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Our New Logo

The Company has adopted a new corporate logo, which incorporates ideas
received from employees. The accompanying symbol conveys a sense of purpose,
growth and energy, all characteristic of Alberta Energy Company Ltd. The angle vertically
piercing the symbol's circular background creates a statement of defined purpose and
will. A series of thick-and-thin lines represents the radiant quality of energy, while
creating an impression of depth and dimension. The “arrowhead™ or “mountain”
structure of the design is appropriate for a western Canadian-based company with a
sustained growth record.



Highlights

{$ Millions)

Net Famings

1984 1983
. |
Financial
Net earnings [(millions) § 72.3 % 674
-Per share 1.22 103
Cash flow (millions) 222.6 2118
-Per share 4.08 387
Production
Gas
s pilhon cubic melres 2.3 e
« billon cubic feet 82.1 81.7
Conventional o
* thousand cubic meires 99.2 57 5
* thousand barrels 624 367
Synthetic ol
* thousand cubic meiras 501.3 648 3
* milhon barrels 3.2 41
(S Millions) Lumber
« million board feet 130 121
L Coal
From éd(’rhagl)or:; sthousand wnnes 526 519
pe ’ sthousand tons 579 568
Other

AEC's extensive acquisition ol exploratory lards placed lhe Company among
weslern Canadas top ten oll and gas explorers Ol and gas andholdings increaseo
to 12 milion nel hectares {3 .0 million net acres), including interests in most of
the currently significant western Canadian exploratory plays Exploralory and
delineation drilling resulted in 21 discoveries and 86 wells cased for evaluation
including discoveries at Peerless. Tangert and Worsley and evaluation dnlling

at Desan. B C

At Suffield a $35 million. 300-well natural gas development program was inihaled
Additional gas properties. Including 52 producing wells and fee minerals wera
acquired for $32 8 million.

The first zlage ol increasing Syncrude s daily production capacity by 1 750 cubic
metres (11000 barrels) 1o 19 000 cubic metres (120 000 barrels) neared
completon design of a further $%, billlon acdition was compleled. with a con
struction decision to be taken in 1885, In addition. preliminary discussions have
oeen held with governments regarding a further $4.0 billion expansion 1o 32 000
cubic metres (200 000 barreis] per day

The Ipiatik Heavy Oil Prot proiect at Pnimirose commenced pilct opegration wilh
good initial results

Flans were made ‘or commercial developmaont al the Burnt Lake heavy ol pilot
at Primrose

A natural gas ligquigds extraction plant which s one of the three largest of its kind
N the world and in which AEC hag a 25 percent interest commenced operalion

Construction began or a $32 milion medium-densiy fibreboard plant at Whilecour!

» Improved prolits and efficiencies were achieved al the Coal Valley project

Construction ol a major expansion 1o the Cold Lake Bitumen Pipeline system
commenced: tolal va,ue of the expansion. plus an approved laleral additon to
the systemn, 15 5100 million.
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On January 3, 1985 AEC
concluded its lenth year of operations.
Although much could be said about
corporate events during those first
ten years, this special seclicn of the
Annual Report will focus primarily on
the Company’s present assels and
outlook ... the base upon which more
growth will be achieved in the future.

To our 50,000 shareholders,
many of whom have been investors
since the initial common share issue
in late 1975 ... thank you for your
support and encouragement. The
original share price of $3.33 (alter
allowing for the 3-for-1 split in 1980)
has appreciated significantly. Original
shareholders will recall that it was
not always easy o cheer, especially
right after the initial share sale, when
the stock temporarily dipped 15 per-
cenl below its issue price. The market
value of AEC's outstanding shares
now is approximately one billion
dollars.

A fundamenial objective of the
Company was lo encourage more
Albertans and olher Canadians to
invest in the future of their own
coundry. That objective has been
achieved. AEC is wholly Canadian-
owned, and over 58 percent of our
sharehclders, many of them first time
investors, own 100 shares or less.

To date, shareholders have
invested a total of $305 million, $235
million in Common Shares and $70
million in Preferred Shares. This equity
base has been slrengthened by an
additional $266 million of retained
earnings. Currently there is $% billion
of unutilized long-term financing that
has been arranged with banks and
other institutions. Annual cash flow
is now $220 milllon per year. The
Company has considerable flexibilily
in ils debt structure, achieving its bor-
rowings with relatively few covenants
to the lenders. Two ofher measures
indicate the strength of AEC's financial
position: all mandatory debt pay-
ments for the next five years could be
paid with only four months' cash flow;
and at 1984 year-end the average

On the Tenth Anniversary of the Alperta Energy Company

interest rate on all of our debt was
8.84 percent. Some might argue

thal our approach reflects overly con-
servalive financial management, and
perhaps it does.

The Company has not always
made mistake-free investment deci-
sions nor 1s it apt to do so in future,
because significant risk-taking is a
normal part of cur business. We do
take care 1o avoid attempis at large
"leaps forward,” which, it wrong, would
lhreaten the financial stability of the
Company. This approach. which
seems only prudent nowadays, was
not always fashionable in the corporale
community, Our praclice has been
to invest in industries which are new
10 us with those who have experience
in that industry.

Special mention should be made
of the partial ownership of Alberta
Energy Company by the Alberla
government. This ownership was
50 percent atter the first share issue,
decreased to 44 percant in late 1982
and is expected to be reduced further
in 1985. The Alberia government has
abided, with the utmost integrity, by
its commitment not to interfere in
the management of the Company.
AEC has neither elected members
of government nor public service
employees on its staff or on the Board
of Directors.

AEC has worked exiensively this
past t1en years with Canadian military
forces at Suffield and Primrose. As
our experience has grown in this
unigue relationship so has our respect
for the quality of Canadian military
personnel. Mutual objectives have
been met due to dedicated attention
by both parties, and there has not
been a loss cf lite or a serious acci-
dent caused by the overlap of energy-
related and miltary activilies.

Ct the originail ten direclors
elected in 1975, eight are slill members
cf the Board, one having relired due
o mandatory age limitaticn and one
because of appointrment to the Courl
of Queen's Bench. All of our pasl
and present direciors have made

significant contributions to the Com-
pany's deliberations and achievemeants.

The growth in Company slaft
(which starled wilh four persons on
January 3, 1975) has been appre-
ciable. Growth in numbers is not so
important as is the development—in
a relatively short period of time— of
the abilities t0 manage and operate
a very large corporale enterprise. It is
fascinating to observe the way in
which many relalively young peogple
have grown quickly to meet the
challenges. AEC pays competitive
salaries, strives 1o develop and pro-
mote persons from within the organi-
zation wherever practicable, and has
a good employee benefits package.
The Company makes a special effort
1o support its people in their com-
munity and educational endeavors
through a charitable donalicn
maltching-grants program, as well as
payment of tuition for work-related
educational courses.

Specific data about AEC's
activities 1s provided on page 4.
bul in quick summary, AEC's assets
and activities make the Company: one
of the largest oil and gas companies
in Canada; a significant owner and
active participant in the large Syncrude
plant and in Syncrude's expansion
plans; two-lhirds owner of a ulilities
plant; owner and operator of two large
pipeline systems and partial owner
ot a third; owner ang operalor of a
lumber mill and a new tibreboard plani
now under construction; a 25 percent
parlicipant in a coal ming, and an
owner of a 25 percent interest in a
natural gas liquids extraction plant.
AEC holds 56 percent of Chieftain
Development Company and 50 per-
cent of Pan-Alberta Gas. n addition,
It has portiolio investments in British
Columbia Forest Products and IPSCO
with a market value of approximately
$112 million at year-end 1984.

All of these venturas, coupled
with an inteface with the investment
community; accountability 10 one of
lhe largest shareholder groups in
Canada; and the development and
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infegration of & highty motivated,
hard-working group of people. have
provided a tremendous challenge.
The existing asset base and
high-quality peonle offer good prom-
ise for the future. Exploration for new
oil and gas production is proceeding
aggressively and is already adding 1o
our existing cash flow Further devel-
opmenl is planned for Suflield; and
Primrose heavy oil production, while
still in the pilot stage, shows promise

of being significant in the years ahead.

Syncrude is expectad to be another
area for additional invesiment oppor
tunities. As well, investments in
pipelines and forest products are
continuing in 1985, and it is anticipated

An exploratory well
in the Alberta foothills

that cther significant opportunities
will be developed in these businesses
In the years ahead. The Company's
hopes for acceplable patrochemical
ventures have not materialized to
date, and it is difficult to forecast just
when they will. Steel investment, if
any, would be expected to be made
through the Company's existing
shareholding, while coal offers little
attraction for additional invesiment
at present.

AEC is an active company and
the oppoertunities cutlined in the para-
graph above are by no means all on
which we are working. Certain current
ideas purposely have been omitted
for competitive and tactical reasons.

The corporale world is no longer
a 'tidy" place where lorecasts of ol
prices. gas prices, interest rates,
economic growth, and government
action may be made with certainty.
[t may never be that way again.
Virtually every one of our strategies
is subject to fairly rapid change.

So far, so good. We will keep
working al it, enjoying the challenges.

