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Report to Shareholders

During the last four years Ulster has
raised in excess of 25 million dollars in
new equity capital and has successfully
invested these funds in its exploration
and development programs. As a direct
result of these activities Ulster now has
proven plus probable reserves of 2.8
million barrels of oil and 19.9 Bef of
natural gas, and a 26% average working
interest in 364,000 gross acres of
prospective mineral rights in Western
Canada.

More importantly, however, the
annual net future revenues which

will be generated by these reserves will
be sufficient to finance the

Company'’s forecast levels of

future exploration activity.
Accordingly, Ulster does not propose,
nor will it need to raise any

additional equity capital in the
foreseeable future.

Ulster participated in the drilling of
twenty-five oil wells in 1983 and an
additional 15 in the first quarter of 1984.
Once these wells have been tied into
permanent production facilities, the
Company’s daily oil production will
exceed 400 barrels per day, compared to
a 1983 average of 138 barrels per day
and a 1982 average of 75 barrels per
day. Natural gas sales on the other hand
declined 35% in 1983 due to a
combination of contract cutbacks and
the lack of new markets. We are
cautiously optimistic, however, that
1984°s natural gas sales will mark the
start of a modest but steadily improving
trend.

This combination of rapidly increasing
oil production and stable gas sales will
result in a significant increase in both
net production revenues and corporate
cash flows for 1984.

Ulster’s capital budget for 1984 has been
set at $5,000,000 with the majority of
these funds allocated for the drilling of
approximately 35 development wells
and 15 exploratory wells in Alberta.
These expenditures will be financed
from existing working capital and 1984
cash flows from operations.

As at December 31, 1983 Ulster did not
have any long-term debts, accordingly
our available lines of credit, totalling
approximately 10 million dollars, will
be retained for selected production
investments and short-term working
capital requirements.

Much has been written and said about
the geological prospects and potential
of the Beaufort Sea in recent months,
Since only time can prove the wisdom
or folly of these statements it is
important that the shareholders of
Ulster are able to put these differing
points of view into their proper context
relative to our Company.

Yes — Ulster does have an interest in
1.6 million gross acres of
Beaufort Sea Exploration
Rights.

Yes — the Natiak O-44 well is located
on Ulster’s lands (1.25% working
interest after earning). This well
will be re-entered this summer
and drilled to its total projected
depth of 16,000 feet at no cost
to Ulster.

Yes — Gulf proposes to spud a well on
Ulster’s lands (3.385% working
interest) in January 1985.

It should be noted, however, that
Ulster’s Beaufort Sea holdings
represent less than 1% of the
Company’s oil and gas assets and
account for less than 1% of our
annual exploration budget. This
should not be construed as a lack of
confidence in the long-term
prospects of the Beaufort Sea

(since quite the contrary is true) but
rather is a reflection of the
dramatic growth and diversification
of Ulster.

In closing, I would like to thank our
staff for their dedication and confidence
in the future of our Company. This
support has enabled us to deal effectively
with the challenges of today and

prepare for the prospects of tomorrow.

ON BEHALF OF THE BOARD OF
DIRECTORS

Donne C. Traxel
President
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Exploration and Development Activity

Although Ulster only participated in the
drilling of one well (an oil discovery in
the Sawn Lake area of Alberta) during
the first quarter of 1983, drilling activity
accelerated quickly during the

following months with the result that
Ulster concluded the year having
participated in the drilling of a total of 41
wells (the second highest number in the
Company’s history). This momentum has
carried through to 1984 as evidenced by
the drilling of 20 wells during the first
quarter of the year.

Summary of Wells Drilled
1983 1982
EXPLORATORY
Ol 6 4
Gas e 2 2
DY - e R 9 3
Foralls it 17 9
Average Working
Interests - 1 ..(27.8%) (35.8%)
DEVELOPMENT
OIR s s 19 6
GAS iR S 1 —
Seryicesil ot 4 1
Diye s — 2
Totalim a i 24 9
Average Working
Interest 2= it (10.5%) (14.1%)

Ulster’s exploration expenditures for the
year ended December 31, 1983 totalled
$5,568,000, net of incentives recovered.
These funds were allocated as follows:

® 30% increasing Ulster’s working
interest in certain of its producing
properties (Loon, Wainwright and
Sedalia);

® |5% purchasing for future exploration
an average 25.8% working interest in
18,283 gross acres of prospective
mineral rights at Alberta and
Saskatchewan Crown land sales.

