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DYNEX Petroleum Ltd.

Corporate Profile

ynex Petroleum Ltd., an Alberta corpora-
tion, was originated in 1974 to develop and
produce shallow gas in the Medicine Hat
field of southern Alberta. A management
team specializing in the production technol-
ogy necessary to maximize the profitabil-
ity of the shallow, tight gas zones was
assembled. This area still provides the reserves and cash
flow base for the Company. As interests expanded to in-
clude all of Alberta, B.C. and the western U.S., professionals
with abilities in exploration and production in other types
of prospects were added to the team.

Dolphin Drilling, the Company’s contract drilling division,
operates four drilling rigs in Alberta.

As of April 26, 1984, the 14,940,000 outstanding common
shares of Dynex were held by 792 registered shareholders
with a broad distribution across Canada. Dalco Petroleum
Corporation, a U.S. public company, held 9,710,000 of those
shares.

Quarterly Summary of
Stock Prices and Volumes
Traded All Exchanges

Shares

High Low Traded

Jan/83 - March/83 $1.45 $1.10 293,100
Apr/83 June/83 $1.30 $0.70 412,710
July/83 - Sept/83 $0.95 $0.60 193,598

Oct/83 - Dec/83 $0.60 $0.25 241,127
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DYNEX Petroleum Ltd.

Management’s Report

Our report to shareholders this year will be
brief and concise in keeping with the spirit of
minimizing costs and maximizing operating effi-
ciencies.

The past year has seen some very significant
changes in Dynex Petroleum Ltd., as we have
attempted to deal with the effects of the reces-
sion and restructure the Company more effectively.
The Company has almost completed its withdrawal
from U.S. operations. In doing so, it has taken a
write-down of some $32 million in order that U.S.
assets carried In the Company accounts properly
reflect the value of the U.S. asset base. The Com-
pany has also made significant reductions in over-
head both in the United States and Canada and is
now postured to operate primarily in Canada.

In order that the necessary time might be de-
voted to the restructuring and refinancing of the
Company, Dynex has also undergone some man-
agement changes. Mr. Deane Ross has been
appointed Executive Vice-President and super-
vises day-to-day operations. Mr, F, M. Parsons,
Chairman and Chief Executive Officer and Mr.
Robert A. Wall, Vice-President, Finance are con-
centrating on completing the financial restructuring
of the Company and potential purchase of the
control block of Dynex shares by a third party.

The positive result of this re-ordering of the
Company is that the Company is now in a posi-
tion to show earnings in the future. Dynex com-
pleted 1983 with a positive cash flow of $1.1 mil-
lion and is forecasting a positive cash flow for
1984 as well.

[ne]

In July of 1983, Dalco Petroleum of Tulsa,
Oklahoma, which owns 65 percent of Dynex
Petroleum, voluntarily entered Chapter 11 bank-
ruptcy and at this time, continues in that condition.
A significant portion of the Dynex shares owned
by Dalco were secured as collateral to several
banks. Those banks are in a position to realize on
thelr collateral of 7,500,000 Dynex shares which
represent slightly more than 50 percent of the
Company'’s outstanding common shares. The Bank
of Montreal, which has 5,500,000 of these shares,
1s also our principal creditor.

As indicated earlier, 1983 marked Dynex’s exit
from operations in the United States. All of our
facilities were shut down at the end of October
and sale of most of the producing assets has been
effected. It is anticipated that this process will be
completed in 1984. In Canada, less economic prop-
erties in Alberta were also disposed of and the
proceeds used to reduce debt.

It is management's objective to operate the Com-
pany at maximum efficiency with emphasis on
maintaining a positive cash flow. Capital expendi-
tures are being held to the minimum required to
protect and preserve our oil and gas production
and land position. Every effort will continue to be
made to minimize general and administrative costs.



In the next year, we will continue to operate
existing properties in order to generate maxi-
mum cash flow and selling any assets that do not
meet our long range plans. Dynex is fortunate
that its underlying asset base is comprised of ex-
cellent properties with a proven track record,
and strong potential for good future revenues. It
is anticipated that with an improvement in gas
markets, and a successful restructuring of the
Company's long term debt that Dynex will be
able to resume an active exploration program and
pursue other investment opportunities in the years
ahead.

We wish to thank the Board of Directors for
theilr assistance and support during the past year.
We also wish to acknowledge the commitment
and effort contributed by our loyal employees
during a trying period. With this continued support,
Dynex Petroleum Ltd. can continue its economic
recovery.

F. M. Parsons
President, Chairman and
Chief Executive Officer

i

Deane G. H. Ross
Executive Vice-President

/777444

Robert A. Wall
Vice-President, Finance
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DYNEX Petroleum Ltd.

Exploration and Development

During 1983 Dynex Petroleum Ltd. and Dynex En- Drilling Activity
ergy Inc. participated In the drilling of 14 gross wells,

(2.15 net) of which four wells were drilled in Alberta Srosy
and ten wells were drilled in the United States. The E"tli’l““' Devel‘:"'
majority of the wells in the United States were drilled s ki
under farmout agreements at little cost to Dynex. Oil oo 0 7
Gas. ... 2 1
Dry.. .o 2 2
{10] - 11U 4 10
Medicine Hat Area
The Medicine Hat properties continue to provide
the majority of Dynex’s income. Approximately 15 wells
which remain to be drilled are scheduled for drilling
in 1985 or as projected gas demand increases. Medi-
cine Hat gas was produced at 47 percent of minimum
annual obligation for the year, down substantially from
the original TransCanada Pipelines contract of 90
percent.
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United States Operations

During 1983, the Company determined to concen-
trate all its efforts and activities in Canada. Consistent
with this decision, Dynex has closed the Denver, Colo-
rado and Longview, Texas offices of its whelly-owned
subsidiary Dynex Energy Inc. The majority of the pro-
ducing properties have been sold and the funds used
for loan repayment. It 1s anticipated that the remaining
properties will be sold in 1984.

Land Holdings (in acres)
at December 31, 1983

Developed Undeveloped Total
Gross Net Gross Net Gross Net
Canada
AIDEItan e 5 s s v oo n o 120,129.7 51,236.6 106,944.0 39,384.4 221,073.7 90,621.0
British Columbia.......... 1,346.7 333.3 14,899.0 7,118.0 16,245.7 7,451.3
Total — Canada ... .. 121,476.4 51,569.9 121,843.0 46,502.4 243,319.4 98,072.3
United States
MOEntana . . s v csws v iw 1,492.0 426.5 6,761.2 3,289.9 8,253.2 3,716.4
New Mexico ............. 640.0 104.0 640.0 104.0
Oklahoma ............... 2,660.2 1,111.7 756.7 292.0 3,416.9 1,403.7
Texas ................... 1,602.6 792.0 215.0 123.0 1,871.6 915.0
Wyoming . ............... 680.0 122.4 680.0 122.4
Total — US.A.. ... ... 5,754.8 2,330.2 9,112.9 3,931.3 14,861.7 6,261.5
Total — Canada and U.S.A. . 121,231.2 53,900.1 130,955.9 50,433.7 258,181.1 104,333.8

Drilling Division

Dolphin Drilling has continued to outperform the
drilling industry utilization averages. The division has
maintained an activity level of 52 percent allocated
among the four rigs, which is a favourable variance
above the industry activity level of 38 percent for 1983,

The drilling division provided cash operating income,
after divisional general and administrative expenses,
for the year of $467,000. Efficient operations and the
excellent reputation of Dolphin Drilling have contrib-
uted to the ability to provide positive cash flow under
conditions of intensive competition. Utilization and
profits are expected to improve marginally in 1984,
However, maximum utilization will not occur until
additional markets for natural gas become available.

