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financial highlights

1977 1976

REevENUeT e A g B $ 131,715,000 $103,328,000
Cash Elow i rr it o ot $ 13,972,000 % 7,587,000

Per Common Share ........... $ 280 8§ 1.58
Netcome. o s 3 4,778,000 $ 975,000

Per Common Share ........... 87¢ na¢
Average Shares Outstanding . . ... 4,833,725 4,794,668
Capital Expenditures ........... $ 34,479,000 $ 24,820,000
\Norking Eapitalir oo m s $ 11,223,000 $ 3,115,000

Bow Valley Industries Ltd. is a resource-oriented company that was
incorporated under the laws of the Province of Alberta in 1950. Bow
Valley, through two operating entities, is engaged in exploration
and development and service and manufacturing activities

related to the natural resource industry.

Annual General Meeting

The Annual General Meeting of the Shareholders of Bow Valley Industries Ltd.
will be held in Calgary in the Mayfair Room of the Calgary Inn at 10:00 a.m.,
September 29, 1977.

Cover

The interlocking system of pipes and valves, known as the **Christmas tree"’, on Bow
Valley's gas discovery well near Airdrie, Alberta. The Christmas tree permits the
field engineers to shut in, open up. or regulate the amount of gas flowing into

the pipeline. This well encountered a commercial accumulation of gas at 7,800 feet in
the Elkton zone, a limestone formation deposited in this area about 330 million
years ago. The well will commence producing late 1977 at an initial rate of 6,000 Mcf
per day; after processing and compressing to industry standards, the gas will be

almost pure methane and the volume sufficient to heat 8,800 Canadian homes each
day.
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REPORT TO THE SHAREHOLDERS

highlights

e Record revenue and net income.

e The emergence of Bow Valley Exploration, the oil
and gas division, as a major contributor to net
income.

e The completion of Brae 16/7a-8, the most successful
well to date in the Brae field in the U.K. North Sea.

e The consolidation of Bow Valley’s service and
manufacturing operations into one wholly-owned
subsidiary, Bow Valley Resource Services Ltd.

financial

Revenue in fiscal 1977 reached $131,715,000 as
compared to $103,328,000 in fiscal 1976. Net income
increased to $4,778,000, or 87¢ per share, versus
$975,000, or 8¢ per share, a year earlier.

Cash flow increased to $13,972,000, or $2.89 per
share, from $7,587,000, or $1.58 per share, in fiscal
1976.

These operating results contributed significantly to
improving the financial position of Bow Valley. At the
end of fiscal 1977, working capital was $11,223,000
versus $3,115,000 a year earlier. The major factors
influencing Bow Valley's working capital during fiscal
1977 were:

Source of Funds

CashiFlOwW: memmes s 25 2 8 5 sereng 5 2 & 5 $13,972,000
Issueof debt . ..................... 16,723,000
Receipt of exploration advances ... ... 11,888,000
Other ....... ... ... ... .. ... ..... 643,000
43,226,000

Application of Funds
Capital expenditures ............... 22,344,000
Debt retirement ................... 11,156,000
Common dividends and other........ 1,618,000
35,118,000
Increase in working capital ........... $ 8,108,000

Bow Valley’s capital expenditure budget for fiscal
1978 is $43,000,000, consisting of $37,000,000 for the
exploration and development division and $6,000,000
for the service and manufacturing subsidiary.

operations

The activities of Bow Valley are conducted under two
distinctive entities: Bow Valley Exploration manages
the exploration and development operations while
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Bow Valley Resource Services Ltd. manages the
service and manufacturing operations.

BOW VALLEY EXPLORATION enjoyed a very
successful year; major accomplishments were:

Exploration —

Brae 16/7a-8 was completed in July 1977 and had
a combined flow of 33,122 barrels of oil per day
from a gross hydrocarbon section of 1,220 feet.

Development —

In fiscal 1977, three development wells were
completed in the Arzanah field, offshore Abu
Dhabi in the Arabian Gulf. Oil reserves increased
significantly during the year and peak
production, which was previously estimated at
25,000 barrels per day, has now been increased to
35,000 barrels per day.

Production —

During fiscal 1977, gas production averaged
43,389 Mcf per day, an increase of 83 percent
over the daily average of 23,704 Mcf per day in
fiscal 1976. Average selling price for gas
increased to $1.05 per Mcf from 68¢ per Mcf a
vear earlier. These two factors are responsible for
the increase in net income in fiscal 1977.

Reserves —

At May 31, 1977, Bow Valley had proven
reserves of 286 billion cubic feet of gas (18-year
life index) and 12 million barrels of crude oil
(20-year life index).

BOW VALLEY RESOURCE SERVICES LTD. had a
good increase in revenue and an improvement in
income over fiscal 1976.

The Oilwell Drilling Group enjoyed a record year both
in revenue and income. Bow Valley’s oilwell drilling
rigs in western Canada have experienced an
extraordinarily high level of activity and there is every
indication that rig utilization will continue at these
levels for some time.

The Environmental Products Group had a good
increase in revenue and the highest income in four
years as the pollution control division attained a much
improved performance and recorded a satisfactory
income in fiscal 1977 as compared to a loss in fiscal
1976.

The Diamond Drilling and Oilfield Services Groups
had lower income on increased revenue. The



Industrial Products Group continued to have
substantial losses and represents the area of greatest
concern to management. Fundamental changes in the
management system have been made and cost
reduction programs implemented.

outlook

We appreciate the untiring efforts of more than 2,000
employees in achieving record results in fiscal 1977.
The economic, regulatory and political climate

Byron |. Seaman, Daryl K. Seaman, J. Richard Harris

remains generally favourable for Bow Valley’s
operations and an excellent year is anticipated in

fiscal 1978.

President and
Chief Operating Officer

August 19, 1977

Mo

D. K, Seaman
Chairman and
Chief Executive Officer

A

Lﬁm—
B. ]. Seaman

Vice-Chairman




FINANCE AND ADMINISTRATION

TREVOR A. LEGGE, Vice-President, Treasurer and
Controller; ROBERT ]. PHIBBS, Vice-President,
Administration; H. KEITH LAZELLE, Vice-President and
Secretary.

MANAGEMENT’S DISCUSSION AND
ANALYSIS OF THE SUMMARY
OF EARNINGS

FISCAL 1977 COMPARED TO FISCAL 1976

Oil and gas revenue more than doubled and income
increased substantially in fiscal 1977 due to higher gas
production and improved market prices. Fiscal 1977
includes a $1,100,000 non-recurring loss on a two-year
joint venture service contract in the North Sea that
was terminated early in fiscal 1977.

Oilwell Drilling revenue and income increased due to
the high level of oilfield activity in western Canada.
This activity has been occasioned by increased oil and
gas prices, availability of markets, and government
incentive programs.

Oilfield Services had a substantial increase in revenue
but income decreased as the pipeline construction
division experienced a large loss on a water-line
contract and the supply depot at Resolute Bay in the
Arctic Islands had insufficient activity to absorb fixed
costs.

Diamond Drilling revenue increased modestly but
income decreased substantially because
manufacturing facilities were doubled and the
resultant cost increases produced no additional
revenue. The diamond drilling industry remains very
competitive and operates on low margins.

Industrial Products recorded a small increase in
revenue but a higher loss in fiscal 1977 as the
manufacturing divisions servicing the forest products
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and mining industries in British Columbia continue to
operate under depressed market conditions with low

margins.

Environmental Products had a significant increase in
revenue and a higher increase in income due to a
substantial improvement in the pollution control
division resulting from a cost reduction program.
Anti-Inflation Board guidelines prohibited price
increases of heating and air conditioning equipment
and cost increases had to be absorbed by the division.

FISCAL 1976 COMPARED TO FISCAL 1975

0il and gas revenue increased with improved unit
prices; however, additional bank borrowings resulted
in substantially higher interest costs and no increase
in income. In fiscal 1976, a loss of approximately
$750,000 was incurred on a two-year joint venture
service contract in the North Sea. Although the
contract expired in June 1976, there will be a further
loss in fiscal 1977.

Oilwell Drilling had a satisfactory increase in revenue
and income in fiscal 1976 as the industry enjoyed a
much improved economic climate in western Canada,
and Alberta in particular. Bow Valley’s equity in the
ODIN DRILL continues to be a profitable investment as
the semi-submersible rig has been on a continuous
two-year contract since its commission in June of
1974.

Oilfield Services income decreased in fiscal 1976 due
to cost escalations in the aviation services division
and a substantial decrease in activity at the supply
depot at Resolute Bay in the Arctic Islands.

Diamond Drilling experienced an increase in costs in
fiscal 1976 and was unable to increase selling prices
because of depressed economic conditions in the
mining support industries.

Industrial Products experienced losses in fiscal 1976
because of depressed market conditions and numerous
labour disputes in the forest products and mining
industries. Both industries remain very competitive.

Environmental Products decrease in income was a
result of a drastically reduced pollution control
consulting market and increased costs and
competition. Increased housebuilding in Alberta
provided a good increase in revenue and income for
the heating equipment division.

FISCAL 1975 COMPARED TO FISCAL 1974

Oil and gas losses were due to increased activity in the
oil and gas division requiring increased bank
borrowings and higher interest costs.



