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¥ ESTGROWTH PETROLEUMS LTD.

Despite the devastating effects of the Federal Govern-
ment's National Energy Program and high interest rates,
Westgrowth maintained a respectable level of activity during
1981. The Company concentrated on development drilling
and optimizing its potential cash flow, resulting in a record
high success ratio of 84% and a 78% increase in production
revenue over 1980.

In Canada, Westgrowth participated in a total of 40 wells
of which 22 were cased as gaswells, 15 as oilwells and 3 were
abandoned. In the United States, 6 wells were cased as gas-
wells, 8 as oilwells and 7 were unsuccessful, for a total of 21
wells. The Company’s gross acreage position expanded to
include 417,682 acres (169,034 hectares) in Canada and 38,453
acres (15,562 hectares) in the United States. The equivalent
net land position in each country was 85,827 acres (34,734
hectares) and 18,274 acres (7,395 hectares), respectively.

The past year saw a dramatic rise in Corporate gas and
oil reserves primarily due to the highly successful development
of the Company's main property at Retlaw, Alberta, as well as
the exchange of common shares for asseis of two former
drilling funds and a joint venture exploration program. Both
gas and oil reserves more than doubled from 1981 levels to
23.9 billion cubic feet (674 million cubic meters)and 1,119,705
barrels( 178,034 cubic meters)in 1982. Estimated future netin-
come attributable to these reserves totals some $447,000,000,
and has a present worth of approximately $68,000,000 and
$50,000,000 using discount factors of 15% and 20%, respectively.
Daily production averaged 88 barrels (14 cubic meters) of oil
and 2.6 million cubic feet (73,260 cubic meters) of gas, and
for 1982 is forecast to rise to approximately 300 barrels (48
cubic meters) and 6.0 million cubic feet (169,000 cubic meters).

Financial results for 1981 reflect a significant increase
in production revenue to $2,329,000, compared to §1,350,841
the year before. This increase was offset, however, by a sharp
decline in management fees associated with the inability to
raise significant new drilling fund and joint venture exploration
capital in the negative financial climate precipitated by the
National Energy Program. Nevertheless, total revenues showed
a modest overall rise of 27% to $2,876,000. Interest charges on
accelerated capital expenditures and undrilled land inventory,
plus higher production expenses were significant factors in
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causing a threefold increase in total expenses over the previous
year and resulted in a netloss in earnings of $1,783,000. Cash
flow paralleled the decline in earnings, dropping from $919,000
in 1980 to a deficiency of $486,000 in 1981.

Notwithstanding a reasonable level of technical success
in the U.S.A., financial results and fund raising efforts to date
have been disappointing. Therefore, at this time Westgrowth
does not plan to expand its existing operation in Dallas, Texas.
During 1982, Management intends to concentrate the majority
ofits effortimproving and generating cash flow from its Canadian
properties by accelerating gas sales through various industrial
contracts and developing those projects which qualify for the
New Oil Reference Price determined by the National Energy
Program. This effort, which is forecast to triple oil and gas
revenue to over $7,500,000 in Canada, coupled with a proposed
$10,000,000 private equity placement and subsequent rights
offering to existing shareholders, will afford your Company
sufficient funds to continue exploration and development of
new oil and gas reserves.

In conclusion, 1981 was a year of tremendous frustration
and anxiety for not only Westgrowth, but the industry at large.
The financial hardships experienced by your Company have
befallen virtually everyone in the business, and they are the
direct result of the uninformed interference by two levels of
government into an otherwise vibrant and nationally beneficial
industry. Your Management and Board of Directors feel that
Westgrowth has taken the necessary adaptive measures which,
together with the continued Shareholder support and dedicated
efforts of our Staff, will ensure the Company's future.

Eric C. Gronberg
President, and Chief Executive Officer
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CANADA - Areas of Exploration Activity - 1981
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Alberta

Berland River

During 1981, Westgrowth participated in six wells in the
area, bringing to twelve the total number of wells drilled in the
past two years on this 73,120 acre (29,591 hectare) farmout
from Amoco Canada Ltd. Although the farmout obligations
have been satisfied by Westgrowth and its partners, it is impor-
tant to note that many townships still carry only one or two wells,
and the area is at best only sparsely explored. In Westgrowth's
program to date, 5 wells have been cased as gaswells, 2 as
oilwells, 4 as dual oil and gaswellsand 1 hole was abandoned.
Two oil zones have been established in the Cardium and
Gething formations. Of these, the Cardium appears to be the
more significant and widespread, and in four of the wells with
indicated Cardium oil potential, net pays range up to 29 feet
(9 meters). Daily production varies from 20- 50 barrels(3.2-7.9
cubic meters) which qualifies for the five year Provincial
royalty-free holiday and/or the New Oil Reference Price of ap-
proximately 545.00 per barrel ($283 per cubic meter).

