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PAGE PETROLEUM LTD.

Incorporated in Alberta, Canada

CORPORATE PROFILE

Page Petroleum Ltd. was formed by amalgamation in Alberta on August 13, 1971.

The Company has continued and expanded the operations of its predecessor
companies, acquiring oil and gas reserves through exploration, development and
purchase. Page has traditionally operated in Western Canada, although in 1973
the Company expanded its operations into the United States. The Company's
principal reserves and production are located in Western Canada, Utah and
Texas. In Western Canada, the Company also engages, through subsidiaries, in
services ancillary to the oil and gas industry, including well servicing and the
manufacture of service rigs.

As of March 31, 1980, Page’s 3,239,475 outstanding commaon shares were held
by 2,025 registered shareholders.

COVER

The cover picture features an oil
shipping valve located at a Page tank
battery (12-3-31-20-W3M) in the
Dodsland Field in Saskatchewan. A
total of 221,975 barrels of Dodsland
crude oil was shipped from this battery
during 1979.
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REPORTING IN METRIC

S| CONVERSION TABLE
On January 1, 1979, the Canadian petroleum )
industry adopted the International System of Units To convert from To Multiply by
(Sl) commonly called the metric system. Page has )
been using some metric units in its 1979 quarterly Cubic metre (m?) barrel (obl) 6.293
reports to shareholders. This annual report Thousands of cubic thousand cubic
includes selective use of metric and, where used, metres (10°m?) feet (mcf) 35.494
equivalents from the old Imperial system are also Tonne () long ton (1) 0.984
given. In future years the Company's annual Metre (m) foot (ft) 3.281
reports will more fully convert to metric reporting. Kilometre (km) mile (mi) 0.621
The most common conversions relating to volumes Hectare (ha) acre (ac) 2.471
of oil a_nd gas w'iII be from barrels gnd cubic feet Examples:
to cubic metres; one cubic metre is equal to )
approximately 6.3 barrels or 35.5 cubic feet. In 10°m? = one thousand cubic metres
reporting land areas the conversion will be from 10°m® = one million cubic metres
acres to hectares; one hectare is roughly 10°*m?® = one billion cubic metres
equivalent to 2.5 acres. N N




PAGE PETROLEUM LTD.

FINANCIAL AND OPERATING HIGHLIGHTS

{Unless otherwise indicated, all dollar amounts in this report are expressed in Canadian dollars).

FINANCIAL

Grossincome . ... . ... ..

Salesofoilandgas .. .............
Well servicing income .. .. .. .. ... ..
Investment and other income . . ... ..
Total expenses .. ................
Net income (loss) .. ..............
Preferreddividends .. .. ... ... .. ...

Net earnings (loss) applicable

tocommonshares ... ... ... ... ... ... ...

Per commonshare ... ... .. ...
Funds generated from operations . . . .
Per commonshare ... ... .. ..

Additions to property and equipment .. . ... .. ... ...

Working capital (deficiency) . ... . ..
Longtermidebt .o vnnnn g isy

Shareholders’ equity . . .. . .

Common shares outstanding . . .. .. ..
Number of shareholders . . .. .. ... ..

OPERATIONS
LAND HOLDINGS

Grossacres . ...,
Netaeres -« «c v s s s s 5 v 500 2

DRILLING ACTIVITY

Gross wells drilled ... ... ... .. ..

Net wells drilled . ... . ... ... .. .. ... ... ... .

Net wells productive . .. ... ... . .
Netwellsdry ....conivineinnis

PRODUCTION — gross (before royalties)

Crude oil and liquids — barrels . . . .
Perday ... ...... ... ... ..
Naturalgas —mcf .. ... ... ... .
Perday :...ocucuowszonzanmm

RESERVES — gross proven and probable

Crude oil—barrels . .. ... ... ..

Naturalgas —mef .. ... .. . . ... ... ... .. ..

RANGE OF MARKET PRICES ON COMMON SHARES:

1st Quarter

Year High
Toronto 1977 295
Stock 1978 6.75
Exchange 1979 13.25
American 1979 —
Stock
Exchange

(U.S. dollars)

Increase
(Decrease)
1979 1978 _ PerCent
(Restated)

............ $ 12,791,000 $ 5,670,000 1256
............ $ 11,606,000 $ 4,930,000 135.4
............ $ 1,117,000 $ 610,000 83.1
........... $ 68,000 $ 130,000 (47.7)
....... $ 12,589,000 $ 4,648,000 170.8
------------ $ (33,000) $ 799,000 (104.1)
............ $ 445,000 $ 183,000 143.2
$ (478,000) $ 616,000 (177.6)
............ $ (0.18) $ .30 (160.0)
.......... $ 4,533,000 $ 2,669,000 69.8
............ $ 1.66 $ 1.82 25.8
$ 30,256,000 $11,358,000 166.4
........... $  (744,000) $ 114,000 (752.6)
........... $ 26,645,000 $10,182,000 161.7
,,,,,,,,,,,, $ 21,422,000 $ 9,384,000 128.3
............ 2,960,868 2,065,418 43.4
......... 1,747 1,142 53.0
........... 1,536,704 917,439 67.5
............ 360,367 113,900 216.4
............ 146.0 113.0 29.2
117:3 92.6 26.7
....... 1111 87.5 27.0
............ 6.2 51 21.6
............ 861,916 467,755 84.3
.......... 2,361 1,282 84.3
............ 1,071,048 607,342 76.4
............ 2,934 1,664 76.4
............ 29,011,000 13,096,000 121.5
16,841,000 12,989,000 29.7

Annual

2nd Quarter 3rd Quarter 4th Quarter Share

Low High Low High Low High Low Volume
2.30 3.05 2.50 3.50 2.70 7.25 4.45 1,271,000
5.00 6.12 4.95 8.62 4.85 9.00 6.37 1,254,000
8.87 19.00 11.87 19.25 15.00 28.62 14.25 3,626,000

= — - — . 24.75 1412 1,755,000



LAWTON L. CLARK
President

TO THE SHAREHOLDERS

Net oil and gas revenues in 1979 continued the trend
established during the last few years, increasing
135% to $11,606,000 from $4,930,000 in 1978. Funds
generated from operations amounted to $4,533,000, a
70% increase from the $2,669,000 a year earlier.
However, because of substantial increases in all
categories of expenses, the Company recorded a net
loss of $33,000 for the year. After providing for the
cumulative dividends on the preferred shares, the loss
applicable to common shares amounted to $478,000
(18¢ per share) compared to net earnings of $616,000
(30¢ per share) in 1978.

At year end, the Company'’s proved oil and gas
reserves, net after royalty, totalled approximately 13
million barrels of crude oil and liguids and 12 billion
cubic feet of natural gas. These reserves compare to
nine million barrels and nine billion cubic feet,
respectively, at December 31, 1978,

A $10 million issue of preferred shares in June 1979,
resulted in net proceeds of $9,500,000 to the
Company. This was a 1,000,000 share issue
designated as 7% Cumulative Redeemable
Convertible Preferred Shares Series B with a par value
of $10.00 each. These preferred shares are
convertible into common shares by the holder prior to
July 16, 1989. If such conversion rights were to be
fully exercised prior to July 16, 1984, a total of
529,000 common shares would be issued with a
lesser number issuable in subsequent years. This
issue of preferred shares followed the earlier call for
redemption of the then outstanding 7% Cumulative
Redeemable Convertible Preferred Shares Series A.
Following the call for redemption, 495,285 of the
500,000 Series A Preferred Shares were converted
into 717,396 common shares by April 30, 1979 and on
May 1, 1979 the remaining 4,715 Series A Preferred
Shares were redeemed at $10.50 per share.

During 1979 the Company drilled or participated in a
total of 146 wells (117 net). The principal area of
activity was in the Dodsland field of west central
Saskatchewan where Page drilled and completed 102
wholly owned oil wells. The Company plans to drill at
least 80 additional development wells at Dodsland
during 1980. At year end Page was producing approx-
imately 1,900 barrels per day from 219 wells in this
field. We expect that it will take an additional three to
four years to fully develop the Dodsland properties.



The most significant area of U.S. activity was in the
Greater Altamont-Bluebell Field of Utah where Page
purchased 12 producing Wasatch oil wells (8.5 net)
and approximately 25,000 net lease acres at a total
cost of $3,048,000 (U.S.). The Company subsequently
drilled two successful development wells. The first,
Page Ute Tribal 1-9C-6, completed in late July,
produced an average of 430 barrels per day for the
remainder of the year. A second development well,
Page Ute Tribal E-2, commenced in late 1979, was
placed on production in February, 1980. Daily
production for the month of March averaged 754
barrels and approximately 750 Mcf of casinghead gas.
Page plans to drill six Wasatch development wells in
this field during the coming year. Production from the
Altamont-Bluebell field is expected to be the largest
source of revenue for the Company in 1980.

To help assure growth in the years ahead Page
accelerated its land acquisition program during the
past year. At December 31, 1979, the Company held
1,490,546 acres of undeveloped lands (340,504 net).
Since year end Page has acquired more than 100,000
additional net acres in a number of provinces and
states including Alberta, Manitoba, Saskatchewan,
Kansas, Texas, Oklahoma, Michigan and Qhio.

Page’s service rig business, operated through a
subsidiary, Northline Well Servicing, Ltd., has expanded
considerably in the past 12 months. The Company
now operates 10 small service rigs in Saskatchewan
and Alberta, with expansion to at least 15 rigs planned
for 1980.

Effective July 1, 1979 Page acquired all the shares of
Habco Sales Ltd. and two of its affiliated companies,
for $1,049,000 and 130,000 common shares of the
Company. Habco, a private Alberta company,
furnishes various services to the oil and gas industry,
including the manufacture and installation of
compressor packages, wellhead facilities and gas
plant equipment, pipeline construction and the sale of
tubular goods. This transaction is subject to approval
by the Canadian Foreign Investment Review Agency. If
such approval is not obtained Page may be required
to divest itself of this investment.

The Company has budgeted a total of $36 million in
1980 to carry out a still expanding development and
exploration program. A sizeable part of this program
can be funded from the Company’s present and antici-
pated line of bank credit and from projected cash flow.

Page has also filed with the U.S. Securities and
Exchange Commission a registration statement for a
public issue of $25,000,000 (U.S.)10% Convertible
Subordinated Debentures due 2000. It is anticipated
that the proceeds from this issue will be received on
April 29, 1980,

In August of 1979 the Board regretfully accepted the
resignation of one of our Directors, Mr. C.D. Gould.
His contributions as both an Officer and Director of
Page and predecessor companies were substantial.
We wish him well in his new ventures. To replace
Mr. Gould, the Board appointed Mr. H.W. Higgins of
Calgary, Alberta. Mr. Higgins is the founder and
president of Habco Sales Ltd., now a wholly owned
Page subsidiary. We are also pleased to advise that
Mr. Tom Jacobsen, formerly a Vice President of the
Company, was appointed Executive Vice President in
June of 1979.

Page has enjoyed rapid growth during the past few
years and the coming year should continue this trend.
Company forecasts indicate that 1980 net oil and gas
revenues will total at least $24 million and that funds
generated from operations will exceed $10 million.
Assuming that these predictions prove to be correct,
1980 will be the fourth successive year in which the
Company’s net oil and gas revenues have doubled
those of the preceding year.

QOur progress would not have been possible without
the help of our shareholders and the willing efforts of
our employees. We sincerely appreciate your support.