M-P Oils Ltd.

In 1983, Dynex sold its LPG marketing division to
M-P Qils Ltd., a company owned by the former em-
ployees of the division. M-P Qils Ltd. was formed to
purchase, resell and ship propane and butane to whole-
sale and retail distributors throughout North Amenca.
Sales proceeds will consist of a 50 percent share of
the pre-tax profits of M-P over a three year period
scheduled to expire in 1985 and the assumption of
Dynex’s tank car obligations.

The current year of this arrangement has proven to
be satisfactory for the Company. M-P was able to real-
1ze a profit in 1983 of which Dynex's share was $127,000.



DYNEX Petroleum Ltd.

Production

Dynex produced a total of 6.27 BCF of gas during
1983 with 95 percent produced in Canada and five
percent in the United States. Crude oil and natural gas
liquids production totalled 117,805 barrels, 75 percent
in Canada and 25 percent in the United States. A re-
duction in volumes of oil and gas produced reflects
the sale of properties in both Canada and the United
States as well as decreased TCPL "takes” experienced
by Alberta producers.

During 1982, TransCanada Pipelines Ltd. introduced
the TOPGAS Allocation Agreement which reduced
“take-or-pay” obligations from 90 percent to 60 percent.
Dynex received a total of $6,473,000 as a result of this
agreement. In 1983, Dynex executed the TOPGAS II
Agreement which reduced further the “take-or-pay”
obligations of TransCanada to 50 percent and resulted
in Dynex receiving additional payments of $2,316,000.
Recovery of the “take-or-pay’ volumes is forecasted
to commence in 1984,

Dynex has continued to maintain production levels
by selling excess volumes of gas into discount mar-
kets at varying prices and volumes. During 1983, dis-
count sales totalled 3.0 BCF with a daily average of 8.2
MMCEF/D. The blended price of these sales averaged
$1.65/MCF.

Reserves

The following table of Corporate Reserves summa-
rizes the volumes of oil and gas and the present worth
values assigned as at December 31, 1983. All Cana-
dian reserves are determined by independent petro-
leum engineers. U.S. reserves have been determined
by Dynex employees.

The present worth value of corporate proven re-
serves discounted at 15 percent has decreased by
27.3 percent from $125.1 million to $90.96 million. Pres-
ent worth values and total reserves have decreased
significantly as a result of the sale of properties in both
Canada and the United States, and as a result of lower
price forecasts.

Corporate Reserves

Working
Interest Net
December December
31, 1983 31, 1983
Natural Gas (BCF)
Proven Remaining
Canada ................. 109.4 77.1
KIS o coven wvvom s wvsiie . wiss ovmus s s 0.9 0.9
TOTAL PROVEN.. ... v .. 110.3 78.0
Probable Remaining
Canada ................. 3.2 2.4
LU — —
TOTAL PROBABLE....... 32 2.4
H T LW [ ——— 1135 80.4
Crude Oil and Natural Gas
Liquids (BBLS x 1,000)
Proven Remaining
Canada ................. 655.7 442.3
L T 63.4 63.4
TOTATEROVEN e v = s 719.1 505.7
Probable Remaining
Canada ................. 318.4 192.7
US .. — —
TOTAL PROBABLE. ...... 318.4 192.7
TOTALOIL ............. 1,037.5 698.4
Present Value Summary
Before Tax Discounted
Present Value 15% (M$)
Canada U.s. Total

Proven Remaining
Reserves............

Proven Plus Probable
Remaining Reserves . .

$90,061.0 900.0 90,961.0
$95,777.0 900.0 96,677.0



DYNEX Petroleum Ltd.

Five Year Operating Summary

Seven
Year Months
Ended Ended
Decer:.ber December Year Ended May 31
31, 1983 31, 1982 1982 1981 1980
Gross Products Sales
Natural Gas — MMCFD . ... ... i ienn 17.181 14713 20.210 18.050 16.010
Eritde Oil — BOPD ... wa5 g0 v e & iwts o5y vaivs Svs i 323 406 375 320 132
Average Sale Price
Natutal Gas FMEE .o ves 5005 v som @ o5 567 Lk @ 555 % 2.32 2.92 2.59 2.47 2.06
Eride @il $BBL: vw vom mem v e s waw aesy 2o s o 34.28 31.00 31.15 26.52 14.04
Total Reserves (After Royalties)
Matural Gasi— BOE « v o 2 s s seies 5 som s S o3 80.4 89.2 103.1 104.1 83.3
Fmde Chl(BBIS. % 1000¥ s « sos s e o soim i woss o w0 698.4 998.2 1,314.3 1,494.1 1388.3
Land Holdings
Canada
Gross ACTES . .ottt 243,319 260,784 264,921 239,900 210,101
Net ACICS . ottt e e 98,072 95,475 110,701 108,100 96,197
United States
GI0SS ACTES . oottt e e 14,868 73,494 89,120 112,300 128,066
NEE BETBE . e iiine s 55 560 0005 500 905 5 508 505 590 5 2 6,262 32,299 37,736 51,000 58,267
Total
BYOSS BOTES soos v i wem & vl w68 W80 S S 5 5 S g 258,187 334,278 354,041 415,200 338,167
Net ACIES . . ..o 104,334 131,774 148,437 165400 154,464
Wells Drilled
UDAS o i oo, ovei . e DAIUNE BEEHT ST B T SR O, S SRR M e 5 29 9 47 48
L, o v s smmios snsse eosere 9ot GUR0ssn SR S AT W MIBIS & sEGS - 6 8 11 30 19
D) 3 2 8 19 11
Total . 14 39 28 96 78



DYNEX Petroleum Ltd.