Six different gas zones have been identified in the
Dunvegan, Peace River, Spirit River, Gething, Cadomin and
Nikanassin formations. Net pay in some of these sandstone
reservoirs reaches 36 feet (11 meters) and Westgrowth feels
that, in spite of the sparse well control, lateral continuity and
significant gas reserves can be demonstrated over large portions
of the undrilled acreage. The Company and its investors carry
a 20% working interest in this project before payout and 10%
thereafter.

Metric Conversions and Abbreviations
1 meter = 3.281 feet
1 cubic meter = 6.29 barrels (oil)

= 35.49 cubic feet (gas)

1 hectare = 2.471 acres

m? = cubic meter

108m?3 = million cubic meters
bbls. = barrels

mmecf = million cubic feet

Legend

% Gas well
* QOil well
< Dry hole
© Well location

] Acreage in which Westgrowth
has an interest
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Alberta

Retlaw

The Retlaw property continued to be the Company’s single
most active and successful project area. During 1981, West-
growth participated in 14 completions and no dry holes. Eight
of these were oilwells in the Glauconite formation, 4 were mult-
zone gaswells and 2 were multizone gas and oil wells with as
many as four productive zones per well.

Drilling commenced on the 7.5 sections of land acquired
from Petro-Canada in 1981, resulting in 2 oilwells and 6
multizone oil and/or gaswells. The oil production qualifies for
the New Oil Reference Price established by the National Energy
Program and the gaswells have been placed onstream by
virtue of an associated TransCanada PipeLine contract or one
of Westgrowth's industrial contracts. The 10-14-12-18 W4M
dual zone gaswell was perforated and flowed 4,118,000 cubic
feet (116,000 cubic meters) per day from 54 feet [ 16.5 meters)
of Glauconite net pay. The deeper Basal Quartz formation
gave 3,469,000 cubic feet (97,746 cubic meters) of gas per
day on drillstem test from an additional 5 feet (1.5 meters) of

net pay.

Other prolific wells drilled on these lands include the
12-15-12-18 W4M and 8-16-12-18 W4M wells, each of which
have indicated pay in three zones. Although both wells are
capable of producing in excess of 200 barrels (32 cubic
meters) of oil per day from the Basal Quartz interval, they are
government regulated as to allowable producing rates and
presently average only 78 barrels [ 12.4 cubic meters) per day
from net pays in the 6 foot (1.8 meters) to 13 foot (4.0 meters)
range. Significant development drilling potential remains on
this acreage in which Westgrowth presently owns an average
66.1% working interest.

Furthermore, enhanced recovery engineering studies
of the Glauconite formation suggest that a minimum of 30% of
the oil reserves in place can be recovered by injecting carbon
dioxide [CO,) into the reservoir. Incremental oil produced
through such a tertiary recovery scheme (beyond the cumulative
primary and secondary recovery estimates of 18%) also qualifies
for the New Oil Reference Price and significantly improves the
economics of developing this oil pool.

Additional wells of special interest drilled during 1981
include 5-24-12-18 W4M and 9-26-12-18 W4M. The 5-24 well
flowed 3,656,000 cubic feet (103,000 cubic meters) of gas
per day through perforations in 37 feet (11.3 meters) of
Glauconite net pay. The well also carries 3.3 feet (1.0 meter) of
Bow Island net pay which gave gas to surface at a rate of
4,419,000 cubic feet (124,514 cubic meters) per day on drillstem
test. Westgrowth corporately owns a 21.4% share of this well.
The 9-26 oilwell, in which the Company has the same working
interest, also produces from the Glauconite formation and
was production tested at 222 barrels (35.3 cubic meters) per
day from 14 feet (4.3 meters) of net pay.

