tax planning purposes, a corporation with existing tax losses may be used as

ExploreCo, and, in such event, the Parties agree to amend and restate this Agreement and the

Plan of Arrangement to ¢

|
corporation in the structu“

reasonable efforts to orga

public company reporting

he extent reasonably required in order to facilitate the use of such
re of the Arrangement. The Parties also agree to use commercially
nize and structure ExploreCo so as to maximize efficiencies in the
obligations of ExploreCo in Canada and the United States (if any).

Pursuant to the Arrangement, the Penn West ExploreCo Conveyance Agreement and the

Petrofund ExploreCo Co

nveyance Agreement, the Penn West ExploreCo Assets and the

Petrofund ExploreCo Assets will be transferred to ExploreCo.

Prior to the mailing of the Information Circulars, the Parties shall agree, acting reasonably, on

the composition of the board of directors of ExploreCo. The initial senior management of

ExploreCo will be draw% from existing senior management of Petrofund with Jeffrey D.
Newcommon as President and Chief Executive Officer and Glen Fischer as Chief Operating

Officer.
Employees

Not less than one week prior to the Effective Date, the Parties shall agree on the employees of
Penn West and Petrofund who will be offered employment by ExploreCo (the "ExploreCo
Offered Employees") od terms and conditions acceptable to the Parties, acting reasonably.
The employment of all Petrofund Employees who are not ExploreCo Offered Employees (the

"Continued Employees' ) may be continued by Penn West or one of its Subsidiaries
following the Effective Time on terms and conditions substantially similar, in the aggregate, to
the terms and conditions on which they are currently employed and after taking into account
participation by the Conti‘nued Employees in the Penn West Incentive Plan and the Penn West
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Savings Plan, such that their overall compensation remains substantially the same after the
Effective Time.

(b)

In the event that the emiployment of any Petrofund Employee who will not be an ExploreCo

Offered Employee is not ‘eontinued as a Continued Employee, such employee shall be entitled,
upon completion of the Arrangement to the payment of a severance payment in amount to be

agreed by the Parties, ac t1ng reasonably.

|

The Parties acknowledge that the Arrangement will result in a "change of control” for
purposes of the Petrofund Incentive Plans (with the result that all Petrofund Rights thereunder
shall fully vest and be fully exercisable in connection with the Arrangement) and executive

and employee (if applic a{)le) employment and "change of control” agreements. The Parties

further acknowledge that the Arrangement will not result in a "change of control" for purposes

of the Penn West Incentive Plan and executive and employee (if applicable) employment and
"change of control” agre er‘nents

()

2.7 Completion of Transactions

Penn West shall caus
the Plan of Arrangement. Penn West
to complete the transactions contemp

e MFCorp to complete the transactions contemplated herein and in
and Petrofund shall cause each of ExploreCo and ExploreCo FinCo
ated herein and in the Plan of Arrangement.

2.8 Effective Date

The Arrangement shall become effective at the Effective Time on the Effective Date. The
Parties shall use their reasonable commercial efforts to cause the Effective Date to occur on or about June
30, 2006 or as soon thereafter as rel'[isonably practicable and in any event by July 31, 2006; provided,
however that, in the event that the Penn West Trustee determines not to change Penn West's distribution

record date in June 2006 such that itloccurs prior to June 30, 2006, the Parties shall use their reasonable
commercial efforts to cause the Effective Date to occur after June 30, 2006 and prior to Petrofund's
distribution record date in July 2006.

29 Petrofund Special Distribution

Provided that the Merger Resolution is approved by the Petrofund Unitholders at the
Petrofund Meeting and the Penn Wes% Unitholders at the Penn West Meeting, Petrofund shall declare and
pay to the Petrofund Unitholders prior to the Effective Date the Petrofund Special Distribution plus an

additional amount of $0.10 per Petr

payment dates of Petrofund and Penn

West's distribution record date in J un“

or after Penn West's distribution recorI

2.10

United States Tax C‘

ofund Unit as compensation for the difference in the distribution
West in the event that the Effective Date occurs either after Penn
e 2006 but prior to Petrofund's distribution record date in July 2006
d date in July 2006.

onsiderations

The Parties intend 1hat the series of transactions to be conducted pursuant to the Plan of
Arrangement ("Combination Transactions' "), considered together as a single integrated transaction for

|

United States federal income tax purposes, will qualify as a "reorganization" within the meaning of

Section 368(a)(1) of the U.S. Inte

mal Revenue Code (the

"Code"). This Agreement is intended to

constitute a "plan of reorganization” w1th1n the meaning of Treasury Regulation Section 1.368-2(g). Each

Party agrees that it shall (a) treat the
federal income tax purposes, (b) treat
qualifies as a "reorganization” within
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,ombmatlon Transactions as a single integrated transaction for U.S.
the Combination Transactions as a single integrated transaction that
the meaning of Section 368(a)(1) of the Code, and (c) retain such
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records and file such information as is required to be retained and filed pursuant to Treasury Regulation
Section 1.368-3 in connection with the Combination Transactions. Excluding the transactions
contemplated by this Agreement amd\the Plan of Arrangement, no Party shall take any action, fail to take
any action, cause any action to be taken or cause any action to fail to be taken that could reasonably be
expected to prevent the Combination| Transactions, considered together as a single integrated transaction,
from qualifying as a "reorganization”|within the meaning of Section 368(a)(1) of the Code with respect to
Petrofund and the Petrofund Unitholders.

2.1 Post-Closing Wind-up

Provided the Arrangement is completed, unless it is determined by the Parties that is it is
not necessary to effect the intention of the Parties set forth in Section 2. 10, Penn West shall completely
dissolve Petrofund and MFCorp as éoon as reasonably practicable after the Effective Date and in any
event within twelve (12) months followmg the Effective Date, and Penn West shall cause each of

Petrofund and MFCorp not to engage in any business following the Effective Date.

ARTICLE 3
COVENANTS

|
31 Covenants of Penn \‘IVest and PWPL
From the date hereoﬂ until the Effective Date or termination of this Agreement, except
with the prior written consent of Petrofund (such consent not to be unreasonably withheld or delayed),
and except as otherwise expressly permitted or specifically contemplated by this Agreement (including
the Plan of Arrangement) or required by Applicable Laws:

|

(a) Penn West's affairs and the business of PWPL and each of its other Subsidiaries shall be

conducted only in the ustal and ordinary course consistent with past practices (for greater
certainty, where it is an op“erator of any property, it shall operate and maintain such property in
a proper and prudent manner in accordance with good industry practice and the agreements
governing the ownership and operation of such property) and it shall use all commercially
reasonable efforts to maiftain and preserve its business, assets and advantageous business
relationships, provided thgt it shall be entitled and authorized to comply with all pre-emptive
rights, first purchase nghts or rights of first refusal that are applicable to its assets and that
become operative by virtug of this Agreement or any of the transactions contemplated by this

Agreement;

(b) Penn West shall not directl‘y or indirectly do or permit to occur any of the following: (1) amend
its constating documents, ((ii) declare, set aside or pay any dividend or other distribution or
payment (whether in cashj trust units, shares or property) in respect of its outstanding trust
units other than regular rnonthly cash distributions on the Penn West Units of an amount equal
to $0.34 per Penn West Umt (iii) make any change to the days upon which it normally
declares distribution recorg dates and distribution payment dates in respect of monthly cash
distributions, except that Benn West shall be entitled to change its distribution record date in
June 2006 such that it occurs prior to the Effective Date (if the Effective Date occurs after the
distribution record date for]g Petrofund in June 2006), or to change its distribution record date in
July 2006 such that it oceurs prior to the Effective Date (if the Effective Date occurs after the
distribution record date for Petrofund in July 2006), (iv) issue, grant, sell or pledge or agree to
issue, grant, sell or pledg)p any trust units or other securities of Penn West or any of its
Subsidiaries (other than to|Penn West or any of its Subsidiaries), including, without limitation
securities convertible into or exchangeable or exercisable for, or otherwise evidencing a right

to acquire, trust units of Penn West (other than on exercise of currently outstanding Penn West
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(d)

(e)
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Rights or to employees hired after the date hereof (in a manner consistent with past practice)
or pursuant to the Penn West DRIP), (v) redeem, purchase or otherwise acquire any of its
outstanding trust units or other securities, other than redemptions required pursuant to the
Penn West Trust Indentur”e, (vi) split, combine or reclassify any of its trust units, (vii) adopt a
plan of liquidation or |resolutions providing for the liquidation, dissolution, merger,
consolidation or reorganfzation of Penn West, or (viii) enter into or modify any contract,

agreement, commitment or arrangement with respect to any of the foregoing;

Penn West will not, and w
of the following: (i) sell,
the ordinary course of bu

‘ill not permit any of its Subsidiaries to, directly or indirectly, do any
pledge, dispose of or encumber any assets, except for production in
Siness, for consideration in excess of $25 million individually or in

the aggregate, (ii) expend
excess of $25 million in
expenditures are set forth

or commit to expend amounts in respect of capital expenses in
dividually or in the aggregate, except to the extent that such

]‘ in the capital budget of Penn West disclosed to Petrofund prior to

the date hereof, (iii) expend or commit to expend any amounts with respect to any operating
expenses other than in the ordinary course of business or pursuant to the Arrangement and
other transactions conternplated by this Agreement, (iv) reorganize, amalgamate, merge or

otherwise combine Penn Vl\/est or any of its Subsidiaries with any other Person, (v) acquire (by
merger, amalgamation, co‘“nsolidation or acquisition of shares or assets) any corporation, trust,
partnership or other busiruxess organization or division thereof, which is not a Subsidiary or
affiliate of Penn West, or make any investment therein either by purchase of shares or
securities, contributions of capital or property transfer, with an acquisition cost in excess of

$25 million individually or in the aggregate, (vi) acquire any assets with an acquisition cost in
excess of $25 million ir?dividually or in the aggregate, (vii)incur any indebtedness for
borrowed money in excess of the Penn West Credit Facilities or any other material liability or
obligation or issue any d“?bt securities or assume, guarantee, endorse or otherwise become
responsible for, the obligations of any other individual or entity, or make any loans or
advances, other than in respect of fees payable to legal, financial and other advisors in the
ordinary course of busine%s or in respect of the Arrangement, (viii) authorize, recommend or
propose any release or relinquishment of any material contract right, (ix) waive, release, grant
or transfer any material #ights of value or modify or change in any material respect any
existing material license, lease, contract, production sharing agreement, government land
concession or other material document, (x) pay, discharge or satisfy any material claims,

liabilities or obligations other than as reflected or reserved against in the Penn West Financial

Statements or otherwise i
hedges, swaps or other

n the ordinary course of business, (xi) enter into or terminate any
‘ﬁnancial instruments or like transactions, (xii)enter into any

agreements for the sale of|production having a term of more than thirty (30) days, (xiii) enter

into any material consult
thirty (30) days or less
foregoing, or enter into or
any of the foregoing;

ng or contract operating agreement that cannot be terminated on
notice without penalty, or (xiv) authorize or propose any of the
modify any contract, agreement, commitment or arrangement to do

neither Penn West nor any of its Subsidiaries shall adopt or amend or make any contribution
to any bonus, employee benefit plan, profit sharing, option, pension, retirement, deferred
compensation, insurance, incentive compensation, other compensation or other similar plan,

|

agreement, trust unit incentive or purchase plan, fund or arrangements for the benefit of

[

employees, except as is necessary to comply with Applicable Laws or with respect to existing

provisions of any such pla

Penn West shall not, and

|
1S, programs, arrangements or agreements;

shall cause each of its Subsidiaries to not: (i) grant any officer,

director, employee or consultant an increase in compensation in any form, (ii) grant any




®

(g)
(h)

(1)

G

(k)

)
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general salary increase, (‘iii) take any action with respect to the amendment or grant of any
severance or termination pay policies or arrangements for any directors, officers, employees or
consultants, (iv) adopt or amend or make any contribution to any bonus, profit-sharing,
option, pension, retireme ‘1t, deferred compensation, insurance, incentive compensation, other
compensation or other similar plan (or amend any outstanding rights thereunder) from a trust
fund or arrangement for the benefit of directors, officers, employees or consultants, except as
is necessary to comply vj:vith Applicable Laws or with the existing provisions of any such
plans, programs, arrange“ments or agreements, or (v) advance any loan to any officer or
director of Penn West or any of its Subsidiaries or any other party not at arm's length to Penn

Il
West or any of its Subsidi“an'es;

|

Penn West shall use its reasonable commercial efforts to cause its current insurance (or re-
insurance) policies not tc”> be cancelled or terminated or any of the coverage thereunder to
lapse, unless simultanecusly with such termination, cancellation or lapse, replacement policies
underwritten by insurance or re-insurance companies of nationally recognized standing
providing coverage equall to or greater than the coverage under the cancelled, terminated or

lapsed policies for substantially similar premiums are in full force and effect;

no amendments shall be made to outstanding Penn West Rights;

Penn West shall not takeTI any action that would render, or may reasonably be expected to
render, any representatior} or warranty made by it in this Agreement untrue in any material
respect at any time prior to completion of the Arrangement or termination of this Agreement,

whichever first occurs;

Penn West shall promptly notify Petrofund in writing of any material change (actual,
anticipated, contemplated or, to the knowledge of Penn West threatened, financial or
otherwise) in its business, operations, affairs, assets, capitalization, financial condition,
prospects, licenses, permi}lts, rights, privileges or liabilities, whether contractual or otherwise,
or of any change in any rﬁpresentation or warranty provided by Penn West in this Agreement
which change is or may be of such a nature to render any representation or warranty
misleading or untrue in any material respect and Penn West shall in good faith discuss with

Petrofund any change in circumstances (actual, anticipated, contemplated, or to the knowledge

of Penn West, threatened)
to whether notice need to

Penn West shall ensure t
facilities to permit the

Section 7.2 having regard
as may be necessary to ¢n

such amount when required;

‘WhiCh is of such a nature that there may be a reasonable question as
be given to Petrofund pursuant to this provision;

hat it has available funds under its lines of credit or other bank
payment of the maximum amount which may be required by
to its other liabilities and obligations, and shall take all such actions
sure that it maintains such availability to ensure that it is able to pay

Penn West shall use its reasonable commercial efforts to obtain the consent of its bankers (if

required) and any other th%rd party consents required for the transactions contemplated hereby
and provide the same to Petrofund on or prior to the Effective Date;

Penn West shall use its re"asonable commercial efforts to satisfy or cause satisfaction of the
conditions set forth in Sec\ions 6.2 and 6.3 as soon as reasonably possible following execution
of this Agreement to the extent that the satisfaction of the same is within the control of Penn

West;




(m)

(n)

(o)

(p)
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notice to Petrofund of the Penn West Meeting and allow Petrofund's

representatives to attend such meeting;

subject to compliance by
West Information Circul

Petrofund with Section 3.2(p), Penn West will ensure that the Penn
ar provides Penn West Unitholders with information in sufficient

detail to permit them to form a reasoned judgment concerning the matters before them, and
will set out the Petrofur*d Information and the ExploreCo Information in the Penn West
Information Circular in the form approved by Petrofund and shall include or incorporate by
reference, without limitation: (i) any financial statements in respect of prior acquisitions made
by it that are required to be included therein in accordance with Applicable Laws, (ii) the
unanimous determination|of the Penn West Board of Directors that the Arrangement is fair to
Penn West Unitholders and is in the best interests of Penn West and Penn West Unitholders,
and include the unanimous recommendation of the Penn West Board of Directors that the
Penn West Unitholders vote in favour of the Merger Resolution, and (iii) the fairness opinion
of Penn West's financial |advisor that the consideration to be provided by Penn West to the
Petrofund Unitholders un\‘der the Arrangement is fair, from a financial point of view, to Penn

West Unitholders; provi:ded that, notwithstanding the covenants of Penn West in this
subsection, prior to the c“ompletion of the Arrangement, the Penn West Board of Directors
may withdraw, modify or change the recommendation regarding the Arrangement if, in the
opinion of such board of directors acting reasonably, having received the advice of its outside
legal counsel which is ré\ﬂected in minutes of the meeting of the board of directors, such
withdrawal, modification J”or change is required to act in a manner consistent with the fiduciary
duties of the Penn West Board of Directors and, if applicable, provided the board of directors

shall have complied with the provisions of Sections 3.4 and 7.2;

Penn West will assist Petrofund in the preparation of the Petrofund Information Circular and
provide to Petrofund, irj){ a timely and expeditious manner, all information as may be
reasonably requested by Petrofund with respect to Penn West and the Penn West ExploreCo
Assets for inclusion in| the Petrofund Information Circular and any amendments or

supplements thereto, in e
requirements on the date ¢
to in Section 3.2(o) with
considered at the Petrofun

ich case complying in all material respects with all applicable legal
f issue thereof and to enable Petrofund to meet the standard referred
respect to Penn West, the Arrangement and the transactions to be
d Meeting;

Penn West shall indemnify and save harmless Petrofund and the directors, officers and agents
of Petrofund and PC, as applicable, from and against any and all liabilities, claims, demands,

losses, costs, damages amuﬂ expenses (excluding any loss of profits or consequential damages)

to which Petrofund or PC, or any director, officer or agent thereof, may be subject or which

Petrofund or PC, or anyl director, officer or agent thereof may suffer, whether under the

provisions of any statute or otherwise, in any way caused by, or arising, directly or indirectly,

from or in consequence of:

) any misrepresentation or alleged misrepresentation in the Penn West Information
Circular or in any material filed in compliance or intended compliance with any
Applicable Laws;

(ii) any order made| or any inquiry, investigation or proceeding by any securities

commission or other competent authority based upon any untrue statement or
omission or alleged untrue statement or omission of a material fact or any
misrepresentation, or any alleged misrepresentation in the Penn West Information
Circular or in any material filed by or on behalf of Penn West in compliance or




Q)

ty)

(s)

®

(v)

v)

(w)

x)
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intended compliance with Applicable Canadian Securities Laws, which prevents or

restricts the tradir‘

Penn West not ¢

(iii)

¢ in the Penn West Units; and

omplying with any requirement of Applicable Laws in connection

with the transactions contemplated in this Agreement;

except that Penn West sha
claims, demands, losses,
misrepresentation or alleg
Information included in th

except for proxies and oth
will furnish promptly to
schedule or other docum

11 not be liable in any such case to the extent that any such liabilities,
costs, damages and expenses arise out of or are based upon any
ed misrepresentation of a material fact based solely on the Petrofund
e Penn West Information Circular or the negligence of Petrofund;

er non-substantive communications with securityholders, Penn West
Petrofund or Petrofund's counsel, a copy of each notice, report,
ent delivered, filed or received by Penn West in connection with:

(1) the Arrangement, (ii) the Penn West Meeting, (iii) any filings under Applicable Laws in

|

connection with the transactions contemplated hereby,

‘ and (iv) any dealings with

Governmental Entities in connection with the transactions contemplated hereby;

Penn West shall solicit pr
be considered at the Penn
West shall not be required

oxies to be voted at the Penn West Meeting in favour of matters to
‘West Meeting, including the Merger Resolution; provided that Penn
to engage a proxy solicitation agent for such purpose;

Penn West shall conduct| the Penn West Meeting in accordance with the Penn West Trust
Indenture and any insttument governing the Penn West Meeting (including, without
limitation, the Interim Order) as applicable, and as otherwise required by Applicable Laws;
Penn West will make all necessary filings and applications under Applicable Laws, including
U.S. Securities Laws, recfuired to be made on the part of Penn West in connection with the
transactions contemplaled herein and shall take all reasonable action necessary to be in
compliance with such Apphcable Laws;

Penn West will use its reasonable commercial efforts to obtain approval for the listing of the
Penn West Units issuable ‘pursuant to the Arrangement on the TSX and on either the NYSE or
AMEX and, in connectlon with its listing of such units on the NYSE or AMEX, register the
Penn West Units pursuant to Section 12 of the U.S. Exchange Act and file or furnish, as
applicable, all documenté‘mon with the SEC as required to effect, and comply with, such
registration; ‘

for so long as (i) any "affiliate” (as such term is defined in Rule 405 under the U.S. Securities
Act) of Petrofund (detemﬁned immediately prior to the Closing Time) holds Penn West Units
that were received in ex;hange for its Petrofund Units pursuant to the Arrangement and (ii) the
provisions of Rule 145(d!)(2) or (3) under the U.S. Securities Act are not available for the
resale of such Penn West Units by such affiliate within the United States, Penn West shall
make available adequat‘ current public information with respect to Penn West as

contemplated by Rule 1+ 1—4(0) under the U.S. Securities Act;

e
C

Penn West shall use its reasonable commercial efforts to expeditiously organize its affairs so
as to enable it to comply| with the applicable provisions of the Sarbanes-Oxley Act of 2002
within the time periods required for such compliance;

in the event that dissent
Interim Order, Penn West

rights are given to Penn West Unitholders under the terms of the
shall promptly advise Petrofund of the number of Penn West Units




(y)

(2)

(aa)
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for which Penn West rec%ives notices of dissent or written objections to the Arrangement and
provide Petrofund with copies of such notices and written objections;

prior to the Effective Dat
list on the TSX the Exp

ExploreCo Incentive Plan

on or prior to April 27,

Support Agreements from

Penn West shall take all
contemplated by this Agr

Covenants of Petro

From the date hereo

e, Penn West will cooperate with Petrofund in making application to
JoreCo Common Shares issuable pursuant to the Arrangement, the
and the exercise of the ExploreCo Private Placement Warrants;

2006, Penn West will deliver to Petrofund executed Penn West
each of the directors and officers of PWPL; and

commercially reasonable actions to give effect to the transactions
ement and the Arrangement.

