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SUBJECT: Breach of Contract, Mutual Mistake and Negligent Misrepresentation

SUMMARY: This is an action by Eastern Canadian Coal Gas Venture Limited (Venture)
against the Cape Breton Development Corporation (Devco).  On the
application of Venture, The Attorney General of Canada was substituted as
the named Defendant.

In June 1992, Devco and Venture signed a Coal Gas Agreement (CGA) and
a Memorandum of Understanding (MOU) to use coalbed methane to produce
electricity. The agreements specified the use of gas from Devco's Phalen
Colliery only. The project was to be financed by a $5 million loan from
CIBC and a $1.2 million investment by Devco.

Venture had earlier contracted with Nova Scotia Power (NSP) to sell
electricity to NSP as of April 1, 1993.  The only gas available on April 1,
1993 was from Devco's Lingan Colliery.  Venture knew that Phalen gas
would not be available until early in 1994.  Despite the terms of its contract
with Devco for Phalen gas, Venture decided to start electrical generation on
April 1, 1993 using Lingan gas.  Unfortunately, Lingan Colliery flooded in
November 1992.  Lingan gas was suddenly and permanently not available.

Venture then took the position that Devco was obliged to provide Phalen gas
as of April 1, 1993. Venture denied that it had ever been its intention to start
electrical generation using Lingan gas.
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Until November 1992, Devco had relied on Venture's feasibility study which
appeared to say that Phalen gas alone would support the project.  In
February, 1993, the author of the Venture study, Andrew Liney, advised
Devco that Phalen gas alone was not sufficient.  At Devco's request, Mr.
Liney provided a second report which confirmed his advice that the project
was a non-starter on Phalen gas alone.

On March 29, 1993, Devco cancelled the project because of the insufficiency
of Phalen gas.  Contrary to Venture's assertion, Devco did not cancel the
project because of the flooding of Lingan Colliery or because of a dispute
with Venture over the cost of an underground pipeline.

Both Venture and Devco had proceeded in the mistaken belief that Phalen
gas alone could support the project.  "Mutual mistake" fundamental to the
parties' agreement results in rescission of the agreement.  Devco was justified
in terminating its involvement with the project.

There was no negligent misrepresentation by Devco.
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