RELATIVE CONTRIBUTIONS OF LINES OF BUSINESS*

(Unaudited)

(thousands of Canadian dollars)

YEARS ENDED MAY 31

1977 1976 1975 1974
REVENUE Ll
Bow Valley Exploration
DDmf&!St]C .011 and gas operations $ 14,452 11% $7,229 7% | § 4,922 5% | § 3.427 5% | $ 2.567 4%
Foreign oil and gas operations 135 — — = =
14,587 11 7,229 7 4,922 5 3,427 5 2,567 4
Bow Valley Resource Services Ltd.
Oilwell Drllh:ng .............. 34,079 26 26,867 26 19,666 21 20,186 28 18,105 29
Oilfield Services ............. 31,968 24 24,181 23 26,245 28 18,436 25 17,669 29
Diamond Drilling ............ 15,189 12 13,045 13 11,962 13 6,948 9 6,188 10
lndgstna] Products ........... 25,215 19 24,277 24 23,887 25 19,160 26 12,303 20
Environmental Products ....... 9,134 7 6,445 6 5,613 6 4,251 6 4,201 7
115,585 88 94,815 92 87,373 93 68,981 94 58,466 95
[G]3 oot e, - n An 1,543 1 1,283 1 1,646 2 1,018 1 689 1
$131,715  100% |$103,327  100% | $93,941  100% | $73,426  100% | $61,722  100%
INCOME BEFORE INCOME TAXES AND EXTRAORDINARY ITEMS:
Bow Valley Exploration
Domestic oil and gas operations $ 5,517 68% | $ (91) (3)% | $ (318) (5)% | $ (795) (27)% | $ (966) (62)%
Foreign oil and gas operations . (1,594) (20) (1,586) (67) (543) (8) (2786) (9) (197) (12)
3,923 48 (1.677)  (70) (861)  (13) (1,071)  (36) (1,163)  (74)
Bow Valley Resource Services Ltd.
(@11 4%:)| [T 1) 31T S —— 5,002 62 4,039 169 2,156 35 1,284 43 1,548 99
Oilfield Services ............. 67 1 426 18 1,880 30 (183) (6) (475)  (30)
Diamond Drilling ............ 53 1 318 13 979 16 705 24 88 5
Industrial Products ........... (1.636)  (20) (14900  (62) 835 13 1,418 48 495 31
Environmental Products ....... 397 5 92 4 373 5 133 4 516 33
3,883 49 3,385 142 6,223 99 3,357 113 2,172 138
Other ......oovviiiiiaanan... 272 3 676 28 879 14 697 23 561 36
$ 8,078  100% |$ 2,384  100% | $ 6,241  100% | $ 2,983  100% | $ 1,570  100%
* As restated to conform to 1977 presentation.
Oilfield Services increased revenue and income due INCOME BEFORE INCOME TAXES
to: AND EXTRAORDINARY ITEMS
' ’ - BOW VALLEY
BOW VALLEY ~#s ~
. . . e s e s RESOURCE
e the pipeline and plant maintenance divisions 65,000,000 [Jexeioramon I SRS o, [ o
acquiring a water and sewer contract, as well as a o
pulp and paper plant maintenance contract.
7,000,000
e revenue and income from the aviation service
division increased substantially owing to the
s . . . 6,000,000
strategic location of helicopters and a high level
of support work for fighting forest fires.
21 . z 5,000,000
e oilfield equipment and supplies revenue and K
income increased because of the availability to
4,000,000

the supply divisions of pipe and other material
that was generally in short supply.

Diamond Drilling revenue and expense increased
substantially owing to the acquisition of certain of the
branches of Inspiration Drilling Operations, a division
of Dresser Industrial Products, Ltd., which more than
doubled the number of drills Bow Valley operates.

Industrial Products revenue increased but inflationary
costs more than offset the gain and a lower income
was recorded.

Environmental Products had higher heating
equipment revenue and expense owing to larger
plant facilities and a more active selling program in
the commercial and industrial markets.

3,000,000

2,000,000

1,000,000

0
1,000,000 ——} - U
2,000,000

1973 1974 1975 1976 1977



LR T

about 150 miles northeast of Edn Alberta. The fi ommenced production in 1976 and is prod ,000 Mcf per day to local markets
athered from 37 wells con to 64 miles of pipeline and collected at two central compres ations; after pro g and
wressing to industry standards, the gas is sold to market.

Wandering River gas compres is the operator for a group of companies that own the Wandering River field, which is




%OW VALLEY EXPLORATION

FREDERIC ]. WELLHAUSER, Vice-President of Bow Valley
Industries Ltd. and General Manager of Bow Valley Exploration.

Bow Valley Exploration, a division of Bow Valley
Industries Ltd., conducts exploration and
development programs in Canada and eight foreign
countries. These activities are administered by offices
in Calgary, London, and Singapore.

In the past five years, Bow Valley has participated in
the drilling of 218 exploratory wells and 380

development wells. This is an average of more than
two new wells each week and has resulted in a
success ratio of 49 percent for all exploratory wells
and 92 percent for all development wells for an overall
success ratio of 76 percent.

During this five-year period, Bow Valley has invested
$71 million in exploration and development, which
has resulted in :

® average daily production during fiscal 1977 of
43,389 Mcf of gas and 1,689 barrels of oil and
natural gas liquids.

® proven reserves at May 31, 1977, of 286 billion
cubic feet of gas and 12 million barrels of oil and
natural gas liquids. These reserve figures exclude
any petroleum discovered at Brae, Heimdal,
Garry Island, or in the Arctic Islands by Panarctic
Oils Ltd.

e hased on fiscal 1977 production rates, proven
reserves of gas and oil as at May 31, 1977, have a
life index of 18 years and 20 years, respectively.

® varying interests in more than 14 million acres of
developed and undeveloped land.

In fiscal 1978 Bow Valley expects to participate in the
drilling of more than 100 exploratory and
development wells in nine countries and spend
$37.000,000 in the search for petroleum.

Frederic . Wellhauser, P. Geol.

Canada
$10,445

U.s.
$1,575

Bolivia
$50

CAPITAL EXPENDITURES ($1,000)
k BOW VALLEY EXPLORATION — FISCAL 1978 5
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EXPLORATION

*

CANADA

Western Canada

In fiscal 1977, Bow Valley participated in the drilling
of 117 wells in western Canada of which 36 were
exploratory wells and 81 were development wells. The
success ratio was 42 percent for exploration drilling
and 90 percent for development drilling for an overall
success ratio of 75 percent.

The majority of the activity in western Canada during
fiscal 1977 was establishing additional gas reserves in
Alberta. The Wandering River field went on stream

during May 1976 and fiscal 1977 represented its first
full year of production. Twelve additional wells were

ISSERK

drilled and placed on production and further drilling
is planned for the forthcoming winter. In the Tweedie
field, nine deliverability wells were connected. The
Forty Mile Coulee field went on stream at fiscal
vear-end yielding an average of 3,500 Mcf of gas per
day net to Bow Valley. New production facilities
commenced operations at Stettler, Bow Island, Saddle
Lake, Youngstown, and S.W. Medicine Hat. Bow
Valley also formed two groups to pursue land
acquisitions and deeper exploratory work in northeast
British Columbia and western Alberta.

Mackenzie Delta

Bow Valley has an interest in eight permits in the
Mackenzie Delta. On these permits, Bow Valley
entered into an agreement with Sun Oil Company
Limited whereby Sun agreed to drill at least three
wells, up to a possible maximum of 20 wells, to earn a
45 percent interest in all the permits. If Sun elected to
drill all wells, Bow Valley’s interest in the 270,000
acres would be reduced from 50 percent to 27.5
percent.

. KAGLULIK
C-24
+ KAGLULIK
A75
NERLERK
J-88

TINGMIARK
¢ K91

2 UKALERK
C-50 s




Activity on these permits has been:

e In the 1974-1975 winter drilling season, Sun
drilled two wells, Unark L-24 on Permit W-947
and Pelly B-35 on Permit W-948. Both wells were
abandoned after testing non-commercial
quantities of natural gas.

e In the 1976-1977 winter drilling season, Sun
drilled one well, Unark L-24A, from the same
artificial island from which Unark L-24 was
drilled two years earlier. The well was
directionally drilled northeast of the original
location in an attempt to encounter the gas
reservoir at a higher structural level. Mechanical
problems were encountered below 12,000 feet
which prevented the well being drilled to a
projected depth of 15,000 feet, resulting in an
incomplete evaluation of the prospect. To the
depth drilled, no commercial hydrocarbons were
encountered. By drilling the well Sun has earned
a 45 percent interest in Unark Permit W-947
reducing Bow Valley's interest to 27.5 percent.

® Under a separate agreement, Sun drilled a
directional exploratory well on Permit W-949 that
tested a structure straddling the common
boundary with the Chevron permit on the east.
The well, Garry P-04, was drilled to 11,000 feet
and completed as an oil and gas discovery in
1975. Tests resulted in gas flows of 31 MMcf per

dav and an oil flow of 7,920 barrels per day. In a
submission to the National Energy Board
concerning gas reserves in the Delta, Sun
estimated that the Garry well had discovered
approximately 254 billion cubic feet of natural
gas. Bow Valley received at no cost a small
overriding royalty interest in 1,100 acres earned
in the Chevron permit by the Sun well and Sun
has agreed to drill, at no cost to Bow Valley, a
second well on Permit W-949. Bow Valley’s
interest in this permit will be reduced to 27.5
percent.

Further drilling in the Delta will depend on
governmental approvals of pipelines from the area to
markets in the south. The Delta permits remain in
good standing and Bow Valley is confident that a
favourable pipeline decision will be reached and that
exploration activity will resume this winter.

Arctic Islands

Panarctic Oils Ltd. is a company formed by the
Federal Government and industry to explore for oil
and gas in the Arctic Islands. Bow Valley has a 1.9.
percent interest in Panarctic, which represents a slight
dilution from last year’s holdings of 2.03 percent. Bow
Valley has elected not to participate in recent share
subscriptions by Panarctic.

Exploration activity in the Beaufort Sea. Bow Vall
Current drilling activily is approximatelv 30 miles to the northeast of Bow Vallev's acreage.
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ey has a 12'/2 percent interest in nine permits consisting of 439,352 acres in the Beaufort Sea.



ODIN DRILL - from a workboat on location in the Brae field in the
U.K. North Sea.

INTERNATIONAL
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UNITED KINGDOM

In the U.K. Sector of the North Sea, significant activity
occurred in fiscal 1977 on Licence No. P.108 which
covers Blocks 16/3a and 16/7a and Licence No. P.222
which covers Block 16/2. The Brae field was
discovered in 1975 and the following is a resumé of
activities since that time:
e The discovery well 16/7-1 was drilled to a depth
of 15,695 feet and encountered approximately
500 feet of gross hydrocarbon section at a depth
below 12,000 feet in a Jurassic sandstone. Seven
selected intervals were tested that yielded a
combined flow of 22,000 barrels per day with a
gas-oil ratio of 3,000 cubic feet per barrel in the
lower part of the section and 7,000 cubic feet per
barrel in the top part of the section.

e The first Jurassic appraisal well, the 16/7-3, was
drilled to a depth of 13,655 feet, 3.7 miles
southwest of the Brae discovery well, and
encountered approximately 1,000 feet of gross
hydrocarbon section. Flow tests from four
selected intervals totalled 14,000 barrels of oil per
day with a gas-oil ratio of 1,600 cubic feet per
barrel.

e Two appraisal wells, the 16/7a-4 and 16/7a-5,
were drilled along the western flank of the Brae
structure. Both wells encountered hydrocarbons
but did not sustain commercial flows during
tests.

e Brae 16/7a-6 was drilled to a depth of 13,760 feet,
2.0 miles south of the successful 16/7-3, and

penetrated 900 feet of gross hydrocarbon section
with low permeability. Of eight production tests,
four tests flowed oil at a combined rate
approaching 600 barrels per day with a gas-oil
ratio of 1,032 cubic feet per barrel.