=y
-

fund and PC

f until the Effective Date or termination of this Agreement, except

with the prior written consent of Penn West (such consent not to be unreasonably withheld or delayed),

and except

the Plan of Arrangement) or required

(a)

(b)

(©)

250480\766186.v11

as otherwise expressly p

Petrofund's affairs and the

ermitted or specifically contemplated by this Agreement (including
by Applicable Laws:

business of PC and each of its other Subsidiaries shall be conducted

. [, . . . .
only in the usual and ordinary course consistent with past practices (for greater certainty,

where it is an operator of|

and prudent manner in ac

the ownership and operal
efforts to maintain and p
provided that it shall be
purchase rights or rights
by virtue of this Agreeme

Petrofund shall not direct

its constating documents,

any property, it shall operate and maintain such property in a proper
cordance with good industry practice and the agreements governing
ion of such property) and it shall use all commercially reasonable
reserve its business, assets and advantageous business relationships,
‘§ ntitled and authorized to comply with all pre-emptive rights, first
\)f first refusal that are applicable to its assets and become operative

nt or any of the transactions contemplated by this Agreement;

y or indirectly do or permit to occur any of the following: (i) amend
(i1) declare, set aside or pay any dividend or other distribution or

payment (whether in cas h, trust units, shares or property) in respect of its outstanding trust
units other than regular monthly cash distributions on the Petrofund Units of an amount equal
to $0.20 per Petrofund U n it and the Petrofund Special Distribution together with the additional
$0.10 per Petrofund UmHt distribution contemplated by Section 2.9 hereof, (iii) make any
change to the days upon which it normally declares distribution record dates and distribution
payment dates in respect of monthly cash distributions, (iv) issue, grant, sell or pledge or agree
to issue, grant, sell or pledge any trust units or other securities of Petrofund or any of its
Subsidiaries (other than to Petrofund or any of its Subsidiaries), including, without limitation,
securities convertible inta or exchangeable or exercisable for, or otherwise evidencing a right

|

to acquire, trust units of l“’etrofund (other than on exercise of currently outstanding Petrofund
Rights, to employees h1reHd after the date hereof (in a manner consistent with past practice) or
pursuant to the Petrofund DRIP), (v)redeem, purchase or otherwise acquire any of its
outstanding trust units oJrj other securities, other than redemptions required pursuant to the

I . . . . . . ..
Petrofund Trust Indenture, (vi) split, combine or reclassify any of its trust units; (vii) adopt a
plan of liquidation or | i i
consolidation or reorganization of Petrofund, or (viii) enter into or modify any contract,

|
agreement, commitment or arrangement with respect to any of the foregoing;

Petrofund will not, and wdl not permit any of its Subsidiaries to, directly or indirectly, do any
of the following: (i) sell, pledge, dispose of or encumber any assets, except for production in




(d)

(e)
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the ordinary course of bu
the aggregate (ii) expend

‘siness, for consideration in excess of $10 million individually or in

or commit to expend amounts in respect of capital expenses in
excess of $10 million illdividually or in the aggregate, except to the extent that such
expenditures are set forth in the capital budget of Petrofund disclosed to Penn West prior to
the date hereof, (iii) expe’nd or comrmit to expend any amounts with respect to any operating
expenses other than in tlin‘[e ordinary course of business or pursuant to the Arrangement and
other transactions contemplated by this Agreement, (iv) reorganize, amalgamate, merge or
otherwise combine Petrofund or any of its Subsidiaries with any other Person, (v) acquire (by
merger, amalgamation, consolidation or acquisition of shares or assets) any corporation, trust,
partnership or other busi%ess organization or division thereof, which is not a Subsidiary or
affiliate of Petrofund, or make any investment therein either by purchase of shares or
securities, contributions of capital or property transfer with an acquisition cost in excess of

I
$10 million individually or in the aggregate, (vi) acquire any assets with an acquisition cost in

excess of $10 million i
borrowed money in exces
as such facilities may be
other material liability or
or otherwise become resp

I

ndividually or in the aggregate, (vii)incur any indebtedness for
s of the Petrofund Credit Facilities (including, for greater certainty,
amended or extended following the date of this Agreement) or any
\obligation or issue any debt securities or assume, guarantee, endorse

‘onsible for, the obligations of any other individual or entity, or make

any loans or advances, other than in respect of fees payable to legal, financial and other

advisors in the ordinary

recommend or propose
(ix) waive, release, grant
material respect any exis
government land concess

material claims, liabilitie;

Petrofund Financial State
or terminate any hedges,

|
c

ourse of business or in respect of the Arrangement, (viii) authorize,
any release or relinquishment of any material contract right,
or transfer any material rights of value or modify or change in any
ing material license, lease, contract, production sharing agreement,
ion or other material document, (x) pay, discharge or satisfy any
s or obligations other than as reflected or reserved against in the
ments or otherwise in the ordinary course of business, (xi) enter into
swaps or other financial instruments or like transactions, (xii) enter

into any agreements for t“he sale of production having a term of more than thirty (30) days,
(xiii) enter into any matenal consulting or contract operating agreement that cannot be
terminated on thirty (30) days or less notice without penalty, or (xiv) authorize or propose any
of the foregoing, or enter into or modify any contract, agreement, commitment or arrangement

to do any of the foregoin g“,

except so as to permit theH acceleration of the vesting of Petrofund Rights as contemplated by
Section 2.6, neither Petrofund nor any of its Subsidiaries shall adopt or amend or make any
contribution to any bonus” employee benefit plan, profit sharing, option, pension, retirement,
deferred compensation, %nsurance incentive compensation, other compensation or other
similar plan, agreement, trust unit incentive or purchase plan, fund or arrangements for the
benefit of employees, exc:lept as is necessary to comply with Applicable Laws or with respect
to existing provisions of any such plans, programs, arrangements or agreements;

Petrofund shall not and Lhall cause each of its Subsidiartes to not: (i) grant any officer,
director, employee or coAsultant an increase in compensation in any form (other than grants
under the Petrofund LTIP and the Petrofund Restricted Unit Plan to be made to the executive
officers of Petrofund in accordance with the terms of such plans as has been communicated to
Penn West), (ii) grant any general salary increase, (iii) take any action with respect to the
amendment or grant of iny severance or termination pay policies or arrangements for any
directors, officers, employees or consultants, (iv) adopt or amend or make any contribution to
any bonus, profit-sharing, option, pension, retirement, deferred compensation, insurance,
incentive compensation, other compensation or other similar plan (or amend any outstanding

rights thereunder) from a trust fund or arrangement for the benefit of directors, officers,




®

€:9)

(h)

@)

)

k)

M
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employees or consultam‘us, except to permit accelerated vesting of currently outstanding
Petrofund Rights as contuemplated by Section 2.6 hereof or as is necessary to comply with
Applicable Laws or with Fe existing provisions of any such plans, programs, arrangements or
agreements, or (v) advance any loan to any officer or director of Petrofund or any of its

Subsidiaries or any other %arty not at arm's length to Petrofund or any of its Subsidiaries;

|

Petrofund shall use its reasonable commercial efforts to cause its current insurance (or re-
insurance) policies not t% be cancelled or terminated or any of the coverage thereunder to
lapse, unless simultaneougly with such termination, cancellation or lapse, replacement policies
underwritten by insurance or re-insurance companies of nationally recognized standing
providing coverage equal‘ to or greater than the coverage under the cancelled, terminated or

lapsed policies for substan tially similar premiums are in full force and effect;

each of Petrofund and PC shall use its commercially reasonable efforts to cause the
resignation of all of the directors and officers of PC at the Effective Time (and for such
directors and officers to provide releases in form and substance satisfactory to Penn West and

Petrofund, each acting re:fsonably);

Petrofund and PC shall use its commercially reasonable efforts to ensure that all outstanding
Petrofund Rights are eitheltr exercised, terminated, expired or surrendered prior to the Effective
Time provided that Petrofund and PC shall not pay the holders any amount of consideration
therefor nor shall they make any amendment to outstanding Petrofund Rights without the prior
written consent of Penn West, except to permit the early vesting of Petrofund Rights and to
cause the cancellation, termination, expiry or surrender of the Petrofund Rights prior to the
Effective Time without payment therefor;

Petrofund shall not take Hany action that would render, or may reasonably be expected to
render, any representation1 or warranty made by it in this Agreement untrue in any material
respect at any time prior to completion of the Arrangement or termination of this Agreement,

whichever first occurs,

Petrofund shall promptly, notify Penn West in writing of any material change (actual,
anticipated, contemplated or, to the knowledge of Petrofund threatened, financial or
otherwise) in its businesus, operations, affairs, assets, capitalization, financial condition,
prospects, licenses, pemﬁﬁs, rights, privileges or liabilities, whether contractual or otherwise,
or of any change in any r?presenmtion or warranty provided by Petrofund in this Agreement
which change is or may be of such a nature to render any representation or warranty
misleading or untrue in any material respect and Petrofund shall in good faith discuss with
Penn West any change |in circumstances (actual, anticipated, contemplated, or to the
knowledge of Petrofund, threatened) which is of such a nature that there may be a reasonable

question as to whether notice need to be given to Penn West pursuant to this provision;

Petrofund shall ensure th‘at it has available funds under its lines of credit or other bank
facilities to permit the payment of the maximum amount which may be required by
Section 7.1 having regard to its other liabilities and obligations, and shall take all such actions
as may be necessary to ensure that it maintains such availability to ensure that it is able to pay
such amount when require(‘i;

Petrofund shall use its rea\;onable commercial efforts to obtain the consent of its bankers (if
required) and any other third party consents required for the transactions contemplated hereby
and provide the same to Penn West on or prior to the Effective Date;




(m)

()

(o)

(p)
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Petrofund shall use its reasonable commercial efforts to satisfy or cause satisfaction of the
conditions set forth in Sections 6.1 and 6.2 as soon as reasonably possible following execution
of this Agreement to the extent that the satisfaction of the same is within the control of
Petrofund;

Petrofund shall provide n[otice to Penn West of the Petrofund Meeting and allow Penn West's
representatives to attend such meeting;

subject to compliance by Penn West with Section 3.1(0), Petrofund will ensure that the
Petrofund Information Ci%cular provides Petrofund Unitholders with information in sufficient
detail to permit them to form a reasoned judgment concerning the matters before them, and
will set out the Penn West Information and the ExploreCo Information in the Petrofund
Information Circular in the form approved by Penn West and shall include or incorporate by
reference, without limitation: (i) any financial statements in respect of prior acquisitions made
by it that are required to be included therein in accordance with Applicable Laws, (ii) the
unanimous Unitholders a%d is in the best interests of Petrofund and Petrofund Unitholders,
and include the unanimo\‘:us recommendation of the Petrofund Board of Directors that the
Petrofund Unitholders vote in favour of the Merger Resolution, and (iii) the fairness opinion
of Petrofund's financial ‘advisor that the consideration to be received by the Petrofund
Unitholders under the Arrangement is fair, from a financial point of view, to Petrofund
Unitholders; provided thaj{lt, notwithstanding the covenants of Petrofund in this subsection,
prior to the completion of the Arrangement, the Petrofund Board of Directors may withdraw,
modify or change the recommendation regarding the Arrangement if, in the opinion of such
board of directors acting Vreasonably, having received the advice of its outside legal counsel
which is reflected in mi%utes of the meeting of the board of directors, such withdrawal,
modification or change 15;“ required to act in a manner consistent with the fiduciary duties of

the Petrofund Board of D%rectors and, if applicable, provided the board of directors shall have
complied with the provisions of Sections 3.4 and 7.1;

|

Petrofund will assist Penn““ West in the preparation of the Penn West Information Circular and
provide to Penn West, iu»n a timely and expeditious manner, all information as may be
reasonably requested by Penn West with respect to Petrofund and the Petrofund ExploreCo
Assets for inclusion in \the Penn West Information Circular and any amendments or
supplements thereto, in each case complying in all material respects with all applicable legal
requirements on the da.te“’ of issue thereof and to enable Penn West to meet the standard
referred to in Section 3.1(n) with respect to Petrofund, the Arrangement and the transactions to
be considered at the Penn West Meeting;

Petrofund shall indemnify| and save harmless Penn West and the directors, officers and agents
of Penn West and PWPL, as applicable, from and against any and all liabilities, claims,
demands, losses, costs, damages and expenses (excluding any loss of profits or consequential
damages) to which Penn West or PWPL, or any director, officer or agent thereof, may be
subject or which Penn West or PWPL, or any director, officer or agent thereof may suffer,
whether under the provisions of any statute or otherwise, in any way caused by, or arising,

directly or indirectly, from or in consequence of:

(1) any mjsrepresentﬁtion or alleged misrepresentation in the Petrofund Information
Circular or in any material filed in compliance or intended compliance with any
Applicable Laws;

(i1) any order made |or any inquiry, investigation or proceeding by any securities

commission or other competent authority based upon any untrue statement or
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omission or all?ged untrue statement or omission of a material fact or any
rnisrepresentation‘ or any alleged misrepresentation in the Petrofund Information
Circular or in aﬁy material filed by or on behalf of Petrofund in compliance or
intended comp]ia“nce with Applicable Canadian Securities Laws, which prevents or
restricts the tradin g in the Petrofund Units; and

(iii)  Petrofund not complying with any requirement of Applicable Laws in connection with
the transactions contemplated in this Agreement;

(r)

(s)

®

(u)

(v)

except that Petrofund shal
claims, demands, losses,
misrepresentation or alle

1 not be liable in any such case to the extent that any such liabilities,
costs, damages and expenses arise out of or are based upon any
ged misrepresentation of a material fact based solely on the Penn

West Information included in the Petrofund Information Circular or the negligence of Penn
West;

except for proxies and other non-substantive communications with securityholders, Petrofund
will furnish promptly to ;‘Penn West or Penn West's counsel, a copy of each notice, report,
schedule or other document delivered, filed or received by Petrofund in connection with:

(i) the Arrangement, (ii) l\E{he Petrofund Meeting, (iii) any filings under Applicable Laws in

connection with the transactions contemplated hereby,

and (iv) any dealings with

Governmental Entities in connection with the transactions contemplated hereby;

Petrofund shall solicit pro
considered at the Petrofun

shall not be required to en

Petrofund shall conduct
Indenture and any instrum
the Interim Order), as app

xies to be voted at the Petrofund Meeting in favour of matters to be
d Meeting, including the Merger Resolution provided that Petrofund
gage a proxy solicitation agent for such purpose;

the Petrofund Meeting in accordance with the Petrofund Trust
ent governing the Petrofund Meeting (including, without limitation,
licable, and as otherwise required by Applicable Laws;

Petrofund will make all n!ecessary filings and applications under Applicable Laws, including
U.S. Securities Laws, req‘uired to be made on the part of Petrofund in connection with the
transactions contemplated herein and shall take all reasonable action necessary to be in
compliance with such Applicable Laws;

in the event that dissent

rights are given to Petrofund Unitholders under the terms of the

Interim Order, Petrofund ‘Shall promptly advise Penn West of the number of Petrofund Units
for which Petrofund recei”ves notices of dissent or written objections to the Arrangement and

provide Penn West with copies of such notices and written objections;

(w) prior to the Effective Date, Petrofund will cooperate with Penn West in making application to
list the Penn West Units issuable pursuant to the Arrangement on the TSX and on either the
NYSE or AMEX;

(x) on or prior to April 27, 2006, Petrofund will deliver to Penn West executed Petrofund Support
Agreements from each of the directors and officers of PC; and

$)) Petrofund shall take all cﬂommercially reasonable actions to give effect to the transactions
contemplated by this Agreement and the Arrangement.