® 8% shooting approximately 200 kms
of new seismic data.

® 5% on geological and geophysical
overhead expenses capitalized.

® 42% on the Company’s drilling
activities.

The Company’s major exploration and
development activities are summarized
below.

GOLDEN/RED EARTH

The Golden/Red Earth area

continues to be one of the most active
and exciting areas of exploration

activity in Alberta with the recently
announced oil discoveries at Sawn and
the successful drilling activity in both the
Otter and Slave Pools being the most
widely reported.

As one of the major land holders
(104,690 gross and 27,067 net acres) in
this play, Ulster is in the enviable
position of being able to not only
capitalize on its own drilling successes
(Loon, Nancy, Ogston) but also those
of a large number of other companies
who have drilled or have plans to drill
on offsetting acreage. Since the majority
of Ulster’s land holdings have expiry
dates in the late 1980’s and since the
majority of this area is only accessable
during the short winter drilling season,
Ulster is pursuing an exploration
strategy which will provide for a balance
between our long-term exploration and
our short-term development goals.
Simply stated, it is sometimes more
prudent to follow in the footsteps of
others rather than blaze a new trail by
yourself — fortunately Ulster is already
well represented in this area and as
such has time on its side.

During the 1983-4 winter drilling
season Ulster participated in the drilling
of nine wells and the shooting of
approximately 200 km of new seismic
data in the Golden/Red Earth

area. The results of these activities are
detailed below.

Ulster concentrated its drilling efforts in
the LOON AREA in 1983 due to the
encouraging drilling results obtained in
prior years and the year round
accessibility of our lands. Ulster
successfully completed three additional
oil wells on this block to increase our
total number of producing wells to six
(53.6% average working interest) and our
average daily oil production to 120
barrels per day.
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Ulster and its partners plan to drill a
minimum of three additional offset
locations on these lands after
spring break-up in 1984.

Ulster has 17.5% average working
interest in 23,040 gross acres in the
immediate area of the recently
announced SAWN LAKE discoveries
and drilling activities. Ulster is,
however, cautiously proceeding with its
own exploration activities until more
information can be obtained on recent
third party discoveries and this general
area becomes more readily accessible.

During the 1983-4 winter drilling
season Ulster did have an interest in two
exploratory wells (one of which was
drilled at no cost to the Company) and
the shooting of over 90 km of new

seismic data in the SAWN LAKE
AREA. Although neither of these wells
was successful, they did provide
additional geological data on this
sparsely explored area and will allow us
to hold our lands for an additional five
year term.

An extended production test on our
Nancy 6-30-90-13 W5M discovery well
was conducted during the first quarter
of 1984 and yielded encouraging results.
Accordingly, Ulster and its partners
propose to drill the first of a number of
potential offsets on this prospect during
the 1984-5 winter drilling season.

Ulster participated in the drilling of two
exploratory wells in the SLAVE AREA
to earn a 10% working interest in 5,120
acre block of leases. One of these wells

has been completed in the Slave Point
formation and is currently on production
test while the second well was dry and
abandoned. Additional drilling will be
undertaken this summer if the foregoing
test results are favourable.

An all weather road is being constructed
by a third party through a portion of
Ulster’s land holdings in the OGSTON
AREA. Upon completion of this road.
Ulster expects to follow-up on the
indicated development potential of its
offsetting lands.
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WAINWRIGHT

The WAINWRIGHT AREA in east
central Alberta continues to be one of
the Company’s major centers for both oil
and gas production revenues as well as
developmental drilling activity. During
1983, twenty-one additional oil and
injection wells were drilled on Ulster’s
lands. These wells, together with an
additional twelve wells drilled in the first
quarter of 1984, are now being
completed and tied into permanent
production facilities. Once this work

has been completed Ulster’s share of oil
production from this area should exceed
175 barrels per day.

