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HIGHLIGHTS

ANNUAL MEETING

The Annual Meeting of Shareholders of the Company
will be held on Thursday, May 2, 1985, at 10:30 o'clock
in the forenoon, local time, in the Board Room of
Norcen Energy Resources Limited, 32nd Floor, 715
Fifth Avenue Southwest, Calgary, Alberta, Canada.
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REPORT TO SHAREHOLDERS

Increases in revenue, net income and cash flow were
recorded by the Company in 1984. Revenue from all
sources totalled $21,901,000, a 38% increase over
1983 revenue. Net income was $6,452,000 or 82¢ a
share for the year compared with net income in 1983
of $6,355,000 or 81¢ ashare. Earnings per share figures
are quoted on a post subdivision basis. Cash flow from
operations increased to $13,983,000 compared with
$11,297,000 in the previous year, representing a gain
of 24%.

Despite a 21% increase in the average daily production
of crude oil and natural gas liquids, a substantial
increase in the volume of crude oil receiving the new
oil reference price, and a significant increase in natu-
ral gas production, net income for the year increased
only modestly. This was primarily due to substantial
increases in income taxes and production revenue
taxes. The provision for income taxes alone increased
t0 $5,882,000 in 1984 as compared to $2,389,000 in the
previous year.

A detailed review of the Company’s financial perform-
ance for 1984 appears on pages 8 and 9 of this annual
report.

Donald D. Barkwell, Chairman

Before deducting royalties, the average daily produc-
tion of crude oil and natural gas liquids was 1,516 bar-
rels, an increase of 269 barrels a day over the average
for the previous year. This increase was largely due to
an escalation in production from wells at West
Pembina and Taber North in Alberta and Tatagwa-
Colgate in Saskatchewan and well allocation in-
creases in existing fields.

During the year, natural gas production increased
52%t0 7,284 Mcfa day from 4,782 Mcfaday in the pre-
vious year.

The Company received an average price of $34.97 a
barrel from the sale of its 1984 production of crude oil
and natural gas liquids, compared to $32.97 a barrel in
1983. This gain resulted from further increases in the
volume of production receiving the new oil reference
price which is approximately equivalent to the inter-
national price of crude oil. At December 31, 1984, the
new oil reference price was being received on 70% of
the Company’s average daily production, or 1,061 bar-
rels a day.

The average price received in 1984 from the sale of
natural gas increased to $2.71 an Mcf from $2.53 an
Mcf in 1983 due primarily to the increase in the
Alberta Border price of 25¢ per Mcf on February 1,
1984.

Estimated reserves at December 31, 1984, before
royalties, were 3.38 million barrels of crude oil and
natural gas liquids and 59 billion cubic feet of natural
gas. At the previous year-end, comparable figures
were 3.25 million barrels of crude oil and natural gas
liquids and 65 billion cubic feet of natural gas. These
estimates have been calculated by engineers of the
parent company, Norcen Energy Resources Limited,
and do notinclude the Company’s share of natural gas
reserves in the Arctic Islands. The supplemental infor-
mation commencing on page 16, contains further
details on the Company’s reserves.



In November 1984, the Federal Government
announced a new policy allowing exporters of Canad-
ian natural gas to negotiate competitive price con-
tracts with their customers effective November 1,
1984. Under this new policy, which is expected to
place Canadian gas exporters in a better position to
compete in the export market, both gas prices and
volumes to be exported will be renegotiated annually.
As a consequence of such new policy, the National
Energy Board has approved a number of applications
for new competitive prices. The Federal Government
through the National Energy Board currently controls
volumes of oil, gas and some natural gas liquids
exported from Canada. However, it is anticipated that
a program of full decontrol will be announced in the
first half of 1985.

On December 18, 1984, 84% of the Company’s share-
holders approved a Special Resolution giving effect to
the subdivision of the Company’s issued and out-
standing Common Shares on a four-for-one basis. Fol-
lowing the necessary filing with the Government of
Saskatchewan, the share subdivision became effec-
tive on January 8, 1985. Accordingly, the Company’s
issued and outstanding shares increasedto 7,846,076.

On February 28, 1985, the Board of Directors accepted,
with regret, the resignation of Wilfrid A. Loucks as
President and Director of the Company and its sub-
sidiary, P.O.R. Oil & Gas Inc. Mr. Loucks has accepted a
position in Australia with the Company's parent,
Norcen Energy Resources Limited. The Directors
acknowledged Mr. Loucks’ many years of dedicated
service.

William C. Hennenfent, President

William C. Hennenfent has been appointed as Mr.
Loucks’ successor. A professional engineer, Mr.
Hennenfent has been a Vice-President of the Com-
pany since 1979 and is currently Vice-President,
Exploration with Norcen Energy Resources Limited.

