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AEC's diversified activities continue
to provide profitable investment oppor-
tunities through the development of
natural resources and the international
marketing of products. ;




1987 1986

Net earnings (millions) 5 60.5 S 47.8*

Per share $ 1.02 $ 0.72*
Cash flow (millions) $204.2 $198.2

Per share $ 3.63 $ 394
Revenues, net of royalties

(millions) $479.7 $460.4
Synthetic oil production (barrels/day) 13,700 13,000
Conventional oil production (barrels/day) 6,550 6,250
Gas production {million cubic feet/day) 234 252
Lumber shipments (million board feet) 169 152
Medium density fibreboard shipments (million square feet) 48 8
Pipeline throughput (barrels/day) 293,000 250,000
Coal sales (tons) 500,900 447,600

* before extracrdinary items

§ All of AEC’s Divisions

achieved positive cash

flow.

§ $250 million of convertible
debentures were issued,
with an average interest

rate of 7 percent.

N Exploratory drilling dis-
%; coveries yielded additions
to gas and oil reserves.
N Design work continued on
§\~ a major commercial heavy
oil project at Primrose,

scheduled to start construction
in 1988.

§ Syncrude, 10 percent

owned by AEC, produced
50 million barrels of syn-
thetic crude oil—another record.

\ Work continued on the
Syncrude Capacity Addition
Project to add 20,000 bar-

rels per day of productive capacity
by the fall of 1988.

§\ AEC Pipelines had a record

year for operating cash flow
and pipeline throughput.

\ AEC Pipelines commenced
% a joint venture field test of
new technology for heavy

oil pipelining.

% AEC became a 25 percent

participant in the Alberta-
based “Elephant Brand”
nitrogen fertilizer business.

\ The $105 million Joffre

% ammonia plant and related
4l storage facilities started up
on time and under budget.

§\N Ranger™ lumber produc-

tion reached a record 164
Sl million board feet.

density fibreboard plant

reached full productive
capacity and is successfully
marketing worldwide.

§N The new Ranger™ medium
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Shown are areas where products are
marketed either directly by AEC or
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PRESIDENT'S REPORT TO SHAREHOLDERS

1987 IN REVIEW

987 was a good vear for the
Corporauon. Earnings were 27 per-
cent above the 1986 level. and
operating cash flow increased
significantly. with all divisions
reporting positive results. Opera-
tional records were set at syncrude
and in the Pipelines and Forest
Products divisions.

The graph on the right illus-
trates the diversification of AEC’s
cash flow sources. In {987 Syncrude
and the Pipelines Division per-
formed particularly well. with
operating cash flow of $56.3 million
and $61.1 million respectively.
These results offset the decline in
cash flow from natural gas sales.
as our average gas price fell by
27 percent and sales declined
by 7 percent. For the first time,
operating cash flow from Forest
Products exceeded $10 mitlion.

Included in the "Other” cate-
gory are revenues from a natural
gas liquids extraction plant. a
power plant and the new fertilizer
venture. The energy-efficient
tertilizer plant at Joffrc pcrformed
exceptionally well during its first
few months of operation in 1987
and is expected to be a good cash
flow producer in 1988.

Another indicator of the varied
nature of AEC's operations and
investments is the extent of our
market areas. As shown on the
map on page 3, products are
marketed worldwide by AEC or
its subsidiaries, affiliates or joint
ventures.
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SOURCES OF 1987 OPERATING CASH FLOW
$ Millions!

Over and above the financiai
strength which is apparent on
the balance sheer. AEC has very
valuable natural resource assets
which contribute to its excelient
results and offer good potential for
future years. The graph above illus-
trates the size of these resources.
showing the reserve life of various
holdings.

For example, the 24 billion
barrels of heavy oil in place at
Primrose is an enormous asset for
AEC. Development of portions of
this resource is progressing. and
in 1988 should advance from the
pilot stage to the beginning of
commercial development.