David E. Mitchell
President ano
Chief Executive Officer
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AEC “At a Glance”

as At Year-End 1984

At the Conclusion of Ten Years of Operation

Conventional Qil and Gas

« Conventional oll reserves 2 7 million
cuoic metres (171 million barrels):
reserve-life at 1984 rales of pro-
duclion 27 years

* Nalural gas reserves 60.9 biliion
cubic metres (2,162 billion cubic
leel]: reserve-life 26 years.

= Direct investmenl in conventional
oil and gas exploration and produc-
lion to year-ens 1984- 3518 million

Heavy Oil

= Syncrude reserve-life al 1984 rates
of production, appraximately 35
years. Iniial producltion improvement
program 10 19 000 cubic metres
{120.000 barrels) per day nearly
oomplele: plans for expansion 10
22 000 cubic metres (138,600
barrels] per day nearing hnalization:
and major expansion to 32 000
cubic melres (200,000 barrels)
per day under consideration.

« Primrose in-situ reserves. net 1o
AEC approximately 2 3 billion cubic
metres (14 billion barrels). a porlion
of which will be recoverable by
steam injection. Cne pilot program
15 nearing the point of expansion (o
cammercial produchon

Pipelines

« Pipelines: 1 580 kilometres (980
miles).

* Inyvestment to date $243 million,
expected to grow to 3300 mullion
by 1985 year-end.

= Third largest source of AEC's cash
flow

Power Plant

< Invesiment to date, yielding utility
return, $21 milhion.

* Yearly plant output 760 thousand
megawati-hours.

* AEC two-thirds owner.

Forest Products Operations

= Forest righls of 460 000 heclares
(1776 square miles, 13137000 acres).

= |nvestrment 10 date $40 million. with
£32 million more in progress

Coal

» (Coal reserve-iife: 13 years at 1984
production rales.

+ Investment 1o dale 340 milicn

+ Annual sales: 552 000 tonnes
(608,480 tons).

Portfolio

* Own approximately 10 percent of
IPSCO and 18 percent of BGFR
having total year-end market values
of $112 million.

Petrochemicals

= Continuing 1© work on oppertiunities
in this area.

Technology Development

* Various projecls are in progress,
including bitumen upgrading:
movemenl ol heavy oil in pipelines:
sulphur recovery. natural gas
conversion: and heavy oll de-
emulsification.

Financial

= Financial statements show assels
are now about $1% billion and
these may exceed 32 hillion by
the end of 1985,
Shareholders should note that. in
accordance with normal accounting
practice tor ol company reporting.
lhe value of our largest asset —gas
and oll reserves —appears on the
balance sheet al hislorical cost.
notits grealer present value,

« Sirong cash flow, good debt struc-
ture and financiat Hexibility



1984 was another record year,
with cash flow from operaticns up
5 percentilo $223 milllon and net
earnings up 16 percent to $72
millicn. Daily natural gas production
remained at 6.3 million cubic metres
(224 milion cubic feet} and conven-
ticnal oil production gained 73 percent
1o 271 cubic metres (1,700 barrels)
per day. annual coal sales 8 percent
{0 552 thousand tonnes (609 (hou-
sand tons) and annual lumber ship-
ments 7 percent 1o 130 million board
feet. These results were achieved
despile a sericus culback in Syncrude
production. due to a fire in August,
and low gas demand in 1he fourth
quarter

Capital invesiment during the
vear, hefore grants and incentives.
tolalled $320 million, almost double
the previous year Investments included
$210 million for ¢il and gas explora-
lion and development, $53 million
of which related 10 the additional
purchase and development of Suffield
properties. Pipeline expendiures
amounted to $74 million while
Syncrude, forest products, and other
capilal expenditures were $19
millicn, $9 million and $8 million
respectively.

Oil and gas exploration inves!-
ment has grown rapidly in the three
years sinae this activity was initiated,
with lhe Company now being a prom-
ment expiorer in the Western Canadian
Sedimentary Basin. A solid land base
has been established and exploration
drilling results 10 date have been
encouraging.

AEC is emerging as one of the
major players in the in-silu heavy oil
business. To date, heavy oll in place
net 1o AEC 1otals 2.3 billion cubic
metres (14 billion parrels). One pilot
project is progressing tc a point of
signilinant development and another
pilot is being considerad for expansion.

1984 Review

W S

Syncrude. now back on full
production, is proceeding with an
expansion to Increase groductian by
1 750 cubic metres {11.000 barrels)
per day during 1985. By 1987, ad-
ditional facilities may be constructed
which would improve product quality.,
enhance plant reliability, and increase
daily production capacily 1o 22 000
cubic metres (138,600 barrels). And.
a furlher Syncrude development I1s
currently under raview.

Pipelining is now the third largest
contributor to Company earnings.
after conventional oil and gas and
Syncrude production. Investmentin
pipelines increased significantly during
1984, a trend expected 10 continue
in 1985.

Operating efficiencies led to
improved grofit perdormance at the
Blue Ridge forest products facililies.
Due lo depressad marke! prices,
however, profits remain al unsatis-
{actory ievels.

Coal sales increased over 1983
levels. with lower operaling costs and
increased elficiencies. The challenge
of competing in an environmeant of
coal oversupply will continue to exist
in 1985.

Shareholder Investment Plan

On June 4, 1984, the Company
imptermnented a Shareholder Invest-
menl Plan which enables eligible
shareholders 1o increase their owner-
ship in AEC by reinvesting cash divi-
dends and/or investing optional cash
payments in new commaon sharées.
The Plan was very well received, with
approximalely $2.2 million being
invested in new commaon shares
during the seven months ended
December 31, 1984.

Industry Comment

This is a time of transition for
energy policy in Canada. and AEC
awalits with great interest decisions
on major restructuring of policies
that affect the ol and gas industry.
There is increasing realizalion that
the oil and gas industry can contribute
in a meaningful way 10 economic
renewal throughout all of Canada
The tax regime established following
the National Energy Program (NEP)
was based upon an assumpticn that
the international price of crude ol in
1984 would be $67 Canadian per
barrel: today the price is about half of
that, and there is downward pressure
on world oil prices. This is but one
illustration of the many reasons for
substantive change in the ill-advised
NEF

Qutlook

In 1985, AEC expects t¢ main-
tain a strong cash ilow and 16 continue
ils aggressive program of capital
invesimenl. A number of variables
make precise prediction unusually
difficult at this lime, bul capital expend-
itures for conventional oil and gas
Syncrude production increases. pipe-
lines, and other ventures are expected
10 reach approximately $375 million.
Other possibilities currently under
consideration would add tc that
amount.

Although 1985 is starling out
as a year with significant international
Oll price unceriainties. our view is
that, as a long-lerm trend, there will
be gocd demand for oil and gas in
Canada and the Uniled Slates. and
the economy of Canada will gradually
improve somewhal, adding to oppor-
tunities for AFC
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Exploralior ard proguctor
results. together with landnoidings
and reserves. are consolidated except
wiere specifically noted as applying
only 1o AEC Ol and Gas Company
(pages 8 through 15

The exploration program grew
substantially with the Company partic-
ipating In 69 5 net exploratory wells
compared 10 281 1n 1983 The 1984
prograrn resulled in interesis in 4 6 net
oil wells. 2.9 net gas wells. and 23.0
ret wells cased for further evaluation

The development program
resulted In 7.4 net ol wels 10218 net
gas wells. and 5 2 net weils cased for
further evaluation.

Land acquisition continued at
a high level. andg at year-end interests
were heid directly or indirectly in
2 288 000 gross nectares (5.712 000
Qross acros) cguivalent1o 1212 000
net hectares [3.022 000 net acres)
in western Canada and 1n mo-e than
1545 000 gross hectares {3.861 000
Qrass acres) equivalent to 581 000
net hectares (14323 000 net acres)
elsewhere

Average daiy natural gas
oroduction of 6.3 million cubic metres
(224 milion cubic feet) was approxi-
mately equal 10 the 1983 level despite
lower sales in 1he last quarter due to
aonormally warm weather and weak
export sales. One gas purchaser
which had been taking about 12 per-
cent of the gas produced at Suffield
cdiscontinued faking gas on Noverm-
ber 27 1984 AEC has imtiated legal
achon on this matter

Al year-end. AEC had remaiming
gas reserves. based on estimales by
independent consulting firms. of 60 9
bihion cubic metres (2162 billon cubic
leel} afler production ol over 2 2 bil
lon cuoie metres dusing tne year The
qas reserve life 1511 excess of 26 years
pased on 1284 produciion rates

Conventional oll production
ncreased significantly 1o a level of 271
cubic metres (1700 barrels) per day.
compared 10 157 cubic metres (280
barrels) per day in 1983 Conventional
DIl reserves also increased during this
same per:od by 23 percent to a wlal
of 2.7 millon cuoi metres {171 million
parrels?
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AEC Oil and Gas Company
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Oil and Gas

Exploration

AEC Oil and Gas Company. a
Division of Alberta Energy Company
Lid.. now ranks among the most
active explorers in western Canada.
The exploration staff and land position
built up cunng the three years since
AEC commenced exploration provide
a strong competitive base for the
increased industry activity anticipated
in 1985 The Company is well repre-
sented in most of the highly active
western Canadian axploration plays.
including Desan, Tangent. Senex/

Peerless Lake. and Worsley.