Five Year Financial Summary

Seven
Year Months
Ended Ended
December  December Year Ended May 31,
31, 1983 31, 1982 1982 1981 1980
(restated) (restated) (restated) (restated)
Revenue
Oil; AN G885 v sz sorrnms s Us # Sarisn $ 12,284,000 7,669,000 12735000 11,201,000 7,203,000
Drilling . ... e 5,932,000 3,830,000 7,230,000 7,678,000 6,024,000
Operating revenue . . .................... 18,216,000 11,495000 19965000 18879000 13,227,000
Interestandiothor: « coammase w2 55w snammns 644,000 490,000 724,000 1,345,000 2,369,000
18,860,000 11,985,000 20,689,000 20,224,000 15,596,000
Costs, expenses and taxes
Qperating CostolSales: .omm: 2 m wx ssvmaan 7,905,000 5414000 9300000 7,773,000  5081,000
General and administrative . . ............... 2,934,000 1,234,000 2,580,000 2,511,000 1,970,000
ITLETESt: auizashio s s s weprmermsm s & Wi 6,159,000 5886000 11,873,000 5914000 2,387,000
Depletion, depreciation and amortization. ............... 2,106,000 3223000 6771,000 4,335,000 1,756,000
Provision for asset impairment . ............. 2,910,000 4,539,000 11,566,000  $,403,000 —
Loss (gain) on foreign exchange ............ 1,072,000 36,000 (304,000) (93,000) (10,000)
Loss on discontinued operation ............. — 127,000 1,863,000 372,000 —
TaAXES o oottt e e (421,000) (1,012,000) (1,718,000) 157,000 1,188,000
23,265,000 19,447,000 41,540,000 30,372,000 12,318,000
Earnings (loss) before extraordinary item ................. (4,405,000) (7,458,000) (21,251,000) (10,148,000) 3,218,000
Extraordinary ttem .......................... -_— — 243,000 — -
Net earnings (loss) ......................... $ (4,405,000) (7.458,000) (21,008,000) (10,148,000) 3,218,000
Earnings (loss) per share
Before extraordinary item . ................. $(0.30) $(0.50) B(1.44) $(0.69) $0.24
After extraordinary item . .................. $(0.30) $(0.50) $(1.42) $(0.69) $0.24
Funds provided by (applied to) operations .............. $ 1,124,000 162,000 (2,104,000) 4,278000 6,643,000
Capital employed
Working capital (deficiency) ............... $ 3,868,000 3,941,000 1436000 3,771,000 (225,000)
Property. plant and equipment ............. 32,990,000 40,065,000 45642000 56,379,000 34,539,000
CINEY: ~ie 2 s wowrs v & 3 50 LURESTAL G B8 W Aa 263,000 524,000 3,753,000 659,000 719,000
$ 37,121,000 44,530,000 50,831,000 60,808,000 35,033,000
Capital employed comprised of
Longtermdebt........... ... iiiiinnn $ 58,093,000 57942000 62789000 51434000 16,693,000
Deferredrevenue................c.coounn.. $ 13,289,000 11216000 4945000 4,576,000 3,667,000
Deferred income taxes .................... $ 3,421,000 2921,000 3,184,000 3,684,000 2995000
Shareholders' equity. . ..................... $(37,682,000) (27,549,000) (20,091,000) 1,115,000 11,678,000
Common shares outstanding (1).............. 14,940,000 14,780,000 14,780,000 14,780,000 14,700,000
Capital expenditures
Acquisitions and land retention ............. $ 360,000 538,000 1,617,000 7,255,000 8,484,000
Geological and geophysical ................ 556,000 648,000 1,407,000 1,354,000 630,000
Exillitia.and equppilig: @« cvsmsises o v 605,000 1010000 9183000 24,914,000 7,208,000
Cost of finding and developing reserves ................ 1,521,000 2,196,000 12,212,000 33,523,000 16,322,000
Other ... 67,000 102,000 840,000 2,246,000 5,376,000
$ 1,588,000 2258000 13,052,000 35,769,000 21,698000

(1) Restated to reflect stock dividends declared May 28, 1981 on the basis of one dividend share for every common share issued.

(2) Prior years have been restated to reflect the retroactive change in full cost accounting described in Note 2 to the consolidated financial
statements and the income tax settlement described in Note 4 to the consolidated financial statements



DYNEX Petroleumn Ltd.

Financial Review

For the year ended December 31, 1983, the Com-
pany had a loss of $4,405,000 ($0.30 per share) com-
pared to a restated loss of $7,458,000 ($0.50 per share)
for the seven months ended December 31, 1982,

Change in Accounting Policy

Coincident with the Company's decision to close its
Denver office and its intent to sell its U.S. oil and gas
assets, it was no longer justifiable to provide depletion
and depreciation on the basis of one North American
cost centre. Accordingly, in the third quarter of fiscal
1983, the Company retroactively changed the method
of depleting and depreciating its petroleum and natu-
ral gas properties and related production equipment
from using one North American cost centre to using
separate cost centres for Canada and the United States.

As disclosed in Note 2 of the consolidated financial
statements, the effect of this change was to increase
the current year's loss by $1,162,000 ($0.08 per share)
and the loss for the seven months ended December
31, 1982 by $5,355,000 ($0.36 per share). The deficit as
of June 1, 1882 has also been increased by an addi-
tional $25,594,000 in respect of additional charges ap-
plicable to prior years earnings.

Revenue

Operating revenue for 1983 was $18.2 million com-
pared to $11.5 million for the previous seven month
fiscal period. The divisional results are summarized in
the accompanying table of Comparative Results by
Operating Segments. Revenue from oil and gas opera-
tions was $12.3 million for fiscal 1983 versus $7.7 mil-
lion for the seven months ended December 31, 1982,

Production of natural gas in the current reporting
period averaged 17,181 mcf per day, an increase of
16.8 percent from the 14,713 mcf per day for fiscal
1982. The improvement Is attributable to Canada where
average gas production increased 29.0 percent to 16,351
mcf per day from the 12,679 mcf per day experienced
in 1982, The improvement in 1983 is attributable to
both higher takes by TCPL in the last seven months of
fiscal 1983 compared to the corresponding period in
1982 and also to higher volumes of discount sales which
averaged 8.2 mmcf per day in 1983 versus 3.4 mmcf
per day in 1982.

In the United States, property dispositions and de-
clines in productivity resulted in a 59.2 percent reduc-
tion in gas production which averaged 830 mcf per
day in 1983 and 2,034 mcf per day in fiscal 1982. Dur-
ing the year, average gas prices were $2.32 per mcf a
reduction of 20.5 percent from fiscal 1982. Lower vol-

10

umes of U.S. gas production which received higher
prices, lower export sales of Canadian gas to the United
States and higher pipeline tariffs account for the reduc-
tion in average gas prices experienced in 1983

Qil production in 1983 averaged 323 barrels per day
versus 406 barrels per day for fiscal 1982, a decrease
of 20.4 percent. In Canada, oil production averaged
242 barrels per day, a reduction of 9.0 percent from
the 266 barrels per day a year earlier. The sale of our
Cherhill property effective October 31, 1983 is the prin-
cipal reason for the decrease. Dispositions of certain
of our U.S. oil interests and declining productivity on
remaining reserves resulted in United States oil pro-
duction decreasing 42.1 percent to an average of 81
barrels per day in 1983 from 140 barrels per day in
fiscal 1982, Effective July 1, 1983, all of the Company's
Canadian oil production became eligible for the
N.O.R.P. pricing schedule. As a consequence, aver-
age oll prices for the year increased 10.6 percent to
$34.28 per barrel from the $31.00 per barrel of a year
earlier.

