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The Annual Meeting of Shareholders
of Texaco Canada Inc. will be held at
the Company’s registered office at 90
Wynfiord Drive, Don Mills, Ontario,

on Friday, April 23,1982, at 10:30 a.m,

On peut obtenir un exemplaire fran-
cais du présent rapport annuel en
sadressant au secrétaire général et
chef des Affaires publiques de la com-
pagnie, 90 Wynford Drive Don Mills,
Ontario M3C 1K5

The use in this report of such terms as
Texaco Canada, Corporation, Com-
pany, organization, we, us, our and
its, when referring to Texaco Canada
Inc. or to its subsidiaries and affiliates
either individually or collectively, is
only for convenience and is not
intended to be an accurate descrip-
tion of corporate relationships.

Cover: Large modern delivery vehicles capable
of transporting 56 000 litres of product have
upgraded Texaco Canada’s tank truck fleet, in
keeping with the company’s program to
improve efficiency while reducing operating
costs. The smaller inset pictures depict key
facets of the company’s integrated operations.
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Highlights

Financial
1981 1980 1979
(Millions of dollars)
REVEIIIEST .l ot s 250 S S SE B o e S 8 G o 3 6 B 85 S0 24 $4,461 $3,572 $2,685
NEeliNCOMEB. . oottt e e e e 316 373 264
Cashdividends ......... .. ... .. . .. . 119 92 7
Funds:provided by operations -« waw ws o o s cori s s vras sws 1 404 4671 387
Taxestandicrown reyaltiess smrsnii e w oo Lo e v o va vens 1,801 1.141 920
Capital and exploratory expenditures ........................ 209 224 137
Total capital employed atyear-end . ......................... 2,239 2,066 1,751
Common shareholders’ equity at year-end.................... 1,478 1,280 998
Worlking capital:atiyear-end.: vz wss ae oo o5 a0k o6 256 <o g 5 757 661 478
Long-term debtatyear-end ................ ... ... ... 75 85 94
Rate of Return
On average total capital employed. . ......................... 14.9% 19.9% 16.4%
Per Common Share Data
INEHIMEOTE s no o e et S S G For v St S s cvee 453 $ 245 $ 292 $ 201
GashidiVIAENAS . ... . o5 o5 e s st o S 5 5 5 R © 9 Ses B 208 .82 585 42
Funds provided by operations........ ... ... ... ... .. ... 3.35 3.82 3.21
Shareholders’ equity at year-end. ............ ... ... ... ... 12.25 10.62 8.28
Operating
(Thousands of cubic metres daily)
Gross production of crude oil and natural gas liquids. ......... 235 24.0 26.7
REFINERVETUITISE snie soaim cvois st fooms Suais: dtort Weats) sy sdaid sdin doere o s dbi & i 28.2 29.8 30.8
Petroletim) prodiet Salest s mm m- woe fre e s o o s o 2 o s s v 31.6 338 329
(Millions of cubic metres daily)
Natlral a5 salesi . vum i s sam w0 on o v 0 as 8 s 3.3 2.4 22
Estimated gross proved recoverable reserves: (Cubic metres)
Crude oil and natural gas liquids (millions) . ............... ... 71.8 81.6 86.3
Natural gas (billions) ... .. . ... ... ... 65.2 60.9 58.8

Per common share information has been adjusted for the four-for-one split which occurred on August 15, 1980.

The Metric System
Information in this Annual Report on all company operations is provided in the International System of Units,
commonly called the metric system. Approximate conversion factors to metric units are as follows:

One cubic metre contains about 6.29 barrels of liquids or about 35.3 cubic feet of gas.
One hectare is about 2.47 acres.
One kilometre is about 0.62 miles.

One tonne is about 2,200 pounds.




To the Shareholders:

Roland M. Routhier

The two factors having the greatest
impact on petroleum industry activi-
ties in Canada during the past year
were government energy policies
and reduced demand for refined
petroleum products. The govern-
ment energy policies constitute a
massive new tax program which has
resulted in higher energy costs to
Canadian consumers and, in turn,
has contributed significantly to the
reduction in demand. The govern-
ment policies also discriminate
severely against companies which
are not majority-owned and con-
trolled by Canadians.

Consequences of Policies

The principal consequences of cur-
rent government policies, particu-
larly the National Energy Program,
were: Curtailment of cash flow and
of the investment capability of the
industry; a serious decline in domes-
tic exploration and drilling activity;
the exodus of drilling rigs, investment
capital and experienced personnel
from Canada; and sharp increases in
petroleum product prices.

The full impact of some of the most
harmful and discriminatory provisions
of the National Energy Program is still
to be felt. The program already has
made the goal of oil self-sufficiency
for Canada much more difficult to
achieve.

The cost to Canada of reliance on
foreign oil was high in 1981. The total
bill for importing more than one-
fifth of the country’s crude oil needs
amounted to some $7 billion—an
outlay that was only partially offset
by revenues from this country’s pet-
roleum exports. Moreover, current
energy policies are contributing to
still greater and more extended
dependence on foreign sources as

Canada’s production of conven-
tional crude oil continues to decline.

Conservation and substitution
measures will help the crude oil sup-
ply-demand balance. But oil self-suf-
ficiency and security of supply for
Canada cannot be attained, even by
the end of the century, unless all
segments of the producing industry
are permitted to play their full part.
The larger companies such as Texaco
Canada have historically provided
Canadians with much of their petro-
leum requirements. They must be
allowed to generate and retain
enough cash flow to be able to
invest in the all-out drive that is nec-
essary to find and develop sufficient
new domestic oil reserves, from the
traditional areas as well as from the
frontier areas offshore, the Arctic
regions and the oil sands. The highest
priority needs to be given to measures
which encourage such a drive.

Inadequate Returns

It was hoped that the energy pricing
agreements reached by Ottawa with
the producing provinces in 1981
woulddo much torectify thesituation.
Unfortunately, these agreements, by
imposing massive new taxes on the
petroleum industry, have fallen far
short of permitting the generation of
risk capital on the scale required.

The federal-provincial agreements,
while allowing improved returns to
producers for “new oil” discovered
after December 31, 1980, provide
producers with a return for so-called
“old oil” which is entirely
inadequate to finance the finding
and development of “new oil”.

The inadequate return for “old oil”
results primarily from the combination
of heavy provincial royalties and taxes
and the federally imposed Petroleum
and Gas Revenue Tax, which cur-
rently is set at 16 per cent. These roy-
alties and taxes are not deductible

for the determination of taxable
income and are only partially offset
by “resource allowances” which

were introduced in lieu of deduc-
tibility. Consequently, substantial
portions of the revenues of Texaco
Canada and other oil companies are
subject to the onerous burden of
double taxation.

There are other regressive measures
in the National Energy Program
which will adversely affect Texaco

R. W. Sparks

Canada and a large segment of the
petroleum industry. They include a
back-in provision entitling the Cana-
dian Government through a Crown
corporation to a 25 per cent interest—
retroactively and without adequate
compensation to the legitimate
holders—in exploration rights on
Canada lands. Another of the harmful
measures is the proposed Petroleum
Incentive Program which discrimi-
nates against companies that are not
majority-owned and actually con-
trolled by Canadians.

A strong and healthy petroleum
industry is vital to Canada’s contin-
ued growth and progress. The
industry will be able to make its
essential contributions to the coun-
try’s security of oil supply, balance
of payments position, and to
employment and the economy as a
whole only if the confiscatory, retro-
active and discriminatory provisions
of the National Energy Program are
significantly modified or eliminated.
Consultations by governments with
the petroleum industry to help
develop such realistic and necessary
changes in energy policies should be
undertaken as quickly as possible.
To date, the industry’s recommenda-
tions in this area have been largely
unheeded.

l'exaco Canada will continue to pur-
sue a program of exploration
throughout Canada, including the
frontier areas, to the extent that eco-
nomic opportunities appear to be
commensurate with the risks
involved. The level of the program
will, however, be considerably lower
than would be the case if the com-
pany received adequate returns from
existing production and if more
encouraging policies for frontier
exploration prevailed.



The company is in a fundamentally
strong position. It has the resources,
the facilities and the skilled organi-
zation needed to respond to the

opportunities that should lie ahead.

Restrictive Trade Practices Hearings

Public hearings by the Restrictive
Trade Practices Commission into the
state of competition in the petro-
leum industry began in Ottawa in
October, 1981, Regional hearings
were held in cities across Canada
from December through mid-Febru-
ary 1982, and further hearings are
scheduled for Ottawa in March and
April. The hearings arise from the
“Bertrand Report” issued in March
1981 by the Director of Investigation
and Research, under the Combines
Act. This report contains unfounded
allegations of uncompetitive prac-
tices and of gross overcharging of
consumers by Texaco Canada and
makes similar allegations regarding
other integrated oil companies.

The company has publicly stated
that Texaco Canada competes fairly
and operates efficiently and in the
best interests of its customers, deal-
ers, shareholders and of Canadians
generally. At the hearings, the com-
pany emphasized that several of the
recommendations contained in the
Bertrand Report would, if imple-
mented, dramatically change and
have negative effects on the struc-
ture and conduct of the petroleum
business in Canada and on Canadian
consumers, The Commission was
urged to expunge the Bertrand
Report from the record.

Earnings and Operations

The consolidated net income of
Texaco Canada Inc. for the year
ended December 37, 1981, amounted
to $316.3 million, or $2.45 a common
share. This compares with $373 4
million, or $2.92 a share for 1980.

Increased revenue resulting from
higher prices for crude oil, natural
gas liquids and refined products was
more than offset by higher taxes,
increased costs and revenue reduc-
tions due to the lower sales volumes.
The decline in the company’s sales
reflected the reduction in Canadian
consumer demand.

The company’s earnings for 19871 were
reduced by $71.5 million as a result

of the Federal Petroleum and Gas
Revenue Tax which was imposed as
part of the National Energy Program.

Texaco Canada’s gross production of
crude oil and natural gas liquids was
2.5 per cent lower for the year, aver-
aging 23 500 cubic metres daily com-
pared with 24 000 cubic metres in
1980. Refinery runs of 28 200 cubic
metres daily were 5.4 per cent lower
than for 1980. Petroleum product
sales averaged 31 600 cubic metres a
day, a decline of 6.8 per cent. Sales
of natural gas of 3.3 million cubic
metres daily were 35.8 per cent
higher than for the previous year.

The company completed or partici-
pated in the completion of 33
exploration and 81 development
wells in 1981, mainly in Alberta. The
exploratory drilling resulted in six oil
and eight gas discoveries, while
development drilling resulted in

the completion of 29 oil wells and
46 gas wells.

Texaco Canada’s marketing oper-
ations are undergoing major consoli-
dations to increase earnings by
reducing costs and increasing pro-
ductivity. The company’s ongoing
program designed to eliminate
lower-volume, higher-cost retail and
wholesale units while expanding
more efficient ones has resulted in
significant reductions in the number
of retail and wholesale facilities
since 1975. At the same time, the
total volume of sales has increased
during this period.

The new pipeline sales terminal at
Calgary went into operation in
December 1981. This terminal
receives products from the Edmon-
ton refinery and provides a highly
efficient system of distributing prod-
ucts to the company’s markets in
southern Alberta and southeastern
British Columbia.

In 1981, net funds provided by oper-
ations amounted to $404.5 million,
equivalent to $3.35 a common share,
compared with $460.8 million, or
$3.82 a share, in 1980.

Dividend payments on the common
shares in 1981 totalled $98.9 million,
or $0.82 a share including an
increase of six cents to 25 cents a
share, declared on October 30 and
payable on November 30, Dividends
paid on common shares in 1980

amounted to $70.5 million, or $0.585
per share.

On November 20, 1981 the Board of
Directors considered and recom-
mended acceptance of an offer by
Texaco International Financial Cor-
poration (TIFCO), a wholly-owned
subsidiary of Texaco Inc., to pur-
chase for $360 a share any or all of
the First Preferred shares, Series A of
Texaco Canada Inc. That price repre-
sented a premium over the equiva-
lent market price of the company’s
common shares into which the First
Preferred shares, Series A, could be
converted. The offer also provided
for additional compensation in the
event of certain corporate devel-
opments occurring prior to June T,
1983. As a result of the offer 9,528
shares were tendered, representing
85 per cent of the 11,207 First Pre-
ferred shares, Series A outstanding
as of December 8, 1981.

The corporation’s President, Roland
M. Routhier, was appointed to the
additional position of Chief Execu-
tive Officer of Texaco Canada Inc. by
the Board of Directors, effective
November 1, 1981. Mr. Routhier suc-
ceeds R.W. Sparks as Chief Executive
Officer. Mr. Sparks, who remains as
Chairman of the Board until the 1982
Annual Meeting, took early retire-
ment as an employee of the corpo-
ration at his own request, effective
October 31, after more than 27 years
of dedicated service and leadership,
including six years as Chief Executive
Officer.

We wish to express our appreciation
to the employees of Texaco Canada
for their efficiency, loyalty, and
teamwork and to the shareholders
for their continuing support and
confidence.

On behalf of the Board of Directors,

A

R. W. Sparks
Chairman of the Board

W/?%&/
Roland M. Routhier

President and Chief Executive Officer

Don Mills, Ontario
March 16, 1982



Energy Resources
Mineral Interests

OIL AND GAS RIGHTS

At the end of 1981, Texaco Canada
held an interest in oil and gas rights
in Canada covering 7.2 million hec-
tares compared with 6.0 million hec-
tares at December 31, 1980. The
increase in rights results primarily
from an internal reclassification of
option lands to inventory, although
surrenders were made of certain
holdings in the Arctic Islands and
Northwest Territories, which had
been evaluated as having low
potential,

During the year the company
acquired additional oil and gas rights
in eastern Canada in the Quebec
lowlands, south of the St. Lawrence
River between Montreal and Quebec
City. These included some 119 200
hectares under exploration licenses
from the Quebec Government and a
50 per cent interest in 12 000 hec-
tares earned by drilling an explor-
atory test.

Subject to approval by the Guatema-
lan government, the company is
acquiring, under a farm-in arrange-
ment, a 25 per cent interest in a petro-
leum operations contract covering
some 156 000 hectares in north-
western Guatemala. A subsidiary of
Texaco Inc. is the operator and
exploratory drilling and evaluation
work in the area are in progress.

OIL SANDS RIGHTS

Texaco Canada holds some 238 000
hectares of oil sands leases and per-
mits in Alberta containing an esti-
mated 12 billion cubic metres of
bitumen. Reserves attributable to
these resources are not included in
the estimate of the company’s recov-
erable reserves because no portion is
yet economically recoverable.

COAL LEASES

The company continued to hold
leases on some 52 000 hectares in
central Alberta containing an esti-
mated three billion tonnes of sub-
bituminous coal.