ON BEHALF OF THE BOARD

BTk

DONALD D. BARKWELL
Chairman

ﬂ/.é._._.%__—

WILLIAM C. HENNENFENT
President

Calgary, Alberta
February 28, 1985
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During 1984 the Company participated in the drilling
of 49 (7.31 net) exploratory wells resulting in 13 (2.22
net) oil wells and four (.13 net) gas wells. These figures
include 11 (.15 net) wells drilled on Company lands
under farmout arrangements at no cost to the Com-
pany. In addition, the Company participated in the
drilling of 90 development wells. The Company’s net
interest in the great majority of these wells was
minute, and such drilling resulted in 1.02 net oil wells.
The major areas of activity were in the Tatagwa-
Colgate fields in Saskatchewan, and the Taber North
field, the Ogston-Otter, Gilwood-Triangle and West
Pembina areas, all in Alberta. The Company’s drilling
activity included participation in six wells in the
United States during 1984. Capital expenditures on
exploration and development for the year totalled
$16,685,000 (gross) which represents a net expendi-
ture of $13,541,000 after receipt of Federal and Provin-
cial incentives. The following review covers the prin-
cipal areas in which operations were conducted in
1984,

SASKATCHEWAN

HEGINAW
WHITEBEAR T
TATAGWA-COLGATE




Tatagwa-Colgate

The Company completed its development program in
the Tatagwa and Colgate areasin south central Saskat-
chewan during 1984, with the drilling of five wells
which resulted in three oil completions. Company
interests range from 7.5% to 10% in a total of 17 oil
wells in the Tatagwa-Colgate area. Currently, the
Company’s share of production from these wells is
approximately 130 barrels a day.

Whitebear

In the latter part of the year, the Company was suc-
cessful in completing a Mississippian oil well in this
area of southeastern Saskatchewan. The Company
has a 30% interest in the well and the surrounding
acreage which was purchased during the last quarter
of the year. Further drilling and land acquisition will
depend on production test results from the well.

Driftpile

During the last month of the year the Company parti-
cipated, by way of a farmin agreement, in the drilling
and completion of a significant Slave Point oil discov-
ery in this northern Alberta area. The Company has
earned a 6% interest in 4'/s sections by paying 10% of
the cost of drilling the well and plans to drill another
well to earn a similar interest in five adjacent sections.
Further drilling to delineate the discovery is planned
for 1985. In addition to these farmin lands, the Com-
pany has a 10% interest in another 17 sections on this
prospect.

Taber

In the Taber area of southeastern Alberta the Com-
pany participated in the drilling of ten wells exploring
for Glauconitic channel oil. Three of these wells were
drilled at no cost to the Company. The Company now
has interests ranging from 25% to 27.5% in eight oil
wells in the Taber North field. The main portion of the
field is in the process of being unitized.

The Company has a 15% interest in the Taber South-
east pool which is currently under awaterflood recov-
ery scheme.

West Pembina

Three Basal Belly River oil wells were drilled and suc-
cessfully completed in channel sands in the West
Pembina area of central Alberta. The Company’s
interests vary from 3.5% to 5% in these wells. In view
of the potential for adding significant reserves, the
Company plans to drill at least four exploratory and
development wells in this area early in 1985.




EXPLORATION AND DEVELOPMENT

Gilwood-Triangle

The Company participated in the drilling of three Gil-
wood Sand oil wells in the Gilwood-Triangle area of
northern Alberta during 1984. One of these wells, in
which the Company has a 25% interest, qualifies for
five year royalty-free production and has an allocated
production rate of 90 barrels a day. The second well,in
which the Company’s interest is 23.6%, qualifies for
one year royalty-free production and has an allocated
production rate of 135 barrels a day. The Company has
an 80% interest in the third well which has low pro-
ductivity. A significant amount of seismic work is
planned to further define exploratory plays and plan
development drilling on existing discoveries.

Ogston-Otter

During 1984 the Company participated in the drilling
of eight wells in the Ogston-Otter area of northern
Alberta resulting in the completion of four Granite
Wash oil wells. The Company’s interests in these wells
varies from 10% to 12.5% and its share of production
from three of the wells is approximately 40 barrels a
day. Further drilling in the area is planned for 1985.

United States

Through its wholly-owned subsidiary, P.O.R. Oil &
Gas Inc., the Company participated in the drilling of
six wells in the United States during 1984. The drilling
resulted in two (.07 net) oil wells and four (.22 net)
abandoned wells. The discovery of a new field on the
Bitter Creek Prospect in northern Wyoming, in which
the Company hasa 5% working interest, was the result
of drilling following an extensive seismic program in
1983. Development of this new field is anticipated
early in 1985 with the drilling of three step-out wells.
At the end of 1984 the Company had landholdings of
31,694 gross (2,776 net) acres focused in the Rocky
Mountain area.
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1985 Exploration and Development

The Company’s Directors have approved capital
expenditures of $17,451,000 (gross), representing net
expenditures of $13,741,000, after receipt of Federal
and Provincial incentives, for 1985 exploration and
development activities. Although the majority of this
amount has been allocated to Canadian operations, a
small portion of such expenditures is expected to be
incurred on operations in the United States.
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MANAGEMENT'S DISCUSSION AND FINANCIAL REVIEW

Net income increased to $6.5 million in 1984 from $6.4
million in 1983 and $5.7 million in 1982. Earnings per
share subsequent to the subdivision have increased
correspondingly to $0.82 per share from $0.81 and
$0.73 in 1983 and 1982 respectively. This increase in
earnings from 1983 was achieved despite a $1.1 million
reduction in the Alberta Royalty Tax Credit and was
attributable to higher production volumes. Funds
generated from operations also set a new high at $14.0
million. Return on average common share equity was
15.8% in 1984 compared to 18.5% in 1983 and 20.2% in
1982.