Investment in exploration is
averaging more than $50 million per
vear plus available grants and incen-
tives. This aggressive exploration
program will conlinue in 1985 In
1984, AEC QOil and Gas Company
participated in 140 gross wells (535
net). including 31 gross wells drilled
ar no cost to the Company.

Desan Detail

@ AEC Interest Well ® Oilwell

0 lecaton/Driling  %¢ GasWell

& Suspended QilWell — Gas Field
S5 Injection Well [0 AEC Interest
o Cased Awaiting Lands

Evaluation




Exploratory Wells

1984
Gross Net
Oil 8 3.4
Gas 3 1.2
Cased Awaiting Evaluation 59 19.9
Dry and Abandoned 70 290
Total 140 535

1983 1982
Gross Net Gross Net
8 2.4 Y 13
9 3.3 4 1.1
34 11.5 22 55
51 17.2 31 79

@ AEC Interest Well 0O Location/Drilling
i Gas well ® Oilwell o Suspended Well
a Cased Awaiting Evaluation — Qil Field

4~ Abandoned " AECInterest Lands

Land acquisition resulted in the
addition of interests in 189 800 gross
hectares (474,500 gross acres)
eguivalent (0 95 600 net heclares
{239,000 net acres). Increasing efforls
10 acquire natural gas-prone iands o
complement the initial emphasis on
oll-prong lands reflects the Company's
cptimism respecting the outlook for
natural gas market conditions.

Curing the past year. Ihe mosi
intensive expioration project was the
follow-up exploration and delineation
drilling at the 1983 Desan/Helmeat oil
discovery in noriheastern British
Columbia. The b-64-D94-P-7 discovery
well flowed ol at a rale ¢l 27 cubic
metres (170 barrels) per day from a
depth of 580 metres (1.900 feet).

A 30 percent working interest is held
in 67 exploratory and development
welis drilled in this area in 1984 Qil
has been recovered from 30 of the
wells. with 24 wells not yel compleled
for production and 4 wells having
been abandoned. There has been no
prior il production from this geologic
interval in the area and, consequently,
no historical production data is avail-
able for comparison. The short winter
operaling season allowed shorl lest
evaluations of only three wells during
the first guanier of 1984. A production
lesting and initial development program
slarled in late 1984 will include
drilling abcut 20 mare delinaation
and developmeant wells and 1he instal-
lation of facilities 10 allow continucus

- production lrom several wells. The
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Oil and Gas

Senex/Peerless

Province of British Columbia is cur-
rently constructing an all-weather
access road inlo this remote area
which will greatly facilitate year-round
operations. The Company expecis 1o
parlicipate in 15 or more exploratory
wells along the (rend in the coming
vear. Interesls are now held in over
97 300 gross hectares (240,500 gross
acres) eguivalent to 40 300 nel hec-
tares {99,600 nel acres). The 1985
exploration, development and testing
program will provide key dala on the
very large Desan play. Desan could
develop into a producing area of
significance for AEC

Two oil discoveries were made
in the Tangent area of the Peace
River Arch during 1984. The Tangent
8-15 discovery well was drilled on
farmin lands. and AEC Qil and Gas
Company earned a 50 percent
working interest (40 percent after
payoul] by the drilling of this well.
In the second oil discovery, the
Normandville 6-2, AzC earned a 100
percent working interest {50 percent
alter payout). The Company also
participated in cne unsuccessful test
and a fourth well was drilling at
year-end. Data from nonconfidential
wells in the area indicates oil pro-
duction rales ranging from 10 cubic
melres (63 barrels) per day 1o 85

& AEGInkmest Vel 3 Gaswell , & cubic metres {535 barrels) per day

e Oilwell e Cased Awaiting Evaluation . A .

& Abandoned  OiFeld and averaging 33 cubic metres (287
o Suspended © " AEC Interest Lands barrels) per day. The Company holds
©  Location/Drilling an average interest of 46 percent

n 5248 gross hectares (13.120 gross
acres) in the play.

Petroleum and Natural Gas Landholdings

(Hectares) 1984 1983 1982
Gross Net Gross Net Gross Net

Alberta

— Exploration Lands h1h 766 162771 462760 118465 448 983 100100

—Suffield Block 256 963 256144 247 963 246 561 247 963 246 561

—Primrose Block 510080 423833 510080 423833 510080 423833
Saskatchewan 12604 2915 9473 7862 — —
British Columbia 190 715 61278 155491 37977 114 815 24 242
Beaufort 55288 1058 — — — —
Total 1541416 914598 1385767 834698 1321841 794736




Sunrise at an exploration drilling site ”

@ AEC Interest Well

e OilWell

4# Abandoned

0 Localion/Drilling
Gas Well

~ Gas Field

e Gag Poul
AEC Interest Lands
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Thus wellnead conrols
1he injection of air
and waler necessary
1o sustain the SHOP
fireflood and enhance
production al the well
in the background.”

In the Peeriess Lake discovery
area located in north-central Alberta,
a 30 percent working interest is held
in three producing oil wells and two
wells cased for evaluation. On initial
production the wells have prcduced
al rates varying from 17 cubic metres
(107 barrels) to 40 cubic metres
(252 barrels) per day. Current
production is limited by allowables to
G 2 cubic metres (58 barrels) per
day per well. 1 is anticipated that a
central treating facility will be built
and three additional development
wells drilled in the pcol in 1885. The
Company also plans 1o participate in
10 additional exploratory wells on
lands within the Senex/Peerless Lake
trend; an average 36 percent interest
is held in 45 300 gross hectares
{113,300 gross acres), 16 300 net
hectares (40,700 net acres).

Al Worsley, 2 30 percent interest
is held in 15 100 gross hectares (37,700
gross acres), two gas wells, and
one oil well. The Waorsley 3-24 gas
discovery s expected to produce at
a rate of 140 thousand cubic metres
(5 million cubic teet) per day when
the well goes on production, and the
Worsley 2-22 gas discovery is capable
of production at similar or higher
rates. A fourth well is currently driliing,
and up 1o five additional exploratory
wells are planned for 1985.

As part of its long-term explora-
lion strategy. AEC Qil and Gas
Company is earning small interests
in lands held by a major company in
the Beaufor Sea and Mackenzie Delta
and will earn small inleresls in lands
held by the same company in the
Flemish Pass area off Canada's East
Coast. In the Beaufort area, the
Company has parlicipaled in five wells,
including the Tuk M-09 discovery

which tested gas at rates up tc 480
thousand cubic metres (17 million
cubic feet) per day and condensate at
a rate of 147 cubic metras (924 barrels)
per day. Drilling on the Flemish Pass
lands is expecled 1o slart in 1985.

Production and Development

A significant development
drilling program was initiated at
Suffield, and a large portion of this
project, which will add 300 wells to the
2,300 plus producing gas wells, was
compieled at year-end. These wells
will provide additional deliverability
and conseguently will contribute to
Ihe Company's revenues as markets
improve. The Company also was able
lo acquire additicnal gas properties
on the Suffield Block for $32.8 million.
This acquisition added 52 zroducing
wells along with fee simple minerals
(both lease and royalty rights) and gas
purchase contracts which will provide
additional Suffield revenues in 1885
and beyond. Due lo the polential
economies of natural gas as a trans-
poration fuel, the Company's vehicles
at Sullield have been converled to
operate on AEC’s natural gas.

13
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In-Situ Heavy Qil

1984 was an active year in
assessing the Company's in-situ heavy
oil reserve potential. At Primrose,
lhe enccouraging results of the Burnt
Lake pilct have heen complemented
by the start-up of operations at the
Ipiatik Heavy Oil Pilot (IHOP]. In the
ipiatik region, the Company has a 60
percent inlerest in 67 072 hectares
(167,700 acres) of oil sands rights
and some 2.0 Gillicn cubic metres
(12.5 illion barrels) cf heavy oil in
place. IHOP represents the first slage
cf developing this resource and con-
sists of seven wells located at the
northern edge of the Primrose Range.
The pilot has been operating for
nine months and is nearing completicn
of the first cycle of "huff-and-puff”
steam injection/producticn. Several of
the wells have had encouraging pro-
duction results, and discussicns are
under way among the joint veniure
participants regarding expansion of
1his pilct.

The Company's associate at the
Burnt Lake Heavy Qil Pilot on the
southern end of the Primrose Range
has operated a 31-well pilot for over
a year and recenily added 10 more
wells to test new drilling and producticon
technigues. Results have been partic-

ularly encouraging, and plans are
being developed for a commercial
project. Preliminary engineering work
has been completed, and negoltiations
regarding fiscal terms are nearing
finalization. AEC has lhe right 1o parti-
cipale directly in this proposed project
with @ 25 percent equity interest or to
elect other forms of participation.

Exploration of two areas of the
Primrose Range has led to the pilot
projecis at Burnt Lake and Ipiatik to
test major extensions to Alherta's
heavy oil deposils. A third area
currenily is being explored, with 15
wells having been drilled in 1984 and
a further 25 wells planned for 1985.
In addition to the three areas of the
Range mentioned, a significant porlion
of the l[ands remain unexplored.