Delphin Drilling's excellent reputation enabled the
Company to exceed the industry average of 38 per-
cent rig utilization in 1983. Drilling revenue was $5.9
million on ftotal drilling footage of 508,107 feet in 1983,
This compares to drilling revenue of $3.8 million on
total footage of 402,215 feet for the seven months ended
December 31, 1982,

Expenses

Operating cost of sales was $7.9 million in 1983 com-
pared to $5.4 million for the seven menth fiscal period
ended December 31, 1982,

For the petroleum division, operating cost of sales
in the amount of $2.7 million in 1983 represented 22.2
percent of divisional operating revenue. This com-
pares favourably to the 27.1 percent experienced in
fiscal 1982. Higher per unit operating costs in the United
States were more than offset by lower per unit costs in
Canada, thereby accounting for the improvement, The
lower per unit costs in Canada are directly attribut-
able to higher average daily gas volumes in 1983 com-
pared to 1982. There was no pro rata incr=ase in oper-
ating costs which, to a large extent, are fixed in nature.

During the current year, operating cost of sales for
the drilling division represented 87.3 percent of divi-
sional revenue, an increase of 4.7 percent from the
83.4 percent reported in fiscal 1982, The increased
operating costs reflect higher per unit costs associated
with less than maximum rig utilization currently being
experienced by the dnlling industry.



Comparative Results by Operating Segments

(000’s of $)
CANADA UNITED STATES TOTAL
Seven Seven Seven
Year Months Year Months Year Months
Ended Ended Ended Ended Ended Ended
December 31, December 31, December 31, December 31, December 31, December 31,
1983 1982 1983 1982 1983 1982
Operating Revenue
Oll and/gas s ¢ s awm s s $10,355 5,482 1,929 2,187 12,284 17,669
DTG Sate o ovese o iaieass . 5,932 3,830 — — 5,932 3,830
$16,287 9,312 1,929 2,187 18,216 11,499
Operating Cost of Sales
Ollandgas ............ $ 1,818 1,324 910 895 2,128 2,219
Drlling ................ 5,177 3,195 — —_ SIS 3,195
$ 6,995 4,519 910 895 7,905 5,414

Note: Results for the seven months ended December 31, 1982 have been restated to reflect the sale of the Company's marketing division

effective January 1, 1983

General and administrative expense was $2,934,000
in the current year, an increase of 38.7 percent from
the 1982 annualized amount of $2,115,000 for the seven
month fiscal period in 1982. In the current year, however,
the Company made a provision of $525,000 in anticipa-
tion of the uncollectibility of certain amounts owing
from its U.S. parent, Dalco Petroleum Corporation which
is currently in Chapter 11 under the provisions of the
U.S. Federal Bankruptcy Code. In addition, an amount
of $315,000 in exploration overhead which would have
been otherwise capitalized in previous years, was
charged to earnings in the current reporting pericd. A
U.S. $100,000 settlement in respect of a lawsuit filed by
a U.S. drilling contractor which was reported as a con-
tingency in fiscal 1982 also conftributed to the appar-
ent increase in general and administrative expense.
Significant reductions in general and administrative
expenses are forecast for 1984 coincident with the clos-
ing of our U.S. offices in Denver and Longview and
staff reductions which became effective in the fourth
quarter of 1983.

Interest expense in the current fiscal period was
$6.8 million compared to the $5.9 million reported in
fiscal 1982. Average long term debt oufstanding in
1983 was $56.4 million, a reduction of 10.3 percent
from the $62.9 million reported a year earlier. In addition,
the Company's average effective interest rate, which
was 15.9 percent for the seven months ended Decem-
ber 31, 1982, declined significantly to 11.9 percent in
1983, an overall improvement of 25.2 percent.

Depletion, depreciation and amortization was $2.1

million in 1983 compared to $3.2 million in 1982. A
reduction in the depletion and depreciation rate per
equivalent unit of production associated with the retro-
active change in accounting policy previously referred
to accounts for the improvement.

The loss on foreign exchange in the current year
includes a provision of $1,164,000 in anticipation of the
conversion of outstanding U.S. dollar denominated bank
debt into a Canadian dollar obligation.

Changes in Financial Position

For the year ended December 31, 1983, the Com-
pany had cash flow of $1,124,000 compared to the
$162,000 for the immediately preceding seven month
fiscal period. During the current year, the Company
received $2.3 million in “take-or-pay” payments from
TransCanada PipeLlines. Proceeds on sale of property,
plant and equipment contributed an additional $3.6
million in working capital. A recovery of prepaid in-
come taxes, additional short term bank borrowings
and an issue of common shares amounting to $1.8 mil-
lion in the aggregate resulted in a total source of funds
available for capital expenditures and bank debt re-
tirement in the amount of $8.9 million.

Capital expenditures in fiscal 1983 amounted to §1.6
million and long term debt in the amount of $6.9 mil-
lion was repaid during the year. Working capital at
December 31, 1983 decreased $73,000 to $3,868,000
from that reported a year earlier.
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Financial Outlook

Money market interest rates in both Canada and the
United States have been subject to increased upward
pressure and as a consequence, Canadian and U.S.
prime rates have increased one half percent and one
percent to 11.5 percent and 12 percent respectively
after almost a year of stability. Despite the upward
pressure in interest rates that has been experienced in
the first quarter of 1884, we expect a moderation in the
U.S. economic recovery for the balance of the year
which should somewhat alleviate loan demand by the
private sector. We are therefore forecasting that Cana-
dian prime interest rates should not significantly ex-
ceed current levels.

To minimize any exposure to future interest rate
increases, the Company is continually assessing its
operations with a view to the disposition of those as-
sets which are not critical to its continued viability
with the proceeds derived therefrom to be applied to
reduction of bank debt. In addition, we are continuing
discussions with our principal banker and potential
Investors with a view to resolving the disposition of
Dynex shares which the bank is holding as security on
Dalce indebtedness and to implementing a plan of
financial restructuring to ensure the continued sur-
vival of the Company.

Based on current discussions, the Company is confi-
dent that a financial restructuring program should be
implemented by the end of 1984.

DOLLARS 1
(Millions)

1980 1981 1982 1982(a) 1983

GROSS REVENUE

DOLLARS
(Millions)

A - T I -

1980 1981 1982 1982(a) 1983

CASH FLOW

5
DOLLARS
(Millions)
-10

-15

-20

1980 1981 1982 1982(a) 1983

NET EARNINGS

(a) For the seven months ended December 31, 1982



DYNEX Petroleum Ltd.

Consolidated Balance Sheet

ASSETS
Current assets

Eashi AN ShOMEENEARPORIIS . ) s i s s S ek gigs e e o
e I T 6 [ e e e e et R RS R R
Income tax recoverable (Note 4) . .. ...
IVETHOTIE S e S T Wt STSDE el W S, 1 s
Prepaid expenses and otherassets . . ................ ...

e R S R Tl o S e e e e L e P I

Property, plant and equipment (Notes2and 3)...................
Less accumulated depreciation and depletion .................

