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Letter to Shareholders 

Peco intefe~ts sold for 

Reassessment of Operarions 
1. - -- ,-. .. - ,- -- $2Z. 3 million 
m t m r d i ~ l y  item which iPlcRrded a 
million m'te-ahan on a hem^ 

lot's consolidated statement of em7-  ; 
Financial performance 

pared to $68.8 million for 1985. Interest 
expense of $84.8 million in 1986 and $88. 
million in 1985 resulted in cash used for 

from sale of property, plant and equip from prior years of $4.2 million ($6.1, w, 
ment amounted to $86.1 million 
compared to $49.5 million in 1985. 









.Grand Forks/Ronalane Highlights 
 roer rams raised lield ~ m -  
buction 40 per cent tb 
average 3.500 barrels of mPeco operations sold 
oil a day. for $75.7 million. 

.Active drilling~rogmms .Extensive development 
~nvolved 206 develop- programs increased 
merit wells and U explor- Ocelot's Saskatchewan 
ation wells. natural gas production by 
.New contracts secured 47 Per cent to 85 million 
in 1987 for gas sales of cubic feet per day. 
100 million cubic feet a 
day. 

Emphasis on Shallow Gas 
Ocelot's underlying strength is its ability to 
develop its extensive shallow gas properties 
economically 

I 
Natural Gas and Petroleum Operations 

Ambitious programs made possible 
through third-party financing 

0 ver the past four years, Ocelot has 
carried out large-scale development 

programs together with some exploration 
activities through third-party financing. 
During 1986, these programs provided 
approximately $36 million for drilling and 
related activities. The company is actively 
pursuing additional funds to proceed with 
shallow gas development programs in 
Saskatchewan in 1987. 

A program is also under way to attract 
third-party participation in relatively low- 
risk exploration and development in parts 
of southern Alberta where Ocelot has his- 
torically been successful. The two areas of 
focus are the oil-prone Grand Forks/ 
Ronalane area and the gas-prone Tilley/ 
Alderson region.. 

The deregulaton of the Canadian nafmal gas 
industry offered new and expanded market 
opportuni* mtd d n  m taken to position 
Ocelot to capitalize on these potential new 
sources of revenue. Ocelot's short-term strategy 
focussed on shallour gas development, which 
is &ally suited to the company's present situ- 
ationbecuusemtsandrisksme~andthe~ 
is ready access to existing pipeline systems. 
To help fund this activi& Ocelot plans to sell 
some of its minor-interest producing proper- 
ties, streamline existing operations and reduce 
overhead Funds pmwided will be applied to 
ongoing work on existing h d ~ ,  and to the 
acquisition of proven, producing or prospective 
new shallow gas properties. 

Gas marketing proved effective 
in deregulated climate 

T he Canadian natural gas industry ex- 
perienced the most volatile year in its 

history in 1986. Natural gas marketing 
required constant attention and adjust- 
ment as events unfolded throughout the 
year. The introduction of natural gas de- 
regulation in late B85, coupled with lower 
crude oil prices, caused highly unpredic- 
table markets. Gas sales were severely im- 
pacted by inequitable United States trans- 
portation policies and the continuation of 
the United States "gas bubble". 

Extensive development of Ocelot's shallow 
gas reserves in Saskatchewan over the last 
two years and the province's proximity to 
eastern markets gave Ocelot a distinct 
marketing advantage. Ocelot secured the 
first deregulated gas sale to eastern 
Canada in January, 1986,and by May, 1986 
three more direct sales were won, bring- 
ing total direct sales of Ocelot and its part- 
ners to 45 million cubic feet a day. Early in 
1987, Ocelot negotiated additional long- 
term contracts to sell approximately 100 
million cubic feet a day to utility and 









Natural Gas and Pebuleum   per at ions I 

of land. Six exploration wells were drilled, 
leading to four gas discoveries. Plans are 
under way to explore for further gas 
reserves in 1987.. 