In the general Retlaw area, Westgrowth's land position
has expanded to a total of 22,880 gross acres (9,259 hectares)
or 10,006 net acres (4,049 hectares).
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In the Pine/Shining Bank area of west central Alberta
Westgrowth continued to expand its acreage position to the
extent that the Company presently has various working interests
ranging from 4.8% to 40% in 36.5 sections of land (4.8 net
sections). During 1981 awellin 11-3-56-17 W5M was completed
as a Second Specks formation oilwell and Gething formation
gaswell. The Second Specks zone is presently pumping oil at
an average rate of approximately 40 barrels (6.4 cubic meters)
per day, which qualifies for the New Qil Reference Price of
approximately $45.00 per barrel. The Gething zone carries 31
feet (9.5 meters) of net gas pay which gave gas to surface at a
rate of 644,000 cubic feet (18,146 cubic meters) per day on
drillstern test.

The 4-6-57-18 W5M well was completed as a potential
Gething gaswell with a total of 18 feet (5.5 meters) of net pay in
two zones. During flow tests the lower zone flowed 95,500
cubic feet (2,691 cubic meters) of gas per day, which is antici-
pated to substantially improve following fracture stimulation.

To date, the 10-12-57-19 W5M well drilled in 1980 remains
the best gaswell in which Westgrowth has participated, with
an indicated 25 billion cubic feet (704 million cubic melers)
of proven plus probable sales gas from 55 feet ( 16.8 meters) of

net pay.




Alberta
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Crossfield

In the Crossfield area Westgrowth and its investors have
various working interests ranging from 16.7% to 33.3% in 6
sections of land. Two wells have been drilled on this property
in the past two years resulting in a Second Specks zone oilwell
in 15-35-26-2 W5M and a Viking formation gaswell in 1-19-26-1
W5M. The 15-35 well was completed for an initial producing
rate of over 400 barrels (63.6 cubic meters) per day but is
presently restricted to 36.5 barrels (5.8 cubic meters) per day
by government allowable regulations. Westgrowth and its
investment partners have a 25% working interest in this well.

The 1-19 Viking gaswell has been assigned 21 feet (6.4
meters) of net pay which flowed gas at a rate of 1,209,000
cubic feet (34,066 cubic meters) per day. Two potential
development locations to this discovery exist on Westgrowth's
acreage. The Company and its investors have a 33.3% working
interest in this well before payout and 16.7% thereafter.
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Ante Creek

In the Ante Creek area of west central Alberta, Westgrowth
and its investors have acquired an average 25% working
interest in 7,200 acres (2,914 hectares) during the past three
years. In 1981, the Company participated in a successful
Dunvegan formation gaswell in 2-29-65-23 W5M which
drillstem tested gas at a rate of 1,071,000 cubic feet (30,178
cubic meters) per day from 8 feet (2.4 meters) of net pay. This
well appears to be in a gas cap to an oil pool indicated by the
older shutin well in 10-21-65-23 W5M, one half mile to the
south, which had an initial producing rate of 200 barrels
(31.8 cubic meters) of oil per day.

Subsurface mapping suggests the potential for signifi-
cant oil reserves underlying Westgrowth et al's acreage which
would qualify for the New Oil Reference Price as determined
by the National Energy Program.




British Columbia
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Helmet

In the Helmet area of northeastern British Columbia,
Westgrowth and its investors have earned or acquired an
average 61.5% working interestin 6,528 acres (2,642 hectares)
of land. During 1981, three wells were completed as Jean
Marie formation gaswells, atleast two of which are expected to
be onstream in 1983.

The a-32-C/94-P-7 well, in which Westgrowth and its
investors have an 80% working interest before payoutand 40%
after payout, has 43 feet (13 meters) of net gas pay which was
production tested at a rate of 556,000 cubic feet (15,666 cubic
meters) per day. At d-62-C/94-P-7, 30 feet (9 meters) of net pay
gave 640,000 cubic feet (18,033 cubic meters) of gas per day
on production test. Westgrowth et al have a 52.5% working
interest in this well before payout and 26.25% thereafter. Flow
rates on both wells are expected to improve substantially
following acid stimulation treatments.

Although the ¢-61-C well was not production tested, it
has been assigned 44 feet( 13.4 meters] of net pay based upon
analagous electric log characteristics to the aforementioned
gaswells. Westgrowth and its investment partners will relain a
45.9% working interest in this well after payout.