%ﬁ 5 Clun

April 22, 1980 President



PAGE PETROLEUM LTD.
FIVE YEAR STATISTICAL SUMMARY

FINANCIAL
1979 1978 1977 1976 1975
(Restated) (Restated) g o

INCOME

Qil and gas sales . : . $15,235,000 $ 6,682,000 $2,914,000 $1,240,000 $1,304,000

Royalties paid . . . 3,629,000 1,752,000 996,000 531,000 547.000

Net oil and gas sales : o 11,606,000 4,930,000 1,918,000 709,000 757,000

Well servicing income . . - 1,117,000 610,000 - = —

Interest and other income : 68,000 130,000 99,000 11,000 67,000

GROSS INCOME . o 12,791,000 5,670,000 2,017,000 720,000 824,000

Production expenses = . .. 3,429,000 1,340,000 469,000 132,000 84,000

Well servicing expenses 2 911,000 409,000 — — —

General and administrative (net) . o 1,643,000 655,000 276,000 190,000 190,000

Interest expenses - : 2,453,000 742,000 370,000 219,000 146,000

Current income taxes . . . . (178,000) (145,000) (147,000) (99,000) (101,000)

FUNDS GENERATED
FROM OPERATIONS . 4,533,000 2,669,000 1,049,000 278,000 505,000
Per common share . 1.66 1.32 .58 0.20 0.36
Depreciation, depletion, amortization 4,153,000 1,502,000 517,000 227,000 242,000
Deferred income taxes W i 413,000 368,000 235,000 44,000 107,000
NET EARNINGS (LOSS) . . (33,000) 799,000 297,000 7,000 157,000
Preferred dividends . 445,000 183,000 — — —
Net earnings (loss) applicable
to common shares . ... .. .. (478,000) 616,000 297,000 7,000 157,000
Per common share . ; (-18) .30 T .005 0t

BALANCE SHEET

Working capital (deficiency) s (744.,000) 114,000 668,000 91,000 192,000

Investments and advances . 3,620,000 — — — —

Property and equipment i 2 45,074,000 18,880,000 8,998,000 4,293,000 3,565,000

Other assets : ! 1,539,000 1,581,000 65,000 50,000 55,000

CAPITAL EMPLOYED . 49,489,000 20,575,000 9,731,000 4,434,000 3,812,000

Deduct: Long term debt . - 26,645,000 10,182,000 5,547,000 2,408,000 1,846,000

Deferred income taxes 1,422,000 1,009,000 641,000 344,000 301,000

Shareholders’ equity . . 21,422,000 9,384,000 3,543,000 1,682,000 1,665,000

Common shares outstanding . g, 2,960,868 2,065,418 1,999,252 1,410,086 1,408,486

CAPITAL EXPENDITURES

Exploration and development (net) . . 27,859,000 10,059,000 2,870,000 944,000 751,000

Well servicing .. .. . 1,300,000 666,000 — —_ -

Other s s L 1,097,000 633,000 59,000 e 71,000

30,256,000 11,358,000 12,929,000 944,000 822,000

OPERATIONS

LAND HOLDINGS (working interest)

Gross acreage held . .. . : 1,537,000 882,000 1,627,000 1,639,000 2,482,000
North America — net o 360,000 89,000 111,000 92,000 138,000
Overseas —net . ... ... L = 24,000 43,000 47,000 178,000

TOTAL NET ACREAGE .. ; 360,000 113,000 154,000 139,000 316,000

DRILLING ACTIVITY

Gross wells drilled - 4 146.0 113.0 53.0 11.0 60.0
Net wells drilled 4 ‘o 1173 926 42.6 2.4 6.6
Productive D . 1111 87.5 42.3 1.5 33
Dry .. R ‘ 6.2 5.1 0.3 0.9 3.3

PRODUCTION — gross (pefore royalties)

Crude oil and liquids — barrels 862,000 468,000 266,000 125,000 144,000
Average daily, barrels 2,361 1,282 730 341 395
Natural gas — mcf d TR A e 1,071,000 607,000 195,000 164,000 191,000
Average daily, mef ... ... 2,934 1,664 534 448 522

GROSS RESERVES — proven

and probable
Crude oil — thousand barrels . ‘ 29,011 13,086 7.235 4,527 4,352
Natural gas — mmcf - 16,841 12,989 9,589 5,767 4,961



OPERATING AND FINANCIAL TRENDS
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PRODUCTION AND RESERVES

The Company's daily net oil production was twice that
of the previous year, increasing from an average of
146 cubic metres (920 barrels) per day in 1978 to 290
cubic metres (1825 barrels) per day in 1979,
Essentially all of this increase was from the Dodsland
field in west central Saskatchewan and from the
Altamont-Bluebell Field in the Uinta Basin of Utah. Net
gas production, still comparatively small, increased
from 39 thousand cubic metres (1.4 million cubic feet)
per day to 65 thousand cubic metres (2.3 million)

per day.

Independent engineering firms in the U.S. and Canada
have estimated Page's total recoverable proven oil
reserves at December 31, 1979 to be 2,061,000
cubic metres (12,967,000 barrels) up 51% from

1 362 000 cubic metres (8,570,000 barrels) at
December 31, 1978. Proven gas reserves increased
42°% to 341 000 thousand cubic metres (12.1 billion
cubic feet) from 240 000 thousand cubic metres (8.5
billion cubic feet). The future undiscounted cash flow
from these proven reserves was calculated to be
$276 million. Using 15% and 17.5% discount factors
this cash flow was determined to have present worths
of $112 million and $101 million respectively. These

reserves differ from those calculated in accordance
with the rules by the U.S. Securities and Exchange
Commission, which are set forth in the Reserve
Recognition Accounting presentation included in the
Notes to Consolidated Financial Statements.

In addition to the proven reserves there were an
estimated 1 443 000 cubic metres (9,085,000 barrels)
of oil and 31 000 thousand cubic metres (1.1 billion
cubic feet) of natural gas in the probable additional
category, having undiscounted future net cash flow of
$142 million. Using 15% and 17.5% discount factors
this cash flow (from probable reserves only) was
determined to have present worths of $32 million and
$27 million, respectively.

All amounts are net after deduction of estimated
royalties, operating costs and future capital costs.
Most of the Company’s U.S. cil production is
categorized as ‘‘new" (Tier 3) oil or that oil discovered
after Jan. 1, 1979. The tax imposed on new oil under
the recently enacted U.S. Crude Qil Windfall Profit Tax
Act of 1980 is 30% of the difference between the
actual selling price of the oil produced after February
29, 1980 and an average base price of $16.55 (U.S.),

JAN. 1, 1980 JAN. 1, 1979
RESERVES METRIC IMPERIAL METRIC IMPERIAL

GROSS liE_T GROSS NET GROSS EIE_T GES E
(thousands of (thousands of (thousands of (thousands of

0IL cubic metres) barrels) cubic metres) barrels)
proven - Alberta ... ... 231 162 1,451 1,020 248 150 1,563 941
- Saskatchewan 1863 1538 11,726 9,676 1358 1208 8,548 7,604
-Utah .. .. e 454 356 2,856 2,242 — — e =
- Texas . ‘ 6 5 41 29 6 4 35 25
2554 2061 16,074 12,967 1612 1362 10,146 8,570
probable - Alberta . .. ...... .. .. .. 187 170 1,176 1,072 83 69 522 434
- Saskatchewan . . . . 1831 1243 11,525 7,823 384 359 2,419 2,257
- Utah o L 36 29 226 183 — — = =
-Texas . . .. B 2 1 10 7 1 1 9 7
TotalQil .. . . .. ....... 4610 3504 29,011 22,052 2080 1791 13,096 11,268

(millions of (milliens of (millions of (millions of

GAS cubic metres) cubic feet) cubic metres) cubic feet)
proven - Alberta . ..... . .. 117 86 4,140 3,059 93 67 3,302 2,390
- Saskatchewan 71 68 2,503 2,427 67 65 2,378 2,319
- Utah 127 100 4,509 3.533 —_ = e —
- Texas ... .. R 114 82 4,062 2,916 139 104 4,932 3,654
- Oklahoma . .. ; s B 5 179 152 5 4 161 139
434 3 15,393 12,087 304 240 10,773 8,502
probable - Alberta ... . . .. : 8 8 283 277 1 1 44 32
-Utah .. ... .. . 10 8 340 276 =— = = =
- Texas . 23 15 825 545 61 44 2172 1,549
TotalGas . ...... 475 372 16,841 13,185 366 285 12,989 10,083




adjusted for inflation occurring since the second

quarter of 1979, plus 2% per year and for differences

in quality and location, with an adjustment for the
State severance tax on the windfall profit. Proven
reserves are defined by the consultants as those

reserves which are considered to be recoverable to a

high degree of certainty at commercial rates

assuming present depletion methods and recoveries,

operating conditions, price forecasts and costs.
Probable additional reserves are defined as those

NET OIL AND GAS RESERVES
(PROVED & PROBABLE)

BY COUNTRY

At Dec. 31, 1979

(Equivalent Bbis. )

Canada

us
Total

Average

Price per bbl
19,628,000 Canada 545.000 81245
4,074,000 u.s. 223627 $18.81
23,700,000 bbis Tatal 768627 £14.45

PRODUCTION OF OIL AND GAS - 1979

Expressed in Barrels

situated in the vicinity of proven properties, but where
geologic or engineering control indicates some degree

of risk.

In 1979 Page received approximately 70% of its total
oil and gas revenues from two fields: the Dodsland
Field in west central Saskatchewan with net sales of
$4,848,000 (42%) and the Altamont-Bluebell Field in
Utah with net sales of $3,212,000 (28%).

NET OIL AND GAS REVENUES - 1979
BY COUNTRY

(Canadian Dollars)

Canada 6,828,000
us 4,778,000
Total $11,606,000

-

TOTAL FUTURE NET OIL & GAS

CASH FLOW
Discounted @ 17 5%
Ganada $ 77.086,304
US $ 50,890,057
Total $127,976,361

LAND HOLDINGS

CANADA
Alberta
British Columbia
Manitoba
Saskatchewan
Arctic

Total

UNITED STATES
Kansas . ...
Louisiana
Nebraska
Oklahoma
Texas
Utah

Total

Total Canada and United States

DEVELOPED ACREAGE

UNDEVELOPED ACREAGE

Gross Acres Net Acres Gross Acres Net Acres

15,128 3,456 55,921 31,245
— — 7,890 1,589
— — 8,160 2,360
9,392 9,197 40,115 35:573
= i 341,292 29,284
24,520 12,653 453,378 100,051
— —_ 210,000 56,875
— — 1,338 686
- — 776,000 155,200
1,280 243 5,949 1,531
14,191 2157 27,583 10,128
6,167 4,810 16,298 16,033
21,638 7.210 1,037,168 240,453
46,158 19,863 1,490,546 340,504

The above table excludes varying royally interests in 20,626 gross acres.
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EXPLORATION AND DEVELOPMENT

Page spent $28 million on exploration and
development in Canada and the United States during
1979. This included $4.7 million for land purchases
and $5.2 million to acquire producing properties.

Of the $28 million in capital expenditures,
approximately 51% was spent in Canada and 49% in
the U.S. Page participated in the drilling of 146 wells,
of which 110 were development and 36 exploratory.
This program resulted in 114 oil wells (108.7 net), nine
gas wells (2.4 net) and 23 dry holes (6.2 net).

A total of $36 million has been budgeted for explora-
tion and development in 1980, with slightly more than
half of this amount allocated to Canada. Estimated
expenditures include $8 million for development
drilling in Dodsland, Saskatchewan, $10 million for
development drilling and workovers in the Altamont-
Bluebell Field, Utah, and $10 million for exploration
and development in Alberta. Approximately $8 million
is budgeted for various prospects in Texas, Kansas,
Nebraska, Pennsylvania, Ohio, Oklahoma, Michigan,
British Columbia, Saskatchewan and Manitoba.

The majority of the Company’s oil and gas exploration
is conducted from the Calgary office, under the
direction of Alex Cathcart, Vice President of
Exploration. His staff includes four geologists and a
landman. A full-time geological consultant and a
landman located in the Amarillo office are primarily
engaged in exploration in the Texas and Oklahoma
Panhandles. The Company retains half-time geological
consultants in Midland and Houston.

CANADA

Again, Saskatchewan drilling highlighted the year with
the completion of 102 wholly owned oil wells in the
Dodsland field. The Company drilled a total of 113
wells (108.6 net) in Western Canada resulting in 109 oil
wells (106.2 net) and one wholly owned gas well. Page
spent $12.6 million on exploration and development in
Western Canada or approximately 56% of the
Company total.

10

In addition to another large development program at
Dodsland, Page will drill a number of wildcats in
Alberta and Saskatchewan. The Company has
budgeted $10 million for exploration in Alberta,
including an estimated $2 million for land acquisitions
and $2 million for geophysics.

SASKATCHEWAN

Dodsland

Page operates 219 wells (215 net) in the Dodsland
field and plans an 80 to 100 well development drilling
program in 1980. In April of 1979 Page acquired a
21,760 acre permit, immediately east of the Dodsland
field at a cost of $1,123,000. Later in the year, after
drilling six exploratory wells, the permit was converted
to 10,372 lease acres. The Company's holdings at
Dodsland as of December 31, 1979 totalled 23,398 net
acres of leases and mineral titles.

The Dodsland field produces 34° gravity oil from the
Viking Sand at 2,200 feet. The Company’s wells during
the first quarter of 1980 produced approximately 1,900
barrels per day. The low royalty rates and long
producing life assures that this will be an area of
major importance to the Company for many years.
The present oil price is $14.92 per barrel and
operating costs averaged $3.10 per barrel during
1979. Revenues from this field, after deduction of
royalties, totalled $4,848,000 in 1979 or 42% of the
Company total.

Antler River

The Company owns a 50% interest in 5,681 acres in
the Antler River area of southeast Saskatchewan. This
acreage is prospective for Mississippian light to
medium gravity crude oil in several erosional-
stratigraphic prospects. Page plans to drill three 3,200
foot wildcat wells on the acreage during the latter half
of 1980.
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Buffalo Coulee

At year end the Company owned interests in 3,839
acres of leases in the Buffalo Coulee area of
southwest Saskatchewan. Page has 24 wholly owned
producing oil wells, four water injection wells and five
shut in wells in this field. The wells produce 13.5°
gravity oil from the Mississippian (Bakken) sand.
Waterflood facilities were installed in the fourth
quarter of 1979 with water injection commencing in
February, 1980. It is anticipated that the waterflood
will double the present production of approximately
175 barrels per day.