Exploration for natural gas
and conventional oil yielded good
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=%
<o
o
=
=78
x
=
= 8
p &

CONVENTIONAL OIL |pyietl

RESERVE LIFE OF AEC NET HOLDINGS
AT 1987 RATES OF PRODUCTION
{Years)

results. with increased reserves at
year-end, after deducting 1987
production of 85 biilion cubic feet
and 2.4 million barrels, respec-
tively. 1987 finding costs were
significantly below published
industry levels, further enhancing
the bottom line.

AEC's financial position was
significantly strengthened during
the year by the conversion of $250
million of floating rate debt to 15-
and 16-year debt with an average
interest rate of 7 percent. Total
debt was reduced by $10.8 million.
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1987 CASH FLOW
MANDATORY DEBT PAYMENTS 1988 T0O 1992
13 Millions)

All of the Corporation’s man-
datory debt payments for the next
five years, showr in the graph
above. could be met using only
41 percent of 1987 cash flow. Of
the total debt. 63 percent is at
fixed rates of interest. Qur average
interest rate at year-end 1987 was
8.0 percent as compared with a
year-end prime rate of 9.75 percent.

AEC PEOPLE

The staff of Alberta Energy
Company continue to show dedi-
cation and talent in their ongoing
efforts to advance the progress of
the Corporation. AEC’S results
reflect the significant contribution
of our people. and we appreciate
their accomplishments, individually
and collectively.

THE PRICE OF OIL

Crude oil 1s sold around the
world in U.S. dollars and it is
interesting to note that the price
has decreased significantly in
recent years. The decrease varies
considerably between countries
due to changes in currency values
as compared to the U.S. dollar,
The table below shows the impact
of changes in crude oil price and
currency values in selected coun-
tries since january. 1985, In japan.
for example. the price and cur-
rency-value-adjusted cost of crude
oil has decreased to U.S. $8.69
per barrel and is 339 percent of
the cost which prevailed there in
January. 1985,

COST OF A BARREL OF OIL
JANUARY 1988*

(Combines Changes in Foreign
Exchange and Price)

U5 $/Bbl  [ndex
U.S. 516.95 66.1
Canada 516.46 64.2
Spain S11.10 43.1
UK. $10.81 41.9
France $ 993 38.7
Germany § 9.04 35.0
Japan § B.69 33.9

* Indexed from January. 1985, when the
price was LLS. $25.64

THE YEAR AHEAD

During 1988, AEC’s capital
program is expected to be in
excess of 5200 million. The allo-
cation of these funds will depend
upon which opportunities are
expected to provide the optimum
return to our shareholders, but it
is anticipated that the Oil and Gas
and Pipelines divisions will invest
the largest share. In addition, during
1988 there likely will be decisions

on projects requiring major com-
mitments of capital in 1989 and
subsequent years.

Canadians are voicing strong
opinions on free trade. We add our
volce. wholeheartedly and with
complete enthusiasm. for the free
trade initiative. For AEC, the new
free trade deal bodes well for
future growth and profitability. It
will mean new jobs for Canadians
and new opportunities for the
Corporation. It will help provide
unhindered access for our products
and substantially avoid or forestall
future tariff confrontations in one
of the largest markets in the
world. When put into effect, the
Free Trade Agreement could well
enhance Canadian unity by pro-
viding all regions of Canada the
chance to participate equally in
building a prosperous future.

1988 should be another good
year for AEC. as we move ahcad
with a solid base of assets. good
cash flow and a fine staff. Subject
to a reasonable degree of stabiiity
in oil prices. we are expecting
that results will be similar to those
of 1987 and that 1988's chalienges.
unpredictable though they may
be. will provide a tively and inter-
esting vear.

David E. Mitchell, O.C.
President and
Chief Executive Officer

February 12, 1988



OIL AND GAS

“AEC has an exceptionally
strong resource base

on which to build future
profit growth.”

Gwyn Morgan
President
AEC Qil and Gas Company

Maurice DeGagne, Operator, takes a meter
reading in the vapour recovery unit at the
South Jenner oil treating facility.
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CONSOLIDATED RESULTS

Data related to oil and gas exploration,
production, landholdings and reserves
shown elsewhere in this report reflect
consolidation with Chieftain Development
Co. Ltd., of which AEC is the majority
shareholder. Information specific to AEC
Oil and Gas Company. a Division of Alberta
Energy Company Ltd.. is contained on
pages 8 through 12. A summary report
on Chieftain appears on page 13.