@thet assets (Nole ) i e s e e o L s

LIABILITIES AND SHAREHOLDERS’ EQUITY

Current liabilities

Accounts payable and accrued liabilities . . ..........oooina.
Current portion oflong-termdebt .............. ... ... c..o0

o el Hs i eain i b o D T o e S IR i e (R L e S
Ieneterm debt (Noterl) et Sl e s
Beferred tevenie BN Ot B i i i e st kol i tatane oinse @ sreietocs

Y (=ra =te Ll elol pE (o he bt o e o R L CRR I Rl i U o S R

Shareholders' equity

SHare capital (Noter B e e e
|BIETi o et e L Sl e S e SR D e T B e s
Receivable in respect of employee share purchase plans (Note )

Commitment and contingencies (Notes 5, 10 and 11)

On behalf of the Board

7}/17 [Zwrw-/ , Director

@ ezl R

December 31,
1983 1982

(restated)
$ 2,817,000 $ 3,821,000
1,670,000 14,039,000

1,013,000 -
134,000 166,000
323,000 228,000
11,957,000 18,254,000
85,209,000 83,849,000
52,219,000 43,784,000
32,990,000 40,065,000
263,000 524,000
$45,210,000 $58,843,000
$ 5,889,000 $13,713,000
2,200,000 600,000
8,089,000 14,313,000
58,093,000 57,942,000
13,289,000 11,216,000
3,421,000 2,921,000
9,972,000 9,822,000
(45,161,000) (34,647,000)
(2,481,000) (2,724,000)
(37,682,000) (27,549,000)
$45,210,000 $58,843,000

See accompanying notes to consolidated financial statements.
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DYNEX Petroleum Ltd.

Consolidated Statement of Earnings

Revenue

(G 912) €= 111006 |l I B RS b B MRy e R e TR B I S
I eresiancioter . i h T e e R e el B e e

Expense

Cperghingicostofisales | il Lo il St sl e e
GEneralisndiadimuistrative o 0 i e
[rerestiecndong-temmidebt it s e o s e S
Pepletionviidet e S e i e DR s e AR
BT ciauenancamorneation.. = i SAaieietesein E SR e

Provision for impairment in carrying value of oil and gas properties

(Noteihiaberlaan ronainle o e i ey sl L et o
Lgssion foreign exchange (Note B . e i s o

Losgfrom soninuncOperationss Vi el = e e
4E% 5 KoJeuTe bieleloTnla i nbI=To L B) 8o e=t 1to Uiy drt i o L ol B GG A e

Tos3 beforesaasnl o vt s Sl b bR aaiast e St 2 T e e

Taxes (Note 7)

Petroleum andigas tevenue tax . s S oo s T
Adertairoyaltslax credit e S e e R
Deferredimenme tares o Ueals s i imiliig s mir e - s s e

Iy L o e s o A SR £yt 5 s MR s e e LI e N

Loss per share (based on weighted average number

o L e ) AR T s e SRR e

Year Ended
December 31,
1983

$18,216,000
644,000

18,860,000

7,905,000
2,934,000
6,759,000
1,103,000
1,003,000

2,910,000
1,072,000

23,686,000
4,826,000

4,826,000

853,000

(1,774,000)

500,000

(421,000)

$ 4,405,000

$ 0.30

See accompanying notes to consolidated financial statements.
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Seven Months
Ended
December 31,
1982

(restated)

$11,499,000
490,000

11,989,000

5,414,000
1,234,000
5,886,000
2,426,000

797,000

4,539,000
36,000

20,332,000

8,343,000
127,000

8,470,000

244,000
(993,000)
(263,000)

(1,012,000)
$ 7,458,000

$0.50



DYNEX Petroleum Ltd.

Consolidated Statement of Changes in Financial Position

Working capital derived from
Operations
Netrlass il e ey, S il eyniisal s iar i s o i e I
Depletion, depreciation and amortization ...............ooeeeirroeann
Provision for impairment in carrying value of oil and gas properties . . . ..
Bz (=raa=le igle o 10150 1 roh e she BA i e e (e o S L B
Provision in respect of employee share purchase plans (Note 9) ..... ...
Deferred revenue — productexchange . .......... ... ... ... o

Funds: provided-rom i aneTations s o it s ot ot e o s s il i

Guarantees of associated companies debt (Note 11)
Increass in oG el S iSt ety = 0 S e T e e
Payment demanded under bank guarantees .........................

Recovery of prepaid income taxes (Note 4) .................ooiiiiinnn.
Proceeds on sale of property, plant and equipment . ....................
Increase in deferred natural gas revenue . .. ......oviiiin e
Tiicrease I lonaHerm a el e e e e
ISoHe of SRaTER o o o e e e e o e

Working capital applied to
Repayment of long={ermide i sl o U el s e s e
Additions to property, plantand equipment . ............. ... o0 ianns
Recovery of deferred natural gasrevenue ................cooiiiiian..
Prepayment of income tax assessment. .. .....oooe oo i,
OHhEr il i e e o e e e e e s s

Working capital
Increase (decrease) inworking capital .. ... ... ool
Working capital; beginnifaeo memads s e S S

Working capitall end OB Be oy o e & o e P e

Year Ended
December 31,
1983

$(4,405,000)

2,106,000
2,910,000
500,000
202,000

(189,000)

1,124,000

6,115,000

(6,115,000)

733,000
3,647,000
2,316,000

968,000

150,000

8,938,000

6,932,000
1,588,000
54,000
436,000
1,000

9,011,000

(73,000)

3,941,000
$ 3,868,000

See accompanying notes to consolidated financial statements.

Seven Months
Ended
December 31,
1982

(restated)

$(7,458,000)
3,438,000
4,539,000

(263,000)

(94,000)
162,000

3,233,000
6,413,000

9,868,000

4,847,000
2,298,000
112,000

106,000
7,363,000

2,505,000
1,436,000

$ 3,941,000
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DYNEX Petroleum Ltd.

Consolidated

Statement of Deficit

Seven Months
Year Ended Ended
December 31, December 31,
1983 1882
(restated)
Deficit, beginning of period
As previoUsly-TepoHed i s R el G S PR e $ 3,388,000 $ 1,285,000
Settlement of income tax reassessments (Note 4) . ...............c¢coun.. 310,000 310,000
Retroactive adoption of separate cost centres for Canada and the
United States under the full cost method of accounting for oil and
gas properties (Note 2) ... .. s D e e R e 30,949,000 25,594,000
asayestatedt o R e e e e NG L 34,641,000 27,185,000
N&l 10BS S e e i o e R e s R 4,405,000 7,458,000
Payment demanded under bank guarantees issued on associated
dompanies”indebtednesgi(Note L) o e o v s 6,115,000 =
Delicit end ot perot e e R e e e $45,167,000 $34,647,000

See accompanying notes to consolidated financial statements.