The Company has a 70 percent
interest in 67 million cubic metres
(422 millicn barreis) of heavy oll in
the Suffield Block, only a small portion
of which can be recovered by con-
ventional means. The Suffield Heavy
Qil Pilol (SHOP), cperational since
1982, has been festing an enhanced
recovery lechnigue —fireflooding —to
increase the ultimate recovery of this
oil. The fireflcod appears to offer the
potential for higher oil recovery than
would be expected from conventional
means, and the joint veniure parlici-
pants have held preliminary disgussions
regarding the desirahility of testing of
the fireflocding technigue over a larger
pilot area.

The market for heavy oil has
teen strong during the last year and,
although it is presently less stable
due to the inlernational oll price weak-
ness. the long-term North American
requirements for heavy oil are expected
to grow.



Chieftain Development Co. Ltd.

Oil and Gas

AEC owns 56 percent of
Chieftain, a company engaged in
Canadian and international oil and
gas exploration and development
In this report, Chieftain's financial,
exploration and production resulits,
together with landholdings, are con-
solidated except in those sections of
the report in which specific activities
of AEC Oil and Gas Company are
discussed. Following are briet high
lights ot Chieftain's past year.

QOil production increased by 86
percent over 1983 levels to 147 cubic
metres (924 barrels) per day. Natural
gas production of 768 thousand cubic
metres (27.2 milhon cubic feet) per
day represented a 2 percent increase

Chieftain participated in 99
exploration and development wells in
Alberta, the United States and
Australia. Proved and probabile ol
reserves increased by approximately
330 thousand cubic metres (2.1 million
barrels) to total 1.9 million cubic
metres (11.7 million barrels) at
December 31, 1984 Proved and
pﬂ,)bdbh,: natural gas reserves were
approximately 18 8 billion cubic metres
(667 billion cubic feet) at year-end

Exploration for oil dominated
activity in both Canada and the U.S
In Alberta, Chieftain participated in
successful exploratory and develop
ment drilling at Sawn Lake, Gold
Creek, Rycroft. Gordondale, Hythe
Pouce Coupe, Kakut and La Glace
Landhaldings in the highly prospective
East Peace River Region increased
to 106 435 gross hectares (263,000
gross acres) or 52 085 net hectares
(128.700 net acres). In the United
States, Chieftain increased its holdings
in the Gulf of Mexico to 89 235 gross
hectares (220,500 gross acres) or
25 090 net hectares (62,000 net acres)
with the acquisition of 16 federal
offshore leases. A gas condensate
discovery was drilled on Matagorda
Island Block 604. In the Rocky
Mountain and Williston Basin regions,
Chieftain participated in the drilling
of oil wells in Uinta County, Wyoming
and McKenzie, Mountrail and Burke
counties, North Dakota.

Natural Gas Liquids
Extraction Plant

Pan-Alberta Gas Ltd.

A natural gas liquids extraction
plant, in which AEC has a 25 percent
interest, commenced production on
July 1, 1984. This plant is one of the
largest and most efficient natural gas
liquids extraction plants in the world
In addition to methane, natural gas
conlains heavier liquid components
such as ethane. propane and butane.
The extraction process strips out these
liquids prior to the natural gas being
transported from Alberta.

The natural gas liquids products
from this plant are being sold to two
Alberta companies on a cost-of-
service basis.

Pan-Alberta Gas, owned one-
half by AEC, is one of the top two
exporters of Canadian natural gas to
the United States.

During 1984, the US. Economic
Regulatory Administration (ERA)
released guidelines for the import of
natural gas to the US| and the
Canadian government revised its palicy
to allow more flexibility in pricing of
Canadian natural gas exports. Pan-
Alberta was successful in renegoti-
ating its export gas sales contracts,
with the result that volumes sold
into the export market are expected
to show an increase of approximately
75 percent during the coming year.

Pan-Alberta Gas continues to
provide an important service to
Canadian natural gas producers.
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Syncrude

1984 was a year ol bolh achieve-

ment anc challenge atl Syncrude. the
world s largest synthetic crude ol
faciity. AEC owns 10 percent of the
nlant ang also retains an average 7
percent gross overriaing royalty on
an additional 10 percent of production

Oultstanding production results
were achieved during the second
quarter. with a new three-month high
being recorded. However, total 1284
production reached only 5.0 million
cubic metres [31.5 million barrels)
compared with 6.5 million cubic
metres (40.8 million barrels) in 1983
This year s production was adversely
affected by a fire in mid-August which
caused extensive damage toc one
of the two luig cokers. The other
coker. shut down as a precaulionary
measure. relurned 1o operation in
mid-September. whereas the dam-
aged caker came tack onsiream
December 21,

Effective January 1, 1983 the
Alberta government amended the
Syncrude Crown Agreement for a

five-year period parmitting a portion
of the Crawn payments to be deferred.
This encouraged an aggressive capital
investment program 1a improve plant
relabiity and efliciency ang 10 In-
crease production capacity The federal
government lessened its revenue-
based tax by reducing the PGRT rate
from 12 percent 1o 8 percent lor
potn 1983 and 1984, and recenily
extended the 8 percent rate info 1985

The first stage of increasing the
proguction capacily oy 1 750 cubic
metres (11 000 barrels] per day will
be compleigd in 1985 The lacilities
for an additional 2 960 cubic metres
{18.600 barrels) per oay of production
have been cesigned I lhe Syncrude
owriers decige 1 proceed with con-
struction in 1985 the total plant
designed capacity will be 22 000 cubic
metres (138.600 barrels) per day oy
1987. The new faciliies would not
only increase production. but would
also reduce sulphur dioxide emis-
S1ans. improve proguct guality, and
enhance processing reliabllity

A further development cppor-
tunity exisls. The current infrastructure

| AMINERE-
| GENERATION |

and operating experience make Syn-
crude the mast eftective location lor
1he next major addition of oll sands
synthetic ol production. Discussions
have been held wilh the Alberta and
fegeral governments regarding an
acditional 50 percent expansion of
Syncrude. which would increase
tclal plant production capacity to about
32 000 cubic metres [200.000 bar-
rels) per day. The expansion woulg
cost an estimated $4 billion and
creale 75.000 man-years of Canadian
employment during construction and
1.200 permanent operating Jobs
Detailed design engineering work
could commence in 1985 as the fore-
runner 1o a construction decision.
pending satisfactory resolution of
fiscal terms with the two levels of
governmenl

Syncrude impacts significantly
on Canada as evidenced by the fact
that it supphed 6 percent of the
country s 1884 oll requirement. The
project directly employed 4 385 peo-
ple. and proviged employment for in
excess of 1200 construction workers
during the year
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Pipelines

24.anch pipe-
aid 1o trans

t biturnen blend
through the expanded
Colg Lake Bilumen
Fipeline syslem

>
V/(S Millions)

Cumulative Gross
Investment in Pipelines




Dunng the past year, AEC signif-
icartly :ncreased ls investment in
Dipelings Exisling syslems were
expanded [0 meet increased lrans-
porialion reguiremenis with the major
expenditures being incurred lor the
Cold Lake Biumen Pipeline expansion

Alberta Qil Sands Pipeline Ltd.

Alberta Ol Sands Pipeline Ltd
a wholly owned subsidiary of AEC.
operales the 430-kiometre {270-mile)
pipeline which transports synthelic
crude ol from the Syncrude cperation
near Fort McMurray 1o Edmonton

Pipeline Systems

A pipelne lateral 1o supply syn-
thetic crude ol to a new Edmonton
area refinery was commissioned in
July A signilicant portion of the refin-
ery's feedstock 15 transported through
this taterai

It is anticipated that the daily
capacity of the cil sands pipeling
will be expanded durnng 1985 10 meel
projected increased throughput
reguirements. The extent of such
additions has nol been decided

Cold Lake Bitumen Pipeline

Cold Lake Bitumen Pipeline
throughput averaged 4 023 cubic

Suffield

Medi

LA
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metres (25,307 barrels) of bilumen
blend per day The throughput capacity
of ihe system was enhanced durng
1984 wilh the installation of a tem-
porary mid-point pumping stalion,

I early 1884, the Energy
Resources Conservaton Boeard
approved construction of a major
expansion to the pipeiing syslem As
well. a lateral pipeline to transport
bitumen {from a new heavy ol plant
near Wolf Lake also was approved
Tolal value of the new pipeline facilities
will be approximalely $100 million.
The expansion will raise the dally
capacity ol the system 1o 15 900 cubic
meires {100,000 barrels) and provide
an ullimale daily volurme of approxi-
mately 47 700 cubic metres (300,000
barrels). Development ol further
heavy oll projects in the Cold Lake
area will increase the utlilization ot ihe
expanged pipeline system

Alberta Ethane Gathering System

Daily throughput was 14 972
cubic metres (94 177 barrels) in 1984,
as compared to 12 457 cubic metres
{78.5395 barrels) in 1983 This syslem
collects ethane from several nalural
gas processing plants throughoul the
province and transports il 1o ethylene
plants in Red Deer and 1o under-
ground storage caverns near Fort
Saskalchewan for subsequent ship-
ment to the Easl

IPSCO Inc.