250480\766186.vil
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Mutual Covenants Regarding the Arrangement

From the date hereo%" until the Effective Date, each of Penn West, PWPL, Petrofund and

PC will use its reasonable commercial efforts to satisfy (or cause the satisfaction of) the conditions

[

precedent to its obligations hereunder and to take, or cause to be taken, all other action and to do, or cause

to be done, all other things necessary, proper or advisable under Applicable Laws to complete the

|

Arrangement, including using reasonable efforts:

(a)

(®)

(©

(d)

(e

®

(g)

(h)

250480\766186.v11
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to obtain all necessary vxlz;aivers, consents and approvals required to be obtained by it from
other parties to loan agree‘ments, leases and other contracts;

to, not less than one we ell( prior to the Effective Date, agree to the list of ExploreCo Offered
Employees and the Contmued Employees and the amounts payable in respect of severance
obligations to those Petrofund Employees who will not be ExploreCo Offered Employees or
Continued Employees, if any and to, on or before the Effective Date, cause offers or
confirmations of employr#lent as applicable, to be made to the ExploreCo Offered Employees

and the Continued Emploglees, as applicable;

to identify up to three nHommees (the "Petrofund Nominees") from the current board of
directors of PC to be elegted to the board of directors of PWPL and to include as part of the
Merger Resolution submifted to the Penn West Unitholders for approval, a resolution to elect
such Petrofund Nominees|to the board of PWPL;

to obtain all necessary consents, assignments, waivers and amendments to or terminations of

any instruments and takc; such measures as may be appropriate to fulfill its obligations

hereunder and to carry cut the transactions contemplated hereby;

to effect all necessary registrations and filings and submissions of information requested by
Governmental Entities required to be effected by it in connection with the Arrangement, and
each of Penn West and Péftrofund will use its reasonable commercial efforts to cooperate with
the other in connection Wwith the performance by the other of their obligations under this
Section 3.3 including, without limitation, continuing to provide reasonable access to
information and to maintdin ongoing communications as between officers of PWPL and PC,
subject in all cases to the Confidentiality Agreement;

|

reasonably cooperate Wlltf‘l‘ the other Party and its tax advisors in structuring the Arrangement
in a tax effective manner H(mcludmg the use of a corporation with existing tax losses to act as
ExploreCo), and assist the other Party and its tax advisors in making such investigations and
inquiries with respect to sﬁlch Party in that regard, as the other Party and its tax advisors shall
consider necessary, actmg reasonably, provided that such Party shall not be obligated to

consent or agree to any structuring that has the effect of reducing the consideration to be
received under the Arran gfment by any of its securityholders;

use their reasonable commer01al efforts to cause the mailing of the Information Circular to
their respective securltyholders (the "Mailing Date") to occur as soon as reasonably
practicable following the date hereof and in any event by May 26, 2006; and

use their reasonable comr”nercial efforts to obtain approval for the listing on the TSX of the
ExploreCo Common Shares issuable pursuant to the Arrangement, the ExploreCo Incentive

Plan and the ExploreCo Ptivate Placement Warrants.
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(b)

250480\766186.v11

-27 -

Mautual Covenants Regarding Non-Solicitation

Each Party shall immediately cease and cause to be terminated all existing discussions and
negotiations (including, without limitation, through any advisors or other parties on its behalf),
if any, with any parties jconducted before the date of this Agreement with respect to any
Acquisition Proposal and|shall immediately request the return or destruction of all information
provided to any third parties who have entered into a confidentiality agreement with such

[

Party relating to an Acquisition Proposal and shall use all reasonable commercial efforts to
ensure that such requests are honoured.

Neither Party shall, directly or indirectly, do or authorize or permit any of its officers,

directors or employees o1
do, any of the following:

@
(1)

(iii)

)

[ . ) . . .
any financial advisor, expert or other representative retained by it to

solicit, facilitate, initiate or encourage any Acquisition Proposal;

enter into or participate in any discussions or negotiations regarding an Acquisition
Proposal, or fumiush to any other Person any information with respect to its business,
properties, operations, prospects or conditions (financial or otherwise) in connection
with an Acquisition Proposal or otherwise cooperate in any way with, or assist or
participate in, facilitate or encourage, any effort or attempt of any other Person to do
or seek to do any of the foregoing;

waive, or otherw‘i‘se forbear in the enforcement of, or enter into or participate in any
discussions, nethiations or agreements to waive or otherwise forbear in respect of,
any rights or other benefits under confidential information agreements, including,

without limitation, any "standstill provisions” thereunder; or

accept, recommend, approve or enter into an agreement to implement an Acquisition
Proposal; |

provided, however, that|notwithstanding any other provision hereof, each Party and its
officers, directors and advisers may:

)

enter into or par%icipate in any discussions or negotiations with a third party who
(without any soli%itation, initiation or encouragement, directly or indirectly, after the
date of this Agreement, by such Party or any of its officers, directors or employees or
any financial advisor, expert or other representative retained by it) seeks to initiate
such discussions|or negotiations and, subject to execution of a confidentiality and
standstill agreement substantially similar to the Confidentiality Agreement (provided
that such conﬁdeg?tiahty agreement shall provide for disclosure thereof (along with all
information provided thereunder) to the other Party as set out below), may furnish to
such third party information concerning such Party and its business, properties and
assets, in each case if, and only to the extent that:

(A) the third party has first made a written bona fide Acquisition Proposal which
the board of directors of the administrator of such Party determines in good
faith: (1)| that funds or other consideration necessary for the Acquisition
Proposal |are or are likely to be available; (2) (after consultation with its
financial Haxdvisor) would, if consummated in accordance with its terms, result

in a transaction financially superior for securityholders of the Receiving Party

] . . .
than the transaction contemplated by this Agreement; and (3) after receiving




(©
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(vi)

(vii)
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the advice of outside counsel as reflected in minutes of the board of directors
of the adr‘_m'nistrator or manager of such Party, that the taking of such action is
necessary for the board of directors in discharge of its fiduciary duties under
Applicable Laws and the constating documents of the Receiving Party (a

"Supemﬂ' Proposal”); and

B) prior to furnishing such information to or entering into or participating in any

such discussions or negotiations with such third party, such Party provides
prompt n otice to the other Party to the effect that it is furnishing information
to or entering into or participating in discussions or negotiations with such
Person together with a copy of the confidentiality agreement referenced above
and if not previously provided to the other Party, copies of all information
provided | to such third party concurrently with the provision of such
information to such third party, and provided further that such Party shall
notify the other Party orally and in writing of any inquiries, offers or
proposals| with respect to a Superior Proposal (which written notice shall
include, without limitation, a copy of any such proposal (and any amendments
or supple%nents thereto), the identity of the Person making it, if not previously
provided to the other Party, copies of all information provided to such Party
and all other information reasonably requested by the other Party), within 24
hours of the receipt thereof, shall keep the other Party informed of the status
and details of any such inquiry, offer or proposal and answer the other Party's

NN
questions|with respect thereto; or

comply with Section 172 of the Securities Act (Alberta) and similar provisions under
Applicable Cana(%mn Securities Laws relating to the provision of directors' circulars
and make appropriate disclosure with respect thereto to its securityholders; and

accept, recommerlld, approve or enter into an agreement to implement a Superior
Proposal from a third party, but only if prior to such acceptance, recommendation,
approval or implementation, the board of directors of its administrator shall have
concluded in good faith, after considering all proposals to adjust the terms and
conditions of this Agreement as contemplated by Section 3.4(c) and after receiving the
advice of outside) counsel as reflected in minutes of the board of directors of such
Party, that the taking of such action is necessary for the board of directors in discharge
of its fiduciary duties under Applicable Laws and such Party complies with its
obligations set forth in Section 3.4(c) and terminates this Agreement in accordance
with Section 9.1(¢) or Section 9.1(f), as applicable, and concurrently therewith pays

the amount requinﬂ:d by Section 7.1 or 7.2, as applicable, to the Other Party.

Each Party in receipt of a Superior Proposal (a "Receiving Party") shall give the other Party
(the "Responding Party"), orally and in writing, at least 72 hours advance notice of any
decision by the board of directors of its administrator to accept, recommend, approve or enter
into an agreement to 1m})lélment a Superior Proposal, which notice shall confirm that the board

of directors of the admmlstrator of the Receiving Party has determined that such Acquisition
Proposal constitutes a Qupenor Proposal, shall identify the third party making the Superior
Proposal and shall provide a true and complete copy thereof and any amendments thereto.

During such 72 hour perio

‘d, the Receiving Party agrees not to accept, recommend, approve or

enter into any agreement [to implement such Superior Proposal and not to release the party
making the Superior Proposal from any standstill provisions and shall not withdraw, redefine,
modify or change its recommendation in respect of the Arrangement. In addition, during such
72 hour period the ReceiVi ing Party shall and shall cause its financial and legal advisors to,
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250480\766186.v11

-29 .
|

negotiate in good faith Wi‘th the Responding Party and its financial and legal advisors to make
such adjustments in the tems and conditions of this agreement and the Arrangement as would
enable the Receiving Party to proceed with the Arrangement as amended rather than the
Superior Proposal. In the|event the Responding Party proposes to amend this agreement and
the Arrangement to pr0v1wde that the holders of the Penn West Units or Petrofund Units, as
applicable, (the "Receiviung Party Securities”) shall receive a value per Receiving Party
Security equal to or having a value greater than the value per Receiving Party Security
provided in the Superior l?roposal and so advises the board of directors of the administrator of
the Receiving Party prior" to the expiry of such 72 hour period, the board of directors of the
administrator of the Receiving Party shall not accept, recommend, approve or enter into any
agreement to implement such Superior Proposal and shall not release the party making the
Superior Proposal from a%y standstill provisions and shall not withdraw, redefine, modify or

change its recommendation in respect of the Arrangement.

|
Each Party agrees that a“}l information that may be provided to it by the other Party with
respect to any Superior Proposal pursuant to this Section 3.4 shall be treated as if it were
"Confidential Informatiﬁ)n" as that term is defined in the Confidentiality Agreement and
shall not be disclosed or used except in accordance with the provisions of the Confidentiality
Agreement or in order to enforce its rights under this Agreement in legal proceedings.

Each Party shall ensure that its officers, directors and employees and any investment bankers
or other advisers or representatives retained by it are aware of the provisions of this
Section 3.4. Penn West shall be responsible for any breach of this Section 3.4 by its officers,
directors, employees, inve:‘[:stment bankers, advisers or representatives, and Petrofund shall be
responsible for any breach of this Section 3.4 by its officers, directors, employees, investment

. | .
bankers, advisers or representatives.

|

Provision of Inform“ation; Access
From and after the date ‘hereof, Petrofund shall provide Penn West and its representatives
access, during normal bl#siness hours and at such other time or times as Penn West may
reasonably request, to its premises (including field offices and sites), books, contracts, records,
computer systems, propé::rties, employees and management personnel and shall furnish
promptly to Penn West all information concerning its business, properties and personnel as
Penn West may reasonably request, which information shall remain subject to the
Confidentiality Agreement, in order to permit Penn West to be in a position to expeditiously
and efficiently integrate the business and operations of each of Petrofund and Penn West

immediately upon but not lprior to the Effective Date.

From and after the date hereof, Penn West shall provide Petrofund and its representatives
access, during normal business hours and at such other time or times as Petrofund may
reasonably request, to its 1!"Jremises (including field offices and sites), books, contracts, records,
computer systems, prop%nies, employees and management personnel and shall furnish
promptly to Petrofund all information concerning its business, properties and personnel as
Petrofund may reasonably request, which information shall remain subject to the
Confidentiality Agreemen”t, in order to permit Petrofund to be in a position to expeditiously
and efficiently integrate the business and operations of each of Petrofund and Penn West

immediately upon but not|prior to the Effective Date.
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ARTICLE 4
EXPLORECO PRIVATE PLACEMENT AND INCENTIVE PLAN
4.1 ExploreCo Private Placement
Subject to receipt of all necessary approvals, prior to the completion of the Arrangement,
ExploreCo FinCo shall complete the ExploreCo Private Placement.
4.2 ExploreCo Incentiv‘e Plan
Subject to receipt of all necessary approvals, ExploreCo shall adopt the ExploreCo
Incentive Plan.
ARTICLE 5
REPRESENTATIONS AND WARRANTIES
\
5.1 Representations and Warranties of Penn West

Penn West and PWPL hereby jointly and severally make the representations and

warranties set forth in this Section 5.1\ to and in favour of Petrofund and PC and acknowledge that each of
Petrofund and PC is relying upon such representations and warranties in connection with the matters
contemplated by this Agreement.

(a)

(b)

250480\766186.v11

Organization and Qualification. Penn West is a trust duly created and validly existing under

the Laws of the Province ::of Alberta and has the requisite trust power and authority to own its
assets and to conduct its aﬂffairs as now conducted. PP is a partnership duly created and validly
existing under the Laws of the Province of Alberta, the partners of which have the requisite

partnership power and authority to own the assets and to carry on its business on behalf of PP
as now conducted by PP. kPWPL is a corporation duly amalgamated and validly existing under
the Laws of its jurisdiction of incorporation and has the requisite corporate power and
authority to own its assets‘} as now owned and to carry on its business as now conducted. Each
of the Penn West Parties is duly registered to conduct its affairs or do business, as applicable,
in each jurisdiction in wﬂich the character of its assets, owned or leased, or the nature of its
activities makes such registration necessary, except where the failure to be so registered would
not have a Material Adverse Effect on the Penn West Parties. Copies of the constating
documents of the Penn West Parties (including the Penn West Material Agreements) provided
to PC, together with all amendments to date, are accurate and complete as of the date hereof

and have not been amended or superseded.

Authority Relative to this| Agreement. PWPL has the requisite corporate power and authority
to execute this Agreement, in its own capacity and in its capacity as administrator of Penn
West, as applicable, and each of Penn West and PWPL has the requisite trust or corporate
power and authority, as applicable, to carry out its obligations hereunder. The execution and
delivery of this Agreement and the consummation by Penn West and PWPL of the
Arrangement have been dhly authorized by the Penn West Board of Directors and, subject to
the requisite approval of the Penn West Unitholders, no other proceedings on the part of Penn
West or PWPL are necessary to authorize this Agreement or the Arrangement. This
Agreement has been du& executed and delivered by each of Penn West and PWPL and
constitutes a legal, valid and binding obligation of each of Penn West and PWPL enforceable
against them in accordance with its terms, subject to the qualification that such enforceability

may be limited by bankru;“)tcy, insolvency, reorganization or other Laws of general application
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(d)

(e)
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relating to or affecting r‘[ights of creditors and that equitable remedies, including specific
performance, are discretionary and may not be ordered.

Subsidiaries. Penn West ‘has no Subsidiaries (other than the Material Subsidiaries) that are
material to its business, oferation or financial condition.

No Violations. Except as disclosed in the Penn West Disclosure Letter, or as contemplated by
this Agreement:

(1) neither the execution and delivery of this Agreement by Penn West and PWPL nor the
consummation of the Arrangement nor compliance by the Penn West Parties with any
of the provisions \‘hereof will: (A) violate, conflict with, or result in a breach of any
provision of, requHire any consent, approval or notice under, or constitute a default (or
an event which, Wlth notice or lapse of time or both, would constitute a default) or
result in a right of termination or acceleration under, or result in the creation of any
encumbrance upo# any of the properties or assets of the Penn West Parties or cause
any indebtedness to come due before its stated maturity or cause any credit to cease to
be available, undér any of the terms, conditions or provisions of (1) the Penn West
Material Agreem“ents or the articles, by-laws, shareholder agreements or other
constating docundent of any Penn West Party, or (2) any material note, bond,
mortgage, indenture, loan agreement, deed of trust, agreement, lien, contract or other
instrument or obligation to which a Penn West Party is a party or to which any of
them, or any of their respective properties or assets, may be subject or by which a
Penn West Party is bound; or (B) subject to compliance with applicable statutes and
regulations, violate any judgment, ruling, order, writ, injunction, determination,
award, decree, st”atute ordinance, rule or regulation applicable to the Penn West
Parties or any of ”thelr respective properties or assets (except, in the case of each of
clauses (A) and| (B) above, for such violations, conflicts, breaches, defaults,

terminations, accelerations or creations of encumbrances which, or any consents,

approvals or notices which if not given or received, would not have any Material

Adverse Effect on the Penn West Parties taken as a whole, or significantly impede the

ability of the Pcn”n West Parties to consummate the Arrangement); or (C) cause the

suspension or revocation of any authorization, consent, approval or license currently

in effect which wéuld have a Material Adverse Effect on the Penn West Parties; and

(1) other than in connection with or in compliance with the provisions of Applicable
Laws or which are‘L, required to be filed post Arrangement, and except for the requisite
approval of Penn West Unitholders, (A) there is no legal impediment to the Penn West
Parties' consummation of the Arrangement, and (B) no filing or registration with, or
authorization, cor“xsent or approval of, any domestic or foreign public body or
authority is requued of the Penn West Parties in connection with the consummation of

,Jexcept for such filings or registrations which, if not made, or for

such authorlzatlons, consents or approvals which, if not received, would not have a

Material Adverse \Effect on the Penn West Parties, or significantly impede the ability

of the Penn West Emles to consummate the Arrangement.

Litigation. There are no |actions, suits or proceedings in existence or pending or, to the
knowledge of PWPL, threatened or for which there is a reasonable basis, affecting or that
would affect the Penn West Parties or affecting or that would affect any of their respective
property or assets at law “‘or equity or before or by any court or Governmenta! Entity which
action, suit or proceedingwl involves a possibility of any judgment against or liability of the

Penn West Parties which, if successful, would have a Material Adverse Effect on the Penn




®

(g)
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West Parties, or would

| significantly impede the ability of the Penn West Parties to

consummate the Arrangement.

Taxes, etc. Except as disclosed in the Penn West Disclosure Letter:

All Tax Returns required to be filed by or on behalf of any Penn West Parties have
been duly filed on a timely basis and such tax returns are correct in all material
respects. All Taxes shown to be payable on the Tax Returns or on subsequent
assessments with|respect thereto have been paid in full on a timely basis, and no other
Taxes are payable by any Penn West Parties with respect to items or periods covered

Penn West has paid or provided adequate accruals in its consolidated financial
statements for th(:: period from inception to December 31, 2005 for Taxes, including
income taxes and related future taxes, if applicable, for such periods, in conformity

for all periods ended on and after December 31, 2005, Petrofund has been furnished
by Penn West true and complete copies of: (A) material portions of income tax audit
reports, statement of deficiencies, closing or other agreements or correspondence
concerning assessments or audits pursuant to which a taxing authority has proposed
amendments to previously filed returns received by any Penn West Party or on behalf
of any Penn West Party relating to the Taxes; and (B) any material federal, provincial,
state, local or forelgn income or franchise tax returns for each Penn West Party;

no material dehclenmes exist or have been asserted with respect to Taxes of Penn

none of Penn West or its Material Subsidiaries is a party to any action or proceeding
for assessment or‘ collection of Taxes, nor, to the knowledge of Penn West and PWPL,
has such an event been asserted or threatened against Penn West or its Material
Subsidiaries or any of their respective assets that would have a Material Adverse
Effect on the Penn West Parties. No waiver or extension of any statute of limitations
is in effect with respect to Taxes or Tax Returns of Penn West or its Material
Subsidiaries. No audit by tax authorities of Penn West or its Material Subsidiaries is in
g to the knowledge of Penn West; and

@)
by such Tax Returns;
(i1)
with GAAP;
(ii1) !
I
I
I
]
@iv) “
West or any of 1 its Subsidiaries;
) ‘
[
|
I
process or pendin n
(vi)

Penn West has provided adequate accruals in its consolidated financial statements in
accordance with GAAP for the period ended December 31, 2005 (or such amounts are
fully funded) for|all pension or other employee benefit obligations of Penn West and
its Subsidiaries a‘rising under or relating to each of the pension or retirement income
plans or other employee benefit plans or agreements or policies maintained by or
binding on Penn West or its Material Subsidiaries.

Reporting Issuer Status.

provinces of British Colu
Brunswick and is in mate;
and the Penn West Units
material compliance with

Penn West is a reporting issuer (where such concept exists) in the
mbia, Alberta, Saskatchewan, Manitoba, Ontario, Quebec and New
rial compliance with all Applicable Canadian Securities Laws therein
are listed and posted for trading on the TSX and Penn West is in
the rules of the TSX. As of the date of this Agreement (i) the Penn

West Units are not a class of securities registered. or required to be registered pursuant to

Section 12 of the U.S. Ex

change Act, and (il) Penn West reasonably believes that there is not




(h)

(1)

@

(k)

M
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"substantial market intere
Act) with respect to such

st” (as such term is defined in Regulation S under the U.S. Securities
class of securities.