MINERAL PROSPECTING RIGHTS

Texaco Canada’s mineral exploration
program is focused on uranium and

other mineral deposits discovered in
the course of uranium exploration.

During 1981, the company com-
pleted an exploration program to
earn interests ranging from 33.3 per
cent to 37.5 per cent in 139 000 hec-
tares in north Saskatchewan, adja-
cent to the Athabasca basin.
Exploration continued in the Yukon,
and at year-end the company held a
90 per cent interest in 4 000 hectares
of claims.

Acreage holdings in the Northwest
Territories in which Texaco Canada
holds 30 to 50 per cent interests were
reduced from 170 000 hectares to

73 000 hectares as certain mineral
prospecting permits were allowed to
expire after further evaluation.

W. A. Gatenby

Mr. Gatenby, a native of Saskatchewan, was
appointed President and Chief Executive Offi-
cer of Texaco Canada Resources Ltd. Septem-
ber 1, 1981 replacing Mr. D. £ Hyer who took
up a position with Texaco Inc. in Houston.

Mineral Interests

OIL AND GAS RIGHTS

Canada
Western Provinces
Quebec Onshore
Eastern Canada Offshore*
Beaufort Sea
Other

TOTAL

OIL SANDS RIGHTS
Alberta

COAL LEASES
Alberta

MINERAL PROSPECTING RIGHTS
Saskatchewan
Northwest Territories
Yukon

TOTAL

Ihousands of Hectares

December 31,

1981 1980
Gross Net Gross Net
1145 684 1203 7l

143 128 — =
5282 2 591 3902 1941
337 314 337 314
332 215 586 427
7 239 3932 6028 3393
238 232 238 232
52 52 52 52
139 49 = -
73 22 170 51

4 4 2 2
216 75 172 53

*The 1981 figures include 1320 000 gross hectares and 660 000 net hectares to reflect a change of
internal classification from option rights in 1980 to inventory in 1981.



Exploration and Development

EXPLORATION

Proprietary seismic surveys were
conducted in high priority areas of
Alberta and northeastern British
Columbia. Texaco Canada also con-
ducted a marine seismic program off
the coast of Labrador and participated
in similar programs in the Gander
area offshore Newfoundland and the
Scotian Shelf offshore Nova Scotia.

Exploration drilling was carried out
in west central and northwestern
Alberta, northeastern British Colum-
bia, the Quebec lowlands, the Sable
Island area offshore Nova Scotia,
and in the Republic of Guatemala.

Through this drilling activity, the
company participated in the com-
pletion of 33 wildcat wells (18 of
which were begun prior to 1981)
resulting in six oil discoveries, eight
gas discoveries, and 19 dry holes, for
a success ratio of 42 per cent.

At West Pembina, the company
completed four wholly owned wild-
cat wells of which two were oil dis-
coveries and one a gas discovery. In
the same area, five wildcat wells
were drilled in which Texaco Canada
had varying interests, resulting in
two oil and two natural gas discov-
eries; two additional wildcats were
being drilled at year-end. Elsewhere
in Alberta, Texaco Canada parlici-
pated in the completion of 17 wild-
cat wells, of which two were oil
discoveries, four were gas discov-
eries and 11 were dry holes.

In northeastern British Columbia,
Texaco Canada completed five wild-
cat wells of which one was a gas dis-
covery and four were dry holes.

In the Quebec lowlands, the company
completed one dry hole and another
wildcat well is under evaluation.

Texaco Canada has an 18 per cent
interest in the Mobil Tex Pex Venture
B-13 well, a 1981 offshore exploratory
well near Sable Island on the Scotian
Shelt, which tested significant llows
of natural gas and condensate. The
combined test rates of four separate
zones totalled 1.9 million cubic
metres of natural gas and 141 cubic
melres of condensate per day. Sev-
eral other zones tested gas in smaller

gcoMH
=
22 “o\l ; -
e »\_ B.43
EXPLORATORY WILDCATS

SABLE ISLAND AREA

"\ SYDNEY

volumes. This well was a stepout
wildcat about three kilometres east of
the 1979 exploratory test, Mobil Tex
Pex Venture D-23, which also yielded
substantial rates of natural gas and
condensate from several zones. A third
exploratory well on the structure,
Mobil Tex Pex Venture B-43, located
about three kilometres west of the
D-23 discovery, was being drilled at
year-end. Texaco Canada’s interest

in each of these latter two wells is
also 18 per cent. Additional explor-
atory drilling is planned for 1982 to

further evaluate the commercial
development potential of the area.

Construction of a drilling island was
started in 1981 in the Beaufort Sea on
a 106 000 hectare block of permits
farmed out by Texaco Canada. The
drilling of an exploratory well on this
island to evaluate the Uviluk prospect
is expected to begin in 1982. The
location is considered prospective

for both oil and gas. Texaco

Canada’s retained interest in the block
after the farmout earnings require-
ments are fulfilled will be 50 per cent.
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Elsewhere in the Beaufort Sea, the
company has a 90 per cent interest
in a group of strategically located
leases encompassing 231 000 hec-
tares ta the north of the Kopanoar
and Koakoak oil and gas discovery
wells completed in 1981. The nearest
of these leases is located 23 kilo-
metres from the Kopanoar discovery.
The leases are situated in an area
where the operating environment is
more difficult—due to the water
depth and the northerly location—
than it has been for other wells
drilled to date in the Beaufort Sea.
The options for further exploration
are under review.

In northwestern Guatemala where
the company, subject to government
approval, has certain rights to
acquire an interest in a petroleum
operations contract, one exploratory
well which tested oil in early 1981
was retested in January 1982 at a rate
of 493 cubic metres per day of heavy
crude. A second exploratory well
was a dry hole, while a third explor-
atory well was being drilled at year-
end. Evaluation of the potential of
the area is continuing.

Exploratory Drilling Completions
Number of Wells

1981 1980
Gross Net Gross Net
Oil 6 46 4 31
Gas 8 37 13 257
Dry 19 9.2 12 46
Total 33 175 29 104
DEVELOPMENT

Texaco Canada participated in the
completion of 81 development wells
during 1981. Of the total, 29 were
completed as oil wells, primarily in
the Pembina, Swan Hills and Nipisi
areas of Alberta. Forty-six gas wells
were completed, mainly in the Deep
Basin and Alderson areas of Alberta.

The total of 81 development wells in
1981 compares with 211 wells in

1980. A large portion of the 1980 well
completions resulted from extensive
development drilling in the Alderson
shallow gas area and from follow-up
development drilling to prior Nisku
discoveries in the West Pembina area.

During the year, 93 per cent of all
the development wells in which
Texaco Canada was a participant
were successfully completed as oil
or gas wells,

Enhanced oil recovery projects are
being implemented to maximize oil
recovery from the Nisku pools in the
West Pembina area. A total of 10
enhanced recovery schemes, four of
which are hydrocarbon miscible
floods and six waterfloods, have
been initiated there. Two additional
miscible floods and two additional
waterfloods are planned for 1982.
These are expected to add signifi-
cantly to recoverable reserves of
crude oil.

Expansion of the solution gas plant
and construction of new fractionation
facilities, at Bonnie Glen, were
started in 1981 and are scheduled for
completion in the second quarter of
1982. These facilities will provide for
increased recovery and fractionation
of natural gas liquids from existing
gas production. The enlarged gas
processing capacity will be 2.8 mil-
lion cubic metres per day and the
new fractionation capacity will be

2 800 cubic metres per day of liquids.
These facilities are expected to add
1700 cubic metres per day to the
company’s production of natural gas
liquids in the second half of 1982.

Texaco Canada’s gas sales from the
Elmworth field in northwestern
Alberta are expected to increase in
1982 as a result of additions to gas
reserves established by drilling and
reservoir performance. To maintain
the increased sales, the gas gathering

and processing facilities are being
expanded from a capacity of 5.7 mil-
lion to 8.5 million cubic metres per
day, with completion scheduled for
mid-1982. The company’s interest in
these facilities is 31.6 per cent.

The first phase of the Brainard gas
plant, in northwestern Alberta, was
completed in late 1981. The com-
pany has a 50 per cent interest in this
plant which has a design capa-

city of 1.0 million cubic metres per
day. The company’s share of natural
gas sales from this new facility is
expected to be 340 000 cubic metres
per day in 1982. Start of construction
of the second phase to handle sour
gas is planned for 1982.

The wholly-owned natural gas pro-
cessing plant in the Open Creek area
of central Alberta was completed
and placed on stream in March 1981,
Contract sales of gas from this plant
are at a rate of 129 000 cubic metres
per day.

During the year, Texaco Canada
entered into three agreements with
ProGas Limited for the sale of natu-
ral gas from the Brainard, Valhalla
and Wabasca areas. Sales from Brai-
nard and Valhalla will start in early
1982 and from Wabasca during 1983.
Total company sales volume from
the three areas is expected to reach
858 000 cubic metres per day by
early 1983,

Development Drilling
Number of Wells

1981 1980
Gross Net Cross Net
Oil 29 123 76 183
Gas 46 11.7 131 399
Dry 6 1.7 4 2.5
Total 81 257 211 607




Expansion of the Bonnie Glen gas plant
will increase its natural gas liquids pro-
duction capacity by 1 700 cubic metres
per day. A butane splitter vessel arrives at
the site (above) and (right) is guided into
position. Below, a general view of the
construction site.
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Production and Reserves

CRUDE OIL AND NATURAL
GAS LIQUIDS

Gross production of crude oil and
natural gas liquids averaged 23 500
cubic metres per day in 1981, down
2.5 per cent from 1980. This resulted
from a reduction of crude oil produc-
tion of some 3.3 per cent which was
only partially offset by an increase of
5.2 per cent in production of natural
gas liquids.

The company’s 1981 production of
total liquids was about 10 per cent
below capacity. This was due prima-
rily to restricted rates of allowable
production in Alberta during Sep-
tember, October and November. The
restriction resulted from a com-
bination of reduced total demand
and commitments for imported
crude made by a number of refiners
in anticipation of continued Alberta
production cutbacks which cutbacks
were phased out following the
Alberta-Ottawa energy agreement of
September 1. Reduced demand
reflects the influence of Canada’s
economic slowdown and sharply
higher prices for petroleum
products,

NATURAL GAS SALES

Sales of natural gas increased 35.8
per cent to 3.3 million cubic metres
daily in 1981 from an average 2.4
million cubic metres per day in the
previous year. This increase was
attributable mainly to new gas sales
from Open Creek and increased
sales from the Elmworth area.

Gross Production of Crude Oil

and Natural Gas Liquids 11,0 cands of

Cubic Metres Daily

Crude Oil 1981 1980
Alberta

Bonnie Glen 8.6 8.7

Wizard Lake 7.1 7:3

Pembina 1.9 1.8

Swan Hills 1.4 1.7

Nipisi 0.7 0.6

Other 12 14
Total 209 21.5
British Columbia 0.2 0.2
Manitoba and

Saskatchewan 01 0.2
Total Crude Qil 21.2 219
Natural Gas Liquids 2.3 2.1
Total Crude Oil and

Natural Gas Liquids 23.5 240

RESERVES

Texaco Canada’s gross proved recov-
erable reserves of crude oil and nat-
ural gas liquids at year-end were
estimated at 71.8 million cubic
metres, compared with 81.6 million
cubic metres a year earlier. Addi-
tions, which totalled 0.9 million
cubic metres, resulted primarily from
new discoveries and pool extensions
in the West Pembina area. Deduc-
tions, which amount to 10.7 million
cubic metres, included production
of 8.5 million cubic metres and
downward revision of prior year esti-
mates of 2.2 million cubic metres.

The company’s estimated gross
proved reserves of natural gas were
65.2 billion cubic metres at the end
of 1981. This was an increase of 4.3
billion cubic metres, or 7.1 per cent,
over the reserves at the end of the
previous year, resulting mainly from
additions in the Deep Basin area
which mare than offset production
during the year.

The Wizard Lake producing facility in Alberta is Texaco Canada’s largesl,

with a capacity of 11100 cubic metres of oil per day.



Estimated Proved Recoverable Reserves
of Hydrocarbons as of the end of the year

Millions of Cubic Metres

1981 1980

Gross Net Gross Net

Crude Oil 585 365 679 428
Gas Liquids 133 93 137 96
Tatal 718 458 816 524

Billions of Cubic Metres

Natural Gas 65.2 44.3 609 437

Net reserves are the company’s share
of reserves after deduction of royal-
ties that will be due others when the
oil, gas or natural gas liquids are pro-
duced. Royalties on provincial and
federal lands are subject to change
by legislation or regulation and are
generally partly dependent on selling
price. Net reserves are therefore re-
estimated annually, following gener-
ally accepted guidelines, to reflect
the current regulations and pricing
outlook.

Oil Sands Research

Research and development of in-situ
methods for recovery of bitumen
from the Athabasca Oil Sands con-
tinued in 1981 at Texaco Canada'’s
pilot project near Fort McMurray,
Alberta. The third well of a three
horizontal well program was com-
pleted and steam is being injected at
this unique project to test its effi-
ciency in bitumen recovery. An
active field program was continued
to improve methods for separating
produced bitumen, which is largely
in the form of a finely dispersed
emulsion, from the produced water.

Earthwork, the construction of roads,
and the installation of tanks and
power lines were completed on the
Steepbank Lease about 60 kilometres
northeast of Fort McMurray. This is
the site of a second pilot project
which may be identified in the
future to further develop in-situ
recovery technology.
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During the 1980-1981 winter drilling
season 41 core holes were drilled on
company oil sands leases, mainly in
the Athabasca area, to further eval-
uale these holdings. This completes
a five-year program in accordance
with present leasehold requirements
and provides geological data needed
for planning.

Texaco Canada’s in-situ recovery
field work is supported by a number
of laboratory research programs. The
largest of these is a proprietary
research program being conducted
by the Alberta Research Council

under a contract with the company.
This continues a relationship of
many years in which Texaco Canada
contributed its technology and expe-
rience and was a major sponsor of
research into in-situ recovery under-
taken by this eminent research
organization.

The company also sponsors oil sands
research projects at the University of
Alberta and the Canadian Centre for
Mineral and Energy Technology, and
participates in other research pro-
grams related to oil sands.
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Petroleum Products
Refining

There was a significant reduction in
demand for all types of petroleum
products in 1981 with the demand
for some products falling more
rapidly than for others. As a con-
sequence, the Nanticoke refinery
had some difficulties in meeting the
product yields required by the mar-
ket place.

Expansion of the Edmonton refinery
was completed early in 1981,
increasing its refining capacity to

4 450 from 3 820 cubic metres daily.
This was accomplished by increasing
the capability of the refinery to pro-
cess condensate. The plant’s fluid
catalytic cracking unit was modified
late in the year, to enhance environ-
mental protection and improve the
octane of the gasoline produced.
Connections between the Edmonton
refinery and the Alberta Products
Pipe Line were completed, permitt-
ing the direct delivery by pipeline of
petroleum products to the com-
pany’s new sales terminal in Calgary.

