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THE COVER

The cover reflects our growth and
diversification since AEC first began
operations with a small group of people
more than a decade ago. The confidence
shown by AEC's original shareholders
has enabled the Company to develop a
solid base as a substantial oil and gas
exploration and production company,
an oil pipeline company, a significant
participant in Syncrude, a forest products
company. and a joint-venture owner

in petrochemicals and coal. These
investments, coupled with our financial
strength and the abilities and dedication
of our people, provide a firm foundation
for our second decade.
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HIGHLIGHTS

FINANCIAL PERFORMANCE
s el earnings increased by 11 percent e [‘unds flow per share increased e (apital investments included
1o 580.5 milllon, another record. 25 percent 1o 5511, 5223 million in oil and gas exploration
. . o I welopment: 542 million in
e Nl earnings per share increased s ALC purchased 6.2 million common E;?;icﬁr;\teo\p ;Ifsit)l;‘ 333 IIWI‘lii)liOH in
18 percent to 51.44. shares. reducing commeon shares Pl FExp .

the Syncrude project and S22 mitlion

outstanding tc 44.9 million and S )
in forest products development.

issued 575 million of convertible
preferred shares.

e Funds provided from operations
increased by 15 percent 1o
$255.5 mullion. another record.

CONVENTIONAL OIL AND GAS

e [he Western Accord. combined with e AEC Oil and Gas Company was [op e The Primrose [ ake heavy oil pilot
new provincial royalties and incentives operator in Canada for 1985, drilling produced its one millienth barrel.
to be phased in over the nex! three 725 development and exploratory Regulatory approval was received for
vears. will substanvally reduce wells, with participation in 156 (wo 25.000 barrel per day joint-
taxation. additional wells operated by others. venture commercial heavy oil projects

. ) . . ‘ rimrose
o Production ¢f conventional oil and at Primrose

nalural gas was a1 record levels,

SYNCRUDE PETROCHEMICALS
e svncrude achieved a new crude ¢il preduction record e AEC is investing 5105 million in a new ARC/Cominco
ol 128.570 barrels per day. fertilizer joint venture.
PIPELINES FOREST PRODUCTS
* A major expansion of the Celd Lake heavy oll pipeline e Operating efficiencies and record production levels allowed
was completed. lumber operations to show positive funds low and income
contributions,

o The voiume of ol transported via AEC-operaled pipelines
grew by 33 percent. to an average 172.000 barrels per day. At
vear-end. the throughput rate was 213.000 barrels per day.
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AEC AT A GLANCE

THE FOUNDATION OF AEC—
OUR PRINCIPAL INVESTMENTS

Alberta Energy Company is a
wholly Canadian owned, Alberta-
based company, involved in the
exploration, development and pro-
duction of natural resources. A
summary of the principal investments
of AEC is given below.

0il and Gas

¢ One of Canada’s top 10 natural gas
producing companies, with proven
natural gas reserves of 1.7 trillion
cubic feet and a remaining reserve
life of 19 years at 1985 production
rates.

¢ A growing producer of conventional
oil, with proven reserves of 20
million barrels and a remaining
reserve life of 19 years at 1985
production rates.

e Interests averaging 51 percent in
6.2 million acres of 0il and gas
properties in Canada.

e Participation in international
production and exploration through
56 percent ownership of Chieftain
Development. The market value of
AEC's Chieftain ownership at 1985
year-end was $150 million.

e Owner of a 10 percent equity
interest, and a royalty interest on
an additional 10 percent, of the
$2.7 billion Syncrude oil production
facility. Also, a 67 percent owner
of the $293 million Syncrude power
plant.

¢ One-half owner of a company
engaged in the purchase and sale
of Canadian natural gas.

s Owner of a 25 percent interest in a
$150 million natural gas liguids
extraction plant.

e In-situ heavy oil sands resources of
14.5 billion barrels in place. Two
25,000 barrel per day commercial
heavy oil projects have received
regulatory approval.

Pipelines

e Owner and operator of two major
intra-provincial pipeline systems
transporting synthetic crude oil and
Cold Lake heavy oil production. At
the end of 1985, AEC had 760 miles
of pipelines in operation with daily
throughput of 213,000 barrels per
day. The Company is also one-
third owner of the 545-mile Alberta
Ethane Gathering System.

e Alberta's largest intra-provincial
oil pipeline company.

» [nvestment in pipelines at year-
end 1985 totalled $285 million.

Petrochemicals

e Upon completion of a $105 million
nitrogen fertilizer plant and
associated facilities currently under
construction, AEC will be a 25
percent participant in the entire
Alberta nitrogen fertilizer business
of Cominco. Cominco has been a
producer and marketer of fertilizer
under the “Elephant Brand”
trademark for over 50 years,
and requires more nitrogen fertilizer
production capacity to serve its
customers.

Forest Products Operations

= Owner and operator of a 135 million
board feet per year lumber mill in
Alberta.

* Also owner of a 50 million square
foot per year medium-density fibre-
board plant scheduled for comple-
tion in 1986.

e Holder of 1.1 million acres of
timber rights in an Alberta forest
management area.

e Investment in forest products
operations at year-end 1985 totalled
$65 million.

Coal

» Twenty-five percent owner of an
Alberta thermal coal mine with
reserves of 7.2 million tons and
producing reserve life of 15 years
at 1985 rates. This mine is producing
at a profit and has an agreement
for long-term, take-or-pay sales.

s Investmenlt in coal at year-end
1985 totalled $42 million.

Portfolio Investments

e AEC owns 17.7 percent of British
Columbia Forest Products Limited
and 10 percent of IPSCO Inc., a
western Canadian-based steel pipe
producer.

e The market value of these two
investments at year-end 1985
totalled $121 million.



PRESIDENT'S REMARKS TO SHAREHOLDERS

A FIRM FOUNDATION

The mtormation on the

preceding pages tlustrales whal
Albena Energy Compdny is loday.
The Company’s resource basce is
very strong indeed: it has a sound
financial position. strong funds flow
and a fine team of highly qualified,
dedicated people.

1981 1982 1983 1984 1985
FUNDS PROVIDED FROM OPERATIONS
(S MILLIONS)

1985 was another vear of
progress with significant new additions
10 our assel base through new capital
programs and the initiation of new
projects. Production of natural gas.
ol and lumber. as well as pipeline
throughpuls were al record levels.
Fach one of our business areas
contributed positively to funds flow
and net earnings. Net earnings and
funds flow grew 1o record fevels.
the fifth consecutive year that
steady growth has occurred. AEC was

1285

SOURCES OF FUNDS FLOW BY SEGMENT

Funds provided from operalions increased by 15 percent to $255.3 million, another record.

Canada’s top driller of ¢il and gas
wells in 1985, Synorude production
wads dl a recerd level, and work on
new production [acilitics procecded
very well. Compleuon of a major
new pipeline on iime and within
budgel was another highlight. Delails
of these and olher activitics are
outtined further on in this report.

FUNDS FLOW

NET EARNINGS

1981 1982 1983 1984 1985

FUNDS FLOW PER COMMON SHARE AND
NET EARNINGS PER COMMON SHARE

Net earnings per share increased 18 percent. ..
funds llow per share increased 25 percent.



PRESIDENT'S REMARKS TO SHAREHOLDERS

PLANS FOR 1986

1986 is expecled to be another
vedar ol signlicant investmentin AEC's
prncipal natural resource businesses.
The level of capital expenditure by the
Company presently 1s being assessed
and will refiect the impact of the decline
im oil prices which occurred early in
the vear. The Company will be making
investments inoiland gas exploration
anddevelopment, equipment for pro-
duction mcreases at Syncrude, oil
pipelines, lorest products and fertilizer
proguction facilities.

Ourinvestment in oil and gas
will include conventtonal exploration
and development. As well, we expect
to participate in the recovery of heavy
oil from both the Primrose “in-situ”
oii sands (deeply buried oil sands
where heavy oil is recovered using
steam injection) and from mineable
oil sands at Syncrude. AEC believes
that future years will see a good

1981 1983 1984 1985

NET EARNINGS
(5 MILLIONS;)

MNet earmings increased 11 percent to $80.5
mithon, another record

demand for both the heavy oil
produced ai Cold I.ake Primrose and
the high quality light oif product
produced at Syncrude. North America
is noi self-sufficient in il production.
and these o1l sands ventures will be
vital as product:on of conventional
ol declines in Canada and in other
non-OPEC countries. Oil sands ven-
tures have long lead nmes before
going on production, making new
capital invesument decisions more
challenging at this time of very
unstable o1l prices. llowever, ALC
behieves that the non-OPEC oil
supply will lessen and that markets
will strengthen as we move into the
next decade.

Similarly, the North American
nalural gas market will sirengthen
and current expioration investments
are in preparation for that demand
growth. In the meantime, AEC will
dedicale greal effort 1o aintaining
its existing gas marketing arrange-
ments and identifving new markets.

1981 1982 1983 1984 1985

CAPITAL INVESTMENTS
($ MILLIONS)

There are gas opportunities thar can
be prefitably pursued.

ALC's investment over Lhe next
(wO vears in a new nitrogen fertlizer
facility is a unigue and promising
venture. The plant will use hydrogen
and nitrogen teedslocks produced at
nearby petrochemical plants. very
substantially reducing the costs
relative to other facilities of similar
size. Completion of this facility in
mid- 1987 will see additional funds
flow coming as a result of AEC's
2h percent participation i all
of Cominco’s Alberta-based nitrogen
fertilizer business.

Capital expenditures in forest
products during 1986 wilt complete
the construction of a plant to preduce
medium-densily fibreboard  a pre-
mium wood product. This investment
fulfills a commitment that was made
to maintain our gwnership pesition in
L1 mithion acres ol ituber rights.

OIL & GAS
64%

COAL
1%

FOREST ¢
PRODUCTS 6% gl

PETROCHEMICALS 2%

1985

CAPITAL INVESTMENTS BY SEGMENT

1985 was another vear of progress wilh sigrificant new addilions lo cur assel base through new

capilal programs and *he initiation of new grojects.



SOME FUNDAMENTALS IN
OUR FUTURE DECISIONS

AEC will concentrate on the
natural resource businesses in which
we currently function. Unless there
is a special strategic advantage in
doing otherwise, our intent is to
structure investments so that we share
directly in funds flow and tax credits
from these ventures. When AEC is
working in an area where in-house
experience has not been adequately
developed. we will work with proven
expertise, as is illustrated by the
Cominco fertilizer joint venture.