IPSCO Inc . inwhich AEC holos
a 10 percent inlerest through Sleel
Alberta Lid . recorded nel earnings
of $14 ¢ million on sales of $280 2
rmilhen for fiscal year 1984 compared
to net earnings of 37 1 million on sales
ol $192 & milkonn liscal year 1983
The improved profit performance
ol IPSCO during 1984 reflected a
stronger demand principally lor
products supplied 1o the oil and gas
industry
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Forest Products

Coal

Blue Ridge Lumber (1981) Ltd.

North American demand for
wood products increased in 1284 as
a result of signiticant growth in
housing starts in both the United
States and Canada. Despite this,
lumber prices remained at depressed
levels for most of the year. Lumber
shipmeants by Blue Ridge Lumber
(1981} Ltd., a wholly owned subsid-
iary of AEC, totalled 130 million board
feet during the year. Although profit
performance improved as a result of
operating efficiencies, it remained
below acceptable levels.

Medium-Density
Fibreboard Plant

The Company commenced
construction during 1984 of a $32
million medium-density fibreboard
plant, the first of its kind in Canada.
The plant is localed adjacent to the
existing Blue Ridge sawmill and will

1984 was a year of significant
accomplishment at the Coal Valley
mine, near Edson, Alberta. The mine
realized increased efficiency and
improved productivily resulting in the
lowest inflation-adjusted cost of sales
in its history. Profitability also was
significantly improved.

The 1984 market for thermal
coal—used primarily to generate
electricity — remained exiremely com-
petitive due to world coal oversupply,
modest electricily demand growth,
and the strength of the Canadian
dollar relative to the currencies of
other coal-exporting nations. However,
due to lower operating costs and
intensified marketing efforts, the mine
was able to increase coal sold by
8 percent over 1983.
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use shaving and sawgdust wastes
from that facility for a considerable
portion of its fibre requirements.
Production of medium-density fibre-
board is expected to commence
during the second quarter of 1988
and serve Canadian, United States,
and offshore markets.

British Columbia
Forest Products Limited

British Columbia Forest

" Products Limited, in which AEC holds

an 18 percent interest, recorded
1984 earnings of $9.2 million on sales
of $1 billion, compared to a loss of
$32.7 million on sales of $900 million
in 1983. The improved financial per-
formance in 1984 was due principally
to stroenger markets for pulp and paper
and newsprint, however, profits re-
mained far below acceptable levels
because of high interest costs and
disappeinting wood products markets.

As a result of intensive testing
and process analysis carried outin
\he ¢coal preparation area, the plant
achieved the best coal recovery per-
formance in its operating history. As
well, a computerized mine planning
system was introduced.

Al year-end, the rail car coal
loading facilities were damaged by
an explosion and fire. Sales originally
planned for early 1985 will be deferred
until later in the year due 10 the fire;
however, total 1985 sales will not be
adversely affected because of the
mine's overcapacily.

The oversupply of thermal coal
in world markets is exgected to ¢con-
tinue in 1985 Cost and productivity
improvements will be essential 1o
maintain the mine's competitive
position.
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1984 Financial Review

The year was one of continued
strong financial performance with
the Company attaining record net
revenues, net earnings and cash
flow from operations.

Revenues, net of royalties,
reached a new high of $484 2 million,
up 4.8 percent over 1983 results Oil
and gas revenue ingreased as a resul
of higher ol and gas prices and record
levels of conventicnal cit production.
This gain was partially offset by lower
Syncrude volumes as a result of the
mid-Augusl fire at the plant. In spile
of a highly competitive environment,
revenue increases were also recorded
in the Company’s coal, forest products
and drilfing cperations.

Net earnings for the year totalled
$72.3 million ($1.22 per common
share), up 16 percent over 1983 net
earnings of $62.4 million ($1.03 per
common share).

Cash flow from operations was
$222 6 million ($4.08 per common
share), up 5 percent from the 1983
previous high of $211.9 milion ($3.67
per common share). This continued
level of cash flow has supported the
Company's aggressive capital invesi-
menl programs, with a minimal
increase in its debt position.

The higher level of capital
investment and activities in all business
segments is reflected in the 4 8 per-
cent increase in gperating costs with
general and administrative expenses
being held close to 1283 levels.

Interest expense, net of inlerest
income, was down $2.5 million from
1983 primarily due to a reduced
average debt cutstanding throughout
1984. This reduction was partially
ofiset by a higher average eifective
interest rate and lower Investment
income.

Increases in income taxes and
the Petroleurn Gas Revenue Jax are a
function ¢f increased earnings and
revenues.

The 1984 investment of $255.2
million in property, planl and equip-
rment is net of $65.2 million in recov-
eries from various incenlive programs
and in 'nvestment Tax Credits. This
high level of expenditure reflects the
Company’'s ongoing commitment
1o investments in new ol and gas
exploration and developrment, whiie
continuing to develop the Suffield
Block. expand pipeline operations
and invest in a new medium-density
fibreboard plant. Gross expenditures
of $153.1 millien for exploraticn and
development of conventional oil and
gas were made in 1984. The expan-
sion of the Cold Lake Bitumen Pipe-
line, scheduled for a secend quarter
1985 start-up, resulted in 1984 expen-
dilures of $367.5 milion with an
additional $16.7 million having been
invested in the continuing development
of the Suffield Block. A further invest-
ment of $32.8 million {or the acguisi-
tion cf additional Suffield lands was
alsc made in the year.

In 1984, the Company paid
common share dividends of $127
million or $0.25 per common share,
up from the $0.20 per common share
paid in 1983. Preferred share divi-
dends amounted 10 $10.2 millicn.

With year-end working capital
of $50 million, existing unutilized long-
term credit facilities ot $493 million,
strong cash flows and nominal annual
debt repayments in the next four
years ot under $10 million, lhe
Company has the financtal strength
to continue to actively pursue further
significant investiment opportunities.
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Summary of Accounting Policies

Principles of Consolidation

The consolidated financial slatemenis include the accounts of Alberta Energy Company Ltd. (ihe "Company’) and ils
subsidiary companies.

The Company s proporiionale share of revenues, expenses, assets and lighilities in unincorporaled joint ventures are
consolidated in the Company's accounts.

Alisting of subsidiaries. afhlates and unincorporated joinl ventures is shown on the inside back cover.

Investments

The Company has adopted the equity method of accounting for investmenls in those ccmpanies over which significanl
influence is deemed tc exisl. For other companies the cost method 1s employed. Details are shown in Nole 6

Property, Plant and Equipment

Qil and Gas
Conventional
The Company employs the full cost method of accounting for oil and gas properties whereby all cests of acquisition,
exploration and development of oil and gas reserves are capitalized Separate cost centres have been established for
Western Canada, Canadian Freontier Lands, and each lcreign country in which the Company or its subsidiaries have
properlies. Costs accumulated within each cost centre are amortized on a compaosite unit-of-production method
based upon estimated proven developed reserves Inthose cost centres which have no proven developed reserves and
where accumulated costs exceed the present value of the properties, such excess cosls are amortized on g 20%
declining balance methad. In the event of the abandonment of a cost centre, the unamortized costs will be charged
against earnings a! the lime of abandonment.
Oif sands
Property plantand equipment, including preproduction costs, associated with the Syncrude Project are accurulated
in a separate cost centre and amortized using the unil-cf-production melhod based on estimated recoverable reserves.
Anticipated major maintenance expenditures ol an cngoing nature are provided for on the unit-of-production basis

Pipelines

Propearty, plant and equipment s carried at cost with depreciation caiculated using the straighi-ine meihod based on the

estimatad service life of the assel.

Other

Properly. plant and equipment is carried at cost and is depreciated or amortized over the useful life of the assets using

either the straight-line or unit-ct-production method. whichever is deemed appropriate.

Investment Tax Credits

Investment Tax Credits are recorded as a reduction of the expenditures which gave rise 1o such cradits, at the time such

expenditures are incurred. if Ihe Company has reasonable assurance that (he credils will be realized.

Other Assets and Deferred Charges

Deferred Stripping Cosls

Cosis of stripping related to producing areas of the ccal mine are amorlized on the basis of estimated production.
Project Investigation Costs

All project investigation costs on new business cpportunilies are charged to earnings as incurred until such time as the
commercial viability of (he project or business is indicated. All subseguent expenditures will be capitalized and charged
against earnings using the method deemed appropriate for that particular business or project.

Mineral Exploration and Development

Acquisition costs of undeveloped mineral resource properties are capitalized and amortlized over the exploration period or
until sufficient reserves arg establisned, at which time the unamortized costs will be charged against earnings using lhe
unit-of-production methoed.

Mineral exploration expendituraes are charged 1o earnings as incurred until such time as the presence of econcmically
recoverable reserves are established. Subsequentexpenditures are capitalized on a project basis and amortized using the
unit-ol-producticn method once commercial production commencas.

Financing Costs

Financing cosls relating 1o lcng-term debt are amortized over the life of the related debt.