Page also has three cased wells northwest of the
field. Two of these, 5-29 and 6-29, are commercial
Bakken oil wells and the Company is planning to drill
three adjacent development wells in 1980. The third
well (6-33) appears to be marginal and further
production testing will be done to determine the
feasibility of additional drilling in Section 33.
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ALBERTA

During 1979 Page increased its land holdings in
Alberta by 21,576 gross acres. This acreage is located
primarily in the southern part of Alberta in areas
prospective for oil, although some of the lands do
cover some high potential gas prospects. The location
of these lands also reflects the Company’s decision to
gain increased exposure in the deeper portions of the
Alberta Basin and Foothills which have the potential
for large reserves.

Foothills (Overthrust) Belt

Page holds significant acreage positions on three
Foothills prospects. At Kew, the Company has a 20%
interest in a 5,760 acre Petroleum and Natural Gas
Licence which was purchased in June, 1979 for a
bonus cost of approximately $2 million. A 4,200 foot
wildcat well will be drilled by Page and its partners
during the first half of 1980 to test this seismically
controlled Mississippian oil prospect. The other two
overthrust prospects, located at Bearberry and North
Coleman, are prospective for gas. The decision to drill
these two prospects will be dependent upon the
results of additional geophysical work and an
improved gas marketing situation in Western Canada.

Southern Alberta

Page controls through lease ownership and farmout
agreements a significant amount of land in southern
Alberta, south of the Blood Indian Reserve.
Geophysical programs during the first half of 1980 are
expected to lead to a multi-well exploratory program
to be commenced during 1980. Well depths will range
from 6,500 to 9,000 feet.

Atlee Buffalo

The Company drilled a 3,200 foot dual zone gas
discovery on a 12,160 acre block of leases in October,
1979. This acreage is subject to an existing Pan
Alberta gas contract which, in turn, is dependent upan
additional gas export approvals. Follow-up drilling

will be deferred until it is apparent that the gas can
be marketed.
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Hays

The Company drilled a 3,218 foot Cretaceous (Lower
Mannville) oil well during the latter part of 1979. Page
is applying improved technology in an attempt to
produce oil commercially from a previously discovered
and uneconomic oil accumulation. The well is being
production tested and should results be successful,
three or four development wells could be drilled in
1980. Page holds a 100% interest in 1,120 acres and
a 55% interest in 640 acres.

Chin Coulee

At the Alberta Crown Sale of March 26, 1980, Page
purchased a 3,840 acre Petroleum and Natural Gas
Licence for $546,000 ($142 per acre). This licence
covers an oil prospect defined by sub-surface studies
and geophysics. A 3,200 foot wildcat planned for late
in the year will test this play.

MANITOBA

In 1979, the Company bought a 33 2 % working
interest in 7,080 acres in the Williston Basin area of
southwest Manitoba. An extensive seismic program
has been conducted over the acreage and several
prospects have been outlined. The area is prospective
for oil at moderate depths in the Mississippian and
Devonian carbonates. A 5,000 foot wildcat will be
drilled in the latter half of 1980.

In the first guarter of 1980 Page earned a one-sixth
interest in an additional 3,280 acres by paying cne-
third of the cost of an unsuccessful 5,500 foot
Devonian well.

UNITED STATES

Page operates in the U.S. through Page Petroleum
Inc., a wholly owned subsidiary headguartered in
Amarillo, Texas. The Company participated in 33 wells
during the year, resulting in eight gas wells (1.43 net),
five oil wells (2.47 net) and 20 dry holes (4.82 net).
The wells were drilled in Utah, Texas, Louisiana,
Oklahoma and Kansas. The large number of dry holes
resulted from an extensive wildcat program and also
included four wells drilled as step-outs from existing
fields. Five of the unsuccessful exploratory wells were
drilled by others at no cost to Page. U.S. net oil and
gas revenues were $4,778,000, or approximately 41%
of the Company total.
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UTAH

Greater Altamont-Bluebell Field

Page purchased in February and November, 1979 at a
total cost of $3,048,000 (U.S.), approximately 25,000
net acres of oil and gas leases within, and adjacent
to, the Greater Altamont-Bluebell Field in the Uinta
Basin of Utah. Included in these acquisitions were
interests in 17 oil wells, comprising working interest of
100% in five wells, working interest in seven wells
ranging from 49.9% to 98.3% and minor working
interests in five wells ranging from 1.5% to 6.2%. The
Company’s interests are subject to a 5% overriding
royalty which, if converted to a working interest after
payout, would reduce Page's working interest to
875% of those shown above. The first four
development wells drilled by Page on the acquired
acreage are subject to an additional 5% overriding
royalty which may also be converted to a 12.5%
working interest after payout.

Production at the time of purchase averaged
approximately 360 barrels and 355 Mcf of casinghead
gas per day. Several wells were re-worked and, by
year end, production from the purchased wells
increased to approximately 540 barrels of oil and 900
Mcf of casinghead gas per day.

Page drilled two development wells on the acquired
acreage during 1979. The Page Ute Tribal 1-9C-6 (Page
100%) was completed in late July, flowing 800 barrels
per day. Production for the remainder of 1979
averaged 430 barrels per day. The second well, Page
Ute Tribal E-2 (Page 100%), reached total depth on
December 13, 1979 and was completed in mid-
January. It was placed on continuous production
February 10, 1980 and produced 31,125 barrels of oil
through March 31st, for an average rate of 622 barrels
per day. Casinghead gas production was
approximately 750 Mcf per day. With the current “new
oil'" price in excess of $35 (U.S.) per barrel, wells of
this caliber can be expected to pay out in less than six
months.

Under a separate farmout agreement the Company
participated for a 25% working interest in the Utex
Ute Tribal 1-21-C5 well. This well was completed in
July and averaged over 230 barrels of oil per day
during the remainder of 1979.

The Wasatch formation is the principal producing zone
in the Altamont-Bluebell Field. It ranges up to 4,000
feet in thickness and comprises a thinly bedded
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sequence of shales, silts and caicareous sands. The
sands have low porosity; however production is
greatly enhanced by the presence of extensive natural
fracturing and a higher than normal reservoir pressure.
The oil is a high paraffin, light gravity crude (42° - 44°
API) requiring special handling, including year round
heating of production and transportation facilities.
Operating costs in 1979 averaged $4.87 (U.S.) per
barrel but are expected to be reduced by approxi-
mately one-third in 1980. Historically the wells have
been drilled on 640-acre spacing although the trend is
to 320-acre spacing. Based on present information,
approximately 16 development locations remain to be
drilled on Page lands in this field. Drilling depths on
Page’s lands range from 10,000 to 13,000 feet.

Page has budgeted approximately $10 million during
1980 to drill six Wasatch wells and to re-work a
number of older wells. Revenues from this field in
1979, after deduction of royalties, totalled $3,212,000
or 28% of the Company total.

NORTHEASTERN UNITED STATES

During the first quarter of 1980 the Company obtained
land holdings in three areas in the northeastern United
States. In Saginaw County, Michigan, Page acquired
10,640 acres of leases in an area of multi-zone
prospects for oil. Geophysical and geological studies,
expected to be completed by the summer of 1980,
may lead to a multi-well program starting later in the
year. In Fayette County, Ohio, Page purchased
approximately 15,000 acres of leases over an area
prospective for shallow oil. A geophysical program will
be conducted during the spring of 1980 in order to
select potential drill sites. In Lycoming County,
Pennsylvania, the Company acquired an option on
36,000 acres of leases over an area of multi-zone gas
potential, at depths ranging from 2,000 to 14,000 feet.
Geological and geophysical studies should be
completed by the end of April 1980. At that time Page
will elect whether or not to exercise the option which,
if exercised, would require a cash payment and the
drilling of two 2,000 foot test wells.
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KANSAS

In the fourth quarter of 1979 Page acquired significant
interests in two large land blocks in eastern Kansas
which are prospective for oil in several zones at
relatively shallow depths. On the Nemaha South
prospect, Page owned at year end a 20% interest in
approximately 125,000 net acres of oil and gas leases.
The Company participated in an extensive seismic
program on these lands. It is expected that at least
five locations will be drilled on the prospect lands
during the first half of 1980.

On the Clay Center prospect Page owns a 37.5%
interest in approximately 85,000 acres. Ten strati-
graphic wildcat well locations have been selected and
will be drilled during the first half of 1980 to test the
regional pinchout of the prospective Mississippian. A
reconnaisance seismic program has disclosed a
number of interesting anomalies. Additional seismic
will be required to outline possible drillable prospects.

NEBRASKA

Page owns a 20% interest in 776,000 acres of oil and
gas leases in north central Nebraska. The leases have
10 year primary terms, expiring in 1989. This acreage
provides Page with a significant land representation on
the shallow Niobrara gas play that has expanded from
northeastern Colorado and northwestern Kansas into
Nebraska. The prospective Niobrara zone is found at
approximately 2,000 feet throughout this area. Gas
production rates are traditionally low from this
formation, however new fracturing methods should
enhance productivity. This, together with increased
gas prices and readily available markets, has provided
a continuing stimulus for exploration in this area.

A recent Pennsylvanian oil discovery located in
adjacent southwestern South Dakota at a depth of
approximately 6,000 feet has awakened industry's
interest in the deeper potential of this general region.
Two wells have recently been cased to 4,100 and
4,693 feet, respectively, near certain of Page's leases.
Information on these wells is being held confidential
by the operators, however the casing depths indicate
possible productive zones deeper than the Niobrara.

Other operators have recently acquired several million
acres on this play. Multi-well drilling programs near our
lands are scheduled for 1980 by two major oil
companies. Page and its partners intend to conduct a
preliminary reconnaisance geophysical program over
a portion of our leases during the first half of 1980.
Drilling may follow by year end.
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TEXAS

Gomez Field

Page has a 25% working interest in a currently drilling
22,700 foot Ellenburger test located on a 640 acre unit
in the southern part of the Gomez gas field of central
Pecos County, Texas. At April 1, 1980, the well, Tom
Marsh No. 1 Gomez-Eaton, was drilling below 21,000
feet with total depth expected in June. The Gomez
field has estimated reserves in excess of 10 trillion
cubic feet of gas underlying approximately 100,000
acres with 3 trillion cubic feet produced to date. The
Gomez-Eaton well is surrounded by production. Two
east offset wells have together produced a total of 67
billion cubic feet of gas. Combined daily production for
the two wells currently average 17.5 million cubic feet
of gas per day. To the west, within one and one half
miles, three wells currently produce at a combined
rate of 14 million cubic feet of gas per day. Page's
25% waorking interest will revert to 18.75% after it has
recovered its 25% share of estimated well costs of
approximately $3.5 million (U.S.). The initial gas price
is expected to be at least $3.50 (U.S.) per Mcf.

Rig drilling below 20,000 feet on Tom
Marsh No. 1 Gomez-Eaton, a projected
22,700 foot Ellenburger test located
within the confines of the Gomez Field,
Pecos County, Texas. Page has a 25%
working interest in this well.
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Barnhill Prospect

Page has an 80% working interest in a 1,600 acre
lease located in Hutchinson County, Texas, within the
confines of the Panhandle Field. Page has now drilled
four 3,300 foot cil wells with one now undergoing
production testing. The other three are cased and
awaiting completion. Most of the lease acreage is
subject to partial drainage from previous wells that
were plugged over 10 years ago. However, shallow
depths, an oil price of approximately $40 (U.S.) per
barrel and the casinghead gas price of approximately
$2.50 (U.S.) per Mcf combine to make new wells
economic. We anticipate daily production of 5 to 15
barrels and 400 to 500 Mcf of casinghead gas

per well. Present plans call for the drilling of at
least 15 wells during 1980.

Hardeman Basin

Page has recently completed an extensive geophy-
sical program in Childress and Hardeman Counties.
Approximately 3,100 acres of leases have now been
acquired on three separate reef prospects. Page plans
to drill two of the prospects later this year. An 8,500
foot Ellenburger test will be drilled on the Childress
Prospect with Mississippian and Pennsylvanian reefs
being the principal zones of interest. The North Conley
Prospect will be evaluated by a 6,000 foot
Pennsylvanian reef test. All zones are prospective for
oil rather than gas.



OILFIELD SERVICING ACTIVITIES

Kin-Rig service rig
Mode! #1430 (3,500
foot capacity), now
Northline Rig #9.

Northline Well Servicing Ltd. Habco Sales Ltd.