Auditors’ Report To The Shareholders

We have examined the consolidated balance sheet of Dynex Petroleum Ltd. as at December 31, 1983 and the
consolidated statements of earnings, deficit and changes in financial position for the year then ended. Our
examination was 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, these financial statements present fairly the financial position of the Company as at December
31, 1983 and the results of its operations and the changes in its financial position for the year then ended in
accordance with generally accepted accounting principles applied, after giving retroactive effect to the account-
ing change referred to in Note 2, on a basis consistent with that of the preceding period.

Calgary, Canada

Peat, Marwick, Mitchell & Co.
March 23, 1984

Chartered Accountants
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DYNEX Petroleum Ltd.

Notes to Consolidated Financial Statements
Year Ended December 31, 1983

ik

Summary of Accounting Policies

(a)

(b)

(©

(d)

(e)

®

(@

Principles of Consolidation

The consolidated financial statements include the accounts of the Company and its wholly-owned
subsidiaries Dynex Energy Inc. and Windermere Petroleum Ltd. Approximately 66 percent of all issued
and outstanding shares of the Company are owned by Dalco Petroleum Corporation.

Foreign Currency Translation

Foreign currency balances included in the consolidated financial statements have been translated to
Canadian dollars on the following basis:

Current assets and liabilities — at the year end rate of exchange.

Other assets and liabilities — at the exchange rate in effect at the date of the transaction other than
the demand non-revolving U.S. bank loan (Note 5) which has been translated into Canadian dollars
at the exchange rate expected on the conversion of the debt into a Canadian dollar obligation.

Revenue and expense — at the average rate of exchange for the period except depletion, deprecia-
tion and amortization which are translated on the same basis as the related assets.

The resultant gains or losses are included in the statement of earnings.
0il and Gas Operations

The Company follows the full cost method of accounting for petroleum and natural gas properties and
related expenditures under which all costs related to the exploration and development of petroleumn and
natural gas reserves are capitalized into separate Canadian and United States cost centres. Such costs
include those related to lease acquisitions and retention, geological and geophysical activities including
overhead related to exploration and the costs of drilling productive and non-productive wells

Depletion of petroleum and natural gas properties and depreciation of production equipment are calcu-
lated on the unit-of-production method based upon estimated net proven developed reserves, as deter-
mined by independent engineers, in each country.

Other equipment is depreciated on a declining balance basis at rates varying from 10 percent to 30
percent per annum.

Substantially all of the Company's petroleum and natural gas exploration and production activities are
conducted jointly with others and accordingly, these financial statements reflect only the Company's
proportionate interest in such activities.

Inventories
Inventories of material and supplies are stated at the lower of average cost and current replacement cost.
Deferred Natural Gas Revenue

Deferred natural gas revenue represents amounts received pursuant to “take-or-pay’ natural gas contracts.
These amounts have been deferred pending recovery through future gas deliveries.

Investment Tax Credits
Income tax expense is reduced by the flow through of allowable investment tax credits.
Comparative Figures

Certain of the December 31, 1982 comparative figures have been reclassified to conform with the
financial statement presentation adopted for the current fiscal period.
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Change in Accounting Policy

The Company has changed, on a retroactive basis, the method of depleting petroleum and natural gas
properties and depreciating production equipment from using one North American cost centre to using
separate cost centres for Canada and the United States. The effect of this change in accounting policy was to
increase the loss by $1,162,000 ($0.08 per share) including income taxes of $532,000 in the current year and by
$5,355,000 ($0.36 per share) including income taxes of $247,000 for the seven months ended December 31,
1982. As a result of this change, the deficit as of June 1, 1982 has been increased by $25,594,000 including

income taxes of $1,019,000.

Property, Plant and Equipment

Accumulated Accumulated
Depreciation Depreciation
Assets and Assets and
At Cost Depletion At Cost Depletion
(restated)
Petroleum and gas interests including
exploration and development costs
ereanpews sy Siniimsn e e $69,378,000 $46,029,000 $65,787,000 $39,118,000
Production equipment and related
TaEIHesEN S et SR e A 9,423,000 3,249,000 11,643,000 2,178,000
Drilling rigs and equipment ............ 5,852,000 2,538,000 5,767,000 2,133,000
@tHepsteils el o 2L e 556,000 403,000 652,000 355,000
15,831,000 6,190,000 18,062,000 4,666,000
$85,209,000 $52,219,000  $83,849,000  $43,784,000
Other Assets
1983 1882
(restated)
ErepdidSinconetayessimer i el SR b D el s e G O s $297,000
Due from parent company, net of provision for loss (Note 13).............. 159,000 —
Investment, at cost (no quoted marketvalue) ... ... ..., .. 76,000 176,000
e e e e e R e R S e s 28,000 151,000
$263,000 $524,000

By agreement dated September 29, 1983 the Company arrived at a settlement with Revenue Canada in
respect of outstanding income tax reassessments and notices of objection dating back to 1974, Under the
terms of the agreement, the Company expects to recover an aggregate of $733,000 (1982 — $297,000) in
assessed faxes and interest. A fotal of $1,043,000 (1982 — $607,000) had been paid to Revenue Canada on the
reassessments subject to objection. The unrecovered amount of $310,000 has been reflected as a prior period
adjustment. In addition, interest income of $280,000 has been accrued on the expected recovery of income
taxes and included in interest and other revenue.



Long-Term Debt

The long-term debt of the Company is comprised of the following loans and contracts:

Demand non-revolving bank loan bearing interest at prime plus %%
with repayment from net revenues derived from present and
hereafter acquired properties, assets and undertakings and from
the net proceeds of asset sales. The facility is secured by a
registered assignment of certain oll and gas properties under
Section 177 of the Bank Act and a general assignment of book

Aebls . e T R e s

Demand revolving bank loan bearing interest at prime plus %%
(1982 — prime plus ¥%%) with repayment in multiples of $100,000
at the option of the Company. The facility is subject to extension
through the mutual agreement of the Company and its principal
banker. The bank loan is secured by a registered assignment of

certain oll and gas properties under Section 177 of the Bank Act .. ...

Notes pavable (8ee BalOW)ii . i riunti s v et s S e O

Demand non-revolving bank loan in the amount of U.S. $17,400,000
(1982 — U.S. $19,500,000) bearing interest at U.S. prime plus 1Y%
(1982 — U.S. prime plus 1%) with repayment from net cash flow
from operations and the net proceeds of asset sales. The bank
loan is secured by a registered assignment of the Company's
interest in hydrocarbons, equipment, accounts, contract rights, and
other properties in the United States. The loan is also guaranteed
by Dalco Petroleum Corporation and is secured by 4,000,000

common shares of Dynex Petroleum Ltd. ........ ...,

Demand of U.S. $4,917,000 made under certain bank guarantees
aggregating U.S. $5,376,000 for advances made to associated

companies of Dalco Petroleum Corporation . . ...........cooiiinn...