Reserves and Future Net Income Evaluation to January 1, 1982 (1, 2, 3)

Qil Gas Estimated Future Net Income (S000’s]) (4)
bbls. mmcf
(m?) (108m3) Undiscounted 12% 15% 20%
Proven:
Canada 553,800 18,696 $267,946 563,208 §51,415 538,948
(88,055) (527)
US.A. 17,090 314 1,282 907 846 762
(2.717) (9)
Probable:
Canada 545,300 4,914 178,071 21,852 15,932 10,198
(86,703) (138)
US.A. 3.515 Nil 129 96 91 83
(559)
TOTAL 1,118,705 23,924 5447,428 $86,063 568,284 $49,991
(178,034) (674)

1. Canadian properties evaluated by Kloepfer, Coles, Nikiforuk, Pennel Associates Ltd. and M & D Petroleumn Consultants Lid. United States properties evaluated by

Calhoun Engineering Inc.
2. Reserve values are net of all royalties and windfall profit tax.

3. Westgrowth carries non reserve acreage independently valued at $6,963,710. Uniled States non reserve acreage was not evaluated.

4. Expressed in Canadian dollars and employing a 17% exchange rate on US. values.




UNITED STATES - Areas of Exploration Activity - 1981
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United States
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Seabourne Creek - Fort Bend County, Texas

Westgrowth participated in three development wells on
this property during 1981, two of which were completed as
gaswells and one was abandoned. The Robinowitz #1 was
completed as a triple zone Frio gaswell with a total of 13 feet
(4 meters) of net pay, and gas flows ranging from 195,000 to
405,000 cubic feet (5,495 to 11,412 cubic meters) per day.
The Robinowitz #2 was production tested at 1,033,000 cubic
feet(29,107 cubic meters) per day from a single Frio sand with
16 feet (5 meters) of net pay. Both wells are expected to be
onstream by mid 1982. This property, in which Westgrowth
has a 7.5% corporate interest, now includes a total of 1,765
acres (715 hectares) and three productive wells.
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Choctaw - Oklahoma County, Oklahoma

Westgrowth and its investors participated as to a 50%
working interest in a successful Misener oilwell drilled on this
prospect. The Wyskup #1-38 is currently pumping 40 barrels
(6.4 cubic meters) per day from approximately 8 feet (2 meters)
of net pay and, subject to obtaining satisfactory producing
history, several offset locations could be drilled.




Operations meeting with Canadian Managers. Left to right:
Eric C. Gronberg, (President), Ernest G. Sapieha, (Finance),
Louis A. Sanche, (Exploration), James N. McIndoe, (Land), and
John W Stephure, (Production).

Reviewing United States properties with Dallas division staff.
Left to right: Richard D. Hoffman, (Land Manager, Dallas),
J. Leslie Watson, {Vice President, Exploration, Calgary), James
L. Pardee, (Chief Engineer, Dallas), and Richard A. Bonnett,
(Treasurer, Calgary).




Consolidated Balance Sheet

December 31, 1981
Westgrowth Petroleums Ltd.

Assets 1981 1980
Current assets:
Accounts receivable (NOE 6] .« v vt v v a5 oas dlos sianis ris st v haie tibe s s i s § 2,694,000 S 6,768,000
Petroleum incentive payments receivable .. ... 460,000 =
Due from limited partnerships . . .« ..ot oot it sion s vas st casisius sasn e e e 403,000 1,621,000
NoteTeceivable (NOteI3] « « o vior v s v soame srunn o vine risss simisce »iein simis o fosss savin @ pinse rive diaie s oo 250,000 -
INIVETIIOTY -i- = = oieere) whepe coms ol <GasS 000 3aa s SEall S35 5 sl FiaWE el MR WITRsE 000 ot R $E3HS smedar ol 112,000 19,000
Propiaid @XPENISES .« < o e siets s <oiis suass watste siain sinss s ooss suis § vinn mies Sm s osie mies s vl B 69,000 B
3,988,000 8,408,000
Property, plant and equipment (Note 5) .. .. ...t 24,190,000 6,496,000
Othieriassots [INOIEIA) s o < sl sieis 5 i s v @) las Sebe + iats 2451s 500 = ke SaTa S Sie als o sia o winar o 90,000 279,000
§28,268,000 515,183,000
Liabilities
Current liabilities:
Ouistanding cheques less cash iNBANK: - o: s v vy i evsre sistans sune svsinis s wiwre s s o $ 2,186,000 S 510,000
Bank demand LOan . . . . oot e e 13,121,000 1,432,000
ACCOUNE DAVADLE 5o sim = e e watas i S0 § 60 St arele Shors Srets SEefera: s3a sYots o smeie sfs e o 2,379,000 6,989,000
Due to limited partnerships . . . ... ..o 70,000 666,000
Deferred management fee TEVENUE . : : .« .5 e viw cunsas ses wsies siam cie & aiais el wae e s - 185,000
17,756,000 9,782,000
Advances on natural gas sales contracts (Note 7] .. ......... ... ... i 379,000 235,000
10% Subordinate Convertible Debentures (Note 8] . ............. .. ... . ... 2,000,000 2,000,000
Shareholders’ equity:
Share Capital (Note 9)
Prefarmad SHATES v = s 5 sios Sk o st S SRHE T Erat Siits «aie st § TS e Gel B IR SR B s slok & 669,000 783,000
COMINION SHATES « . . vttt et et e et e e e e e e e e 9,801,000 2,862,000
10,470,000 3,645,000
DEAICI oo o = S S0 S Sens DR & s ST © W S WSS SR SHATIS SUSE SUE B WaBs S § WSS eteds ey 2,337,000 479,000
8,133,000 3,166,000
$28,268,000 515,183,000
Commitment (Note 14)
On behalf of the Board: Direw /