This 90% owned subsidiary commenced operations in In November 1979, the Company acquired all of the
March, 1978, with the purchase of five service rigs. outstanding shares of Habco Sales Ltd. and two
Northline currently owns 10 service rigs that operate affiliated companies, effective July 1, 1979, for

in eastern Alberta and western Saskatchewan. The $1,049,000 in cash and 130,000 common shares of
rated operational depth for the rigs ranges from 3,000 the Company. Habco is engaged in the construction
to 4,000 feet. Initially, these rigs were acquired as a and installation of small diameter pipelines, primarily
means to adequately service the Company’s gas flow lines. The construction and installation
properties at Dodsland and Buffalo Coulee. The rigs projects are carried out primarily for other oil and gas
now work for Page and others in the Kindersley, companies. Habco is also engaged in well servicing
Maidstone, Lloydminster and Wainwright areas of operations with two service rigs and in the
Saskatchewan and Alberta. manufacture and installation of wellhead facilities,

Kin-Rig Manufacturing Ltd., now a division of COMERESSAN packagosand gas plants.

Northline, was incorporated in 1979, primarily to build The Company intends to apply for required
specialized service rigs for the heavy crude area of governmental consent pursuant to the Foreign
Lloydminster. In 1979 a total of seven rigs were built Investment Review Act (Canada) in connection with
by Kin-Rig for use in the Company's well servicing the Habco acquisition. If such consent is not granted
operations. It is planned that 12 additional rigs will be Page may be required to dispose of Habco.

built in 1980 with three to be retained by Northline and
nine to be sold to others.

Northline revenues for 1979, after eliminating charges
for work done on Company wells, amounted to
$1,117,000. This compares with revenues of $610,000
in 1978. Although the net losses from these operations
were $8,000 in 1978 and $112,000 in 1979, it is
expected that Northline will become a profitable
operation in 1980.



FINANCIAL REVIEW

Despite a significant increase in revenues over 1978,
the Company recorded a net loss of $33,000 during
the year, and after providing for cumulative dividends
on the outstanding preferred shares, the net loss
applicable to common shares totalled $478,000, or
18¢ per common share. This compares with the
restated net earnings applicable to common shares in
1978 of $616,000 or 30¢ per common share.
Substantial increases in all expense categories
contributed to the net loss for the year. The higher
production level and increased exploration and
development activities resulted in the increased
operating and administrative costs. Higher interest
rates experienced during the latter part of 1979,
coupled with the large borrowings made to finance the
capital expenditures incurred during the last two
years, resulted in the 230% increase in interest
expense. The 176% increase in depletion,
depreciation and amortization expense resulted from
not only the high level of production and the capital
expenditures incurred to date but also the large
capital expenditures which will be required to develop
the proved undeveloped reserves. Further information
is presented under ‘“Management’s Discussion and
Analysis of the Summary of Operations’ presented
elsewhere in this report.

In 1979, the Company changed its method of
calculating depletion within the full cost method of
accounting for oil and gas operations, adopting the
rules issued by the U.S. Securities and Exchange
Commission. These rules require a separate cost
center for each of Canada and the United States
rather than one cost center for all of North America
as previously used. This change was applied
retroactive to 1977.

Funds generated from operations totalled $4,533,000,
an increase of 70% over the $2,669,000 in 1978.
Capital expenditures increased 166% to $30,256,000
in 1979 from $11,358,000 in 1978. The 1979 total
included $5,162,000 expended on the acquisition of
proved properties in Canada and the United States.
The capital expenditures in 1979 were 6.7 times the
funds generated from operations, compared with the
multiple of 4.3 in 1978. To carry out the substantial
exploration and development program, the Company
supplemented the funds generated from operations by
borrowings under its Production Loan lines of credit
and an issue of convertible preferred shares.

The preferred shares were issued in Canada in June,
1979 and comprised 1,000,000 shares designated as
7% Cumulative Redeemable Convertible Preferred
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Shares Series B, with a par value of $10 each. The net
proceeds were applied as a temporary reduction of the
Company’s then outstanding bank production loans,
which have subsequently been re-borrowed. This issue
of preferred shares followed the earlier call for
redemption of the then outstanding 7% Cumulative
Redeemable Convertible Preferred Shares Series A.
Following the call for redemption, 495,285 of the
500,000 Series A Preferred Shares were converted into
717396 common shares by April 30, 1979 and on

May 1, 1979 the remaining 4,715 Series A Preferred
Shares were redeemed at $10.50 per share.

The bank Production Loan lines of credit, at December
31, 1979, comprised $26 million in Canada and $7.5
million (U.S.) in the United States. The Company was
able to borrow $4 million (U.S.) under the U.S. line
immediately and the remaining $3.5 million (U.S.) will
become available when security documentation is
finalized and updated independent reserve evaluations
are submitted. These lines of credit are reviewable
semi-annually based on reserve evaluations.

The Company has budgeted $36 million in capital
expenditures for 1980. It is anticipated that cash flow
from operations and bank financings will provide the
funds for a large part of this program. These sources of
capital will be supplemented by a proposed sale in the
U.S. of $25 million (U.S.) aggregate principal amount of
10% Convertible Subordinated Debentures due 2000. A
registration statement related to this issue was filed
with the Securities and Exchange Commission on April
22,1980 and the Company expects to complete this
issue before the end of April, 1980.

The Board of Directors is proposing an increase in the
authorized capital of the Company at the next
shareholders meeting. The proposed creation of an
additional 5,000,000 commeon shares, no par value, and
9,000,000 preferred shares, $10 par value each, will
provide greater flexibility for future financings should
the need arise.

As part of the financial statements, the Company has
presented supplementary information based upon the
Reserve Recognition Accounting rules issued by the
Securities and Exchange Commission. However, the
Company cautions that this method of accounting is
still in the development stage and the actual method
adopted may differ from that presently in existence.
Particular attention should be directed to the
“Management’s Discussion and Analysis of the
Summary of Operations Prepared on the Basis of RRA™
portion of the supplementary information.



PAGE PETROLEUM LTD.

CONSOLIDATED STATEMENTS OF EARNINGS
YEARS ENDED DECEMBER 31, 1979 and 1978

(Thousands of Canadian dollars) 1979 1978
(Restated)
INCOME
Glllandigas saleg netolirovaltles .. o cob o caenco st et i $ 11,606 $ 4930
ellisericinaemiies soibas ) &8s 0 s IR il h e el ) ke 1[5 LT 610
InyestmentiandiotierinCOmen. 1k i o bt s 5 s s e SRS 68 130
12,791 5,670
EXPENSES
BroatiCHOnaERIEr - SR tH o e A e et T 3,429 1,340
Welliservicing el oo L e e el e 911 409
General and administrative .. .. ... ... . ... ... 1,643 655
Interest onllong-termidebt . . . .. ... 2,453 742
Depreciation, depletion and amortization ................ ... . ... ... 4,062 1,476
Amortization of deferred financingchanges . .. ...... ... ... .. .. . .. s SO deldia nlB
12,589 4,648
EARNINGS (LOSS) BEFORE INCOMETAXES .. .. ... .. ... ............. 202 1,022
INCOME TAXES
Rt e LT e e LA s (178) (145)
BDeforradliedf SEUE sl d A £201 - ek = e 413 368
st 52600 223
Neteamingsi(lossii- e 11 0 L = | gt MIE ISR L (33) 799
Ereferreddividenasimswless 8- i ke s 445 183
Net earnings (loss) applicable to common shares . .. ............. .. ... $ (478) $ 616
Net earnings (loss) per common share (primary and fully diluted) . . .. ... .. .. $ (0.18) $ 0.30
Weighted average number of common shares outstanding .. .. ......... .. 2,724,250 2,027,709
CONSOLIDATED STATEMENTS OF RETAINED EARNINGS
YEARS ENDED DECEMBER 31, 1979 and 1978
(Thousands of Canadian dollars)
1979 1978
Retained earnings, beginning of year
Asrprevict SVItaPOIEal s v i e s e e e s $1,436 $ 615
Adjustment for retroactive change in
application of full cost method of
ACCOURHINGNOIOEIEN e & o A e bl e m it b = iy o o s 5 (226) (21)
Astrestaled® B iE el = Mo L LS S a L g ey § 1,210 594
Neatiearpingsiioss)f=s i 0 ot ot SR ST Sl s 2 (33) 799
1,177 1,393
Bividandswaniprefarredishargs 0. - a0 L e 445 183
Premium on preferred sharesredeemed . .. .. .. ... ... .. ... ... ... ..... 2 —
Retained earnings transferred to capital
redemption reserve fund (Note 8(b)) . . ........... ... ... ... ........ 47 -
Betained eamingsiiend ofyeaniin-.t - o el et REE L e L $ 683 $1,210

The accompanying notes are an integral
part of these consolidated financial statements.
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PAGE PETROLEUM LTD.

CONSOLIDATED BALANCE SHEETS
DECEMBER 31, 1979 and 1978

(Thousands of Canadian dollars)

ASSETS

CURRENT ASSETS
Eashe s g Bl S b i 7 o4 w1, 02,
Cash subject to usage restriction (Note 6) . .. .. ..
Accounts receivable (Note 8) .. ..... ... ... .
Nolesrecemwable il .l - 2 5 e, o Lo,
Provincial royalty tax credit . ... ... ... ... ..
InveRtofesS —@aticost s = Lt bt e s
BrepaldieXpenses . . 4 o 4. Ve s e i o e de i

INVESTMENTS AND ADVANCES - at cost (Note 3)

PROPERTY, PLANT AND EQUIPMENT - at cost

(including full cost method of accounting for oil

and gas operations) (Notes4and6) . .. ... ... ..

Less: Accumulated depreciation, depletion
andiemertzationeEriy. r i M i ae L ge 0e

OTHER ASSETS INOte 8) 1 4ol Lda il i

Approved on behalf of the Board

LAWTON L. CLARK , Director

T. J. JACOBSEN , Director

The accompanying notes are an integral
part of these consolidated financial statements.
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52,172

7,098
45,074
_ 1,539

$56,648

1978
(Restated)

1,550
960
171
226

67

2,974

21,943

3,063
18,880
1,581

$23,435




LIABILITIES

CURRENT LIABILITIES

Ohlsiandingaehianuess g . L .. = 1L STl
Accounts payable and accrued liabilities . .. . .....................
Current maturities of long-term debt (Note6) . . ... .................

EONGTERMIBERBIENatI)= 8 -r 0.5 2. ¢ 7=~ "= ol Lo
BDEEERRERINGOMETAXES = - - ... " 0. Sleh A e i b v

COMMITMENTS AND CONTINGENT LIABILITY (NOTE 7)

SHAREHOLDERS' EQUITY

SHARE CAPITAL (Notes 8, 9 and 13)
Authorized
1,000,000 Preferred Shares with a par value of $10
5,000,000 Common Shares without par value
Issued and outstanding
968,700 7% Cumulative Redeemable Convertible

Praeferred ShafesSeriesB=-" =7 1= =i 5 - o =

500,000 7% Cumulative Redeemable Convertible

Preferred ShartesSeles Ass b 3 0 il s i

2,960,868 Common Shares (2,065,418 shares in 1978)

Conftribltedslipliist=c 7. = - . b . G
Capital redemption reserve fund (Note 8(b)) . .. ... ... ... ... ... ...
Hetainedeamings = 5 f == = g i i e
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1978
(Restated)

$ 1,564
538
758

2,860
10,182
1,009




PAGE PETROLEUM LTD.