Foreign Currency Translation

Long-term debt payable in foreign currencies 1s stated at the rate of exchange prevailing at the end of the accounting
period with the resulting adjustment being amortized over (he remaining life of the debt.

The accounls of foreign subsidiaries, whose economic activities are substantially self-sustaining, are translated at currént
exchange rates. The adjustments arising on translation of the foreign subsidiaries’ balance sheels are deferred and
included as a separate component of shareholders’ equity.

Comparative Figures
Certain 1983 figures have been reclassified and restaled for comoparative purnoses



solidated Statement of Earnings

Year Ended December 31
($ millions) Nole Reference 1984 1983
- |

Revenues, Net of Royallies $484.2 $462 .1
Equity Earnings of Affiliates 10.0 7.0
494.2 469 1

Costs and Expenses
QOpcrating 176.1 168.0
Interest - net 2{a) 39.3 418
General and administrative 23.2 231
Depreciaticn, depleticn and amaorlization 73.4 758
312.0 3087
Earnings betore Income and Revenue Taxes and Minority Interest 182.2 160 4
Income taxes 3 70.7 63.4
Petroleum and gas revenue tax 32.5 29.5
103.2 929
Earnings betore Minority Interest 79.0 67.5
Minority Interest 6.7 5.1
Net Earnings $ 723 § 62.4
Basic and Fully Diluted Earnings per Common Share $ 1.22 $ 1.03

Year Ended December 31
($ millions} 1984 1983
|

Balance—Beginning of Year $216.7 §177.3
Net Earnings 72.3 62 4
289.0 2397
Deduct

Dividends —Preferred Shares 10.2 12.4
—Common Shares 127 10.2

Financing Costs — Preferred shares of a subsidiary,
net of ncome tax and minorily interesl — A4
229 23.0
Balance—End of Year $266.1 $216.7

The summary ol accounting policies and notes 1o the financial statements are part of these statements.
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Consolidated Balance Sheet

As al December 31
($ millions) Note Reference
|

Assets

Current Asseis
Cash and shorl-lerm investments at cost
which approximates market
Accounts receivable and accrued revenue
Inventories 5
Prepaid expenses

Investments 6
Property, Plant and Equipment 7
Other Assels and Deferred Charges 8

$ 732
75.4
17.9

2.3

168.8

267.3
1,323.7
51

$1,764.9

921
800
18.0

20

192.1
260.5
1.155.3
54

$1.6133

Liabilities and Shareholders’ Equity

Current Liabilities
Bank indebtedness
Accounts payable and accrued liabililies
Dividends payable
Income and revenue taxes payable

Deferred revenue 9
Current portion of long-term debi 10
Deferred Revenue 9
Long-Term Debt 10
Deferred Liabilities 11
Deterred Income Taxes
Interests of Minority Shareholders 12

Shareholders’ Equity
Share capilal 13
Retained earnings
Unrealized foreign exchange gain (loss}

Approved ty the Board:

W Dusclor

The surmmary of accounting policies and notes to the financial statements are part of this stalement.

$ 3
95.4

2.8

2.3

8.3

9.8

118.9

80.5
577.4
44.5
270.4
101.7

1,193.4

304.8
266.1
.6

571.5
$1,764.9

$ 40.2
72

28

2.4

36

18.6

140 3
876
506.3
44.5
Zy2.4
103.2

1,084.3

3024
216.7
(1
519.0
516123



Consolidated Statement of Changes in Financial Position

Year Ended December 31
($ millions)

Nole Reference 1984

1983

Source of Funds

Net earnings
Depreciation, depletion and amorlization
Deferred income taxes
Equity earnings of affiliates
Minority interest
Other

Cash flow from operalions

Deferred revenue

Issue of preferred shares by a subsidiary. net proceeds
Issue of common shares — net proceeds

Issue ol fong-lerm debt

Olher

Use of Funds

Invesimeni in property, plant and eguipment
investment in afliliales
Reduction of long-term dett

Current portion of delerred liabilities and deferred revenue

Reduction in deferred income taxes on recogniticn

ol investment lax credils
Redemption of preferred shares issuec by a subsidiary
Dividends —

Prelerred and common shareholders

Minarity shareholders of a subsidiary

Decrease in Working Capital
Working Capital —Beginning of Year
Working Capital—End of Year

$ 723
734
741
(10.0)

6.1
2226
1.3

1841
213

431.7

The summary of accounting policies and notes 1o the financial statements are part of this slatement.

§ 62.4
759
658.3
(7.0)

264.2

1330
30.7
777

5.1

29
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Notes to Consolidated Financial Statements

Segmented information
0il and Gas Pipelines Other Total
(S millions) 1984 1983 1984 1683 1984 1983 1984 1983
Gross revenue $ 397.2 34051 $ 438 $ 431 $ 882 3% B80S $ 529.2 3 5291
Rovalties 44.8 66 3 - — 2 7 45.0 67.0
Revenues, net of royalties 352.4 3388 43.8 431 88.0 80.2 484.2 4621
Operating expenses 100.1 951 9.9 80 66.1 62.6 176.1 1657
Depreciation, depletion
and amortization 54.9 577 7.2 7.0 9.6 9.5 .7 742
Petroleum and gas
revenue lax 325 295 - — — — 325 29.5
187.5 182.3 171 15.0 75.7 721 280.3 269.1
Segmented operating
income $ 1649 31565 $ 267 § 281 8% 123 § 8.1 203.9 192.7
Equity earnings of affilates 10.0 70
Corporate expenses (24.9) (27.0)
Interest —net (39.3) (41.8)
Income taxes (70.7) (634)
rMincrity inlerest (6.7 (5.1)
Net earnings $ 723 § 624
ldentifiable assets $1,094.4 39853 $2085 1477 $101.6 31011 §1,4045 §12341
Corporate assels 93.1 118.7
Investments 267.3 2605
Total assels $1,764.9 $1613.3
Capital expenditlures $§ 1688 31223 §$ 738 $ 43 $ 116 § 57 § 2542 3 1323
Supplementary information
(a) Interest—net
(S millions} 1984 1083
Interest expense —on long-term debt $ 47.0 $ 539
—on shorl-term debl 5.4 3.4
interest income {(10.9) (15.4)
Capitalized interest (2.2) (N
$ 393 $ 418
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(b) Joint ventures

The Company has included in its accounts the following aggregate amounts in respect of these unincorporated

joint ventures outlined on the inside back cover.

($ millions) 1984 1983
Assels $313.8 $3059
Liabilities 36.2 361
Gross operating revenue 165.5 2021
Expenses 105.5 106.1
Income taxes
The provision for income taxes is comprised as follows:
($ millions) 1984 1983
Current $ 6 $ 31
Deferred 741 658.2
Alberta royalty tax credil (4.0} (8.0}
$ 707 5 634

The following table reconciles the dillerence between the recorded income 1ax expense and the expected tax

expense obtained by applying the basic tax rate to income before income taxes:

{($ millions) 1984 1983
Income belore income laxes. equity earnings and minority interest $139.7 $123.9
Expected income tax expensge
(Statutory Rate: 1884 - 47.0%; 1983 - 47 9%) $ 656 $ 59.3
Effect on taxes resulting from:
Non-geductitility of —
Crown rovyalties and leases 17.2 19.8
Income debenture inferest—net 6.9 6.4
Petrcleurn and gas revenue tax 14.6 14.1
Depreciation and depletion 34 52
Federal allowances —
Resource allowance (29.4) (273}
Earned and supplementary depletion (3.8) {(8.0)
Provincial income tax rebales 4.1 (7.9}
Other —net 3 1.8
Income tax expanse
(Effective Rate: 1984 - 50.6%; 1983 - 51.2%) § 707 $ 634
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Notes to Consolidated Financial Statements

Investment Tax Credits

Changes 1o the Income Tax Acl (Canada), enacted in 1984, substantially improved the Company's &bility tc utilize
Investment Tax Credits which have arisen from the making of qualitying expenditures. primarily the acquisition of
certain plant and equipment. itis the Company's policy to reduce such expenditures by the amcunt of the related
Investment Tax Credil. Because of the alorementioned changes to the Income Tax Act. the Company has now
reflected Investment Tax Credits lo which itis entitied in the amount of $18.8 million ($15.6 million of which relates to
expenditures made prior to 1984), by reducing the related expendilures accordingly The Investment Tax Cregit
which has or will be used to reduce Federal Income Taxes otherwise payable, results in a decrease in the amount of
the Deferred Income Tax liahilily.

Inventories
Inveniories are valued al the lower of cost or estimated net realizable value. They consist of:

($ millions) 1984 1983
Raw materials and supplies $ 103 $ 103
Work-in-process 4.9 3.0
Finished goods 2.7 4.7
$ 179 $ 180
Investments
Accounted for on the equny basis.
(§ millions) Percent Interest 1984 1983
AEC Power Lid. (50% voling) 664 $ 20.7 $ 207
Steel Alberla Lid. 50 19.8 159
Pan-Alcerta Gas Lid [40% voting) 50 6.7 59
Pan-Alberta Resources Inc. (40% voling) 50 35.7 33.4
$ 829 $ 759

Accounted ior on the cost basis:

($ millions) 1984 1983
Cost Market Cost iMarket
Britsh Columbia Forest Products Limited $1835 $ 9318 $183.5 $116.4
Other .9 1.3 1.1 1.2
$184.4 $ 951 31846 $117.6

(a) Steel Alberta Ltd.