The Alberta government's
commitment to participate as a
shareholder but not in the manage-
ment of the Company is further
evidenced by its reduction in
ownership to 37 percent. This was
accomplished by our 1985 purchase
of 6.2 million common shares held by
the Government. AEC has no current
intent of further share purchases from
the Government and, to the best of
our belief, the Alberta government
has no current intent of selling more
of its shares.

1986 investments are expected
to be profitable and to add signi-
ficantly to funds flow and revenue
in the years ahead. There are other
sources of revenue which should be
realized in the future: our conventional
oil and gas exploration program-—
only four years old—is beginning to
produce significant revenues; we
have more natural gas developed and
ready for new sales opportunities;
returns from our pipeline investments
are growing: and development of
our 14.5 billion barrels of heavy oil
in place at Primrose will be of
growing importance.

1986 OUTLOOK

Revenues from natural gas sales,
which represent our largest source
of funds flow, are expected to remain
firm for 1986, reflecting the quality
of contractual arrangements made
in the past. Pipelines and other cost-
of-service investments also will
continue to provide a stable source
of earnings and funds flow.

This is a time of great uncer-
tainty in crude oil prices, and these
days a confusing array of signals is
regularly reported. Nevertheless, over
time there will be some offset: the
Western Accord and other changes
to government policy will gradually
reduce taxation and royalty levels
beginning in 1986, becoming signifi-
cant in the following two years.

In early 1985, AEC assessed its
position and strategy should oil prices
decline to (U.S.) $25, 520 or even 515
per barrel. Regrettably, that analysis
has proven necessary and our strat-
egies will be altering when the new
base price for crude oil has been
established. Currently, there is too
much fluctuation to adequately esti-
mate the settling point.

All factors considered, even if
the international oil price were to
be (US.) 515 per barrel (which equates
to (Cdn.) $20 per barrel for equivalent
crude in Alberta), AEC anticipates
that in 1986 it would have funds
flow in excess of $200 million. That
still would be a very large funds
flow—less than we would like but,
nevertheless, a significant sum for
profitable investment opportunities.

David E. Mitchell
President and
Chief Executive Officer



OIL AND GAS,

Qur investment in oil and gas will include conventional oil
and gas exploration and development. As well, we
expect to participate in the recovery of heavy oil.



AEC CONSOLIDATED
RESULTS

The exploration, production,
landholdings and reserves dala
oresented on this page and on the map
on page 8 refllect consolidation with
Cheeflain Development Co. Lid.
Information specific to AEC Qil and
Gas Company is found on pages 9
through 17.

Western Canadian Reserves Position

Atvear-end. remaining weslern
(‘anadian proven natural gas reserves.
based on estimates by independent
consulting firms. were 1.630 billion
cubic feet alter production of 85 billion
cubic feet during the vear Gas reserve
life is 19 years at (985 production rates.

Proven conventional oil reserves in
western Canada increased 10 14 million
barrels by yvear-end. At 1983 production
rates the reserve life is 19 years.

Western Canadian Exploratory and Development Well Drilling Levels

on

Gas

Cased Awaiting Evaluation
Dry and Abandoned

Total

1981 1982 1983 1084 1985

AVERAGE DAILY WESTERN CANADIAN
GAS PRODUCTION
(MILLION CUBIC FEET)

Independent consultants estimate
that the Company holds additional
probable oil and gas reserves of
8 million barrels and 147 billion
cubic feel, respectively.

International Activities

In addition (o i1s considerable
activities in western Canada. Chieftain
holds significant reserves and is involved
internationally in oil and gas exploration
and production. Por delails see page 8.

1985 1984 19873
] Gross Net L Gross Net GTOSsS Neti
220 117.9 58 17.7 67 25.1
H87 5689 180 1649 B4 14.8
18 a.1 73 24.2 10 2.6
129 L 54.1 96 405 34 16.8
954 7 747.0 407 2473 165 59.3

1981 1982 1983 1984 1985

AVERAGE DAILY WESTERN CANADIAN
CONVENTIONAL OIL PRODUCTION
{BARRELS)

Production of cenventional ¢il and natural gas was at record levels.

1982 1983 1984

1985

WESTERN CANADIAN PETROLEUM AND
NATURAL GAS LANDHOLDINGS

{GROSS MILLION ACRES)



FORT
NELSON

FORT
ST. JOHN

BRITISH COLUMBIA

WESTERN CANADA OIL & GAS INTERESTS

OIL AND GAS

L

T

@® CALGARY
-

8 e

MEDICINE HAT @

h "
n Fodhs :
- '.;;t'
. i1

SASKATCHEWAN

@ REGINA

Inlerests averaging 51 percent in 6.2 million acres of oil and gas properties in Canada.

AEC Interest Lands

Natural Gas Well

Ol Well

Heawy O4 Commercial Projecl
Heavy Oil Piol




AEC OIL AND GAS COMPANY
Activity Summary

AEC Oil and Gas Company, a
Division of Alberta Energy Company
Ltd., continues as one of the most
active companies in western Canada.

“AEC was Canada’s top driller of
oil and gas wells in 1985

Highlights of the 1985 program are:
exploration success in the Senex/Trout
area, the Tangent/Eaglesham area, and
the Keg River Basins; initiation of
significant development drilling in the
Trout discovery area; the initiation of

a major exploration program in the
Caribou Lake area of Primrose: long-
term production testing at Desan; 557
shallow gas wells drilled on the Suffield
Block; the infill drilling of a major ail
pool in Suffield: and regulatory approval
for two 25,000 barrel per day joint
venture heavy oil projects ar Primrose.

“The Western Accord, combined with
new provincial royalties and incentives
tn he phased in aver fhe next three years,
will substantially reduce taxation.”

The Western Accord provides for
substantial changes to government
policies concerning the royalty, taxation

and investment incentives applying

to the oil and gas industry. The
combination of these changes enhances
the economics of AEC’s new oil and
gas investment opportunities and the
value of the Company's oil and gas
assets. These changes. to be phased in
over the next three years, will provide
a more positive investment environment
over the longer term.

AEC Oil and Gas Company 1985 Well Statistics

Exploratory
Operated Non-Operated Farmout Total
Gross  Net Gross Net Gross  Net Gross  Net
Oil 13 6.8 25 6.5 4 0.6 42 139
Gas 5 3.6 8 2.8 ! 0.5 14 6.9
Cased Awaiting
Evaluation 8 3.0 - 2 0.3 10 33
Dry and Abandoned 13 8.9 47  16.2 34 152 94 403
Total 39 223 80 255 41 16.6 160 64.4
Development
Operated Non-Operated Farmout Total
Gross Net  Gross Net  Gross Net  Gross Net
Oil 129 90 26 8.5 4 1 159 995
Gas 557 557 2 0.4 — - 559 5574
Cased Awaiting
Evaluation - - 1 0.3 - - 1 03
Dry and Abandoned — ~ - 2 0.6 - - 2 0.6
Total 686 647 31 9.8 4 1 721 657.8
Total Wells 881 722.2
AEC Qil and Gas Company Petroleum and Natural Gas Landholdings
(Acres)
1985 1984 1983
Gross Net Gross Net Gross Net
Alberta
-Suffield 645,603 641,354 642408 640,360 619907 616,403
-Primrose 1,275,200 1,061,502 1,275.200 1,059,582 1,275.200 1059582
-Other 1,381,682 488,620 1289417 406,147 1,156,900 296,161
Saskatchewan 87,809 54,096 31,153 24,504 23,408 19.426
British
Columbia 449,252 154,649 471249 151,334 384213 93,840
Beaufort 349,780 9,551 136615 2614 - -
Total 4,189,326 2,409,772 3,846,042 2284541 3459628 2085412
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OILL AND GAS

In respanse to the increasingly
compelitive markel environment
created by these policy changes. the
Company has strengthened its oil and
gas marketing capability. These
marketing cfforts are directed at ensuring
that maximum value is realized for oil
and ratural gas production, and that
sales channels offering the lowest cost
and risk are utthzed. The Company’s
marketing strategy will be (o retain its
current foundation of [irm long-term
contractual arrangements and to obtain
new markets in which it can develop
and sustain a competitive advantage,

A significant exploration program
is expected to continue in [986. There
will be a shift in emphasis 1o the
evaluation of existing exploratory lands
in contrast o the emphasis on expan-
sion ol the western Canadian land base
which occurred over the first four
vears of AECs exploration program.
The Company's lands are well positicned
in major plays. 1886 will see continu-
ation of the exploration programs at
Senex/Trout. Tangent/Eaglesham and
in the Keg River Basins of Alberta.
Drilling also is planned for the natural
gas prone areas of western Alberta and
the IF'oothills and selected areas of
Saskatchewan and British Columbia.

SENEX/TROUT
@ ceCimerestwel 7 Suspended Well
s Qil Weli & Injection Well
& Gas Wwell <> Abandoned Well
« Cased Well =] Location: Dnlling
Awaiting Exalnation [ AEC Interest Lands

Exploration success in the Senex/Trout area...




Exploration

Activity increased in the Keg River
Basins with seven wells drilled in 1985
resulting in five oil discoveries and
one gas discovery. Ten explorarory wells
are planned for the play in 1986 as
well as development drilling follow-up
on two of the recent discoveries. AEC
has an average 55 percentinterest in
34.400 acres in the Keg River Basins in
addition to 14,000 acres under option
in the Shekilie Basin.

“Similarly, the NorthAmericannatural gas
market will strengthen and current
exploration investments are in
preparation for that demand growth.”

Three exploratory wells were
drilled in the Tangent/Eaglesham area
during 1985, resulting in two oil
discoveries. At year-end, AEC had an
average 48 percent interest in three
wells producing at an average rate of
90 barrels per day per well. A further
six exploratory wells are planned for
this area in early 1986.

In the Desan/Helmet area of north-
eastern British Columbia. as many as six
exploratory wells are planned for
1986. The Company has a large acreage
position along the trend and plans to
continue exploratory work.

R22WSM

T81

TANGENT 0 ? 4 @
————
. AEC Interest Vel <+ Abandoned Well tiles
s O Well < Location/Drilling
@ Gas Well [0 AEC Interest Lands

o Suspended Wl

Three exploratory wells were drilled in the Tangent/Eaglesham area during 1985,
resulting in two oil discoveries.



OIL AND GAS

Over Lhe past three years. the
Company has accumulated interests
in 88.000 acres in Saskalchewan, mainly
along the oil bearing trends in the
southeast and the shallow gas trend in
the southwestl. In southeastern Sas-
kalchewan the Company has acquired
an average working interest of 74 percent
in 33,000 acres and participated in the
drilling of eight wells on the lands.
These wells have resulted in the dis-
covery and confirmation ol tw oil fields
al Manor and Queensdale. In 1986, six
explaratory wells are planned in addition
to further development. drilling.