CONSOLIDATED STATEMENTS OF CHANGES IN FINANCIAL POSITION
YEARS ENDED DECEMBER 31, 1979 and 1978

(Thousands of Canadian dollars)

1979 1978
R d
SOURCES OF FUNDS ==
NeRasrnaSHITEmB = 00, 0, S0 ok ST B s B Sl C 1 $ (33 $ 799
Charges to earnings not involving funds:
Depreciation, depletion and amortization .. . .............. ... .. .. 4,153 1,502
Deterredincometaxes, . . e e e R 413 368
Funds generated fromoperations . ......... ... . ... .. .. .. ... .... 4,533 2,669
Proceeds from issuance of commonshares . ... ............ .. .. .... 2,569 177
Proceeds from issuance of preferredshares . ... .................... 10,000 5,000
Increaseiinilengtermidebt oo i S S R 28,126 6,668
Proceeds fromnotesreceivable . .. ... ... ... ... . ... . ... .. ...... — 48
Total'sources i fMAS . i bamei vt os ooty & 5 0 o Sehis B s = e 45,228 14,562
USES OF FUNDS
Investment in and advances to Habco Sales Lid.
andiaffiliglediCompPaES . = bt e i i e 3,620 —
Dividends on preferred shares .. .......... ... ... .., 445 183
Redemption of preferred shares . .. ....... ... ... ... ... . ......... 53 =
Net additions to property, plant and equipment .. .................... 30,256 11,358
Additionsieioiherassetsas i, | -8 0 s EEolin . b A E s el 49 1,542
Repayment and current maturities of long-termdebt . . .. .. .. ... . ... .. 11,663 21038
Totaliuses oHinaSEE v it B 5 oL SR ST TRl e e e 46,086 15,116
Decrease:intworkingieapital™ £: - .0 anmte Rl Ranile S Bl el o (858) (554)
Working capitalbeginnngiofyear st o e i e e 114 668
Working capital (deficiency), endofyear . ........ ... ... ... ... ... ... $ (744 $ 114
WORKING CAPITAL CHANGES
Increase (decrease) in current assets
Gashi TR =8 0 cies fee o i R e s LR $ 120 $ (286)
Gashisubjectitoiusage restrctlon .05 o0 - Fibian s -k Soua 253 -
Actolisirecevablent bt i1 ol aah Fignp ye ot R E R 3,171 (16)
Notatraealvablets®: S niy o = 00 dnmns s b L il TVRCHER R Tt s Lol (960) 960
e ITe 1) (e e R Rl e g A B i ot B oo 5 s e s S 30 25
[AventoricoEy taman s 1 —f Ehinke gl o Slmp . S RO ¥ TEniny - SR 863 207
Prapald expenses! s ias s b v o datmnns o s ol ¢ 2 e g v SR (36) 60
3,441 950
Increase (decrease) in current liabilities
OutstanaiNgiCBOUES ciy: < b olocmdnmin b s« o oann e « Saieasite. b2 b (1,564) 1,564
Banidoperatinghoan® d 00 s ol 2 S0 e e oat b S e e ) — (150)
Accounts payable and accrued liabilities . .. .......... ... .. ... ..., 5,261 (640)
Current maturities of longtermdebt . ... ... ... ... .. ... . ... ... 602 730
4,299 1,504
$ (858) $ (554)

The accompanying notes are an integral
part of these consolidated financial statements.
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PAGE PETROLEUM LTD.

STATEMENTS OF CONSOLIDATED INCOME TA

YEARS ENDED DECEMBER 31, 1979 and 1978

(Thousands of Canadian dollars)

Computation of Income Taxes - The total provision
for income taxes differs from the amount which
would be computed by applying the statutory
Federal income tax rate to book income before
income tax. The major reasons for this
difference are as follows:

Book income before provision forincometaxes . .. ... ... ... .. ...,
Computed “‘expected” tax exXpense . .. ...,

Royalties and other payments to provincial
governments which are disallowed as

deductions for Canadian federal incometax . ... ... ... .. ..........

Rebates by provincial governments related to
payments disallowed for Canadian federal

iNCometax ¥ FEEmIEs: Brlh 0 L g s s § 6 e ks
Depletion allowance on oil and gas productionincome .. .. ............
Federal resource allowance . ... ............cc ittt eeunnnnnn.
Provincial income taxes less federal abatements . . .. .. ........ ... ...
(O G e i T e = B T T s i) (SRR BOPTE B P

Actual tax expense — currentand deferred . . .. ... ... ... ... ... ... ...
Canadianifederalitearaie: = .. .. L L e o

Actual tax expense (as a percentage of pre-taxearnings) . .. ... ....... ..

An analysis of actual tax expense follows:

Camadian Edsr st et e s f R I e S
liniied States! e s sl = NI e - e

Deferred Income Taxes — Result from timing
differences in the recognition of expenses for tax
and accounting purposes. The source of these
differences and tax effect of each are as follows:
Excess of income tax capital cost allowances over

amount provided for depreciation inthe accounts . . .. .. ....... ...

Excess of exploration and development expenditures
claimed for income tax purposes over amount

provided for depletionintheaccounts . ... .....................

The accompanying notes are an integral
part of these consolidated financial statements.
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1979

$ 273

140
$ 413

1978
(Restated)

$ (184)

552
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PAGE PETROLEUM LTD.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

DECEMBER 31, 1979
(Tabular amounts shown in thousands of Canadian dollars, except share data)

(a)

(b)

()

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Principles of Consolidation

Except as described in Note 3 below, the consolidated financial statements include the accounts of subsidiary com-
panies, all of which are wholly-owned. The amount by which the cost of purchased subsidiary companies exceeded the
underlying net book value at dates of acquisition has been included in property, plant and equipment and is subject
to the accounting policies outlined below.

Full Cost Method of Accounting

The Company and its subsidiaries follow the full cost methed of accounting for oil and gas operations whereby all costs
of exploring for and developing oil and gas 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 pro-
perty, costs of drilling both productive and non-productive wells and overhead expense related to exploration activities.
The costs are accumulated in cost centers as follows:

(i) Canada
(i) United States
(iii)y The United Kingdom

Since January 1, 1977 the costs accumulated in the Canada and United States cost centers, together with estimated
future capital costs associated with proved reserves, are depleted using the unit of production method based upon
estimated total proved reserves in each country, as determined by independent engineers. Prior to January 1, 1977, the
depletion was calculated based on total North American reserves and production. See Note 2 for information regarding
the effect of this change in method of calculating depletion, which was adopted during the year ended December 31,
1979, and retroactively applied to the financial statements of the years 1877 and 1978. In calculating depletion, natural
gas reserves and production are converted to equivalent barrels of oil based upon the relative sales value of each pro-
duct (which approximates conversion based upon the relative energy content of each product). Proceeds on disposal
of properties are ordinarily deducted from accumulated costs without recognition of gain or loss. Any gain or loss
realized on the disposition of a major property would be recognized in the statement of earnings.

Costs associated with the United Kingdom cost center are amortized in line with the terms of the leases.

Depreciation

Depreciation of production equipment is provided for on the unit of production method. Depreciation on sundry equip-
ment is computed on the diminishing balance method at rates varying from 20% to 30%. Well servicing equipment is
depreciated based upon the number of hours of operation. The hourly rate will amortize the cost, less estimated
salvage values, over the estimated economic service lives of the equipment.

Maintenance and Repairs

Maintenance and repairs are charged to earnings when incurred and major renewals and betterments which extend
the serviceable life of the properties are capitalized.

Joint Venture Accounting

Substantially all of the Company’s exploration and production activities related to oil and gas are conducted jointly with
others and accordingly the accounts reflect only the Company’s proportionate interest in such activities.

Limited Partnerships

The Company is involved in certain limited partnerships for the purpose of exploring for and producing oil and gas. The
Company’s investment in these limited partnerships is reflected on a proportionate consolidation basis.

Foreign Currency Translation

Current assets and current liabilities of foreign subsidiaries are translated to Canadian dollars using the exchange rates
in effect at the dates of the balance sheets. Other assets and liabilities are translated at the rate in effect at the date the
original transactions took place. Revenue and expense items are translated using average rates of exchange prevailing
throughout the year. The aggregate exchange gains or losses included in net earnings in each of the two years ended
December 31, 1979 were not significant.
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3.

(h) Income Taxes
The Company follows interperiod tax allocation with respect to timing differences in the recognition of revenues and ex-
penses for tax and accounting purposes. It is not expected that the cash outlay for income taxes will exceed income tax
expense in any of the next three years. Reference is made to the Statements of Consolidated Income Taxes for the
components of and additional information relating to income taxes.

(i) Earnings per Common Share

Earnings per common share have been computed in accordance with Canadian generally accepted accounting prin-
ciples by dividing the net earnings applicable to common shares (after deducting cumulative dividends on preferred
shares) by the weighted average number of common shares outstanding during the periods. In determining the ag-
gregate of common shares, no consideration has been given to the number of common shares issuable on the exer-
cise of employee stock options. In determining such aggregate, the number of common shares issued on conversion of
securities convertible into common shares were considered to be outstanding from the date of the last dividend or in-
terest payment date.

Earnings per common share assuming full dilution was determined on the assumption that all employee stock options
were exercised and all securities convertible into common shares were converted at the beginning of each year (or the
time of issuance if later). The earnings were adjusted to give effect to an assumed after-tax amount attributable to the
proceeds which would have been received on the exercise of employee stock options and the after-tax effect of in-
terest savings on convertible debt securities. Such calculations were not dilutive.

(j). Accounting Principles

The financial statements have been prepared in accordance with Canadian generally accepted accounting principles.
The amounts by which net earnings and shareholders' equity would have been reduced if United States generally ac-
cepted accounting principles had been followed would not be material.

RESTATEMENT OF PREVIOUSLY REPORTED RESULTS

The Company adopted in 1979 the new United States Securities and Exchange Commission (‘*SEC") accounting standards
issued December 19, 1978 for oil and gas producing activities of companies following the full cost method of accounting.
The Company's previous method of full cost accounting was different from the new SEC standards, primarily in the calcula-
tion of depletion based on one cost center for North America instead of a separate cost center for each of Canada and the
United States. The effect of this change was to decrease earnings applicable to common shares by $21,000 ($0.01 per
share) in 1977 and $205,000 ($0.11 per share) in 1978. The financial statements for periods prior to 1977 are not restated
because the difference in method would not result in a significant change from the earnings previously reported.

INVESTMENT IN HABCO SALES LTD. AND AFFILIATED COMPANIES

In November 1979, the Company acquired, effective July 1, 1979, all of the outstanding shares of Habco Sales Ltd. and its
affiliated companies (‘"Habco'") for a consideration of $3,506,000 ($1,049,000 cash and 130,000 common shares of the
Company at an ascribed value of $2,457,000). The acquired companies are engaged in small-diameter pipeline construc-
tion, manufacturing of certain facilities supplied to the oil and gas industry and in oil and gas exploration and production.
Under the Foreign Investment Review Act (Canada), the Company is presumed to be a non-eligible person and therefore re-
quires the consent of the Canadian federal government authorities when acquiring an existing business or establishing new
businesses in Canada. In order to obtain such consent, a non-eligible person has to demonstrate that the acquisition or
establishment of such business is, or is likely to be, of ““significant benefit to Canada’ as such term is used in the Act.

The acquisition of Habco was made without the prior consent of the federal authorities as required under the Foreign Invest-
ment Review Act. Although the Company intends to apply for such consent, there is no assurance that the consent will be
forthcoming. If the Company is unsuccessful in obtaining the consent, it may be forced to dispose of Habco, and such
disposition may be on unfavourable terms.

Because of the uncertainty relating to whether or not the Company will receive the necessary consent for the acquisition
under the terms of the Foreign Investment Review Act (Canada), the Company has recorded its acquisition of Habco as an
investment, carried on the balance sheet at cost. In the opinion of management, there has been no impairment to the
recorded amount of the investment in Habco since its acquisition. If the Company receives the necessary consent to retain
its shares of Habco, the 1979 financial statements will be retroactively restated to reflect Habco on a consolidated basis
and Habco’s loss for 1979 ($401,000) will be added to the Company’s consolidated net loss for 1979, which would result in a
restated net loss applicable to Common Shares of $879,000, $.32 per common share.
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Set forth below is the summarized combined financial information of the acquired companies as at December 31, 1979:

Current assets, principally trade accountsreceivable . ... ... ... .. ... ... L $2,264
Demand bank loans, bearing interest at the bank's minimum
lending rate plus 1% (guaranteed by Page Petroleum Ltd.) . ......... ... .... = (3,640)
Trade accounts payable, accrued liabilities and current
income ‘taxes: P 8. e ileaciy el R el e, S m Be it g ) SRRV TH. B RO ] (1,2186)
Advances fromPage Petroleum Ltd. .. ........ ... ......... DIt o Duom by i) B 2 (114)
(2,706)
Oil and gas properties and equipment, atcost . ... ... .. ... .. .. .. 1,009
Land, buildings, aircraft, vehicles, machinery and equipment,
at cost less accumulated depreciation of $1,582,000 . .. ...... ... .. ... ... .. 2,735
Deferred income taxes oo e v e b I Sl e R i (310)
ShareholdersS OqUITY : & oo et mem Sk s o s = o e | ez @ < b sfess snta ot =i $ 728

The excess of the Company's cost of shares of these companies over the book value of acquired net assets is allocable to
oil and gas properties, which have not yet commenced significant production. At December 31, 1979 the present value of
future net revenues from estimated production of proved reserves, as determined by independent engineers, from Habco's
oil and gas properties, computed in accordance with SEC regulations, was $7,175,000 (unaudited).

The combined operating results since acquisition (six months for the Habco companies and four months for a group of com-
panies acquired by Habco) are as follows:

Operating FevVenUEes: « -« b 28 s b e B8 sl Sl l i h s IR S $3,258
Operating: eXPenSESs . . . - o s s s wew s « AL S U ey o D o o o 3,144
114

Intarestil et bt sl e B L g s cm el e Mk R e R (142)
D101 (o] 115 LR ok M e chel e IR 20 0 410 04 . G ot oM hcrioh il 673 5t e e IR o e s (300)
Liossi Defore INCOMETAKEEL . b iy shess Sk i (s 8 st Sl AN 2008e ey Sheamene ) ds v 328
Deferrediincomestaxes! i ks e 4 ot Rl Bl d ol SILEE s R R SR T 73
Lagsifor the eriod: - =t et e i sar o sl o s e e e S o ool s sl ox e $ 401

Income taxes occur because the losses in some of the companies may not be used as deductions from profits in others.