The principal asset of Steel Alberta Lid. is a 20 2% equity interastin IFSCO Inc.. which investmenlis accounted
for on the equity method.



(b) Pan-Alberta Resources Inc. ("PARI")

PARI and another company jointly constructed a natural gas liquids extraction plant which commenced
production in July, 1884. The cost of service agreement covering the operation of this plant provides for a
return on the capital invested in the plant, while under consiruction, by capitalizing an allowance for funds
used during construction. Accordingly, the earnings of PARIor 1984 and 1883 include an allowance on equity
funds employed during the construction pericd, the Cormpany's share of which was $1.6 million in 1984 and
2.5 miltion in 1983.

{c) British Columbia Forest Products Limited ("BCFP”)
The Company owns 8,822,696 cormmon shares of BCFP. representing an 18% interest therein.

Property, plant and equipment
1984 1983

Accumulated
depreciation,
depletion and

($ millions) Cost amortization Net Nel

Qil and Gas $1,203.6 §$ 1827 $1,020.9 $ 9133
Pipelines 243.2 33.4 209.8 1435
Other 138.4 45.4 93.0 98.5

$1,585.2 § 2615 $1,323.7 $1,1553

Other assets and deferred charges

($ millions) 1984 1983
Deferred stripping ccsls $§ 26 $ 32
Land held for future development T 7
Unamaortized financing cosls .8 1.0
Other 1.0 5
$ 541 g H4

Deferred revenue

These amcunts represent paymenls received under take-or-pay orovisions of a major gas safes contract. The
delivery cf gas in respect of these payments and the recogniticn of revenue occurs out of gas preduction during the
first five months of each contract year (commencing November 1 each year) at rates varying between 10 percent
and 20 percent per contract year until the requisite amount of gas is delivered. Accordingly, $8.3 million which is
eslimated to beceme due in 1985 is classified as a current liability.
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10. Long-term debt
{$ millions) 1984 1933

Alberta Energy Company Ltd. ("AEC™)
Borrowings under revolving credit and term loan agreements

Income debentures $180.0 31800
Trust company loans - unsecured 40.0 50.0
Notes payable 196.7 163.3
Mortgage payable 5.4 54
Cther 8.4 3.0
430.5 407.7

Alberla Oil Sands Pipeline Ltd. (AQSPL")
First Mortgage Sinking Fund Bonds:

Series A—9%%. due June 15, 1997 20.4 21.6
Series B—9%%. due June 15, 1997 23.0 24.4
43.4 46.0

Chigftain Development Co. Ltd. ("Chieftain™)
Borrowings under revolving credit and term loan agreement

Income debentures 28.6 35.7
Bank loans— Chieftain International, Inc. 83.2 348
Other 1.5 )
113.3 712
587.2 524 9
Current portion of long-term delbst 9.8 18.6
$577.4 $506.3
The aggregate maturities of long-term debl in each of the five years subsaguent to December 31, 1884, are as follows:
1985 .. L L. ... %98
1986 ... L 9.9
1987 . R 9.9
1938 ... o 9.9
1989 L U 39.5

{a) AEC revolving credit and term loan agreements
The Company has revolving credit and term loan agreements with financial inslitutions as follows:

Amount Revolving Repayment
Available Until Period
Secured
Income debentures $180 — 1988-1998
Bank loans 420 19838 1989-1998
Unsecured
Bank loan 200 19387 1987-1992
Trust company loan 50 1991 1991-2001
Trust company loan 25 1988 1988

$875



(b}

{c)

Adter allowance for notes payable outstanding, undrawn lines of credit under these agreements amounted to
$4551 million at Decembper 31, 1984,

The bank lecans are available in Canadian and/cr U.S. dollars and bear interest based on the lenders prime
commercial lending rates plus a factor varying cver the terms cf the lpans up ¢ 1%. Interest on the income
debentures is approximately one-half of a similarly determinad rate and is not deductible for income tax
purpcses. Interest on the trust company lcans is the prime commercial lending rate of a major Canadian
chartered bank minus a faclor varying over the revolving term ¢f the loans up to %%.

Theincome debentures and secured bank loans are secured by a portion of the reserves of the Suffield Block, a
fixed charge on the related production equipment and an assignment of the related gas sales contracts. The
unsecured loan agreements require the Company 1o maintain certain financial measurements which at
December 31, 1984 have been adhered tc by the Company.

nNotes payable consist of $49.3 million (December 31, 1983-%$49.2 million) in Commercial Paper and $147.4
million (December 31, 1983-$114.1 million) in Bankers' Acceptances, all maturing at various dates up to March 25,
1985, with a weighted average interest rate of 10.97% (1983-9.97%). Notes payable are shown aslong-termdebt
because they are supported by the availability of term loans under the revolving credit facilities.

AOSPL First Mortgage Sinking Fund Bonds

ADSPL is obligated to retire $2.8 million of these bonds annually. The bonds are secured by both a fixed and
floating charge on AOSPL's assets that relate 10 the Syncrude Project. The participantsin the Syncrude Project,
of which the Company is a participant to the extent of 10%, have guaranteed the repayment of these bonds.

Chieflain revolving credit and term foan agreement

Chieftain and ils wholly-owned subsidiary, Chieftain International. Inc. (*CII'") have a credit facility with a
Canadian charlered bank in the amount of $150.0 nillion, which facility is fully revolving until 1991, at which time
the amounlt then outstanding is repayable over the next seven years in twenly-eight blended quarterly payments.

The bank loans are available in Canadian and/or U.S. dollar equivalents and bear interest based on the lender's
prime commercial lending rates or the London interbank offered rate, plus a factor varying over the term of the
loans up to 1% Intereston theincomedebentures at the approximate rate of cne-half of the grime rate plus 1%, is
not deductible for income tax purposes.

The income debentures, originally issued in 1979, form a part of this credit facility and are limited to the amount
currently outstanding, subject 1o the originat terms and conditions ¢f issue. The required repaymenis of $7.1
million annually do not reduce the total credit available under this loan agreement.

Security for this loan agreement consists of a first floating charge debenture over all Canadian assets of
Chieftain and Cl, assignment of interests in oil and gas properties and related sales contracts, and accounts
receivable. The loan agreement requires Chieflain to maintain certain financial measurements which at December
31, 1984 have heen adhered 1o by Chieftain.

After allowance for debt cutstanding, the undrawn lines of credit under this agreement amounted to $38.2 million
at December 31, 1984,

11. Deferred liabilities

{a}

{b)

Suffield

Rights to the Suffield Block were acquired for $54 millicn of which $24 million has been paid and the balanceis
payable in three annual installments of $10 milliocn commencing one year after recovery of certain expenditures.

Primrose

The Company acquired rights to the Primrose Range for $57.6 million in cash and work obligations, the latter ot
which have been met. The balance of the cash obligation ol $14.5 million is payable when leases to the
remaining porticns of the Range are tssued.
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12, Interests of minority shareholders

($ millions) 1984 1983
Chieftain Cevelopment Co. Lid.
Preferred equity $ 546 $ 55
Commcn eguily 471 441
$101.7 310372
13. Share capital
($ millions) 1984 1983

First Preferred Shares:

Authorized - 20.000,000 shares with a par vatue of $25 sach

lssued and fully paid - 2,400.00C, 15% Cumulative Redeemable Retractable, Series A $ 60.0 % 60.0
Second Preferred Shares:

Authorized - 20,000.000 shares with a par value of $25 each

Issued and fully paid - 412,515, 1114% Deferred Converlidle, Series ! 10.3 103
Common Shares:

Authorized - 300,000,000 shares withoul par value

Issued and fully paid - 50,933,122 (December 31, 1883 - 50.813.255) 2345 2321
$304.8 $302.4
(a) Common Shares
1984 1683
Number of Net Number of Nel
Shares Proceeds Shares Proceeds
Issued lor cash under
Shareholder Invesiment Plan 108,117 $ 22 — 5 —
Issued for cash under
Employee Share Option Plan 11,750 2 12,500 1
Nel increase in he year 119,867 2.4 12,500 A
Issued and outstanding —Beginning of year 50,813,255 2321 50.800,755 232.0
Issued and outstanding —End of year 50,933,122 §2345 50813255 32321

(b) Preferred Shares
(i) First Preferred Shares - Series A

The Series A Preferred Shares are cumulative and are retraciable at the opticn of the holder on December 1.
1986 or December 1, 1991 al a price of $25.00. The shares are redeemable on Dacember 1, 1886, or at
anytime thereatler, al predetermined prices varying from $26.50 to $25.00.

{ii} Second Preferred Shares - Series 1

Series 1 Preferrad Shares are curnulalive and are refractable at the opticn of the holder on August 1, 1989
ata price of $26.50. Subject to cerlain condilions the shares are redeemable al the oplicn of the Company
al $26.50 from January 1, 1985 to August 1, 1989 and thereafter at par.