® Brae 16/7a-7 was drilled to a depth of 13,435 feet,
2.0 miles north of the successful 16/7-3. A
production test of a 26-foot gross hydrocarbon
section flowed 1,385 barrels of oil per day with a
gas-oil ratio of 9,200 cubic feet per barrel; the
remainder of the reservoir was not tested but
appears to be characterized by low permeability.

® Brae 16/7a-8 was drilled to a depth of 14,008 feet,
4.3 miles southwest of the successtul 16/7-3. On
July 26, 1977, it was announced that the well had
encountered 1,220 feet of gross hydrocarbon
section and flow tests from five selected zones
yielded a combined flow of 33,122 barrels per
day with a gas-oil ratio of 1,267 cubic feet per
barrel.

® Brae 16/7a-9 was spudded on July 29, 1977, 1.0
miles northeast of the successful 16/7-3, and is
presently drilling.

e The Brae 16/7a-10 location has been announced
1.0 miles east of Brae 16/7a-8.

The successful drilling results of 16/7-1, 16/7-3, and
16/7a-8 have been very encouraging but indicate the
existence of different crude oil and reservoir
characteristics across the Brae field. An additional
drilling rig will be contracted to accelerate appraisal
drilling and to permit platform and production
equipment to be designed and ordered as soon as
possible.

Blocks 16/2 and 16/3a have yet to be tested, although
seismic information indicates that the Brae field may
extend in a northeasterly direction from Block 16/7a.

In Block 16/7a, 4.7 miles west of the Brae discovery
well, a separate structure was tested by the 16/7-2 well
in 1975. The well was drilled to a depth of 7,997 feet
and encountered, at approximately 6,000 feet, two
separate Paleocene reservoirs. One reservoir had 60
feet of gross hydrocarbon section and tested 4,023
barrels of oil per day with a gas-oil ratio of 252 cubic
feet per barrel; the other reservoir had 66 feet of gross
hydrocarbon section and tested 8,000 Mcf of gas per
day with no condensate.

Bow Valley has a 14 percent interest in Blocks 16/3a
and 16/7a and a 17.5 percent interest in Block 16/2.
This represents half of Bow Valley’s original holdings;
the other half was assigned to Ashland Oil, Inc. and
The Louisiana Land and Exploration Company on
these terms:

e Bow Valley received a $7.500,000 cash payment
and a $7,500,000 non-recourse loan.

e The Ashland group committed to lend Bow
Valley, on a non-recourse basis, Bow Valley’s

11
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share of any exploratory, appraisal, and
development expenses. In fiscal 1977, the
Ashland group advanced $4,388,264 to Bow
Valley on behalf of these expenditures.

¢ Loans will be recoverable by the Ashland group
out of 70 percent of Bow Valley’s share of net
proceeds of production from the field.

During fiscal 1977, Bow Valley was a successful
applicant in the fifth round of bids in the U.K. Sector
of the North Sea. Bow Valley is a 19.6 percent
participant with a group that was conditionally
awarded Block 13/14. The block is in 350 feet of water,
100 miles north-northeast of Aberdeen and 40 miles
from the Claymore and Piper producing fields.

NORWAY

Bow Valley has an eight percent interest in the

R Sy il e

Oilwell drilling crew adding pipe on a Bow Valley exploratory test in Alberta.

Heimdal gas and condensate field in the Norwegian
Sector of the North Sea. The field was discovered in
1972. Engineering studies are underway with a view
to reducing the anticipated development costs and
determining the feasibility of two-phase flow through
the Frigg pipeline. Frigg is a major gas field 20 miles
north of Heimdal; it has two 36-inch gas lines
completed to Scotland and should be on production in
the fall of 1977.

i
NETHERLANDS

A well was spudded on August 15, 1977, in Block P/4,
60 miles off the coast of the Netherlands in the North
Sea. Mobil Qil Corporation has agreed to drill the well
at no cost to the farmors. Bow Valley’s interest in the
property will therefore be reduced from 16.68 percent
to 8.34 percent. The well will be drilled to 9,600 feet
and will test the Rotliegendes (Permian) sandstones.

2 e
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ABU DHABI

Offshore Abu Dhabi in the Arabian Gulf, Bow Valley
has a ten percent interest in the Arzanah oil field
which was discovered in 1973. Seven wells have been
drilled in the field testing at rates from 4,000 to 10,000
barrels of oil per day from two Upper Jurassic
reservoirs. An eighth well was spudded on June 26,
1977, and is a 1.6 mile step-out to the north of the
field.

The proven reserves of the two Upper Jurassic
reservoirs are estimated to be 79,500,000 barrels and
peak production of approximately 35,000 barrels of oil
per day is anticipated by the summer of

1978. Construction of the production facilities is
underway and the diagram on the following page
illustrates the appearance of the completed system.

The estimated cost of the production facility is
$140,000,000 and Bow Valley has made financial
arrangements for its share of the costs.
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The Ruler of Abu Dhabi has an option to acquire a 50
percent interest in the field at cost, which would
reduce Bow Valley’s interest in the field from ten
percent to five percent.

EGYPT

Bow Valley has a 20 percent interest in a
1,111,968-acre onshore concession east of Cairo,
which calls for a three-year expenditure of $6,000,000
including the drilling of three wells. The first
exploratory well, Q-72-1X, drilled 25 miles northeast
of Cairo, was abandoned in December 1976 after
encountering minor gas shows,

The second commitment well, the SFME R-69-1X, has
spudded and will be drilled to a depth of 9,000 feet,
15 miles west-southwest of the first well, to test the
Lower Cretaceous and Upper Jurassic sections.



PROPOSED ARZANAH PRODUCTION SYSTEM

Airstrip

Oilwell drilling rig on Bow Valley’s current explo test in Egypt.
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AUSTRALIA

In the State of New South Wales in Australia, Bow
Valley will earn a 50 percent interest in Petroleum
Exploration Permit 182 consisting of 3,168,000 acres.
Under the terms of the agreement with the
landholders, Bow Valley must spend A $400,000
including the cost of one 4,000-foot exploratory test to
be drilled prior to December 15, 1977. The well, Moree
3, was spudded on August 15, 1977.

BOLIVIA

In the foothills of Bolivia, Bow Valley is a 25 percent
participant in a joint venture that was awarded a
2,637,792-acre contract in 1975. The terms of the
contract included the drilling of three wells and the
expenditure of U.S. $4,000,000. During fiscal 1977, the
third commitment well was completed and all three
wells were abandoned without encountering
commercial hydrocarbons. Further studies of the area
will be made before the joint venture decides on
further exploratory activity.
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Bow Valley is a 15 percent participant in a

U.S. $30,000,000 three-year exploratory program in
the Gulf of Mexico. The first well, a 10,698-foot
Pliocene test, was drilled on East Cameron Block 268
and abandoned as a dry hole in July 1977. A second
well, a 9,000-foot Pleistocene test, was spudded on
July 29, 1977, on East Cameron Block 303.

VIET NAM

Bow Valley was the operator of a four-party group that
held two blocks offshore Viet Nam prior to the fall of
the South Vietnamese government. The new
government of Viet Nam declared all offshore
concessions null and void and all exploration
activities ceased. Bow Valley formed a new Canadian
group to again pursue exploration in Viet Nam.
Numerous meetings to regain the holdings have since
been held in Hanoi and negotiations are continuing.



Location
CANADA
1. Alberta

. Arctic Islands

. Atlantic East Coast
. Beaufort Sea

. British Columbia

G W

. Mackenzie Delta

. Manitoba

. Saskatchewan

. Yukon-Northwest
Territories

OooND

FOREIGN

1. Abu Dhabi
2. Auslralia

. Bolivia
- Egypt
. Maldive Islands

(L ]

. Netherlands
. Norway
. United Kingdom

[+ BN W=

SUMMARY OF OIL AND GAS ACREAGE AS OF MAY 31, 1977
DEVELOPED AND UNDEVELOPED

Types of Interests
Working Interest (1) Royalty Interest (2) Other Interests (3)
Gross Net Gross Net Gross Net
Type of Ownership Acres Acres Acres Acres Acres Acres
Leases .............c.oou.. 1,341,526 679,057 460,076 12,760 91,457 20,311
Petroleum & Natural Gas
Reservations . ........... 6,080 6,080 — - — —
Petroleum & Natural Gas
POrmits . vo vanawnmes s o9 ou 16,004 11,202 — — — —
Drilling Reservations ...... 53,440 19,985 —- — - —
Natural Gas Licences ...... 49,920 28,488 7,680 698 - —
Petroleum & Natural Gas
LACBTICEE: v s wuriveimenvinn we 25,920 11,523 — — — .
Exploratory Permits (4) .. ... 1,246,954 77,544* 238,728 14,557* 311,001 38,875*
Exploratory Permits ....... — - 281,304 150* - —
Exploratory Permits ....... 439,352 17,.762* = — 72,364 9,045
Leases ..............v.... 13,545 2,208 — — 5,221 1,175
Petroleum & Natural Gas
Permiits ovcoov i s amvimrinin 33,553 8,388 — =4 — —
Exploratory Permits (5) .. ... 270,242 67,560* — - 270,242 16,890*
Leases (Royalty Trust) ..... - — 341 12 — —
Leasés: o o sovaisdn s 52 s 14,059 7,097 2,757 38 1,696 425
Exploratory Permits ....... 96,404 24,101* 270,474 912* — —
TOTAL CANADA .. i 2 s 3,606,999 960,995 1,261,360 29,127 751,981 86,721
Concession Area .......... 389,192 38,919 — —_ — —
Petroleum Exploration
Licence 3,168,000 1,584,000 — — — —
Service Contract .......... 2,637,792 659,448 — — —_ -_
Concession Area .......... 1,111,968 222,394 — — — —
Petroleum Exploration
LACBABE  vovveveiin its v nsssne 2,890,368 147,409 — — — —
Exploration Licences ...... 85,993 10,584 — - — —
Production Licence ........ 129,480 19,730 - - — —
Licences:: = canvosss oo o5 s 162,025 28,504 — - — -
TOTAL FOREIGN ......... 10,574,818 2,710,988 —_ — — =
TOTAL WORLD:! 2. i s ave s 14,181,817 3,671,983 1,261,360 29,127 751,981 86,721

(1) Gross acres represent the total of the acreage in which Bow Valley has varying working interests. Net acres represent Bow
Valley's interest in the gross acres.