Canadian Reserves

The Corporation's conventional oil
and gas reserves in Canada at year-end
1987 are estimated to be:

(Gas (billion cubic feet)

* Proven 1.634
+ Probable 163
» Total 1,797

Oil (million barrels)

* Proven 159
+ Probable 6.7
- Total 226

In addition 1o the above conventional
reserves, AEC Qil and Gas Company holds
an estimated 24 billion barrels of heavy
oil in place at Primrose after deducting
the portion that joint venture participants
have earned or are entitled to earn. AEC's
share of the resource is estimated to have
the capacity to ultimately produce some
50,000 barrels per day, of which 5,000 to
10,000 barrels per day could be realized
within the next five years dependent upon
oil prices, markets, fiscal terms and tech-
nological developments.

AEC’s share of reserves in the Syn-
crude venture are discussed on page 15.

Summary of Canadian Results

1987 1986
Average daily gas production - -
{million cubic feet) 233 252
Average daily oil production
(barrels) 5,020 4613
Petroleum and natural gas landholdings
(net million acres) 3.2 3.2
Exploratory and development wells drilled
+ Oil-Gross 52 62
—Net 12 27
+ Gas—Gross 48 89
—Net 19 66
+ Cased Awaiting Evaluation—Gross 24 1
—Net 13 4
+ Dry and Abandoned—Gross 32 95
—Net 13 35
+ Total—Gross 156 257
—Net 57 132




OIL AND GAS

AEC QIL AND GAS COMPANY
Activity Summary

AEC Ot and Gas Company continued
o strenglhen s resonrce hase throngh
borh surcessful natural gas and conven-
tional oil exploration and further definition
oi the comunercial polential ol heavy oil
TeSONICES.

Nalural gas demand and prices weak-
ened considerably in 1987, North American
nalural gas markets are believed to be on
the verge of strengthening. As they do,
ALC Oil and Gas Company 1s very strongly
positioned for growth in cash low and
earnings.

The Company has additional produc-
nve capacity available from developed gas
fields and from newly discovered reserves
which will be developed. It has a diverse
base of strong and flexible natural gas
marketing arrangerments.

ALL is developing new opportunities
for gas sales in the L.S. where signs
ol natural gas market resurgence are
already evident.

Convenuecnal oil production was down
slightly in 1987, but operating cash flow
was higher due (o higher prices. Conven-
nonal oil production is expected 10 increase
n 1988,

The Company’'s revised exploration
strategies. implemented following the
pricing collapse of 1986, vielded good
results in erms of both reserves replace-
ment and low finding costs. AEC has
developed a good land position in some
of the higher patential western Canadian
oil and gas exploration plays

AEC successfully drilled and placed
on production Canada’s first “medium
radius™ horizontal well. This advanced
technology presents exciting potential to
increase the Company’s oil reserve base
and production levels.
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PRIMROSE BLOCK—GAS POTENTIAL

2 Areas Containing Proven Natural Gas Poois
AEC Interest Land

The enormous heavy oil resources on
the Primrose Block in northeast Alberta
place AEC in one of the strongest posi-
tions of any Canadian company. Heavy oil
accounts for over 20 percent of Canadian
production and this proportion is expected
toincrease substantially as Canada’s
conventional oil supplies decline. Ini the
southern region of Primrose. two projects
are on the verge of commercial develop-
ment [n the northern region, improved
technology has greatly enhanced prospects
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for commercial development. A full-scale
pilot is planned for the central region of
the Primrose Block.

AEC Oil and Gas Company has a sub-
stantal resource base and solid marketing
position. The Company has good prospects
for growth in natural gas and conven-
ticnal oil revenues and has enormous
heavv oil rescurces which are poised tor
profitable development.