The holders of Series 1 Preferred Shares have the option, until July 1, 1888, tc convert each Series 1
Preferred Share into two AEC Common Shares, by tendering to the Company the sum of $12.30 wilh
each Series 1 Preferred Share to be converted.

(¢c) Employee Share Option Plan

The Employee Share Optien Plan provides for granting to employees of the Company and ils subsidiaries
oplions to purchase Common Shares of the Company. Fach aption which has been granted under the plan
expires after seven years and may be exercised in cumulative annual amounts of 25% on or after each of the
first four anniversary dates cf the grant.



As al December 31, 1884 the following options 1o purchase Common Shares under the plan were oulstanding:

Price Per Number of

Date Granted Expiry Date Share Common Shares
July 15,1982 July 15,1989 $10.58 233.500
Seplember 19, 1683 Seplember 19, 1990 1767 139,500
Augusl 7, 1984 August 7. 1991 $17.45 180.000
November 13, 1984 November 13, 1991 1902 2.000

555,000

(d) Common Shares reserved
At December 31, 1984, Common Shares were reserved lor issuance as follows:

Conversion of Second Preferred Shares - Series 1 825,030
Shareholder Invesiment Plan 891,883
Employee Share Option Plan 675,750
Share Purchase Plan {presently inactive) 100,108

2,492,771

{e) Alberta Energy Company Act

Pursuant 1o the Alberta Energy Company Actonly citizens or residents of Canada are eligible to purchase, own
or hold voting shares in the Company. in addition, the maximum ownership of any one shareholder, excluding
the Province of Alberla, is limited 1o 1% of the total number of issued and outstanding voting shares of each
class of the Company.

14. Remuneration of directors and senior officers

The aggregate direct remuneration paid by the Company and ils subsidiaries 10 its direclors was $224 000 (1983 -
$183.000) and to its senior officers as officers was 52 015,000 (1883 - §£1,774,000).

Auditors

To the Shareholders of Alberta Energy Company Ltd.

We have examined the consclidaled balance sheet of Alberta Energy Company Lid. as at December 31. 1984 and the
consolidated slaterments of earnings. relained earnings and cnanges in financial position for the year then ended.
Our examination was made in accordance with generally accepted auditing standards. and accordinoty included such
lesls and other procedures as we considered necessary in the circumstances.

In our cpinion, these consolidaled financial statementis present fairly the financial posilion of the Company as at
December 31, 1984 and the results of its operaticns and the changes in its financial position for the year then ended,
in accordance wilh generally accepted accounting principles applied on a basis consistent with thal of the preceding year.

/iq‘x. W lehunre

Chartered Accountants
Edmonton. Alberla
February 6, 1985



Historical Review

N ]
(all dollar amounts, except per share amounts, are in millions} 1984 1983 1982 1981 1980 1979 1978 1977 1976
Financial
Revenue (net of royalties) $ 4842 $ 4621 $ 3741 $ 2851 $232.6 $ 909 $ 548 $ 203 $ 13
Net earnings. before extraordinary items 72.3 62.4 33.6 42.4 57.4 27.4 18.8 14.9 85
Net earnings, after extraordinary items 72.3 62.4 546 297 57.4 27.4 18.8 14.9 8.5
Cash flow from operations 222.6 2119 131.0 90.6 115.6 60.8 325 171 8.2
Petroleum and Gas Revenue Tax 325 295 295 15.6 — — - - —
Oil and gas royalties paid 44.8 66.3 62.0 55.1 43.1 18.3 13.6 76 0.3
Working capital 49.9 51.8 62.5 1.5 10.1 443 141.0 15.5 68.4
Investment in property, plant and equipment 1,323.7 1,1556.3 1,108.2 694.0 593.0 531.9 290.8 206.6 99.3
Long-term debt 577.4 506.3 564.0 518.1 251.8 309.6 209.2 44.6 —
Total assets 1,764.9 1613.3 1.538.9 1.036.9 702.7 651.0 504.1 273.3 216.4
Per Share Data*
Net earnings, before extraordinary items $ 1.22 $ 1.03 $ 057 $ 093 $ 1.26 $ 0.60 $ 0.4 $ 033 $ 0.19
Net earnings. after extraordinary items 1.22 1.03 1.03 0.65 1.26 0.60 0.41 0.33 0.19
Cash flow 4.08 3.87 2.67 1.99 2.54 1.34 0.72 0.38 0.18
Shareholders’ equity 9.84 8.83 8.05 6.37 5.90 4.80 4.27 3.85 3.52
Dividend 0.25 0.20 0.20 0.20 0.15 0.10 — — —
Shares*
Number of shareholders 49,524 52,871 56,894 52,841 54,252 51,725 53,292 54,169 56,394
Common shares outstanding 50,933,122 50,813,255 50.800.755 45,491,255 45,460,505 45,446,505 45,335,553 45272928 45,206,928
Volume of shares traded 7,787,853 9,313,891 6.330.743 4,788,371 9,706,332 8,530,752 5,543,070 5,386,023 7.668.018
Share price range

—High $ 23.25 $ 21.25 $ 20.25 $ 2775 $ 24.38 $ 14.42 $ 6.58 $ 6.42 $ 408

—Low 17.63 13.63 8.00 14.00 12.50 6.21 4.88 3.92 2.83

—Close 19.88 18.25 15.00 16.00 23.88 13.50 6.29 5.88 4.00
Operating Data
Gas production, net before royalties

— billion cubic metres 2.3 2.3 2.0 1.6 1.3 1.1 .8 5 .02

— billion cubic feet 82.1 81.7 715 58.5 46.5 38.3 27.0 17.8 8
Syncrude production (net)

—thousand cubic metres 501.3 648.3 497.8 473.2 470.1 108.0 — - -

—million barrels 3.2 4.1 3.1 3.0 3.0 0.7 - - -
Conventional oil production

—thousand cubic metres 99.2 57.5 20.0 18.3 21.5 20.9 24 .4 12.3 —

—thousand barrels 624.4 3617 126.1 121.2 1354 131.8 153.3 77.4 —
Utility plant output

—thousand megawati-hours 757 903 869 793 809 788 300 - -
Coal production (net)

—thousand tonnes 526 515 672 684 600 488 157 — —

—thousand tons 579 568 741 754 662 538 173 - -
Lumber production, Whitecourt complex

—million board feet 130 121 90 113 115 100 94 63 -
Pipeline throughput

~million cubic metres 11.9 12.2 9.9 9.3 9.1 6.3 1.9 — —

—million barrels 74.7 77.0 62.4 59.1 57.3 39.6 1.7 - -

Financial and operaling data include all results of Chieftain Development Co. Ltd. since August 1. 1982

*Reflects three-for-one stock split
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MATHEW M. BALDWIN PETER L.P. MACDONNELL, Q.C. RAYMOND J. NELSON
Company Direclor Parirer, Milner & Steer President
Edmonlon, Alberla Barrislers & Solicitors Nelson Lumber Company Ltd.
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Partner, JOHN E. MAYBIN GORDON H. SISSONS
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Corporate Information

Offices
#2400, 639 - 5 Avenue S.W.

Calgary, Alberta T2P OM9
(Executive Office)

#1200, 10707 - 100 Avenue
Edmonton, Alberta T5J 3M1
(Head Office)

Registrar and Transfer Agent—
{Common Shares and First Preferred Shares,
Series A)

The National Victoria and Grey Trust Company
Calgary, Edmonton, Vancouver, Winnipeg, Toronto,
Montreal, and its agent, Canada Permanent Trust
Company in Regina and Halifax

Registrar and Transfer Agent—
(Second Preferred Shares, Series 1)

The Royal Trust Company
Calgary, Edmonton, Vancouver, Winnipeg, Toronto,
Montreal, Regina and Halifax

Auditors

Price Waterhouse
Chartered Accountants
Edmonton, Alberta

Stock Exchange Listings

The Alberta Stock Exchange
The Montreal Exchange

The Toronto Stock Exchange
Vancouver Stock Exchange

Subsidiaries
Alberta Qil Sands Pipeline Ltd. 100%
Alenco Holdings, Inc. 100%
Blue Ridge Lumber (1981) Ltd. 100%
Chieftain Development Co. Ltd. 56%
Ranger Forest Products Lid. 100% Annual Meeting
Affiliates ;
2 - 2 The annual general meeting of shareholders of Alberta
AEC-Paver L. (5U% valing) 667 Energy Company Ltd. will be held in the Alberta Room,
Pan-Alberta Gas Ltd. (40% voting) 50% Palliser Hotel, 133 - 9 Avenue S.W., Calgary, Alberta, at
Pan-Alberta Resources Inc. (40% voting) 50% 3 p.m. local time on Wednesday, April 10, 1985,
Steel Alberta Ltd. 50%

. . Copies of the Company's 1984 annual report may be
Major Joint Ventures obtained by contacting the office of the Corporate
Ethane Gathering System 3313% Secretary of the Company at Alberta Energy Company
Coal Valley Project 25% Ltd., #2400, 639 - 5 Avenue S.W., Calgary, Alberta

Syncrude Project 10% T2P OMS.