Capitalization. As of theu date hereof, the authorized capital of Penn West consists of an

unlimited number of Pcnn West Units and an unlimited number of Special Voting Units (as
defined in the Penn West Trust Indenture). As of April 12, 2006 there were issued and
outstanding appromm'itely 163.8 million Penn West Units and nil Special Voting Units.

Other than: (1) the Penn V”Vest Rights and 16.1 million Penn West Units reserved for issuance

pursuant to the Penn West Rights under the Penn West Incentive Plan and Penn West Savings
Plan, and (ii) Penn West| Units which may be issued pursuant to the Penn West DRIP (the
securities listed in subsections 5.1¢h)(1) and (ii) are collectively, the "Penn West Units
Instruments”), there are no options, warrants or other rights, agreements or commitments of

any character whatsoeve”r requiring the issuance, sale or transfer by Penn West of any

securities of Penn West (mcludmg Penn West Units) or any securities convertible into, or

exchangeable or exercna?le for, or otherwise evidencing a right to acquire, any securities of
Penn West (including PePn West Units). All outstanding Penn West Units have been duly
authorized and validly 1s‘sued, are fully paid and non-assessable and are not subject to, nor

were they issued in violz‘ltion of, any pre-emptive rights and all Penn West Units issuable

pursuant to the Penn Wes|
duly authorized and valid
any pre-emptive rights.

Ownership of Subsidiaries

Units Instruments in accordance with their respective terms will be
y issued as fully paid and non-assessable and will not be subject to

. As of the date hereof, Penn West is the beneficial direct or indirect

owner of all of the outst;

anding shares and partnership units, as applicable, of the Material

Subsidiaries of Penn West with good title thereto free and clear of any and all encumbrances,
There are no options, \*farrants or other rights, shareholder or unitholder rights plans,
agreements or comrmtments of any character whatsoever requiring the issuance, sale or
transfer by any of the Penn West Parties (other than Penn West) of any securities of the Penn
West Parties (other than Penn West) or any securities convertible into, or exchangeable or
exercisable for, or other w“:1se evidencing a right to acquire, any securities of any of the Penn
West Parties (other than Penn West). All outstanding securities of the Penn West Parties (other
than Penn West) have b“een duly authorized and validly issued, are fully paid and non-

assessable and are not %ubject to, nor were they issued in violation of, any pre-emptive rights.

No Orders. No order, rulmg or determination having the effect of suspending the sale of, or
ceasing the trading of, the Penn West Units or any other securities of Penn West has been
issued by any regulatory|authority and is continuing in effect and no proceedings for that
purpose have been instituted, are pending or, to the knowledge of Penn West and PWPL, are
contemplated or threatened under any Applicable Laws or by any other regulatory authority.

Material Agreements. There are no agreements material to the conduct of the Penn West
Parties' affairs or businessf‘es, as applicable, and PWPL, except for those agreements disclosed
in the Public Record, disclosed in the Penn West Disclosure Letter or those entered into in the
ordinary course of busines‘s, and all such material agreements are valid and subsisting and the

Penn West Party that is a party thereto is not in material default under any such agreements.

Filings. Penn West has tw"lled all documents required to be filed by it with all applicable
Governmental Entities and all such documents were, as of their respective dates, in

compliance in all matenaﬁl respects with all Applicable Laws and at the time filed did not
contain any untrue statement of a material fact or omit to state a material fact required to be
stated therein or necessary to make the statements therein, in light of the circumstances under

which they were made, ot misleading. PWPL will deliver to PC, as soon as they become
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cte copies of any material reports or statements required to be filed
Governmental Entity subsequent to the date hereof. As of their
orts and statements (excluding any information therein provided by
to which Penn West and PWPL make no representation) will not

contain any untrue statement of a material fact or omit to state a material fact required to be
stated therein or necessarﬁy to make the statements therein, in light of the circumstances in
which they are made, not misleading and will comply in all material respects with all
Applicable Laws.

No Material Adverse Change. Since January 1, 2006, other than as disclosed in the Public
Record: (i) the Penn We;‘bt Parties have conducted their respective businesses only in the
ordinary and normal course, (i) no liability or obligation of any nature (whether absolute,

accrued, contingent or otl}lerwise) material to Penn West, taken as a whole, has been incurred
other than in the ordinary course of business, and (iii) there has not been any Material Adverse
Change in respect of the Penn West Parties taken as a whole.

Books and Records. The| records and minute books of the Penn West Parties have been

maintained substantially

in accordance with all Applicable Laws and are complete and

accurate in all material respects.

Reports. As of their respe
Annual Information Form

ctive dates: (1) the Penn West Financial Statements, (i1) Penn West's
dated March 24, 2006 (including all documents incorporated by

reference therein), (iii) al

1 Penn West press releases, material change reports, business

acquisition reports or similar documents filed with the Securities Authorities since January 1,
2006, and (iv) all prospectuses or other offering documents used by Penn West in the offering
of its securities or filed with the Securities Authorities since January 1, 2006, did not contain
any untrue statement of a" material fact or omit to state a material fact required to be stated
therein or necessary to make the statements therein, in light of the circumstances in which they
were made, not misleadin:\g and complied in all material respects with all Applicable Laws.
The Penn West Financial Statements and other financial statements of Penn West included or
incorporated by referencj[e in such forms, statements, prospectuses and other offering
documents were prepared in accordance with GAAP (except (x) as otherwise indicated in such
financial statements and the notes thereto or, in the case of audited statements, in the related
report of Penn West's indé‘pendent auditors or (y) in the case of unaudited interim statements,
to the extent they may not include footnotes, are subject to normal year end adjustments or
may be condensed or sunﬁnary statements), and present fairly in accordance with GAAP the

consolidated financial poEition, results of operations and cash flows of Penn West on a

consolidated basis as of th
case of any unaudited inte
reflect appropriate and ad!
West on a consolidated b
policies, except as describ

1, 2006.

e dates thereof and for the periods indicated therein (subject, in the
rim financial statements, to normal year-end audit adjustments) and
equate reserves in respect of contingent liabilities, if any, of Penn
asis. There has been no material change in Penn West accounting
d in the notes to the Penn West Financial Statements, since January

Absence of Undisclosed Liabilities. The Penn West Parties have no material liabilities of any

[
nature (matured or unmatu

those set forth or
thereto included 1
Sheets");

@

‘red, fixed or contingent), other than:

adequately provided for in the balance sheets and associated notes
n the Penn West Financial Statements (the "Penn West Balance
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(ii) those incurred in ‘he ordinary course of business and not required to be set forth in the
Penn West Balance Sheets under GAAP;

(iii) those incurred in the ordinary course of business since the dates of the Penn West
Balance Sheets and consistent with past practice; and

(iv)  those incurred in connection with the execution of this Agreement.

Environmental. Except as disclosed in the Penn West Disclosure Letter or in the Public
Record, there has not occurred any material spills, emissions or pollution on any property of
any Penn West Party, noJr has any Penn West Party been subject to any stop orders, control
orders, clean-up orders o]‘r reclamation orders under applicable Environmental Laws, any of
which might reasonably be expected to have a Material Adverse Effect on Penn West. All
operations of the Penn V\(est Parties have been and are now being conducted in compliance
with all applicable Environmental Laws, except where the failure to be in compliance would
not have a Material Advgrse Effect on the Penn West Parties, taken as a whole. The Penn
West Parties are not subject to nor are Penn West or PWPL aware of:

(1)
or safety matters,
expenditures; or

(i1) any demand or

applicable to the

respecting the use,

Substances,
which would have a Mate

Title. Although they do
Letter, neither Penn West

any proceeding, a

pplication, order or directive which relates to environmental, health
and which may require any material work, repairs, construction, or

notice with respect to the breach of any Environmental Laws
Penn West Parties, including, without limitation, any regulations
storage, treatment, transportation, or disposition of any Hazardous

rial Adverse Effect on the Penn West Parties.

not warrant title, except as disclosed in the Penn West Disclosure
nor PWPL has any knowledge or is aware of any defects, failures or

impairments in the title of the Penn West Parties to their respective assets, whether or not an
action, suit, proceeding or inquiry is pending or threatened or whether or not discovered by
any third party, which in laggregate could have a Material Adverse Effect on: (i) the quantity
and pre-tax present worth values of such assets, (ii) the current production volumes of the

Penn West Parties, or (ii1)/the current consolidated cash flow of the Penn West Parties.

losed in the Public Record, each of the Penn West Parties has
ance with all licences, permits, certificates, consents, orders, grants
and other authorizations, of or from any Governmental Entity necessary to conduct its
businesses as they are now being or are proposed to be conducted, other than such licences,
permits, certificates, consents, orders, grants and other authorizations the absence of which
would not have a Material Adverse Effect on the Penn West Parties.

Licences. Except as disc

obtained and is in compli

Compliance with Laws. Each of the Penn West Parties has complied with and is in compliance
with all'Laws applicable | to the operation of its business, except where such non-compliance

would not have a Matena]
or financial condition of |
consummate the Arrangen

Long Term and Derivati

Adverse Effect on the business, affairs, operations, assets, prospects
he Penn West Parties or on the ability of the Penn West Parties to
nent.

disclosed to Petrofund in

ve Transactions. Except as disclosed in the Public Record or as

the Penn West Disclosure Letter, none of the Penn West Parties has
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es, direct or indirect, vested or contingent in respect of any rate swap
| forward rate transactions, commodity swaps, commodity options,
‘waps, equity or equity index options, bond options, interest rate
ltransactions, cap transactions, floor transactions, collar transactions,

currency swap transactions, cross-currency rate swap transactions, currency options,

production sales transac
transactions (including
combination of such trans

I

tions having terms greater than 90 days or any other similar
any option with respect to any of such transactions) or any
actions.

Fairness Opinion. The Penn West Board of Directors received a verbal opinion on April 15,
2006 from Scotia Capital Inc. that the consideration to be provided by Penn West to the

Petrofund Unitholders in

view, to the Penn West Ul

Employee Benefit Plans.
correct copies of each e

connection with the Arrangement is fair, from a financial point of
hitholders.

Penn West will make available to Petrofund true, complete and
mployee benefits plan (the "Penn West Plans") covering active,

former or retired employees of the Penn West Parties, any related trust agreement, annuity or

insurance contract or othe

and administered in mat
Applicable Law or contr

liability or adequate provi

Hr funding vehicle, and: (i) each Penn West Plan has been maintained

Fdal compliance with its terms and is, to the extent required by
act, fully funded without having any deficit or unfunded actuarial
sion has been made therefor, (ii) all required employer contributions

under any such plans have been made and the applicable funds have been funded in

accordance with the termsj
qualified under applicab

thereof, (iii) each Penn West Plan that is required or intended to be
e law or registered or approved by a governmental agency or

authority has been so qualified, registered or approved by the appropriate governmental

agency or authority, and nothing has occurred since the date of the last qualification,
registration or approval t0 adversely affect, or cause, the appropriate governmental agency or
authority to revoke such c”lualiﬁcation, registration or approval, (iv) to the knowledge of Penn
West and PWPL, there are no pending or anticipated material claims against or otherwise
involving any of the Pennu West Plans and no suit, action or other litigation (excluding claims
for benefits incurred in the ordinary course of Penn West Plan activities) has been brought

. . I . .
against or with respect t‘P any Penn West Plan, (v)all material contributions, reserves or
premium payments required to be made to the Penn West Plans have been made or provided
for, and (vi)no Penn West Party has any material obligations for retiree health and life

benefits under any Penn West Plan.

Insurance. Policies of insurance are in force as of the date hereof naming a Penn West Party as
an insured that adequatel)l‘[ cover all risks as are customarily covered by oil and gas producers
in the industry in which tl%e Penn West Parties operate. All such policies shall remain in force
and effect and shall not be cancelled or otherwise terminated as a result of the transactions

contemplated by this Agre“ement.

Indebtedness To and By Officers, Directors and Others. None of the Penn West Parties is
indebted to any of the directors, officers, employees or consultants or any of their respective
associates or affiliates or bther parties not at arm's length to any Penn West Party, except for
amounts due as normal compensation or reimbursement of ordinary business expenses, nor is
there any indebtedness oinng by any such parties to any of the Penn West Parties.

No Limitation. There is no non-competition, exclusivity or other similar agreement,
commitment or understanding in place to which any Penn West Party is a party or by which it

is otherwise bound that would now or hereafter in any way limit the business or operations of

any Penn West Party in a

&)articular manner or to a particular locality or geographic region or
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for a limited period of time and the execution, delivery and performance of this Agreement
does not and will not res“ult in the restriction of any Penn West Party from engaging in this
business or from competing with any Person or in any geographic area.

(aa) Guarantees and Indemnification. Other than as disclosed in writing to Petrofund in the Penn
West Disclosure Letter or in the Public Record, no Penn West Party is a party to or bound by
any agreement of guarantee, indemnification (other than an indemnification of directors and
officers in accordance with the by-laws of the respective corporation or Applicable Laws and
other than standard indemnity agreements in underwriting and agency agreements and in the
ordinary course provided to service providers) or any like commitment in respect of the

obligations, liabilities (contingent or otherwise) of indebtedness of any other Person, other

(bb)

than guarantees of obligations of any other Penn West Party.

Information to Independent Engineer. Penn West and PWPL have no reason to believe that the

report prepared by GLJ
evaluating the crude oil, n
revenues attributable to th
"Penn West Report") a

dated March 10, 2006 and effective as at December 31, 2005,
atural gas liquids and natural gas reserves and future net production
e properties of Penn West and PWPL as of December 31, 2005 (the
nd, if applicable, any updates to such report or any other reserve

evaluation reports which may be, or be deemed to be, included or incorporated by reference in

J

the Penn West Information Circular, whether in addition to or as a replacement to the Penn
West Report was not accurate in all material respects as at the effective date of such report,

and, except for any imﬂaot of changes in commodity prices, which may or may not be
material, Penn West and| PWPL have no knowledge of a Material Adverse Change in the

production, costs, price, reserves, estimates of future net production revenues or other relevant
information from that disclosed in that report. Penn West has provided to GLJ all material
information concerning lg.nd descriptions, well data, facilities and infrastructure, ownership
and operations, future ‘\c}evelopment plans and historical technical and operating data
respecting the principal cﬂil and gas assets of Penn West and PWPL, in each case as at the
effective dates of such reports, and, in particular, all material information respecting the
interests of Penn West and PWPL interests in their principal oil and gas assets and royalty

burdens and net profits ing”erest burdens thereon and such information was accurate and correct
in all material respects as at the respective dates thereof and did not omit any information
necessary to make any such information provided not misleading as at the respective dates
thereof and there has been no Material Adverse Change in any of the material information so
provided since the date thereof.
(cc) No_Insider Rights. No director, officer, insider or other party not at arm's length to any Penn
West Party has any right, title or interest in (or the right to acquire any right, title or interest in)
any royalty interest, participation interest or any other interest whatsoever, in any properties of
any Penn West Party.

(dd) Disclosure. The data and information in respect of the Penn West Parties and their respective

assets, reserves, liabiliticsﬂ businesses, affairs and operations provided by or on behalf of Penn

West to or on behalf of ,Pe%trofund was and is accurate and correct in all material respects as at
the respective dates there?f and does not omit any material data or information necessary to
make any data or information provided not misleading as at the respective dates thereof.

Debt. As at March 31, 2\006, Penn West's long-term debt, bank debt and working capital

deficiency did not, in the aggregate, exceed $720 million exclusive of any hedging
obligations.

(ee)
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No Defaults under Leases and Agreements. Except as disclosed in writing to Petrofund in the
. Il
Penn West Disclosure Letter:

®

no Penn West Party has received notice of any default under any of the leases and
other title and opqlrating documents or any other agreement or instrument pertaining to
the Penn West Parties’ oil and gas assets to which a Penn West Party is a party or by
or to which a Penn West Party or any such assets are bound or subject except to the
extent that such defaults would not in the aggregate have a Material Adverse Effect;
and

(11) to their knowledg

£ 94

each of t
default un

(A)

he Penn West Parties is in good standing under all, and is not in
der any; and

B) there is no existing condition, circumstance or matter which constitutes or
which, with the passage of time or the giving of notice, would constitute a
default under any,

|
leases and othe% title and operating documents or any other agreements and
instruments pertaining to its oil and gas assets to which it is a party or by or to which
it or such assets are bound or subject and, to their knowledge, all such leases, title and
operating docume“l'nts and other agreements and instruments are in good standing and
in full force and effect and none of the counterparties to such leases, title and
operating documents and other agreements and instruments is in default thereunder
except to the extent that such defaults would not in the aggregate have a Material
Adverse Effect.

No Encumbrances. None of the Penn West Parties has encumbered or alienated its interest in
the Penn West Parties' otl| and gas assets or agreed to do so and such assets are free and clear
of all encumbrances except for or pursuant to encumbrances securing the Penn West Credit

Facilities and derivative
encumbrances disclosed

personal property registry”

transactions with the lenders (and other affiliates) thereunder or
in the Public Record, any governmental registry (including the
in British Columbia, Alberta or Saskatchewan) or those arising in

the ordinary course of business, which are not material in the aggregate or have been disclosed

in writing to Petrofund in

the Penn West Disclosure Letter.

No Reduction of Interests. Except as disclosed in writing to Petrofund in the Penn West
Disclosure Letter and exc”ept as is reflected in the Penn West Report, none of the Penn West
Parties' oil and gas assets are subject to reduction by reference to payout of or production
penalty on any well or otherwise or to change to an interest of any other size or nature by
virtue of or through any |right or interest granted by, through or under a Penn West Party
except to the extent that such reduction or change to an interest would not in the aggregate
have a Material Adverse Effect.

Royalties, Rentals and T“’Lxes Paid. All royalties and rentals payable on or before the date
hereof under the leases and other title and operating documents pertaining to the Penn West
Parties’ oil and gas assets and all ad valorem, property, production, severance and similar taxes
and assessments based up#n or measured by the ownership of such assets or the production of
petroleum substances derived therefrom or allocated thereto or the proceeds of sales thereof

payable on or before the date hereof have been properly paid in full and in a timely manner




@)

(kk)

1)
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except to the extent that such non-payment would not in the aggregate have a Material

Adverse Effect.

Production Allowables and Production Penalties.

Wy

(i)

None of the wells in which any of the Penn West Parties holds an interest has been

produced in excess of applicable production allowables imposed by any applicable

law or any gove”rnmental authority and none of the Penn West Parties has any
knowledge of any impending change in production allowables imposed by any
applicable law or any governmental authority that may be applicable to any of the
wells in which <my of them holds an interest, other than changes of general application
in the jurisdiction in which such wells are situate except to the extent that such non-
compliance or chénges would not in the aggregate have a Material Adverse Effect.

|

None of the Penn West Parties has received notice of any production penalty or
similar producuo”n restriction of any nature imposed or to be imposed by any
governmental authorlty, including gas-oil ratio, off-target and overproduction
penalties 1mposed by the Alberta Energy and Ultilities Board, and, to their knowledge,
none of the wells in which any of them holds an interest is subject to any such penalty
or restriction except to the extent that any such penalty or restriction would not in the

aggregate have a Material Adverse Effect.