Revenues and Expenses

Increased oil production and, to a lesser extent, in-
creased gas production contributed to the higher
gross revenues received during the year, up 38% in
1984 after an increase of 21% in 1983. Record oil pro-
duction was recorded primarily in the West Pembina
and Taber fields. The Company commenced an en-
hanced oil recovery scheme on a further well at West
Pembina resulting in increased production capabili-
ties as well as a reduced royalty status. Production at
Taber reflected the full year effect of new wells that
came on stream during 1983. These increases were
partially offset by reduced liquids production at West
Pembina 5-14 due to gas cycling liquid recovery
problems. Gas production has increased due to a
recovering demand, particularly in late 1984, as a
result of higher export volumes to the United States.
Prices continued their stabilizing trend that origi-
nated in 1983 gaining approximately 6% during the
year mainly due to an increasing proportion of new oil
reference price production in the case of oil and the
25¢ per Mcf increase in the Alberta Border price on
February 1, 1984 for gas.

Production and operating costs increased only 8% in
1984 compared to a 12% increase in 1983, all despite a
volumetric increase in production of 32% for oil and
53% for gas. Broadly based restraint in the economy
and the concerted effort by the Company to control

costs and improve productivity have minimized cost
increases. Depreciation and depletion continued to
increase due to higher production revenues and the
higher costs of replacing reserves.

8



Income taxes increased substantially during the
period to an average rate, based on income before
income taxes in 1984 of 48%, up from 27%in 1983 and
18% in 1982. This is primarily due to the reduction of
the Alberta Royalty Tax Credit in 1984 which was
implemented by the Provincial Government. A recon-
ciliation of differences with the statutory rate is
explained in Note 5 to the financial statements. Pro-
duction revenue taxes continued to grow as a direct
function of increasing levels of revenue. Current
income and production revenue taxes totalled $5.1
million, up from $2.0 million in 1983 and $0.7 million
in 1982. Total income and production revenue taxes
are now 136% of net income compared to approxi-
mately 69% in 1983 and 52% in 1982.

14
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Capital and Other Spending

Capital expenditures on oil and gas exploration and
development, before Federal and Provincial incen-
tives, increased dramatically during the year to $16.7
million from $6.3 million in 1983. These expenditures
(after incentives) accounted for the majority of the
increase in the total cost of assets of $14.0 million to
$76.1 million. The expenditures consisted mainly of
land acquisition, seismic costs and exploratory drill-
ing incurred to enable the Company to expand its
exploration activities in 1985. Federal and Provincial
incentives increased from $0.6 million in 1983 to $3.1
million in 1984 due to the increased level of allowable
expenditures in 1984.

Changing Prices

In 1983, the Canadian Institute of Chartered Account-
ants (“CICA") introduced, on an experimental basis,
new recommendations for the supplementary disclo-
sure of the effects of changing prices for corporations
with property, plant and equipment in excess of $50
million. The Company, which in 1983 was exempt
from these recommendations, now falls within this
criteria. However, it is the Company’s belief that there
is norealistic method of determining the current costs
of the oil and gas assets, and the CICA recommenda-
tions in respect of revenues and taxation are unreal-
istic, particularly in view of the impending changes to
the regulation of oil and gas pricing in Canada. There-
fore, the result of calculating the effects of changing
prices would be distorted and misleading. According-
ly, the Company has concluded that to participate
publicly in the CICA experiment at this time would
result in a potentially misleading presentation of the
effects of changing prices.
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CONSOLIDATED FINANCIAL STATEMENTS

ACCOUNTING POLICIES

YEARS ENDED DECEMBER 31, 1984, 1983
AND 1982

The Annual Report and the accompanying consoli-
dated financial statements have been prepared by
Management and approved by the Board of Directors.
The consolidated financial statements have been
prepared in accordance with generally accepted
accounting principles applied on a consistent basis
and comply with United States disclosure require-
ments in all material respects. The principles used
were those judged by Management to be the most
appropriate in the circumstances. Management
acknowledges responsibility for the fairness, integrity
and objectivity of all financial information contained

in the Annual Report including the consolidated

financial statements, and that all information con-
tained in the Annual Report is consistent with the
consolidated financial statements. The Company’s
auditors are responsible for auditing the consolidated
financial statements and for giving an opinion on
them. The Audit Committee of the Board of Directors
is responsible for reviewing the annual consolidated
financial statements and reporting thereon to the
Board, making recommendations to the Board with
respect to the appointment and remuneration of the
Company’s auditors, reviewing the scope of the audit
and reviewing the Company’s internal financial
controls.