A joint venture agreement has
been reached with Husky Oil Operations
L1d. 1o conduct a major joint exploration
prograin on the 238.000 acre Caribou
Lake area of the Primrose Range. These
Jlands hold potential for both conven-
tional oil and gas and [or heavy oil
sands. The exploratory program has
commenced and will continue over the
nexli three years.

ALC's obhgation under the large
farmin arrangement made with Gulf
Canada Resources Inc. was completed
at year-end.

RIW2M 34 R33WIM
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MANOR/QUEENSDALE
. AEC Interest Well p=3 Injection Well

Ol Well e Location/Drilling
4 Abandoned Well [0 AEC interest Lands

&  Apandoned Oil Vel

The driliing of eight wells has resulted in the discovery and confirmation of two oil fields
at Manor and Queensdale.



The second major program at Suffield was anintenseinfill oil development program undertakenin the Seuth Jenner poolin lhe northwesl carner of
the Block, where AEC has a 70 percent working interest.

Production and Development

During the year an agreement
was reached with a Suffield area gas
purchaser which resolved the dispute
that had arisen as a resull of the pur-
chaser failing to pay for gas nol taken.
During the contract year ending October
31,1985 the purchaser ook only
23 percent of its obligation. The new
agreement will allow the purchaser
o make up past deficiencies over the
next Lwo years.

In response to the posttive
environment created by the Western
Accord and provincial royalty and
incentive changes. two major develop-
ment programs were undertaken on
the Suftield Bleck in southeastern
Alberta. In one program. 400 shallow
gas wells were drilled as an additional
step in developing the full production
and recovery potential of the larde
Suffield reserves.

“We have more natural gas
developed and ready for
new sales opporrunities ...”

There are now approximartely 3,100
producing gas wells at Suffield, making
it the largest North American natural
das field owned by a single operator.
The Company's sound natural gas pro-
duction base combined with significant
sales contract flexibility will provide
an advantage in pursuing new marketing
opportunitics.

‘The second major program art
Suffield was a large infill oil development
program undertaken in the South Jenner
pool in the northwest corner of the
Block. where AEC has a 70 percent
working interest. A total of 126 oil
wells were drilled. and construction of
pipelines and oil processing facilities
is underway.



OIL AND GAS

REWAM

SUFFIELD BLOCK DETAIL

1985 Inhil Qil Onilling Program
1985 Gas Drilling Program
Suffield Heavy Oil Pilot

South Jenner Cil Feol

AEC Interest Lands

SUFFIELD BLOCK 0 3 &
——
Miles

® 1885 Gas Drifhing Program
A Compressor Stations

. AEC Interes! Lands

There are now approximately 3,100 producing gas wells at Sufiteld, making it the largest
North American gas field owned by a single operator.




ALC has a 30 percent interest in
a significant new oil pool discovered in
1984 11 the Senex, Trout area in north-
central Alberta Six delineation and
developrnent wells have been drilled
and addinonal development drilling will
be undertaken in 1986 10 lully develop
the pool. A 1.500 barrel per day ol
treatng lacilily is expecied (o be
operanonal in early 1986.

“ALC has a 30 percent interestina
significant new oil pool discovered
in 1984 in the Senex/Trout arca
in northcentral Alberta.”

The installation of facilities and
roads In the Desan area of northeastern
British Columbia. in which the Company
nelds a 30 percent working interest.
has allowed continuous production from
nine wells since August. Production has
been averaging 30 banels per day per
well. Work is proceeding this winter
io tie-in five additional wells Significant
reserves of oil in place have been
delinealed. but the ability 1o produce
the oil economically is limited by the
remoteness of the area, which leads to
high field operating and oil transpor-
tation costs. The challenge here is to
hoth enhance well productivity and
reduce costs so thal large scale
development can take place.

ALC Ol and Gas Company’s oil
development program resulled in growth
of daily conventional ¢l production
from 905 barrels at the beginning of
1985 (0 2,113 barrels by year-end. Dauly
gas production averaged 204 million
cubic feetl for the year, up four percent
from 1984

TROUT
@ EC Interest il
* Ol well

@ Cased Well nwaiting Evaluation
il Injection Well

o Abandoned Well
D AEC Interes! Lands
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OIL AND GAS

COMMERCIAL PROJECT

Ipiatik |l
West East
T73 (6.4 Billion Barrelsy* (12.5 Billion Barrels)*
%
Caribou Lake
Exploration Area
T70
Fisher Creek Burnt Lake
; e ilbo Baie) s (141 Billion Barreis)* EXPLORATION
ey Exploration Area
L
N ¢
PRIMROSE RANGE
Q 5] 12
€ Commercial Project [T AEC interest Lands ——
. Iptatik Heavy Oil Pilot *  Gross Heavy Oil In Place g

. Single Well Test

SINGLE-WELL TEST
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In-Situ Heavy Oil

Unlike the oil recovered by mining
in the Syncrude project, heavy oil in
other areas is more deeply buried. The
thermal processes required to recover
this oil must be applied in the under-
ground rock or sands where the oil is
present. This technique is termed
“in-situ” recovery.

The Company is actively involved
with in-situ projects at both Primrose
and Suffield. Exploration to date on the
Primrose Range has found very large
quantities of heavy oil; the Company’s
share is approximately 14.5 billion
barrels of heavy oil in place.

“In-situ heavy oil sands resources of
14.5 billion barrels in place.
Two 25,000 barrel per day commercial
heavy oil projects have received
requlatory approval.”

Primrose

Continued drilling activity on the
Primrose Range since 1978 and the
success of recent pilot operations has
led to the injtiation of commercial
projects in the Burnt Lake region.

The 25,000 barrel per day Burnt
Lake Thermal Project operated by
Suncor Inc. is in the early stages. Plans

call for the project to be constructed

in four phases, each with a daily output
of 6,250 barrels. AEC may elect a 25
percent working interest, a net profits
interest or a combination of working
interest and net profits interest.

Governmental authorization also
was received for the 25,000 barrel
per day Primrose Commercial Project
operated by Dome Petroleurn Limited.
AEC has the same participation rights
as in the Burnt Lake Thermal Project.

AEC expects that the development
rate of these two substantial heavy
oil projects will continue to be reviewed
as oil pricing trends become clearer.

In other parts of the Primrose
Range activity is at an all-time high,
with exploration continuing in two
areas. In the Fisher Creek region, 26
wells will be drilled by Esso Resources
to complete the exploration program
with a total of 67 wells. A single-well
steam stimulation test is scheduled to
further delineate the heavy oil potential
identified in this area.

In the 400-square-mile Caribou
Lake region, AEC is participating in a
524 million joint-venture exploration
program with Husky Oil Operations
Ltd. A 210-mile seismic program is
under way, and drilling has commenced.
AEC and Husky are planning a multi-
year, 85-well exploration program. If
potentially commercial heavy oil sands
deposits are identified, the companies
will conduct a $20 million pilot project.
Husky has acquired a 50 percent
interest in the petroleum and natural
gas rights held by AEC, and has the
right to earn up o a 50 percent interest
in heavy oil sands rights plus an
additional 10 percent interest in
a I5-square-mile area.

In the Ipiatik Lake region the
Company has a 60 percent working
interest in a steam recovery pilot,
now in its second year of operation.
The original wells are currently in the
third cycle of “huff-and-puff” steam
injection and production. The com-
mercial application of conventional
“huff-and-puff” technology in this area
has not yet been confirmed, and three
wells recently have been added to the
project in order to test new techniques.
To the south of the main pilot plant,
two single-well steam tests are under
way to evaluate the potential of heavy
oil bearing formations below the one
being tested at the main pilot site.
Primrose is a 2,000-square-mile area,
and reservoir conditions at Ipiatik are
quite different from those in other
parts of the Range.

Suffield

Participants in the Suffield heavy
oil in-situ combustion project (SHOP)
have agreed to extend operations
beyond the original project life. Results
continue to indicate that the technology
is applicable to this area and that further
experimentation is warranted. The
largest heavy oil pool in Suffield contains
76 million barrels of oit in place, and
in-situ methods are being tested there.



OIL AND GAS

Chigflain operales the Hythe-Brainard gas processing planl in northwestern Alberta.

CHIEFTAIN DEVELOPMENT CO. LTD.

ALC owns 56 percent of the voting
shares of Chieflain, which is engaged
in Canadian and international oil and
gas explordation and development.

In this reporl. Chieftain's financial,
exploration and production results, as
well as landholdings, are consolidated
except where specific activities of AEC
0l and Gas Company are discussed.
IHighlights of Chieftain's 1985
activities follow.

Natural gas production averaged
30 milion cubic feet per day. Oil
production averaged {.558 barrels per
day. Chieflain acquired producing

properties in the United Statcs and
participated in drilling 93 exploration
and development wells in Alberta. the
L.5. and the North Sea.

“Participation in international production
and exploration through 56 percent
ownership of Chieftain Developiment.”

Proven oil reserves at vear-end
were estimated by independent con-
sultants to be 13.4 million barrels. Proven
natural gas reserves were approximartely
399 billion cubic feet at year-end,
Independent consultants estimate that
Chiefrain bolds additional probabie
oil and gas reserves of 2.6 million barrels
and 66 billion cubic feet, respectively.

Landholdings in western Canada.
the United States. the North Sea,
Australia and the Middle East totalled
5.722.000G gross acres or 2.201.800
net acres at December 31, 1985,

Expioration achivity concentrated
on oil prospecls in Alberta where
(hieftain participated in successful
exploratory and development drilling
at Seal, Slave. Loon and Sawn lakes
in the East Peace River Region:
at Gold Creek, Gordondale, Pouce Coupe
in 1he West Peace River Region, and
at Medicine Lake in central Alberta. In
the US., Chieftain participated in two
oil discoveries in the Williston Basin of
North Dakota, and two gas wells on
Matagorda Block 604 in the Gull of
Mexico. Chieftain's landholdings. at
December 31, 1985, included 761.000
net acres in weslern Canada and
378.000 net acres in the United States,
of which 67,000 net acres were in the
Gulf of Mexico.



A nazlural gas liquids extraction plant makes a significant contribution 1o earnings.

PAN-ALBERTA GAS LTD.

Pan-Alberta Gas Ltd.. half owned
bv AEC. maintained its position in 1985
as one of the top two Canadian
exporters of natural gas to the U.S.

“Pan-Alberta Gas continues to provide
an important service to Canadian natural
gas producers. marketing 10 percent of
ail gas produced in Canada.”