Operation and Condition of Wells. All wells in which any of the Penn West Parties holds an

interest:

®

(i)

for which any of the Penn West Parties was or is operator, were or have been drilled
and, if and as applicable, completed, operated and abandoned in accordance with good
and prudent oil and gas industry practices in Canada and all Applicable Law; and

for which none ot the Penn West Parties was or is operator, to their knowledge, were
or have been dnllmed and, if and as applicable, completed, operated and abandoned in
accordance with good and prudent oil and gas industry practices in Canada and all

Applicable Law;

except, in either case, to the extent that such non-compliance with prudent oil and gas industry

practices or Applicable La

w would not in the aggregate have a Material Adverse Effect.

Operation and Condition of Tangibles. The Penn West Parties' tangible depreciable property

used or intended for use in connection with their oil and gas assets:

)

(i1)

for which any of the Penn West Parties was or is operator, was or has been
constructed, opc:ra:‘ited and maintained in accordance with good and prudent oil and gas
industry practices in Canada and all Applicable Law during all periods in which a
Penn West Party was operator thereof and is in good condition and repair, ordinary
wear and tear excepted, and is useable in the ordinary course of business; and

for which none ofjthe Penn West Parties was or is operator, to their knowledge, was or
has been constructed, operated and maintained in accordance with good and prudent

oil and gas mdust‘”ry practices in Canada and all Applicable Law during all periods in
which none of thf: Penn West Parties was operator thereof and is in good condition
and repair, ordinary wear and tear excepted, and is useable in the ordinary course of

business;
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assets after the date of the

for each such commitmen

budget disclosed in writin
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financial advisor, broker,
agent or finder on accou
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‘uch non-compliance with prudent oil and gas industry practices or
t in the aggregate have a Material Adverse Effect.

are no outstanding authorizations for expenditure pertaining to any
s’ 0il and gas assets or any other commitments, approvals or
which an expenditure may be required to be made in respect of such
most recent Penn West Financial Statements in excess of $5 million
t, approval or authorization other than pursuant to the 2006 capital
g to Petrofund.

e Penn West Parties have not retained nor will they retain any
agent or finder or pay, or agree to pay any financial advisor, broker,
nt of this Agreement, any transaction contemplated hereby or any

transaction presently ongoing or contemplated (except as disclosed to Petrofund), except for

I

those advisors which havhe been retained by Penn West as financial advisors in connection
with certain matters including the transactions contemplated hereby. After the payment of
such financial obligations‘I to Penn West's financial advisors, the Penn West Parties will not
have any continuing obligations to such advisors other than those related to indemnification,

confidentiality and the payment of expenses.
\

Employment and Ofﬁce1‘7 Obligations. Other than PWPL's existing employee health and
benefit plans, employee |savings plans, pension obligations or as disclosed in writing to
Petrofund in the Penn West Disclosure Letter, there are no other employment or consulting
services agreements, termination, severance and retention plans or policies of the Penn West
Parties. The obligations\ of the Penn West Parties under any employment or consulting
services agreements, tem%ination, severance plans or policies for severance, termination or

bonus payments or any otper payments related to any Penn West incentive plan, arising out of

or in connection with the Arrangement, shall be nil.

|

Confidentiality Agreements. All agreements entered into by Penn West with persons other

than Petrofund regarding
reviewed by such persons“
assets or any other busin
substantially the form of

standstill or other provisio

Outstanding Acquisitions.
or undertakings of third
excess of $2 million for an

Mutual Fund Trust. Penn
of the ITA.

Place of Principal Office:

' the confidentiality of information provided to such persons or
with respect to the sale of Penn West or a substantial portion of its
ess combination or similar transaction with another party are in
the Confidentiality Agreement and Penn West has not waived the
ns of any of such agreements.

The Penn West Parties have no rights to purchase assets, properties
parties under any agreements to purchase that have not closed in

y one agreement to purchase or $5 million in the aggregate.

West is a "mutual fund trust” and a "unit trust” within the meaning

s. The principal offices of the Penn West Parties are not located

within the United States.

Location of Assets and W.S. Sales. The assets and property of the Penn West Parties are

located outside the United States and did not generate sales in or into the United States

exceeding U.S.$50 millior

Foreign Private Issuer. Pe

of Regulation C adopted b‘

1 during Penn West's most recent completed fiscal year.

nn West is a "foreign private issuer” within the meaning of Rule 405
y the SEC under the U.S. Securities Act.
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Investment Company. Tolits knowledge and awareness, and without investigation, Penn West
is not an "investment company"” within the meaning of the United States Investment Company
Act of 1940, as amended.

Investment Canada Act. | Penn West is not a "non-Canadian" within the meaning of the
Investment Canada Act (Canada).

Board Approval. The ”enn West Board of Directors has unanimously approved the

Arrangement and approved this Agreement, has unanimously determined that the
Arrangement and this Ag‘:reement are in the best interests of Penn West and the Penn West
Unitholders, and has, base;d on the opinion of its financial advisor, unanimously determined
that the Arrangement is fal‘lr from a financial point of view, to Penn West Unitholders and has
resolved to unanimously recommend approval of the Arrangement by Penn West Unitholders.

In addition, the Penn West Board of Directors has unanimously determined to recommend to
the Penn West Trustee that Penn West's distribution record date for June 2006 (and July 2006,
if required) be changed in the manner permitted by Section 3.1(b)(iii) of this Agreement.

Penn West Disclosure Letter. The matters disclosed to Petrofund in the Penn West Disclosure
Letter remain true and corfect as of the date hereof.

Disclosure. To the knowledge of Penn West, Penn West has not withheld from Petrofund any
material information or documents concerning Penn West or any of its Subsidiaries or their
respective assets or liabilities during the course of Petrofund's review of Penn West and its
assets. No representatioﬂ or warranty contained herein and no statement contained in any
schedule or other dlsclosu re document provided or to be provided to Petrofund by Penn West
pursuant hereto (1nc1ud1ng without limitation, any matter disclosed by Penn West in the Penn
West Disclosure Letter) contams or will contain any untrue statement of a material fact or
omits to state a material fact which is necessary in order to make the statements herein or
therein not misleading.

Off-Balance Sheet Arrangements. Penn West does not have any "off-balance sheet
arrangements” as such term is defined in Form 40-F adopted by the SEC.

Representations and Warranties of Petrofund

Each of Petrofund and PC hereby jointly and severally make the representations and
set forth in this Section 5. 2 to and in favour of Penn West and PWPL and acknowledge that

each of Penn West and PWPL is relymg upon such representations and warranties in connection with the
matters contemplated by this Agreement

(@)
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Organization and Quahﬁcanon Petrofund is a trust duly created and validly existing under the
Laws of the Province of Optarlo and AVT is a trust duly created and validly existing under the
Laws of the Province of Alberta and each has the requisite trust power and authority to own its

I
assets and to conduct its aﬁffalrs as now conducted. PC is a corporation duly incorporated or
amalgamated and validly %mstlng under the Laws of its jurisdiction of incorporation and has
the requisite corporate power and authority to own its assets as now owned and to carry on its

business as now conducte Hd Each of the Petrofund Parties i1s duly registered to conduct its
affairs or do business, as §pphcable in each jurisdiction in which the character of its assets,
owned or leased, or the nature of its activities makes such registration necessary, except where
the failure to be so reglstuered would not have a Material Adverse Effect on the Petrofund

Parties. Copies of the conc‘tatmg documents of the Petrofund Parties (including the Petrofund




(b)

(©)

(d)
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Material Agreements) prouwded to PWPL, together with all amendments to date, are accurate
and complete as of the date hereof and have not been amended or superseded.

Authority Relative to thls‘ Agreement. PC has the requisite corporate power and authority to
execute this Agreement, in its own capacity and in its capacity as administrator of Petrofund,
as applicable, and each of Petrofund and PC has the requisite trust or corporate power and
authority, as applicable, o carry out its obligations hereunder. The execution and delivery of
this Agreement and the consummation by Petrofund and PC of the Arrangement have been
duly authorized by the Petrofund Board of Directors and, subject to the requisite approval of
the Petrofund Unitholders, no other proceedings on the part of Petrofund or PC are necessary
to authorize this Agreeme‘nt or the Arrangement. This Agreement has been duly executed and
delivered by each of Petrofund and PC and constitutes a legal, valid and binding obligation of
each of Petrofund and PClenforceable against them in accordance with its terms, subject to the
qualification that such| enforceability may be limited by bankruptcy, insolvency,
reorganization or other Lz‘ ws of general application relating to or affecting rights of creditors
and that equitable remedies, including specific performance, are discretionary and may not be
ordered.

Subsidiaries. Petrofund hwas no Subsidiaries (other than the Material Subsidiaries) that are
material to its business, operation or financial condition.

No Violations. Except as| disclosed to Penn West in the Petrofund Disclosure Letter, or as

contemplated by this Agre‘ement:

@) neither the execution and delivery of this Agreement by Petrofund and PC nor the
consummation of|the Arrangement nor compliance by the Petrofund Parties with any
of the provisions hereof will: (A) violate, conflict with, or result in a breach of any
provision of, requﬂne any consent, approval or notice under, or constitute a default (or
an event which, with notice or lapse of time or both, would constitute a default) or
result in a right o“f termination or acceleration under, or result in the creation of any
encumbrance upo”ln any of the properties or assets of the Petrofund Parties or cause
any indebtedness to come due before its stated maturity or cause any credit to cease to
be available, und‘ér any of the terms, conditions or provisions of (1) the Petrofund
Material Agreerrﬂents or the articles, by-laws, shareholder agreements or other
constating document of any Petrofund Party, or (2) any material note, bond, mortgage,
indenture, loan ag”reernent deed of trust, agreement, lien, contract or other instrument
or obligation to w thch a Petrofund Party is a party or to which any of them, or any of
their respective propertles or assets, may be subject or by which a Petrofund Party is
bound; or (B) subject to compliance with applicable statutes and regulations, violate
any judgment, rwlmg, order, writ, injunction, determination, award, decree, statute,
ordinance, rule or regulation applicable to the Petrofund Parties or any of their
respective propemes or assets (except, in the case of each of clauses (A) and (B)
above, for such v101at10ns conflicts, breaches, defaults, terminations, accelerations or
creations of encm‘nbrances which, or any consents, approvals or notices which if not
given or received, would not have any Material Adverse Effect on the Petrofund
Parties taken as ajwhole, or significantly impede the ability of the Petrofund Parties to
consummate the lArrangement); or (C) cause the suspension or revocation of any
authorization, consent, approval or license currently in effect which would have a

Material Adverse [Effect on the Petrofund Parties; and

(ii) other than in connection with or in compliance with the provisions of Applicable
Laws or which are required to be filed post Arrangement, and except for the requisite




(e) Litigation. There are no

approval of Petrofund Unitholders, (A) there is no legal impediment to the Petrofund
Parties' consummation of the Arrangement, and (B) no filing or registration with, or
authorization, consent or approval of, any domestic or foreign public body or

authority is required of the Petrofund Parties in connection with the consummation of

the Arrangement
such authorizatio:
Material Adverse‘

the Petrofund Par‘

except for such filings or registrations which, if not made, or for
ns, consents or approvals which, if not received, would not have a
Effect on the Petrofund Parties, or significantly impede the ability of
ties to consummate the Arrangement.

actions, suits or proceedings in existence or pending or, to the

l

knowledge of PC, threatened or for which there is a reasonable basis, affecting or that would

f
|

affect the Petrofund Parties or affecting or that would affect any of their respective property or
assets at law or equity or‘before or by any court or Governmental Entity which action, suit or
proceeding involves a possibility of any judgment against or liability of the Petrofund Parties
which, if successful, wou%d have a Material Adverse Effect on the Petrofund Parties, or would
significantly impede the ability of the Petrofund Parties to consummate the Arrangement.

H Taxes, etc. Except as disclosed in the Petrofund Disclosure Letter:

®

(i)

(iii)

@1v)

)
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all Tax Returns required to be filed by or on behalf of any Petrofund Parties have been
duly filed on a (jrlr‘llely basis and such tax returns are correct in all material respects. All
Taxes shown to be payable on the Tax Returns or on subsequent assessments with
respect thereto have been paid in full on a timely basis, and no other Taxes are

payable by any P
Returns;

Petrofund has p

trofund Parties with respect to items or periods covered by such Tax

aid or provided adequate accruals in its conseolidated financial

statements for the period from inception to December 31, 2005 for Taxes, including

income taxes aand
with GAAP;

for all periods en
by Petrofund true
reports, statemen
concerning assess
amendments to p
of any Petrofund

related future taxes, if applicable, for such periods, in conformity

‘ied on and after December 31, 2005, Penn West has been furnished
‘ and complete copies of: (A) material portions of income tax audit
t of deficiencies, closing or other agreements or correspondence
ments or audits pursuant to which a taxing authority has proposed
reviously filed returns received by any Petrofund Party or on behalf

Party relating to the Taxes; and (B) any material federal, provincial,

state, local or foreign income or franchise tax returns for each Petrofund Party;

no material deficiencies exist or have been asserted with respect to Taxes of Petrofund
or any of its Subsidiaries;

none of Petrofund or its Material Subsidiaries is a party to any action or proceeding
for assessment or|collection of Taxes, nor, to the knowledge of Petrofund and PC, has
such an event ‘been asserted or threatened against Petrofund or its Material

Subsidiaries or any of their respective assets that would have a Material Adverse
Effect on the Petrofund Parties. No waiver or extension of any statute of limitations is
in effect with r:lespect to Taxes or Tax Returns of Petrofund or its Material
Subsidiaries. No audit by tax authorities of Petrofund or its Material Subsidiaries is in

process or pendin“g, to the knowledge of Petrofund; and
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(vi) Petrofund has prc

accordance with (

vided adequate accruals in its consolidated financial statements in
7AAP for the period ended December 31, 2005 (or such amounts are
fully funded) for all pension or other employee benefit obligations of Petrofund and its
Subsidiaries arising under or relating to each of the pension or retirement income
plans or other cnlmployee benefit plans or agreements or policies maintained by or
binding on Petrofund or its Material Subsidiaries.
Reporting Issuer Status. Petrofund is a reporting issuer (where such concept exists) in all
provinces and territories| of Canada and is in material compliance with all Applicable
Canadian Securities LawsH therein. The Petrofund Units are registered pursuant to Section 12
of the U.S. Exchange Ac‘t and Petrofund is in material compliance with all applicable U.S.
Securities Laws, including the Sarbanes Oxley Act of 2002. The Petrofund Units are listed
and posted for trading on the TSX and the AMEX and Petrofund is in material compliance
with the rules of the TSX and AMEX.

Capitalization. As of the“ date hereof, the authorized capital of Petrofund consists of an
unlimited number of Petrofund Units and an unlimited number of Special Voting Rights (as

defined in the Petrofund hT rust Indenture). As of February 28, 2006, there were issued and
outstanding 117.2 million” Petrofund Units and one Special Voting Right and the number of
issued and outstanding Petrofund Units has not changed materially subsequent to such date to

the date hereof. Other th”an: (i) the Petrofund Rights and up to 2,017,234 Petrofund Units

issuable pursuant to the” Petrofund Rights under the Petrofund Incentive Plans, (i) the

Petrofund Exchangeable Shares and 356,147 Petrofund Units issuable pursuant to such shares
(based on the exchange r”atio as of February 28, 2006), (iii) Petrofund Units which may be
issued pursuant to the Petr“yofund DRIP (the securities listed in subsection 5.2¢h)(i) through (iii)
are collectively, the "Petrofund Securities Instruments"), there are no options, warrants or
other rights, agreements (1):r commitments of any character whatsoever requiring the issuance,
sale or transfer by Petrofund of any securities of Petrofund (including Petrofund Units) or any

securities convertible into”, or exchangeable or exercisable for, or otherwise evidencing a right
to acquire, any securities %)f Petrofund (including Petrofund Units). All outstanding Petrofund
Units have been duly authorized and validly issued, are fully paid and non-assessable and are
not subject to, nor were tpey issued in violation of, any pre-emptive rights and all Petrofund
Units issuable pursuant to the Petrofund Securities Instruments in accordance with their
respective terms will be duly authorized and validly issued as fully paid and non-assessable

and will not be subject to %my pre-emptive rights.

Ownership of Subsidiariel‘.

As of the date hereof, Petrofund is the beneficial direct or indirect

owner of all of the ou
Subsidiaries of Petrofund\
except for security interes

standing shares and trust units, as applicable, of the Material
with good title thereto free and clear of any and all encumbrances,
s in such securities for the benefit of the lenders under the Petrofund

Credit Facilities. There are no options, warrants or other rights, shareholder or unitholder

|

rights plans, agreements or commitments of any character whatsoever requiring the issuance,

sale or transfer by any of

the Petrofund Parties (other than Petrofund) of any securities of the

Petrofund Parties (other than Petrofund) or any securities convertible into, or exchangeable or

J

exercisable for, or otherwise evidencing a right to acquire, any securities of any of the
Petrofund Parties (other t”han Petrofund). All outstanding securities of the Petrofund Parties
(other than Petrofund) have been duly authorized and validly issued, are fully paid and non-

\

assessable and are not subject to, nor were they issued in violation of, any pre-emptive rights.

|

No Orders. No order, ruling or determination having the effect of suspending the sale of, or

ceasing the trading of, theJ

by any regulatory authori

Petrofund Units or any other securities of Petrofund has been issued
ty and is continuing in effect and no proceedings for that purpose
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have been instituted, are pendmg or, to the knowledge of Petrofund and PC, are contemplated
or threatened under any Apphcable Laws or by any other regulatory authority.

Material Agreements. There are no agreements material to the conduct of the Petrofund
Parties' affairs or businesses, as applicable, and PC, except for those agreements disclosed in
the Public Record, disclosed in the Petrofund Disclosure Letter or those entered into in the
ordinary course of busmelss and all such material agreements are valid and subsisting and the
Petrofund Party that is a party thereto is not in material default under any such agreements.

Filings. Petrofund has filed all documents required to be filed by it with all applicable
Governmental Entities and all such documents were, as of their respective dates, in
compliance in all matenz‘ﬂ respects with all Applicable Laws and at the time filed did not
contain any untrue staternent of a material fact or omit to state a material fact required to be
stated therein or necessarﬂ[l to make the statements therein, in light of the circumstances under
which they were made, not misleading. PC will deliver to PWPL, as soon as they become
available, true and compl‘éte copies of any material reports or statements required to be filed
by Petrofund with any Govemmental Entity subsequent to the date hereof. As of their

respective dates, such rup‘orts and statements (excluding any information therein provided by

|
the Penn West Parties, as “‘to which Petrofund and PC make no representation) will not contain
any untrue statement of a material fact or omit to state a material fact required to be stated

therein or necessary to ma
are made, not misleading

No Material Adverse Ch

ke the statements therein, in light of the circumstances in which they
and will comply in all material respects with all Applicable Laws.

ange. Since January 1, 2006, other than as disclosed in the Public

Record: (i) the Petrofund

Parties have conducted their respective businesses only in the

ordinary and normal course, (i) no liability or obligation of any nature (whether absolute,
accrued, contingent or otherwise) material to Petrofund, taken as a whole, has been incurred

other than in the ordinary
Change in respect of the F

Books and Records. The
maintained substantially
accurate in all material res

”course of business, and (iii) there has not been any Material Adverse

I
etrofund Parties taken as a whole.