PROPERTY, PLANT AND EQUIPMENT

The amounts at which property, plant and equipment are stated do not purport to represent present or future realizable
values. The following is a breakdown of the costs of property, plant and equipment and accumulated depreciation, depletion
and amortization by major classification:

Accumulated
Depreciation,
Deplelion
Assets and Net
at Cost Amortization Investment
December 31, 1978
Petroleum and natural gas leases and rights,
including exploration, development and
production equipment costs thereon
North America
Canatale: Ik, =aduten = 0k b WS OEENE T LN $15,164 $1,943 $13,221
(U TTI 0 P - [ R R e TR S e 5112 682 4,430
Unlted Kingdom . . aa s o =SS S dar Sries vt s &) 230 205 25
20,506 2,830 17,676
Well servicingtequipment e it e b ohut e B R L e 667 58 609
SUNALVT AR e o e be B ot o st R BRI R A L 770 175 595
TRl D eCaMEOE ST 78 g . oo o oo = R et i i $21,943 $3,063 $18,880
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Accumulated
Depreciation,

Depletion
Assets and Net
at Cost Amortization Investment
December 31, 1979
Petroleum and natural gas leases and rights,
including exploration, development and
production equipment costs thereon
North America
Ganadas © = f 0 m e L an $29,345 $3,643 $25,702
UnilegdSiates. o= L das i o oSG e 18,789 2,425 16,364
United' KingdaimE. I =i s v iv. i il v e el 231 223 8
48,365 6,291 42,074
Well'servicihgieauipment.. - . =000 iaee - ) b 1,967 332 1,635
Sindry: =5 =R e - - - el - 1 A- i 1,840 475 1,365
TotaliPecemberdl=torg = 2 1wl b = N s a] $52,172 $7,098 $45,074
OTHER ASSETS
December 31
1979 1978
Prepayments, drilling deposits and miscellaneousassets . .. ........... .. .. ....... $ 137 $ 109
Realiesiateheldiforresaleas = - — = " =hs o0 Ll - . A 601 1,140
Unainertizedidetanedtfinancingcosts i =l = i T oL a0 801 332
$1,539 $1,581

The deferred financing costs were incurred in connection with the issue of the Company's 7% Cumulative Redeemable
Convertible Preferred Shares Series A and 7% Cumulative Redeemable Convertible Preferred Shares Series B (see Note
8). These costs are being amortized using the straight line method over seven years from the date of the respective issues.

LONG-TERM DEBT

December 31
1979 1978
Page Petroleum Lid.
Canadian Bank Production Loan, evidenced by
promissory notes at the bank’s minimum
lepdingraleplisi3a ol itoas = 7~ g = = e e $20,150 $ 7,923
Morlgageilcaasdies|OR2=s: -~ - 1 eee T T e T 243 —

Northline Well Servicing Ltd.
Canadian Bank Loan, evidenced by promissory
notes at the bank’'s minimum lending rate
plus 144 % repayable at $35,000peEmoenth: e == = 1 = 1 & - - T 0 F 1,721 459
Page Petroleum Inc.
U.S. Bank Production Loan, evidenced by
promissory notes at the bank’s prime rate

plasilizd ($3 50000005 w0 - - T o SR 0w e B E 4,094 -

6% Note'payabletbe82. 000 UG Tl il e i s = Tdi e o b 798 =173
915 %iNetes payable (68300 U.S).. T e i v F laan - 799 1,283
Other(includes 1600005 ==~ = aerar s =0 F=w 5 o - "= S -ha—3 200 102
28,005 10,940

Lesscurtent miniptrmehaities s s - = E Ol ibas 0 "~ 1 e s s 1,360 758

$26,645 $10,182
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All U.S. long-term debts are recorded on the balance sheet in Canadian dollars based on the exchange rate in effect at the
date of receipt of the proceeds. None of the Bank Production Loan amounts have been classified as a current liability as
they are secured by, and repayable from, future production proceeds and will not require the use of existing current assets.
If the monthly reduction of the Production Loan Lines of Credit were to be treated as current portion, the estimated amount
of long-term debt maturities for the five years subsequent to December 31, 1979 are as follows:

Production Loans Other Total
(b (n i e IR TR il ok TR R—— LA I 1 - [ - $6,955 $1,380 $8,335
1981 . . o . ) U i ) 6,955 722 7.677
/| 98 2R Py b 6,955 882 7,837
1983 R s ey S R 6,955 656 7,611
1984 o 3 S g o o ‘ S e s o i 6,955 i 7,032

A portion of the proceeds of production from the Laketon properties, which are pledged as security for the 92 % Notes
Payable, are deposited into escrow accounts, to be used for payment of the instalments on the Notes as they become due.
The Bank Production Loans are secured by a general assignment of accounts receivable and certain specific oil and gas
properties. The Canadian Bank Loan is secured by an assignment of certain accounts receivable and service rigs.

COMMITMENTS AND CONTINGENT LIABILITY

The Company has guaranteed bank and other indebtedness of Habco (see Note 3) and its subsidiaries to a maximum of
$4,000,000.

Reference is made to Note 10 for commitments under leases.

PREFERRED SHARES
(a) Series B Preferred Shares

At December 31, 1979 there were 968,700 7% Cumulative Redeemable Convertible Preferred Shares Series B, with a
par value of $10 each, issued and outstanding. The Series B Preferred Shares were issued in June, 1979 for cash, the
net proceeds to the Company, after underwriting commission, being $9,500,000 and prior to December 31, 1979,
31,300 of the Preferred Shares had been converted into 16,554 common shares. Each Series B Preferred Share is
convertible at the holder's option into common shares of the Company, unless previously redeemed, as follows:

I Converted During Number of Common Shares
The Period Issuable on Conversion
JuUlySSIROTo=Julyids, 1984 . . LN e RS N s e e s R 529
July 16, 1984 - July 15, 1987 . . . . .. R L oh B L L P P A 454
JUABSO8TEUUIVATS, DB © s R e beafmaos B | radieh s i o Aty o 8 89T

The Series B Preferred Shares are not redeemable on or prior to July 15, 1984 unless the weighted average price at
which the common shares have traded on The Toronto Stock Exchange is at least 125% of the conversion price of the
common shares then in effect for a period of at least 20 trading days (which need not be consecutive) ending not more
than 21 days prior to the call for redemption, in which event the Series B Preferred Shares will be redeemable at $10.50
per share. See Note 13. The Series B Preferred Shares will be redeemable commencing July 16, 1984 at a price of
$10.50 per share if redeemed on or prior to July 15, 1985, the redemption premium reducing by $0.10 per share on July
16, 1985 and each July 16 thereafter, and if redeemed on or after July 16, 1989, the redemption price will be $10 per
share, plus in each case any dividends that have been declared and unpaid.
In each calendar year commencing with the year 1982, the Company is required to make all reasonable efforts to pur-
chase for cancellation up to 5% annually of the Series B Preferred Shares outstanding on December 31, 1981, on a
quarterly basis, to the extent such shares are available at a purchase price not exceeding $10 per share plus costs of
purchase.
Any Series B Preferred Shares redeemed, purchased or converted will revert to the status of authorized but unissued
preferred shares not included in any series of preferred shares.

(b) Series A Preferred Shares
The Company called for redemption on May 1, 1979 at $10.50 per share all of the outstanding 7% Cumulative
Redeemable Convertible Preferred Shares Series A not converted to common shares on or before April 30, 1979. By
April 30, 1979, 495,285 of the Series A Preferred Shares had been converted into 717,396 common shares, and on May
1, 1979 the remainder were redeemed. In accordance with the provisions of The Alberta Companies Act, an amount
($47,000) equal to the par value of the shares redeemed was transferred from Retained Earnings to the Capital
Redemption Reserve Fund.
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9.

COMMON SHARES

(a)

(o)

Shares Reserved for Conversion of Preferred Shares

There were 512,446 common shares reserved at December 31, 1979 for issuance upon the conversion of the 968,700
7% Cumulative Redeemable Convertible Preferred Shares Series B (see Note 8(a)).

Options to Purchase Common Shares

There were 128,667 common shares reserved at December 31, 1979 for issuance upon the exercise to 1984 of
employee stock options at prices ranging from $2.59 to $22.16 per share.

The stock options have been granted from time to time to certain employees at a price equal to 90% (85% prior to
August, 1978) of the fair market value of the common shares on the date of grant. Options granted prior to January 1,
1979 were for a term of three years from the date of grant and are exercisable, on a cumulative basis, as to one-third of
the option shares in each of the first, second and third years after the date of the grant. Options granted after
December 31, 1978 are for a term of five years from the date of grant and are exercisable, on a cumulative basis, as to
one-third of the option shares in each of the second, third and fourth years after the date of the grant. As a result the op-
tions have become or will become exercisable without restriction in varying amounts at varying dates and by
December 6, 1982 all of the options outstanding on December 31, 1979 will have become exercisable in full.

The following is a summary of transactions relating to optioned shares:

Directors Cash
and Other Consideration

Officers Employees Total Received
Ouistandingianiany 1, 1978 .. Lo el 90,000 5,000 95,000
GrapicanEb 2l = s - 5 L 1z 20,000 22,000 42,000
Grapted at$6:08 110 0 . L N s — 20,000 20,000
Exolcicadmitpse -~ - =i e e A2 (20,000) = (20,000) $30
Exercised at $2.59 . . . .. el s o (33,333) — (33,333) 387
Exorcleddbe 2l 2 - o e — (5,833) (5,833) $25
Exercisedat$6.08 .. . ... .. .. s P en = = il SR — (5,000) (5,000) $30
Surrendered and cancelled . ... ........ = e (20,000) (21,667) (41,667)
Quisitapding Deceniber 31 1978 (LT fiemands o o 36,667 14,500 51,167
GrEanlcdioBSBE v - . L 25,000 — 25,000
Granted at$9.79 .. .. ... .. e e e e 15,000 12,500 27,500
Granled aRflEsae—— - F - "= =l a0 20,000 — 20,000
GranledatSilise i s e — 7,000 7,000
GrRned a2 s8-8 & F = - o L e g 20,000 4,000 24,000
e ey e et e sesea i ST IS — 2,000 2,000
Grapted atSis/s = = " sl e T e Ty —_ 2,500 2,500
CTE 1l Cn et vt o) I B SN R SR e i S R — 3,000 3,000
ExcteRed lS8ht—— - = i Fbaslta . o (15,000) — (15,000) $39
ExelchEedatPa 9l ess i= | = e e e b — (5,000) (5,000) $19
e USSR e el bl e ] S e L (6,667) (1,500) (8,167) 334
Exorcledalbi6@sE B - v 1o s e — (3,333) (3,333) $20
Stmendercdandcancelled: - - L s a0 T — (2,000) (2,000)
Puistanding Pecemben3i=1979 - L0 s Ll 95,000 33,667 128,667

The Company makes no charges to earnings with respect to stock options, including discounts from market value
allowed on the granting of stock options. To date, such amounts have not been material. When optioned shares are
issued, the proceeds are credited to the capital stock account.
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(c) Changes in common shares for the two years ended December 31, 1979:
The following is a summary of changes in common shares:

Balance December 31, 1977 . . Rl A IS L =R il )
Conversion of 7% convertible debentures . . .
Exercise of employee options

Balance December 31, 1978
Conversion of Preferred Shares:
SerlespA.. - Sl
Series B i
AcduisitiontofiHabcoSalesiltd. e =1 i = T e =i =
Exercise of employee options

Balance December 31, 1979

10. LEASED ASSETS AND LEASE COMMITMENTS

Number of Common

Shares Issued

1,999,252
2,000
64,166

2,065,418

717,396
16,554
130,000
31,500

2,960,868

$ 2,747
5
172

2,924

4,949
313
2,457
112

$10,755

The Company has certain lease obligations covering rental of office space. The minimum rental commitments under all

leases are as follows:

Year ending December 31, 1980 $182

1981 173

1982 159

1983 159

1984 159

Five years ending December 31, 1989 40
s872

11.  BUSINESS SEGMENTS

The Company’s operations consist of two business segments: oil and gas production and, since March 1, 1978, well servic-

ing operations. Presented below are segmented data relative to these segments:

Year Ended December 31

1979 1978

Operating Segment Operating Segment

Revenue Earnings Revenue Earnings
Qiliand: Gasii fneg.t Ui =0 cd LI TS S8l sbii ik i B4 $11,606 $4,684 $4,930 $2,314
WelliServicingd s tela i = e = sl S llle Lalie s ole 22 i S e 1,678 (78) 610 143
13,284 4,606 5,540 2,457
IntersegmentiSales®s i lvid (e il o s e e (561) — — —
Qoeatingllncomes. =55~ 1 vl s e s 12,723 4,606 5,540 2,457
GiherkincomeE Sl S eoF gl & PENEE T s s U TR I 68 68 130 130
$12,791 4,674 $ 5,670 2,587
Generalland:Administeative Tl T T L kim0 TR 8 S BT ST (1,643) (655)
CtheriBepreciatic ar = e n gl s C e bbb T S (285) (142)
Interest Expense and FinanceCharges . . . ................ ..... (2,544) (768)
Incomeiiaxesg=s i el Qe Eoiw ufom o 5 A TER RN L= S i cq ol E T Snd) (235) (223)
NetiEarmmgs {lossip s Bk s a0 -t o o il $ (33) $ 799
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Identifiable Assets

QiliandiGas & "k = . e s A e T
WellServiemng: T i@ - Tonee = - WEEs - IF = T
Oihels === Wi s %~ e

Capital Expenditures

GilandiGasE e -~ g o L T - ol
WellServicing == = —as. . — =il @ = s
Other =285 ——F 847 - EL e B e

Depreciation, Depletion and Amortization

Oiland:Gasigs FF=d. - = R oL s o Tl
WellSemiemg ! =t =4 . SioE
Oher==a g 15 - Rt s TR

Year Ended
December 31

1979 1978
$42,074 $17,676
1,635 609
12,939 5,150
$56,648 $23,435
$27,859 $10,059
1,300 666
1,097 633
$30,256 $11,358
$ 3,493 $ 1,276
284 58
285 142
$ 4,062 $ 1,478

The following table sets forth for the periods indicated the revenue, production income, net of lifting costs, operating profits
and identifiable assets attributable to the geographic regions in which the Company has reserves and production:

Revenue
Canada

Qilland'Gas &5 "5l 5 .7 o TR _"F =0 |,
WeltSemvicing=2is. =1 o0 s 5 o
United States —@iland.Gas . . ..o 5., s

Ganada - i T s TR FEar o A

Operating Profit
Canada

QilandGas = = = —iig s Ew s a4
WelkServicingtee = "= . - =l = =
United Slates=@jlland'Gas .. 1. .. 28 .= =

Identifiable Assets
Canada

QiandGas =5 . — ' =0 & 7. =g
WellSepyeings — % =~ - o9 L
UnitedStateS—@ilandGas' .. - . = =« = & ¢
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Year Ended
December 31
1979 1978
$ 6,828 $ 4,090
1,17 610
4778 840
$12,723 $ 5,540
$ 4,666 $2,809
3,511 781
$ 8,177 $ 3,590
$ 3,025 $ 1,959
(78) 143
1,679 406
$ 4,626 $ 2,508
$25,702 $13,221
1,635 609
16,364 4,430
$43,701 $18,260




12

13

14.

REMUNERATION OF DIRECTORS AND OFFICERS
The total remuneration paid to directors and officers of the Company amounted to $327,000 (1978 - $247,000).

SUBSEQUENT EVENTS

(@)

(b)

As of March 10, 1980, the common shares of the Company had traded on The Toronto Stock Exchange at a daily
weighted average price per share for at least 20 trading days, including March 10, 1980, in excess of 125% of the cur-
rent conversion price per common share at which the 7% Cumulative Redeemable Convertible Preferred Shares
Series B are convertible into common shares. As a result, the Series B Preferred Shares may be called for redemption
at any time within 21 days at the option of the Company at the redemption prices shown in Note 8. This redemption
privilege will continue until the weighted average trading price of the common shares on The Toronto Stock Exchange
falls below 125% of the current conversion price and for a period of 21 days thereafter. Because the 20 trading days
need not be consecutive and because the 20 day test has now been met, the redemption privilege will run for 21 days
after any day the weighted average selling price of the common shares on such stock exchange exceeds 125% of the
current conversion price.

On April 22, 1980 the Company entered into an agreement for the sale at par to underwriters of $25,000,000 (U.S.) ag-
gregate principal amount of 10% Convertible Subordinated Debentures due 2000. The net proceeds are estimated to
be $24,087,500 (U.S.) before deducting expenses of issue estimated at $550,000 (U.S.).

OIL AND GAS RESERVES AND RELATED RESERVE RECOGNITION ACCOUNTING (“RRA") DATA
Estimated Quantities of Proved Reserves (Unaudited)

The following tables set forth certain information with respect to the Company’s proved and proved developed reserves,
computed in accordance with rules of the SEC. The quantities of proved and proved developed reserves for December 31,
1978 and 1979 are based upon reports of D & S Petroleum Consultants (1974) Ltd., independent oil consultants (as to Cana-
dian reserves), and Sipes, Williamson & Associates, Inc., independent consulting engineers (as to United States reserves).

Total Canada United States
0il Oil Qil
(thousands Gas (thousands Gas (thousands Gas
of barrels) (Mmcf) of barrels) (Mmcf) of barrels) (Mmcf)

Changes in Quantities of Proved Reserves:
Balance, December 31, 1977 ... . .......... 4,387 4,366 4,368 1,890 19 2,476
Revisions to previous estimates ... ...... ... (205) (1,826) (204) 185 (1) (2,011)

4,182 2,540 4,164 2,075 18 465
New field discoveries and extensions .. .. .. .. 4,953 6,314 4,946 3,065 i 3,249
Purchases of reserves . .................. 5 490 — — 5 490
[ ol [H7od ([5]A1 5 A Ao ot I e Ulcam o s (336) (504) (331) (93) (5) (411)
Salesiof resenrves t b ol o i N T e — (288) — (288) — -
Balance, December 31,1978 .. .. .......... 8,804 8,552 8,779 4,759 25 3,793
Revisions to previous estimates . .. ... .. .. . (1,019) 812 (1,023) 833 4 (21)

7,785 9,364 7,756 5,592 29 3772
New field discoveries and extensions . ... ... 4,410 il 3,865 — 545 711
Purchases of reserves ... .. B A e 2,065 2,837 278 - 1,787 2,837
ProducHONERREmEE Al - h oS Ly L i (666) (821) (534) (84) (132) (737)
Salesiof rESeORVES . b« v o eoes liluhi uf w s sibis s (219) — (219) — — ——
Balance, December 31,1979 .............. 13,375 12,091 11,146 5,508 2,229 6,583
Quantities of Proved Developed Reserves:
PecamberB3ar 1978 1. i an s 6,319 4,254 6,296 545 23 3,709
Becember 319795 10 1l S 8,693 3,961 7.942 593 751 3,368
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Future Net Revenue Information (Unaudited)
The following table sets forth certain information, computed in accordance with rules of the SEC, regarding the future net
revenues from estimated production of the Company’s proved and proved developed oil and gas reserves. The future net
revenues have been computed based on prices of il and gas at December 31, 1979, adjusted only for fixed and deter-
minable escalation provisions in gas contracts, as described below in “‘Recognition of Assets and Earnings under RRA"'.

Proved Reserves Proved Developed Reserves

Future Net Revenue United United
Undisconlinued Total Canada States Total Canada States
1980 2= -8 WO L A nhd,. Aie s $ 14446 $ 5918 $ 8,528 $13,943 % 8,665 $ 5278
19815 = S5i= Sl T U S e L et iR e B 24,441 8,442 15,999 10,565 6,895 3,670
19820~ s s b SE = B S 15,458 7,082 8,376 8,277 6,005 2,272
Remaining: -t o0 M0 o s e s 123,804 82,495 41,309 59,784 48339 11,445

otgl-~RaMEF =R GE - Il P $178,149 $103,937 $74,212 $92,569 $69,904 $22665

Reserve Recognition Accounting (Unaudited)
(a) Statement of Reserve Recognition Accounting Policies
Beginning in 1979, the SEC required that companies present unaudited financial information on the basis of RRA. The accounting
policies set forth below have been followed in preparing the RRA presentations.
Recognition of Assets and Earnings Under RRA
Under RRA, an asset is recognized and earnings are recorded when proved reserves are added through exploration and
development activities.
A dollar valuation (the “RRA valuation”) of proved reserves is developed as follows:
(1) Estimates are made of quantities of proved reserves and the future periods during which they are expected to be
produced based on year-end economic conditions;
(2)  The estimated future production of proved reserves is priced on the basis of year-end prices except that future
prices of gas are increased for fixed and determinable escalation provisions in contracts;
(3)  The resulting future gross revenue streams are reduced by estimated future costs to develop and to produce the
proved reserves, based on year-end cost estimates;
(4)  The resulting future net revenue streams are reduced to present value amounts by applying a 10 percent discount
factor.

As acknowledged by the SEC, this valuation procedure does not necessarily yield the best estimate of the fair market value of a
company’s oil and gas properties. An estimate of fair market value should also take into account, among other factors, the likeli-
hood of future recoveries of oil and gas in excess of proved reserves and anticipated future prices of oil and gas and related dev -
elopment and production costs.

Subsequent revision to the RRA valuation of proved reserves are included in RRA earnings as they occur. The estimated impact of
major factors affecting annual changes in proved reserves based on year-end RRA valuations of proved reserves was developed
as described below:

(1) “New Field Discoveries and Extensions" represents proved reserves added from drilling exploratory and develop-

ment wells,

(2)  “Increases in Prices of Oil and Gas, Net of Related Lifting Costs"' represents the approximate effect of changes from
one period to the next in the prices and lifting costs used in the RRA valuation calculation.

(3)  “Interest Factor — Accretion of Discount” is computed by applying 10 percent to the RRA valuation as of the begin-

ning of the year in recognition of the increase resulting from the impact of the passage of time on the discounted cash
flow approach to the valuation of the proved reserves.

(4)  "Other" includes the net effect of all changes affecting the RRA valuation not otherwise reported. See ‘‘Manage-
ment's Discussion and Analysis of the Summary of Operations Prepared on the Basis of RRA."

Exploration and Development Costs

The costs of acquiring unproved properties and drilling exploratory wells are deferred until the properties are evaluated and
determined to be either productive or nonproductive, at which time they are charged to expense. Other exploration costs
are charged to expense as incurred. Costs of acquiring unproved properties aggregating $2,202,000 have been deferred at
December 31, 1979. No costs were deferred at December 31, 1978.
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Estimated future costs to develop proved reserves are deducted in the RRA valuation of proved reserves. Subsequent revi-
sions to estimated future development costs are included in revisions to reserves proved in prior years. Other development
costs are charged to expense when related proved reserves are recognized.

Purchase and Sales of Proved Reserves

Differences, when not significant, between the consideration paid or received and the RRA valuation of proved reserves
purchased or sold have been included in RRA operating results in the periods that the transactions occurred. In 1979, the
purchase of proved reserves in Utah resulted in a significant excess of RRA valuation of proved reserves purchased over
the purchase price paid. At December 31, 1979, the Company deferred $30,821,000 of such excess, which will be brought
into the RRA summary of operations over the life of the reserves purchased.

Production and Funds Flow

Under RRA, because earnings are recognized when proved reserves are discovered and as the RRA valuation of proved
reserves changes, no earnings are reported when oil and gas are produced. Conseguently, RRA earnings may differ
substantially from funds generated or required by current exploration, development and producing operations.

Income Taxes

The provision for income taxes has been calculated separately for Canada and the U.S. using the income tax rates as
calculated after making provision for the tax base for oil and gas properties, deductions for depletion and provisions for non-
allowable royalties and other expenses.

(b) RRA Presentation

The RRA Presentation is comprised of two tables for the year ended December 31, 1979: (1) Summary of Operations
and (2) Summary of Changes in the Present Value of Estimated Future Net Revenues from Proved Reserves.