Further developmental drilling activity
is scheduled on the offsetting acreage
controlled by Ulster and its partners
once the current phase of development
has been completed and the production
results fully evaluated.

T45

WAINWRIGHT

4 I uLsTER ACREAGE

| | |

OTHER EXPLORATION
ACTIVITY

Ulster participated (25% working interest)
in the drilling of two exploratory wells in
the PROVOST AREA of Alberta in
November of 1983, One of these wells
was cased as a potential gas well and the
second well was completed as a 50
barrel/day oil well in the Cummings
Formation early in 1984. Two immediate
offset locations are scheduled for drilling
after break-up.

In southern Saskatchewan, Ulster
participated (23% average working
interest) in the drilling of four successful
oil wells in the NEPTUNE AREA.
These wells are currently on production
at an average daily production rate of 25
barrels of oil per well. Additional
follow-up drilling is planned on the
Company’s lands after spring break-up.

During 1983 Ulster acquired a 32%
average working interest in 1,600 acres
offsetting the BENCH FIELD in
Southwestern Saskatchewan. One well
has already been drilled on these lands
and an additional three have been
scheduled for drilling later this year.

In November 1983, Ulster put two of its
wells (50% working interest until payout)
in the SEDALIA AREA of southern
Alberta onto production at a daily rate of
1,250,000 mcf per day. Ulster has an
average 30% working interest in 7,680
acres of offsetting lands which can also
be developed as natural gas markets
improve.
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LAND HOLDINGS
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BEAUFORT SEA
LAND HOLDINGS
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As indicated on the above map, Ulster
has an interest in approximately
1,600,000 gross acres (144,000 net
acres) of exploration rights in the
Beaufort Sea. These lands have all been
included in Federal Exploration
Agreements and as such will be subject
to varying degrees of exploration activity
during the next five years.

Dome spudded the NATIAK O-44 well
on a portion of Ulster’s acreage in the
summer of 1983 and drilled to a depth of
12,000 feet before ice conditions forced
suspension of the well. Although the
shallow objectives in this well did not

yield any positive results, Dome is
committed to re-enter this well in 1984
and will test its primary geological
objective before reaching an estimated
total depth of 16,000 feet.

A 1983 seismic program conducted by
Gulf Canada has identified three highly
prospective structures on Ulster’s interest
(3.385% working interest) located
immediately south and west of the

Natiak well. A detailed follow-up
seismic program will be shot over these
structures during the summer of 1984 to
select a drilling location which will
tentatively be spudded in January 1985.

The foregoing activities, and for that

matter Ulster’s entire interests in the
Beaufort, have been conducted at little
or no cost to your Company. This

approach was not adopted because of a
lack of faith in the future potential and
promise of this area. Quite the contrary
is true! A Company the size of Ulster
cannot, however, afford to put all of its
funds into such a long-term play no
matter how attractive it may seem. We
must allocate the majority of our
resources to those areas which offer
great short-term potential, so that when
and if production commences on our
Beaufort holdings it will augment a
financially sound and stable company,
rather than being needed as its savior.
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Financial Review and Analysis

The Company’s financial statements for
the year ended December 31, 1983 are
highlighted as follows:

® Net earnings increased to $361,000
($0.03 per common share) compared
to $316,000 in 1982;

@ Cash flows from operations increased
12% to $1,408,000 ($0.10 per
common share); and

® Production revenues increased 19% to
$2.456,000.

Although each of these amounts
represents a new corporate high, it is
important to note that these results were
achieved in spite of a 35% decline in the
Company’s natural gas sales in 1983.

The Company’s oil production increased
to 138 barrels per day from 75 barrels
per day in 1982 with the result that
approximately 70% of our annual
production revenue is now derived

from oil sales, compared to less than 20%
in 1981. A similar increase in oil sales is
forecast for 1984 while natural gas sales
appear to have bottomed out for the
Company.

Geological and geophysical overhead
expenses totalling $307,000 (1982 —
$345,000) were capitalized and included
in additions to oil and gas properties for
the year. These amounts represent
overhead expenses directly related to the
Company’s exploration activities after
deducting related recoveries.