See accompanying notes.
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Consolidated Statement of Earnings
Year ended December 31, 1981
Westgrowth Petroleums Lid.

1981 1980
Revenue:
Sale of petroleum and natural gas, net of royalties ... . ............ ... .. ... . §2,329,000 51,351,000
Management fees based upon capital contributions of joint interest participants ... ... ..., 346,000 895,000
TEHETEBE e 33is 50t 5538 e monios some v snove ot miscs st 6557 & 206 oty 008§ Ee s o o 201,000 15,000
2,876,000 2,261,000
Expenses:
PIOQUBTIONE o s wcme cunc 2t w5 G5 651 Sain o wunin s s % ims Powcs ek ass s5avs Skt S e i 1,035,000 398,000
Petroleurn and natural gasrevenue ax....................._ ... ... .. 119,000 =
General and administrative .................... .. ... ... .. ... ... ... 980,000 539,000
Commissions . . ... 74,000 164,000
Interestondebentures . ................. .. 200,000 83,000
Intercat:on DambEloans .. « s sien s G35 00 L300 K60 it nmmn 2o s o oo st oo s 1,557,000 263,000
DEPICEOTE o 5 5015 5505 s0ur 2001 2 tomm soree svvses vicos sincs o avses siws wie 3 505 56 £ & S Fa & ois o or 804,000 164,000
DICPTECIATOING oo o v wons st w55 G555 B0 BT Bfa.s meost st s 35um. mores macmey arovs somoe o8 5-een 493,000 247,000
5,262,000 1,858,000
(Loss) earnings before income taxes and extraordinaryitems. . .. ......... .. ... ... .. ... .. (2,386,000) 103,000
Income taxes (recovery), net of provincial royalty tax credit (Note 10)...................... (272,000) 68,000
(Loss) earnings before extraordinaryitems . . .. ......... ... ... ... ... ... ... . ... .. .. (2,114,000) 335,000
Extraordinary items:
Gain on sale of marketable securities (net of deferred income taxes of $106,000) ....... .. .. 331,000 =
Tax benefits of prior years' 1osses . . . .................. o - 173,000
Net(loss)earnings (Note 11). .. ... .. .. . . . §(1,783,000) s 508,000
See accompanying notes.
Consolidated Statement of Deficit
Year ended December 31, 1981
Westgrowth Petroleums Ltd.
1981 1980
Deficit, begINNing OFYEAT . .. s vvw sum 5 s il 5505 50505 595 510le 210 » sunss s1ess susme o <ioss siocs sieiere $ 479,000 5902,000
Add: -
Dividends on preferred shares . .......... .. ... . . . . 75,000 85,000
554,000 987,000
Add (deduct):
Netloss [earMINGS) -w= «u ; cum 9 5 555 500 ¥ 555 55 5.5 5 sitor somms summe o seun s sesis o sosrs sese o mie o 1,783,000 (508,000)
Deficit, end OF YRAT s & o ¢ vun o o ais S5m0 2955 0 T80 S 555 G55 B st m mere sars oo e et et $2,337,000 S 479,000

See accompanying notes.