Principles of Consolidation

The consolidated financial statements include the
accounts of Prairie Oil Royalties Company, Ltd. and its
wholly-owned subsidiary, P.O.R. Oil & Gas Inc.

Foreign Currency Translation

Current assets and current liabilities are translated at
the rates of exchange prevailing at the balance sheet
dates. Long-term assets are translated at rates in effect
at the dates the assets were acquired. Sales and other
revenues and costs and expenses are translated at the
average rate of exchange during the month incurred.
The resulting gains and losses are included in income.

Properties, Plant and Equipment

Oil and gas properties, in accordance with the full cost
method of accounting, include all expenditures re-
lated to the exploration and development of oil and
gas reserves, whether or not potentially productive.
These costs are depleted on the net production reve-
nue method based on total estimated future net pro-
duction revenues from proven recoverable reserves.

10

0Oil and gas production equipment and related facili-
ties are depreciated over their estimated useful ser-
vice life on the straight-line method at various rates,
the application of which is equivalent to the compo-
site rate of approximately 9.0% in 1984 (8.6% in 1983,
8.4% in 1982).

Upon retirement or sale of major items of producing
property or equipment, the assetaccounts are relieved
of the cost of such property together with the accumu-
lated depletion or depreciation. The difference bet-
ween net book value of such items and the proceeds, if
any, is charged or credited to income. Proceeds on sale
of non-producing properties are credited to asset
costs.

Maintenance and repairs are charged to income when
incurred and betterments which extend the service-
able life of properties are capitalized.

Income Taxes

The Company follows the tax allocation method of
accounting whereby provisions for income taxes are
based on the income reported in the accounts. This
method results in the provision of deferred income
taxes to the extent that taxes currently payable have
been reduced by claiming depletion and depreciation
for income tax purposes in amounts differing from
those reported in the accounts.

Deferred Gas Revenues

Deferred gas production revenues represents pay-
ments received under take-or-pay gas contracts.
These amounts will be included in revenue when the
gas to which the payments relate is delivered at the
purchaser’s option. Deliveries are to be made over a
ten year period which commenced November 1, 1984.

Segmented Information

All of the Company’s activities are in one business
segment, oil and gas exploration, development and
production, and substantially all of the Company’s
operations are conducted in one geographic segment,
Canada. Accordingly, no separate disclosure has been
made of financial data by segment.
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CONSOLIDATED BALANCE SHEET

As at December 31, 1984 and 1983
(thousands of Canadian dollars)

1984 1983
Assets
CURRENT ASSETS
Eachean c SHOE-tEPMEIIN S EIIEDE ST [ vt o e e i o e s S S e $19,591 $18,435
A ECONINtSreec VAR Bt 2 S e e e R e TR i et A b e 7,393 3,583
Notereeeivable ot o o i e R e it D e = 622
26,984 22,640
PROPERTIES, PLANT AND EQUIPMENT (note 5 L e, SR It S 49 142 39,460

$76,126 $62,100

Liabilities
CURRENT LIABILITIES
Accountsipayableianeiaacrned changes: ol o sl i $ 3,391 $ 1,588
e L O e e o i e ¥ e s e s A B alos sy o s st ik s 329 2,386
Bt OV T e CORIEARYE R, o s A L e 3,51 F 1,465
Current amount oTdelerred Bas TeVENIIes . 2. o« iiviuba b=aiesnsans s dome s o 600 =
9,837 5,439
BEHERREDEGANRENBINUWERS = v ol sl S e o ras i o 5,050 5,546
BERERREI)TINGEINEESEANCHS St e e o S T e e b el o 17223 13,551
Shareholders’ Equity
CAPITAL STOCK (note 4)
Issued
FI6151919835=10617520) Common: Shates- - oo oo, 1,962 1,962
EONERIBAE RS AREIIS 0 S el s i B et B e 574 574
RETATINERCEARNTINGSSE aav Sl e ot st i s el e —n ) 41,480 35,028

44,016 37,564

$76,126 $62,100

Approved by the Board

@ Director

M/ Z a-_// Director
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CONSOLIDATED STATEMENT OF INCOME

Years Ended December 31, 1984, 1983 and 1982
(thousands of Canadian dollars except per share amounts)

SALES AND OTHER REVENUES
Oikand PaBSHIBS e - o U L G S e b e Bt
o () Ao e N e 0 DL e
HERCo | s o A e i 0 A B R L O i S B A

COSTS AND EXPENSES
2o bTein [o] Bk e s el e e S S R S e e B
ProductionN TevenN e tARES &\ svi s o e i seas
B e e L e R R S S
BT B s el i reih i A S s e e S S
General and administrative
Chargesironm parent COMPANY . . ... e iseibesns s nes
(O T 7 e e e i s Wy Lo 5 v [ e £ o
HETL P U2 E o A A B e e S S MBIt e 0 S

IHEOmME DEIOTEINCOME tAXES: .. on o in o von oie kiinian S omsis 4
Income taxes (note 5)

