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CHAIRMAN'S REPORl 

In the Interim Report of February 26, 1971, 1 reported to you that your Company's Alderson Milk River Pilot 

Project was performing to our satisfaction and in accordance with independent forecasts prepared by our 

Company's consultants, lames A. Lewis Engineering Co. Ltd. Accordingly, your Board of Directors, wishing 

to aggressively pursue the development of production from the Mi lk River lands held by your Company. 

felt that a new emphasis was necessary to assure optimum economic operations. To this end, your Company 

engaged Mr. F. G .  Vetsch as President and Chief Executive Officer on March 1, 1971, and I became Chairman 

of the Board. 

Mr. Vetsch is a Petroleum Engineer with 20 yedrs experience in various phases of gas and oil production, 

development, engineering and management in the industry. Prior to his joining your Company, he was Vice- 

President, Operations, and a Director o i  Atlantic Richfield Canada Limited a company w h ~ c h  has been and 

i s  active in the Milk River producing areas of Southern Alberta. 

Sincerely 

Calgary 

November " '971 

Proved ................................................ 345 72 

CHEWW- PotenVal .................... ...... ......... 
............................................ - Potential 



PKESIIIFNT'S KEPOKT 

Your Company has entered the most important phase of its programme designed to develop for production 
large tracts o f  Mi lk  River natural gas acreage, which are indicated as economically productive by our widely 
spaced drilling activities. I am very pleased to be associated with Alberta Eastern Gas Limited and to contribute 
to its future. 

In the past six months, the outlook of  your Company has materially improved because of the following 
developments: 

(a) The reservoir performance of  our Alderson No. 1 Pilot Prnjprt has h ~ e n  ronfirmed as satisfactory by the 
Company's consultants, James A. Lewis Engineering Co. Ltd. Technical and mechanical improvements have 
been made to this Pilot Project, and these will be applied in future production units. 

(b) The industry has achieved an important breakthrough in the stimulation of  Milk River gas wells by hydrauli- 
cally fracturing the zone in fully cased and cemented wells at only a slight increase in the cost per well. 
The result of this operation is to further improve the economics of Mi lk  River gas production by providing 
more deliverability for each dollar spent. Some of our Alberta Mi lk River gas lands previously assessed 
as perhaps marginal will now become econom~cally attractive by application of this stimulation technique. 

(c) We have concluded a major renegotiation of  natural gas sales contracts involving Trans-Canada Pipe Lines 
Limited and another buyer. 

Under the terms of  the new contract, Alberta Eastern Gas Limited wil l  commit all of its uncontracted 
gas reserves in South Eastern Alberta, Townships 12 to 20, Ranges 1 to 15, W4M, to Trans-Canada at an 
initial price of 19Ku/mcf delivered to Alberta Gas Trunk Line Co. Ltd., escalating '% cent/mcf/yr. All old 
contracts at 13Ku for Alderson Project I, and 170 for Alderson Project 2 are upgraded to 19%u/mcf effective 
March 1, 1972. In addition, a volume of  20 mmcf/d from the Tilley area, will be made available to another 
Buyer under the exchange agreements with Trans-Canada Pipe Lines Ltd.. for which the other Buyer will 
advance $3,0W,W0 for development at an interest rate of 3% percent repayable out of production over 
a five year period. Alberta Eastern's interest in this 20 mmcf/d project will be approximately 80%. Delivery 
from the "Tilley Project" to satisfy this portion of the contract is planned for March, 1972. Under this 
new blanket contract Alberta Eastern undertakes to expand production to Trans-Canada to not less than 
40 mmcf/d by November, 1972, not counting deliveries from the "Tilley Project". In summary, by November 
1972 Alberta Eastern's producing rate will be at least as below: 

Alderson 1, Alderson 2 
and other project 40.0 mmcf/d 

Bantry Bow Island & Medicine Hat 3.0 mmcf/d 

Tilley Project (80%) 16.0 mmcf/d 

Total 59.0 mmcf/d 

This blanket contract contains provisions for price renegotiation every five years and a "Favored Nations 
Clause" for the area of interest. 

(d) Natural Gas prices have continued to improve as illustrated in the renegotiations related in part (c) above, 
as summarized below: 

1. The Alderson Project 1 price will increase by 42%, from 13% to 19x6 mcf, 

2.  The Alderson Project 2 price wil l  increase by 15%, from 17U to 19%u mci. 

both effective March 1, 1972. These price changes provide a material improvement in your Company's 
revenue and the value of natural gas reserves in the ground. 