> records and minute books of the Petrofund Parties have been
in accordance with all Applicable Laws and are complete and
pects.

Reports. As of their respective dates: (i) the Petrofund Financial Statements, (ii) Petrofund's

Annual Information Form dated March 15, 2006 (including all documents incorporated by

I

reference therein), (iii) Petrofund's information circular and proxy statement for the annual

meeting of Petrofund Unit

change reports, business
Authorities since January,

holders on April 19, 2006, (iv) all Petrofund press releases, material
acquisition reports or similar documents filed with the Securities
1, 2006, (v) Petrofund's annual report on Form 40-F filed with the

SEC on March 20, 2006, and (vi) all prospectuses or other offering documents used by
Petrofund in the offerin‘g of its securities or filed with the Securities Authorities since
January 1, 2006, did not|contain any untrue statement of a material fact or omit to state a
material fact required to be stated therein or necessary to make the statements therein, in light
of the circumstances in which they were made, not misleading and complied in all material
respects with all Applicable Laws. The Petrofund Financial Statements and other financial
statements of Petrofund !included or incorporated by reference in such forms, statements,
prospectuses and other offermg documents were prepared in accordance with GAAP (except
(x) as otherwise 1ndlcated in such financial statements and the notes thereto or, in the case of
audited statements, in the related report of Petrofund's independent auditors or (y) in the case
of unaudited interim statements, to the extent they may not include footnotes, are subject to
normal year end adjustme“nts or may be condensed or summary statements), and present fairly




p)

C)

(r)
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AP the consolidated financial position, results of operations and
tion of Petrofund on a consolidated basis as of the dates thereof and

for the periods indicated therein (subject, in the case of any unaudited interim financial

statements, to normal yl

reserves in respect of con

has been no material chan

to the Petrofund Financia

]

ear- -end audit adjustments) and reflect appropriate and adequate
tmgent liabilities, if any, of Petrofund on a consolidated basis. There
ge in Petrofund accounting policies, except as described in the notes

Statements, since January 1, 2006.

Absence of Undisclosed Liabilities. The Petrofund Parties have no material liabilities of any
nature (matured or unmatured, fixed or contingent), other than:

those set forth or
thereto included

(1)

adequately provided for in the balance sheets and associated notes
in the Petrofund Financial Statements (the "Petrofund Balance

Sheets");

(ii) those incurred in the ordinary course of business and not required to be set forth in the
Petrofund Balance Sheets under GAAP;

(iii) those incurred in‘ the ordinary course of business since the dates of the Petrofund
Balance Sheets and consistent with past practice; and

(iv) those incurred in connection with the execution of this Agreement.

Environmental. Except a

disclosed in the Public Record there has not occurred an

pollution on any property\
any stop orders, controlw
Environmental Laws, any
Effect on Petrofund. All
conducted in compliance
be in compliance would n

a whole. The Petrofund P[

i) any proceeding, a
or safety matters,
expenditures; or

(i) any demand or
applicable to the

respecting the use,

Substances,
which would have a Mate

Title. Although they do
Letter, neither Petrofund

s disclosed in the Petrofund Disclosure Letter or than has been
y material spills, emissions or
of any Petrofund Party, nor has any Petrofund Party been subject to
orders, clean-up orders or reclamation orders under applicable
of which might reasonably be expected to have a Material Adverse
operations of the Petrofund Parties have been and are now being
with all applicable Environmental Laws, except where the failure to
ot have a Material Adverse Effect on the Petrofund Parties, taken as

arties are not subject to nor are Petrofund or PC aware of:

pplication, order or directive which relates to environmental, health
and which may require any material work, repairs, construction, or

notice with respect to the breach of any Environmental Laws
Petrofund Parties, including, without limitation, any regulations

| . . ..
storage, treatment, transportation, or disposition of any Hazardous

rial Adverse Effect on the Petrofund Parties.

not warrant title, except as disclosed in the Petrofund Disclosure
nor PC has any knowledge or is aware of any defects, failures or

impairments in the title of the Petrofund Parties to their respective assets, whether or not an

action, suit, proceeding o
any third party, which in
and pre-tax present wortl
Petrofund Parties, or (iii)

r inquiry is pending or threatened or whether or not discovered by
aggregate could have a Material Adverse Effect on: (i) the quantity
h values of such assets, (ii) the current production volumes of the
he current consolidated cash flow of the Petrofund Parties.




(s)

®

()

(v)

(W)
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Licences. Except as disclosed in the Public Record, each of the Petrofund Parties has obtained
and is in compliance with all licences, permits, certificates, consents, orders, grants and other
authorizations of or from ‘my Governmental Entity necessary to conduct its businesses as they
are now being or are propbsed to be conducted, other than such licences, permits, certificates,
consents, orders, grants and other authorizations the absence of which would not have a

Material Adverse Effect on the Petrofund Parties.

Compliance with Laws. E\ach of the Petrofund Parties has complied with and is in compliance
with all Laws applicable to the operation of its business, except where such non-compliance
would not have a Materiall Adverse Effect on the business, affairs, operations, assets, prospects
or financial condition of the Petrofund Parties or on the ability of the Petrofund Parties to
consummate the Arrangement.

Long Term and Derivative Transactions. Except as disclosed in the Public Record or as

disclosed to Penn West in;; the Petrofund Disclosure Letter, none of the Petrofund Parties has
any obligations or liabilities, direct or indirect, vested or contingent in respect of any rate swap

transactions, basis swaps, forward rate transactions, commodity swaps, commodity options,
equity or equity index swaps, equity or equity index options, bond options, interest rate

options, foreign exchange
currency swap transacti

production sales transact

transactions (including

n

d

transactions, cap transactions, floor transactions, collar transactions,
ons, cross-currency rate swap transactions, currency options,
ions having terms greater than 90 days or any other similar
ny option with respect to any of such transactions) or any

combination of such transactions.

Fairness Opinion. The Pe

2006 from CIBC World
Unitholders in connection
Petrofund Unitholders.

Emplovee Benefit Plans.
correct copies of each e

trofund Board of Directors received a verbal opinion on April 16,
Markets Inc. that the consideration to be received by Petrofund
with the Arrangement is fair, from a financial point of view, to the

Petrofund will make available to Penn West true, complete and
mployee benefits plan (the "Petrofund Plans") covering active,

former or retired employees of the Petrofund Parties, any related trust agreement, annuity or
insurance contract or other funding vehicle, and: (i) each Petrofund Plan has been maintained
and administered in material compliance with its terms and is, to the extent required by
Applicable Law or contrz‘ct, fully funded without having any deficit or unfunded actuarial
liability or adequate provision has been made therefor, (i1} all required employer contributions
under any such plans have been made and the applicable funds have been funded in
accordance with the terms1 thereof, (iii) each Petrofund Plan that is required or intended to be
qualified under Applicable Law or registered or approved by a governmental agency or
authority has been so qualified, registered or approved by the appropriate governmental
agency or authority, and nothing has occurred since the date of the last qualification,
registration or approval to adversely affect, or cause, the appropriate governmental agency or
authority to revoke suc:h‘ qualification, registration or approval, (iv)to the knowledge of
Petrofund and PC, there are no pending or anticipated material claims against or otherwise
involving any of the Petré‘:fund Plans and no suit, action or other litigation (excluding claims
for benefits incurred in the ordinary course of Petrofund Plan activities) has been brought
against or with respect t:{o any Petrofund Plan, (v) all material contributions, reserves or
premium payments required to be made to the Petrofund Plans have been made or provided
for, and (vi) no Petrofund Party has any material obligations for retiree health and life benefits
under any Petrofund Plan.




x)

(y)

(2)

(aa)

(bb)
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Insurance. Policies of insg{uance are in force as of the date hereof naming a Petrofund Party as
an insured that adequately cover all risks as are customarily covered by oil and gas producers
in the industry in which the Petrofund Parties operate. All such policies shall remain in force

and effect and shall not be cancelled or otherwise terminated as a result of the transactions

contemplated by this Agr%ement.

|
Indebtedness To and By

Officers, Directors and Others. None of the Petrofund Parties is

indebted to any of the difectors, officers, employees or consultants or any of their respective

associates or affiliates or

other parties not at arm'’s length to any Petrofund Party, except for

amounts due as normal compensation or reimbursement of ordinary business expenses, nor is

[

there any indebtedness owing by any such parties to any of the Petrofund Parties.

No Limitation. There 1
commitment or understan

S no non-competition, exclusivity or other similar agreement,
ding in place to which any Petrofund Party is a party or by which it

is otherwise bound that w‘ould now or hereafter in any way limit the business or operations of
any Petrofund Party in a parucular manner or to a particular locality or geographic region or
for a limited period of terne and the execution, delivery and performance of this Agreement
does not and will not result in the restriction of any Petrofund Party from engaging in this
business or from competir}[)g with any Person or in any geographic area.

Guarantees and Indemnification. Other than as disclosed in writing to Penn West in the
Petrofund Disclosure Letter or in the Public Record, no Petrofund Party is a party to or bound
by any agreement of gua”rantee, indemnification (other than an indemnification of directors
and officers in accordance with the by-laws of the respective corporation or Applicable Laws
and other than standard indemnity agreements in underwriting and agency agreements and in
the ordinary course prov1”ded to service providers) or any like commitment in respect of the
obligations, liabilities (co“ntmgent or otherwise) of indebtedness of any other Person, other
than guarantees of obhgauons of any other Petrofund Party.

Information to Independent Engineer. Petrofund and PC have no reason to believe that the

report prepared by GLJ
evaluating the crude oil, 1
revenues attributable to th

Report"), and, if applicab‘

dated February 9, 2006 and effective as at December 31, 2005,
atural gas liquids and natural gas reserves and future net production
e properties of Petrofund as of December 31, 2005 (the "Petrofund

“le any updates to such report or any other reserve evaluation reports

which may be, or be deemed to be, included or incorporated by reference in the Petrofund

Information Circular, whether in addition to or as a replacement for the Petrofund Report was

not accurate in all materia
impact of changes in com
have no knowledge of a
estimates of future net pri
in that report. Petrofund
descriptions, well data,
development plans and hi

‘1 respects as at the effective date of such report, and, except for any
modity prices, which may or may not be material, Petrofund and PC
Material Adverse Change in the production, costs, price, reserves,
oduction revenues or other relevant information from that disclosed
has provided to GLJ all material information concerning land
facilities and infrastructure, ownership and operations, future

storical technical and operating data respecting the principal oil and

gas assets of the Petrofund Parties, in each case as at the effective dates of such reports, and, in

particular, all material 1nf‘
oil and gas assets and r
information was accurate

ormation respecting the Petrofund Parties’ interests in their principal
oyalty burdens and net profits interest burdens thereon and such
and correct in all material respects as at the respective dates thereof

and did not omit any in“formation necessary to make any such information provided not
misleading as at the respective dates thereof and there has been no Material Adverse Change

in any of the material info

rmation so provided since the date thereof.




(cc)

(dd)

(ee)

(f)

(gg)
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No Insider Rights. No director, officer, insider or other party not at arm's length to any
Petrofund Party has any Iright, title or interest in (or the right to acquire any right, title or
interest in) any royalty interest, participation interest or any other interest whatsoever, in any
properties of any Petrofund Party.

Disclosure. The data and|information in respect of the Petrofund Parties and their respective
assets, reserves, liabilities, businesses, affairs and operations provided by or on behalf of
Petrofund to or on behalf of Penn West was and is accurate and correct in all material respects
as at the respective dates hereof and does not omit any material data or information necessary

to make any data or information provided not misleading as at the respective dates thereof.

Debt. As at March 31, 2006, Petrofund's long-term debt, bank debt and working capital
deficiency did not, in |the aggregate, exceed $475 million exclusive of any hedging
obligations.

No Defaults under Leases and Agreements. Except as disclosed in writing to Penn West in the
Petrofund Disclosure Letter:

(1) no Petrofund Party has received notice of any default under any of the leases and other
title and operating documents or any other agreement or instrument pertaining to the
Petrofund Parties| oil and gas assets to which a Petrofund Party is a party or by or to
which a Petrofund Party or any such assets are bound or subject except to the extent
that such defaults|would not in the aggregate have a Material Adverse Effect; and

14

(i1) to their knowledge:

(A) each of tpe Petrofund Parties is in good standing under all, and is not in
default under any; and

(B) there is no existing condition, circumstance or matter which constitutes or
which, with the passage of time or the giving of notice, would constitute a
default under any,

leases and other title and operating documents or any other agreements and
instruments pertaining to its oil and gas assets to which it is a party or by or to which
it or such assets z{re bound or subject and, to their knowledge, all such leases, title and
operating documff*nts and other agreements and instruments are in good standing and
in full force and effect and none of the counterparties to such leases, title and
operating documents and other agreements and instruments is in default thereunder
except to the extent that such defaults would not in the aggregate have a Material

Adverse Effect.

No Encumbrances. None of the Petrofund Parties has encumbered or alienated its interest in
the Petrofund Parties’ oil and gas assets or agreed to do so and such assets are free and clear of
all encumbrances except| for or pursuant to encumbrances securing the Petrofund Credit
Facilities and derivative |transactions with the lenders (and other affiliates) thereunder or
encumbrances disclosed |in the Public Record, any governmental registry (including the
personal property registryj‘ in British Columbia, Alberta; Saskatchewan or Manitoba) or those
arising in the ordinary cou%rse of business, which are not material in the aggregate or have been
disclosed in writing to Penn West in the Petrofund Disclosure Letter.




(hh)

(i1)

an

(kk)
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Disclosure Letter and exc\
Parties’ o1l and gas assets
penalty on any well or o

s. Except as disclosed in writing to Penn West in the Petrofund
cept as is reflected in the Petrofund Report, none of the Petrofund
5 are subject to reduction by reference to payout of or production
herwise or to change to an interest of any other size or nature by

virtue of or through any right or interest granted by, through or under a Petrofund Party except

to the extent that such re
Material Adverse Effect.

Rovalties, Rentals and T

duction or change to an interest would not in the aggregate have a

axes Paid. All royalties and rentals payable on or before the date

hereof under the leases and other title and operating documents pertaining to the Petrofund

Parties’ 0il and gas assets |
and assessments based up,

and all ad valorem, property, production, severance and similar taxes
on or measured by the ownership of such assets or the production of

petroleum substances denived therefrom or allocated thereto or the proceeds of sales thereof

payable on or before the
except to the extent tha
Adverse Effect.

date hereof have been properly paid in full and in a timely manner
such non-payment would not in the aggregate have a Material

Production Allowables and Production Penalties.

in which any of the Petrofund Parties holds an interest has been
ss of applicable production allowables imposed by any applicable

law or any governmental authority and none of the Petrofund Parties has any

y impending change in production allowables imposed by any
any governmental authority that may be applicable to any of the

1) None of the wells
produced in exce}{
knowledge of an
applicable law or
in the jurisdiction

(i)

wells in which any of them holds an interest, other than changes of general application
‘ in which such wells are situate except to the extent that such non-
compliance or changes would not in the aggregate have a Material Adverse Effect.

None of the Petroufund Parties has received notice of any production penalty or similar
production restncHtlon of any nature imposed or to be imposed by any governmental
authority, 1nclud1ng gas-oil ratio, off-target and overproduction penalties imposed by

the Alberta Energy and Utilities Board, and, to their knowledge, none of the wells in
which any of them holds an interest is subject to any such penalty or restriction except
to the extent that” any such penalty or restriction would not in the aggregate have a
Material Adverse|Effect.

Operation and Condition

of Wells. All wells in which any of the Petrofund Parties holds an

interest:

(1) for which any of
and, if and as app
and prudent oil an

(i)

the Petrofund Parties was or is operator, were or have been dnlled
licable, completed, operated and abandoned in accordance with good
d gas industry practices in Canada and all Applicable Law; and

for which none cff the Petrofund Parties was or is operator, to their knowledge, were or

have been drilled and, if and as applicable, completed, operated and abandoned in

|
accordance with

Applicable Law;

except, in either case, to t

good and prudent oil and gas industry practices in Canada and all

he extent that such non-compliance with prudent oil and gas industry

practices or Applicable Law would not in the aggregate have a Material Adverse Effect.




(1)

(mm)

(on)

(00)

(pp)
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Operation and Condition of Tangibles. The Petrofund Parties’ tangible depreciable property
used or intended for use in connection with their oil and gas assets:

1) for which any of the Petrofund Parties was or is operator, was or has been constructed,
operated and mamtamed in accordance with good and prudent oil and gas industry
practices in Canada and all Apphcable Law during all periods in which a Petrofund
Party was operatgr thereof and is in good condition and repair, ordinary wear and tear

\
excepted, and is useable in the ordinary course of business; and

(ii) for which none of the Petrofund Parties was or is operator, to their knowledge, was or
has been constru(“:ted operated and maintained in accordance with good and prudent
oil and gas mdustry practices in Canada and all Applicable Law during all periods in
which none of the Petrofund Parties was operator thereof and is in good condition and
repair, ordinary “V‘vear and tear excepted, and is useable in the ordinary course of
business; ’

except to the extent that Luch non-compliance with prudent oil and gas industry practices or

Applicable Law would not in the aggregate have a Material Adverse Effect.

Outstanding AFEs. There H € are no outstanding authorizations for expenditure pertaining to any
of the Petrofund Pames oil and gas assets or any other commitments, approvals or
authorizations pursuant to which an expenditure may be required to be made in respect of such
assets after the date of the most recent Petrofund Financial Statements in excess of $2.5
million for each such coréilmitment, approval or authorization other than pursuant to the 2006
capital budget disclosed in writing to Penn West.

Brokers and Finders. The Petrofund Parties have not retained nor will they retain any financial
advisor, broker, agent or finder or pay, or agree to pay any financial advisor, broker, agent or
finder on account of this IAgreement, any transaction contemplated hereby or any transaction
presently ongoing or corj‘atemplated (except as disclosed to Penn West), except for those
advisors which have been retained by Petrofund as financial advisors in connection with
certain matters including|the transactions contemplated hereby. After the payment of such
financial obligations to Petrofund's financial advisors, the Petrofund Parties will not have any
continuing obligations fo such advisors other than those related to indemnification,

confidentiality and the pajH ment of expenses.

Employment and Officer Obligations. Other than the Petrofund Employment Agreements,
PC's existing health plan, ’pensmn obligations or as disclosed in writing to Penn West in the

Petrofund Disclosure Letter there are no other employment or consulting services agreements,
termination, severance and retention plans or policies of the Petrofund Parties. The obligations
of Petrofund Parties under the Petrofund Employment Agreements and all such employment
or consulting services a;,‘r‘reements termination, severance plans or policies for severance,

termination or bonus payTents or any other payments related to any Petrofund incentive plan,
arising out of or in connection with the Arrangement, shall not exceed the amounts set forth in

the Petrofund Disclosure Letter

Confidentiality Agreements. All agreements entered into by Petrofund with persons other than
Penn West regarding the confidentiality of information provided to such persons or reviewed

by such persons with resp‘ect to the sale of Petrofund or a substantial portion of its assets or
any other business comblunatlon or similar transaction with another party are in substantially
the form of the Confidentiality Agreement and Penn West has not waived the standstill or

other provisions of any of|such agreements.