I‘or the contract vear ending
October 31 1985, Pan-Albenia increased
its exporl volumes to 214 billion cubic
leer. 52 percent higher than a year
earlier. Domestic sales increased by
12 percent to 52 billion cubic feet.

In both Canada and the United
States, further steps were taken towards
deregulation of natural gas markets. In
Canada, an October 1985 agreement
between the federal government and the
producing provinces provided for phased
price deregulation and grearer access
1o domestic and export markets. In the
United States, new regulations by the
Federal Energy Regulatory Commission
reinforced the trend toward increased
competirion involving pipeline sales
and direct short-term sales. Pan-
Alberta responded to these changes
in market conditions by negotiating
scheduled adjustments in existing
contracts with its major U.S. buyers
and developing arrangements to
participate in the direct sale or
spot market,

Pan-Alberta Gas continues to pro-
vide an important service to Canadian
natural gas producers. marketing
10 percent of all gas produced
in Canada,

NATURAL GAS LIQUIDS
EXTRACTION PLANT

ALC has a 25 percent inlerest.
through & Pan-Alberta aftiliate. in a
natural gas liguids extraclion plant.
The natural gas liguids from this plant
are sold on a cost-of-service basis.
This invesument makes a significant
contribution to earnings.



In the Syncrude mine three feeder breakers and a very
large electric mining shovel were added. Four tailings
oil recovery vessels and a naphtha recovery unit were
installed in the extraction area.




SYNCRUDE

synerude 1s the largest plant
producing synthetc crude oil from
mincabic oil sands i the world. 1985
was the most profitable and productive
vedar sinee productuon commenced in
1978 svntheac oil shipments were
469 million barrels compared with 31.5
million barrels in 1984, AEC’s 10 percent
ownership of Syncrude’s remaining
proven synthetic oil reserves is estimated
o be 119 millien barrels. and the reserve
iile ol the entire project is 25 years at
1985 produclion rates.

The 49 percent increase in pro-
duction is attributed to an outstanding
effort by an increasingly experienced
team of Svncrude employees as well as
reliability and efficiency improvements

i 1981 '17982 1983 1984 1985
ANNUAL SYNCRUDE PRODUCTION
{(MILLION BARRELS;

incorporated into the plant. 1985 cash
operaung costs were the lowest in
Syncrude’s seven-year historv. reflecting
these improvements. Cash operating
costs, which exclude interest on
INVESTMent. depreciation. corporate
tax. Pewroleum (as Revenue Tax. and
Crown payments. declined to $17.74
(LS. s12.50) per barrel. Although
1985 was an outstanding year. sig-
nificant opportunities remain for
improved performance.

Effective June 1. 1985, under
the tlerms of the Western Accord, the
regulated sysiem for deterrmining the
Canadian oil price was removed leaving
compertitive market forces to determine
price. The YWeslern Accord also resulled
in phasing our of PGRT commencing
it 1986 with its eventual elimination
by 1989. This is particularly significant
since PGRRT has been a severe financial
encumbrance since it was imposed
in 1982

[n 1983, the Province of Alberta
agreed to defer a portion of its rovalties
for a five-vear period in order 1o
encourage new capital ivestment in
the plant. In response. Svncrude
embarked upon a S1.5 billion imvestmeni
program to improve plant reliability
and efficiency and (o increase
production.

“Syncrude achieved a new
crude oil production record of
128,570 barrels per day.”

1985 saw continued progress
towards the completion of these new
facilities. In the mine. three feeder
breakers were installed which allow
the oil sands previously hauled by
truck to the extraction plant to be
transported by a more cost-effective
convevor belt system. A very large
electric mining shovel. which is
expected 10 be less costly than existng

hvdraulic shovels. was commussioned.
In the exrraction area. four 1ailings oil
recovery vessels were added Lo increase
the recovery of bilumen by approxi-
mdiely 6.000 barrels per day. and a
naphtha recovery unit was installed
which recovers approximartely 2.800
barrels per day of naphtha thal was
previously being lost

When this five-vear capacity
addition program is completed in 1987,
producton capacity should exceed
140.000 barrels per dav.

Synerude emiploys 4,520 people
directly and. in additon. during 1985
an average of 1140 contracl emplovees
worked at the site construcung new
lacilities and providing mamltenance
services.

AEC owns 10 percent ol Syncrude
and relaing an average 7 percent gross
overriding rovalty on an additional 10
percent of producuon.

AEC Power Lid.

Jhrough ALC Power Lid.. AU
holds a two-thirds interest in the
£293 million power plant which supplies
the utilities for Svncrude



The volume of ¢if transported via AEC-operated pipa[}fw 5,
grew by 55 percent to an average 172,000 barrels per




I'he pasl yvear was one cf
connnued growth for AEC's pipeline
operations. ALC new transports more
o1l than any other intra-Alberta pipeline
company, ixpansions were completed
on both the Alberta OQil Sands Pipeline
and the Cold Lake heavy oll pipeline
(0 support increased productlion from

“Alberia’s largest intra-provincial o1l
pipeline company.”

the Trort McMurray and Cold Lake
regions, respectiveiy. The Alberta Ethane
Galhering System. ol which AEC owns
one-third, experienced an increase

in throughput in support of enhanced
oll recovery schemes based on

ethane flooding.

ALBERTA OIL SANDS PIPELINE

Alberla Oil Sands Pipeline 11d., a
wholly owned subsidiary of AEC. owns
and operates the 270-mile pipeline from
the Syncrude plant at Fort McMurray
o Ldmomon. All of the synthetic crude
oil manufactured by Syncrude is trans-
ported by this facility. The oil is delivered
1o dmaontaon area reflineries and inlets
ol other pipelines.

During the year. the average daily
ihroughput of synthetic crude oit rose
to record levels of 127,500 barrels
per day.

An expansion was completed
which will increase the throughput
capacity of the pipeline from 163.500
barrels per day to 187,000 barrels per
day 10 enable additional synthetic crude
oil resulting from Syncrude production
improvernenis 1o be shipped to market.

An additional major expansion to
increase the daily capacity 1o levels
consistent with added production from
the Syncrude capacity addition program
will beginin 1986.

COLD LAKE HEAVY OIL PIPELINE

A major 5100 million expansion
e the Cold Lake heavy oil pipeline was

ALBERTA

® Peace Ruer

Red Deer @

PIPELINE SYSTEMS

Medicine Hat @

completed to provide additional capacity
for heavy oil blend from the Cold

Lake region. The average throughput
increased from 25,300 barrels per

day in 1984 to 44,200 barrels per

day in 1985,

The original t45-mile dual pipeline
system was expanded by adding a
24-inch heavy oil/condensate blend
pipeline from Cold Lake to Edmonton
which became operaticnal in April.

The original i2-inch heavy oil
blend pipeline was converted 0 a
diluent pipeline for the transport of
large volumes of condensate from
Edmenton to Cold Lake where it is
nmixed with the heavy oil to produce
the blend. The present system has a
capacity of approximaiely 100,000
barrels per day of blend and can be
readily expanded to 300.000 barrels
per day. Some of this expansion will
provide for commercial heavy oil
development on the Primrose Range.

@ Fort McMurray

Edmonton

PIPELINE DETAIL o 50

Pump Stalior -t

Delivery Poin

]
<

- Colg Lake Heawy Cil Pipehng
- Alpety Ol Sands Pipeine

Alpera Flhane Gathenng Svatem

Lateral pipelines also were
constructed to connect expanded
heavy oil production facilities in the
original Cold Lake development as
well as the plant of a new producer
ai Wolf Lake.

ALBERTA ETHANE GATHERING
SYSTEM

Daily throughput increased to
96,400 barrels per day from 94.000
barrels per day in 1984. This system
gathers ethane from several natural
gas processing plants throughout the
province and wransporls it o the ethylene
plants near Red Deer, 1o various
enhanced oil recovery sites utilizing an
“ethane flooding™ system and (o
underground storage caverns near Fort
Saskarchewan prior to shipment to
eastern Canada and the U5,
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OTHER INVESTMENTS

Investment over the next two years in a new nitrogen ferlilizer facility is a unigue and

promising venture.

NITROGEN FERTILIZER
JOINT VENTURE

In June, AEC and Cominco Ltd.
formed a joint venture which will
develop and expand the Alberta-based
nitrogen fertilizer production and
marketing business.

“AEC will be a 25 percent participant in
the entire Alberta nitrogen fertilizer
business of Cominco.”

ALC will be investing $105 million
over the 1985-1987 period in a new
350 000 tonne per year ammonia plant
to be built near joffre, Alberta. and
storage facilities 1o be constructed in
Saskatchewan and North Dakota. Lipon
completion of the Joffre plant, AEC
will be a full 25 percent participant in
all of the revenues fram Cominco’s
existing Calgary and Carseland nitrogen
fertilizer operations as well as from
the new ammonia plant. These products
will continne to be marketed under
the well-established "Elephant Brand”
trademark.

After receipt of regulatory appro-
vals, site preparation for the plant began
in November. Completion of the facility
is scheduled for 1987. During the peak
construction period, about 240 con-
struction workers will be employed at
the project. Upan completion, a total
of 28 permanent, operational jobs will
be created, excluding indirect jobs
which will be created in support of
this facility.

The Joffre facility will utilize
hydrogen and nitrogen feedstocks
produced as by-products of nearby
petrochemical plants. substantially
reducing the capital costs relative
to other fertilizer operations of
comparable size.

Products of the Cominco-operated
jornt venture; including ammonia. urea,
ammonium nitrate and urea sulphur
totalling about 1.2 million tonnes per
year, will serve the growing markets in
western Canada and the United States.

Cominco is one of Canada’s largest
chemical fertilizer producers. In this
joint venture, AEC continues its practice
of associating with well experienced,
successful partners in business areas
where AEC does not have well developed
expertise.

COAL

The Coal Valley mine, located
130 miles west of Edmonton, Alberta,
produces high-guality thermal coal
used primarily for electricity generation
in the domestic and export markets.

Due to the worldwide oversupply
of coal, export markets have been
soft since 1983. Coal Valley has remained
profitable during this period by con-
centrating on improved efficiency.

Even though 1985 operating
performance was adversely affected by
the December 1984 fire in the loadout
facility and reduced sales 1o major
customers, the operation remained
profitable. AEC's 25 percent share of
production in 1985 was 469,000 tons
compared with 579,000 tons in 1984,
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Lumber shipments from the Blue Ridge mill near Whitecour, Albera lotalled 140 million board feel,

a record for the Company.

