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NOTES TO CONSOLIDATED 
FINANCIAL STATEMENTS 
YEAR ENDED JUNE 30, 1976 

1. ACCOUNTING POLIClES 

(a) Principles of Consolidation 

The consolidated financial statements include the accounts o f  the Company and its wholly owned 
United States subsidiary, A.  E. G., Inc. 

(b) Nalural Gas and Petroleum Operations 

The Company follows the full-cost method ot accounting for nalural gas and petroleum operations 
whereby all costs of exploration for and development of itsgasand oil reserves are capitalized by cost centre. 
Such costs include land acquisition costs, geoIogical and geophysical expense, carrying charges of non-pro- 
ducing property, costs of drilling both productiveand non-productive wellsand overhead expenses related to 
exploration activities. The costs accumulated aredepleted using the unit of production method based on esti- 
mated recoverable reserves of gas and oiI as determined by the Company's engineers. All of the Company's 
natural gas and petroleum operations since inception have heen within continental North America (prin- 
cipally Western Canada) which is treated as one cost centre. 

Prior to 1976 costs excluding overhead expenses were accumulated using "project area" cost centres and 
depletion was provided on costs associated with producing areas using a unil of production method based 
upon estimated recoverable reserves of gas and oil within each project area as determined by the company's 
engineers. If exploration activities within a project area proved unsuccessfu1, the costs accuniulated therein 
were written off against earnings. In 1976, the Company retroactively changed its accounting policy to that 
described above. Asa result of this change, ner earnings for 1975 increased by $122,194 ($.02 per share) and for 
1976 by $126,407 ($.03 per share). The 1975 financia1 statements have been restated to refject I his change in ac- 
counting policy. 

(c) Depreciation 

Depreciation of produclion equipment is provided on  a unit of production basis based upon estimated 
recoverable reserves of gas and oil within a project area. 

(dl Income Taxes 

The Company follows the tax allocation method of accounting whereby the income tax provision is 
based on earnings reported in the accounts. Accordingly, the Company makes full provision for income taxes 
deferred as a result of claiming capital ct~st allowances and exploration and development costs in excess of the 
amounts provided for depreciation and depletion in the accounts. 

(e) lnvestnient in Other Companies 

The Company foIlows the equity method of accounting for ils 50')r equity interest in Plains Investments 
Ltd, which has a 95'd equity interest in Alberta I'etrolcum dc Resources Ltd. Under this method llie invesl- 
ment is carried at cost which is adjusted for the Company's share of the increase or decrease in the 
shareholders' equity accounts of Plains Investments Ltd. 

2. RECEIVABLE FROM OFFICER A N D  DIRECTOR 

During the year the Company loaned an officer, who  i s  also a dircctor, $44,500 tc l  exercise an employec 
stock option. The receivable is repayable by May 7, 1978 and secured by shares of the Company. 

3. CAPITAL STOCK 

During the year, the Company issued 41,000 common slicires for $174,200 on exercise of cniployee stc~ck 
options. A1 June 30,1976 70,000 common shares were reserved under stock oplions gran~ed to employees. The 
options are exercisable until 1981 in varying amounts at $4.08 to $9.80 per share. 

Reference is made to note 4. 
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4. SUBSEQUENT EVENT 

Suhsequenl tcl Junc 30, 1976 the Conlpany acquired all the i s sud  and outstandingsharesnf a privatecom- 
pany engaged in oil and gas exploration, devclupment and production for a total consideration of $1,9h0,000 
cash and 55,000 sharcs of lhc Company. 

The Companv has paid $1,465,200 cash and issucd 48,000 shares valued at $ 1  1.375 each. The balance of 
the consideration will be paid prior t i r  Ju lv  29, 1977 as the vendor mcets the conditions of the agreement. 

5. ANTI-INFLATION LEGISLATION 

Thecompany issubject to dividend restrictions under provisionsof the Federal Anti-Inflation Act. Max- 
imum dividends which mav be paid during the twelve month period ending October 13, 1976 are apprcrx- 
imatcly $,I6 pr share of which $.Ill pcr share was paid on M a y  1, 1976. 

6. REMUNERATION OF DIRECTORS AND SENIOR OFFICERS 

Direct remuneration paid during the year tcl  directors and senior cjfficers totalled $258.558. 

AUDITORS' REPORT 

To the Shareholders of 
Alberta Eastern Gas Limited 

We have examined the consolidated balance sheet of Alberta Eastern Gas Limited as at Junc 30, 1976 and the 
consolidated statements of earnings, retained earnings and changes in financial position for the year then ended. 
Our examination included a general review of the accounting procedures and such tests of accounting records and 
other supporting evidence as we considered necesary in the circumstances. 

In our opinion theseconsolidated financial statements presenl fairly the financial position of thecompaniesas 
at June 30, 1976 and the results of their operations and the changes in their financial position for the year then 
ended in accordance with generally accepted accounting principles applied, after giving retroactive effect to the 
change in the method of accounting for natural gas and petroleum operations referred to in note 1 to the consoli- 
dated financial statements, on a basis consistent with that of the preceding year. 

Calgary, Alberta THORNE RIDDELL & C 0 .  
September 7, 1976 Chartered Accountants 
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