The Company’s 1983 exploration
expenditures of $5,568,000 were
financed from a combination of cash
flows from operations, a successful rights
offering of 3,298,515 common shares at
$1.65 each to the Company’s

1,408

Funds Provided
From Operations
(thousands of dollars)

Production Revenues
(thousands of dollars)

Shareholders’ Equity .
456

(thousands of dollars) 29,620

23,972

22,161

shareholders, and a private placement of
1,000,000 flow-through common shares
at $2.50 each. These capital injections
enabled Ulster to end 1983 without any
long-term debt and a working capital
balance of $1,335,000. As noted
elsewhere, this working capital balance,
when combined with projected
production revenues for 1984 will make
Ulster financially self-sufficent for the
first time in its corporate history.




Assets

1983 1982
Current assets:

Cashrand tetmideposits .20 af Lot gnncn Bt Snie el £ Riea i s h i, B $ 825,000 $ 1,453,000

Accountsteceivableii ¢ o foa sl s Tie T il Lol T TGS B T B 1,399,000 1,195,000

Notes due under private placement MNOte 4) . 1. ot in it s b e e 1,850,000 450,000

Total:curtenteassets i 500 ok e 180 Sl LA Ami e My S RV Sl e 4,074,000 3,098,000
Note due fromsharcholderi(Note 2) &l pils, Mae Sein o hls = 3 S ving MR filoe 249,000 249,000
(il and-pas properties and equipment(Note 3) .. Jr il G o0 C M B Bl e 29,666,000 25.018,000
Deferred:incometaxes i dpema St 2 e TG b S iR e B e S L DN SR P e 644,000 499.000
Other-assets; at Cost /- 1 el dimiaaitp UG WU B BEURT s 0 LIS s T Rl e 28,000 27.000

$34,661,000 $28,891,000
Liabilities and Shareholders’ Equity
Current liabilities:

Accounts payable and acerued liabilities & SR iss g a ST RSl LU R Py $ 2,739,000 $ 2,833,000
Banleadvances sl & 2t o e = 0 gs s il ok e Rl Tl e U b B DTG B0 R — 1,800,000
Defemed evenue . 70 s nii s B n g b U ERES Lo S RRES NI S ne s e B B i o 266,000 186,000
Advances under privateiplacement@Note 4) e Ll aie F o SaEa sl s e e s 2,036,000 100,000
Shareholders’ equity:

Share capital(Note d) - o2 8d Si - 0t e ke NS lS e b i e [ S s 34,083,000 28,796,000

DPeficil., - 5 i e S ke e s e Sl e T 4,463,000 4,824,000

29,620,000 23,972,000
$34,661,000 $28,891,000

On behalf of the Board:

Director

, Director

See accompanying notes.
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Revenue:
Broduetion i e e
(11,117 Sl WA St il =~

Expenses:
Brodtiction ... . 5in .5 hs
General and administrative
Interest' -« . i o8 A5 ma
Depletion o iBl s v =

Depreciation and'amortizanbn! Sis i Saa SRS LR L G SENEE S L Bl

Earnings before deferred ineometaxes . .- 0085 i - Bl b R A iR g

Deferred income taxes (Note

Net earnings . . ... ..

Deficit, beginning of year . .
Deficit, end of year .. ... ..

Net earnings per share . . . . .

Funds provided from:
Operations @i
Issue of shares . ........

By b, Bua Bt i SRR TR s S

Advances-under privaie placement +-s o5 TR L o e e R A s

DPeferred revenue . . . ... .
Bank advances . .......