FOREST PRODUCTS

IFmancial performance of Blue
Ridge Lumber (1981) Lid. improved
during the year due to continuing
attention Lo operating efficiencies and
a somewhat stronger market for certain
products. Lumber shipments from the
Blue Ridge mill near Whitecourt,
Alberta. totalled 140 million board feet,
arecord for the Company. In spite of
a higher demand for wood products,
average market prices improved very
hittle over 1984 |evels,

“Operating efficiencies and record
production levels allowed
inmber operations to show positive
funds flow and income contribution.”

Construction of a medium-density
tibreboard plant adjacent to the existing
Blue Ridge lumber mill is proceeding
on schedule and is expected to com-
mence operations in mid-1986. The
facility will result in a higher utilization
of the timber resource. using shavings
and sawdust from the existing mill

for a large portion of its fibre require-
ments. The medium-density fibreboard.
a premium wood product suitable for
use in the manufacture of furniture
and cabinets. will serve Canadian, US.
and offshore markets. &nsite construc-
ton employment created by the project
torals 92 man-years A total of 65
permanent operational jobs will be
established upon completion of the
facility. excluding indirect jobs which
will be created in support of this facilitv

PORTFOLIO INVESTMENTS

British Columbia Forest Products
Limited

British Columbia Forest Products
Limited, in which ALEC holds a 17.7
percent interest, recorded 1985 earnings
of $30.1 million on sates of S1.1 billion
as compared with 1984 earnings of
59.2 million on sales of 51 billion.

The improved financial perfermance
was primarily attributable to stronger
markets for paper and newsprint.

IPSCO Inc.

IPSCO Inc.. inwhich AEC currently
holds a 10 percent interest through
steel Alberta Lid.. recorded earnings
ol $4.3 million on sales of 3219.9 milticn

for the nine months ended Seplember
30, 1985 compared with earnings of
512.2 miltion on sales of $219.5 mitlion
for the same period in 1984. Competition
from imported products has had a sig-
nificant impact on markets and resulted
in very low sales prices. The company
is pursuing this matter aggressively.
Steel Alberta Lrd.. which has been
inactive for a number of years, will
be wound up early in 1986, Subsequent
to wind-up, AEC will hold directly its
10 percent interestin [PSCO Inc.

TECHNOLOGY DEVELOPMENT

AEC invests capital in Lhe
identificarion. transference and devel-
opment cf new technoelogy which has
the potential 10 be profitably applied
to AEC's businesses. During 1985, several
technoelegy projects were initiated that
offer potential benefir in the areas of
enhanced oil recovery. upgrading, heavy
o1l pipelining. natural gas conversion,
and separation of oil;water emulsions.



COMMUNITY INVOLVEMENT

AEC is proud of its employees’
record of community involvement in
all of the locales in which it operates.
sMany of our emplovees serve their
community through active mvolvement ‘
0N various community conunitiees and o 4 4=
hoards. as coaches of athlelic leams. : :
and in many other voluntary capacities.
ALC provides support to these worth-
while emiployee endedvors through a
corpordte donations program.

tn addition 1o selected corporate
donations, the Company has a program
which matches gifts made by its
employees (o recognized charitable
organizalions.

The Company leels it is particu-
larty important that the charities it
supporls benefit the community as a
whole. and contributions are made
only to organizanons which have
dernonstrated sound objectives
and management

Major areas of Company support
during 1985 were heaith and welfare.
community services. education, arts
and culture, and athletics.

The United Way, with its numerous
and varied health. welfare and
community services. continued to
receive strang support both corporately
and individually.

Recognizing the far reaching
importance of higher education in
management, ALC's 1985 donations
program included a special pledge 10
the Future Fund of The University of
Caldgary. The Future Fund was estab-
lished to secure privale seclor support
for the [Faculty of Management's goal
o reach international standards and
recognition in this field. Significant
benefil (o the community will result
from having such high-calibre
education available in Alberta.

T VSRR



FINANCIAL REVIEW

The Company contunued to
experience a strong financial perfor-
mance with atl segments centributing
(o the achieverment of record levels
of net revenues, nel earnings and funds
provided (rom operations.

Ner earnings were $80.5 million
(51.44 per common share). up 58.2
million from the previous high of $72.3
mulhion in 1984 (51.22 per commaon
share). Funds provided from cperations
increased $32.7 million to 52553
million ($5.11 per common share) from
the 5222.6 million (54.08 per common
share) in 1984,

Revenues, net of royalties. reached
arecord $546.4 million, up 12.8 percent
over 1984, Increased synthetic crude
oil sales revenues. an expanded Cold
lake heavy oil pipeline system and
higher conventional crude oil volumes
were [he main contributors o Lhe
improved resulls,

‘The growth in operating expenses
ol 7.5 percent over 1984 reflects cost
increases directly autribulable to the
higher level of operating activity.
principally in the production of synthetic
crude oil and conventional oil and gas.
Additionally. general and administrative
expenses have risen over last year as
a reflection of the Company's greater
need for support services relative (o
capital investment and operating
acrivities.

1981 1982 1983 1984 1985

NET EARNINGS
(% MILLIONS)

Interest expense increased from
5393 million 1o 547.5 million due
primarty (o migher debt outstanding
during 1985 and reduced investment
mcome. partially offset by the effect
of a lower average interest rale.

Depreciation. depletion and
amoruization increased by 523.5 million
due to the Company’s on-going capital
invesuments. principally in the areas
of oil and gas development and
exploration. and as a result of higher
sales volumes.

Investment in property. plant and
equipment, after grants and incentives.
rotalled $339 million. up significantly
from the prior vears level of $242
million. This record level of capital
expenditure. when combined with
previous investments. raises the total
assels of the Company to more than
52 billion. The commitment of $121.0
mitlion for on-going oil and gas explo-
ration and associated development
activities. principally in \Western Canada.
along with $59.0 million for additional
development of the Suffield Block
and 542.9 million for the purchase of
producing oil and gas reserves in the
United States makes up a significant
portion of this expenditure. The
expanded Cold Lake heavy oll pipeline
system. completed earlier in the vear.
resulted in expenditures of $36.0
million, while $5.1 million was incurred

1981 1982 1983 1984 1985

FUNDS PROVIDED FROM OPERATIONS
(S MILLIONS])

on the Alberta Qil Sands Pipeline o
increase synthetic crude ail throughput
capacity. syncrude capital expenditures
amounted o $32.7 million. $22.3 miltion
of which was for production improve-
ment programs with the balance relaied
[0 on-going capital requirements.

A lotal of $19.0 million was spent

on construction of the medium density
fibreboard plant al Blue Ridge. This
plant is expected 1o commence
operations in Mid-1986. The remaining
capital relates to expenditures in the
Company's other operations. including
contract drilling. lcasing and an initial
investment in the construction of a
nitrogen fertilizer plani at Jeffre. Alberta.

During 1985, the Company paid
513.4 million in comumon share
dividends. 50.30 per common share,
up [rom the $0.25 per common share
paid in 1984. A further $13.8 million in
preferred share dividends were declared
in 1985,

During the vear. the Company
purchased. for cancellation. 6.2 million
el its common shares from the
Government of Alpberta for $125.0 million,
thereby reducing common share capital
by $28.7 million and relained earnings
by $96.% million. Addiuonally, the
Company raised $75.0 million with the
issuance of 3.000.000 7.75% Second
Preferred Shares.

1981 1982 1983 1984 1985

TOTAL ASSETS
(% BILLIONS}
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ALBERTA ENERGY COMPANY LTD,

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Principles of Consolidation

The censolidated financial statements include the accounts of Alberta Energy Company Lid. (the ‘Company™ and its subsidiary companies.

Thc Company's proportionate share of revenues. expenses. assets and liabilities in unincorporated joint ventures arc consolidaied in the Company's
accounts

A listing of subsidiaries. affiliates and major unincorporated jomt ventures is shown on the inside back cover.

Investments

The Company has adopled the equity methed of accounting for investments in those companies over which significant influence is deemed to exist.
Fer other companies the cost method is employed. Details are shown in Note 5.

Property, Plant and Equipment
(il and Gas
Conventional
The Company employs the full cost method cf accounting for oil and gas properties whereby all costs of acquisition. exploration and development
of oil and gas reserves are capitalized. Separate cost centres have been established for western Canada, Canadian Frontier Lands, and each foreign
country in which the Company or 1ts subsidiaries have properties.
Costs accumulated within each cost centre are amortized on a composite unit-of-production methed based upen estimated proven developed
reserves [n those cost centres which have no proven developed reserves and where accumulated cosls exceed the present value of the properties,
such excess cosls are amortized on a 20% declining balance method. In the event of the abandonment of a cost centre. the unamortized costs will
be charged against earnings at the time of abandonment
The Company does not exclude costs related 10 unproved properties from deplelion. Interest is not capialized with respect 10 such costs.
QOil sands
Property, plant and eguipment. including preproduction costs, associated with the Syncrude Project are accumulated, at cost, in a separate cost
centre and amortized using the unit-of-production method based on estimaled recoverable reserves. Anticipated major maintenance expenditures
of an ongoing nature are provided for cn the unit-of-production basis.
Pipelines
Property. plant and equipment is carried at cost with depreciation calculared using the straight-line method based on the estimated service life of the asset
Other
Froperty. plant and equipment 1s carried at cost and is depreciated or amortized over the useful life of the assets using either the straight-line cr
unit-cf-production method. whichever is deemed appropriate.
Investment Tax Credits
Investment Tax Credits are recorded as a reduction of the expenditures which gave rise to such credits. at the time such expenditures are incurred, if
the Company has reasenable assurance that the credits will be realized.

Other Assets and Deferred Charges

Deferred Stripping Costs

Cosis of stripping related 10 producing areas of the coal mine are amoruzed on the basis of estimated production.

Project Investigation Costs

All project investigalion costs on new business opportunities are charged © earnings as incurred untl such time as the commercial viabiiity of the
project or businessis indicated. All subsequent expenditures will be capitalized and charged against earnings using the method deemed appropriate
for that particular business or project.

Mineral Exploration and Development

Acquisition cests of undeveloped mineral resource properties are capilalized and amortized overthe exploration period or until sufficient reserves are
established. at which time the unamortzed costs will be charged against earnings using the unit-of-production method.

Mineral exploration expenditures are charged 1o earnmings as incurred until such time as the presence of economically recoverable reserves are
established. Subsequent expenditures are capnalized on a project basis and amortized using the unit-of-production method once commercial
production commences.

Financing Costs

Fimancing costs relating to long-term debt are amortized over the life of the related debt.