Consolidated Statement of Changes in Financial Position

Year ended December 31, 1981

Westgrowth Petroleums Lid.
1981 1980
Funds provided:
PO OORTAUORS < imes = i sass o1 oo sinsn = pv s s sisks 5 nonth S50 8 F578 S0 B g S0 S0 wl s - 919,000
Proceeds on sale of marketable securities .. ... . ... .o 493,000 -
Proceeds on issue of debentures . . . . ..ottt - 2,000,000
Proceeds on issue of COMIMON Shares . . . ..o ittt i e 144,000 557,000
Advance on natural gas $ales CONIACES . . . . ...« ..vvvvtvnn e it 144,000 175,000
Property, plant and equipment transferred to limited partnerships..................... = 548,000
BT BSSEIS « « o« o et vt e et e e e e e e e e e 9,000 -
790,000 4,199,000
Funds applied:
TOODPOIALORS.. . 1 o urc e - w55 Hala & 0 3 53 $155 § S8 St @ Bt Soaih s 4 Fian S 8 TR S RS e $ 923,000 =
Property, plant and eQUIPMENt . ... ... o.ouiuiuiuirira et 18,991,000 5,422,000
Less issue of common shares for property, plant and equipment. . ................... (6,681,000) -
12,310,000 5,422,000
Preferred share dividends . . ... oot ot e 75,000 85,000
Reclassification of accountreceivable . . ... ... . (124,000) 124,000
13,184,000 5,631,000
Working capital deficiency:
TTICTEHSE IEYRHT . = suvs v s veria aiorn wivie s miae sxtas a1 savis wjose o oiel & 5ot Fials = 900 WG 2 S0 Sl o 4 it 12,322,000 1,432,000
BeginmiligiOfFBaE, . , - o555 6 4 o 35 § w5 s it & (9000 wimh vt = sela aany 0 e wimdy ke 4 s Aikin o o 1,374,000 (58,000)
BRI UDENEET i v <l 7t 5 % S50 8 HBGE o5 G1a% ' Sl SHE0% 30 AGRIR Soch M7 v SR SRS N wesh SRS WAL mann $13,768,000 §1,374,000

See accompanying notes.

Notes to Consolidated Financial Statements

Year ended December 31, 1981
Westgrowth Petroleums Ltd.

1.  Summary of significant accounting policies:
a) Principles of consolidation:

The consolidated financial statements include the
accounts of Westgrowth Petroleums Lid. (the Company) and
its wholly owned subsidiary, Westgrowth Petroleums, Inc.

b) Inventory:

The Company's inventory is valued at lower of the cost
and net realizable value.

c) Full cost method of accounting:

The Company follows the full cost method of accounting
for exploration and development expenditures, whereby all
costs relating to the exploration for and the development of
petroleum and natural gas reserves in North America are
capitalized in one cost centre. Such costs include those related
to lease acquisition, geological and geophysical activities,
costs of drilling productive and non-productive wells and
overhead charges related to exploration activites.

Depletion of petroleum and natural gas properties is
calculated on the unit of production method based upon
estimated proven reserves as determined by independent
engineers.

Depreciation is calculated on a declining balance basis
at a rate of 10% for production equipment and 20% for other
equipment.

d) Joint interest operations:

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

e) Foreign currency translation:

The foreign currency accounts of the Company and its
United States subsidiary are translated to Canadian dollars
as follows:

Current assets and current liabilities at the rate of ex-
change prevailing at the end of the year;

Other assets and liabilities at the rate of exchange in
effect on the dates the assets were acquired or the obli-
gations were incurred;

Revenue and expenses at the average rate of exchange
in effect during the year with the exception of depletion
and depreciation, which reflect the rate in effect when
the related assets were acquired.
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All gains and losses arising from foreign currency translation
are included in the determination of net earnings.

2. Change of accounting policy:

Effective January 1, 1981 the Company retroactively
adopted a North American cost center policy regarding capi-
talization and depletion. The effect of the application of this
policy for the year ended December 31, 1981 was to reduce
depletion by 2,159,000 and to reduce the loss before extra-
ordinary items and the net loss for the year by the same
amount. The effect of the change of accounting policy prior to
1981 is not material.

3: Note receivable:

The note receivable due May 14, 1982 from a related
party is without interest and collaterally secured.

4. Other assets:

Other assets consist of the following:

1981 1980
Promissorynotes . .. ......... .. §70,000 s 72,000
Drilling deposits ... . ........... 20,000 28,000
Account receivables ., ... ... .. .. - 124,000
Marketable securities, at cost . . . . . - 55,000

590,000 279,000

The promissory notes, which bear interest at 10% per
annum, are due in June 1984 and represent funds advanced
to officers and directors for the purpose of acquiring shares of
the Company. The shares are pledged as collateral security for
the notes.