At the Nanticoke refinery, a long-
range program to further automate
the refinery process instrumentation
and control systems was initiated.
The first phase of installing the latest
computer control and monitoring
equipment at this plant is expected
to be completed in late 1982. Similar
systems are planned for other plants.

Also at Nanticoke, experimental
work in growing vegetables during
winter, by using heat not otherwise
usable in refining operations, is con-
tinuing under the guidance of the
University of Guelph. To date three
tomato crops have been grown, two

James Nicholls, Technical Advisor, develops computer program used to fur-
ther automate instrumentation and control systems at Nanticoke plant.

of which produced considerably
higher yields than normal com-
mercial crops.

Crude runs at the company's plants
averaged 28 200 cubic metres daily in
1981, a decline of 5.4 per cent from
the level of 29 800 cubic metres daily
in the previous year. Refinery utiliza-
tion was at a rate of 81 per cent in
1981, compared to 88 per cent in
1980.

Refinery Runs

Thousands l::] Imported crude
of cubic

metres daily - Domestic crude
35 -




Typical of improvements made during the year to
the company’s refineries were (left) modifications
to Edmonton plant’s fluid catalytic cracking unit
and (below) installation of above-ground piping
to replace existing underground piping at Mon-
treal plant, as part of a continuing environmental
protection program.
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Marketing

Texaco Canada’s sales of petroleum
products declined in 1981 as a result
of the reduction in consumer
demand. Factors contributing to the
drop in demand were higher prices—
brought about mainly by heavy
increases in taxes and charges
imposed by federal and provincial
Governments—as well as the trend to
smaller cars and a slackening in the
pace of economic activity,

Canadian demand for petroleum
products in 1981 declined by about
six per cent from the previous year.
This drop reflects a moderate decline
in demand for gasoline and a sharp
decrease in demand for light and
heavy fuel oils, due to a com-
bination of milder than usual
weather in the late months of the
year and of conservation and con-
version to alternate fuels.

During 1981 the federal government
imposed special levies on petroleum
including a Canadian ownership
charge of $1.15 per barrel and other
compensation charges of $5.60 a bar-
rel for a total of $6.75 per barrel.
These charges were reduced by $1.85
a barrel to $4.90 a barrel, or $30.82 a
cubic metre, on November 30. In
addition, the federal and provincial
sales taxes, most of which are calcu-
lated on an ad valorem basis, were
increased in 1981.

There was a general surplus of
refined products in Canada during
most of the year, which resulted in a
reduction of profit margins.

The major thrust of the company’s
marketing program in 1981 was to
rationalize all operations with the
objective of improving efficiency
and reducing costs. Unprofitable
wholesale and retail facilities were
closed, other units were improved,
and new facilities were constructed
where needed under this program.

Sales of Petroleum Products

- Gasoline

Thousands [0 middle Distillates
of cubic
metres daily - Other Products

35

30

20

In this connection a number of low
volume service stations were closed
in 1981 and greater emphasis was
placed on upgrading many of the
remaining outlets to achieve the sale

of alargervolume of products through
fewer outlets. Diesel fuel facilities
were added to some service stations
to serve the growing number of die-
sel-powered vehicles. The marketing
of propane was started in 1981 at
selected retail outlets. Propane can
be used in vehicles with modified
carburetor and fuel storage systems.

The company’s new sales terminal at
Calgary, which is connected to the
Alberta Products Pipe Line system,
went into operation in December
1981. This 30-acre terminal serves as
the distribution point for tank car
and tank truck shipments to south-
ern Alberta and southeastern British
Columbia. The tank truck loading
facilities will be fully automated in
1982 through a computer which will
be linked to the company’s Oper-
ations Centre in Don Mills, Ontario.

During 1981 the company expanded
its fleet of large truck units as part of
its program to improve distribution
efficiency.

Texaco Canada’s sales of petroleum
products during 1981 averaged

31 600 cubic metres daily, compared
with 33 800 cubic metres daily in
1980. This was a decrease of 6.8 per
cent.

Multiple use of retail facilities has increased revenue from several outlets, such
as this successful service station-grocery store operation at Sudbury, Ontario.



Tank truck driver instructs valve operator during testing of meters at new Calgary marketing terminal.
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Supply and Distribution

The company’s supply operations in
1981 involved the transportation of
an average of 61 900 cubic metres of
crude oil and petroleum products
daily, compared with 65 000 cubic
metres daily the year before, a
decline of about 4.8 per cent. This
volume included the movement of
29 800 cubic metres of finished prod-
ucts daily to customers in company-
owned and leased vehicles and ships.
The balance, consisting principally
of crude oil and natural gas liquids
used in the company’s refining and
supply operations, was moved mainly
by ocean tankers and pipelines.

As part of its product supply system,
the company transported 5 300 cubic
metres daily in lake and coastal tank-
ers. Three-quarters of this quantity
was moved in company-owned ves-
sels and the balance in vessels char-
tered by Texaco Canada.

The Alberta Products Pipe Line sys-
tem, in which Texaco Canada holds
a 20 per cent interest, transported a
daily average of 9900 cubic metres
of petroleum products, an increase
of about two per cent over the pre-
vious year.

Trans-Northern Pipelines Inc., one-
third owned by Texaco Canada, carried
24 000 cubic metres of petroleum

products daily, a decrease of about
four per cent compared with 1980.

A daily average of 28 500 cubic
metres of imported crude oil was
moved over the Montreal Pipe Line
system, 16 per cent owned, to refi-
neries in Montreal from its east-coast
terminal facilities in Portland, Maine.
This was an increase of about 27 per
cent over the previous year. The
higher volume reflected additional
crude oil imported to supply the
Montreal refineries as Canadian
crude oil supplies continued to
decline, as well as the Alberta gov-
ernment’s withholding of crude oil
during the protracted negotiations
prior to the federal-provincial agree-
ment on crude oil pricing
announced in September 1981.

Federated Pipe Lines Ltd., 50 per
cent owned by Texaco Canada, car-
ried 26 200 cubic metres daily of
crude oil from the Swan Hills area of
Alberta to Edmonton, a decrease of
about 23 per cent from 1980.

The Rimbey-Edmonton Oil Pipeline,
100 per cent owned by Texaco
Canada, carried an average of 30 800
cubic metres daily of crude oil and
natural gas liquids from central
Alberta to Edmonton, about the
same volume as in the previous year.

Qil spill training exercise hones skills of employees who would
participate in cleanup operations.

The Environment

Capital expenditures for environ-
mental protection facilities exceeded
$16 million in 1981. These expendi-
tures and the many manhours
devoted to environmental protection
efforts underline the strong empha-
sis which the company continues to
place on air and water quality.

Texaco Canada supported and con-
tributed to the development and
funding of several multi-million dol-
lar oil spill cleanup cooperatives
across Canada. These organizations
provide the company with access to
specialized equipment and trained
personnel to assist its own emer-
gency response teams in combating
oil spills if they should occur.

A land farm for biological disposal of
sludge and solid wastes at the Nanti-
coke refinery was completed in 1981.
This facility can safely and econom-
ically dispose of these plant wastes.
A similar facility is in operation at
Halifax plant and one is planned for
the Montreal refinery,

The installation of new air pollution
control equipment at Edmonton
plant was completed in 1981, which
significantly reduced emissions of
carbon monoxide.

As part of its continuing program of
environmental improvement and
loss control, the company installed
floating roofs on a number of gaso-
line storage tanks at sales terminals.
In addition, loading facilities at sev-
eral sales terminals were upgraded to
include bottom loading equipment.
These installations minimize vapor
emissions, improve efficiency and
safety, and reduce the possibility of
overloading.

Texaco Canada continues its efforts
through the Petroleum Association
for Conservation of the Canadian
Environment to cooperate with all
levels of government in developing
practical as well as cost effective
environmental regulations.



Employee Relations

Texaco Canada had 4,522 employees
at year-end 1981, compared with
4,442 at December 31, 1980. Payroll
and benefits plan costs of $146.6
million were 16.2 per cent higher in
1981 than in the previous year.

A new program of Performance
Planning and Review workshops
across Canada was launched and
attended by some 1,800 employees
in 1981. This program combines goal
planning and reviews of achieve-
ments with a view to improving
employee effectiveness. The com-
pany also held in-house training pro-
grams in Management Development
and Supervisory Leadership Skills in
which 387 employees participated.

An annual Employee Benefit Plans
statement for each employee with a
minimum of one year of service was
also introduced in 1981. This per-
sonalized statement includes details
of the employee’s coverage in the
event of sickness, disability or death,
an estimate of projected retirement
benefits, and other information of
value to employees.

At the end of 1981, 97 students, sons
and daughters of employees, were
participating in the Texaco Canada
Merit Scholarship program. The
scholarships cover the cost of tuition
and compulsory fees at Canadian
universities or colleges of the recipi-
ent’s choice for up to four years. The
company also offers assistance to
employees to advance their educa-
tion and skills through a tuition aid
plan which usually covers 75 per
cent of tuition for approved courses.

Seventy-four emplovees received the
25-year Service Award in 1981. At
year-end, Texaco Canada had 743
employees with 25 or more years of
service,

Fifty-five employees retired in 1981
under the company’s retirement plans.

Salaries, Wages and Benefits per Employee

Thousands of dollars
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Public Affairs

During the year Texaco Canada
increased and improved its commu-
nications with its principal publics—
including employees, governments,
shareholders, customers and con-
sumers—and stated its views on
energy and other policies which
impact upon the company and the
petroleum industry.

The company also increased its sup-
port to deserving organizations
across Canada in the fields of educa-
tion, community service, health, cul-
ture and youth work.

Through representations to govern-
ments, press releases, speeches and
discussions by executives, media
interviews, articles in company pub-
lications and mailings to customers
and shareholders, Texaco Canada
stated its positions on key energy
questions and provided information
on its activities and progress. Par-
ticular emphasis was given to com-
municating the company’s views
concerning the National Energy Pro-
gram, the federal-provincial energy
pricing and taxation agreements, and
the Bertrand Report on the state of
competition in the Canadian petro-
leum industry.

These and other important matters
were discussed with hundreds of
company employees at locations
across the country as part of the
company’s Speakers’ Program of
two-way discussions with employ-
ees, dealers and the general public.
This program will be expanded in
1982 to reach more external
audiences.

The company also began in 1981 its
42nd consecutive year of sponsoring
Metropolitan Opera radio broad-
casts. These programs are carried
across Canada on the English and
French language networks of the
Canadian Broadcasting Corporation.,

15
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Financial Review of 1981

NET INCOME

Texaco Canada’s consolidated net
income in 1981 was $316.3 million,
compared with $373.4 million in
1980 and $263.9 million in 1979. The
reduction in net income in 1981,
which reverses the trend of
improved earnings for the years 1980
and 1979, is due mainly to the Fed-
eral Petroleum and Gas Revenue Tax
which became effective January 1,
1981. This tax, which is not deduct-
ible for income tax purposes
amounted to $71.5 million and was
only partially offset by higher prices
for crude oil, natural gas liquids and
refined products. In addition, gov-
ernment restrictions placed on the
production of crude oil, lower vol-
umes of petroleum product sales
and higher costs contributed to
lower earnings.

Net income for 1981 includes non-
recurring inventory net profits, aris-
ing from the implementation of rate
changes in the federal petroleum
compensation charge. The effect of
these changes resulted in increased
net income in 1981 of approximately
$33.0 million, or $0.27 a common
share.

Net income for 1980 includes a non-
recurring profit of $31.1 million, or
$0.26 per common share, resulting
from a change in the handling of the
company’s production of oil from
Crown lands in Alberta. This change
occurred on April 1, 1980, when the
Alberta Petroleum Marketing Com-
mission assumed control of all
Crown oil production in the prov-
ince. Previously, profits on such oil
were not recognized until the prod-
ucts made from the crude oil were
finally sold.

Net income per common share in
1981 was $2.45, compared with $2.92
in 1980 and $2.01 in 1979. The com-
pany’s common shares were split on
a four-for-one basis effective August
15, 1980, and all references to earn-
ings per share for the period prior to
1980, including the above, reflect
adjustment for this split.

Gross production of crude oil and
natural gas liquids for 1981 averaged
23 500 cubic metres daily, compared
with 24 000 cubic metres in 1980 and
26 700 cubic metres in 1979; crude
oil processed in the company's refin-
eries averaged 28 200 cubic metres
daily in 1981, 29 800 cubic metres in
1980 and 30 800 cubic metres in
1979; sales of petroleum products
were 31600 cubic metres daily in
1981, 33 800 cubic metres in 1980
and 32 900 cubic metres in 1979,
Sales of natural gas in 1981
amounted to 3.3 million cubic
metres daily, compared with 2.4 mil-
lion cubic metres and 2.2 million
cubic metres in 1980 and 1979
respectively.

Net Income and Dividends
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DIVIDEND PAYMENTS

Texaco Canada’s Board of Directors
has declared dividends on the com-
pany’s common shares in every year
since 1944. From 1944 through 1951
dividends were on an annual or
semi-annual basis. Since 1952 they
have been declared and paid on a
quarterly basis.

The total amount of dividends paid
per common share in each of the
last three years was 82 cents in 1981,
5812 cents in 1980 and 42 cents in
1979. These dividends as a percen-
tage of net income per common
share were 33 per cent in 1981, 20
per cent in 1980, and 21 per cent in
1979,

STOCK MARKET AND DIVIDEND
INFORMATION

Texaco Canada’s common shares
continue to be listed on the Toronto,
Montreal, Alberta, Vancouver and
American Stock Exchanges. The
Toranto Stock Exchange is the prin-
cipal market for the shares. Quarterly
high and low prices and the divi-
dends paid on the common shares
are as follows: 1981

*Price Range  Dividends
High Low Paid

Quarter
1st $25%  $22 $0.190
2nd 39% 23% 190
3rd 45 21 190
4th 38 28% 250
1980
*Price Range  Dividends
High Low Paid
Quarter
st $24 $19 $0.125
2nd 26" 19% 125
3rd 32% 21 145
4th 27% 20% 190

*As quoted on the Toronto Stock
Exchange. Price ranges in the First and
Second Quarters of 1980, have been
adjusted to approximate fractional
values of quotations made prior to the
4:1 stock split on August 15, 1980.

74

On January 31, 1982, there were
5,360 individual, financial and other
institutional holders of the com-
pany’s common shares. This com-
pares with a total on December 31 of
5,366 in 1981, 5,592 in 1980 and 4,038
in 1979.

Dividends paid to United States
security holders are subject to a 15
per cent Canadian withholding tax
in accordance with the Canada—
United States Income Tax Treaty cur-
rently in force. Capital gains on dis-
posals are not taxable in Canada if
the United States security holder has
no permanent establishment in
Canada.