Foreign Currency Translation

leng-term debrt payable in foreign currencles is stated at the rate of exchange prevailing at the end of the accounting peried with the resulting
adjustment bang amorlized over the remaining life of the debl

The accounts of foreign suosidiaries. whose economic aclivites are substantially self-sustaining. are translated at current exchange rates. The
adjustments arising on translation of the foreign subsidianes” balance sheets are deferred and included as a separate component of shareholders’ equity.

Comparative Figures
Certain 1984 figures have been reclassified and restated for comparative purposes



ALBERTA ENERGY COMPANY LTD.

CONSOLIDATED STATEMENT OF EARNINGS

Year Ended December 31

($ millions) Note Reference 1985 1984
Revenues, Net of Royalties $546.4 $484.2
Equity Earnings of Affiliates 8.7 10.0
555.1 494 2
Costs and Expenses
Operating 189.3 176 1
Interest—net 2(a) 47.5 393
General and administrative 26.4 23.2
Depreciation. depletion and amortization 96.9 73.4
360.1 312.0
Earnings before Income and Revenue Taxes and Minority Interest 195.0 1822
Income taxes 3 76.2 70.7
Petroleum and gas revenue lax 33.2 32.5
109.4 103.2
Earnings before Minority Interest 85.6 79.0
Minority Interest 5.1 6.7
Net Earnings 5 805 § 723
Basic Earnings per Common Share S 1.44 § 1.22
Fully Diluted Earnings per Cornmon Share 5 1.43 $ 1.22
CONSOLIDATED STATEMENT OF RETAINED EARNINGS
Year Ended December 31
($ millions) Note Reference 1985 1984
Balance—Beginning of Year §266.1 $216.7
Net Earnings 80.5 723
346.6 289.0
Dividends—Preferred Shares 13.8 10.2
—Common Shares 13.4 127
Preferred Share Issue Costs, Net of Income Tax 1.7 -
Purchase and Cancellation of Common Shares 12(b) 96.3 -
125.2 229
Balance—End of Year 5221.4 52661

The summary of accounting policies and notes o the consolidated financial statements are part of these statements.




ALBERTA ENERGY COMPANY LTD.

CONSOLIDATED BALANCE SHEET

As ar December 31
($ millions) Note Reference 1985 1984

Assets

Current Assets
Cash and short-term investiments at cost

which approximates market $ 596 § 732
Accounls receivable and accrued revenue 92.4 754
Inventories 4 17.5 179
Prepaid expenses 2.6 273

172.1 168.8
Investments 5 263.4 2675
Property, Plant and Equipment 6 1,573.9 13237
Other Assets and Deferred Charges 7 4.1 51
52,0135 51.7649
Liabilities and Shareholders’ Equity
Current Liabilities
Bank indebtedness $ 3.1 $ 3
Accounts payable and accrued liabilities 108.7 95.4
Dividends payable 4.3 28
Income and revenue taxes payable 8.6 253
Deferred revenue and other 9.4 8.5
Current portion of jong-term debt 9 118 98
145.9 118.9
Deferred Revenue 8 72.4 80.5
Long-Term Debt 9 734.8 5774
Deferred Liabilities 10 42.2 445
Deferred Income Taxes 341.1 270.4
Interests of Minority Shareholders 1 99.9 101.7
1,436.3 1.1934
Shareholders’ Equity
Share capital 12 354.3 304.8
Retained earnings 221.4 266.1
Unrealized foreign exchange gain 1.5 6
577.2 5715
$2,013.5 $1.764.9

Approved by the Board:

W Director

/f‘%ﬁﬁa

The summary of accounting policies and netes to the consolidated financial statcments are part of this statement.



ALBERTA ENERGY COMPANY LTD.
CONSOQLIDATED
STATEMENT OF CHANGES IN FINANCIAL POSITION

Year Ended December 31
($ millions) Note Reference 1985 1984

Operating Activities

Funds provided from operations 2(¢) $255.3 $22206
Net change in operating working capital 11.5 (7.5)
Deferred revenue (8.9) (2.4
Other 4.5 .9
262.4 213.6
Investing Activities
Purchase of property. plant and equipment (358.9) (242.1)
Investments in affiliate and subsidiary (2.9) {4.2)
Proceeds on disposal of assets 3.2 19.0
Repayment of advance by affiliate 8.3 4.0
(350.3) (223.3)
Dividends
Preferred share dividends (12.3) (10.2)
Common share dividends (13.4) {(12.7)
Dividends paid by a subsidiary to minority interests (4.7) (4.9)
(30.4) 27.8)
Net Cash Deficiency before Financing (118.3) (37.5)

Financing Activities

Issue of iong-term debt 261.1 184.1

Repayment of long-term debt (107.3) {123.5)

Issue of preferred shares—net 12(a) 71.8 -

Issue of common shares 3.2 2.4

Purchase of common sharcs 12(b) (125.0) -

Redemption of preferred shares of a subsidiary (-8) (4.5)

Other (1.1) -

101.9 58.5

Increase {(decrease) in cash and short-term investmenis

less bank indebtedness 5(16.4) $ 210
Cash and short-term investmenis less bank

indebtedness at year end $ 56.5 s 729

The summary of accounting policies and notes to the consolidated financial staiements are part of this statement.
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ALBERTA ENERGY COMPANY LTD.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Segmented information

($ millions)

Giross revenue
Royalties

Revenues, net of royalties

Operaing expenses

Depreciation. depletion

and amortization
Petroleum and gas
revenuc ax

Segmented operating income

Equity earnings of affiliates

Corporate expenses
Interest—net
Income taxes
Minority interest

Net earmings
Identifiable assets

Corporate assets
Investments

Total assets

Capital expenditures

Oil and Gas Pipelines Other Total

1985 1984 1985 1984 1985 1984 1985 1984
$ 4609 S 3972 $ 597 S 438 $§ 827 S 882 S 6033 s 5292
56.9 448 - - - 2 56.9 45.0
404.0 352 4 59.7 438 82.7 88.0 546.4 48472
114.8 100.1 11.8 9.9 62.1 66.1 188.7 176.1
74.6 549 10.0 7.2 10.3 9.6 94.9 7.7
33.2 32.5 - - ~ ~ 33.2 32.5
222.6 187.5 21.8 171 72.4 75.7 316.8 280.3
$ 1814 S [649 $ 379 s 267 $ 103 s 123 229.6 203.9
8.7 10.0
(29.0) (24.9)
(47.5) (39.3)
(76.2) (70.7)
(5.1) (6.7)
5 805 s 723
$1,2954 51.0944 § 249.1 S 2144 $ 123.1 S 957 S$1,667.6 514045
82.5 93.1
263.4 267.3
$2,013.5 $1.764.9
$ 2557 S 1688 & 416 5 738 $ 400 35 116 $ 3373 5 2542




2. Supplementary information

(@) Interest—net

(S millions) 1985 1984
Interesi expense—on long-term debt §56.9 547.0
—on short-term debt .5 5.4
Interest income (7.5) (10.9)
Capnalized interest (2.4) (2.2)
$47.5 57393

(b) Joint ventures

The Company has included in its accounts the following aggregate amounts in respect of those unincorporated joint
ventures outlined on the inside back cover.

(5 millions) 1985 1984

Assels $334.0 5313.8
Liabilities 48.4 36.2
Revenues, net of royalties 202.3 1658.7
Expenses 115.4 105.5

(c) Funds provided from operations

($ millions) 1985 1984
Net earnings $ 80.5 $ 723
Depreciation, depletion and amortization 96.9 754
Deferred income taxes 75.2 74.1
Equity earnings of affiliates (8.7) (10.0
Minority interest 5.1 6.7
Other 6.3 6.1

$255.5 5222.6

3. Income taxes

The provision for income taxes is comprised as follows:

(5 millions) 1985 1984
Current $ 5.0 S 6
Deferred 75.2 74.1
Alberta royalty tax credit (4.0) {4.0)

§ 76.2 5 707
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ALBERTA ENERGY COMPANY LTD.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

The following table reconciles the difference between the recorded income lax expense and the expected tax expense obtained
by applying the basic tax rate to income before income [axes:

(5 millions)

Income belore income taxes, equily earnings and minority interest

Expected income tax expense

(Sratutory Rare: 1985 - 479%: 1984 - 47.0%)

Effect on taxes resulting from:

Non-deductibility of -
Crown royalties and leases
Income debenture interest—net
Perroleum and gas revenue tax
Depreciation and depletion

Federal allowances—
Resource allowance
Earned depletion

Provincial income tax rebates
Cther—net

Income tax expense

(Effective Rate: 1985 - 49.8%; 1984 - 50.6%)

Inventories

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

($ millions)

Raw materials and supplies
Work-in-process
Finished goods

Investments

Accounted for on the equiry basis:
(5 millions)

AEC Power Lid. (50% voting)

Steel Alberta Lid.

Pan-Alberta Gas Lid. (40% voting)
Pan-Alberta Resources ingc. (40% voting)

Percent Interest

66%
50
50
50

1985 (984
$153.1 51397
$ 733 S 656
17.6 17.2
6.1 6.9
15.4 14.6
3.7 3.4
(32.5) (29.4)
(4.8) (3.8)
.1 (4.1)
1.5 3
5762  § 707
1985 1984
$ 104 5 103
3.7 4.9
3.4 2.7

$ 175 5179
1985 1984
$ 207 S 207
19.4 19.8
7.3 6.7
32.0 35.7
$ 794 S 829




Accounted for on the cost basis:
($ millions)

British Columbia Forest Products Limited
Other

(ay Steel Alberta Ltd.

1985 1984
Cost Market Cost Market
51835 $103.1 $183.5 $ 938
5 5 9 [3
$184.0 $103.6 5184 4 5 951

The principal asset of Steel Alberta Lid. is a 20.1 % equity interest in IPSCO Inc., which investment is accounted for on the

equity method.

(b} British Columbia Forest Products Limited (“BCFP")

The Company owns 8962.001 common shares of BCFP, representing a 17.7% interest therein.

Property, plant and equipment

($ millions)
Qil and Gas
Pipelines
Other

Other assets and deferred charges

($ millions)

Deferred stripping costs

Land held for future development
Unamortized financing costs
Other

1985 1984
Accumulated
depreciation,
depletion and
Cost amortization Net Net
$1,463.2 $ 253.8 $1,209.4 51.020.9
284.7 43.3 241.4 209.8
179.2 56.1 123.1 93.0
$1,927.1 § 353.2 $1,573.9 513237
1985 1984
$ 20 5 26
7 v
7 8
7 £.0
s 4.1 S 5.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

8. Deferred revenue

These amounts represent payments received under take-or-pay provisions of a major gas sales contract. The delivery of gas in
respect of these payments and the recogniticn of revenue occurs out of gas production during the first five months of each
contract year (commencing November | each year) at rates varying berween 10 percent and 20 percent per contract year until
the requisite amount of gas is delivered. Accordingly, $8.3 million which is estimated to become due in 1986 is classified as a

current liability.