Exploratien

Over the past year, AEC Oil and Gas
Company implemented major revisions
to its exploration strategy. Financial and
human resources were concentrated
on fewer areas and average ownership
interests were increased. During 1987, the
Company’s finding costs were less than
half of published finding costs for the
industry as a whole. 1987 natural gas
reserve additions resulting from the
exploration program kept pace with the
Company's substantial level of production.
Qil discoveries were slightly below 1987
production.

On the Primrose Block. AEC Oil and
Gas Company has interests of between
50 percent and 100 percent in more than
160 gas wells. Successful exploration in
1987 increased Primrose gas reserves to
145 billion cubic feet. net to AEC. During
1988, AEC plans to participate in 170 miles
of seismic and 26 exploratery wells on the
Primrose Block.

The Swan Hills trend in south-central
Alberta features, at Caroline, one of the
most significant western Canadian gas/
condensate discoveries in many years. AEC
has exploratory lands on the Swan Hills
trend to the north and south of Caroline.
Three deep wells are being drilled on the
trend near Company lands at Strachan,
twelve miles northwest of Caroline.

AEC has an average 22.5 pereent
interest in four deep gas/condensate wells
in the Millarville area of southwestern
Alberta. One well is currently being
drilled with additional wells planned for
1988. Preduction from one of the dis-
coveries commenced in late 1987 ar a rate
of 4 million cubic feet of gas per day,

150 barrels per day of liquid hydrocarbens,
and 16 long tons of sulphur. net to AEC.

AEC 0il and Gas Company 1987 Well Statistics
Exploratory

Total
Gross Net
Oil 11 4
Gas 22 12
Cased Awaiting Evaluation 5 3
Dry and Abandoned 13 5
Total 51 24
Development
Total
Gross  Net
Oil 4 2
Gas 1 -
Cased Awaiting Evaluation 6
Dry and Abandoned 2
Total 16 10
Total Wells 67 34
AEC 0il and Gas Company Petroleum and Natural Gas Landholdings
{Acres}
1987 1986
Gross Net Net
Alberta
~Suffield 644,731 641,153 641,354
—Primrose 1,380,160 1,138,765 1.194,176
—Other 1,240,942 514,986 487.296
Saskatchewan 133,732 76,376 50,505
British Columbia 382,570 137,663 152,937
Beaufort 2,760,472 47,771 47,771
Total 6,542,607 2,556,714 2,574,039




OIL AND GAS
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During 1987, ALC drilled six explor-
atory wells on the weslern portion of the
Suffield Block and nearby lands. This
drilling resulted in lour oil wells and one
gas discovery A successful gas well was
also drilled near Pageant. 50 miles 1o the
~outhwest. The two most significant gas
discoveries tested at 10 and 6 million cubic
feet per day. Three of the oil discoveries
tested at an average rate ol 70 barrels per
day. and the fourth well will be tested
n 1988

Natural Gas Production

AEC O1l and Gas Company is a major
natural gas producer, holding interests in
3.006 producing narural gas weils located
mainly m Alberta. In 1987, natural gas
preducuion was 201 million cubiwe feet per
dav compared with 2273 million cubic {eel
per day in 1986, Natural gas prices were
wealer as a consequence of the deregu-
lation process. n both Canada and the US.
and unusually warm winter wearther. These
lactors resulted in a 30 percent reduction
in operating cash How from natural gas.

ALCE markeung strategy is o avoid
deep discount markets (0 maximize the
longer term return frem its valuable natural
2as resource base. Production operating
cosls are among the lowest in the industry.,
giving the Company exceptional resilience
1o weather this period of wealkness in
natural gas markets,

As markets strengthen, AEC has the
ability o increase sales from its existing
productive capacity. as well as through
development of new reserves. including
Primrose and Millarville,

During 1987, natural gas markets
continued to restrucure in response 1o
changing regulatory and business condi-
lions. AEC has been successiul at further
diversifving its broad portfolio of natural
gas sales arrangements.