(2) Gross acres represent the total of the acreage in which Bow Valley has varying royalty interests. Net acres represent Bow Valley's
interest in the gross acres.

(3) Gross acres represent the total of the acreage in which Bow Valley has varyving net profit and reversionary interests. Net acres
represent Bow Valley’s interest in the gross acres,

(4) Excluding acreage owned by Panarctic. As of December 31, 1976, Panarctic held working interests in 77,700,000 gross permit
acres and 32,300,000 net acres (net acres subject to a 10 percent net profits interest). Also, 682,746 of these permit acres are

currently under application for lease. Bow Valley holds a 1.8973 percent or 829,110 shares in Panarctic.

(5) Subject to 45 percent working interest option agreement to Sun Oil Company Limited.

* These figures have been adjusted by a reduction of 50 percent to reflect the revocation of Oil and Gas Land Order 1.1961 effective

April 15, 1970.
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OPERATIONS

Bow Valley's proven reserves and production figures
are stated before deduction of royalties. Present
Canadian Crown rates are dependent upon, and can
vary significantly with, changes in price, production
volumes, and other factors. Although substantial
reserves of crude oil, natural gas liquids, and natural
gas exist at Brae, Heimdal, Garry Island, and in
Panarctic’'s discoveries in the Arctic Islands, Bow
Valley has elected to defer taking its shares of these
reserves into its accounts until development plans
have been completed and approved by the respective
governments. Only half of Bow Valley’s Arzanah
reserves are included on the assumption the Ruler will
exercise his option to acquire 50 percent interest in
the property.

Reserves

Bow Valley's proven reserves are as estimated by
independent consultants and at May 31, 1977 were:
® 286,267 MMcf of gas.
® 12,356,114 barrels of crude oil and natural gas
liquids.
® or 60,712,027 barrels of oil equivalent.

Comparative figures as at May 31, 1976, were 291,500
MMcf of gas and 10,861,000 barrels of crude oil and
natural gas liquids or 49,414,000 barrels of oil
equivalent.

Production

During fiscal 1977, Bow Valley's petroleum
production was:

Production Sales

Reserves
Crude 0il Crude 0il Crude 0il
& Natural Natural 0il & Natural 0il & Natural Natural 0il
Gas Liquids Gas Equivalent Gas Liquids Equivalent Gas Liquids Gas Equivalent
Millions of Billions of Millions of Thousands Thousands Millions of Millions of Millions of
Barrels Cubic Feet Barrels of Barrels of Barrels Dallars Dollars Dollars
70 750 20 3,000 6 20 30

20 300

[ 1675

B 1976

- 1977
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® 15,837 MMcf of gas, or an average of 43,389 Mcf
per day.

® 516,468 barrels of oil and natural gas liquids, or
an average of 1,689 barrels per day.

® or 2,486,244 barrels of oil equivalent or an
average of 6,812 barrels per day.

In fiscal 1976, average daily production was 23,704
Mcf of gas per day and 1,732 barrels of oil and natural
gas liquids per day or an average of 4,036 barrels of oil
equivalent per day.

Drilling Statistics

During fiscal 1977, Bow Valley participated in drilling
128 wells, including 11 wells overseas, and excluding
wells drilled by Panarctic in the Arctic Islands.

® 40 wells were drilled as exploratory tests
resulting in 15 successful wells.

® 88 wells were drilled as development wells
resulting in 77 successful wells.

The total overall success ratio for fiscal 1977 was 72
percent.

Capital Expenditures
Bow Valley’s capital expenditures on exploration and
development were $22,981,000 in fiscal 1977.

® $9,261,000 was expended in Canada.

e $13,720,000 was expended outside of Canada.

In fiscal 1976, Bow Valley’s total capital expenditures
on exploration and development were $18,470,000.

SUMMARY OF OIL AND GAS RESERVES AND PRODUCTION AS OF MAY 31, 1977

PROVEN REMAINING RESERVES BEFORE

FISCAL 1977 PRODUCTION
BEFORE ROYALTY

ROYALTY AT MAY 31, 1977

Crude 0il
NGL
Location Bbls
CANADA
1. Alberta
Tweedie . o as svsmes v 08 S o ¢ —
Wandering River . .................... —
Medicine Hat . ....................... —
Craigend-Whitefish . .................. -
LEAFIATI cvin sin smavnminn an i wasmmmrasso i & 1,113,090
BEOVOSE cioin os s wmstavemss o e wsa st s & 964,982
HEBHEI0! < o cnvevenmmn s an o eisismamenes s 443,891
OHREEs: e on socwrames 5 s mss i o 2,792,521
Total Alberta .............. .. iv.... 5,314,484
2. British Columbia
EHABER: oy b ive snonmmase e o SRR 184,441
3. Saskatchewan
Rapdan ............... ... 1,319,450
Others ....... ..t 359,151
Total SaskatchBeWat: . coecpmran 55 an seew 1,678,601
Total Canada .................c........ 7,177,526
FOREIGN
Abu Dhabi
Arzanah .......c0iiiii it e 5.178,588(3)
Totalnr: o vommmras & B O waiip e o 9 ey 12,356,114

Natural 0il Crude Oil Natural il
Gas Equivalents(1) NGL Gas Equivalents(2)
MMcf Bbls Bbls MMcf Bbls
52,970 8,947,635 — 4,568 539,315
70,602 11,926,014 — 4,423 522,196
35,720 6,033,784 — 1,959 231,287
31,377 5,300,169 — 1,251 147,698
408 1,182,009 93,229 120 107,397
137 988,124 67,034 13 68,569
175 473,452 50,844 27 54,032
91,672 18,277,656 227,030 3,313 618,175
283,061 53,128,843 438,137 15,674 2,288,669
3,206 725,995 13,327 163 32,571
—_ 1,319,450 115,296 —_ 115,296
— 359,151 49,708 — 49,708
— 1,678,601 165,004 — 165,004
286,267 55,533,439 616,468 15,837 2,486,244
—_ 5,178,588 = — =
286,267 60,712,027 616,468 15,837 2,486,244

(1) Conversion factor used of 5.92 Mcf/Bbl based on independent consultant’s forecast of future oil, natural gas liquids, and natural

gas volumes and revenues.

(2) Fiscal 1977 conversion factor was 8.47 Mcf/Bbl based on actual volumes and revenues.

(3) Assumes BVX maintains ten percent working interest until recovery of capital investment dropping to five percent thereafter to
provide for the Ruler exercising his option to take a 50 percent equity interest. Independent consultant estimates of Arzanah

reserves have been updated by Bow Valley.
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A Bow Valley oilwell drilling rig on location in the foothills of Alberta. This deep capacity drilling rig was designed and assembled this past

winter at a cost of $5,000,000 and is reported to be the largest and most modern rig in Canada.



BOW VALLEY RESOURCE SERVICES LTD.

DONALD R. SEAMAN, Senior Vice-President of Bow Valley
Industries Ltd. and President of Bow Valley Resource Services Lid.

Bow Valley Resource Services Ltd. was formed at the
end of fiscal 1977 to consolidate all the service and
manufacturing operations of Bow Valley Industries
Ltd. into one wholly-owned subsidiary company. B. ].
Seaman was appointed Chairman and Chief Executive
Officer and Donald R. Seaman was appointed
President and Chief Operating Officer. Five groups
have been established to carry out the activities of the
company:

® Oilwell Drilling

e Qilfield Services

e Diamond Drilling

e Industrial Products
e [nvironmental Products

There are a number of economies and efficiencies that
should result from this reorganization and all reports
on the activities of Bow Valley Resource Services Ltd.
will be based on the five operational groups of the
company.

The goal for Bow Valley Resource Services Ltd. in
fiscal 1978 will be to eliminate the manufacturing
losses in the British Columbia-based Industrial
Products Group as well as the recurrence of any
losses in certain of the service and supply operations.
If this can be accomplished, and the remaining groups
continue to enjoy favourable results, fiscal 1978
should be an improved year for Bow Valley Resource
Services Ltd.

Donald R. Seaman, P. Eng.

Oilwell Drilling

Bow Valley’s Oilwell Drilling Group is one of the
largest oilwell drilling contractors in Canada and also
has an interest in oilwell drilling rigs in the Arctic
Islands and the North Sea.

The Oilwell Drilling Group achieved record revenue
and income in fiscal 1977,

Bow Valley's 35 oilwell drilling rigs in western
Canada and the Mackenzie Delta have depth capacities
ranging up to 20,000 feet. These rigs were particularly
active this past year and, with high crew efficiency
and improved contract drilling rates, provided the
majority of the increased income. In fiscal 1977, these
rigs drilled 776 wells for 2,566,392 feet compared to
720 wells for 2,206,328 feet in fiscal 1976.
Government incentives, improved oil and gas prices,
and the recent recommendation of the National Energy
Board for an earlier and an increased export of the
current gas surplus in Alberta have resulted in
increased capital expenditures by oil companies and a
continuation of high drilling activity is expected. All
rigs are under contract at the present time.

Bow Valley has a 50 percent interest in a joint venture
which operates four oilwell drilling rigs in the Arctic
Islands. These rigs were not profitable this past winter
drilling season as activity decreased to three wells
drilled for 9,195 feet from five wells drilled for 57,087
feet in fiscal 1976. Recent Federal Government
announcements regarding land regulations in frontier
areas could serve to stimulate activity in the Arctic
I[slands. Feasibility studies are underway by industry
to assess the economics of exporting Arctic gas to the
eastern seaboard by L.N.G. tanker. The success of such
a project could also have a favourable effect on
exploration activity. At the present time, three of the
joint venture’s four rigs are contracted for the
1977-1978 drilling season.

In the United Kingdom Sector of the North Sea, Bow
Valley has a 20 percent interest in the self-propelled
semi-submersible drilling rig ODIN DRILL that has
been continuously employed in appraisal drilling in
the Brae field during fiscal 1977. The rig has recently
been awarded the drilling contract for the Brae
appraisal well 16/7a-9. Minimum drilling contract
rates have allowed only marginal income; however,
exploratory activity in the North Sea is expected to
increase with the recent award of additional licences
by the U.K. Government which should prove beneficial
to the offshore drilling industry.