9. Long-term debt

{$ millions)
Alberta Energy Company Ltd.("AEC™)

Borrowings under revolving credit and term loan agreements
Income debentures
Bank loan—unsecured
Trust company loans—unsecured
Notes payable
Mortgage payable
Other

Alberta Ol Sands Pipeline Lid.("AOSPL"

First Merigage Sinking Fund Bonds:
Series A—9%%, due June t5, 1997
Series B—9%%. due June 15, 1997

Chieftain Development Co. Ltd. ("Chieftain”)

Borrowings under revolving credit and term loan agreement
Income debentures
Bank loans—Chieltain International. Inc.

Production loan—Chieltain International, Inc.

Purchase obligation

Other

Current portion of long-term debt

1985 1984
$180.0  $180.0
10.0 -
75.0 40.0
258.3 196.7
5.3 5.4
7.7 8.4
536.3 430.5
19.0 204
21.6 23.0
40.6 434
21.4 28.6
111.8 83.2
19.6 -
14.0 -
2.9 15
169.7 1133
746.6 587.2
11.8 98
$734.8  $577.4




fa) AEC revolving credit and term loan agréements

The Company has revolving credit and term loan agreements with financial institutions as follows:

Amount Revolving Repayment
Available Uniil Period
Secured
[ncome debentures S180 - 1989-19G98
Bank loans 420 1988 1989- 1998
Unsecured
Bank loan 200 1987 1987-1992
Trust company loan 50 1991 1991-2001
Trust company loan 25 1961 1991
5875

After allowance fornotes payable outstanding. undrawn lines of credit under these agreements amounted o $348.0 million
at December 31, 1985

The bank leans are avaiiable in Canadian and/or U.S. dollars and bear interest based on the lenders’ prime commercial
lending rates plus a factor varying over the terms of the loans up to 1%. Interest on the income debentures is approximately
one-half of asimilarly determined rate and is not deductible for income tax purposes. Interest on the trust company loans is
the prime commercial lending rate of a major Canadian chartered bank minus a factor varying over the revolving term of the
loans up to %%.

The income 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 toan agreements
require the Company to maintain certain financial measurements which at December 31, 1985 have been adhered to by
the Company.

Notes payable consist of $987 million (December 31. 1984-549.3 million) in Commercial Paper and 5159.6 million
(December 31, 1984-5147.4 million) in Bankers Acceptances, all maturing at various dates up to March 5, 1986, with a
weighted averade interest rate of 9.45% (1984-1097%). Notes payable are shown as long-term debt because they are
supporied by the availability of term loans under the revoiving credit tacilities.

{b) AOSPL First Mortgage Sinking Fund Bonds

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

(d)

Chieftain revolving credit and term loan agreement

Chieftain and its wholly-owned subsidiary. Chieftain International. Inc. ('CII"y have a credit facility with a Canadian chartered
bank in the amount of $150.0 million which facility 1s fully revolving until 1991, atwhich time the amount then outstanding is
repayable over the next seven years in twenty-gight blended quarterly payments.

The bank loans are available in Canadian and/er U.S. dollar equivalents and bear interest based on the lenders prime
commercial lending rates or the London interbank offered rate. plus a factor varying over the term of the loans up 1o 1%.
Interest on the income debentures at the approximate rate of one-half of the prime rate plus 1 %. is not deductible forincome
tax purposes.

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

Security for this loan agreement consists of a first floating charge debenture over all Canadian assets of Chieftain and CII.
assignment of interests in oil and gas properties and related sales contracts, and accounts receivable. The loan agreement
requires Chieftain to maintain certain financial measurements which at December 31, 1985 have been adhered to by Chiefiain.

After allowance for debit ouistanding. the undrawn line of credit under this agreement amounted to 516.8 million at
December 31, 1985.

Chieftain production loan

The ClI production loan is a U.S. $24.0 million facility secured by assignment of certain U.S. oil and gas properties,
Interest is payable based on the lender's prime commercial U.S. lending rate or the LLondon interbank offered rate, plus
a factor of %% or 1% respectively. Repayment is required over an eight year period beginning December 31, 1986.

The amournt outstanding at December 31, 1985 of U.S. $14.0 million {Cdn. $19.6 million) will be increased by US.
$10.0 million {Cdn. $14.0 million) pending the closing of an oil ard gas property purchase in 1986, which liability is shown as
a purchase obligation.

10. Deferred liabilities

(a)

(b)

Suffield

Rights to the Suffield Block were acquired for $54 million of which $24 million has been paid and the balance is payabie in
three annual installments of 510 million 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 of which have
been met. A total of 511 million has been included in current fiabilities for the payment of additional leases. The balance of
the cash obligation of $12.2 million is payable when leases 1o the remaining portions of the Range are issued.



11. Interests of minority shareholders

12.

(S millions)

Chieftain Development Co. Ltd.
Preferred equity
Common equity

Share capital

($ millions)

First Preferred Shares:

Autherized—20.000.000 shares with a par value of 325 each

Issued and fully paid - 2,400,000 15% Cumulative Redeemable Retractable, Series A
Second Preferred Shares:

Authorized—20.000.000 shares with a par value of $25 each

Issued and fully paid - 412,512 (1% % Deferred Convertible, Series 1 {1984 - 412,515 shares)

- 3.000.000 7.75% Deferred Convertible. Redeemable, Series 2

Common Shares:

Authorized—-300,000.000 shares without par value

Issued and fully paid - 44.876.570 shares (1984 - 50933.122)

fa) Preferred Shares
(i) First Preferred Shares—Series A

1985 1984
$ 53.8 5 546
46.1 47.1
$ 99.9 S101.7
1985 1984
$ 60.0 5 60.0
10.3 10.3
75.0 -
209.0 2345
$354.3 $304.8

The Series A Preferred Shares are curnulative and are retractable at the opticn of the holder on December 1. [986 or
December 1, 1991 at a price of $25.00. The shares are redeemable on December 1, 1986, orat anytime thereafter. at

predetermined prices varying from $26.50 to $25.00.

(i} Second Preferred Shares—Series |

Series | Preferred Shares are cumulative and are retractable at the option of the holder on August 1, 1989 at a price of
$26.50. Subject to cerain conditions the shares are redeemabie at the option of the Company at $26.50 until August 1,

1989 and thereafter at par.

The holders of Series 1 Preferred Shares have the option, until July 1, 1989, to convert each Series | Preferred Share
into two AEC Common Shares, by tendering to the Company the sum of $12.30 with each Series 1 Preferred Share

to be convered.
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(b)

()

(d)

(i} Second Preferred Shares—Series 2

On May i6. 1985 the Company issued 3.000.000 7.75% Delerred Convertible Redeemable Second Preferred Shares,
Series 2 for a net consideration of $71.8 million. Series 2 Preferred Shares are cumulative and, subject to certain
conditions, are redeemable at the option ol the Company at predetermined prices varying from $26.50 o $25.00
commencing on May 16, 1988.

Each Series 2 Preferred Share is convertible during the period May 16, 1987 to May 16, 1995, at the option of the holder
into 1.25 AEC Common Shares, upon payment by the holder to the Company of a cash amount equal to the ditference
between the $25.00 par value of such share and the aggregate conversion price of 1.25 Commeon Shares. The
conversion price per Common Share will be equal to 90% of the weighted average price of the Common Shares on
the Toronto Stock Exchange for the twenty trading days ending May 16, 1987, subject to @ minimum conversion
price of 520.00 per Common Share.

Common Shares

1985 1984

Number of  Share Number of  Share

Shares Capital Shares Capitai

Issued and outstanding—Beginning of year 50,933,122 8234.5 50.813.255  $232.1
Purchased for cancellation (6,237,500) (28.7) - -
Conversion of Second Preferred Shares, Series 1 6 - - -
[ssued for cash under Shareholder Investment Plan 158,022 3.0 108,117 22
Issued for cash under Employee Share Option Plan 22,920 2 11,750 2
Issued and outstanding— End of year 44,876,570 5209.0 504933.122  $2345

On April 3. 1985, the Company purchased for cancellation 6,237,500 of its Common Shares from the Governmenr of Alberta
for an aggregate consideration of $125 million. This transaction reduced Common Share capital by $28.7 million and
retained earnings by $96.3 million.

Employee Share Option Plan

The Employee Share Option Plan provides for granting to employees of the Company and its subsidiaries options o
purchase Commeon Shares of the Company. Each option which has been granted under the plan expires alter seven years
and may be exercised in cumulative annual amounts of 25% on or after each of the first four anniversary dates of the grant.

As at December 3{, 1985, options, exercisable between 1986 and 1992, were cutstanding to purchase 775.580 Common
Shares at minimum prices ranging from $10.58 o $19.92 per share.

Common Shares reserved

At December 31, 1985, Common Shares were reservead for issuance as follows:

Conversion of Second Preferred Shares 4,575,024
Shareholder Investment Plan 733.861
Employee Share Cption Plan 1,239.080
Share Purchase Plan (presently inactive) 10C, 108

6,648,073



(e} Alberta Energy Company Act

Pursuantto the Alberta Energy Company Actonly citizens orresidents of Canada are eligible to purchase. own orhold voting
shares in the Company. In addition. the maximum ownership of any one shareholder. excluding the Government of Alberta,
is limited to 1% of the wotal nurmber of issued and outstanding voting shares of each class of the Company.

13, Remuneration of directors and senior officers

The aggregate direct remuncration paid by the Company and 11s subsidiaries (o its directors was $255.000 (1984 - 5224.000) and
to its senjor officers as officers was 52,069,000 (1984 - 52,015,000

Auditors’ Report

To the Shareholders of Alberta Energy Company Ltd.

We have examined the consolidated balance sheel of Alberta Energy Company Ltd. as at December 31, 1985 and the consolidated
‘statemnents of éarmnings, retained eamings and changes in financial position for the year then ended. Our examination was made in
accordance with generally accepred auditing standards, and accordingly included such tests and other procedures as we considered
necessary in the circumstances.