Finance contract, bearing interest at prime plus 1%, with a
minimum of 10%. The contract is secured by a debenture providing
a first specific charge on all drilling equipment, together with
a floating charge on all other assets subject only to chartered bank

SECUTILY . | i o e R A RN e P i Sal R il e P i

1983

$ 6,294,000

25,128,000

22,079,000

6,115,000

77,000
60,293,000
2,200,000
$58,093,000

1982

3,600,000
29,573,000

23,439,000

1,850,000
80,000
58,542,000

600,000
$57,942,000

Notes payable of $25,728,000 (1982 — $29,573,000) consist of Bankers' Acceptances maturing at various dates
up to January 31, 1984 with a weighted average interest rate of 11.4 percent. These notes payable are shown
as long-term debt because they are supported by the availability of loans under the Company's Canadian

non-revolving credit line.

"The U.S. $17.4 million non-revolving debt will be converted into a Canadian dollar obligation in 1984. The
Canadian dollar equivalent of $22,078,000 reflects the rate of exchange anticipated at the date of conversion
and the expected foreign exchange loss of $1,164,000 has been charged to earnings in the current period.
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Although the Company is not in default under the terms and provisions of its outstanding debt instruments,
the Company is dependent upon the continued financial support of its principal banker. If as a result of a
default, or otherwise, the support of the principal banker is withdrawn, the Company may be unable to
continue realizing its assets and discharging its liabilities in the normal course of business. The financial
statements have been prepared on a going concern basis and accordingly do not include any adjustments
relating to the recoverability and classification of recorded asset amounts and classification of liabilities
should the support of the principal banker be withdrawn

Deferred Revenue

1983 1682
Deferedmatiiraligas revenue. - di=inis S s e L T i $11,970,000 $ 9,708,000
Deferred revenue — productexchange. .. ...............cc.ouun.... 1,319,000 1,508,000

$13,289,000 $11,216,000

(a) Deferred Natural Gas Revenue

This represents amounts received for annual contracted gas volumes not taken by gas purchasers.
During the year, $2,316,000 (1982 — $6,473,000) was received from purchasers for contracted volumes
not taken and $54,000 (1982 — $112,000) was recovered through gas deliveries.

(b) Deferred Revenue — Product Exchange

1983 1982

Reduction in product exchange liability . ........................ $ 6,116,000 $ 6,116,000
Loss on underground storage construction contract ............... (1,044,000) (1,044,000)
E)TEhns (S hipls panahys I o @8 = Ve et BRIt s ) = (1 (303,000) (303,000)
Payment received under royalty agreement . .................... 200,000 200,000
Write-down of Dalco Petroleumn, Inc. account (1976) .............. (1,857,000) (1,857,000)

3,112,000 3,112,000
R OR ol s Sl LS T 1,793,000 1,604,000

$ 1,319,000 $ 1,508,000

In 1974 and 1975 a series of transactions were entered into with the El Paso Company (El Paso) and others,
which transactions were accounted for as related transactions.

The resultant gain on these transactions is being amortized to income in amounts proportionate to royalty
payments made under the Odessa overriding royalty agreement.
Taxes

Total taxes amounted to a recovery of $421,000 (1982 — $1,012,000). The total is different from the expected
amount computed by applying the combined expected Canadian federal and provincial tax rates to loss
before taxes. The reasons for these differences are as follows:

1983 1982
(restated)
EoBpREMay eXPense [, .o e e e e e S $(2,268,000) $(3,981,000)
Add (deduct):
Disallowed payments to Crown, net of provincial rebates and
ik s s B Sl o S et O D e gy, S (483,000) (311,000)
st ot E i e e e o L S e S e SR 3,108,000 3,629,000
Pehdlennitandigas TaVenUe (X .ot s s oameion waies e e o 853,000 244,000
Resource allowance onresource profits . . .............covueiii.... (1,566,000) (810,000)
Earned depletion on resource profits . ...........ooiuiiiiiiii. .. (184,000) —
B Ao e e L i R | SI e RNIGE TR R e R 119,000 217,000

$ (421,000)  $(1,012,000)



The Company has unused non-capital losses, capital losses and investment tax credit carry forwards as follows:

1983 1982
IR Ton L RS o i e B e S R $46,600,000 $40,000,000
EopilalBlgasmETe Ty e e S e e e S et e $ 554,000 $ 278,000
veshmentiaRcrodiise st = s s sl s iR e e sl Lo el $ 996,000 $ 1,130,000

The tax benefits pertaining to these unused deductions have not been recognized in the accounts and expire
beginning in 1995,

Share Capital

(a) Authorized and Issued Shares

The authorized and issued share capital of the Company is as follows:

Authorized Issued
1983 1982 1983 1982

First Preference preferred shares of a

nominal or par value of 10 each ...... 10,000,000 10,000,000 —_— =
Second Preference preferred shares of a

nominal or par value of $1 each ....... 144 144 — 144
Class A Voting Shares without nominal

O PaLNAIHE i s e e 100,000,000 100,000,000 10,299,999 10,139,999
Class B Non-voting Shares without

nominalioEparvalie s . o 5 100,000,000 100,000,000 4,640,001 4,640,001

The Class B Non-voting Shares are fully participating and rank equally with the Class A Voting Shares of
the Company but have no voting privileges attached. The Class A Voting and Class B Non-voting Shares
are inter-convertible on a one-for-one basis with the restriction that after conversion, the registered
holder of Class B Non-voting Shares cannot be the registered owner of more than 50 percent of the then
issued and outstanding Class A Voting Shares of the Company. This restriction shall be automatically
waived in the event of a bonafide offer to purchase all or a major portion of the Class A Voting and Class B
Non-voting Shares.

During the year, the Company issued 160,000 Class A Voting Shares at an ascribed value of $150,000 for
the purchase of all of the issued and outstanding share capital of Windermere Petroleum Ltd, (Note 13).

In addition, the Company redeemed the Second Preference preferred shares during the year at no cost.
(b) Stock Options

During the year, the Company granted to directors, officers and employees options to acquire 212,000
Class A Voting Shares which are exercisable at a price of 50 cents per share on varying dates to
December 31, 1985. Options granted to directors are subject to shareholder approval.

Employee Share Purchase Plan

As at January 1, 1983, a total of 573,700 shares have been issued in conjunction with a trustee and set aside for
allocation and purchase by employees at prices ranging from $2.45 to $5.00 per share in respect of the
Employee Share Purchase Plan.

Allocated shares in the plan could be earned by an employee in accordance with a formula over a period of
time. The shares were issued pursuant to a non-interest bearing loan granted by the Company. Employees
could take possession of earned shares by repaying a proportionate share of the debt allocated to the earned
shares. The Company has suspended all further earnings under the plan as presently constituted.