Oilfield Services

Bow Valley’s Qilfield Services Group provides a
service and supply function to the oil and gas
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industry, specifically in the area of pipeline and
oilfield construction work, oilfield supplies, and
helicopter transportation.

The Oilfield Services Group had record revenue in
fiscal 1977 but income decreased substantially.

The pipeline construction division suffered a large
loss on a water-line contract in Alberta. Unusual
problems developed with a new internal coating
technique which significantly reduced the division’s
gross margin for the year. There are a number of major
oilfield construction programs underway and normal
margins are anticipated on these contracts.

The high level of oil and gas exploration in western
Canada allowed the oilfield supply division to have a
successful year. This trend is expected to continue
through next fiscal year. The low activity in the Arctic
Islands resulted in larger than expected losses from
the division’s supply depot at Resolute Bay. This
operation has been substantially reduced to keep any
additional losses to a minimum until northern activity
returns to normal.

Bow Valley's fleet of 21 helicopters operated
profitably in fiscal 1977 because of better utilization
of aircraft. Petroleum and mineral exploration activity
and forestry work remained at a high level, and all
units are under contract until the end of the fall

season,

Diamond Drilling

Bow Valley’s Diamond Drilling Group consists of a
contract drilling operation that services the mining
industry as well as a manufacturing plant for diamond
bits, drills, and other related equipment. Bow Vallev
operates 120 underground and 151 surface drills in
Canada and the United States and is the largest
diamond drilling contractor in Canada.

The Diamond Drilling Group had a modest increase in
revenue but a substantial reduction in income in fiscal
1977.

The diamond drilling industry continues to be very
competitive with low gross margins. Increased
overhead costs have been absorbed by the division as
any material rate increase during the year would have
created competitive disadvantages. Programs are
underway to better control overhead costs and
establish a more profitable business within the wark
that is available.

The manufacturing division that services the diamond
drilling industry had an increased loss in fiscal 1977.
A recent plant expansion to Phoenix, Arizona, has
failed to increase revenue and costs increased because
of excess capacity.

Mineral exploration activity in Canada is closely
associated with the economy of the United States and,
as housing starts increase and copper stockpiles
disappear, the diamond drilling industry should again
enjoy a better business climate.

A Bow Valley diamond drilling operation in central British Columbia.




Industrial Products

Bow Valley’s Industrial Products Group designs and
manufactures machinery for the forest products,
mining, and construction industries and custom
tabricating and foundry castings. Plant facilities
consist of a 160,000 square-foot building in Vancouver
and seven warehouses across Canada.

The Industrial Products Group achieved record
revenue but experienced a substantial loss in fiscal
1977.

The British Columbia-based manufacturing facilities
continue to operate in a poor economic climate.
Within the forest products industry, capital
expenditures remain at a minimum which have a
detrimental effect on support services. Profit margins
are low and inflationary cost increases hinder
management’s attempts to eliminate losses.

There are signs of recovery in the industry, and any
loss in fiscal 1978 should be marginal.

Environmental Products

Bow Valley’'s Environmental Products Group includes
a pollution control operation and a manufacturing
facility for heating and air conditioning equipment.

The Environmental Products Group achieved record
revenue and a good increase in income in fiscal 1977.

The pollution control division had a substantial
improvement in income in fiscal 1977. Revenue was
increased, gross margins improved, and overheads
reduced. Management is confident that this favourable
trend can be maintained and is attempting to expand
the market for their manufactured products.

Bow Valley’s air conditioning products division had a
good increase in sales volume, but restrictions placed
on price increases by Anti-Inflation Board regulations
reduced gross margins with a resultant decrease in
profits. The manufacture and sale of residential
furnaces is closely associated with housing starts in
western Canada which despite temporary slowdowns
show signs of long term growth, particularly in
Alberta. Revenue and income for the division's
industrial, commercial, and institutional air
conditioning equipment had a much improved year
because of a broader market area and improved
customer acceptance.

Air conditioning installation in Calgary by Bow Valley’s
Environmental Products Division.

A process control instrument being tested at Bow Valley's
laboratory facilities in Calgary.




Bow Valley Industries Ltd.

&

CONSOLIDATED BALANCE SHEET

(Canadian dollars)

ASSETS

Current assets:

Accounts receivable —

Bkt at e Y ([ (o) Rl e o e n im0 B8 oA G 6 R Al e e S
PreDaid BXDBINBEE L. . & 515 oo hraosar s & &) S EHAI SRR 0 ¥ 4 e s s s e

Capital assets, at cost (Note 4) . ... ..ot
Less: Accumulated depreciation and depletion .................

BT e v e e e v L e o e g O S

Other assets:

Interest in Panarctic Oils Ltd., at cost (Note 5) . .................
Interest in foreign partnership and incorporated
joint venture, at equity value .......... ... .. .. ... ... ...
Investments in and advances to other companies
and/sundryiassetstatieosts s fa i o et e L LB e L st

APPROVED BY THE BOARD:

ygc‘\m&v—-r Director

Director
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May 31
1977 1976
$ 26,004,674 $ 16,658,460
3,394,846 1,707,578
15,611,807 15,692,988
1,009,010 813,908
46,020,337 34,872,934

136,138,625

108,533,805

43,353,028 36,548,538
92,785,597 71,985,267
4,771,883 4,579,492
2,743,972 2,743,972
3,040,392 3,231,489
1,172,557 985,955
6,956,921 6,961,416

$150,534,738

$118,399,109




LIABILITIES

Current liabilities:
Operating bank loans, including cheques issued,

at-1 0% Fseauredi(INOta G) s iy oot e e s i i s
Bankers’ acceptances at 8%, secured (Note 6) ..................
Acconnts payablerand acemued . o i i s i et el e
Long terin debt dua withitioneyear . ... 5. i 50 caiiviumintes w'e s ¢ o

Longitermydebti(Note 7)) s sl s e a e W o R it v
Exploration and development advances (Note 8) .................
Peferred ey eIl L T i e & sy LSy
Provision for major overhauls . ... ......... ... ................
Deferred incometaxes ..................c0iiiinrriennnnn.

Shareholders’ equity:
Share capital (Note 10) —
5!/29% cumulative redeemable preferred shares
series A of a par value of $20 each —
Authorized and issued — 100,000 shares

Outstanding — 68,450 shares (1976 — 72,300 shares) .. ..

5% cumulative redeemable convertible second
preference shares of a par value of $100 each —
Authorized, issued and outstanding —

TOOL000 sharession ot i s e e L i

Common shares of no par value —
Authorized — 7,000,000 shares
Issued and outstanding — 4,838,036 shares

(976 — 418 2B B F AT e ] it B St

Capital redemption reserve fund, on redemption

of preferved shares:: il o e e e N
Contributedisurpluss bl S sl s e e or -l

Refainedtearnings [N Ot e e e RIS ik

Contingent liabilities and commitments (Note 13)

May 31

1977 1976

$ 10,085,527 $ 8,213,080
2,400,000 3,080,000
18,820,275 12,707,072
3,491,455 7,757,692
34,797,257 31,757,844
46,697,756 41,157,414

11,888,264 —=
927,098 607,437
709,620 649,954
19,515,833 12,104,788
1,369,000 1,446,000
10,000,000 10,000,000
16,497,575 16,292,729
631,000 554,000
192,420 159,854
7,308,915 3,669,089
35,998,910 32,121,672

$150,534,738

$118,399,109
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Bow Valley Industries Ltd.

CONSOLIDATED STATEMENT OF INCOME

(Canadian dollars)

Revenue:
Service, supply, construction, and manufacturing ...............

@ilSan digasisales, lasSITONAlIES i i i gt s s ST R
O BT e e o o e e e s st e o e, e o d s R S i

Costs and expenses:
BT eCHCOSISE it o i b L st e e Ty T S R R
General andiadminasiratives i s g D i e R e e
Interestiontlong term debt s n s . o bl n e e T
(60 AT o F o) L E e S e T e o el W S e B o 3oy
Depreeiati Omt: et s s S L S R e
Depletions e St tmmt s i e e e e
Amortization ofidefertedicharges: . oo e di Dah il et
Mining' praperties abandoned ... ol o a i e

Income before iNCOMEe taXESE! . 5 it v ettt & s e isberbdiviai e s

Taxes on income (Note 9):

by = A e e A e S R e
Defernads fxitmbi e vl s i e L S e R e

Netuineome s s s toioai crie=rd o & s 2 st w Al R e i ke
Net income per common share, based on

the weighted average number of shares
outstanding & Gl asamn T Et e e LS e L e
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Year ended May 31

1977 1976
$115,585,365 $ 94,814,981
14,586,541 7,229,378
1,542,932 15283.153
131,714,838 1085827 512
94,365,682 76,206,823
14,718,685 12,978,945
5,190,187 4,137,495
1,374,893 03515225
5,759,274 4,162,994
2,108,535 1,904,659
103,369 63,457
16,442 138,506
123,637,067 100,944,104
8,077,771 2,383,408
1,240,371 145,422
2,059,421 1,263,001
3,299,792 1,408,423

$ 4,777,979

$ 974,985

$ 0.87

$ 0.08




Bow Valley Industries Ltd.

CONSOLIDATED STATEMENT OF CHANGES IN
COMPONENTS OF WORKING CAPITAL

(Canadian dollars)

Increase (decrease) in current assets:
Accounts receivable —

Inventoriesit e i e s i R e e B el
PrepaldiexpeTISEs I Mee st SR~ i S I SO S

Net inCrease i ClITE N A S8 i s e asts fo ot st st st s e il

Increase (decrease) in current liabilities:

Operating bank loans, including cheques issued ................
Bankerstatce ptances it s o R ol hviain e e
Acconnisipayabletandtaceriediis wnrtinn e e
Estimatedtincomeitaxesmayable e o
Long term debt due withinone year . . ........... .. ... .00 u..n

Netincreasein enrrenttliabiifiess 0 e a i e e

Increase (decrease) in working capital ...... ...................