78 79 B0 'B1 '82 '83 '84 '8% '86 &

ALBERTA NATURAL GAS
WELLHEAD/PLANT GATE PRICES
[C$/mef)

Regulatory review of a project lor sale
cf Alberta gas 1o disiributors in the north-
easlern United States is continuing in
Canada and the United States, with deci-
sions expected in 1985,

Conventional Oif Production

Stronger prices resulted ina 145 per-
cent increase {n operating cash flow from
conventional oil production despite some-
what lower productive levels. Conventional
oil production averaged 2.750 barrels per
day. down 440 barrels per day from 1986.
This reduction occurred as a result ol a
need o install low graviry oil treatment
facilities which will be completed earlv

W8 79 B0 81 82 A3 B4 Y Ee W7

AVERAGE ALBERTA WELLHEAD PRICE
LIGHT AND MEDIUM CRUDE OIL
[CS/bbl)

in 1988, The outlook for 1988 is for
increased conventional oil production

Conventional ight and medium crude
oil was sold 1o domestic refineries while
the Cornpdany's heavy ot production was
sold Lo a well established LS. heavy oil
refiner under a long-lerm contract.

AEC has approximalely 275 million
barrels of conventional heavy oil in place
in the Sufheld area, of which 7 miilion
barrels are currently included as recover-
able in ACC's reserve base. The Company
has implemented a number of pilor pro-
grams to apply advanced lechnology to
increase recovery ol these conventional
heavy oif reserves.
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PRIMROSE BLOCK—HEAVY QIL ACTIVITY

0 Commercial Heavy Oil Project in Planning Stage
@ Heawy Qil Piot in Planning Stage
B Heavy Ol Pilal
21 Areas Containing Heavy Oil Accumulation
AEC Interest Land

The first "medium radius *horizontal
well in Canada was successfully drilled
and compleled by AEC in the last quarter
ol 1987 This lechnology allows the well-
bare t¢ drain a far greater porijon of the
reservoir than is possible from a vertical
well The well is currently on test al &
carefully controlled production rate of
150 barrels of oil per day.

The Company also is conducting
encouraging gas injection lests Lo reduce
waler production and increase oil recovery.
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These advanced technologies have the
potential to significantly increase AEC's
conventional oil reserve base.

In Situ Heavy Gil Sands

Delineation and production lesting
of heavy oil resources continued on the
2.000-square-mile Primrose Block. AEC
has interests ranging from a 60 percent
working interest (o a combination 12.5
percent working interest and 54 percent
net prolits interest.

Drilling in the Caribou Lake and
Foster Creek areas of the Primrose Block
delineated an extension of the Clearwdles

heavy oil sands. These sands currently
produce approximately 100,000 barrels per
day in the Cold Lake area south of Prim-
rose. AEC's share of Primrose heavy oil in
place is estimated to be 24 billion barrels
of which abour 2 percent, or 500 million
barrels, may ultimately be recovered
depending upon oil prices. markets, fiscal
terms and technological developments.

Two majer commercial heavy oll
projects have been approved in the Burnt
Lake area of Primrose for aboul one vear.
The oil price reduction of 1986 resulted
in deferral of these projects pending oil
price strengthening and olher ways of
improving the economics. Detfailed engi-
neering work has resulted in reduced
development and operating Cost estimates,
Commercial development is conditicnal
upon satisfaciory government fiscal terms
and the outlook for oil prices.

A heavy oil pilot project at Burnt
Lake in the southern part of Primrose has
achieved production rates in the 3,000
barrels per day range from the Clearwater
formation. This pilot was shul in when
oil prices fell in 1986. Pilot operations are
scheduled to recommence with 24 new
wells planned for 1988. The excellent
production petential of the Clearwater
formation was further confirmed by two
single-well steam tests at Caribou Lake in
the central portion of the Primrose Block.
Tesls indicate that production averaging
60 barrels per day will be realized from
each of these wells. Planning is now under
way lo conunence construction of a full-
scale pilot project in 1988,

The application of new completiornrand
stimulation technigues in the Wabiskaw
formation at the Ipiatik pilot project
proved 10 be very successful in 1987 As a
result of this. AEC and its co-venturers will
add four wells to the pilot in early {988
in order (o further test the commercial
potential of the Wabiskaw formation.