A proposed Canada—United States
Income Tax Treaty, signed on Sep-
tember 26, 1980, but not yet ratified,
generally preserves the existing tax-
ation and withholding rules as they
relate to United States security hold-
ers. One exception is that corporate
holders of at least 10 per cent of vot-
ing shares will incur only a 10 per
cent withholding tax on dividends.
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REVENUES

Revenues in 1981 totalled $4,461.0
million, compared with $3,572.0 mil-
lion in 1980 and $2,684.9 million in
1979. The increase in total revenue
resulted from the higher prices at
which petroleum products were sold
to recover the higher cost of crude
oil as determined under the federal
government’s oil pricing policies.

As a result of the imposition of vari-
ous federal petroleum compensation
charges during 1981 the cost of a
cubic metre of crude oil increased
by $30.82. In addition the January 1,
July 1 and October 1 crude oil price
increases amounted to a total of
$28.31 per cubic metre. Refined
product sales volumes were lower in
1981 due mainly to reduced con-
sumer demand, particularly in the
second half of 1981.

COSTS AND OPERATING EXPENSES

Costs and operating expenses,
including selling, general and admin-
istrative expenses, amounted to
$3,360.1 million in 1981, compared
with $2,597.8 million in 1980 and
$1,948.7 million in 1979.

Factors which contributed to
increased costs included higher
prices paid for supplies of crude oil,
other raw material, and labour, as
well as the continuing effects of
general inflation.

Costs and operating expenses were
equivalent to 75.3 per cent of total
revenue in 1981, compared with 72.7
per cent in 1980 and 72.6 per cent in
1979. Selling, general and adminis-
trative expenses, as a proportion of
costs and operating expenses,
decreased from 6.4 per cent in 1979,
to 5.1 per cent in 1980 and 4.5 per
cent in 1981.

OTHER EXPENSES

Dry hole costs in 1981 amounted to
$31.4 million, an increase of $22.1
million compared to 1980 and an
increase of $19.1 million over 1979.

Depreciation, depletion and amorti-
zation charges were $63.7 million in
1981, an increase of $9.0 million over
1979. Interest expense, which
amounted to $10.0 million in 1981,
increased 14.7 per cent since 1979,

TAXES

Taxes paid or accrued by Texaco
Canada, including direct taxes and
taxes collected from consumers on
behalf of governments, totalled
$1,801.1 million in 1981, $1,141.1 mil-
lion in 1980, and $919.9 million in
1979.

The aggregate amount of these taxes
in 1981 was equivalent to about six
times the net income of the com-
pany and approximately 15 times the
amount that shareholders of pre-
ferred and common stock received
as dividends in that year.
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before deduction of
Net Exploratory Expenditures
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Direct taxes include oil and gas pro-
duction taxes, sales and use taxes,
property taxes, import duties and
other levies, and current and
deferred income taxes. The com-
pany’s current and deferred income
taxes continued to rise following the
trend of improvement in operating
earnings before deduction of the
federal Petroleum and Gas Revenue
Tax. Total income taxes increased
from $256.2 million in 1979 to $340.7
million in 1980 and $369.6 million in
1981. The effective income tax rate
has increased from 49.3 per cent in
1979 to 53.9 per cent in 1981. The
federal Petroleum and Gas Revenue
Tax effective January 1, 1981
amounted to $71.5 million, and was
a major contributor to the increase
in 1981 expenses. All other direct
taxes increased from $366.6 million
in 1979 to $482.6 million in 1980 and
$988.2 million in 1981.

Taxes collected from consumers
include federal sales and excise taxes
and provincial motor fuel and oil
taxes. These taxes rose from $297.1
million in 1979 to $317.8 million in
1980 and $371.8 million in 1981, an
increase from 1979 through 1981 of
25.0 per cent. These increases
resulted from the imposition by the
federal and most provincial govern-
ments of motor fuel taxes on an ad
valorem basis. This new basis estab-
lishes motor fuel tax as a percentage
of net selling price rather than as a
fixed amount per volume. Previously
the level of such taxes could be
changed only by new legislation.

LIQUIDITY AND CAPITAL
RESOURCES

The company’s liquidity position
conlinues strong, as evidenced by
the level of working capital, the cur-
rent ratio, and other generally
applied balance sheet and cash

flow ratios. Current levels of working
capital provide adequately for the
company’s ongoing operations.

In addition to the company’s strong
year-end 1981 cash and short-term
investment position, Texaco’s liquid-
ity is further enhanced by the nature
of its accounts receivable and mer-
chandise inventories. Rapid turnover
of accounts receivable backed by
sound credit and collection policies
make these receivables highly liquid.
The company’s inventories, made up
of crude oil and petroleum products,
are readily convertible to cash.

The company has ample capacity to

maintain liquidity and provide capi-

tal resources by virtue of its capacity
to borrow. Also, the company regu-

larly maintains substantial bank lines
of credit.

The company’s strong earnings per-
formance over the last three years
has given it the availability of funds
necessary to support planned capital
investments.

ASSETS

Total assets of the company at the
end of 1981 were $2,879.1 million,
compared with $2,603.1 million at
the end of 1980 and $2,299.7 million
as at December 31, 1979.

CAPITAL AND EXPLORATORY
EXPENDITURES

The company’s total capital and
exploratory expenditures amounted
to $209.3 million in 1981, compared
with $224.2 million in 1980 and
$136.6 million in 1979. Capital and
exploratory expenditures in 1981
were slightly lower than 1980 levels
due to the combined effects of the
National Energy Program, and the
federal/provincial pricing agree-
ments, which reduced cash flow
available to the industry for expan-
sion in that year.

Capital and Exploratory Expenditures
Millions of Dollars

1981 1980 1979

Energy

Resources $140.5 $1783 % 899
Manufacturing 33.7 216 254
Marketing 31.1 217 196
Other 4.0 26 1.7
Total capital and

exploratory

expenditures  209.3 2242 136.6

Deduct:
Exploratory
expenditures
charged against
current income _ 49.5 314 261

Total
expenditures
capitalized

$159.8 $192.8 $110.5
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Texaco Canada Inc. and Subsidiary Companies

Description of Significant Accounting Policies

Principles of Consolidation

The consolidated financial state-
ments include the accounts of
Texaco Canada Inc. and its subsidi-
ary companies and are prepared in
accordance with accounting prin-
ciples generally accepted in Canada.
The financial statements also con-
form with International Accounting
Standards in all material respects.
Intercompany accounts and transac-
tions are eliminated.

The premium paid on subsidiary
companies’ capital stock at date of
acquisition is amortized on a
straight-line basis over 20 years.

Foreign currencies are translated into
Canadian dollars as follows: (1) Cur-
rent assets except inventories, long-
term receivables, current liabilities,
and capital lease obligations, at the
rate in effect at the end of the
period; (2) inventories, properties,
plant and equipment and related
depreciation and deferred charges at
rates in effect when the assets were
acquired; and (3) all other income
accounts at rates in effect at the time
of the transaction. Gains and losses
on foreign currency transactions and
charges and credits arising on trans-
lation of balance sheet accounts are
reflected in income currently.

Inventories

Inventories of crude oil and petro-
leum products and other merchan-
dise are stated al the lower of cost,
determined on the first-in, first-out
method, and net realizable value.
Materials and supplies are stated at
cost.

Investments and Advances

The Corporation uses the equity
method of accounting for its
investments in companies owned
50%, and for all significant corporate
joint ventures owned less than 50%.
Under this method, the Corpo-
ration’s equity in net earnings or
losses of these companies is
reflected currently in income rather
than when realized through divi-
dends, Investmenls in companies
accounted for by this method reflect
the Corporation’s equity in the
underlying net assets of the
companies,

Investments in other non-subsidiary
companies are carried at cost, and
the Corporation’s interest in the net
earnings of these companies is
reflected in income when realized
through dividends.

The Corporation has equipment
leased to an affiliated company.
These non-mineral leases are capital-
ized as direct financing leases and
amortized in accordance with the
respective lease agreement.

Properties, Plant and Equipment

and Accumulated Depreciation,
Depletion, and Amortization

The Corporation follows the suc-
cessful efforts method of accounting
for its oil, gas exploration and pro-
ducing operations. Under this
method all exploratory costs, includ-
ing geophysical and geological



expenses, core drilling, lease rentals
and intangible drilling costs appli-
cable to dry holes, are charged to
expense.

Lease acquisition costs, intangible
drilling costs on productive wells
and tangible equipment costs
related to the development of oil
and gas reserves are capitalized and
amortized. For lease acquisitions
costing less than one million dollars,
the portion of leasehold costs esti-
mated to be non-productive based
upon historical experience is amor-
tized on an average holding period
basis. For lease acquisitions costing
one million dollars or more, the por-
tion of leasehold costs estimated to
be non-productive is amortized over
the initial exploration period. Lease-
hold costs which have been deter-
mined to be productive and other
development costs related to pro-
ducing activities, including tangible
and intangible costs, are amortized
on the unit-of-production basis by
applying the ratio of produced oil
and gas to estimated recoverable oil
and gas reserves.

Depreciation of other properties,
plant and equipment is provided
generally on the group plan, using
the straight-line method, with depre-
ciation rates based upon estimated
useful life applied to the cost of
each class of property.

Start-up costs of new facilities are
capitalized and amortized in accord-
ance with the Corporation’s depreci-
ation policy.

The Corporation accounts for signifi-
cant leases, other than exploration
and development of natural resource
rights, that transfer all of the benefits
and risks of ownership related to

leased properties as capital leases.
Properties, plant and equipment
include capital leases which are
amortized over the estimated useful
life of the asset or lease term, as
appropriate, using the straight-line
method.

Normal maintenance and repairs are
charged to expense as incurred.
Renewals, betterments, and major
repairs that materially extend the life
of properties are capitalized and the
assets replaced, if any, are retired.

Research and Development Costs

Research costs are charged to
income as incurred. Development
costs are charged as an expense of
the period in which they are
incurred except when the project is
expected to commence commercial
production within the foreseeable
future. When this occurs, devel-
opment costs are deferred and amor-
tized to match related revenues.

Deferred Income Taxes

Provision is made in the Corpo-
ration’s accounts to reflect the
income tax effect on transactions
recorded in the Corporation’s finan-
cial statements in a reporting period
different from the period in which
they are reported for income tax pur-
poses. The principal transactions are
depreciation, intangible drilling
costs, leasehold costs and
inventories.

Deferred income taxes as shown in
the balance sheet represent the
cumulative effect of net charges

made against earnings to defer these
income tax effects to appropriate
future periods in the Corporation’s
financial statements. This accounting
policy allocates the income tax
effect of transactions to the period
in which such transactions are
recorded for financial reporting
purposes.

Pension Plan

A group pension plan is available to
substantially all employees. Amounts
charged to pension expense are
based on amortizing the cost of pen-
sion benefits on an actuarial basis
over the remaining estimated service
of the employees involved.

Investment Tax Credits

Investment tax credits, other than tax
rate reductions, are deducted from
the related expenditure and amor-
tized to income in accordance with
the applicable accounting policy.

Federal Government Crude Oil
Compensation Programs
Compensation received or recov-
erable under the programs for
imported and for synthetic domestic
oil for consumption in Canada is
deducted from cost of crude oil pur-
chases. In order to be eligible for
compensation the Corporation has
complied with Federal Government
legislation.
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22 Texaco Canada Inc. and Subsidiary Companies

Consolidated Statement of Income

for the years ended December 31, 1981, 1980 and 1979 (Expressed in thousands of Canadian dollars except per share data)

1981 1980 1979

Revenues
Sales and services

Texaco Inc. and its subsidiary companies . ....................... .. $ 22,890 $ 23,791 $ 15,695

VMBI 2 10 50 55,3 6505 30 5imih menss Sy ruse s i 1t S5ur o sy B s o = 4,352,442 3,479,388 2,622,928
Income from investments

Equity in net income of non-subsidiary companies (Note 3)...... ... 4,664 3,865 4,003

Dividends:and INterest ;.. .ux o cos o 5 55 125 (00 008 Fhold siaie simn oimse 58,647 38,901 18,996

Interest income—Texaco Inc. and its subsidiary companies .. ... ... .. 15,236 16,833 15,883
Otherincome . ... ... 7,100 9,238 7,377

$4,460,979 $3,572,016 $2,684,882

Deductions

Cost of sales and operating expenses (Note 2)
Purchase of crude oil and products from

Texaco Inc. and its subsidiary companies . ............. ... ... .. $ 527,943 $ 398,537 S 434,247
EEIRIOT! e <o ete wonie s tege sk sseds snass oot i e e cube) vote. e pote Srms Aish v 2,681,720 2,065,605 1,389,196
Selling, general and administrative expenses .. ....................... 150,474 133,694 125,207
Maintenance and repairs . ............. 58,098 51,285 41,548
EYAOEE OB : cors 50 555 51503 158 min csms vk soms, sion nqaet mmprn. »Assas sosies alots macos a1 31,390 9,273 12,245
Depreciation, depletion, and amortization. . ......................... 63,685 56,404 54,719
Interest chargesi{NOte2) . ... oo v moi 5% 55 55 T3 K0 15als shais et sumce e 10,021 11,227 8,735
Petroleum andigas revenUS XA .« soy v smw v s vats 55 555 sl i S0 o4 71,478 = =
Taxes, other than income taxes (Note 10) ............................ 180,262 131,883 98,917
$3,775,071 $2,857,908 $2,164,814

Income before Provision for Income Taxes . .......... ... .. ... ... ... $ 685,908 $ 714,108 $ 520,068

Provision for Income Taxes (Note 13)
Current income taxes

Bederall o « ol i tior S5 555 2ok voai 4l Toshe axoss tein s et ese) kel ncoss <o $ 278,788 $ 237,028 $ 164,589
RProvineials o e s v se st ses v 2o See S s nss ansamen o ~ 69,011 57,269 43,311
Deferred inCOme taxes . . ... ... e __21,803 46,393 48,273

$ 369,602 $ 340,690 $ 256,173

Net Income . . ... $ 316,306 $ 373,418 $ 263,895
**Net income percommonshare . .................................... $2.45 $2.92 $2.01

Certain accounts have been reclassified to conform with the 1981 presentation. The reclassification had no effect on net income.

*In accordance with the Corporation’s accounting policy, inventories of crude oil and petroleum products are stated at cost, determined on the first-in,
first-out method. Effective April 1, 1980, the Alberta Petroleum Marketing Commission took effective control of all oil produced from Crown proper-
ties in the Province of Alberta. Commencing on this date, the Corporation valued its inventories of oil produced from Crown property in the Pravince
of Alberta at the price paid to the Alberta Petroleum Marketing Commission, whereas in prior periods, related inventories were stated at the Carpo-
ration’s cost of producing the product. This action resulted in an increase in income for the 1980 period of $31,081 equal to $0.26 per common share.