During the year, 52,000 shares "earned’” under the plan were issued to employees by the trustee for a
consideration of $35,000. An amount of $237,000 in respect of loans outstanding on the shares has been
charged to earnings in the current year.
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As at December 31, there were 527,700 (1982 — 579,700) shares remaining to be distributed on which there
were outstanding loans of $2,487,000 (1982 — $2,724,000). These shares are held by a trustee and the loan is
only realizable against the shares.

Commitment

The Company is committed under a lease for its Canadian office premises until February, 1985. The annual
rental approximates $104,000.

Contingencies

(@)

(b)

(©)

Bank Guarantees

The Company is liable as a guarantor for advances to associated companies in the amount of US.
$5,376,000 on which the Company's principal banker demanded payment of U.S. $4,917,000 during the
year. This amount has been reflected as long term debt (Note 5) in the accounts. In the event the
guarantees demanded are required fo be paid, the Company will also be liable for withholding tax of
approximately $920,000 and interest charges calculated at a rate of 117.5 percent per annum of bank
prime from the date of demand. The Company is also contingently liable for the uncalled portion of the
guarantees in the amount of U.S. $459,000 at December 31, 1983. If the Company makes any payments
pursuant to the said guarantees, it will be subrogated to the rights of the principal banker and may be
entitled to seek contribution from the other co-guarantors of the outstanding bank debt of the Company's
associated companies. In addition, the Company would be entitled to indemnification by the associated
companies who were the recipients of the bank advances. The amount of any recovery in relation of
these guarantees has not been reflected in the accounts since they are contingent upon the amount of
monies, if any, to be advanced pursuant to the outstanding guarantees.

The Company is also contingently liable to the extent of $500,000 for a credit line established in favour of
a third party company which purchased the Company’s LPG product marketing division on January I,
1983. The guarantee, which will expire at the end of 1985, is secured by a term debenture granting a first
floating charge on all the assets of the purchaser.

Kansas Lawsuit

The Company is a defendant in a lawsuit alleging conspiracy and wrongful diversion of corporate
oppertunity, which lawsuit was originally filed in 1977 in the United States District Court of Kansas. The
Company and its co-defendants at trial incurred a judgment in the amount of U.S. $4.7 million which was
reduced upon appeal and as at January 10, 1984, with accrued interest and costs, stood at U.S. $5,727,000.
The Company’s co-defendants were unsuccessful in a petition to the Court to reduce the amount of the
judgment in light of previous settlements made to the plaintiffs. The Company's co-defendants are
considering further appeal. The Company’s co-defendants have posted security in an amount in excess
of the judgment.

Dalco Petroleum Corporation has agreed to indemnify the Company from any liability arising out of the
legal proceedings described above and has posted two million Class “B" Non-voting Shares of the
Company as security against such indemnity. Dalco Petroleum Corporation has entered into Chapter 11
bankruptcy proceedings in the United States. In light of the security held for the purpose of the indem-
nity it is unlikely that the Company will have to make any expenditure on the lawsuit,

Net Profits Interest

The holders of a net profits interest on one of the Company's principal gas properties have alleged that
they are not subject to interest costs associated with amounts received by the Company, as a working
interest holder, in respect of contracted gas volumes not taken by gas purchasers. The amount of the
claim is not determinable and the Company’s counsel is of the opinion that the Company has a good and
valid defence to this allegation should litigation commence.,



12. Segmented Information (thousands of dollars)

The operations of the Company are divided into two business segments. Qil and gas includes the exploration
for, and the development and production of petroleum and natural gas reserves and the drilling operations

involve the activities of four drilling rigs in Canada.

Industry and Geographic — 1983
Revenue earned from outside the

S R b B SIS e $10,355
Segmented operating profit . . .............. $ 6,407

General corporate expenses . ..............
IGlaTashaypengats e i )
Loss on foreign exchange .................
PR A s e e

Capital expenditures. ..................... $ 1,391

Depletion, depreciation, amortization and

provision for impairment. ................ $ 1,876

Industry and Geographic — 1982
(restated)

Revenue earned from outside the

Selizigelal At e e R $ 5,482
Segmented operating profit . . .............. $ 3,086

General corporate expenses ...............
friferest expatsasiy g st s i
Loss on foreign exchange .................
Loss on discontinued operation.............
eSS e e

Tdentifiable asseiats byt i s n e e $35,576
Capital expenditures . ..................... $ 1,226

Depletion, depreciation, amortization and

provision for impairment. . ............... $ 1,073

0Oil and Gas Drilling
Canada

U.s. Canada

1,929 5,932
(1,592) 43

3,799 4,130
130 85

2,608 424

2,187 3,830
(5,245) 190

13,647 4,471
970 80

6,381 253

Other
Canada

616
565

421
(18)

51

467
430

4,949
12

31

Consoli-

Us. dated

28 18,860
(28) 5,395

2,390

6,759

1,072
(421)

9,800
$ 4,405
122 45210

— 1,588

57 5,016

23 11,969
5 (1,534)

887
5,886
36
1217
(1,012)

5,924
$ 7,458
200 58843

— 2,298

18 1,162
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13. Related Party Transactions

None of the Directors or Officers or any shareholder of the Company, and no associate or affiliate of any of
them, has any material interest in any transaction which has materially affected or will materially affect the
Company, other than the following, or as otherwise disclosed in the Notes to Consolidated Financial Statements:

14.
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(@)

(b)

At December 31, 1983, Dalco Petroleumn Corporation (“Dalco”) owed the Company $684,000 (1982 —
$561,000). The receivable less a $525,000 provision for loss on collectibility has been included in other
assets (Note 4) pending a final resolution of the Chapter 11 bankruptcy proceedings of Dalco.

Of the 9,710,000 Class A Voting and Class B Non-voting Shares of the Company which Dalco presently
owns, an agaregate of 7,500,000 shares have been pledged as collateral with various secured lenders
including 5,500,000 shares which are held by the Company’s principal banker.

Pursuant to an agreement dated June 1, 1983, the Company acquired all of the issued and outstanding
share capital of Windermere Petroleum Ltd. (“Windermere"), a company controlled by a Director of the
Company. Total consideration given consisted of $150,000, being the issuance of 160,000 Class A Voting
Shares of the Company.

The transaction has been accounted for by the purchase method with the results of operations included
in the financial statements from the effective date of acquisition. The net assets acquired and their
assigned values are as follows:

ERict] SesolE AN e D00k VA e e N b B e i s i et i $177,000
I Tt T (0042 0] 0 U= =0 AT VRIS S5 S e v & b e e s G o e R S S P e ISR P 267,000
444,000

RIS DATIE o, oo et L o e s el 1 S T a vceis S 294,000
$150,000

In addition, the Company acquired certain property interests of Windermere Petroleum Inc. for a cash
consideration of $121,000. The purchase price of these transactions was determined from independent
engineering evaluations of the properties involved.

Remuneration of Directors and Officers

The aggregate remuneration paid or payable to directors and senior officers (as defined by the Companies
Act, Alberta, which term includes the five highest paid employees of the Company) during the period
amounted to $739,000 and $439,000 for the seven months ended December 31, 1982.
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