Your Company expects to achieve a daily production rate in the range o f  60 to 80 million cubic feet 
by late 1972 and to have the major portion of  its Alberta Mi lk River acreage on production within two years 

Yours sincerelv. 

Calgary 
November 25, 1971 President. 



Although the existence of natural gas in the Mi lk 
River formation has been known for some 80 years, 
this project, placed on production by us in December 
1969, was the first attempt to produce gas from the 
Milk River reservoir commercially on a large scale. 
Originally we placed 43 wells on production and a 
further four wells were added to this project in June 
1971, thus 47 of  our gas wells are currently supplying 
this project. The gas contract covering this unit pro- 
vides for deliveries of up to 10 mill ion cubic feet per 
day, but due to complications mentioned in our pre- 
vious communications, delivery targets have been 
reduced to approximately 8.0 million cubic feet of  
gas per day. 

All of  these wells were drilled with air through the 
Milk River zone and completed "open hole" (that 
i s  with the 300 ft. Mi lk  River zone unsupported by 
any type of casing). After about one year of produc- 
tion, your Company and others have found that pro- 
duction could be improved at a slight additional cost 
per well by setting in slotted steel liners. To date, 
29 of the 47 wells have been so lined. 

Experience gained by us in this No. 1 Project and 
by other producing companies in the general area 
i s  continually being assessed and where beneficial 
results are evident by the application of new tech- 
niques, they are being incorporated in our projects. 

Two land earning wells, as required by an option 
agreement, were drilled in the third quarter of 1971, 
one of which wil l  be fractured on completion. The 
connertion of these well5 to the system later in the 
year will bring the total of productive wells in No. 
1 Project to 49. 

As mentioned in  the President's letter, the upward 
renegotiation of the natural gas price in this project 
wi l l  encourage your Company to keep the compressor 
station loaded to i t s  capacity at all times. 

ALDERSON PROJECT NO. L 

In mid 1971 your Company finalized a gas sales 
contract with Trans-Canada Pipe Lines providing for 
delivery of an additional 25 mill ion cubic feet per 
day by November 1972 from a unit to be known as 
Alderson No. 2 Project. Fifteen million cubic feet per 
day i s  scheduled for production in November 1971. 
The initial price for this gas under the contract was 
17Q per thousand cubic feet, escalating 'AQ per year, 
and subject to price redetermination after five years. 
This contract has been revised to 19'hu per thousand 
cubic feet as outlined in the President's letter. Acreage 
committed for delivery of this gas comprises about 
55,000 acres as indicated on the centre spread map 
in this report. 

The productive area of Alderson No. 2 Project had 
been largely delineated during 1970 by our wells in 
Alderson No. 1 Project, those of Atlantic Richfield 

Canada Limited on adjoining lands and by six wells 
drilled by ourselves in  the course of earning lease 
rights. Additional wells were drilled within the area 
in June and August of [his year l o  further prove the 
area, and to evaluate other well completion tech- 
niques, including hydraulic fracturing. This was fol- 
lowed by the drilling of an additional 50 wells to 
supply the 15 million cubic feet per day volume. 

O f  the 50 wells about half were completed "open 
hole" with slotted liners set over the producing zone. 
The other half were cased and cemented to the base 
of the Milk River zone and hydraulically fractured 
to stimulate daily production rates. This technique 
has been used by others in the Mi lk River zone with 
good results and your Company experimented with 
i t  in the six wells drilled during August. Test results 
were sufficiently encouraging to justify the comple- 
tion in this manner. In all, 69 wells will be connected 
this year. 

The gas gathering system and a compressor station 
of improved design has been installed and com- 
menced gas deliveries on Nov. 15, 1971 

Although the Company has applied for and re- 
ceived permission to drill this area on 160 acres spac- 
ing, similar to Alderson No. 1, original drilling has 
been done largely on 320 acres spacing. To maintain 
deliverability, further drilling may be on 320 acres or 
infi l l drilling on 160 acres spacing, depending on well 
performance and economics. 