**Net income per common share is based on the average number of common shares outstanding after adjusting for the four-for-one split which
occurred on August 15, 1980 (1981—120,632,882 shares, 1980—120,546,211 shares, 1979—120,500,128 shares). Conversion of the First Preferred Shares,
Series A, into common shares would not materially change the net income per common share,

See accompanying description of significant accounting policies and notes to cansolidated financial statements.



Texaco Canada Inc. and Subsidiary Companies

Consolidated Statement of Retained Earnings

for the years ended December 31, 1981, 1980 and 1979 (Expressed in thousands of Canadian dollars except per share data)

1981 1980 1979
Balanceiat beginninGol Year «ux wus s va var ss 0o sh e s 5500 Bk fonn $1,245,562 $ 964,278 $772,639
Add—
Netincomefortheyean:, .« cow v tev s wem sy e sen 20 wwk Sas e W 316,306 373,418 263,895
Deduct—
Dividends declared
Preferredstock ... ... ... 20,577 21614 21,645
Commonstock . . ... 98,920 70,520 50,611
Balanceatendofyear ... ... .. .. . . . $1,442,371 $1,245,562 $964,278
Cash dividends per share
Eirst Preferred; SeriesA e s v s vios 6o som oo © o § 0 o ik o 050 5o o $6.00 $6.00 $6.00
Second Preferred. Seri@s: A s « v o wus vais o o8 5 5 2 % i 0 S e ok o 7.50 7.50 7.50
Second Preferred; SeniesiBa . = u. v s s sun ¢ i s 5 v o 5 0 5 a0 0 | 7.25 7:25 7.:25
(E O T O s v i S it B ol i S Tt w55 5 SAIS St S ey S sl 0.82 0.585 0.42

See accompanying description of significant accounting policies and notes to consolidated financial statements.
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24 Texaco Canada Inc. and Subsidiary Companies

Consolidated Balance Sheet

December 31, 1981 and 1980 (Expressed in thousands of Canadian dollars)

Assets 1981 1980
Current Assets
8 L i T e ) P e e e s e o g e e $ 11,087 $ 11,225
Marketable securities (at cost which approximates market value) ..................... 273,208 323,919
Notes and accounts receivable (less allowance for doubtful accounts of $4,500 in 1981,

and $3,500 in 1980)

Affiliated companies. .. ... - 9,463

O . e 501,195 443,618
INVENTERES(INOTE2) . .o o 515 5 = e 2 e 55 e sbie ©1558 St o e & T8 oonin = ode = 253 & s imes sgese 583,025 382,147
Prepaid expenses and deferred inCOMe taXes. . .....oovutiiiiiieiiiiiii e e 28,230 28,054

Total current assets $1,396,745 $1,198,426

Investments and Advances (Note 3). ... ... . . $ 183,608 $ 190,909
Properties, Plant and Equipment (Notes4and 8)......... .. ... ... ... ... $1,279,646 $1,203,318
Deferred Charges . ... ... . $ 19,064 $ 10,448
Total $2,879,063  $2,603,101

Texaco Canada follows the “successful efforts method” of accounting for its oil and gas exploration and producing operations as outlined in the

description of significant accounting policies.
Certain balance sheet accounts have been reclassified to conform with the 1981 presentation.

See accompanying description of significant accounting policies and notes to consolidated financial statements.



Liabilities and Shareholders’ Equity 1981 1980
Current Liabilities
Long-term debt due withinoneyear ........ .. ... ... .. . ... .. ... $ 32 $ 30
Capital lease obligations due withinonevyear. ... ....... ... .. ... ... ............. 2,661 6,593
Accounts payable

11T TS0 o L O L L A S L 266,856 239,024

Affiliated COMPANIES: s 2,50 50 7 06 49 5 508 (a5 o s Bl o S0 S0 s S i oo 0505 32,127 —
Accrued liabilities '

Taxes otherTHar iNCOMETARES - tx « i & o o ob 5 S S Seid dbs 555 DA% i Fa% 5 a0y 350 ias e 102,697 54,328

BNET i sree: mom stk i 555 5 S 8 e 5 Ses. 7 o 570 51 s S06ST SRR R S S TR 1 S S 100,309 70,294
INCOMEHARES: e oo mmn s s w0 e iy D S S o 50 SR T & e S50 S s Heb 1 5 15 G 133,754 164,887
Preferredidividends payable. .o = v s s o i v s snie sims o wosss saammvians sins W+ bt ek S 1,566 1,825

Total current liabilities $ 640,002 $ 536,981
Long-termy Debti{INOIe D). . v v s v st 2y vis o st s & e vesns swens dvass vosin sosie 3uais o Serd smnes) 25e $ 75,01 $ 84,601
Capital Lease Obligations (Note 8). . ... ... . . . i $ 10,623 $ 13,436
Deferred Gas Production Revenue . . ....5 . ... ... .ot $ 16,255 $ 11,11
Deferred INCOME TAXES i o wun i sai s s stal 4 st gth S0 00 s fais oat Sets & 50 1 40 $ 407,686 $ 384,295
Redeemable Preferred Stock (Note 6) . ... ... ... . . .. $ 250,000 $ 290,000
Preferred Stock (Note 7) ... .. $ 1,120 % 2,520
Common Stock and Retained Earnings
Common stock (Note 7) ... $ 3599 $ 34,595
Retained earnings ... ... ... 1,442,371 1,245,562
Total common stock and retained earnings $1,478,366 $1,280,157

Total $2,879,063  $2,603,101

Approved on behalf of the Board

/@,W/é/infzéé‘/ Director

L M. M——~_ 2, Director
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26 Texaco Canada Inc. and Subsidiary Companies

Consolidated Statement of
Changes in Financial Position

for the vears ended December 31, 1981, 1980 and 1979 (Expressed in thousands of Canadian dollars)

1981 1980 1979
Source
Nt IMCOMI $316,306 $373,418 $263,895
Depreciation, depletion,and amortization ........................... 63,685 56,404 54,719
Provision forincome taxes—deferred. ... ... ... ... . ... .. ... .. .. ... 23,391 34,874 64,869
Excess of equity in net income of non-subsidiary

companiesoverdividends(Note3) ......... ... ... .. ... (133) (363) (780)
Unrealized net currency translation loss (gain) on long-term

receivables and capital lease obligations. . ............ ... .. ... . ... 1,249 (3.575) 3,931

Provided by operations. . .............. ... .. ... ... m,@ &TBO?E §386,634
Investmentsand advances (net) ....... ... ... 6,132 2,089 8,792
Properties, plant and equipment retirements, sales,
andinvestmenttaxcredits . . ... .. ... 19,753 14,196 30,656
@thernetsource (diSPOSItIONY « i s i s s s wts s w0 e s e (3,472) 3945 2,767
$426,911 $480,986 $428,849
Disposition
*Properties, plantand equipment expenditures ........................ $159,766 $192,764 $110,547
Redemption of 400,000 Second Preferred Shares—

Series B, at $100.00 pershare. . ... ... ... 40,000 = =
Reductionin long-termdebt (Note5) ...... ... ... ... ... 9,590 9,247 6,247
Net reduction in capital lease obligation (Note8). ..................... 2,760 3,021 13,944
Cash dividends—preferredstock. . ........... .. .. ... L. 20,577 21,614 21,645

= COMITIOM S OCK s o e e e Sirs s et S e e s aas 98,920 70,5@ 50,611

$331,613 $297,166 $202,994

Increase in working capital $ 95,298 $183,820 $225,855

*Properlies, plant and equipment expenditures

PROTUGITIR. oodthie = man ies sree some singe Sxoin: o e oxbE Finas suse 20a Sedh siman el 80635 & $ 90,971 $146,874 $ 63,898
IMAMBTCITTINGS 205 s 56 50 i e 2 o 015 o S 2t 5 s s B & w0 5 s 33,717 21,622 25,382
IARTIETTIIE L s st s & 2o e S 2o Sl Sl s T SHEES o SALe SHie TREGE ol 2l 31,078 21,692 19,635
MATINE: s wiem wore i s s wide gt @0 S 55 S S5 S Ses o6a e Wias T & 326 225 289
Pipelines. . 231 312 223
(] 4= P 3,443 2,039 1,120
Total $159,766 “Mi?()j $11 0,547

See accompanying description of significant accounting policies and notes to consolidated financial statements.
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1981 1980 1979
Working Capital
At beginning of year $661,445 $477 625 $251,770
Increase (decrease) during year
@ashie et o e me e S e s e e e s s S s s s $ (138) $ (1,057) $(17,378)
Marketable securities (@t GOStY. . . sa v v vsn sas v g = i 5 s o7 (50,711) 43,172 269,540
Notes and accounts receivable, less
allowance for doubtful accounts
Affiliated COMPAMIES «wi i e com com vy wms sswie a e e mivs St 9 (9,463) 9,463 =
IR ¢ s = ion = i smw wrmsh s s viss sowos s Sveds svacs wiein sy Wi, w6as 5 3 57,577 40,222 150,875
IRV EMEOTNEST 5ot i ot et 4HAe SEahesvhsiss Fece Sene Sahe rme mbhe (o as ad v Bt 200,878 100,541 91,977
Prepaid expenses and deferred incometaxes....................... 176 (20,528) 29,679
Long-term debt due withinoneyear .............................. (2) (2) (2)
Capital lease obligations due withinoneyear................... .. 3,932 1,364 3,658
Accounts payable
Trade. . oo (27,832) (5,678) (100,581)
Affiliated companies....... ... . (32,127) 36,893 (16,836)
ACErUd HADIIEIES: iz v i s sonre sin ot s Sas s 2105 aabs SEes el Bios e (78,384) (38,072) (12,881)
INCONTENAXESivs o o svei s s Soys waw dem S0 S SO Cooyi ipd v S0 S BTG 31,133 17,495 (172,207)
Preferredidividendsipayable: in o s cnn onv o s s g we s it i, 259 7 il
$ 95,298 $183,820 $225,855
At end of year $756,743 $661,445 $477 625




28 Texaca Canada Inc. and Subsidiary Companies

Notes to Consolidated Financial Statements

(Expressed in thousands of Canadian dollars)

1. Accounting Principles Generally Accepted
In Canada Compared With the United States

As stated in the Description of Significant Accounting Pol-
icies, the consolidated financial statements are prepared
in accordance with accounting principles generally

2. Inventories

Crudeoil .. ...
Petroleum products and othermerchandise. .. ...... ... ...

MaternialsiandSUpPBIIes:. . . sow s s s w8 o s 5709 5 4 a4

Total

accepted in Canada, which principles do not materially
differ from generally accepted accounting principles as
established in the United States.

Amounts of crude oil, petroleum products and other merchandise used to determine cost of sales were as follows:

December 31, 1979—-%272,853, January 1, 1979—%182,550.

The aggregate of merchandise items as distinguished from refined and in process oil products is not significant.

3. Investments and Advances

Non-subsidiary companies accounted for:

Onequitybasis. ... ... .
S e e i e s A5 e i e e =iels oo

Miscellaneous investments

Direct financing leases—affiliated company .. ......... ...
Nates, mortgages and other long-term receivables . . ... ...

Total

Texaco Canada Inc.’s equity in the net income of the non-
subsidiary companies accounted for on the equity
method aggregated $4,664 in 1981, $3,865 in 1980, and
$4,003 in 1979. Dividends received from companies
accounted for by this method amounted to $4,531 in 1981,

December 31,

1981 1980
............................ $160,819 $120,588
............................ 406,646 247 649
567,465 368,237
............................ 15,560 1.3:910
§583,025  $382,147
_ December31,

~ 1981 1980
............................ $ 18,761 $ 18,627
............................ 1,116 937
19,877 19,564
............................ 154,363 162,656
............................ 9,368 8,689
$183,608 $190,909

and $3,502 in 1980, and $3,223 in 1979. Undistributed earn-
ings of these non-subsidiary companies included in
Texaco Canada Inc.s retained earnings amounted to
$16,285 at December 31,1981 and $16,152 at December 31,
1980.



4. Properties, Plant and Equipment

As at December 31,

Producing. . ... .
Manufacturing ... ...
IVIBEKBTTIE 5 toics s cynis #0058 shomn wpns siots shos et s sopis w5 3 sie o st = mne
VAT TR et e s S0 5o s 2 SR U5 TF e mas £ 58 B ol

Net investment

On November 30, 1978, the Corporation announced that
it had substantially reduced operations at its Port Credit
refinery. However, the facility continues to serve as the
Corporation’s main product distribution point for the

5. Long-term Debt

The Corporation had long-term debt as follows:

10%% debentures, 1974 series, due 1994

($5,000 annual sinking fund requirement 1982—1993) . . ..
Other. ... .

Less: Long-term debt due within one year and debentures

held for sinking fund requirements (1981—%9,994, and 1980—$5436)...................

Total

Annual maturities of long-term debt, including sinking
fund payments and other redemption requirements, for
the five years subsequent to December 31, 1981, are as

6. Redeemable Preferred Stock

Second Preferred Shares
2,900,000 shares without nominal or par value,
authorized and issuable in series:
Series A—$%7 .50 cumulative, redeemable

Issued and Outstanding—1,700,000 shares. ..........

Series B—%7.25 cumulative, redeemable
Issued and Outstanding—1981, 800,000 shares and

1980, 1,200,000 shares . ... ... .o,

Total

Accumulated
depreciation,
depletion, and

Cost amortization
1981 1980 1981 1980
$ 711,599 $ 629,743 $ 224,170 $ 198,025
721,868 691,056 150,645 131,545
316,280 305,596 127,527 124,333
20,753 20,434 4,896 4173
11,081 10,910 5,818 5614
19,233 16,354 8,112 7,085
$1,800,814 $1,674,093 $ 521,168 $ 470,775
$1,279,646 $1,203,318

Toronto, Ontario area and for the production of pet-
rochemicals. As at December 31, 1981, the undepre-
ciated investment in the inactive segment of the Port
Credit location is not significant.

December 31,
1981 1980
............................ $90,000 $95,000
............................ 37 67
90,037 95,067
15,026 10,466
$75,011 $84,601

follows: 1982—%$5,032, 1983—%5,005, 1984—%5,000, 1985—
$5,000, and 1986—%5,000.

December 31,

1981 1980
............................ $170,000 $170,000
............................ 80,000 120,000

$250,000 $290,000
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30 Texaco Canada Inc. and Subsidiary Companies

Notes to Consolidated Financial Statements (continued)

(Expressed in thousands of Canadian dollars)

Second Preferred Shares, Series A, are redeemable at
$100.00 a share on the last day of February, May, August
and November in each twelve-month period after June
1, 1984. The Corporation shall not call for redemption,
redeem, purchase or otherwise retire for value any Sec-
ond Preferred Shares, Series A, at any time when any
Second Preferred Shares, Series B, are outstanding unless
contemporaneously therewith it shall call for redemp-
tion and redeem, purchase or otherwise acquire all out-
standing Second Preferred Shares, Series B. At the option
of the holders, 400,000 shares may be redeemed each
twelve-month period from June 1, 1984 through 1986
and 500,000 shares each twelve-month period thereafter.
If certain dividend and working capital tests are met, the
number of shares which may be redeemed at the option
of the holders can be increased to 800,000 each twelve-

7. Capital Stock

month period from June 1, 1984 through 1986 and to
900,000 each twelve-month period thereafter.