AEC successiully drilled and placed on production Canada's 1.1
“medum radius” horzontal well.

CHIEFTAIN DEVELOPMENT CO. LTD.

AEC owns 57 percent of the voting
shares of Chieftain, which is engaged in
Canadian and international oil and gas
exploratien and development. In this
report. Chieflains financial, exploration and
praduction results, as well as landholdings.
are consolidared except where specific
acuvities of AEC Oil and Gas Company
are discussed.

Chieflain’s 1987 expleration program
included several light gravity crude oil
discoveries in Alberta and a natural gas
discovery in the Gulf of Mexico.

Oil and narural gas liquids preduction
increased 24 percent o 3.800 barrels per
day during 1987 Natural gas production
increased to 33 million cubic feet per day,
up 1Z percent from 1986.

Chieftain centinued 10 increase its oil
and gas resernves. Independent consullants
esumate that Chieftain's proven natural gas
reserves had mcreased by 52 billion cubic
[eet (bch) to 494 bel at December 31, 1987,
Proven reserves of oil and natural gas
liquids had increased by 900.000 barrels
1o 14.4 millien barrels. The consuliants
estimate that Chieftain holds probable
additional oil and gas reserves of 29 million
barrels and 45 billion cubic feet. respectively.

Landholdings in Alberta. the United
S-ates and the North Sea total 2.500.000
gross (856,000 net) acres at December 31,
1987. These holdings include 1.874.000
gross {714.000 net) acres in Alberta and
3739.000 gross (108.000 net} acres in the
Linited States.

Chieftain participated in 94 explor-
atory and development wells In Alberta. in
the coniinental Linited States and offshore
in the Gulf of Mexico during 1987 This
drilling program resulted in 33 oil wells.
22 gas wells. 7 oil-and-gas wells. 11 wells
cased for evaluation. and 4 wells drilling
at year-end. Qil reserves were added in
Alberta at Hyrthe, Gold Creek. Tangent,
Bezanson, Gordondale, Valhalla. Funt
Creek, Medicine Lake and Panny River
Gas reserves were added at i lythe, Gor-
dondale. Craigend. Tweedie. Vilna and
Edwand. At Ldwand. in east central Alberia.
Chieftain drilled five gas wells and work
i commencing on a gas compression
facility with a capacity net to Chiefiain of
15 million cubic feel per day. In the Gulf
of Mexico, Chieftain participated with a
one-third inlerest (23 percent after payour)
in a natural gas discovery that flowed
12 million cublc feet per day. Onshore in
the LS. Chieftain participated in five oii-
and-gas wells on Wyoming's Moxa Arch
and an oil well in North Dakota.

PAN-ALBERTA

ALC owns one-half of Pan-Alberta Gas
Lid. and Pan-Alberta Resources Inc.

In 1987 Pan-Alberta Gas Lid. strength-
ened its position as (he second largest
exporter of natural gas to the Lnited
Stales. Export sales volumes were up
substantially 10 a level of 232 billion
cubic feet. representing 25 percent of the
1987 Canadian export market. Domestic
sales increased 20 percent (o 47 billion
cubic feet.

Pan-Alberta successfully sertled a
contraciual dispute with a L5, purchaser.
allowing subsiantialiyv increased export
sales.

The company also completed s third
consecurive year of 100 percent of contracl
volume sales of natiral gas 1o a southern
California market.

Pan-Alberta Resources Inc. has a
50 percenl interest in a natural gas hquids
exiraclion plant located al Empress.
Alberta. These natural gas liquids arc seld
on a cost-of-service basis. During 1987,
increased exports of natural gas resulied
in more gas being processed at this plant.

FPan-Alberta Resources also receives
a share ol the profit fronmi another plant
where natral gas liguds are exoracted
from Pan-Alberra’s gas stream,
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SYNCRUDE

“Syncrude supplies

10 percent of Canada’s
oil requirement and is the
country’s largest single
source of supply”’

Roger D. Dunn
Vice-President

Rich Kerr (L}, Manager, Technical Services ]

?‘-.,‘  and Bob Wigelsworth, Senior Mining Engineer,  +is,.!
“ " examing scale model of a processing com-

3 ponent in Syncrude's Capacity Addition

E Project.