As referred to in the President's letter, arrangements 
had been completed to sell 20 mill ion cubic feet per 
day of  Mi lk  River gas from the Tilley area. This area 
is  outlined on the centre spread map in this report 
and comprises approximately 95,000 acres. Our share 
of this project i s  about 80%. This contract calls for 
an initial sales price of 19MQ per thousand cubic feet 
with an escalation clause of  'A0 per annum. 

The gas buyer has arranged for an immediate ad- 
vance of  $3,000,000 to Alberta Eastern Gas Limited 
and partners for the overall project. This advance will 
bear interest at a rate of 3K%/year, and will be repaid 
over five years commencing with the assignment of 
40% of proceeds of gas sales from the project. 

The area designated for supply of this gas was 
largely delineated by drilling in 1969 and 1970. Ten 
additional wells were drilled in late October of this 
year to evaluate the relative effectiveness of  the air 
drilling and fracturing techniques. Most of these wells, 
together with an additional 90 wells, wi l l  be used 
to produce sufficient gas to meet the initial require- 
ments of the contracts. 

Production from this project i s  expected to com- 
mence in March 1972, reaching full rate by luly 1, 
1972. 



MEDICINE HAT PROJECT The total of the above quoted reserves i s  as follows: 

While your Company has been producing gas from 
lands in the Medicine Hat area since lanuary 1971, 
the future prospects now look less attractive than 
originally expected. To offset the extra costs which 
your Company could have been called upon to make 
to maintain production at reasonable rates, we have 
sold 50% of our interest in the lands within this area 
and the money received from this sale can be utilized 
in the future to maintain our remaining interest. This 
property wil l  provide us with production of  approxi- 
mately one mill ion cubic feet per day. 

BANTRY BOW ISLAND POOL 

Negotiations with Trans-Canada Pipe Lines resulted 
in a reserve type contract and the recognition o f  a 
reserve of 17 bill ion cubic feet of pipeline gas which 
will support a producing rate of about 2.4 mmcf/d 
for 20 years, 50% owned by your Company. 

This reserve i s  based on the gas buyer's mapping 
of the formation which denies continuity of  the pro- 
ducing zone between the existing wells, a concept 
which your Company believes to be invalid. 

GAS RESERVES 

In our report to shareholders last year, management 
estimated potential gas reserves at 1,566 billion cubic 
feet. O f  this total, only one area, Alderson No. 1,  had 
been studied and assigned proven reserves by the 
Company's consultants, James A. Lewis Engineering 
Co. Ltd., amounting to 76 billion cubic feet. Since 
that time, at our request, detailed studies of Milk River 
reserves have been made by theseconsultants in other 
areas. 

Alderson Project No. 1, reserves were reconfirmed 
at 72 billion cubic feet after allowance for production. 
In our Alderson No. 2 Project area at June 1, 1971, 
these consultants assigned reserves of 101 billion 
cubic feet o f  proven recoverable gas over 25 years 
to 23,040 acres. Since that time delineation drilling 
has enlarged the productive area adjoining Alderson 
No. 2 and additional acreage has been acquired. Your 
management estimates that these add some '150 bil- 
lion cubic feet of potential reserves in that vicinity. 

In the Tilley area, the80% interest o f  your Company 
in 66,560 acres was assigned proven recoverable re- 
serves over 25 years, of 172 billion cubic feet and 
probable reserves of an additional 93 billion cubic 
feet by the same consultant. Further, the company 
has 26.240 net acres in adjoining lands not included 
in this consultant's report. Potential reserves in this 
and the remainder of our Alberta lands are estimated 
by the management to be 608 billion cubic feet and 
those in the 189,240 net acres in Saskatchewan at 600 
billion cubic feet. 

Consultants' proven 
gas reserves .............................. 345 billion cubic feet 
Consultants' probable 
gas reserves .......................... 93 billion cubic feet 
Management's estimated 
additional potential ................ 1208 billion cubic feet 

Total 1646 billion cubic feet 

The reserves in Alberta have been placed under 
contract to Trans-Canada Pipe Lines at an initial price 
of  1 9 % ~  per Mcf in the new blanket agreement. The 
reserves estimated to exist in the Saskatchewan lands 
are not contracted to any gas buyer and remain free 
to be dealt with in the future on such terms as may 
be arranged. However, we expect that in view of the 
favorable climate for natural gas sales and the upward 
trend of prices, these will be sold on conditions no 
less favorable and probably more favorable than those 
recently negotiated for the Alberta reserves. 