SUMMARY OF OPERATIONS

Year Ended December 31, 1979
Prepared on the Basis of Reserve Recognition Accounting
(Unaudited)

Total Canada USA

Additions to Proved Reserves:
New field discoveries and exXtensioNS . - . .« -t « oo cvee v o vme e ey e $29,496 $15,677 $13,819

Revisions to reserves proved in prior years:
Increases in prices of oil and gas, net

ofiralated |finglcostel S5 & s e i S T 6,239 YTATAS, 460
Interest factor-aceretion of discotmb il o L st s PR R e 4,250 3,682 568
Other .. ... o e e s L S S B et M TR . (15,155) (12,939) (2,216)

Total revisions to proved reserves . ... .......... RN N W Al e i St B (4,666) (3,478) (1,188)

Total additions to proved reServes .. ... ... oot e 24,830 12,199 12,631
Related exploration and developmentcosts .. ... ... 15,278 7,005 8,273
Additions to proved reserves in excess of
relaledtcOSIS e uamlS =8 2 0 Pl B s S Sl b Wl dn e s 9,552 5,194 4,358
Amortization of deferred excess of RRA value of
proved reserves OVer purchase price . . ................ oo, 1,606 — 1,606
BRAIIncome Befora ncome Taxes® . 1. hs el s n v el o sl eall Wil . 11,158 5,194 5,964
Provision for Income Taxes . .............. B mbnd L BONT IR AT, s LRSI N 11 3,942 1,974 1,968
Income from oil and gas producing activities on
the basis of RRA (before other income and expenses) . . ........................ $ 7216 $.3,220 $ 8,996

* Comparable amounts included in the Consolidated Financial Statements (before general and administrative expense, inte-
rest and finance charges, and income taxes) are: total — $4,684; Canada - $3,025; U.S. — $1,679; and U.K. - $(20).
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SUMMARY OF CHANGES IN THE PRESENT VALUE OF
ESTIMATED FUTURE NET REVENUE FROM PROVED RESERVES

Year Ended December 31, 1979
Prepared on the Basis of Reserve Recognition Accounting

(Unaudited)

Total Canada USA
Balance. Becember:3 11078 a0 L Sl e Ll T S e e L $ 42510 $36,821 §$ 5689
Revisions to reserves proved in Prior YEars . .. .. ... (4666) (3,478) (1,188)

37,844 33,343 4,501
New field discoveriesandextensions . . . ........................... e 29,496 15,677 @ 13,819
Purchases of provedreserves ................. S e R 37,589 1,531.0 §36:053
Projected developmentcostsineurred . ... . ... oo i WEE T 5,605 5,027 578
Pioductionsnetofliftiaolcostsii iss o Sl Mo B IERISEE et 0 Tl i e (8,177) (4,666) (3,511)
Sdles of raserves®e s Ba TS 20 b o 0 B R imm e TR S S e e L SR (130) (130) —
Bdlance, Becember31 19790 & 7 ... s 0 5l e o e B T02:209 1350 782 5151445
Present Value of Proved Developed Reserves:
BDecembelr 30;9978 (i EsmIMERs F-c - (F RN T e e LT e e $ 32,106 $26,514 §$ 5592
December: 31 19795 80 s 1 =F e e, VIR = I AL Eal s N SN S $ 55,045 $38575 $16,470

(c) Management'’s Discussion and Analysis of the Summary of Operations Prepared on the Basis of RRA

Under RRA, operating results are determined based upon additions to proved reserves from new field discoveries and
extensions and revisions to the RRA valuation of reserves proved in prior years and upon costs incurred in exploration
and development activities. The additions to proved reserves from new field discoveries and extensions could vary
significantly from year-to-year, depending upon the number and success ratio of exploratory and development wells
drilled and the estimated reserves discovered.

The RRA valuation of future net revenues is based on year-end prices, adjusted only for fixed and determinable con-
tractual escalation. Any price increases, net of increases in lifting costs, on proved reserves is included in RRA earn-
ings when the increases occur. The estimated future net revenues are after deducting estimated future lifting costs and
future recompletion and development costs, both based on comparable prices in effect at December 31, 1979. Produc-
tion and ad valorem taxes have been deducted in arriving at future net revenues, but no provision has been made for
any income taxes or windfall profits tax. The Company estimates that the combined effect of the U.S. windfall profits tax
and phased decontrol program would be to reduce revenues attributable to total proved oil reserves at December 20t
1979 by approximately $5,000,000, discounted at 10% ($7,400,000 undiscounted). Such estimates are based on the
assumptions that the price of the Company's controlled oil will be decontrolled by October 1, 1981, and will rise to the
price of its uncontrolled oil as of December 31, 1979. Any changes in the facts underlying these assumptions could
result in a material change in this estimated effect.

The caption “Interest Factor — Accretion of Discount'” results from applying the discounted cash flow technique in the
RRA valuation of the proved reserves. As the time of producing the reserves approaches, the discount becomes
smaller because of the time value of money, and the RRA valuation increases. This interest factor was approximated by
applying the 10% discount rate to the RRA valuation amount as of the beginning of the year.

The caption *‘Revisions to reserves proved in prior years - Other’" includes the net impact of all remaining factors caus-
ing revision to the RRA valuation of reserves proved in prior years. Major factors which have given rise to this amount
are changes in estimated quantities and changes in the estimated future costs of developing and producing reserves.
The revisions to estimated quantities during the years 1978 and 1979 are presented in the schedule ‘‘Changes in Quan-
tities of Proved Reserves”. Approximately 35% of the Company’s oil reserves and 67 % of the Company'’s gas reserves
are classified as proved undeveloped. Estimates of such proved reserves typically must be revised on the basis of
development drilling and production performance.

Related exploration and development costs reflect the actual costs incurred during the year, adjusted as described
above. The costs incurred include only the Company’s share of costs and not those of the other participants in its drill-
ing programs.

The effective tax rates resulting from the calculation of the RRA provision for income taxes were 38% in Canada and
33% in the U.S.
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The Company cautions against projecting future RRA results on the experience in 1979. RRA seeks to reflect events
relating to exploration and development as they occur; whereas under generally accepted accounting principles, the
impact of such evenis are reported over many future years. A number of years may lapse, however, between incurring
costs and knowing the economic results of the expenditures. Information about reservoir characteristics may
significantly change previous estimates of proved reserves and their valuation.

All of these uncertainties should be considered in reviewing the RRA data. Future RRA results will depend on the out-
come of the Company's exploration and development programs and the matters discussed in the preceding
paragraphs.

AUDITORS’ REPORTS

To the Shareholders of Page Petroleum Ltd.:

We have examined the consolidated balance sheet of Page Petroleum Ltd. (an Alberta company) and subsidiaries as of December 31, 1979,
and the related consolidated statements of earnings, retained earnings, changes in financial position and income taxes for the year then end-
ed. Our examination was made in accordance with generally accepted auditing standards, and accordingly included such tests and other pro-
cedures as we considered necessary in the circumstances.

In our opinion, the accompanying consolidated financial statements present fairly the financial position of Page Petroleum Ltd. and sub-
sidiaries as of December 31, 1979, and the results of their operations and the changes in their financial position for the year then ended, in ac-
cordance with generally accepted accounting principles applied on a basis consistent with that of the preceding year after giving retroactive
effect to the change (with which we concur) in the application of the full cost method of accounting, as described in Note 2 of the Notes to Con-
solidated Financial Statements.

We also reviewed the adjustments described in Note 2 of the Notes to Consolidated Financial Statements that were applied to restate the 1978
financial statements. In our opinion, such adjustments are appropriate and have been properly applied to the 1978 financial statements.

Calgary, Canada ARTHUR ANDERSEN & CO.
March 10, 1980 Chartered Accountants

(Except with respect to the matter discussed in Note 13(b), as to
which the date is April 22, 1980).

To the Shareholders of Page Petroleum Ltd.:

We have examined the consolidated balance sheet of Page Petroleum Ltd. as at December 31, 1978 and the consolidated statements of earn-
ings, retained earnings, changes in financial position and income taxes for the year then ended, before the restatement to give effect to the
change in the application of the full cost method of accounting as described in Note 2. Our examination was made in accordance with general-
ly 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, 1978 and the results of its
operations and changes in its financial position for the year then ended in accordance with generally accepted accounting principles applied
on a consistent basis, before the restatement to give effect to the change in the application of the full cost method of accounting as described
in Note 2.

Calgary, Canada COLLINS BARROW
March 12, 1979 Chartered Accountants
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MANAGEMENT’S DISCUSSION AND ANALYSIS

OF THE SUMMARY OF OPERATIONS

The summary of operations below should be read in conjunction with the Notes to Consolidated Summary of Oper-
ations which appear herein and with respect to the years ended December 31, 1979 and 1978 reference should be
made to the Consolidated Financial Statements and Notes thereto which appear elsewhere in this Annual Report.

Years Ended December 31
1979 1978* 1977+ 1976 1975
(Thousands of Canadian dollars except per share data)

Total Income ... ........ $ 12,791 $ 5,670 3 2,017 g 720 g 824
Operating costs and expenses . . 5,983 2,404 745 322 274
Depreciation, depletion and

amortization 4,062 1,476 490 215 233
Interest on long-term debt 2,453 742 370 219 146
Amortization of deferred

financing charges 9 26 27 12 9
Provision for income taxes 235 223 88 (55) 5

12,824 4,871 1,720 713 667

Net Earnings (Loss) (33) 799 267 7 157
Preferred Dividends 445 183 — — —
Net Earnings (Loss) Applicable

to Common Shares 3 (478) $ 616 $ 297 $ 7 3 157
Earnings (Loss) per Common

Share:: «. o o e s o 3 (0.18) g 0.30 $ 0.17 3 0.005 3 0.11
Weighted Average Number of

Common Shares Qutstanding 2,724,250 2,027,709 1,704,661 1,408,753 1,408,486
*Restated. See Note A.

(A) In 1979, the Company retroactively changed its method of calculating depletion within the full cost method of accounting for its oil and
gas operations to conform with §.E.C. accounting standards issued in December, 1978. Reference is made to Note 2 of the Notes to
Consolidated Financial Statements for information relating to the effect of this change.

(B) Earnings per common share are based on the weighted average number of common shares outstanding. Reference is made to Note 1(i) of the
Notes to Consolidated Financial Statements for information related to the method of determining the weighted average number of common

shares outstanding.

1979 Compared with 1978

Total income increased $7,121,000 (126%) over 1978,
including an increase of $6,676,000 (135%) in oil and
gas sales. Oil production increased 98%, while the
weighted average sales price per barrel increased
24°% . Gas production increased 63%, while the
weighted average sales price per mcf increased 15%.
The increased oil volumes resulted from a 106-well
drilling program carried out in 1979 in the Dodsland
and Buffalo Coulee areas of west central
Saskatchewan and production from the Altamont-
Bluebell Field in the Uinta Basin of Utah, where the
Company purchased most of its interests in February
1979. Total revenues attributable to the Utan
properties aggregated $3,212,000. Increased gas
volumes resulted primarily from including a full year
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of production from the Laketon Field of Gray County,
Texas, where the Company purchased its interests in
April 1978. Well servicing revenues increased
$507,000 (83%) over 1978, reflecting the first full
year of operations and additional rigs utilized by

the Company.

Total expenses increased $7,941,000 (171%) over
1978. The $2,089,000 (156%) increase in production
costs was attributable to the lifting costs associated
with the higher levels of production and the new oil
production in the Altamont-Bluebell field. Costs
associated with production in this field which
aggregated $1,058,000 are higher than average
because of special heating equipment necessary to



produce high paraffin content oil. Well servicing
costs increased $502,000 (123%) reflecting the
higher level of activity. General and administrative
costs increased $988,000 (151%) primarily as a result
of the increased number of employees required to ad-

minister a larger exploration and development program.

The increase of $2,586,000 (175%) in depreciation,
depletion and amortization reflects the impact of the
high level of capital expenditures during 1978 and
1979 and the increased level of production. Estimated
future capital expenditures attributable to proved
reserves aggregated $16,400,000 at December 31,

1979, compared with $4,800,000 a year earlier. These
future capital expenditures are reflected in the
calculation of depletion for 1979 and 1978,
respectively, and are in addition to the actual

costs incurred.

Interest costs increased $1,711,000 (230%) reflecting
higher interest rates and increased borrowings to
finance the capital expenditure program.

Total income taxes increased $12,000 (5%). However,
the total income tax expense amounted to 116% of
pre-tax earnings, compared with 22% in 1978. See
“*Statements of Consolidated Income Taxes."

1978 Compared with 1977

Total income increased $3,653,000 (181%) over 1977,
including an increase of $3,012,000 (157 %) in oil and
gas sales. Qil production increased 95%, while the
weighted average sales price per barrel increased
21%. Gas production increased 272%, while the

weighted average sales price per Mcf increased 55%.

The increased volumes resulted from a 79-well
development program carried out in 1978 in the
Dodsland and Buffalo Coulee areas of west central
Saskatchewan and new production, which provided
income aggregating $603,000, from the Laketon Field
of Gray County, Texas. Well servicing operations
which commenced early in 1978 contributed $610,000
to revenues.

Total expenses increased $3,016,000 (185%) over

1977. The $871,000 (186% ) increase in production

costs was attributable primarily to the lifting costs

associated with the higher levels of production and
costs incurred in re-working wells to maintain

Management Report

The Board of Directors has approved the information
contained in this Annual Report. The accompanying
financial statements have been prepared by
management in conformity with those generally
accepted accounting principles most appropriate for
the nature of the Company's business. All financial
information contained in the Annual Report is

‘ consistent with the financial statements
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production in the older fields. Operating costs related
to the Company's well servicing operations
commenced in 1978. General and administrative costs
increased $379,000 (137%) as a result of the higher
level of operations.

The increase of $986,000 (201%) in depreciation,
depletion and amortization reflects the higher levels of
production and the impact of the high levels of
exploration and development activities carried out in
1977 and 1978.

Interest costs increased $372,000 (101%) reflecting
higher interest rates and increased borrowings to
finance the capital expenditure program.

Total income taxes increased $135,000 (153%) but did
not change materially as a percentage of pre-tax
earnings, being 22% in 1978 compared with 23%

in 1977.
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