Year ended May 31

1977

$ 9,346,214

1976

$ (936,072)

1,687,268 730,168
(81,181) 1,188,131
195,102 (258,888)

11,147,403 723,339
1,872,447 2,269,610
(680,000) (600,000)
6,113,203 (942,788)
—_ (714,640)

(4,266,237) 2,295,315

3,039,413 2,307,497

$ 8,107,990 $(1,584,158)

CONSOLIDATED STATEMENT OF RETAINED EARNINGS

(Canadian dollars)

Balance at beginningof year . ... ........ ... ... ... ... ...
Net income-for the yoar e rt rm e e e e e o o L

Deduct:
Dividends paid —
51/295 preferredisharesiseries A i ol S L
5% secondipreferencessharesire i Tl Lios e e S e L R o
CGommon: shares (S0 0iper share] s o e o
Amount transferred to capital redemption reserve fund,
pursuant to The Companies Act of Alberta . ..................

Balance at'end of year 0l s e e e e e

Year ended May 31

1977 1976
$ 3,669,089 $ 3,826,239
4,777,979 . 974,985
8,447,068 4,801,224
77.659 81,483
500,000 500,000
483,494 479,652
77,000 71,000
1,138,153 1,132,135

$ 7,308,915

$ 3.669,089
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Bow Valley Industries Ltd.

5

CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION

(Canadian dollars)

Source of working capital:

Operations —

INERID COMIBET S ire e oiore s o s 31 SUslete e @ o 5 8 SRR e e

Add: Net total of non-cash items including
depreciation, depletion, mining properties abandoned,
amortization of deferred charges, gains or losses on
disposals of capital assets, deferred income taxes,
and income of foreign partnership and incorporated
jainteventnre Sl oe i o s e s e s e

Working capital provided from operations .....................

SharscapitalsiseMetl st 0o & oy s i iomnine f 58 5 s s s e 5 s
Issueiol Ion@IoRIIHEBE i\ 2 2 ¢ iseine T o s e ioseimisloieins o o v oo se
Exploration and development advances .......................
iU e = e i R () SR,

Application of working capital:
Additions to capital assets —
Land, buildings, drilling and other equipment ................
Oil and gas properties and equipment and
IIDINE PPOBSYMIBET o fifii s vi 5ot 5 5 5 b aumnseionm o o o ol n woaiecarscans

LeBar Proeoeds OfdISDBSAIS , oo et o v teitinms o o ot emeioeiesian

Repayment of long term debt and change in

OISR ROEROIT 0 S 300 v b o a0 0ot 5 15 505 5 s hemrsd oot b
Investment in and advances to other companies ................
Increase in investment in foreign partnership

and incorporated joint venture . ............................
Dividends paid ............ .. ... 00t
O S N o i v s G 3 e .5 8 e

Increase (decrease) in working capital .............. ... .. ... ...
Working capital at beginning of year ............... ... .. ... . ..

Working capital atend of year . ..... ... ... .. ... .. .. ... ... ..
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Year ended May 31

1977 1976
$ 4,777,979 $ 974,985
9,771,895 7,193,675
14,549,874 8,168,660
204,846 649,578
16,722,944 20,464,603

11,888,264 =
437,741 843,673
43,803,669 30,126,514
11,498,101 6,349,755
22,981,282 18,469,970
34,479,383 24,819,725
12,134,982 2,839,958
22,344,401 21,979,767
11,155,657 7,263,574

298,309 —
358,228 935,238
1,061,153 1,061,135
477,931 470,958
35,695,679 31,710,672
8,107,990 (1,584,158)
3,115,090 4,699,248
$11,223,080 $ 3,115,090




Bow Valley Industries Ltd.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
MAY 31, 1977

1. Summary of accounting policies:

The following accounting principles and practices of Bow Valley Industries Ltd. and subsidiary companies (“Bow Valley") are
set forth to facilitate the understanding of data presented in the financial statements.

Principles of consolidation —

The consolidated financial statements include the accounts of Bow Valley Industries Ltd. and its subsidiaries, all of which are
wholly-owned, as well as Bow Valley’s share of assets and liabilities, revenues and expenses of two partnerships. Bow Valley’s
50 percent interest in an incorporated joint venture and a 20 percent foreign partnership interest are accounted for by the equity
method, and the results of their operations are included in other income in the consolidated financial statements on the basis of
December 31, 1976 financial statements, which is the year end of both entities.

Capital assets (excluding oil and gas properties) and depreciation —

Depreciation of drilling and related equipment is calculated by the diminishing balance method, mainly at the rate of 20
percent; oil and gas well and battery equipment by the straight-line method mainly at the rate of 10 percent; manufacturing,
sales and service equipment by the diminishing balance method, mainly at the rate of 20 percent; helicopters and related
equipment by the straight-line method mainly at the rate of 10 percent of cost less an estimated residual value equal to 40
percent of cost; buildings by the diminishing balance method at rates from 2'/2 percent to 7%/2 percent.

Additions, improvements and repairs and maintenance that significantly add to productive capacity or extend the life of an asset
are capitalized. Other expenditures for repairs and maintenance are charged to income as incurred. Investment tax credits have
been applied to reduce the cost of the related fixed assets.

0il and gas properties and depletion —

Bow Valley follows the full cost method of accounting for oil and gas operations whereby all costs of exploring for and develop-
ing oil and gas and related reserves are capitalized and charged against earnings as set out below. Such costs include land
acquisition costs, geological and geophysical expense, carrying charges of non-producing properties, costs of drilling both
productive and non-productive wells and overhead expense related to exploration activities. The costs are accumulated in cost
centres as follows:

(i) North America — Canada and the United States except areas north of 60° N and offshore North American Continent.
(ii) Frontier North America — North of 60° N and offshore North American Continent.

(iii) Europe — United Kingdom and Continental Europe including its Continental Shelf which presently encompasses all sec-
tors of the North Sea, Celtic Sea and English Channel.

(iv) North Africa and the Middle East — Encompassing Abu Dhabi, Iraq, Iran, Saudi Arabia, Egypt, and adjacent areas.

(v) Other areas — A separate cost centre is established for each additional foreign area in which the Company is engaged in
exploration activities.

Costs accumulated in producing cost centres (at present only North America) are depleted using the unit of production method
based upon estimated proven reserves of oil and gas. In calculating depletion, natural gas and sulphur reserves and production
are converted to equivalent barrels of crude oil based on the relative net sales value of each product.

Expenditures in non-producing cost centres are amortized by the straight-line method over ten years or until sufficient reserves
are established to warrant economically commercial production, at which time amortization ceases. When production com-
mences, costs are depleted by the unit of production method. If exploration is discontinued in a cost centre the unamortized
costs in that area will be charged against income (included in depletion).

No gains or losses are ordinarily recognized upon the sale or disposition of oil or gas properties held for development purposes
except under circumstances which result in a major disposal of reserves.

Capitalization of interest —

Bow Valley follows the palicy of capitalizing interest where the related financing can be specifically identified with the acquisi-
tion, construction or development of major capital assets. When such assets commence operations subsequent interest costs are
charged against earnings. During 1977 a total of $434,834 of interest charges were capitalized (1976 — Nil).



Goodwill — -
Goodwill acquired prior to fiscal 1972 in the amount of '$ :
Management believes there are no reasons to expect any signi
does nat contemplate any amortization. Goodwill acquired sub

straight-line method.

3.920.752 is shown in the consolidated financial statements ;
ficant decrease in the value of this intangible asset and accmidmg]y
sequent to fiscal 1971 is being amortized over 20 vears using the

Provision for major overhauls —
The provision for major overhauls relates to Bow Valley's helicopter operations and is calcul
operation. Actual costs, when incurred, are charged against such provision.

ated on the basis of hours of aircraft

Translation of foreign currencies — :
The financial statements of U.S. subsidiary companies are included in the consolidated financial statements on the basis of $1

Cdn. equals $1 U.S.
Financial statements of other foreign operations are translated on the following basis:

Current assets and liabilities — Al year end rates of exchange except for materials and supplies held for use in oil and gas
exploration activities, which are translated at historical rates.

Other assets and liabilities — At historical rates, except for long term debt which is translated at current rates.

Revenue and expense items — At average rates of exchange throughout the year except for depreciation and depletion, which
are converted at the rate of exchange applicable to the related assets.

Change in accounting policy:

During fiscal 1976 Bow Valley modified its full cost method of accounting for oil and gas operations by forming separate cost
centres for significant areas of interest outside of North America and for Frontier North America (Arctic and offshore). Prior to
this change Bow Valley followed the full cost method of accounting using only one cost centre. This change, which has been
adopted retroactively, had the effect of decreasing net income for fiscal 1976 by $327,000 ($.07 per share).

Inventories:

Inventories, which are valued at the lower of cost or net realizable value, consist of the following:

1977 1976
Einishedsgoodafiast s i ge oore, (5 il s el B LR e B e $ 7,025,445 $ 7,116,888
Wonks indprogres s St et et s TS st 1 U R B e LT e 1,211,624 2,130,814
Nawgmateriale sl o SR e s sk an ot e ML e ] 2,771,765 2,083,896
iMaterialsiandisyppliesEraleeRaohicl e o - ssie o A EaSReael e e e 4,602,973 4,361,390

Certain 1976 inventory amounts have been reclassified to conform with 1977 presentation.

Capital assets:

$15.611,807

$15,692,988

1977 1976
Accumulated
depreciation Net book Net book
Cost and depletion value value
AT e AT IS Lo e s e IR L S i $ 750,629 3 — $§ 750,629 $ 685,577
Baildingssti. it e s B S 4,525,606 1,124,774 3,400,832 3,537,991
Leasehold improvements . .. .................. 859,942 437,828 422,114 543,313
Otfce equipment = s i e o e s ] 1,148,706 648,229 500,477 439,967
Automotive equipment .............0.000.., 2,824,228 1,649,140 1,175,088 1.128,806
Drilling and related equipment ............... 27,894,385 14,879,103 13,015,282 7,296,492
Manufacturing plant and equipment ........... 4,125,241 2,206,734 1,918,507 2023235
Helicopters and related equipment ............ 3,492,411 985,830 2,506,581 2,454,440
Construction equipmentiEwT=s i ol 3,824,471 2,230,630 1,593,841 999,182
Enlierequipmentiise el S L o L e 805,649 430,060 375,589 417,222
Oil and gas n) e o) 3 U UL o e e i T 72,504,368 14,360,247 58,144,121 45,416,165
Production equipment ....................... 13,382,989 4,400,453 8,982,536 7,042,877
$43,353,028 $92,785,597 $71,985,267

$136,138,625

Interest in Panarctic Oils Ltd.:

Panarctic Oils Ltd. shares are closely held, are not generally traded and have no quoted market value. In the opinion of manage-

ment the fair value of Bow Valley's interest exceeds cost.