5. Property, plant and equipment:

Accumulated 1980
Depletion and Net Book Net Book
Cost Depreciation Value Value
Petroleum and
natural gas
properties. ... ... §21,328,000 §1,263,000 $20,065,000 $5,096,000
Plant and
equipment. . ... 4,987,000 862,000 4,125,000 1,400,000
$26,315,000 52,125,000 $24,190,000 56,496,000

Petroleum and natural gas properties include $300,000
(1980-5177,000) of capitalized general and administration
expenses relating to 1981 exploration activities.

6. Bank demand loan:

The bank demand loan represents an operating line of
credit which bears interest at %% above the Canadian bank's
prime lending rate.

The loan is secured by certain Canadian petroleum and
natural gas properties and by a general assignment of accounts
receivable.

7. Advances on natural gas sales contracts:

The deferred production revenue represents prepayment
ofannual contracted gas volumes not taken by the purchaser.
The prepayment will be reported as revenue upon subse-
quent future delivery of the gas volumes.

8. 10% Subordinate Convertible Debentures:

The debentures bear interest of 10% per annum on the
principal amount of 2,000,000 maturing July 31, 1985. The
debentures are convertible into common shares at the rate of
$5.00 per share to July 29, 1982 and $6.00 per share thereafter,

The debentures are redeemable at the sole option of the
Company after July 31, 1981 if the average closing stock ex-
change price of the common shares of the Company during
30 consecutive trading days subsequent to that date was not
less than one dollar above the conversion rate applicable
during that period.

51,200,000 of the issued debentures are held by The
Resource Service Group Ltd., a major corporate shareholder
and related party.

9.  Share capital:
a) Authorized:

i) Preferred:
- 6,000,000 first convertible preferred shares with a
par value of 55.00 each,
- 126,500 cumulative redeemable convertible shares
of' $10.00 par value each, having an annual dividend
rate of S1.00 per share.

ii) Common:
- 25,000,000 shares of no par value.

b] Issued:
i) Preferred shares:

Shares Consideration

Balance, December 31, 1980, ... ... ... ... 78.250 5783,000
On conversion © common shares .. .. .......... 11,375 114,000
Balance, December 31,1981 ... ......... . . .. 66,875 5669,000

The preferred shares are convertible to twenty common
shares for each preferred share outstanding.

ii) Common shares:

Shares Consideration
Balance, December 31, 1980 ... .. .. ... .. .. 4,005,208 52,862,000
On exercise of warranis.................... 8,100 4,000
On exercise ofoptions ... ............... ... 80,000 140,000
On conversion of preferred shares . ... .. ... 227,500 114,000
For purchase of property, plant and
equipment ... 2,226,288 6,681,000
Balance, December 31,1981 . ... ... .. .. 6,547,096 59,801,000
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Based on an independent evaluation the directors of the
Company placed a value of $6,681,000 on the property, plant
and equipment acquired from a subsidiary company of the
major shareholder and certain limited partnerships of which
the company was general partner.

At December 31, 1981, the Company has reserved
common shares for issue as follows:

1981 1980

On the conversion of debentures ... ...............ooovunn 400,000 400,000
On the conversion of preferred shares...................... 1337500 1565000
On the exercise of share purchase warrants:
- issued to the directors of a company, one of whom is a director
of the Company exercisable at .70 per share (1980 - $.60)
and escalating by .10 per share each year to date of expira-
tion, December: 311 983 v el e s et s 200,000 200,000
- issued to senior officers, exercisable at 5,50 per share, expiring
December 31, 1982 . e e 163,900 172,000
- issued to the major sharehuldu pursuam m _]oml vemune
agreement, exercisable at 51.75 pershare. ... ............. - 80,000
- On the exercise orop1iuns granted olficers and employees:
- exercisable al prices between $1.49 and 51.70 per share
expiring in 1985. One-quarter of the options qranled become
exercisable in any one year. . e 320,000 -
- exercisable at prices between Sl 8 5 and 54 Dd per sharc
expiring in 1984 s A e e el - 235,000

2,421,400 2,652,000

Subsequent to year-end, the preferred shares were converted
to common shares.

10. Income taxes:

Included in income tax is the Alberta Royalty Tax Credit
of $166,000 (1980 - $105,000).