AEC owns o 10 percent joing venture
imterest i Svnerude, with an average
7 percent overriding royalty on another
10 pereent of project revenues. Syncrue.
lecated 320 miles nerth of Edmonten. is
the world's largesl vilsands mining opera-
tion. It supplied 10 percent of Canadas
crude oil consumption during 1987 Qil
shipments for 1987 were a record 50 mil-
hon barrels or 137000 barrels per day. a
& percent Increase over 1986, This is the
third consecutive year that Syncrude has
established records for annual synthetic
crude oil shipments.

The 1987 plant gale synthetic crude
otl price averaged 527 60 per barrel. a 2|
percent increase from 1986, This higher
o1l price. combined with record shipments
and lonver production costs. resulted inan
merease of 136 percent in AECS operating
cash Mlow from oil sands.

ALC was successful in restructuring
its arrangements for the sale of Syncrude
production. The synthetc crude oil was
previously sold  a single refiner. AEC's
marketing llexibility and market position
have been improved significantly with the
addivon ol ancther majer Canadian refiner

The commendable efforis of Syn-
crude’s management and sLaff, as they
strive for operational excellence. resulted
in the 1987 base plant unit operating cost
dropping 1o Cdn. 514.60 (abour US. §11.00)
per barrel. This is the lowestin Syncrude’s
ning-year history and a s0.10 per barrel
improvement over the average 1986 base
plant costs.

I'he Syncrude Aggressive Capital
Program. initiated in 19873, is nearing
completion. Construction of the final
phase. the 5680 million Capacity Addition
Project (CAP). was 90 percent camplete

‘B A1 82 A3 B4

OPERATING CASH FLOW PER BARREL OF
SYNCRUODE PRODUCTION
($ Per Barrel)
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at year-end. These new facilities are ex-
pected 1o start up in August 1988, four
monlths earlier than eriginally scheduled
and 580 mitlion under (he initial estimated
cost. L.pon completion ol this 1ast phase.
Syncrude's daily capacity will be increased
a further 20,000 barrels to 137000 barrels
Al year-end. the two-yedar 585 million
expansion engineering study was 50 per-
cent complete. 1o date. the study indicates
that an additional 82,000 barrels per
day of capaciry will cust approximately
$73.8 billion ($1987) and would be capable

of production commencing as early as
19973, Expansicn would create over 398.000
person-vyears of employment oppertunities
and reduce Canada's dependence on im-
ported il by more than {0 percent by the
vear 2000. Before proceeding with the
expansion the syncrude owners will
consider a number of factors including the
financing of the project. the availability
of construction labour and matenals. the
outlook for the price of cil. and the fiscal
terms that can be negoliated with the
Alberta and federal governmenis. Syncrude
also will have to review the provisions of
an Alberta Energy Resources Consenvation
Board permit. A decision on this project
may be made in late 1988,

ALC's share of Syncrude’s proven
reserves al year-end 1987 was 115 million
barrels ol synthetic crude oil. At 1987
preduction rates this is sulficient for
about 23 years of operation. AECs share
of proven but undeveloped reserves is
70 million barrels. Once CAP s operational
in August 1988. the undeveloped reserves
will be added 10 the reserve base. The
combined proven reserve 15 large enough
o supply Syncrude 1o aboul the year 2020,
I addition, suflicient unproven reserves
have been identified within the Syncrude
leases to supply the proposed expansion
project.

AEC POWER LYD.