Funds applied to:

Additions to oil and gas properties and equipment. . ............. ... .. i
Repayment of bank advancese cihieliasee o lr Rl gt Sibiae T e R T

Note due from shareholder
Oitherrassets o Loy

Ingrease-(decicase) In"workdng capital . %2 o p T o Gt s B e s s e

Working capital, ‘begianing of yieant e oo S ST SSeeE R MLl DR T e

Working capital, end of year

See accompanying notes.
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1983 1982
$2,456,000 $2,061,000
190,000 179,000
2,646,000 2,240,000
757,000 581,000
326,000 344,000
155,000 61,000
770,000 654.000
150,000 117,000
2,158,000 1,757,000
488,000 483,000
127,000 167,000
361,000 316,000
4,824,000 5,140,000
$4,463,000 54,824,000
$ 0.03 $ 0.03

1983 1982
$1,408,000 $1,254,000
5,077,000 1,474,000
1,874,000 100,000
80,000 22,000
— 1,800,000
8,439,000 4,650,000
5,568,000 4,401,000

1,800,000 —

—— 249,000
1,000 1,000
7,369,000 4,651,000
1,070,000 (1,000)
265,000 266,000
$1,335,000 $ 265,000




Significant accounting policies:

a)

b)

c)

d)

e)

Oil and gas properties:

The Company follows the full cost method of accounting for exploration and development expenditures, wherein all costs
related to the exploration for and development of oil and gas reserves are capitalized. These costs include land acquisition
costs, geological and geophysical expenditures, lease rentals, costs of drilling productive and non-productive wells, and
overhead expenses directly related to exploration activities after deducting related government grants receivable by the
Company. A separate cost centre is maintained for each country in which the Company is engaged in exploration and
production activities.

The Company follows the revenue method of depletion whereby all capitalized costs, excluding the cost of wells in
progress on significant undeveloped properties, are allocated to individual periods in the same proportion as current
revenue is to the total estimated revenue from proven reserves of oil and gas as determined by independent engineers.

Proceeds of minor property sales are credited to the net book value of oil and gas properties and equipment without
recognizing any gain or loss on disposition. Gains or losses on major property sales are recognized in the statement of
earnings.

Renewals or replacements which improve or extend the life of existing properties are capitalized. Those of a routine nature
as well as maintenance and repairs are charged to income.

Production and other equipment:
Depreciation and amortization is provided using the following rates and methods.

Production equipment — 5 - 10% declining balance
Other equipment — 5 - 20% declining balance
Leasehold improvements ~ — over the term of the lease

Deferred revenue:

Deferred revenue represents amounts received in respect of “‘take-or-pay’’ natural gas contracts. These revenues have been
deferred pending ultimate natural gas delivery. All operating costs related to these shut-in periods, however, are expensed
as incurred.

Joint interest operations:

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.
Earnings per share:

Earnings per share is calculated using the weighted monthly average number of shares outstanding during the year.
Assuming the exercise of the share warrants and stock options at the beginning of 1983, there would be no dilution in
earnings per share.

Note due from shareholder:

An interest free loan of $249,000 to the President to acquire common shares of the Company is secured by a promissory note
and a pledge of the common shares so purchased. and is payable in three equal annual instalments commencing on April 1,
1985.
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3. Oil and gas properties and equipment:

1983 1982
Accumulated Net Book Net Book
Cost Depreciation Value Value
@lland oas properties Lo i el sl el SRl Bl s v $32,530,000 $4,407,000 $28,123,000  $23,700,000
Production equipinent: =458 is e~ = WIS e e RS L 2,208,000 1,083,000 1,125,000 1,177,000
Othérequipment 2 & i il &l e n i P S F 608,000 190,000 418,000 141,000

$35,346,000 $5,680,000 $29,666,000 $25,018,000

Grants under the Petroleum Incentive Program, aggregating $733,000 (1982 — $1,181,000), were treated as a reduction in the
cost of the related exploration and development expenditures made.

4. Share capital:

1983 1982
Authorized: Common shares without nominal orparvalue ....................... 50,000,000 50,000,000
Convertiblesfizstiptefegredeshatens & o Cooe Tor 0000 W s o Al e s o 5,000,000 5,000,000
Issued: 16,492,575 common shares (1982 — 13,144,060) . .. .................... $34,083,000 $28,796,000

a)

Private placements:

In September 1983, the Company issued 25 units at a price of $100,000 each. Each unit consisted of the right to earn
40,000 common shares of the Company. At December 31, 1983, $1,145,000 had been expended on petroleum and natural
gas properties. The remaining proceeds of $1,355,000 will be spent in 1984. Under the terms of the agreement, no shares
are issuable until all of the funds have been expended. Net issue expenses of $64,000, after deducting a deferred income
tax benefit of $62,000, have been recorded as a reduction of the advances under private placement.