EurrenidrerayeE st il oL o Sl S S R R
BT b L e e e R SR i e SRR S

NN VS s O o S i e e

EARNINGS PER SHARE (note 4)
Beforastaek Splitt. " ool i R e

ACIRInEIC SpHta . o T o ol G e

CONSOLIDATED STATEMENT OF RETAINED EARNINGS

Years Ended December 31, 1984, 1983 and 1982
(thousands of Canadian dollars)

BALANCE AT BEGINNING OF YEAR .......c..coiiiniinn..

e a0 1 (e e i A e Ry P SHE Nt i s o

BAANGCEATEENDIOBYEAR S 0 i e bk e

12

1984

$16,557
3,216
2,128

21,901

1,468
2,926
3,129

730

1,147
160
7

9,567

12,334

2,210
3,672

5,882

$ 6,452

$3.28

$0.82

1984

$35,028
6,452

$41,480

1983 1982
$11,496  $10,541
3,038 2,274
1,351 261
15,885 13,076
1,438 1,266
2,027 1,759
1,878 1,547
666 531
1,003 901
93 70
36 48
7,141 6,122
8,744 6,954
©) (1,109)
2,398 2,327
2,389 1,218
$ 6355 $ 5736
$3.24 $2.92
$0.81 $0.73

1983 1982
$28,673 $22,937
6,355 5,736
$35,028 $28,673




CONSOLIDATED STATEMENT OF
CHANGES IN FINANCIAL POSITION

Years Ended December 31, 1984, 1983 and 1982 1984 1983 1982
(thousands of Canadian dollars) o=t
SOURCE OF FUNDS
REEIRCOME S i SRR i s W i e e S $ 6,452 $ 6,355 $ 5,736
Items not requiring an outlay of funds
eferrednnComestaxes it Wil d s ISR 3,672 2,398 2,327
Bepletions S8 SeRIE Bt Ll s e e st B e, 329 1,878 1,547
DI de B LT s s R S S e S e D 730 666 531
Eronioperationseedasimni. miuet 8 s oS s e sy 13,983 11,297 10,141
Pleferpedigasimevemzesifanat Sy T i o e e = 235 3,351
Notemeeelyabl e o i s s et = 622 623
APPLICATION OF FUNDS 13,983 12,152 14,115
Expenditures on properties, plant and
el L e S e e R s M e 16,685 6,253 6,682
Petroleum incentive payments earned .................... (3,144) (624) (1,998)
Beterren gasSieeyeTies s tiet o0l e Sn 496 = &
14,037 5,629 4,684
INCREASE (DECREASE) IN FUNDS ...........c..ccuvvvn.... $  (54) $ 6523 $ 9431

CHANGES IN COMPONENTS OF FUNDS
ARE REPRESENTED BY:

Cash and short-term investments ......................... $ 1,156 $12,735 $ 5,700
Accountsiteeeivablel el ettt Sl gy 3,810 (2,643) 3,795
INECOINe taxes tecOoverablo . c e i s e i - (1,291) 113
Portion of note receivable due within one year .......... (622) (1) 1
Bankiindebtednessi s il oo S vy s R e - - 1,528
Accounts payable and accrued charges .................. (2,403) 671 (1,036)
inconie taxes Rayablect i seat’ R n TR E R s e, 2,057 (2,386) -

PUETOPArCHH COMPATTYR g0 e s fone TSR S o (4,052) (562) (670)

INCREASE (DECREASE) IN FUNDS .........oovviviineinnn... $ (59 $ 6,523 $ 9431

AUDITORS’ REPORT

To the Shareholders of Prairie Oil Royalties Company, Ltd.

We have examined the consolidated balance sheet of Prairie Oil Royalties Company, Ltd. as at December 31,
1984 and 1983 and the consolidated statements of income, retained earnings and changes in financial posi-
tion for each of the three years ended December 31, 1984. Our examination was made in accordance with
generally accepted auditing standards, and accordingly included such tests and other procedures as we con-
sidered necessary in the circumstances.

In our opinion, these consolidated financial statements present fairly the financial position of the Company
asatDecember 31, 1984 and 1983 and the results of its operations and the changes in its financial position for
each of the three years ended December 31, 1984 in accordance with generally accepted accounting

principles applied on a consistent basis. 7%”
/ 6' : : Z /

Calgary, Canada Thorne Riddell
January 31, 1985 Chartered Accountants 13



T R L B R A e e A U R T 7

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Years Ended December 31, 1984, 1983 and 1982
(thousands of Canadian dollars)

1. ACCOUNTING POLICIES

The summary of accounting policies is an integral part of these financial statements.

2. COMPARATIVE FIGURES

Certain 1983 and 1982 comparative figures have been reclassified to conform to the 1984 financial state-
ment presentation.

3. PROPERTIES, PLANT AND EQUIPMENT

Year Ended
December 31,

1984 1983
T o T T p e R ek o e T e o B $58,033 $45,625
PrOGUCHON EqUIPINCIL .. ..o ol \.nvennvan vesbrbosha ghsctubuset st uiss 9,276 8,143

67,309 53,768
Accumulated depreciation and depletion ...l 18,167 14,308
N OB AL s el sl s e e et $49,142 $39,460

The net book value of properties, plant and equipment is limited to an amount which does not exceed the
estimated present value of future net revenues from proven reserves plus the lower of cost or estimated fair
value of unproven properties.