Second Preferred Shares, Series B, are redeemable at
$100.00 a share. There is a mandatory redemption on the
last day of February and May commencing in 1982 and
each year thereafter for a total of 400,000 shares each
year. Subject to certain dividend and working capital
tests being met, redemption may be accelerated at the
option of the holders for an additional 400,000 shares
after June 1, 1981 and each twelve-month period there-
after. In August 1981, the Corporation redeemed for cash
consideration 400,000 Second Preferred Shares, Series B,
at a redemption price of $100.00 per share,

The Corporation shall not solely at its own option
redeem or purchase any Second Preferred Shares on or
before June 1, 1988.

December 31,

Preferred Stock 1981 1980
First Preferred Shares
Unlimited number of shares without nominal or par value,
authorized and issuable in series:
Series A—%$6.00 cumulative, redeemable, convertible
Issued —37,500 shares
Outstanding—1981, 11,197 shares, and 1980, 25,198 shares . ..................... $ 1,120 $ 2,520
Common Stock
Caommon Shares
Unlimited number of shares without nominal or par value and authorized:
Issued and outstanding—1981, 120,680,872 shares, and 1980, 120,568,864 shares . . . .. $35,995 $34,595

First Preferred Shares, Series A, are redeemable at the
Corporation’s option upon a notice of not less than
thirty days prior to the date fixed for redemption for an
amount of $102,50 a share or can be purchased by the
Corporation at a price not exceeding the redemption
price of $102.50. The First Preferred Shares, Series A, will
not be redeemed or purchased by the Corporation
before the first day of June 1983. These shares are con-
vertible into fully paid and non-assessable Common Shares

First Preferred Stock, Series A

Outstanding at beginningof year.......................

Deduct:

Conversion of First Preferred Shares into Common Shares. . ...........

Outstanding at end of year

Common Stock

Cutstanding at beginning of year.......................

Add:

Conversion of First Preferred Shares into Common Shares

Qutstanding at end of year

on the basis of eight Common Shares for each First Pre-
ferred Share. During 1981, 14,001 First Preferred Shares,
Series A, were converted into 112,008 Common Shares.

During each of the three years ended December 31,
1981, 1980, and 1979, the following changes were
reflected in the shares of First Preferred Stock, Series A,
and in the shares of Common Stock of Texaco Canada
Inc. (in number of shares).

1981 1980 1979
.............. 25,198 29,736 36,840
14,001 4,538 7,104
11,197 25198 29736
.............. 120,568,864 120,532,560 120,475,728
............. 112,008 36,304 56,832
120,680,872 120,568,864 120,532,560

As approved by the Shareholders on July 25, 1980, the Common Shares were split four-for-one on August 15, 1980. Prior
periods and the above descriptions have been restated accordingly.



8. Lease Commitments

As at December 31, 1981, the Corporation had non-
cancellable leases expiring more than one year from such
date covering service stations, office buildings and other
facilities. Capital leases are recorded in the Corporation’s
balance sheet as assets along with the related debt. The
remaining lease obligations are considered to be

Leased capital assets included in Properties, Plant and Equipment were as follows:

Less: Accumulated amortization. ............ ... ... ..

Total

operating leases and continue to be recorded in the Cor-
poration’s income account as rental expense. Minimum
amounts payable under capital and operating leases with-
out reduction for related rental income are expected to
average approximately $9,196 annually for the next five
years.

December 31,

1981 1980
............................ $ 9,620 $ 9,723
............................ 24,820 32,258
34,440 41,981
............................ 19,592 21,257
$14,848 $20,724

Future minimum lease payments for capital leases together with the present value of net minimum lease payments on

December 31,1981 are:

Total minimum lease payments. . ... ..o,
Less: Amount representinginterest. .......................

Total net minimum lease payments*

*Includes $2,661 due within one year.

DO ————— 2,605

Future minimum rental commitments for the non-cancellable operating leases as of December 31, 1981 are as follows:

Total

It is expected that minimum rental income from the non-
cancellable leases will average $4,860 annually for the next
five years, of which an estimated $2,644 annually will
relate to sub-leasing of non-cancellable capital leases.

$52,719

Rental expense includes net rentals applicable to oper-
ating leases for service stations, office buildings and other
facilities, and charter hire payments applicable to tankers.
This excludes rentals in leaseholds to retain mineral rights.

Rental expense for the years ended December 31,1981, 1980 and 1979 were as follows:

Minimumrental .. ...
Less: Rental income on properties sub-leased to others .. .. ..

Net rental expense

1981 1980 1979
.............. $33,972 $27,422 $25,235
.............. 26,116 22:352 17,492

$ 7,856 $ 5,070 § 7,743
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32 Texaco Canada Inc. and Subsidiary Companies

Notes to Consolidated Financial Statements (continued)

(Expressed in thousands of Canadian dollars)

9. Contingent Liabilities

Under certain service station lease agreements, the Corpo-
ration is contingently liable as guarantor for loans by third
parties to the lessors which total $5,136 as at December 31,
1981, compared to $5,177 at the end of the previous year.
Annual payments are due by the lessors from 1982 through
1986 of $1,579, $1,637, $1,495, $730, and $295 respectively.

Under long-term agreements, the Corporation guarantees
capital expenditure and specified revenue from crude oil
and natural gas shipped. The Corporation may be required
to advance funds against future transportation charges to
certain companies in which stock interests are held, in the
event such companies are unable to meet specific

10. Taxes, Other Than Income Taxes

debt obligations. The contingent liabilities arising from
such agreements and various other guarantees, amount to
$16,380 at December 31, 1981.

No losses are anticipated by reason of the above contin-
gent obligations. In the opinion of the Corporation’s Gen-
eral Counsel, while it is impossible to ascertain the
ultimate legal and financial liability with respect to other
contingent liabilities, including lawsuits, income taxes,
claims, guarantees, etc., the aggregate amount of such
liability would not be materially significant in relationship
to the total consolidated assets of the Corporation and its
subsidiaries.

The significant items comprising taxes, other than income taxes, in the income statement are set forth below:

Propertyandrealestate ................... ... .. ... ..
FederallSalesitan wor = s omm w2 5o wngt 5ob Sen S8 5358 Btie miee ame
Eran€RISetaRes:. s von mr wan s s woas ab e 5 a7 otk Wi W04
Socialbenefits .. ... ...
Mineraltax—oil. .. ... .
Production ... ... ..
Other .

Total

In addition, federal excise tax and provincial motor fuel
and oil taxes paid or due to taxing authorities for the years
ended December 31, 1981, 1980, and 1979, in the amounts
of $371,822,%317,780, and $297,105, respectively, have not
been included in the income statement.

11. Pension Plan

As at December 31, 1981, costs which will be incurred in
future years in respect of prior service amounted to
approximately $12,443 on a present value basis. These
costs are funded by annual payments of $1,688 which will

12. Interest Charges

Year ended December 31,

1981 1980 1979
.............. $ 13,228 $ 11,685 $ 9,870
.............. 134,419 97,524 72,763
............... 16,216 6,221 1,997
.............. 3,401 2,509 2,181
............... 10,612 12,095 10,561
............... 329 484 338
.............. 2,057 1,365 1,207

$180,262 $131,883 $98,917

Crude oil royalties payable in kind are not reflected in the
accounts and crude oil royalties payable in cash are
accounted for as purchases. Other royalties are not mate-
rial in amount,

amortize the liability by 1995. The assets of the plan
exceed the actuarially computed value of vested benefits
as of the last actuarial valuation date .

Interest charges segregated between long-term debt, capitalized leases, and short-term debt included in the income state-

ment are set forth below:

Long=termidebt = ww su v wna won am oom st v vais i o3 A
Capitalizedleases ...._.... ... ... ... . .................
Shart-termdebt .. ... ... ...

Total

Year ended December 31,

1981 1980 1979
............... $ 8,675 $ 9,487 $6,503
............... 1,243 1,621 2,162
............... 103 119 70

$10,021 $11,227 $8,735




13. Income Taxes
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The provision for deferred income taxes for the years ended December 31,1981, 1980 and 1979 relates to the following:

IntangibledrillingiCosts . o ses o v 5o 5o svan 4o o
INOM: PROU U GHIVEEASOS neory i i 2o s s essms ssars ssvia sams s
DEDECTATION coo. e e e = smai ool o i 2 s gt st ot svmse futts Shm
INVENTONIES = von o sis s i st 3137 7 Sws Grecs i o 48 & éos ¥50m 0n
Allother. ... o

Total

The effective income tax rates applicable to income
before provision for current and deferred income taxes for
the years ended December 31, 1981, 1980 and 1979 were
53.9%, 47.7%, and 49.3% respectively. The reasons for

1981 1980 1979
............... $ 9,064 $21,575 $ 7,954
.............. (690) 1178 1,848
.............. 21,760 15,309 51,384
............... (1,588) 11,519 (16,596)
............... (6,743) (3,188) 3,683
$21,803 $46,393 $48,273

the difference between the effective tax rates and statu-
tory income tax rates theoretically assumed to be appli-
cable to pre-tax book income, were as follows:

1981 1980 1979
Statutory Federal rate (including surcharge) .............. ... ... ... 47.8% 47.8% 46.0%
Less: Provincial abatement . ... .. 10.0 10.0 10.0

378 378 360
Add: Provincial tax rates. ... ... 12.0 11.7 11.9
(TSRt Tl e PRI o - <o o i 6 T S 3600 RS 0 G 49.8% 49.5% 47.9%
Petraloumant BasreVERUETEN o cox o « s o o sam s e oo mimn wovee wiwrs awscn wosss w70 5.1 = —
Resourceallowance . ... ... . . . (15.7) (12.4) (16.3)
BepIEtIONE =l l: coe ooy e e s Grs 5 6 B3 B o § s s st Sna S SR s e 93 (1.4) (2.5) (1.6)
Disallowed royalties . . ... 21.9 17.6 205
Provincialtax credits andiFeDates ;. . . 5. 5 o 200 250 5o s 2 e 3ia B 2350 35 (2.4) (2.3) (1.2)
() L T N o it oo sy e s a2 S S S 5 B A G A SRS AN e e AT A (3.4) (2.2) =
Effective income tax rate as reflected in the Corporation’s accounts 53.9% 47.7% 49.3%

14. Segmented Financial Data

Texaco Canada Inc. and its subsidiaries, an integrated
organization in the petroleum industry, is engaged in the
exploration for and production of crude oil and natural
gas and in the refining, transportation and marketing
of crude oil and petroleum products. A wholly-
owned foreign subsidiary has capital assets related to the
petroleum industry which it leases to an affiliated com-
pany on a long-term basis. The Corporation’s sales

revenues and net earnings as reflected in the consolidated
statement of income are derived entirely from operations
in the petroleum industry, which includes petrochemical
activities and assets leased to an affiliated company asso-
ciated with the petroleum industry, both of which are not
material in relation to the total activities of the
Corporation.
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Notes to Consolidated Financial Statements (continued)

(Expressed in thousands of Canadian dollars)

15. Research and Development Costs

The Corporation’s accounting policy with respect to
research and development costs is stated in the Descrip-
tion of Significant Accounting Policies. The amounts

16. Oil and Gas Producing Activities

Capitalized Costs

Texaco Canada Inc.’s costs relating to oil and gas explor-
ation, development, and producing activities which were
capitalized as properties, plant and equipment and

Proved properties . .. ... .. i
UnNproved Bropertiest... ws v v, i wvd e st 6 05k 545 o
Support equipmentand facilities .........................
GrossicapitalizZediCOSTS: v qon v s i o 5 o 2 o aves e Sur e
Related accumulated depreciation, depletion, and amortization

Net capitalized costs

Amounts capitalized include lease acquisition costs,
intangible drilling costs applicable to productive wells,
and tangible equipment costs related to the development
of oil and gas reserves. These amounts, excluding amounts
applicable to support equipment and facilities, are cate-
gorized between those properties with proved reserves

Costs Incurred

The following were the costs incurred by the Corporation
in ail and gas producing activities during the years ended
December 31,1981, 1980 and 1979. In accordance with the
United States Securities and Exchange Commission
(S.E.C)) requirements, these costs incurred include costs

charged to expense aggregated $21,236 in 1981, $12,548 in
1980, and $4,905 in 1979.

related accumulated depreciation, depletion, and amorti-

zation were as follows:
December 31,

1981 1980
............................ $592,988 $514,006
............................ 87,528 93,823
............................ 12,366 9,740
............................ 692,882 617,569
......................... 216,521 190,765
$476,361 $426,804

and those properties with no proved reserves. Support
equipment and facilities include amounts capitalized rel-
ative to such items as drilling and construction equip-
ment, vehicles, warehouses, camps, district or field offices
and service facilities.

that are capitalized or charged to expense at the time they
are incurred with the exception of support equipment and
facilities, for which only appropriate depreciation is
included. The S.E.C. regulations also require exclusion of
any related income tax effect.

The schedule also reflects the depreciation, depletion, and amartization expense.

Explorationcosts . ... ... ...
DevelopmentGOsts «ix s s vam mos awe s 5505 55 va o 55 45
ProBlUCtIGNICOSTS =« .2 5k i 5ius oo 5505 55 5o wime 41680 S5 mimss i

Total costs incurred

Depreciation, depletion, and amaortization expense

As defined by the S.E.C., the various functional activities of
oil and gas production and exploration operations include
the following costs incurred:

Property acquisition costs, which are those incurred to
purchase, lease or otherwise acquire a property.

Exploration costs, which are those incurred in identi-
fying areas that may warrant examination and exam-
ining specific areas that are considered to have
prospects of containing oil and gas reserves,

Development costs, which are those incurred to obtain
access to proved reserves and to provide facilities

Year ended December 31,

1981 1980 1979

............... $ 1,309 $ 30,282 $ 8,066
............... 50,434 63,074 49,848
............... 79,131 73,710 34,430
............... 146,290 62,045 45,181
$277,164 $229,111 $137,525

$ 27,671 $ 20964 $ 20,044

for extracting, treating, gathering, and storing the oil
and gas.

Production costs, which are cash lifling costs, exclusive
of payments for royalties, but include petroleum and
gas revenue tax and appropriate depreciation of sup-
port equipment and facilities.