(qq)
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The Petrofund Parties have no rights to purchase assets, properties
parties under any agreements to purchase that have not closed in
1dually or $5 million in the aggregate.

Fund is a "mutual fund trust” and a "unit trust” within the meaning of

The principal offices of the Petrofund Parties are not located within

the United States.

Location of Assets and U.S. Sales. The assets and property of the Petrofund Parties are located

outside the United States and did not generate sales in or into the United States exceeding

U.S.$50 million during Petrofund's most recent completed fiscal year.

Foreign Private Issuer. Petrofund is a "foreign private issuer” within the meaning of Rule 405

of Regulation C adopted by the SEC under the U.S. Securities Act.

Investment Company. To
is not an "investment com
Act of 1940, as amended.

Investment Canada Act.
Canada Act (Canada).

Board Approval. The

its knowledge and awareness, and without investigation, Petrofund
pany" within the meaning of the United States Investment Company

Petrofund is a "non-Canadian" within the meaning of the Investment

Petrofund Board of Directors has unanimously approved the

Arrangement and apprtn)ved this Agreement, has unanimously determined that the
Arrangement and this Agreement are in the best interests of Petrofund and the Petrofund

Unitholders, and has, bas};ed on the opinion of its financial advisor, unanimously determined
that the Arrangement is fair, from a financial point of view, to Petrofund Unitholders and has

resolved to unanimously r

Petrofund Disclosure Lett

ecommend approval of the Arrangement by Petrofund Unitholders.

er. The matters disclosed to Penn West in the Petrofund Disclosure

Letter remain true and correct as of the date hereof.

|

Disclosure. To the knowledge of Petrofund, Petrofund has not withheld from Penn West any
material information or documents concerning Petrofund or any of its Subsidiaries or their
respective assets or liabilities during the course of Penn West's review of Petrofund and its
assets. No representation or warranty contained herein and no statement contained in any

schedule or other disclosure document provided or to be provided to Penn West by Petrofund
pursuant hereto (includi#g without limitation, any matter disclosed by Petrofund in the
Petrofund Disclosure Lett‘:r) contains or will contain any untrue statement of a material fact or
omits to state a material fact which is necessary in order to make the statements herein or

therein not misleading.

Off-Balance Sheet Arrangements.

Petrofund does not have any "off-balance sheet

arrangements” as such ter%n is defined in Form 40-F adopted by the SEC.

Privacy Issues.

For the purposes of this Section 5.3, the following definitions shall apply:




(b)

(c)

(d)

(e)

6]
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means, in relation to any Person, transaction or event, all applicable
provisions of Laws by which such Person is bound or having application to the
nt in question, including applicable privacy laws.

"applicable privacy laws" means any and all Applicable Laws relating to privacy and
the collection, use and disclosure of Personal Information in all applicable
jurisdictions, including but not limited to the Personal Information Protection and
Electronic Documents Act (Canada) and/or any comparable provincial law including
the Personal Information Protection Act (Alberta).

"authorized aultl%ority" means, in relation to any Person, transaction or event, any
(a) federal, provincial, municipal or local governmental body (whether administrative,
legislative, executive or otherwise), both domestic and foreign, (b) agency, authority,
commission, instrumentality, regulatory body, court, central bank or other entity
exercising executive, legislative, judicial, taxing, regulatory or administrative powers
or functions of orjpertaining to government, (c) court, arbitrator, commission or body
exercising judicial, quasi-judicial, administrative or similar functions, and (d) other
body or entity created under the authority of or otherwise subject to the jurisdiction of
any of the foregoing, including any stock or other securities exchange, in each case
having jurisdiction over such Person, transaction or event.

1 "applicable law"
transaction or eveH
(i1) ‘
I
|
|
(i11) ‘
I
I
]
(iv)

"Personal Information” means information about an individual transferred to
Petrofund by Penn West in accordance with this Agreement and/or as a condition of

the Arrangement.

The Parties hereto ackno
applicable privacy laws
Information acquired by ‘
Agreement (the "Disclose

Neither Party shall use th

wledge that they are responsible for compliance at all times with
which govern the collection, use and disclosure of Personal
or disclosed to either Party pursuant to or in connection with this
d Personal Information").

e Disclosed Personal Information for any purposes other than those

related to the performance of this Agreement and the completion of the Arrangement.

Each Party acknowledges and confirms that the disclosure of Personal Information is

I
necessary for the purpose

and that the disclosure of |
and the completion of the

s of determining if the Parties shall proceed with the Arrangement,
Personal Information relates solely to the carrying on of the business
Arrangement.

Each Party acknowledges

and confirms that it has and shall continue to employ appropriate

technology and procedures in accordance with applicable law to prevent accidental loss or

|

corruption of the Discl?sed Personal Information, unauthorized input or access to the
Disclosed Personal Information, or unauthorized or unlawful collection, storage, disclosure,

recording, copying, altera
Personal Information.

Each Party shall at all t
provided to it, and shall i

tion, removal, deletion, use or other processing of such Disclosed

mes keep strictly confidential all Disclosed Personal Information
nstruct those employees or advisors responsible for processing such

Disclosed Personal Information to protect the confidentiality of such information in a manner

consistent with the Partie

f‘ obligations hereunder. Each Party shall ensure that access to the

Disclosed Personal Information shall be restricted to those employees or advisors of the

respective Party who have a bona fide need to access to such information in order to complete

the Arrangement.




€:4]

(h)

6.1
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Each Party shall promptlyﬂ notify the other Party to this Agreement of all inquiries, complaints,
requests for access, and “claims of which the Party is made aware in connection with the
Disclosed Personal Information. The Parties shall fully co-operate with one another, with the
persons to whom the Personal Information relates, and any authorized authority charged with
enforcement of applicableﬁ privacy laws, in responding to such inquiries, complaints, requests

for access, and claims.

Upon the expiry or termination of this Agreement, or otherwise upon the reasonable request of
either Party, the counterparty shall forthwith cease all use of the Personal Information
acquired by the counterparty in connection with this Agreement and will return to the Party or,
at the Party's request, destroy in a secure manner, the Disclosed Personal Information (and any

copies).
ARTICLE 6
CONDITIONS PRECEDENT
Mutual Conditions Precedent

The respective obligations of the Parties to consummate the transactions contemplated

[

hereby, and in particular the Arrangcpent, are subject to the satisfaction, on or before the Effective Date
or such other time specified, of the following conditions, any of which may be waived by the mutual

consent of such Parties without prejud

(a)

(b)

©

(d)

(e)

(B

(g)
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ice to their right to rely on any other of such conditions:

on or prior to May 19, 2006, the Interim Order shall have been granted in form and substance
satisfactory to each of Pe hn West and Petrofund, acting reasonably, and such order shall not
have been set aside or mo‘giﬁed in a manner unacceptable to Penn West and Petrofund, acting
reasonably, on appeal or otherwise;

the Merger Resolution s’ha“ll have been passed by the holders of Petrofund Units, on or prior to
June 30, 2006 in accordan‘ce with the Interim Order and in form and substance satisfactory to
each of Penn West and Petrofund, acting reasonably;

the Merger Resolution shall have been passed by the holders of Penn West Units, on or prior
to June 30, 2006 in accordance with the Interim Order and in form and substance satisfactory
to each of Penn West and Petrofund, acting reasonably;

in the event that dissent rights are given to Petrofund Unitholders under the terms of the

Interim Order, holders of
exercised rights of dissent
the Effective Date;

in the event that dissent

not greater than 5% of the outstanding Petrofund Units shall have
in respect of the Arrangement that have not been withdrawn as of

rights are given to Penn West Unitholders under the terms of the

Interim Order, holders of not greater than 5% of the outstanding Penn West Units shall have

. . . |
exercised rights of dissent

the Effective Date;

on or prior to July 31, 20
satisfactory to Penn West

the Articles of Arrangeme

in respect of the Arrangement that have not been withdrawn as of

06, the Final Order shall have been granted in form and substance
and Petrofund, acting reasonably;

nt to be filed with the Registrar in accordance with the Arrangement

shall be in form and substance satisfactory to each of Penn West and Petrofund, acting

reasonably;
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(h) the Arrangement shall have become effective on or prior to July 31, 2006;

(1) Petrofund (or one or more of the Subsidiaries of Petrofund) and Petrofund ExploreCo shall
have entered into the Petrofund ExploreCo Conveyance Agreement;

6] Penn West (or one or more of the Subsidiaries of Penn West) and Penn West ExploreCo shall
have entered into the Penn West ExploreCo Conveyance Agreement;

(k) PWPL (or its successor under the Arrangement) shall enter into written agreements effective
as of the Effective Date s[atisfactory to each of Penn West and Petrofund, acting reasonably,
pursuant to which PWPL shall agree that, for a period of six years after the Effective Date,
PWPL shall cause to be ‘mamtamed in effect the current policies of directors' and officers'

liability insurance maintained by each of Penn West and Petrofund (provided that PWPL may
substitute therefor pohcleg of at least the same claims coverage and amounts contammg terms
and conditions that are no less advantageous) providing coverage on a "trailing” or "run-off"
basis for all present and f%erer directors and officers of PWPL and PC with respect to claims
arising from facts or events which occurred before the Effective Date;

) the relevant waiting perlod in section 123 of the Competition Act shall have expired and:
(i) an advance ruling certificate ("ARC") pursuant to section 102 of the Competition Act shall
have been issued by the Commissioner of the Competition Bureau ("Commissioner")
appointed under the Com%etition Act, or (ii) a "no action letter” satisfactory to each of Penn

West and Perrofund, actuﬁg reasonably, indicating that the Commissioner has determined not
to make an application for an order under section 92 of the Competition Act shall have been

received from the Commwlsswner and any terms and conditions attached to any such letter

shall be acceptable to eaclul of Penn West and Petrofund, acting reasonably; and in addition, in
the event that the ARC or "no action” letter described in (i) or (ii) in the foregoing is issued,
there shall be no threalened or actual application by the Commissioner for an order under

section 92 or 100 of the Competmon Act;

(m) in addition to the approva.l required by Section 6.1(1), all other required domestic and foreign
regulatory, governmental 1‘and third party approvals and consents in respect of the completion
of the Arrangement shall|have been obtained on terms and conditions, satisfactory to Penn
West and Petrofund, each) acting reasonably, including, without limitation, conditional listing
approval for (i) the additignal listing on the TSX of the Penn West Units to be issued pursuant
to the Arrangement, and (11) the listing on the TSX of the ExploreCo Common Shares to be
issued pursuant to the Arr”angement the ExploreCo Incentive Plan and the ExploreCo Private

Placement Warrants, and ‘gll applicable domestic and foreign statutory and regulatory waiting
periods shall have expir eﬁﬂ or have been terminated and no unresolved material objection or
opposition shall have been filed, initiated or made during any applicable statutory or

regulatory period; |

(n) if required, the Arrangement, and the consummation thereof, shall have been approved by
Penn West's lenders on) a basis acceptable to Penn West and Petrofund, each acting
reasonably;

(0) if required, the Arrangem ‘ent, and the consummation thereof, shall have been approved by

Petrofund's lenders on a b 1sis acceptable to Penn West and Petrofund, each acting reasonably;
(p) there shall be no action |taken under any existing Applicable Law, nor any statute, rule,

regulation or order which|is enacted, enforced, promulgated or issued by any Governmental
Entity, that:
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(1) makes illegal or|otherwise directly or indirectly restrains, enjoins or prohibits the
Arrangement or any other transactions contemplated herein; or

(i1) results in a judgrr: ent or assessment of material damages directly or indirectly relating
to the transactions contemplated herein; and

Penn West and PWPL shall have received resignations and releases, in form satisfactory to
Penn West and Petrofu‘nd, each acting reasonably, from the directors and officers of

Petrofund, which releas.es‘H shall contain exceptions for amounts or obligations owing to such
directors or officers for accrued but unpaid salary, bonus, benefits and other compensation or

pursuant to indemnity or directors' and officers' insurance arrangements.

The foregoing conditions are for the mutual benefit of Petrofund and Penn West and may

be asserted by Petrofund and Penn ‘est regardless of the circumstances and may be waived by Petrofund
and Penn West (with respect to such Party) in their sole discretion, in whole or in part, at any time and

from time to time without prejudice to

6.2

( o any other rights which Petrofund or Penn West may have.

Additional Conditions to Obligations of Penn West

The obligation of Penn West to consummate the transactions contemplated hereby, and in

particular the Arrangement, is subje:}ﬁt to the satisfaction, on or before the Effective Date or such other
time specified, of the following conditions:

(a)

(b)

(c)

(d)

(e)

250480\766186.v11

Petrofund shall have ma}led the Petrofund Information Circular and other documentation
required in connection with the Petrofund Meeting on or before May 26, 2006;

each of the acts and under‘takings of Petrofund to be performed on or before the Effective Date
pursuant to the terms of this Agreement shall have been duly performed by Petrofund;
Petrofund shall have furnished Penn West with:

() certified copies o‘f the resolutions duly passed by the Petrofund Board of Directors
approving this Agreement and the consummation of the transactions contemplated
hereby; and

(ii) certified copies of the resolutions of Petrofund Unitholders, duly passed at the

Petrofund Meetin‘g, approving the Merger Resolution;

except as affected by the transactions contemplated by this Agreement, the representations and
warranties of Petrofund and PC contained in Section 5.2 shall be true in all respects as at the
Effective Date, or as at the date specified in such representation or warranty, where applicable,
with the same effect as rhgugh such representations and warranties had been made at and as of
such time and each of Petrofund and PC shall have complied in all respects with its covenants

in this Agreement and P(L,nn West shall have received a certificate to that effect dated the
Effective Date from the HChlef Executive Officer and Chief Financial Officer of PC acting
solely on behalf of PC and not in their personal capacity, to the best of his information and

belief having made reasonable i inquiry and Penn West will have no knowledge to the contrary;

any director, officer, ms1d‘er or other non-arm's length party that is indebted to Petrofund shall
have repaid such indebtedness on or prior to completion of the Arrangement;




t3)

(8)

(h)

.57 -

there shall not have occurred any change after the date hereof, or prior to the date hereof
which has not been publi”cly disclosed or disclosed to Penn West in writing prior to the date
hereof or in the Petrofﬂmd Disclosure Letter, (or any condition, event or development
involving a prospective “change) in the business, affairs, operations, assets, capitalization,

financial condition, pros“pects, licenses, permits, rights, privileges or liabilities, whether

contractual or otherwise,‘

of Petrofund and which, in the judgment of Penn West, acting

reasonably, is or would ‘reasonably be expected to cause a Material Adverse Change with

respect to Petrofund; and

all Petrofund Exchangea
accordance with the terms

ble Shares shall have been exchanged for Petrofund Units in
thereof; and

all Petrofund Rights shallthave been satisfied, exercised or terminated.

The conditions in this Section 6.2 are for the exclusive benefit of Penn West and may be

asserted by Penn West regardless of the circumstances or may be waived by Penn West in its sole

[

discretion, in whole or in part, at any time and from time to time without prejudice to any other rights

which Penn West may have.

6.3

time specified, of the following condi

(a)

(b)

()

(d)
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Additional Conditions to Obligations of Petrofund

The obligation of Pe ‘Iofund to consummate the transactions contemplated hereby, and in
particular the Arrangement, is subject to the satisfaction, on or before the Effective Date or such other

Penn West shall have ma

tions:

iled the Penn West Information Circular and other documentation

required in connection with the Penn West Meeting on or before May 26, 2006;

each of the acts and undertakings of Penn West to be performed on or before the Effective

Date pursuant to the terms

of this Agreement shall have been duly performed by Penn West;

Penn West shall have furnished Petrofund with:

@) certified copies o
approving this Al
hereby; and

(i1) certified copies of

f the resolutions duly passed by the Penn West Board of Directors
sreement and the consummation of the transactions contemplated

‘ the resolutions of Penn West Unitholders, duly passed at the Penn

West Meeting, approving the Merger Resolution;

except as affected by the t

warranties of Penn West c‘

ransactions contemplated by this Agreement, the representations and
ind PWPL contained in Section 5.1 shall be true in all respects as at

the Effective Date, or as at the date specified in such representation or warranty, where

[

applicable, with the same,

leffect as though such representations and warranties had been made

at and as of such time and each of Penn West and PWPL shall have complied in all respects

with its covenants in this
effect dated the Effective
of PWPL acting solely on
information and belief hav
to the contrary;

Agreement and Petrofund shall have received a certificate to that
Date from the Chief Executive Officer and Chief Financial Officer
behalf of PWPL and not in their personal capacity, to the best of his
ing made reasonable inquiry and Petrofund will have no knowledge




(e)

®

(2

any director, officer, insid‘
have repaid such indebted
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er or other non-arm's length party that is indebted to Penn West shall
ness on or prior to completion of the Arrangement;

!

there shall not have occujrred any change after the date hereof, or prior to the date hereof

which had not been publicly disclosed or disclosed to Petrofund in writing prior to the date
hereof or in the Penn West Disclosure Letter, (or any condition, event or development
involving a prospective change) in the business, affairs, operations, assets, capitalization,
financial condition, prospects, licenses, permits, rights, privileges or liabilities, whether
contractual or otherwise, of Penn West and which, in the judgment of Petrofund, acting
reasonably, is or would reasonably be expected to cause a Material Adverse Change with
respect to Penn West; and

the Penn West Units (including the Penn West Units issuable to Petrofund Unitholders
pursuant to the Arrangemf‘-nt) shall be listed and posted for trading on the NYSE or the AMEX
as of the Effective Date.

The conditions in this Section 6.3 are for the exclusive benefit of Petrofund and may be

asserted by Petrofund regardless of the circumstances or may be waived by Petrofund in its sole

discretion,

which Petrofund may have.

6.4

(2)

(b)

6.5

in whole or in part, at an%f time and from time to time without prejudice to any other rights

Notice and Effect of Failure to Comply with Conditions

Each of Penn West and Petrofund shall give prompt notice to the other of the occurrence, or
failure to occur, at any tin"‘e from the date hereof to the Effective Date of any event or state of
facts which occurrence ‘pr failure would, or would be likely to: (i) cause any of the
representations or warranties of any Party contained herein to be untrue or inaccurate in any

3 o D . . . .
material respect, or (ii) result in the failure to comply with or satisfy any covenant, condition

or agreement to be compli”ed with or satisfied by any Party hereunder; provided, however, that
affect the representations or warranties of the Parties or the

no such notification wil
conditions to the obligations of the Parties hereunder.

If any of the conditions precedents set forth in Sections 6.1, 6.2 or 6.3 hereof shall not be

complied with or waived
provided on or before the

benefit the condition prec

provided in Section 9.1 he
for the purpose of giving

by the Party or Parties for whose benefit such conditions are
date required for the performance thereof, then a Party for whose
edent is provided may, rescind and terminate this Agreement as
reof; provided that, prior to the filing of the Articles of Arrangement
effect to the Arrangement, the Party intending to rely thereon has

delivered a written notice|to the other Party, specifying in reasonable detail all breaches of
covenants, representations‘ and warranties or other matters which the Party delivering such
notice is asserting as the basis for the non-fulfillment of the applicable conditions precedent.
More than one such noticeimay be delivered by a Party.