The recent report and recommendations of the 
National Energy Board with reference to the export 
of gas does not affect the Company's sales arrange- 
ment for the Alberta reserves since these are commit- 
ted for sale to Trans-Canada Pipe Lines under the 
new blanket agreement. 

LAND HOLDINGS 

In the past year, additional adjustments have been 
made in our land holding portfolio. As of November 
1,1971, your Company held lease rights, options and 
permits on 651,509 gross acres (524,859 net acres). 
O f  these net acreage holdings, lease rights have been 
earned in 413,984 acres. Our present plans indicate 
that by the end of 1972 our gross acreage could 
possibly be about 610,000 acres with an indicated net 
interest in about 480,000 acres. As our land earning 
plans required considerable future expenses, your 
Company accepted participants to assist  us to earn 
some of our land rights in the Tilley area of Alberta 
and in Saskatchewan. 

In the Tilley area of Alberta, a participant has earned 
rights to some 8,560 net acres by contributions to 
drilling costs of  deep test land earning wells, totalling 
approx~mately $100,W0. 

In Saskatchewan, where we hold three Crown Per- 
mits totalling 283,360 acres, a partner may earn a 50% 
interest in 88,960 acres and a 25% interest in 189,120 
acres by performing drilling requirements and paying 
rentals for two years at an estimated total cost to 
them of about $250,000. Nine wells have been drilled 
on the permits under this arrangement. We expect 
that a total of a b w t  15 gas wells in a l l  wil l be drilled 
under this agreement by the end of 1971. O f  the nine 
wells drilled, three have been hydraulically fractured 
and evaluation continues with most encouraging re- 
sults to date. Three wells were drilled with air and 



are potential economlc wells awaiting iurther treat- 
ment; three have only very recently been drilled and 
no evaluation has been carried out to this time. The 
Company will be the Manager-Operator o i  these 
lands after the pdrtiripant's earning operations are 
completed. 

Two option agreements to earn land are still in 
effect and in good standing. At Bantry, option to earn 
d iurther 34,720acres has been extended to December 
31, 1972, and in Alderson 19,155 acres of option land 
expires in February of 1972. Negotiations to extend 
or revise this agreement are currently taking place. 

The Company has purchdsed an add~t~onal  21.720 
acrei ot shallou gas rrghts In Alberta in the Alderson 
Bantry trend provtdtng a nearly soltd block o f  leases 
through th~s  dred d5 shown on the acreage mdp 

On Crown land5 In Alberta an add~ t~ona l  four \ha1 
low wells need to be dr~l led before the end ot 197.2 
to complete earnlng of the gas lease5 In the Crown 
Permtts a t  T~de  Ldke and Redcl~ff In A lb~r ta  

The w~despreaa dr~l lrng pertormed to explore and 
evaludte our arrrdge 1 5  indlcdted on the dtcornpdny 
Ing map 

PERSONNEL 

In hght of our rdprdly expand~ng operations, A 
Douglas Rogdn was engdged as our Produrt~on Man 
ager on August 15, 1971 M r  Rogan holds Bachelor 
and Mdster Degrees In Geolog~cdl Eng~neer~ng irom 

the University of Saskatchewan and has in excess of 
15 years of diversified engineering and operations 
management experience in the gas industry. An 
operating department under his direction i s  being 
developed. 

In December 1970 W. G. Fyfe, a Barrister & Solicitor 
and a Chartered Accountdnt, was appointed Secretarv 
of  your Company. 

The IFinanc~iaI Statements show a loss of $21 3.14500 
for the year. The largest single item o i  expense was 
lease rental5 in the amount of $177.66600, reflecting 
the large undeveloped acreage of your Company. 
large arpas o i  gas rights rontaining ruhstantial re- 
serves are held, but to the date of the Financial State- 
ments only about 3% o i  the lands have been pldced 
on production. 

As outlined in this report, additiondl ldnd in thc 
Alderson # L  Project i s  now on production dnd the 
Tilley Project IS scheduled for production early in 
1972 These additions, a t  substantially hrgher sales 
prices, are expected to more than triple gross revenue 
for the fiscal year ending lune 30. 1972. 

Fund5 for the initial Alderson # 2  Project have been 
provided from the bank loan referred to in Note # 4  
lo  the Balance Sheet; funds for the Tilley Project have 
been pruvided by the low interest rate advance (lorn 
a gas buyer, as described in this report. 