The exclusion of payments for income taxes from produc-
tion costs is specifically required by the S.E.C. However, it
is important to note that such income taxes substantially
add to the total cost of producing operations and sub-
stantially reduce the profitability and cash flow from such
operations.



Net Revenues

The net revenues from net oil and gas production for the years ended December 31, 1981, 1980 and 1979, are shown in

the following table:
Gross revenues from:

Transfers within Texaco Canada Inc. and sales

tauncansolidated affiliates.: o v v vos s s s won o
Sales to unaffiliated entities .. ........... ... ... ... .....

lessPrad it O MCOSI o e s s e wvion s v s cietie ok i
Net revenues before estimated income tax effect ..........
Estimated income tax effect . ... ... ... .. .. ... ... ... . .....

Net revenues after estimated income tax effect

Net revenues represent gross revenues from sales to
unaffiliated entities and non-subsidiary companies, as
well as transfers among departments and subsidiaries
within Texaco Canada Inc., less the related production
costs (as defined in the previous section concerning
costs incurred). Amounts defined as production costs do
not include any expenditures connected with acquisi-
tion of, exploration for, and development of oil and gas
reserves or any depreciation, depletion, and amortiza-

17. Reclassification
Certain comparative figures have been reclassified to
conform with the 1981 presentation.

Auditors’ Report

1981 1980 1979
............... $361,260 $379,791 $516,228
............... 321,089 194,858 43,894
682,349 574,649 560,122
............... 146,290 62,045 45,181
.............. 536,059 512,604 514,941
.............. 309,574 249,125 254,896
$226,485 $263,479 $260,045

tion of such costs that have been capitalized in the Cor-
poration’s accounts. In accordance with S.E.C. regu-
lations, net revenue is applicable only to the net oil and
gas produced by Texaco Canada Inc. and subsidiary
companies. It excludes revenues applicable to oil and
gas purchased from unaffiliated entities. Transfers within
the Corporation are made at market prices prevailing at
the time of the transaction.

To the Shareholders,
Texaco Canada Inc.:

Toronto, Ontario
February 8, 1982.

ARTHUR ANDERSEN & Co.
CHARTERED ACCOUNTANTS

We have examined the consolidated balance sheet of Texaco Canada Inc. and subsidiary companies as of
December 31, 1981 and 1980, and the related consolidated statements of income, retained earnings and
changes in financial position for each of the three years in the period ended December 31, 1981. Our exam-
inations were made in accordance with generally accepted auditing standards, and accordingly included such
tests and other procedures as we considered necessary in the circumstances.

In our opinion, the accompanying consolidated financial statements present fairly the financial position of
Texaco Canada Inc. and subsidiary companies as of December 31, 1981 and 1980, and the results of their oper-
ations and changes in their financial position for each of the three years in the period ended December 31,
1981, in accordance with generally accepted accounting principles applied on a consistent basis.
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Other Oil and Gas Producing Activities

Net Proved Developed and Undeveloped Reserves

All of the Corporation’s net proved reserves are located in Canada.

There are no crude oil and natural gas reserves applicable to long-term supply or similar agreements with foreign govern-
ments or authorities in which the Corporation acts as producer.

Net proved developed and undeveloped reserves
*As of December 31,1978

Increase (decrease) during 1979 attributable to:

Revisions of previous estimates.......................

Extensions, discoveries and other additions ............

ProdUCtionm. sas sae 2o ¢ g i 4 o e g% 20 e S few Sen o
*As of December 31,1979

Increase (decrease) during 1980 attributable to:

Revisions of previous estimates. . .....................

Extensions, discoveries and otheradditions . ...........

Production. ... ... .. ... . .. ..
*As of December 31,1980

Increase (decrease) during 1981 attributable to:

Revisions of previous estimates. ......................

Extensions, discoveries and other additions . ...........

ProdUGion bl o or s i 200 166 265 S8 e (i o 8155 s
*As of December 31,1981

*Includes net proved developed reserves of
Texaco Canada Inc. and subsidiary companies:
Asof December31,1978 . . ... ... ... .. ... ... ... ...
Asiof December31, 1979 ... o s cnn gwn im0 80 s e g
Asiof Decernber31. 0980 ..c oo sos 50 550 5 o eniie bets sa
Asof December31,1981 ......................co0..

Net reserves represent the volume estimated to be avail-
able after deduction of royalties.

In previous years, net reserves have been determined
using the then current year-end prices and royalty struc-
ture. As of December 31, 1981, net reserves have been
computed giving consideration to known price increases
in old oil resulting from pricing agreements between the
governments of Canada and the producing provinces. The
use of these price increases for old oil has been limited to
75% of the world crude oil prices existing as at December
31,1981. New oil will be sold at world prices. The effect of
this change is reflected in the Revision of Previous Esti-
mates in 1981.

Crude Oiland
Natural Gas Liquids Natural Gas
(millions of (billions of

cubic metres) cubic metres)

59.0 40.3
11 (0.8)
241 3

(6.4) (09)

55.8 1.7
(0.2) 18
2.3 2.2

(55) 20)

52.4 437
(2.0) (1.4)
0.7 2:9
(53) (09)

4538 443

59.0 399

55.8 413

52.4 433

457 411

The foregoing reserve figures are believed to be reason-
able estimates consistent with current knowledge of the
characteristics and extent of proved production. They
include only such reserves as can reasonably be classified
as proved. The estimates of natural gas reserve quantities
include the volume of the percentage of natural gas lig-
uids which may be removed at locations beyond lease
and/or field separation facilities. Estimates of reserve
quantities are based on sound geological and engineering
principles, but by their very nature are still estimates that
are subject to upward or downward revision as additional
information regarding producing fields and technology
becomes available. Since estimating underground
reserves is not, and does not purport to be an exact sci-
ence, the potential for subsequent revisions in estimates is
high, particularly as such reserves increase in maturity.



Estimated Valuation of Net Proved Developed

and Undeveloped Reserves

The Securities and Exchange Commission (S.E.C.) has
announced in 1981 that it no longer considers reserve rec-
ognition accounting widely known as RRA to be a poten-
tial method of accounting in the primary statements of oil
and gas producers. At this time the Financial Accounting
Standards Board is developing a comprehensive package
of oil and gas activity disclosures. Meanwhile, the Corpo-
ration is continuing to report in accordance with the S.E.C.
Reserve Recognition Accounting method.

The information provided below is based on estimated
underground reserves as presented in the previous section
entitled “Net Proved Developed and Undeveloped
Reserves” and this note should be read in conjunction
with that disclosure. The estimated valuations of under-
ground reserves are also of necessity based on estimates,
and this and the previous disclosure contain appropriate
caveats with respect to the use and interpretation of the
data resulting from such estimates.

The following data are presented:
Estimated future net revenues from net production of
estimated net proved oil and gas reserves as of Decem-
ber 31, 1981.
Present value of estimated future net revenues from net
production of estimated net proved oil and gas reserves
as of December 31,1981, 1980, and 1979.

Reserve Recognition Accounting

Supplemental summary on an RRA basis of additions
and revisions to present value of estimated future net
revenues resulting from oil and gas exploration, devel-
opment and producing activities during 1981, 1980 and
1979.

Analysis of changes in estimated present value of future
net revenues for the years ended December 31, 1979 to
1981, on an RRA basis.

Estimated Future Net Revenues
(Expressed in thousands of Canadian dollars)

Texaco Canada Inc. is presenting the information listed
previously in good faith in compliance with the regu-
lations of the S.E.C. While the Corporation has exercised
all due care in developing the data, it is necessary to cau-
tion investors and other users of this information to avoid
its simplistic use. Users should carefully read the financial
information presented in the following tables in con-
junction with the accompanying qualifications and cav-
eats, as well as with those included in the section entitled
“Net Proved Developed and Undeveloped Reserves”.

There are many variables, assumptions and imprecisions
inherent in the development of estimated future net reve-
nues to be derived from estimated production of net
proved oil and gas reserves and the present values of such
estimated future net revenues. Future net revenues are
based on prices and royalties in effect as at December 31,
1981, except for old oil. The prices and royalties for old oil
have been increased in accordance with the pricing agree-
ments between the governments of Canada and the pro-
ducing provinces, but the prices have been limited to 75%
of current world prices. In addition, the projections of esti-
mated future net revenues are affected by a multiplicity of
factors which are subject to fluctuation, thereby unavoid-
ably making the projections subject to the possibility of a
wide range of variation. These factors include such items
as revisions in the estimated quantities of producible
reserves; timing of production; future technological and
economic conditions; and future government actions
regarding production, taxes, royalties, etc.

Since projections of future revenues and costs are highly
subjective, actual net revenues and cash flow to be
derived by the Corporation from future production could
differ substantially from the estimated amounts set forth
in the various tables in this note. Accordingly, Texaco
Canada Inc. urges that extreme care be exercised in the use
of the data.

The estimated future net revenues from estimated future net production of estimated nel proved oil and gas reserves as of

December 31, 1981 are shown in the following table:

From proved reserves:

Total

Developed Undeveloped ~ Total
$ 715783 $ (4,271) $ 711,512
885,311 11,095 896,406
806,529 9,258 815,787
6,138,696 214,706 6,353,402
$8,546,319 $230,788 $8,777,107
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Other Oil and Gas Producing Activities (continued)

These estimates have been computed by applying prices
and costs known to be in effect during the periods
reported (subject to prices for old oil having a ceiling of
75% of current world crude oil prices) to estimated future
production of those proved reserves of crude oil, natural
gas liquids and natural gas shown in the section entitled
“Net Proved Developed and Undeveloped Reserves”.
Costs consist of estimated lifting costs (including petro-
leum and gas revenue tax) plus estimated future expendi-
tures to be incurred in developing the reserves, assuming
continuation of existing economic conditions. These
costs, however, exclude depreciation, depletion, and

Present Value of Estimated Future Net Revenues
(Expressed in thousands of Canadian dollars)

Shown below is the present value of the estimated future
net revenues from estimated reserves as of December 31,
1981, 1980, 1979 and 1978 as calculated in the previous
years, The discount rate utilized in this computation is ten
per cent, as specified by the S.E.C. The use of a specified
uniform discount rate does not permit recognition of such

From proved reserves:
e R R R

STl e e L P R e

ATEETT98E - are s e e s o
Total

From proved reserves:
MO8 s e o v wmie s s e s iy WAt o

B U S

Total

From proved reserves:
OB e i i e sy o e s i s

e T e SR ey, SCI

Total

From proved reserves:

] Y e oo v scre o (g o

Total

The present value amounts as of December 31, 1981 give
effect to the crude oil price and natural gas increases

amortization of capitalized costs, in accordance with
S.E.C.rules.

The net revenues are before recognition of estimated
income tax and Incremental Oil Revenue Tax effects as
specified in the S.E.C. regulations. However, income taxes
and the Incremental Oil Revenue Tax would substantially
add to the total cost of producing operations and sub-
stantially reduce the profitability and cash flow from such
operations. Based on existing tax rates, the estimaled
effect of income taxes and Incremental Oil Revenue Tax
would be a reduction in estimated future net revenues of
approximately $5,519,000.

factors as differences in the degree of risk of operating in
different parts of Canada and in frontier areas, the avail-
ability of financing, and the state of the economy. On this
basis, the present value of estimated future nel revenues is
as follows:

As of December 31,1981
Developed Undeveloped ~Total
$ 681,161 $ (4,065) $ 677,096
762,315 9 553 771,868
628,391 7,213 635,604
2,127,574 68,518 2,196,092
$4,199 441 $ 81,219 54,280,660
As of December 31,1980
Developed Undeveloped Total
$ 562,916 $ = $ 562,916
508,849 = 508,849
469,039 = 469,039
1,971,120 5,867 1,976,987
$3,511,924 $5.867 $3.517,791
~Asof December 31,1979
Developed Undeveloped Total
$ 491,449 $ 143 $ 491,592
480,976 588 481,564
438,081 928 439,009
1,681,254 7,283 1,688,537
$3,091,760 $8,942 $3,100,702
As of December 31,1978
Developed Undeveloped Total
$ 330,242 s = $ 330,242
316,235 = 316,235
306,631 = 306,631
1,790,446 8,707 1,799 153
$2,743,554 $8,707 $2,752,261

which have occurred as a result of the Federal/Provincial
pricing agreements.



Reserve Recognition Accounting

Reserve Recognition Accounting (RRA) is a supplemental
disclosure for reporting oil and gas reserves and explor-
ation, development and producing activities which is
required by the Securities and Exchange Commission.

Under the RRA concept, income would be recognized
when oil and gas reserves are discovered, based on the
present value of estimated future net revenues to be
derived from the future production of such reserves.
Adjustments to income would be recorded to reflect
changes in estimates of reserve quantities, of future prices,
of future costs, and of timing of production. All costs asso-
ciated with finding and developing reserves, together with
all non-productive costs incurred (such as dry holes,
exploration costs and impairments), would be reflected as
charges against income. Certain costs, such as lease acqui-
sition costs and exploratory drilling costs, would initially
be deferred pending determination of whether or not
reserves have been discovered. Upon such determination,
these costs would be charged to expense either as a non-
productive cost or as a cost of finding reserves.

The RRA method of income determination differs from
the recognition of income and earnings under existing
generally accepted accounting principles in two major
respects. First, under RRA the value of oil and gas reserves
would be recorded as income when discovered,

rather than when oil and gas are produced and sold as
under existing accounting principles. Second, except for
certain costs which are initially deferred under RRA, all
acquisition and development costs are charged off to
expense as incurred rather than being capitalized and
charged to expense in future periods through depreci-
ation, depletion, and amortization.

Texaco Canada Inc. is not in accord with the principle of
Reserve Recognition Accounting for the following princi-
pal reasons: Estimates of underground reserve quantities,
while essential and satisfactory for other purposes, are not
sufficiently reliable, verifiable and comparable for use as a
basis for valuing reserves for financial statement purposes
due to the unavoidable subjectivity involved in estimating
reserves and the fact that such estimates by their very
nature are subject to substantial upward or downward
revision as additional production information and tech-
nology becomes available; RRA represents a departure
from the realization concept of income recognition; RRA
is a premature substitution of value accounting for histori-
cal cost accounting which has not been preceded by ade-
guate study and research to demonstrate that a sound
principle and acceptable methods of application have
been developed. As a result of the foregoing deficiencies,
Texaco Canada Inc. is of the opinion that value data pre-
pared on the RRA basis are not reliable for meaningful
analysis,

Summary of Oil and Gas Producing Activities on the Basis of Reserve Recognition Accounting

(Expressed in thousands of Canadian dollars)

The following table summarizes oil and gas exploration and development activities on the RRA basis for the years ending

December 31, 1981, 1980 and 1979.