First half gas sales remained constant 

C anadian natural gas production in 
1986 averaged 96 million cubic feet a 

day, a 12 percent decrease from 1985. 
Ocelot's gas sales were forecast to rise in 
1986, but remained at 1985 levels for the 
first half of the year owing to the decline 
in crude oil prices and intense competi- 
tion among gas producers. Demand was 
also lower because of a less active petre 
chemical industry in Alberta. As summer 
approached, tight competition in all mar- 
kets, coupled with restrictions on United 
States pipelines, resulted in lower exports 
to the United States. The resulting excess 
in supply forced prices down, requiring 
Ocelot to shut-in substantial volumes of 
production because of low netbacks. A 
yearly high of 131 million cubic feet a day 
was reached during November, but sales 

dropped to 96 million cubic feet a day in 
December because of unseasonably warm 
temperatures in all market areas. 

Crude oil and natural gas liquids produc- 
tion in Canada averaged 2,184 barrels a 
day, down 18 percent from 1985, mainly 
because of the sale of some oil producing 
properties in late 1985 and first quarter 
pipeline capacity restrictions in Ocelot's 
producing areas. Pipeline restrictions are 
not anticipated in 1987.. 

Landholdings - 
Developed and Undeveloped 
at December 31,1986 

Gross Net 

Canada (1) 
British Columbia- 239,817 73.116 
Alberta 851;030 1 450.080 1 
Saskatchewan - 270.280 136.650 
Manitoba 

Total 1 1  1,361,285 659,910 

Infernational 
Australia 847,300 129.721 
Camemon 194,527 30.359 
Senegal 511,500 511.500 - 
Total 1,553,327 

Total Landholdings - 

(1) Does not include varying royalty interests in U6,710 gmss 
acres. 





Writical review of Highlights 
Senices and Sumlies 
segment results ';l sub- 
stantial mst reductions. 

.Petrochemicals restruc- 
Methanol plant feed- turinn bees Ocelot from 
stock costs lowered. fu& funding 

obligations. 
.New ammonia plant on 
stream. 

Ammonia Added to Operations 
Ocelot entered the world ammonia market 
with the compldion of a new 550-tonne-a- 

dsy p h t  early in Decembet: Ammonia 
prices began to stabilize early in 1987 
improving the economics of operation with 
80per cent of the production sold-forward 
to the California mmket and the remainder 
to be sold on the spot market. The wnstncc- 
tion project came in well under budget and 
Ocelot owns 51 per cenf of the ammonia 
plant, built on a pro'ect-financed basis 
mipiring no funding Lo m Ocelot. 

I Wler hsiness Activities 

Overhead reduced in 
Services and Supplies segment 

A fter a careful review of the entire Ser- 
vices and Supplies segment, wide- 

spread changes were made. Costs were 
trimmed through staff and salary reduc- 
tions, and most operations were signifi- 
cantly curtailed. Both the oilfield supply 
division in the United States and the 
Canadian helicopter service division were 
sold. Key personnel were retained to ensure 
Ocelot will be able to respond to renewed 
activity. As oil prices stabilize and the full 
effects of Alberta's new royalty incentives 
are felt, Ocelot is strategically positioned 
to take full advantage of new opportunities. 

Earnings from operations during the first 
quarter of 1986 were very good, but the 
dramatic drop in oil and natural gas prices 
severely cut industry activity in both 
Canada and the United States for the re- 
mainder of the year, causing difficulties for 
Ocelot's Services and Supplies segment. 
Alberta's new incentive credits created a 
surge in industry activity late in the year, 

mitigating the accumulated operating loss 
for 1986. 

The loss from operations was $8.7 million 
in 1986, compared to a $L5 million loss in 
1985. Revenues from all divisions were 
down in 1986; however, the Canadian drill- 
ing division and the small-diameter pipe- 
line construction division contributed 
positive earnings from operations. 

Cactus Drilling experienced a 35 per cent 
decrease in rig utilization for the year, and 
revenues dropped 34 per cent to $27 
million. Despite a 65 per cent decline in 
rig utilization, Cardinal Drilling, Ocelot's 
U.S. drilling contractor, broke even on a 
cash flow basis. Following record highs in 
1985 in the service rig industry, Brooks 
Field Service posted a 50 percent drop in 
1986 revenues. 