. . .... , . . .  ., . .  . 
1 - i -  :&have &dhined.ttie: balancesheei of ,Alberta-   as tern- Gas Limited as at June 30, 1971 and 
'Sb.. . . , >  
W$a,$tatW&nt;bf . , ... ,., ~ari&sa'nddeficit and source and application of funds for the year then ended. _ _,:: . . . .  , 

Ourexam'ination included a general review of the accounting procedures and such tests of accounting 
records and other supporting evidence as we considered necessary in the circumstances. 

In our opinion, these financial statements present fairly the financial position oC the company 
as at lune 30, 1971 and the results of its operations and the source and appl~cation of its funds 
for the year then ended, in accordance with generally accepted accounting principles ap@ed on 
a basis consistent with that of the preceding year. . > 

t ' 

August 10,1971. RIDDELL, STEAD & CO., 
Calgary, Alberta Chartered Accountants 

I 





Alberta Eastern Gas Limited 

B A L A N C E  5HEET 
AS AT JUNE 30, 1971 

ASSETS 

CURRENT ASSETS 

Cash . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 4,410 $ 58,755 

Short-term deposits - h50.000 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Accounts receivable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1 32,491 --- 160,048 ~- -- 

FIXED ASSETS, at cost (Note I )  

Natural gas and petroleum leases, reservations and rights 
including development and equipment thereon 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Producing natural gas properties 

Accumulated depletion and deprecialion . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Capped gas wells and undeveloped properties 

Othe-r equipment less accumulated depreciation 

DEPOSITS, a t  cost . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Thr d<company~n) :  ncltFr art. an  integral [part 0 1  thl5 tlnancidl \talPmenl 

8 



LIABILITIES 

CURRENT LIABILITIES 

Accounts payable and accrued charges 

BANK P R O D U C T I O N  L O A N  (Note 3) ........................................ ..................... ... 655,836 - 
. 

SHAREHOLDERS' EQUITY 

CAPITAL STOCK (Note 2 )  

Authorized 
5,000,O(X) common shares of no par value 

Issued 
3,(W,000 shares .............. . . .  . . . .  . . .  .............. ........... . . .  . . . . . . . . 3,730,000 3 , 7 3 1 ) , ~ ~  

DEFICIT 

Signed on behalf of the Board: 

F. G. Vetsch, Directc~r 

R. A. McCullough, U~rector 



Alberta Eastern Gas Limited 

F O R  THE YEAR ENDED IUNE 30. 1971 

Revenue 

Sale of gas production, net of royalty $34,242 (1Y70-$77,489) .................. 

Interest . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Expenses 

Production 

Repairs of a non-recurring nature 

General and administrative 

Lease rentals on non-producing properties 

Unproductive development and exploration .................................................. 

Engineering and consulting 

lnteres 

Depletion and depreciation 

Loss for the year 

Deficit at beginning o f  year 

Share issue expens 

Deficit at end of yea 

Loss per share 

(Based on weighted average number of shares outstanding) 

The acccmpanylng notcr  arc an integral [,art (if t h l i  hnanc~a l  rtalc.rnvnt 

10 



Alberta Eastern Gas Limited 

\ I  \ I I  t11 \ I  0 1  \ O I  I(( I I 4 l l  I 0 0 I I k 1 ) 4  

FOR THE YEAR ENDED JUNE 30, I'J71 

SOURCE OF FUNDS 

Issue of shares f ( ~ r  cash 

lssue o f  notes payabl 

Bank productiun loan 

Dermsits refunded 

APPLICATION OF FUNDS 

In operations 

Loss for the year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Less non-cash charges 

Depletion and depreciation.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Fixed assets 

Producing natural gas properties inrlurling development 

and equipment thereon 

Undeveloped properti 

Share issue exnens 

... . . . . . . . . . . . . . .  INCREASE (DECREASE) I N  WORKING CAPITAL FOR THE YEAR 

Working rapital (deficiency) a t  beginning of  year.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

WORKING CAPITAL (DEFICIENCY) AT END OF YEAR . . . . . . . . . . . . . . . . . . . . . . . .  

Thr a r c o r n p n y l n g  n r l t v 5  are an ~ntegrdl part ol t h ~ r  financial 5 t a t ~ r n p n t  
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