Il
Satisfaction of Conditions

The conditions set out in this Article 6 are conclusively deemed to have been satisfied,

waived or released when, with the agreement of the Parties, Articles of Arrangement are filed under the
ABCA to give effect to the Arrangemf"nt.
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(b)

(©

(d)

(e)
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ARTICLE 7
AGREEMENT AS TO DAMAGES AND OTHER ARRANGEMENTS

Penn West Damages
If at any time after the execution of this Agreement and prior to its termination:

the Petrofund Board of ?irectors has withdrawn or changed any of its recommendations or

determinations referred to in Sections 3.2(o) and 5.2(xx) in a manner adverse to Penn West or

shall have resolved to do so prior to the Effective Date;

a bona fide Acquisition Proposal is publicly announced, proposed, offered or made to the
Petrofund Unitholders or [to Petrofund and has not expired or been withdrawn at the time of
the Petrofund Meeting, and the Petrofund Unitholders do not approve the Arrangement or the
Arrangement is not submitted for their approval in the manner contemplated in this
Agreement;

Petrofund accepts, recommmends, approves or enters into an agreement to implement a Superior
Proposal;

Petrofund is in breach of any of its covenants made in this Agreement which breach
individually or in the a; grcgate causes or would reasonably be expected to cause a Material
Adverse Change with respect to Petrofund or materially impedes the completion of the
Arrangement, and Petrofund fails to cure such breach within five business days after receipt of
written notice thereof from Penn West (except that no cure period shall be provided for a
breach which by its nature cannot be cured and, in no event, shall any cure period extend

beyond July 31, 2006); or

Petrofund is in breach of any of its representations or warranties made in this Agreement
(without giving effect to any materiality qualifiers contained therein) which breach
individually or in the arg”regate causes or would reasonably be expected to cause a Material
Adverse Change with respect to Petrofund or materially impedes the completion of the
Arrangement, and Petrofund fails to cure such breach within five business days after receipt of
written notice thereof from Penn West (except that no cure period shall be provided for a

breach which by its nature cannot be cured and, in no event, shall any cure period extend
beyond July 31, 2006),

(each of the above being a "Penn West Damages Event"), then in the event of the termination of this
Agreement pursuant to Section 9.1 Petrofund shall pay to Penn West at the time stipulated below, as

liquidated damages in immediately available funds to an account designated by Penn West an amount (the
"Penn West Termination Fee") determined as follows:

250480\766186.v11

® if the Penn West Termination Fee becomes payable as a result of a Penn West
Damages Event dc‘,scrlbed in Section 7.1(a), (¢) or (d), the Penn West Termination Fee
shall be $70 ml]hon and shall be paid within one business day after the occurrence of
such Penn West Damages Event;

(i1) if the Penn West Termination Fee becomes payable as a result of the Penn West
Damages Event described in Section 7.1(b):

(A) if the Acquisition Proposal described in Section 7.1(b), an amended version
thereof orjanother Acquisition Proposal is consummated within six months of
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the date that the first Acquisition Proposal is publicly announced, proposed,

[

offered or made, the Penn West Termination Fee shall be $70 million and
shall be p“a\id concurrently with such consummation; or

B) if the Acguisition Proposal described in Section 7.1(b), an amended version
thereof c‘o‘r another Acquisition Proposal is not consummated within six
months of the date that the first Acquisition Proposal is publicly announced,

proposed
million ar

(1) if the sole reason

offered or made, the Penn West Termination Fee shall be $10
d shall be paid upon the expiry of such six month period; and

hat the Penn West Termination Fee becomes payable is because of a

breach of a representatlon or warranty that is not cured as contemplated in Section
7.1(e) the Penn West Termination Fee shall be $10 million and shall be paid within
one business day after the occurrence of such Penn West Damages Event.

Following a Penn West Damages ]E.V‘

ent but prior to payment of the applicable Penn West Termination

Fee, Petrofund shall be deemed to hold such applicable Penn West Termination Fee in trust for Penn

West. Petrofund shall only be obhga‘
7.1.

7.2 Petrofund Damages

ted to pay one Penn West Termination Fee pursuant to this Section

If at any time after the execution of this Agreement and prior to its termination:

(a) the Penn West Board of Directors has withdrawn or changed any of its recommendations or

determinations referred to~

shall have resolved to do s

(b) a bona fide Acqulsmon Pr”

in Sections 3.1(n) and 5.1(xx) in a manner adverse to Petrofund or
o prior to the Effective Date;

oposal is publicly announced, proposed, offered or made to the Penn

West Unitholders or to Penn West and has not expired or been withdrawn at the time of the
Penn West Meeting, and the Penn West Unitholders do not approve the Arrangement or the

Arrangement is not submitted for their approval in the manner contemplated in this

Agreement;

(c) Penn West accepts, reco
Superior Proposal;

(d) Penn West is in breach

individually or in the agg]
Adverse Change with re‘

mmends, approves or enters into an agreement to implement a

of any of its covenants made in this Agreement which breach
regate causes or would reasonably be expected to cause a Material
pect to Penn West or materially impedes the completion of the

Arrangement, and Penn West fails to cure such breach within five business days after receipt

of written notice thereof
breach which by its natu
beyond July 31, 2006); or

(e) Penn West is in breach o
(without giving effect
individually or in the agg
Adverse Change with res

["rom Petrofund (except that no cure period shall be provided for a
re cannot be cured and, in no event, shall any cure period extend

f any of its representations or warranties made in this Agreement
0 any materiality qualifiers contained therein) which breach
regate causes or would reasonably be expected to cause a Material

spect to Penn West or materially impedes the completion of the

Arrangement, and Penn West fails to cure such breach within five business days after receipt

of written notice thereof
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from Petrofund (except that no cure period shall be provided for a
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breach which by its nature cannot be cured and, in no event, shall any cure period extend
beyond July 31, 2006),

(each of the above being an "Petrofund Damages Event"), then in the event of the termination of this
Agreement pursuant to Section 9.1, Penn West shall pay to Petrofund at the time stipulated below, as
liquidated damages in immediately available funds to an account designated by Petrofund, an amount (the
"Petrofund Termination Fee") determined as follows:

1) if the Petrofund Termination Fee becomes payable as a result of a Petrofund Damages
Event described in Section 7.2(a), (c) or (d), the Petrofund Termination Fee shall be
$70 million and|shall be paid within one business day of the occurrence of such
Petrofund Damages Event;,

(ii) if the Petrofund) Termination Fee becomes payable as a result of the Petrofund
Damages Event described in Section 7.2(b):

(A) if the Ac‘quisition Proposal described in Section 7.2(b), an amended version
thereof ot" another Acquisition Proposal is consummated within six months of

the date that the first Acquisition Proposal is publicly announced, proposed,

offered or made, the Petrofund Termination Fee shall be $70 million and such

be paid concurrently with such consummation; or

B) if the Acquisition Proposal described in Section 7.2(b), an amended version
thereof o:‘r another Acquisition Proposal is not consummated within six
months of the date that the first Acquisition Proposal is publicly announced,
proposed‘ offered or made, the Petrofund Termination Fee shall be $10
million and shall be paid upon the expiry of such six month period; and
(iii) if the sole reason that the Petrofund Termination Fee becomes payable is because of a
breach of a representation or warranty that is not cured as contemplated in Section
7.2(e) the Petrofund Termination Fee shall be $10 million and shall be paid within one

business day of the occurrence of such Petrofund Damages Event.
Following a Petrofund Damages Event but prior to payment of the applicable Petrofund Termination Fee,
Penn West shall be deemed to hold such applicable Petrofund Termination Fee in trust for Petrofund.
Penn West shall only be obligated to pay one Petrofund Termination Fee pursuant to this Section 7.2.

73 Liquidated Damages

Each Party acknowl“:dges that all of the payment amounts set out in this Article 7 are
payments of liquidated damages which are a genuine pre-estimate of the damages which the Party entitled
to such damages will suffer or incur as a result of the event giving rise to such damages and resultant
termination of this Agreement and arxe not penalties. Each Party irrevocably waives any right it may have
to raise as a defence that any such liquidated damages are excessive or punitive. For greater certainty, the

Parties agree that the payment of the applicable amount pursuant to this Article 7 is the sole monetary
remedy of the Party receiving such pHayment under this Agreement. Nothing herein shall preclude a Party
from seeking injunctive relief to restrain any breach or threatened breach of the covenants or agreements
set forth in this Agreement or the Co”nﬁdentiality Agreement or otherwise to obtain specific performance
of any of such act, covenants or agreements, without the necessity of posting bond or security in
connection therewith.
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8.1 Amendment

This Agreement may
Petrofund Meeting and the Penn W ¢
without, subject to Applicable Law

securityholders and any such amendn

(a) change the time for perfor
(b) waive any inaccuracies o
document delivered pursu
(c) waive compliance with or
performance of any of the
(d) waive compliance with or

provided that no such amendment

received by Penn West Unitholders o

affected securityholders given in the
may be ordered by the Court.
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ARTICLE 8
AMENDMENT

at any time and from time to time before or after the holding of the
st Meeting be amended by written agreement of the Parties hereto
further notice to or authorization on the part of their respective
nent may, without limitation:

mance of any of the obligations or acts of the Parties;

r modify any representation or warranty contained herein or in any
ant hereto;

modify any of the covenants herein contained and waive or modify
| obligations of the Parties; or
modify any other conditions precedent contained herein;

may reduce or materially adversely affect the consideration to be
r Petrofund Unitholders, as the case may be, without approval by the
same manner as required for the approval of the Arrangement or as

ARTICLE 9
TERMINATION

be terminated at any time prior to the Effective Date:
of Penn West and Petrofund,;

]

currence of a Penn West Damages Event as provided in Section 7.1
of a Penn West Damages Event provided for in Section 7.1(a), this

|

Agreement may not be terminated by Penn West unless Petrofund Unitholders do not approve

the Arrangement as required in the Interim Order or the Arrangement is not submitted for their

by Petrofund upon the occurrence of a Petrofund Damages Event as provided in Section 7.2

provided that in the event of a Petrofund Damages Event provided for in Section 7.2(a), this

9.1 Termination
This Agreement may,
(a) by mutual written consent
(b) as provided in Section 6.4
(c) by Penn West upon the oc
provided that in the event
approval;
(d)
Agreement may not be t
approve the Arrangement
for their approval;
(e) by Penn West, in the eve

agreement to implement a
that Penn West has com

concurrently pays to Petro
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erminated by Petrofund unless the Penn West Unitholders do not
as required in the Interim Order or the Arrangement is not submitted

nt that Penn West accepts, recommends, approves or enters into an
Superior Proposal in accordance with Section 3.4(b)(vii), provided
plied with its obligations set forth in Section 3.4(c) hereof and
fund the applicable Petrofund Termination Fee; and
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I

|

In the event of the
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by Petrofund, in the event that Petrofund accepts, recommends, approves or enters into an
agreement to implement a Superior Proposal in accordance with Section 3.4(b)(vii}), provided
that Petrofund has complied with its obligations set forth in Section 3.4(c) hereof and
concurrently pays to Penn West the applicable Penn West Termination Fee.

termination of this Agreement in the circumstances set out in

paragraphs (a) through (f) of this Sectlon 9.1, this Agreement shall forthwith become void and neither
Party shall have any liability or further obligation to the other Party hereunder except with respect to the
obligations set forth in Article 7 and each Parties obligations in the Confidentiality Agreement which

shall survive such termination.

10.1

(a)

(b)
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in the case of Penn West

with a copy to:

Notices

ARTICLE 10
NOTICES

All notices that may or are required to be given pursuant to any provision of this
Agreement are to be given or made in writing and served personally or sent by telecopy:

r PWPL, to:

Penn West Energy Trust
c/o Penn West Petroleum Ltd.

2200, 425 - 1 Street

S.w.

Calgary, AB T2P 3L8

Attention: Will%am E. Andrew

Facsimile: (403

777-3348

Burnet, Duckworth & Palmer LLP

[

1400, 350 — 7™ Avenue SW

Calgary, AB T2P 3N9

Attention: Allan R. Twa, Q.C.
Facsimile: (403) 260-0391

in the case of Petrofund or

Petrofund Energy Tr
c/o Petrofund Corp.

PC, to:

St

600, 444 - 7" Avenue S.W.
Calgary, AB T2P 0X8

Attention: Jeffery E. Errico

Facsimile: (403

) 269-5858




_64 -

with a copy to:

Macleod Dixon LLP
3700, 400 - 3rd Aven‘ue S.W.
Calgary, AB T2P 4H2

-Attention: Rob?rt Engbloom, Q.C.
Facsimile: (403) 264-5973

or such other address as the Parties may, from time to time, advise to the other Parties hereto by notice in
writing. The date or time of receipt of any such notice will be deemed to be the date of delivery or the

time such telecopy is received.

ARTICLE 11
GENERAL

11.1 Binding Effect
This Agreement shall be binding upon and enure to the benefit of the Parties hereto.
11.2 Assignment

No Party to this Agreement may assign any of its rights or obligations under this
Agreement without prior written consent of the other Party.

11.3 Disclosure

Each Party shall receive the prior consent, not to be unreasonably withheld, of the other
Party prior to issuing or permitting any director, officer, employee or agent to issue, any press release or
other written statement with respect to this Agreement or the transactions contemplated hereby.
Notwithstanding the foregoing, if either Party is required by law or administrative regulation to make any
disclosure relating to the transactions| contemplated herein, such disclosure may be made, but that Party

will consult with the other Party as to the wording of such disclosure prior to its being made.

11.4 Costs

Except as contemplatT,d herein (including Sections 7.1 and 7.2 hereof), each Party hereto
covenants and agrees to bear its own costs and expenses in connection with the transactions contemplated
hereby. Penn West and Petrofund shall share equally any filing fees payable for applications made under

[
the Competition Act in respect of the transactions contemplated by the Arrangement.

|

11.5 Severability \
If any one or more of the provisions or parts thereof contained in this Agreement should

be or become invalid, illegal or unenforceable in any respect in any jurisdiction, the remaining provisions
or parts thereof contained herein sh: 11| be and shall be conclusively deemed to be, as to such jurisdiction,
severable therefrom and:

(a) the validity, legality or enf&nceability of such remaining provisions or parts thereof shall not in
any way be affected or impaired by the severance of the provisions or parts thereof severed;

and
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(b)

the invalidity, illegality or
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unenforceability of any provision or part thereof contained in this

Agreement in any jurisdiction shall not affect or impair such provision or part thereof or any
other provisions of this Agreement in any other jurisdiction.

11.6 ‘

Each Party hereto shJ
other Party hereto, but without furthe
such further documents and instrume
out the terms and intent hereof.

11.7 Time of Essence
Time shall be of the
11.8 Governing Law

This Agreement shal

Province of Alberta and the Parties‘

Province of Alberta.

11.9 Waiver

No waiver by any P
only the matter, and the occurrence th
OT occurrence.
11.10 Third Party Benefic

The provisions of Se

Further Assurances

all, from time to time and at all times hereafter, at the request of the
r consideration, do all such further acts, and execute and deliver all
nts as may be reasonably required in order to fully perform and carry

ssence of this Agreement.

1 be governed by and construed in accordance with the Laws of the
hereto irrevocably attorn to the jurisdiction of the courts of the

arty shall be effective unless in writing and any waiver shall affect
ereof, specifically identified and shall not extend to any other matter

jaries.

‘:tions 6.1(k) and 11.11 are: (i) intended for the benefit of all present

and former trustees, directors and officers of Penn West and its Subsidiaries and Petrofund and its

[

Subsidiaries, as and to the extent applicable in accordance with their terms, and shall be enforceable by
each of such persons and his or her heirs, executors administrators and other legal representatives
(collectively, the "Third Party Beneﬁcrarles") and PWPL shall hold the rights and benefits of
Sections 6.1(k) and 11.11 in trust for and on behalf of the Third Party Beneficiaries and PWPL hereby

accepts such trust and agrees to hold

of the Third Party Beneficiaries, and (

‘the benefit of and enforce performance of such covenants on behalf
ii) are in addition to, and not in substitution for, any other rights that

the Third Party Beneficiaries may have by contract or otherwise.

11.11 Obligations

(a) The Parties acknowledge

that, with respect to Penn West being a party to this Agreement,
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PWPL is entering into this Agreement solely on behalf of Penn West and the obligations of
Penn West hereunder shall not be personally binding upon the Penn West Trustee, PWPL or
any of the Penn West Uniutholders and that any recourse against Penn West or any Penn West
Unitholder in any manner in respect of any indebtedness, obligation or liability of Penn West
arising hereunder or anTT,mg in connection herewith or from the matters to which this
Agreement relates, if any, including, without limitation, based on negligence or otherwise
tortious behaviour, shall be limited to, and satisfied only out of, the Trust Fund as defined in

the Penn West Trust Indenture.
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The obligations or liabilities, if any, of the Petrofund Trustee or Petrofund hereunder shall not
be binding upon, nor shall resort be had to the property of, any of the Petrofund Unitholders or
annuitants of Petrofund and such obligations and liabilities shall not be binding upon such
Petrofund Unitholders orj annuitants. The obligations or liabilities, if any, of the Petrofund
Trustee or Petrofund hereunder shall be satisfied only out of the property of Petrofund and no
resort may be had to the ﬂropeny of any trustee, manager, officer or employee of Petrofund or
any director, officer or employee of any manager or the Petrofund Trustee. The obligations

and liabilities hereunder, if any, of any trustee, manager, officer or employee of the Trust or
any director, officer or fimployee of any manager or trustee of Petrofund shall bind such
obligor only to the extent that such obligor is entitled to be indemnified by Petrofund. The
provisions of this paragrgph shall enure to the benefit of the heirs, successors, assigns and
personal representatives %Jf the trustee, manager, officer or employee of Petrofund, of any

director, officer or employee of any manager or trustee of Petrofund, of the Petrofund
Unitholders and annuitaﬁ‘ts of Petrofund and, to the extent necessary to provide effective
enforcement of such proxli‘isions, the Petrofund Trustee is hereby acknowledged to be acting,
and shall be entitled to act as, trustee for the Petrofund Unitholders and annuitants of the

Trust.

Counterparts

This Agreement may be executed by facsimile or other electronic signature and in

counterparts, each of which shall be deemed an original, and all of which together constitute one and the

same instrument.
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IN WITNESS WHEREQF the Parties have executed this Agreement as of the date first
above written.

PENN WEST ENERGY TRUST, by its
Administrator, Penn West Petroleum Ltd.

PETROFUND ENERGY TRUST, by
its Administrator, Petrofund Corp.

Per: (signed) "William E. Andrew" Per: (signed) "Jeffery E. Errico"
William E. Andrew Jeffery E. Errico
President and Chief Executive Officer President and Chief Executive Officer
Per: (signed) "David Middleton" Per: (signed) "Jeffrey D. Newcommon"
David Middleton Jeffrey D. Newcommon
Executive Vice President Executive Vice President
and Chief Operating Officer
PENN WEST PETROLEUM LTD PETROFUND CORP.
Per: (signed) "William E. Andrew”" Per: (signed) "Jeffery E. Errico"
William E. Andrew Jeffery E. Errico
President and Chief Executive Officer President and Chief Executive Officer
Per: (signed) "David Middleton" Per: (signed) "Jeffrey D. Newcommon"
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David Middleton
Executive Vice President
and Chief Operating Officer

Jeffrey D. Newcommon
Executive Vice President