During the year, the Company capitalized $1,493 ($436 in 1983) of overhead charges related to explor-
ation activities.
4. CAPITAL STOCK

The shareholders of the Company have approved a four-for-one stock split on the common shares of the
Company. The effective date of this stock split wasJanuary 8, 1985. Earnings per share amounts have been cal-
culated giving retroactive effect to this stock split.

5. INCOME TAXES

Deferred income taxes result from timing differences in the recognition of income and expenses for income
tax and financial statement purposes. The source of these differences and the tax effect of each are as follows:

1984 1983 1982
Exploration and development expenditures
and capital cost allowances deducted
for income tax purposes in excess of
depletion and depreciation ...................oenn $ 3,638 $ 2,070 $ 2,387
TR0 L (AT el e R S S e S 34 328 (60)
SR3.672 $ 2,398 $ 2327




The provision for income taxes in the consolidated statement of income varies from the amounts that would
be computed by applying the Canadian federal statutory rate of 46% to income before income taxes for the
following reasons:

1984 1983 1982
Income before iNCOme taXes ©..... i...iiriurormmasens $12,334 $ 8,744 $ 6,954
Canadian federal statutory rate of income tax ........ 46.0% 46.0% 46.0%
Computed INCOMETATEXPOASE. .. U0 o lihi i iimans it $ 5,674 $ 4027 $ 3,199
Increase (decrease) in income tax
resulting from:
AlbertaRoyaltyTax Bredit. . .0l .. ... s e (2,000) (3,141) (2,369)
Non-deductible production revenue taxes .......... 1,346 932 809
taeodieRaxdepleton o Lo ol et T R (9) (118) (318
Non-deductible royalties, mineral
taxes and other expenses, less
federal resource allowance and
pEOVIREIIR e BabE R o LT sl e 551 448 191
(S s T S e e e e e L e ] 320 241 (294)
Actual incomie fax EXPeNse .. (0. 1.5 i ool s $ 5,882 $ 2,389 $ 1,218
Bficotivetncosie agirager b ot Ll S e 47.7% 27.3% 17.5%




SUPPLEMENTAL INFORMATION (UNAUDITED)
e T —————————

Years Ended December 31, 1984, 1983 and 1982
(thousands of Canadian dollars except per share amounts)

QUARTERLY AND OTHER FINANCIAL DATA

Quarter
First Second Third Fourth Year
1984
REVENUE (i) ~..ovoeveeeeeeeaeeieein $ 5370 $ 4882 $ 5333 §$ 6316 $21,901
Income before income taxes ............ 3,165 2,692 3,084 3,393 12,334
NELINCOME wsprmnuumesia = oo 2,004 1,696 1,201 1,551 6,452
Earnings per share (ii) 0.25 0.22 0.15 0.20 0.82
Market price per common share (iii)
BHEH . ovcnmmmnmemnsimasmsn s swsisitstaminds 22 251/4 28!/2 303/4 30%/a
LOW ettt e 185/3 20%/s 223/g 24 18%/3
1983
ReVENUEI(I) - swommaioiniainisns $ 3,909 § 3521 §$ 3,781 §$ 4,674 $15,885
Income before income taxes ............ 2,090 2,003 2,147 2,504 8,744
NEtINCOME : cs s s se sewnn v 3 deinmsmes 1,641 1,483 1,319 1,912 6,355
Edrnings pershare (i) -woes v i savvame 0.21 0.19 0.17 0.24 0.81
Market price per common share (iii)
BHZH . ocs s s soninin simimeninsmione moibediasid 55 43 850555 203/a 25 225/g 221/ 25
TUOM «ciurcnin oie are ssm pisiosmnsmiasesos symsninininis ose ssminiose 151/2 1734 201/ 193/4 151/2

(i) The revenue amounts have been restated to retroactively reflect the reclassification of production
revenue taxes as a separate expense item.

(i) The earnings per share amounts have been calculated giving retroactive effect to the January 8, 1985
four-for-one stock split on the common shares of the Company.

(ili) The market prices are as reported by the American Stock Exchange (the primary market) in U.S. dollars,
prior to giving effect to the stock split referred to in (ii) above.
OIL AND GAS INFORMATION

The following supplementary information is disclosed in accordance with the provisions of Financial
Accounting Standards Board (“FASB”) Statement No. 69 “Disclosures about Oiland Gas Producing Activities".