The Company has available an excess of tax values over
related net book value of fixed assets in the amount of
$286,000. This amount will be available to reduce future years'
income for Canadian tax purposes, the tax effect of which has
not been recognized in the financial statements.

Assets in the amount of 6,381,000 are not available as
deductions from future Canadian taxable income.
11. Earnings per share:

Basic Fully diluted
1981 1980 1980

(Loss) earnings per share before
extraordinary items........ $§(47) .07 .06
Net (loss) earnings per share. .. $(.40] .11 10

Earnings per share are calculated on the weighted daily
average number of shares outstanding during the year.

The conversion of debentures and preferred shares and
the exercise of warrants and options would be anti-dilutive
in 1981.

12. Segmented information:

The Company’s principal activity is the exploration for
and development of petroleum and natural gas reserves. The
following information relates to the Company’s operations in
Canada and the United States.

1981
Canada USA. Total

Revenue, netofroyalties, ................. 5 2,592,000 s 284,000 s 2,876,000
Segment operaling earnings llose-] before

the undernoted items . . . .. .. .... § 517,000 s (457,000) S 60,000
General and administrative . . ............. 689,000
Interestondebentures. . ................. 200,000
Interestonbankloans. ................... 1,557,000
Loss before income laxes and

extraordinary items ... ................. 2,386,000
Income taxes, net of provincial

rovaliy 1ax credit. ... ooenamapamaismmeas [272,000)
Loss before extraordinary items ............ 2,114,000
Extraordinary items -

Gain on sale of investment. ............. 331,000

MNETIOBE: oo s o vawsoamres orics siam s S 1,783,000

Praperty, plant and equipment . . .. ........ 518,690,000 55,500,000 524,190,000
Other identifiable assets .. ................ 3,722,000 428,000 4,150,000
522,412,000 $§5928,000 $28,340,000

1980
Canada USA Total
Revenue, netofroyalties . .. ............... $ 2,073,000 S 188,000 $ 2,261,000
Segment operating earnings [loss) before
the undernoted items . . . .. .. e S 1,008,000 s (23,0000 $ 985000
General and administrative. . .. ........... 499,000
Interest on debentures. ... ............... 83,000
583,000
Earnings before income taxes and
extraordinaryitems.................... 403,000
Income taxes, net of provincial
royalty taxcredit . .. ................... 68,000
Earnings before extraordinary items ... . ... 335,000
Extraordinary itlems -
tax benelfit of prior years'losses . . . ....... 173,000
Netearnings...................... s 508,000
Property, plant and equipment. . . ......... $ 4,948,000 51,548,000 S 6,496,000

Other identifiableassets . . ................ 8,073,000 614,000 8,687,000

513,021,000 52,162,000 515,183,000

13. Related party transactions:

During the year, the Company carried out transactions
with certain related parties:

The Company paid commissions in the amount of
$60,000 for professional services to a company, whose Chair-
man is a director of the Company.

Subsidiaries of the major shareholder have participated
on a joint venture basis in the Company’s exploration and
development programs. Terms of the joint ventures are con-
sidered comparable to similar transactions with non-related
parties.
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During the year a company controlled by a director of
the Company:

1) purchased from third parties 34% of the outstanding
shares of Mid-Can Exploration Ltd. and on the same
terms

2) purchased from the Company its 13% investment in
Mid-Can Exploration Ltd.

14. Commitment:

The Company has entered into a ten year lease agreement
for office space effective December 1, 1981. The Company's
minimum share of the aggregate payments is $3,440,000
comprised of gross payments of $4,475,000 less amounts to
be paid by sublessors of $1,035,000. The minimum payments
required in the next five years are as follows:

1982 S 147,000
1983 182,000
1984 182,000
1985 286,000
1986 256,000
TOTAL 51,053,000

Auditors’ Report to the Shareholders

We have examined the consolidated balance sheet of
Westgrowth Petroleums Ltd. as at December 31, 1981 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 consolidated financial statements
present fairly the financial position of the company as at
December 31, 1981 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 change in
accounting policy as explained in Note 2 to these financial
statemnents, on a basis consistent with that of the preceding year.

o) M kb g

Peat, Marwick, Mitchell & Co.
Chartered Accountants

Calgary, Canada
March 23, 1982

Construction of the central battery facility at Retlaw;, Alberta
which will improve oil production and reduce operating costs.
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