While it was a slow year for pipeline con- 
struction, South Eastern Pipeline Construc- 
tion generated positive earnings on reven- 
ues of $2.5 million in 1986.0.1. Pipelines 
was involved in six construction projects 
during the year with revenues amounting 
to $9.3 million. Near the end of 1986,O.J. 
Pipelines obtained a $3 million contract 
which was completed in March, 1987. 





B$53.8 million gain Highlights 
realized on sale of 
producing properties. 

B$36 million expended 
by Ocelot Development 
Programs. 

Development Drilling Programs 
Raise Revenues on Payout 
Development activity remained high through 
the use of funds raised by Ocelot Develop- 
ment Drilling Programs. During 1986, these 

programs proerided approximately $36 
million for drilling and related activities. The 
company is actively pursuing additional 
funds to proceed with shallow gas develop- 
ment programs in Saskatchewan in 198 7. 
Production increases from these programs 
will substantially increase Ocelot's revenues 
on payout, as Ocelot's working interest will 
rise from 10 per cent to 80 per cent. 

1 Financial Review 

L ash generated from operations before 
interest expense was $28.2 million for 

the year ended December 31,1986 as com- 
pared to $68.8 million for 1985. Interest 
expense of $84.8 million in 1986 and $88.2 
million in 1985 resulted in cash used for 
operations of $56.6 million in 1986 as 
compared to $19.4 million in 1985. Pre 
ceeds from sale of property, plant and 
equipment amounted to $86.1 million in 
1986, compared to $49.5 million in 1985. 
Accordingly, internally generated cash 
totalled $29.5 million in 1986 and $30.1 
million in 1985. 

Ocelot's consolidated statement of earn- 
ings reflects a loss before extraordinary 
items of $53.9 million ($3.72 per share) as 
compared to $40.4 million in 1985 ($2.80 
per share). An extraordinary loss in the 
amount of $171.6 million ($ll.85 per share) 
was recognized on the write-down to esti- 
mated realizable value of Ocelot's subsid- 
iary companies' assets in the Petro- 

chemicals segment. This extraordinary loss 
was reduced by tax benefits realized on 
the application of losses carried forward 
from prior years of $4.2 million ($0.29 per 
share). The total loss for the year was 
$221.3 million ($l5.29 per share) as com- 
pared to $40.4 million ($2.80 per share) for 
1985. 
Earnings from operations in the Natural 
Gas and Petroleum segment were $72.5 
million for 1986 as compared to $74.7 
million in 1985. The earnings from opera- 
tions, after eliminating the sale of natural 
gas and petroleum properties of $53.8 
million (1985 - $31.4 million) and the write- 
down of foreign natural gas and petroleum 
properties of $1.7 million (1985 - $9.6 
million), amounted to $20.4 million, down 
from $52.9 million in 1985. The reduced 
earnings are primarily attributable to lower 
product prices and sales volumes brought 
about by property sales and a gas surplus 
in market areas served by Ocelot. 
The Petroleum Industry Services and 
Supplies segment incurred a loss from 
operations of $8.7 million on $819 million 
of revenue. This compares with a loss from 
operations of $1.5 million on revenue of 
$166.4 million in 1985. 





To the Shareholders of 
Ocelot Industries Ltd. 

W e have examined the consolidated 
balance sheet of Ocelot Industries 

Ltd. as at December 31,1986 and the con- 
solidated statements of earnings, deficit 
and changes in financial position for the 
year then ended. Our examination was 
made in accordance with generally 
accepted auditing standards, and accord- 
ingly included such tests and other proce- 
dures as we considered necessary in the 
circumstances. 

In our opinion, these consolidated financial 
statements present fairly the financial 
position of the Company as at December 
31, 1986 and the results of its operations 
and the changes in its financial position for 
the year then ended in accordance with 
generally accepted accounting principles 
applied on a basis consistent with that of 
the preceding year. 

Calgary, Canada 
March 12, 1987 Chartered Accountants 
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