In our opinion, these consolidated financial statements present fairly the financial position of the company as at December 31, 1985
and the results of its operations and the changes in its financiai position for the year then ended, in accordance with generally
accepted accounting principles applied on a basis consistent with that of the preceding year.

fr Welohuuns
Chartered Accountants

Edmonton, Alberia
February 5, 1986
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HISTORICAL REVIEW

(all dollar amounts. except per share amounts. are in millions) 1985 1984 1983 1982 198l
Financial
Revenue (net of royalties) 5 5464 5 4842 S 4621 S 3741 s 2851
Met carnings, tefore extraordinary itlems 80.5 72.3 624 336 42.4
Net earnings. after extraordinary items 80.5 713 624 54.6 2997
Funds provided from operations 255.3 22206 2119 131.0 90.6
Petroleum and Gas Revenue Tax 33.2 325 29.5 295 15.6
Oil and gas royaltics paid 56.9 44.8 66.3 62.0 55.1
Working capital 26.2 499 518 625 1.5
Investment in property, plant and eguipment [,573.9 1.323.7 1.155.3 1.108.2 694.0
Long-term debt 734.8 577.4 506.3 564.0 5181
Total assers 2,013.5 1.764 9 161373 16389 10369
Per Share Data*
Net earnings, before extraordinary items s 1.44 S 1.22 $ 1.03 $ 0.57 $ 093
Net earnings. after extraordinary items 1.44 122 1.03 1.03 .65
Funds flow 5.11 4.08 3.87 2.67 1.99
Sharcholders’ equirty 9.62 984 8.83 8.05 6,37
Dividend 0.30 025 0.20 0.20 0.20
Shares*
Number of shareholders*™ 52,974 52.460 55939 58.816 52.841
Common shares outstanding 44,876,570 50,933,122 50.813.255 50.800.755 45491.255
Volume of shares traded 8,542,225 7.787.853 9.313.891 6.330.743 4.788.371
Share price range

—High § 22.13 5 2325 52125 § 2025 $ 2775

—Low 16.13 i7.63 13.65 8.00 14.00

—Closc 17.38 1938 18.25 1500 16.60

Operating Data
Gas production, net before royalties

—billion cubic feet 85.6 a2 817 715 585
Syncrude production (net}

—rmlhon barrels 4.7 32 4.1 3.1 30
Conventional oil preduction

—million barrels 1.0 0.6 0.4 0.1 0.1
Uubty plant cutput

—thousand megawatt-hours 928 757 903 869 793
Coal preduction (net)

—thousand tons 469 579 568 741 754
Lumber production. Whitecourt complex

—million board feet 140 130 121 90 113
Pipeline throughput

—million barrels 97.8 74.7 770 62.4 59.1

Financial and operating daia include all resulis of Chieftain Development Co. Lid. since August I, 1982

' Reflects three-for-one stock split
“* Includes preferved shareholders since 1982



1980 1679 1978 1977 1976 AT YEAR-END 1985

Net Canadian petroleum and

$ 2320 § 909 5 548 § 203 5 13 natural gas rights . ....... ... 3.1 million acres
57 4 27.4 18.8 149 8.5 Natural gas reserves
574 274 188 14. 85 Proven Probable Total
115.6 60.8 325 17.1 82 . )
- - _ _ _ Billion cubic feet 1.665 177 1.842
431 18.3 13.6 7.6 0.3 FProven natural gas
10,1 443 141.0 155 68.4 reservelife ... ... ... ... 19 years
593.0 5319 2908 206.6 993 Oil and naturat gas liquids reserves
251.8 2096 2092 446 g st Proven Probable Total
7027 6510 504.1 2733 216.4
Million barrels 19.7 B.2 279
5 126 $ 060 S 041 s 033 $ 0.9  fProven oil and gas liquids
1.26 0.60 0.41 0.33 0.19 reserve life ... I 19 years
2.54 1.34 072 0.38 0.18  Proven synthetic oil reserves . ... .. 119 million barrels
5.90 4.80 4.27 3.85 352 hetic oi .
015 010 _ _ _ FSynthetic oii reserve life . ... ..... 25 years
Prumrose heavy oil in place
54252 51725 53,292 54.169 56.394 nettoAEC oo .. oL 14 5 biilion barrels
45,460,505 45.446 505 45,335.553 45,272 928 45,206.928 Timberlands .. .. ........ ce 1.3 million acres
9.706.332 8:530.752 5543070 5,386,023 7.668,018 Coalreserves .. .. ...... ...... 7.2 million clean wons
S 24738 S 14.42 $ 658 5 642 S 408 fCoal reserve life ... ............ 15 years
12.50 6.21 4.88 3.92 283 Ppipelines (in three pipelines) . ... .. 1,300 miles
23.88 13.50 6.29 5.88 4.00
¥ Ar 1985 produchon rates
46.5 383 27.0 178 8
3.0 0.7 ~ - -
01 0.1 0.1 0.1 -
809 788 300 - -
662 538 173 ~ ~
115 100 94 63 -

573 39.6 1.7 — -



44

Board of Directors

MATHEW M. BALDWIN PETER L. P. MACDONNELL, ¢.C. RAYMOND ]. NELSON
Company Director Partner, Milner & Steer President
Edmonrton, Alberta Barristers & Solicitors Nelson Lumber Company Lid.
C. MERV LEITCH. Q.C. Edmonton, Alberta Lloydminster; Alberta
Partner, JOHN E. MAYBIN GORDON H. SISSONS
Macleod Dixon President Chairman of the Board
Barristers & Solicitors Colmac Energy Inc. I-XL Industries Lid.
Calgary, Alberta Calgary, Alberta Medicine Hat, Alberta
DONALD 5. MACDONALD, P.C. STANLEY A. MILNER J. HARRY TINMS
Partner, President President & General Manager
McCarthy & McCarthy Chieftain Development Co. Lid. McTavish Mclkay & Company
Barristers & Solicitors Edmonton, Alberta Limited
Toronto, Ontario DAVID E. MITCHELL Calgary. Alberta

President

Alberta Energy Company Lid.

Calgary, Alberta

Company Officers and Senior Personnel

DAVID E. MITCHELL. President & Chief Executive Officer

JACK G. ARMSTRONG ROGER D. DUNN JOHN D. WATSON

Senior Vice-President, Finance Vice-President Treasurer

GWYN MORGAN EDWARD J, MARTIN ARLENE ]. MOORE

Senior Vice-President Vice-President & Comptroller Corporate Secretary

FRANK W. PROTO HECTOR ]. McFADYEN SYDNEY R. CHEN-SEE

Senior Vice-President Vice-President Assistant Corporate Secretary

DEREK 5. BWINT WAYNE G. HOLT KEITH O. FOWLER LAWRENCE J. HICKEY ROBERT A. TOWLER
Director, General Counsel Director, Assistant Comptroller Director,

Financial Evaluations Corporate Taxation Petrochemicals

Principal Officers of Divisions
AEC Oil and Gas Company

GWYN MORGAN RONALD A. McINTOSH DENNIS W. CORNELSON
President Senior Vice-President Vice-FPresident, Marketing

AEC Pipelines

FRANK W, PROTO JACK G. ARMSTRONG BERNIE ]J. BRADLEY
President Senior Vice-President, Finance Vice-President



CORPORATE INFORMATION

Offices

#2400, 639 - 5 Avenue S.\W.
Calgary, Alberta T2P OM9
{Executive Office)

#1200. 10707 - 100 Avenue
Edmonton, Alberta T5] 361
(Head Office)

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

Narional Trust Company

Calgary, Edmonton. Montreal. foronto,

Winnipegd. Regina, vancouver, and
its agent. Canada Permanent Trust
Company in Halifax

Registrar and Transfer Agent—
(Second Preferred Shares,
Series 1 and 2)

The Royal Trust Company
Calgary, Edmonten. Montreal. Toronio.
Winnipeg. Vancouver, Regina and Halifax

Auditors

Price Waterhouse
Chartered Accouniants
Edmonton, Alberta

Stock Exchange Listings

The Alberta Stock Exchange
The Montreal Exchange

The Toronto Stock Exchange
Vancouver Stock Exchange

Subsidiaries

Duplicate Annual Reports

Receipt of duplicate shareholder material results from a shareholder
having shares of the same class or series registered in different
names or addresses. You can avoid receiving duplicate shareholder
reporlts by contacting your Transfer Agent (See Registrar and Transfer
Agent) to have your holdings registered under one name and
address.

Annual Meeting

The Annual and Special General Meeting of Shareholders of Alberta
Energy Company Lid. will be held in the Heritage Room, Continental
Inn, 954 - 7 Street 5.W., Medicine Hat, Alberta at 3:00 p.m. local
time on Wednesday, April 9. 1986.

Copies of the Company's 1985 arnual report may be obtained by
contacting the office of the Corporate Secretary at Alberta
Energy Company Lid.. #2400. 639 - 5 Avenue S\, Calgary,
Alberta T2P OMS.

Alberta Oil Sands Pipeline Lig. 100%
Alenco Holdings, Inc. 100%
Blue Ridge Lumber (1981) Ltd. 100%
Chieftain Development Co. Lid. 56%
Ranger Forest Products Lid. 100%
Affiliates

AEC Power Ltd. {50% voting) 6624%
Pan-Alberta Gas Ltd. (40% voling) 50%
Pan-Alberia Resources Inc.

{40% voting) 50%
Steel Alberta Ltd. 50%
Major Joint Ventures
Coal Valley Project 25%
Ethane Gathering System 3314%
Nitrogen Fertilizer Project 25%
Syncrude Project 10%

Shareholder Investment Plan

Eligible registered shareholders wishing to acquire or increase
their holdings of Common Shares of Alberta Energy Company Ltd.
can take advantage of the Shareholder Investment Plan which
offers two options:

Dividend Reinvestment Plan (DRP) provides a convenient method
for shareholders to reinvest their cash dividends in new Common
Shares of AEC at 95 percent of Average Market Price.

Optional Share Purchase Plan (OSP) allows a sharcholder to
purchase new Common Shares at Average Market Price up
to an aggregate of 55,000 per calendar quarter {minimum
550 per remittance).

No commission, service charges or brokerage fees are payable
by shareholders to acquire shares via DRP or OSP as all
administrative costs are borne by AEC.

Eligible registered holders are registered holders of Common
Shares; 15% Cumulative Redeemable Retractable First Preferred
Shares, Series A; 11.25% Deferred Convertible Second Preferred
Shares, Series I; and 7.75% Deferred Convertible Redeemable
Second Preferred Shares, Series 2; resident in Canada or Canadian
citizens resident in any country except the United States.

Detailed information and copies of the Shareholder Investment
Plan can be obtained from:

National Trust Company
Corporate Trust Services

Suite 1008, 324 - 8 Avenue S.W.
Calgary, Alberta

T2P 222

Telephone: (403) 263-1460
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