Bank loans and bankers’ acceptances:

Operating bank loans and bankers’ acceptances are secured by a $2,000,000 floating charge demand debenture on the current
assets of a subsidiary and various chattel mortgages. In addition, Bow Valley has granted the bank general assignments of
accounts receivable and pledged certain inventories under Section 88 of The Bank Act.

There are no specific repayment terms for short term bank indebtedness. During the vear ended May 31, 1977 the average
amount of operating bank loans and bankers’ acceptances outstanding was $4.1 million (maximum $4.2 million) and the weigh-
ted average interest rate was 8.5 percent. Bow Valley has an established line of credit with their bankers which covers short term
bank borrowings of which approximately $2.0 million was unused at May 31, 1977. Bow Valley has an unused line of credit
related to long term borrowings amounting to $15.6 million.

Long term debt:
1977 1976

Bow Valley Industries Ltd.:
7 percent Sinking Fund Debentures Series “A’ due March 1, 1986,
redeemable with annual sinking fund instalments of $158,000
in each of the vears 1978 to 1985 inclusive
{Anthorizege = LU OO0 CEs: S N o S sy s S S e ma $ 2,241,000 $ 2,394,000

Bank loans, at current interest rates — prime plus

1 to 1Y2 percent, repayable at the rate of $170,000

per month to May 1979 and $500,000 per month thereafter,

secured by chattel mortgages on equipment* .............c.cc0iiiiiii i 8,251,941 2,964,633
Bank production loans, at current interest rates —

prime plus %4 percent, repayable beginning 1980 at

approximately $4,000,000 per annum, secured by

assignments on certain oil and gas properties* ........... ... i 33,795,000 38,185,000
B Yo B e e e e R o e PR M e 156,785 102,240
44,444,726 43,645,873

Subsidiaries:

Bank loans, at current interest rates — prime plus
1 to 1Y/2 percent, repayable at the rate of $107,000
per month, secured by parent company (Bow Valley
Industries Ltd.) guarantee and by chattel mortgages

(o] W16 |1 F0 011 0UZH0Y et by ot o R a7 3 e A O o O o s B s e R R IR 3,995,967 4,431,928
oo e e e o s e b L A S e e o A 1.748.518 837,305
5,744,485 5,269,233

Totalileng ternaaobi ot S iR Lot Sl bt ot i i wealere e s 008, s¥ B e e 50,189,211 48,915,106
Lasa:  Amount duern T oD B VAT 2t 5 e o aier iy e R e e o, o o 3,491,455 7,757,692
$46,697,756 $41,157,414

* The terms of the bank loans provide for repayments over varying periods of time; however, the banks reserve the right to call
the loans on demand. The 7 percent Sinking Fund Debenture Series A are secured by a first floating charge on all of Bow
Valley's undertakings subject to permitted encumbrances.

The aggregate maturities of long term debt in each of the five years subsequent to May 31, 1977 are as follows:

1978 — $3,491,455; 1979 — $3,615,984; 1980 — $7,272,976; 1981 — $7,853,587; and 1982 — $6,173,806.

Certain 1976 amounts have been reclassified to conform to 1977 presentation.

Exploration and development advances:

During fiscal 1977 Bow Valley received certain advances in connection with the exploration and development of the Brae field
in the U.K. North Sea. These advances bear interest at 6.75 percent per annum and the advances and interest are payable solely
out of 70 percent of Bow Valley's share of net proceeds of production from the Brae field when and if commercial production is
obtained.

Income taxes:

In fiscal 1977 total tax expense recorded in the financial statements amounted to $3,299,792 (an effective rate of 40.9 percent)
which is less than the amount of $3,797,000 computed by applying the Canadian corporate tax rate for the vear ended May 31,
1977 to 47 percent to income before provision for income taxes.

In fiscal 1976 total tax expense recorded in the financial statements amounted to $1,408.423 (an effective rate of 59.1 percent)
which exceeds the amount of $1,134,000 computed by applying the Canadian corporate tax rate for the year ended May 31, 1976
of 47.6 percent to income before provision for income taxes.
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These differences are accounted for as follows: $ (thousands)

1977 1976

.............. $3,797 $1,134
Computed iNCOME taX BXPEMSE . . ..t vvvvneatiitinaaeesstn s s sasantir e

Add (deduct): iiiio 477

Crown charges disallowed for tax PUIpOSes ............ccouemueenerariiinrrare e neenr s ;

Operating losses of subsidiary companies 5 _—
against which no tax credits are reflected . ......... ... il

Deduction for tax purposes in respect of & e
investment N PAnArCtic CRIBIIRAAL o i oo wisrera et adanarate st auetade stieisbel sl nsie, i bnys e mbi e oimiaTady s sirShe oy (S e = i

Resource profits rate reductions . ........... ... i iitaiiiiiaiiaa s (3,013) :

Provincial resoiirce industry TeDAtes ... ... .icvernniit e i i e e s s s s e {1,?32) [922]

) TS A R it el o s St g e B e e S S ety g SO o B s e g e

Taxiexpense reflected inthe aceountst ts . ool il i) v i et o st i e e i sl e

$3,300 $1,408

The deferred income tax expense of $2,059,421 (1976 — $1,263,001) results from timing differences in the recognition of re-
venues and expenses for tax and financial statement purposes. The main components of these differences, and the tax effect

thereof, are as follows:
$ (thousands)

1977 1976

Excess of capital cost allowance for

taxsplithosaoyerit BprocIAion R, S en S i i s e e R A L e e e e | $1,411 $ 767
Excess of drilling and exploration expenditures

fortassplitposeatovan daplationat F . o e eron e i S G i S 568 1,202
Accounting losses for which tax credits

araki | fzadi (Feco e P ad)MEatN S e e e e, o B el e S ot D o e b 317 (215)
e e I e i (237) (491)

$2,059 $1,263

At May 31, 1977, subsidiary companies had tax losses of $878,000, which expire at varying dates to 1982, available to carry
forward against future taxable incomes. In addition there are capital cost allowances and drilling and exploration costs available
for tax purposes in certain subsidiaries in excess of the related net book value of such expenditures for accounting purposes in
the amount of $1,874,000. No provision has been made in the accounts for possible future tax benefits which may arise from
these items.

Share capital and share options:

Bow Valley is required to expend $40,000 per year (or such lesser amount as would increase the fund to $80,000) on a series A
preferred share purchase fund for the redemption or retirement of its 51/2 percent cumulative redeemable preferred shares series
A, provided such shares are available in the open market for purchase at a price not exceeding their par value plus reasonable
cost of acquisition. The series A preferred shares are subject to redemption at any time at $21 per share. On liquidation, dissolu-
tion or winding up they rank prior to the common and second preference shares and holders are entitled to receive $21 per share
plus accrued unpaid dividends.

The 5 percent cumulative redeemable convertible second preference shares of a par value of $100 each are convertible at any
time prior to April 2, 1979, into common shares at an initial conversion price of $30 per common share (3%/s common shares far
one preference share). These shares rank junior to the series A preferred shares and are subject to redemption at $105 per share,
plus accumulated unpaid dividends, except that during the period to April 1, 1979 redemptions are subject to deferral under
certain conditions.

On or before March 31, in each year, commencing with the year 1980, Bow Valley is required to set aside as a sinking fund an
amount equal to 5 percent of the par value of the second preference shares outstanding at the close of business on April 1, 1979
for the purpose of either redeeming or purchasing the shares.

The following table sets out the change in issued common share capital during the two years ended May 31, 1977:

Number of
shares Amount
Balance ativay AL eT07E 200w ie o el B e e T s L 4,792,726 $15,643.151
Shares issued for cash upon exercise of Options ..........otouivriiiineeternninnes 33,600 649,578
Balance ativava3ase0g Bl Riems Mineistiia ool o ot e (e in sl L0 Do i e e 4,826,326 16,292,729
Shares issued for cash upon exercise of options ........ccoviveiiviiiineeeneins 11,710 204,846
BalanceatiVapaToza B st et s o e s S L L T e 4,838,036 $16,497,575

Of the autharized but unissued common shares, 482,388 were reserved at May 31, 1977 for the following:

(a) Options granted, or to be granted, up to an aggregate of 149,055 common shares of Bow Valley to officers and employees of
Bow Valley under the terms of the Bow Valley Industries Ltd. Incentive Stock Option Plan.
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(b) 5 percent cumulative redeemable convertible second preference shares convertible initially into 333,333 common shares of
Bow Valley.

As at May 31, 1977, the details of common shares under aption are as follows:
Market value at

Option price date of grant
Number of Per Per

Date granted shares share Total share Total
Decembear:11, 10872 Sl S s, T 1,900 $41.09 $ 78,071 $43.25 $ 82,175
Jime 61973 v e e e e e 16,900 25.18 425,542 26.50 447,850
May 29, 10T G0 L et st i sva 27,700 17.81 493,337 18.75 519,375
APIIL 22 97 5 e 34,400 15.08 518,752 15.87 545,928
Jiine 4, 1976 =5 aaan e S S s 12,000 24.12 289,440 24,12 289,440

92,900 $1,805,142 $1,884,768

The following table sets out details regarding options exercised during the two years ended May 31, 1977:
Market value at

Option price date of exercise
Number Per Per
Date granted of shares share Total share Total
Year ended May 31, 1976:

February:23; 00718 s o s ey e 3,650 $16.03 $ 58,510 $17.38 to $66,581
18.50

November 30; 1971 tof. oo, o 14,400 23.87 343,729 25.25 to 366,000
26.63

June:6,; 1973 o ms o S el 150 25.18 3,777 25.50 3,825

MaY 208197 S g e e 4,150 17.81 73,912 25.00 to 107,025
27.50

APl 221976 S Tl e e 11,250 15.08 169,650 17.75 10 277,100
27.50

33,600 $649,578 $820,531

Year ended May 31, 1977:

Tunei4,: 1974 s e e 250 $21.61 $ 5,403 $22.75 $ 5,688

November 30,1971 ............... 560 23.87 13,367 24.38 to 14,000
26.25

May: 29 0 A e e e L S, 7,950 17.81 141,590 19.13 to 179,700
26.75

APT 22 S O TS e e e L 2,950 15.08 44,486 19.38 to 71,838

26.75 ST

11,710 $204,846 $271,226

Options are exercisable within a period of five years from the date of grant or one year from the date of death of an optionee or
within three months of termination of employment due to permanent disability or retirement under a Company retirement plan.
The value assigned to the shares on the exercise of options is the option price multiplied by the number of shares issued. No
charges are made against income.