Under the terms of the agreement to purchase the units, $650,000 in cash was received during 1983 and the balance of
$1,850,000 is evidenced by promissory notes due in 1984,

The net consideration for one unit under a private placement in 1982 aggregating $65,000 after deducting Petroleum Incentive
Program grants of $35,000 were expended during 1983 and resulted in the issue of 50,000 common shares.

b)

c)

Rights issue:

In July, 1983, the Company successfully completed a rights offering to its shareholders on the basis of one common share
for every four common shares held at a subscription price of $1.65 per share. The offer was fully subscribed and resulted in
the issue of an additional 3,298,515 common shares for a net consideration of $5,222,000 after deducting share issue
expenses of $430.000 and including a deferred income tax benefit of $210,000.

Stock options:

The Company has reserved 500,000 common shares for granting under option to full time employees. Options on 342,500
common shares have been granted and are exercisable, at prices ranging from $0.94 to $1.15 per share, to a maximum of
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20% per annum on a cumulative basis commencing on January 1, 1981. All options terminate on December 31, 1989 and
none were exercised during the year.

d) Warrants:

In connection with the private placement of common shares in 1981 and 1980, the Company issued the following common
shares purchase warrants:

Number Exercise
Outstanding Price Expiry Date
19RO Wiarsants "0 Lo s o KR Tt S 450,000 $4.57/share June 30, 1985
1981 Warrants ... 5t ik e e e m AT S = 23 G OR 645,000 $4.81/share June 30, 1986

Pursuant to the anti-dilution provisions of the 1980 warrants, each warrant outstanding now entitles the holder to purchase
1.2 common shares of the Company at the price indicated. The expiry dates of the outstanding warrants were extended by
two years at the last annual meeting.

5. Income taxes:

The provision for income taxes differs from the result which would have been obtained by applying the combined Federal and
Provincial income tax rate to the Company’s earnings before income taxes. This difference results from the following items:

1983 1982
ComputedZexpected’ ' income taxexpenseToitaw/d des i She b o - e $ 234,000 $236,000
Increase (decrease) in taxes resulting from:
Royalties and other payments to Provincial Government .......................... 112,000 109,000
Non-deductible depreciationand depletion e i aiio = os e ase e e D STETIRE T s 132,000 112,000
Petroleum and natural gas revenue tax (recovery):. .. o 0.0 L0 B Tl i (33,000) 22,000
Resoureemllowance i il tda s ok aithee s —snd v fa S e e B geo B B (208,000) (172,000)
Depletion allowance: 1.7 = 5 i, S 00 S0 W e SRR Sl R S e e e | (29,000) (50,000)
adberta toyalty tax eredit . un S o b en i eiie = Rl P SR e (69,000) (76,000)
Brovipeialtehatesys bl | T ml S S00 SR RS B B I Pl S i e s (12,000) (14,000)

$ 127,000 $ 167,000

Certain petroleum and natural gas properties of the Company have tax values in excess of their net book value in the amount of
$2,200,000. The future income tax benefits related to these amounts have not been recognized in the accounts.

Petroleum and natural gas properties with a net book value of $§10,225,000 have no cost for income tax purposes. This amount
relates primarily to the private placement of common shares by the Company whereby all wells drilled and production obtained
accrue to the Company and the related exploration and development income tax deductions and grants accrue to the investors.
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6. Segment information:
The Company operates as an oil and gas exploration and development Company in Canada and the United States. The
operations in the United States are not significant.

7. Remuneration of directors and officers:
The aggregate remuneration paid by the Company to directors and five senior officers during the year amounted to $511,000
(1982 — $420,000).

We have examined the balance sheet of Ulster Petroleums Ltd. as at December 31, 1983 and the statements of earnings and 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 on a basis consistent with that of the preceding year.

Calgary, Canada Peat, Marwick, Mitchell & Co.
April 12, 1984 Chartered Accountants
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