Revisions and additions to the present value of estimated
proved oil and gas reserves
Revisions of beginning of year estimates

Change INIPLICES o: 2 ouw s s vo s S5 B2 5 08 4 16 6.0 b
Other revisions, including changes in costs, and revisions
of previousvolume estimates . .......................
Accretionofdiscount .. ... ... L

Extensions, discoveries and other additions from exploration and
development activities during current year (net of production

and develepment COSES i v mo v 5als v o7 00 5008 nali e
Total revisions and additions, presentvalue............. ...

Less: Acquisition, exploration and development costs associated with
additions and revisions to proved reserves plus all non-productive

costs incurred during the currentyear .....................

Net revisions and additions in present value of proved reserves
iNexcess of CoSS. ...
Estimated incometaxeffect. ... ... ... .. ... . .. ...

Total net revisions and additions in present value of proved reserves

during the year, after estimated income tax effect

1981 1980 1979

........... $1,883,483 $668,928 $446,828
........... (1,171,823) (222,881) (79,854)
........... 369,369 325,574 288,987
........... 148,260 99611 185,549
........... 1,229,289 871,232 841,510
........... 69,977 59,144 55,252
........... 1,159,312 812,088 786,258
........... 1,240,275 426,813 333,739

$ (80,963) $385,275 $452,519
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Other Oil and Gas Producing Activities (continued)

The reader is cautioned that the foregoing total net
revisions and additions in present value of proved reserves
should not be considered indicative of the Corporation’s
earnings or cash flow from exploration, development and
producing activities during each year. Rather, this amount
is merely a notional computation derived under a supple-
mental disclosure concept. Furthermore, the 1981 data
include the many provisions outlined in the National
Energy Program and the Federal-Provincial pricing agree-
ments. The most significant item of this program and pric-
ing agreements which adversely affected the 1981 results
was the application of the Petroleum and Gas Revenue
Tax. The increase in the estimated income tax effect for
1981 reflects in part the non-deductibility of the Petro-
leum and Gas Revenue Tax for income tax purposes. For
1981, the Petroleum and Gas Revenue Tax equalled 8% of
producing revenues less certain lifting costs. For succeed-
ing years, the rate of tax has been increased to an effective
rate of 12%

Further information with respect to the Summary of Qil
and Gas Producing Activities on the Basis of Reserve Rec-
ognition Accounting follows:

The present value amount of $1,883,483 in 1981, attribut-
able to the change in prices, reflects the increases in oil
and gas prices which occurred during 1981 as well as
future increases in old oil prices as set out in the pricing
agreements between the governments of Canada and the
producing provinces. The present value amounts of
$668,928 and $446,828 reflect only the oil and gas price
increases which occurred during 1980 and 1979, respectively.

The accretion of discount is the amount by which the pre-
sent value of estimated future net revenue from estimated
net production of proved oil and gas reserves at the begin-

Summary of Changes in Present Value

(Expressed in thousands of Canadian dollars)

The following table sets forth an analysis of changes in the
present value of estimated future net revenues from net
production of net proved oil and gas reserves during the
years ended December 31, 1981, 1980 and 1979,

ning of the year increased during the current year due to
the passage of time. The amount of adjustment was com-
puted under a compound interest method which resulted
in an effective rate of approximately 10.5%.

As mentioned previously, under RRA the costs applicable
to property acquisition and exploratory drilling are
deferred pending determination of whether or not proved
reserves are found. Such costs that have been deferred on
an RRA basis as of December 31, 1981 amounted to
$76,568, $79,127 as of December 31, 1980 and $47,318 as of
December 31, 1979. Upon determination that reserves
have or have not been found, such costs will be expensed.
This deferred cost amount includes a valuation reserve of
$33,238 at the end of 1981, $25,799 at the end of 1980 and
$20,206 at the end of 1979, which reflects allowances for
impairment in value of non-productive leases provided
during the current year in the amount of $8,498 for 1981,
$6,727 for 1980 and $5,228 for 1979.

The RRA estimated income tax effect includes the follow-
ing elements: taxes payable on income realized from oper-
ations in oil and gas exploration, development and
producing activities; as well as the change in the notional
tax liability applicable to the present value of future net
revenues between the beginning and end of each year.

The pre-tax profit contribution for financial reporting pur-
poses from oil and gas producing activities that is included
in the Consolidated Statement of Income is $453,077 for
the year 1981, $457,165 for the year 1980 and $431,077 for
the year 1979, These amounts represent the revenues
received from sales of net oil and gas production, less
costs and expenses incurred in the oil and gas exploration,
development and producing activities of Texaco Canada
Inc. and subsidiary companies.

before estimated income tax effects. These data are pre-
sented under the caption “Present Value of Estimated
Future Net Revenues” on page 38 of this report.

1981 1980 1979
Present value of estimated future net revenues at beginning of period. . . . $3,517,791 $3,100,702 $2,752,261
Revisions and additions as set forth in supplemental
Reserve Recognition Accounting summaryonpage39 .. .. ... ... ... 1,229,289 871,232 841,510
Sale of produced oil and gas, net of productioncosts. .. ................ (536,059) (512,604) (514,941)
Expenditures during year of development costs included in the present
value of estimated future net revenues at beginning of period . . ... ... ... 69,639 58 491 __ 2.872
Present value of estimated future net revenues at end of period ,280,660 $3,517.791 $3,100,702

Reporting for the Effects of Changing Prices

The Canadian Institute of Chartered Accountants
(CLCA.) recently issued an exposure draft on Reporting
the Effects of Changing Prices for consideration by
accountants and other affected or interested individuals.
This exposure draft proposes a method of reporting which
combines current cost accounting and constant dollar
accounting.

The C.I.C.A. will be analyzing the comments received in

response to this exposure draft. Final recommendations
and implementation is expected for annual reports with
year ends after December 15, 1982. In view of the afore-
mentioned and the fact that the Corporation is exempt
from the S.E.C. disclosure requirements regarding current
changing prices, the Corporation is continuing to review
its alternatives in order to determine the most informative
basis of presentation.



Texaco Canada Inc. and Subsidiary Companies

Selected Quarterly Financial Data

(Expressed in thousands of Canadian dollars except per share data)

Sales

and
For the three months ended: services
March 31,1981, ...... .. ... ... ...... $1,086,009
June 30,1981 .......... ... ... ...... 1,068,854
September30,1981. .. ........... ... 1,091,539
December31,1981. ................ 1,128,930
March31,1980. .. ... ... ... ......... 817,463
June 30,1980 . ... ... ... ... ...... 809,272
September 30,1980, . ............... 885,765
December31,1980. .. .. o g s 990,679
MAYER3 197950 we: vam wiz mmi s s 623,254
JUREBO979 0 sones wonir s v v smms w 572,954
September30, 19795 o v s win s 656,725
Blecember31 1979, . i sein wmr s s 785,690

Netincome

Gross Net percommon
profit income share
$180,832 $91,459 $0.71
149,005 80,676 0.63
153,703 81,466 0.63
126,742 62,705 0.48
166,997 93,212 0.73
157,433 89,252 0.69
165377 95,326 0.75
166,691 95,628 0.75
94,870 48,076 0.36
91,383 52,677 0.39
122,002 68,082 0.52
174,289 95,060 0.74

Certain comparative figures have been reclassified to conform with the 1981 presentation,

Except for interest charges and provision for current and
deferred income taxes, all deductions reported in the Con-
solidated Statement of Income have been deducted as
costs and expenses associated directly with orallocated to
sales and services to arrive at gross profit.

In accordance with the Corporation’s accounting policy,
inventories of crude oil and petroleum products are stated
at cost, determined on the first-in, first-out method. Effec-
tive April 1, 1980, the Alberta Petroleum Marketing Com-
mission took effective control of all oil produced from
Crown property in the Province of Alberta. Commenc-

Selected Financial Data

(Expressed in millions of Canadian dollars excepl per share data)

ing on this date the Corporation valued its inventories of
oil produced from Crown property in the Province of
Alberta at the price paid to the Alberta Petroleum Market-
ing Commission, whereas in prior periods, related inven-
tories were stated at the Corporation’s cost of producing
the product. This action resulted in improved net income
for the second quarter of 1980 by $25,464 equal to $0.21 a
common share, for the third quarter of 1980 by $4,189
equal to $0.04 a common share, and for the fourth quarter
of 1980 by $1,428 equal to $0.01 a common share.

Yearended December 31,

1981 1980 1979 1978 1977
Salesandservices . ........ ... ...... $4,375.3 $3,503.2 $2,638.6 $1,902.1 $1,710.2
Net income from
continuing operations. . . ......... 3163 3734 2639 154.1 1499
*Net income per common share
from continuing operations. ... ... 2.45 292 20 110 1.07
Total assets:s = 2o i com san sy s 2,879.1 2,603.1 2,299.7 1,762.9 1,591.7
Long-termdebt. ......... ... ... .. $ 750 5 846 $ 938 $ 1001 $ 1001
Long-term capital lease obligations . . 10.6 13.4 16.1 289 345
Deferred gas productionrevenue . . .. 16.3 2. = = =
Redeemable preferred stock ........ 250.0 290.0 290.0 290.0 290.0
Total long-term obligations $ 3519 399.1 $ 3999 $ 4190 $ 4246
Cash dividends declared
per common share
= ilexaCoiCanadailnG: « wws s o v ne o $0.82 $0.585 $0.42 $0.195 $ =
#*  Texaco CanadaLimited........... = — = 078 1.56
**  Texaco Exploration Canada Ltd. . .. - = — - 32,800.00

*Based on the average number of common shares outstanding after adjusting for the four-for-one split which occurred on August 15, 1980.
**Texaco Canada Inc. is the continuing corporation of the June 1, 1978, amalgamation of Texaco Canada Limited and Texaco Exploration Canada Ltd.
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42 Texaco Canada Inc. and Subsidiary Companies

Five-Year Review

(Expressed in millions of Canadian dollars excepl where noted)

1981 1980 1979 1978 1977
Financial Summary
Revenues. ... ... ... . $4461.0 $35720  $26849  $19284  $1,7346
Netincome................cciiiriieinnionn Fprge e apess i) 316.3 3734 2639 154.1 1499
Per common share (dollars) .......................... 245 2:92 2.01 110 1.07
Per dollar of revenues (cents) ........................ 7. 10.5 938 8.0 8.6
Dividends paid or accrued
Commonshares. ..., 98.9 70.5 50.6 311 48.0
First preferred shares ................................ 0.1 0.1 0.2 0.2 0.2
Second preferred shares
SIS A o e 12.8 12.8 12.8 7.4 =
Series B. .. ... e 77 8.7 87 51 =
Funds flow
Provided by operations . ........... ... . ... ... .. ... 404.5 460.8 386.6 2817 2109
Per common share (dollars) .................... ... .. 3.35 3.82 3.2 234 1.75
Capital and exploratory expenditures. .. ................. 209.3 2242 136.6 186.0 226.7
Taxes paid or accrued and deferred income taxes
Provision for current and deferred income taxes. .. ... .. 369.6 340.7 256.2 1436 146.8
Crown royalties, import duties, and other levies
including the petroleum compensation charge. . ... .. 807.9 350.7 267.7 169.4 142.4
Taxes other than incometaxes........................ 180.3 13159 98.9 932 85.4
Taxes collected from consumers...................... 371.8 317.8 2971 296.8 3020
Petroleum and gas revenue taxX: v vus vas 5 56 5o ot « 715 = - —- =
Total $1,801.1 $1,1411 $ 9199 % 7030 % 6766
Financial Position at Year-End
Current @ssets. .. ...t $1,396.7 $1,198.4 $1,026.6 $ 5019 $ 6350
Current liabilities. ... .. ... ... .. . ... 640.0 537.0 549.0 2501 2792
Warking:capital. oo 5o som 505 655 905 S mmm sir mueh ssr s o 756.7 661.4 477 6 251.8 355.8
Properties, plant and equipment—net ................... 1,279.6 1,203.3 1,081.2 1,056.0 930.1
Investments, long-term receivables and other assets. .. ... 202.8 201.4 1919 205.0 266
Capital'empleyed. - « x o ses won con oms oo 50 20 5 5 5o b 2,239.1 2,066.1 T 7507 1,512.8 1,312.5
Long-termdebt ... .. ... ... ... 75.0 84.6 938 100.1 100.1
Capital lease obligations . .............................. ' 10.6 13.4 16.1 289 345
Deferred gas production revenue . ................ ... ... 16.3 ik = = =
Deferred income taxes................................. 407.7 384.3 3494 284.0 187.0
Redeemable preferred stock................... ... . ... .. 250.0 290.0 290.0 290.0 290.0
PREfEriediSEOGIE & oo v o i s o oo o e o oin e siese e e et s LAl 2:5 3.0 37 3.8
Common stock and retained earnings. .................. 1,478.4 1,280.2 998 .4 806.1 6971
Equity per common share (dollars). ..................... 12.25 10.62 8.28 6.69 5.79
Return on average capital employed (percent)........... 149 199 16.4 1.5 12.6
Current working capital ratio......................... .. 2.2 22 1.9 20 23

Per common share information has been adjusted for the four-for-one split which occurred on August 15, 1980.



1981 1980 1979 1978 1977

Operations Summary
(In thousands of cubic metres daily)
Production of crude oil and natural gas liquids

(SRS S o) e = im) = e ) sy e i o o e shans snem s 235 24.0 26.7 19.5 19.7

Net . 15.2 156 17.4 13.0 133
Refineryruns ........... ... ... ... 28.2 29.8 30.8 260 250

*Refinery crude oil capacity at year-end............ 34.6 339 3519 416 26.0

Petroleum productsales . ........................ 31.6 338 32.9 306 29.8
Natural gas sales (millions of cubic metres daily). . . 3.3 24 2.2 20 24
Number of Wells Drilled
TS crews s s emi sy s s s sy Saedh, S v o e 114 240 103 119 107
IO s s i e oo R e S S S e Vit P 43.2 71.1 26.5 31.2 31.8
Estimated Gross Proved Recoverable Reserves
Oil (million cubic. Metres) =: wum won st sk os o0 5 e s 71.8 81.6 86.3 85.7 89.9
@asi(billignicubic metres) mives o oo s o 29 v 65.2 60.9 58.8 54.8 53.6
Share Ownership
(At year-end)
Number of commaon shares outstanding. .. ...... .. 120,680,872 120,568,864 120532560 120475728 120,470,448
Number of common shareholders . ............ ... 5,366 5,592 4,038 4,210 4,664
Number of first preferred shares outstanding ... . .. 11,197 25,198 29,736 36,840 37,500
Number of first preferred shareholders. . .......... 132 308 409 493 534
Employees
Mumberatyearsend: s v e wem ger ge s w560 4 4,522 4,447 4,265 4,419 4413
Payroll and benefits « cew can v com wom van o vmes wens < $146.6 $126.2 $109.0 $101.9 $91.6

*Refinery crude oil capacity at year-end 1981, 1980 and 1979 does not include idle capacity at the refinery in Port Credit, Ontario.
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