Restrictions on dividends:

Under the terms of the Trust Deed for the 7 percent Sinking Fund Debentures Series A of Bow Valley Industries Ltd. and the

terms of the Series A preferred shares, dividends on common shares shall not be declared or paid:

(a) If after giving effect to such declaration or payment, the aggregate of the consolidated retained earnings and capital surplus
will be less than $3,000,000; and

(b) unless after giving effect to such dividends the amount of the consolidated retained earnings will be at least 125 percent of
the par value of all the Series A preferred shares and all preferred shares ranking in priarity thereto or equally therewith then
issued and outstanding.

At May 31, 1977 approximately $5,132,000 of the consolidated retained earnings, capital redemption reserve fund and contri-
buted surplus were free of these restrictions.

Remuneration of directors and senior officers:

During fiscal 1977, there were 11 directors and 13 officers of whom five were also directors (1976 — 11 directors and 13 officers,
of whom five were also directors). Directors’ fees and officers’ remuneration for the year amounted to $24,750 and $790,565
respectively (1976 — $18,334 and $750,805 respectively). Officers who are also directors receive no remuneration in their
capacity as directors.
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13. Contingent liabilities and commitments:
At Mav 31, 1977 Bow Valley was contingently liable as follows: .
(a) Fn; the liabilities of the co-owners in the joint ventures and pa.rtnersl:li;.)s, but against which Bo]w: -
against the other co-owners and the interest of the co-owners in the joint venture and partnership assets.

(b) As guarantor of the indebtedness of third parties and discounted conditional sales contracts in the amount of approximately
$4,000,000.

Valley would have a claim

There are outstanding claims against a subsidiary (Bow Helicopters Ltd.) in the amount of appr_ox-imately $650,(]Uf]f;elait13gbl'0;:
accident in July 1969, Counsel for the insurers have taken the position that these do not fall .w1th1n the lcu_veraie athort eb-',::{ia; ,
applicable liability policies, but this position has been disputed. Bow Valley's legal counsel is of the opinion that the subsi y
has a meritorious defence and should prevail at trial.

14. Anti-inflation program:
Bow Valley (with the exception of its oil and gas operations and its foreign branches and subsidiaries) is subject to, and believes
it has complied with, controls on prices, profits, compensation and dividends under the anti-inflation program.

15. Replacement cost information (unaudited):
In accordance with a requirement of the United States Securities & Exchange Commission, Bow Valley has provided data
showing the estimated replacement cost of property (excluding mineral resources assets which amount to approximately 63
percent of the tolal property) and inventory together with the related effect on income which is presented in Bow Valley's 1977
Form 10K (available upon request) and which will be filed with the Commission in Washington, D.C.

16. Quarterly financial information (unaudited):

Price Waterhouse & Co. carried out a limited review with respect to the fiscal 1977 quarterly financial information, but did not

imi iew of the fiscal 1976 information.
carry out a similar review scal information Fotr aiided: May 31

1977 1976
Revenue:

HiTstequartenc Bver ol s Iunietirmntn s o e e i i e e A (e S $ 32,947,813 $ 24,208,045
SecondiquartteRiEE R e Bt Al L Rt e e B e I e 33,392,492 26,481,677
Qihird qirarterSesmi= FEadee B0 w. s 1 v ool we psiindeal i e s e T ERT e P 31,781,028 27,369,243
O T AT T e e i e R LS SE e LT s 33,593,505 25,268,547
$131,714,838 $103,327,512

Net income (loss):
Hirstyairart D s e o bt s e S e T Bl o e e ) hy 966,401 $ 779,275
S L T e e e e L N e Bl oyt i 0 S 421,629 178,732
dihindPqitartor . maioat lSaliey = ety el B0 Sl S ST L e e 1,548,619 259,120
Hourthiquarietlaai e S s bt el b e a i S O = L S S e 1,841,330 (242,142)
$ 4,777,979 $ 974,985

Per common share:
1 el TV e e e L e e S S S e e $ 017 $ 0.13
Second guattenEm S R e S s b RS SR e 0.06 0.01
eUHiTd iU BT er el o s s L A R e VR e e M 0.29 0.02
Eolitthigquarter it n i s i i de b s e S e S L M e 0.35 (0.08)
s 0.87 3 0.08

AUDITORS’ REPORT

To the Shareholders of
Bow Valley Industries Ltd.

We have examined the consolidated balance sheet of Bow Valley Industries Ltd. and subsidiary companies as at May 31, 1977 and
1976 and the consolidated statements of income, retained earnings and changes in financial position for the vears then ended. Our
examinations were made in accordance with generally accepted auditing standards and accordingly included such tests of the
accounting records and such other auditing procedures as we considered necessary in the circumstances.

In our opinion these consolidated financial statements present fairly the financial position of the companies as at May 31, 1977 and
1976 and the results of their operations and the changes in their financial position for the years then ended, in conformity with
generally accepted accounting principles consistently applied.

7 [
CALGARY, Alberta 4&64/{.. //’L/Mz- "z lﬁd LLELC & (S .

July 8, 1977 Chartered Accountants



FIVE YEAR SUMMARY

May 31, 1977 (thousands of Canadian dollars, except for per share amounts)

1957 1976 1975 1974 1973
Revenuer s Je s Be Snbag e $131,715 $103,328 $ 93,941 $ 73,426 $ 61,722
Costs and expenses
IHICCEEOALS IRRETPa M R tn ol o= 94,367 76,207 67,055 54,230 46,334
General and administrative . ... 14,719 12,978 11,125 8,181 7,198
Depreciation, depletion and
amortization of deferred
pharges ................... 7.9741 6,131 5,609 5,499 5,064
Mining properties abandoned . . 16 139 91 37 75
Interest — On long term debt .. 5,190 4,138 2,766 1,669 1,025
— Other: Far e, L 1,375 1,351 1,054 827 456
123,638 100,944 87,700 70,443 60,152
8,077 2,384 6,241 2,983 1,570
Taxes on income
Current [s s 1,240 146 834 449 225
Deferredl i mi e Natioe 0 2,059 1,263 2,827 1,207 531
3,299 1,409 3,661 1,656 756
Income before extraordinary
Hems, W5 sea e e e L 4,778 975 2,580 13327 814
Extraordinary items ............ — — 277 — 66
Netincone: ks i s i iy $ 4,778 $ 975 $ 2,857 S0 1,327 $ 880
Deduct — Preferred share
dividend requirements ........ 578 581 586 589 592
Net income applicable to
COINIHONISNATOS: - e $ 4,200 $ 394 S8 2271 $ 738 $ 288
Weighted average shares
outstandingt i e tTet e . . 4,833,725 4,794,668 4,771,822 4,768,873 4,759,683
PER COMMON SHARE
Income before extraordinary
itemss; v 2 it n U Rt e L e, $ 0.87 $ 0.08 $ 042 $ 0.15 $ 0.05
Extraordinary items .......... — — 0.06 — 0.01
Nefincome iR s s $ 0.87 $ 0.08 $ 048 $ 0.15 $ 0.06
Dividends per share
GOMION, = s e s S G e 3 0.10 $ 0.10 $ 0.10 $ 0.10 $ 0.10
Preferred, series A .. .......... 1.10 1510 1.10 1.10 1.10
Second preference ............ 5.00 5.00 5.00 5.00 5.00

SHAREHOLDERS INFORMATION
Stock Price

The following table indicates the quarterly high bid and low bid prices for the common stock of Bow

Valley on The Toronto Stock Exchange for the last two years.
Fiscal 1977

Fiscal 1976

FirstiQuartersit S ene g s el o ) e i ST e e e $2712 $221/s $16s $131/2
Sezonds (FuanteTs e L e sl s T 251/s 18% 162 11/
Third Enarien T 0 e s R AR R S s U0 = e R 241/a 198 19 141/2
Bourth CIIATIOr i o e e s e e ol e s S SRl 24 16 283%/a  16%/s
Common Shareholder Distribution — May 31, 1977

Number of

Shares Percent

Canmatdat - fmaie e et DR B il &R e S B o B e e 3,306,541 68.4
LInited: States: ot L e L el S L Sl L L T e 1,385,587 28.6
(8] 11 1) CRTIT e et L T S Sy ey o T e O T Ly 508 e 146,108 3.0

4,838,236 100.0
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J. RICHARD HARRIS MAJOR GENERAL 4 . i . BYRON ]. SEAMAN
LORD MICHAEL FITZALAN HOWARD,
KCVO, CB. CBE. MC, DL.

AUDIT COMMITTEE REPORT

In accordance with contemporary corporate prac-

tice Bow Valley has had an Audit Committee

since 1971. The Committee consists of three mem-

bers of the Board of Directors who are not Officers or
employees of the Company, namely Messrs. F. J. Ahern;

W. A. Howard, QC; and D. L. Sinclair. The Committee
meets at regular intervals with representatives of the Com-
pany’s auditors, Price Waterhouse & Co. Except at the request of
the Audit Committee, no members of the management are present parv.x seamax
at these meetings which thereby enables the Committee to obtain
independent answers to and comments on any and all matters per-

taining to the accounting and financial aspects of the Company’s opera-

tion. Detailed minutes of these meetings are maintained.

While the Committee concerns itself with overall financial and accounting

matters, it also reviews in detail all accounts presented in the Company’s an-

nual and interim reports to shareholders. This review includes such matters as

the age and collectability of accounts receivable, the valuation and physical exis-
tence of inventories, the status of fixed assets, and the accounting treatment for de-
preciation and depletion as well as all pertinent items included in liabilities and net
worth and a review of all internal controls.

D'ALTON L. SINCLAIR

A full report of the Audit Committee is made to the Board at least annually and the Direc-
tors’ approval of the annual accounts is not given until this report has been presented and
approved.

For the fiscal year ended May 31st, 1977, the Audit Committee found no matters requiring correc-
tive action by the Board, including in particular the existence or suspicion of any improper pa3 ments

made by any members of the management or staff.

August 19, 1977 F. ] Ahern
(,halrman — Audit Committee
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