Exploration and Production Activities

The Company has capitalized property acquisition, exploration and development costs pertaining to its oil

and gas operations as follows: Decamber 31

1984 1983
Properties
S PLOVRIL s oo ssmsmsoresesmymasis ain 50 ARSI SRR 0 SH NIt tar o hiaTa o0 s wr $53,031 $45,625
— UDPIOVEIL . .utunnnnneeeeeennnanstiaeeesaaneee s atitiaaetaianss 5,002 =
Production eqUIPMEnt ...........oeeiinmommiiiiamiee i 9,276 8,143
67,309 53,768
Accumulated depreciation, depletion
And ATOOTHZATIONL v\ v e v e eeinnsvnseese s sansiansssssassinmsiasesive 18,167 14,308
Capitalized COSIS ....iui s on srsmssaesioninnns sasvesmiuessusses vmronss $49,142 $39,460
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The following table presents information on the Company’s oil and gas property acquisition, exploration and
development activities. 1984 1983 1982

Costs capitalized in the year

PrOpanty ACqUABTHDN 6. - £ e, 25,60 43,5750 $ 4,856 $ 1,230 $ 205

Exploration (i) —Proven .....................ocoo.l 1,581 3,407 2,519
—UNPTOVEN . oo csimioimssnn comeintsimsisligaisinse 5,002 = =

DEFElOPIMENTE(): v iveisui v o tsossisisioimmazeisisimess wesmmaysime 2,102 992 1,960

Total capitalized ............. ..o $13,541 $ 5629 $ 4,684

(i) Exploration and development costs are shown net of petroleum incentive payments earned of
$3,144 in 1984 (8624 in 1983; $1,998 in 1982).

1984 1983 1982
Net revenues from producing oil and gas - - i
REVENUE (i) . vvoereeteee e $26,610 $19,431  $16,605
Production expenses .................ooinveeeaiaii, 11,276 8,362 6,815
Depreciation, depletion
and amortization expense (H) .. c.o.viviis cvivimaais 3,859 2,544 2,078
11,475 8,525 7,712
Income taX eXPENSE » o e assess & o mariees 5,191 2,169 1,506
Results of operationg from
producing activities
(excluding corporate overhead
and interest COSts) ..., S 6,284 § 6,356 $ 6,206

(i) Revenue is shown before freehold and crown royalty payments of $6,882 in 1984 ($4,897 in 1983; $3,790
in 1982) which have been included in production expenses.

(i) Depletion expense per dollar of net revenue (gross revenue less crown royalties, freehold royalties and
production revenue taxes) amounts to $0.19 ($0.15 in 1983; $0.14 in 1982) under the net revenue
method of depletion.

RESERVES

The reserve information provided, as determined by independent reservoir engineers McDaniels & Asso-
ciates, Inc.,, is provided in response to United States reporting requirements on a proven reserve basis only,
after deducting royalty interests of governments and others. All the Company’s proven reserves are devel-
oped. The reserve quantity of information summarizes the changes in quantities of net proven Canadian oil

and gas reserves. Year Ended December 31,

1984 1983 1982
0il and 0il and 0il and
Gas Gas Gas
Liquids Gas Liquids Gas Liquids Gas
(000’s (000’s (000's
bbls) (Mmcf) bbls) (Mmcf) bbls)  (Mmcf)
Beginningof year .................. 2,061 38,528 1,989 39,406 2,036 36,816
Revision of
previous estimates ............ 500 388 259 (447) 232 1,658
Extensions,
discoveries and
other additions ................ 138 858 159 822 = 2,866
Production....................... (419)  (1,872) (346)  (1,253) (279)  (1,934)
End Of Wear .. :: ios ineiisi e memmnne 2,280 37,902 2,061 38,528 1,989 39,406

17



SUPPLEMENTAL INFORMATION (UNAUDITED)
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Years Ended December 31, 1984, 1983 and 1982
(thousands of Canadian dollars except where otherwise indicated)

Standardized Measure of Discounted
Future Net Cash Flows and Changes therein
relating to Proved Oil and Gas Reserves

In calculating the standardized measure of discounted future net cash flows, prices and costs in effect at
January 1, 1985 were applied to proven reserves and provision was made for estimated future development
expenditures that will be required to produce the reserves. Royalty deductions were based on laws, regula-
tions and contracts existing at the end of the fiscal year. The discounted future net cash flows are derived by
applying a 10% discount factor, as required by the FASB Statement No. 69 rules, to the future net cash flows.
Management believes that this information does not sufficiently reflect the current economic value of the oil
and gas producing properties or the present value of estimated future cash flows since no economic value is
attributed to potential reserves, the use of a 10% discount rate is arbitrary and prices constantly change from
year-end levels.
Year ended December 31,

(millions of Canadian dollars)

1984 1983 1982
Fhtiite cash inTIOWS: o s st auommimiasmmsmmsine s $221.9 $2234 $218.6
Future production CostS .....uv.vressmmnsisivesanionans (102.8) (107.4) (99.0)
Future development COSIS .........ooovueieaiininiannss (2.5) (2.5) (2.5)
Future income taxX eXpense ............coieeeeaiannanes (59.9) (61.9) (62.8)
Future net. cashflow” .......: o sveespissnsvnss v s $ 56.7 $ 51.6 $§ 543
Standardized measure of
future net cash flows
discounted At L0V ... s S sams maemmis $ 31.9 $ 27.1 $ 28.0

The following table sets out principal sources of change in the standardized measure of discounted future
net cash flows during the respective periods:
Year ended December 31,

(millions of Canadian dollars)

1984 1983 1982

Sales of oil and gas and value of

FLANISTOIS _.ierne oo a0, ST S 3 50 S0 wisiateimmini wieloit Koo $(15.3) $(11.1) $ (9.8
Net changes in prices and production

COSES +vveeneeennseennnrsansinsassinsssiasssnnnsnionsnns 2.0 (1.3) 10.5
Extensions, discoveries and improved

recovery, less related costs ... 3.2 3.1 0.9
Development costs incurred during

11 0T« s —————epes S S 0.4 0.2 06
Revisions of previous quantity

ESHIIALES .. i e cvsmsiindnims dnammene b8 s wbew s e 50 diad 10.7 4.9 59
Accretion of discount ... 2.7 2.8 2.2
Net changes in income taxes ..............c.ooooooooe. 1.1 0.5 (3-8
Net increase (deCrease) ..........ccoooeermvenniannneens 4.8 (0.9) 6.5
Beginning of period ... 27.1 28.0 215
End of period ........ocoiiiiiiiiiiii $31.9 $27.1 $ 28.0
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SELECTED FINANCIAL AND OPERATING DATA
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(thousands of Canadian dollars except per share amounts and American Stock Exchange quotations)

For the Years Ended December 31 1984 1983 1982 1981 1980
REVENUE — note 1
0il Sales $11,474 $ 8,282 $ 5,025 $ 2,302 $ 1,520
Gas Sales 5,083 3,214 5,516 4,507 4,463
Royalties 3,216 3,038 2,274 1,496 1,501
Interest 2,128 1,351 261 36 17
21,901 15,885 13,076 8,341 7,501
EXPENSES
Production Revenue Taxes $ 2,926 § 2,027 $ 1,759 $ 805 $§ -
Production and Administration 2,775 2,534 2:237 1,584 1,341
Depreciation and Depletion 3,859 2,544 2,078 1,653 1,991
Interest 7 36 48 309 334
Income Taxes 5,882 2,389 1,218 028 685
15,449 9,530 7,340 5,279 4,351
NET INCOME $ 6,452 $ 6,355 $ 5,736 $ 3,062 $ 3,150
CASH FLOW $13,983 $11,297 $10,141 $ 6,570 $ 6,496

CAPITAL EXPENDITURES — note 2
Exploration and Property

Acquisitions $12,408 $ 5,197 $ 3,293 $ 1,338 $ 5815
Plant and Equipment $ 1,133 $ 432 $ 1,391 $ 464 $ 1,721
TOTAL ASSETS $76,126 $62,100 $50,837 $39,245 $35,236

PRODUCTION (Before Royalties)
Crude Oil and Natural Gas

Liquids (barrels per day) 1516 1,247 961 718 787
Natural Gas (Mcf per day) 7,284 4,782 7,230 8,465 9,169
COMMON SHARES
Issued and Outstanding — note 3 7,846,076 7,846,080 7,846,080 7,846,080 7,846,080
Number of Shareholders — note 4 719 756 950 1,220 1,350
Earnings per share — note 3 $ 082 $ 081 $ 073 $ 039 $ 040
MARKET PRICES — note 5
American Stock Exchange High Low High Low High Low High Low High Low
(US.$) I1st Quarter 5/2) 22 45/8) 18%s 20%s 152 132 11 16%/s 14 30%s 1534
2nd Quarter 63/8) 25!/4 5l/8) 20°/s 25 173+ 16va 12 1814 143/s  253/s 171/
3rd Quarter 7'/8) 282 (5%8) 2233 225 20Y:s 14'2 113/s 213 11 285/s 225/g

4th Quarter 731) 30%1  (6) 24 22> 193 18's 115/s  16'/s 1238 2755 145/s
Toronto Stock Exchange

(Can. $) 1st Quarter 63/s) 27 6'/8) 242 21 21 no sales 20 20 34 26
2nd Quarter 77/8) 312 (6/2) 26 30 22 no sales no sales 30 24
3rd Quarter 7°/8) 30Y2 (73/s) 2911+ 28 25 22 162 228 1931 30 28
4th Quarter  (10'2) 42 8%/s) 338 272 25 22 19 no sales 29 29

Long-term obligations, including capital leases, redeemable preferred stock and dividends are not applicable for
the disclosed periods.

Notes:

(1) Oil, gas and royalty revenues for the years 1981 to 1984 have been restated to retroactively reflect the reclassification of production
revenue taxes as a separate expense item.

(2) Capital expenditures for the year 1981 are net after sales.

(3) Restated to retroactively reflect the number of shares arising out of the 1985 four-for-one subdivision.

(4) Number of shareholders as at March 1, 1985 — 728.

(5) Based on outstanding shares prior to subdivision; 1980-1983 (1,961,520); 1984 (1,961,519). One share was surrendered to the Company
in 1984. Bracketed figures reflect adjusted market prices, to the nearest fraction, following the subdivision and are based on
7,846,076 outstanding shares.

—
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