Alberta Fnergy Company Ltd. holds
a two-thirds interest in ALC Power Lid.,
owner of the £312 millien power plant
which supplies pewer and steam for
syncrude. Profils are earned on a con-
raciually set cost-of-service basis.
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PIPELINES

“AEC Pipelines ;z
investment grows to keep
pace with ever-expanding .
production of synthetic and “ 4
heavy crude oils”

Frank W. Proto L] -

President
AEC Pipelines

Larry Ushko, Mechanic,‘ performs maintenance work at
the new Bellis pump sialion on the Cold Lake Heavy Oil
.Pipeling system. c




AEC PIPELINES

AEC Pipelines continued ils strong
growth in terms of both volume ol oil
transported and capital invested. Record
volumes of oii averaging in excess of
297000 barrels per day were ransported
via ALC owned and operated pipeline
systems. This is about 25 percent of Alberta’s
total oil producton. The announced expan-
sions of heavy oil production and Lthe
completion of the Synerude Capacily
Addition Project provide additional pipeline
investment opporfunites,

AL Pipelines’ 1988 capital program
will be inexcess of $5%3 millien to pro-
vide the required pipeline transporlation
capability

Expansion work continued on bath
of the ALC-operated systems employing
the Division's expertise in engineering.
design and project management, ARC
Pipetines also parlicipated in a joint venture

ALBERTA
Synciude
Peaca River &

Cold Lake
a

Edmenton

Red Deer 0

T Calgary

PIPELINE SYSTEMS

mm  Cold Lake Heavy Qil Prpetine
mm  Albertg O Sands Pipeline

1a Ethane Gathenng System
Wabhasca Pwver Pipeline

1o build and start up the \Wabasca River
Pipeline. & new oil gathering system near
Peace River,

ALC Pipelines incurred no lost time
accidents or unscheduled downime in
1987, This enviable record 1s evidence of
the diligence and commitment of the
Division's very capable employees.

Alnerta Qil Sands Pipeline

Alberla Oil Sands Pipeline (AQSPL).
a wholly owned and operated system.
15 & 270-mile pipehine delivering the oil
production from ihe Syncrude pianr al
Fort McMurray to the Edmontun area
where it is distributed w local refineries
and 1o cther pipeline systems for export
from Alberta

In response to record Synerude pro-
duction. the pipeline transporied record
Ihroughput averaging 136500 barrels
per day.

A $9 million project was completed
1o relocale a 15-mile section of the AQSPLL
system near Syncrude to facilitate mine
operations.

Preliminary construction cormmenced
to ncrease peak capacity o 226.000
barrels per day This 519 million project
will be completed in 1988 to accom-
modalte the mcreased outpul from Syn-
vrude's Capacity Addition Project.

Cold Lake Heavy Qil Pipeline

The Cold I.ake Heavy Oil Pipeline
transportation network maoves heavy oil
blends from in situ heavy oil projects in
the Cold Lake region o Edmonton. Daily
system throughput averaged 121,500
barrels of blended heavy vil in 1987,
compared with 85000 barrels in 1986,

Dunng the year a new pump station was
constructed at Beilis. This facility unlizes
state-of-the-art variable speed echnology
applied for the first time on a crude oil
pipeline system in North America. The
pump station provided a system expansion
0f 55.000 barrels per day 1o 185000
barrels per day peak capacity and was
completed at a cost of 56 million.

lLate jn 1987, AEC Pipelines filed an
application with the Alberta Energy
Resources Conservation Board for a per-
mit 1o expand the Cold Lake Heavv Ol
Pipeline to a peak capacity of 215.000
barrels per day. This expansionisin
response to planned production increases
by the heavy oil preducers in the Cold
lLake region,

SR
CUMULATIVE PIPELINE CAPITAL INVESTMENT

‘3 Muligns|

HDOEG 7

Alberta Ethane Gathering System

The Alberta Ethane Gathering System
collects ethane from several natural gas
processing plants within the province, The
systent. one-third owned hy ARC, delivers
ethane 1o ethylene plants near Red Deer.
[0 storage caverns near Fort Saskatch-
ewan and Lo several Gil pools where it is
used in enhanced ol recovery.

Wahasca River Pipeline

The \Wabasca River Pipeline is a 105-
mile. conventional crude ol gathering
pipeiine system located in the northwest
sector ol Aiberta having a capacity of
14.000 barrels per dav AEC Pipelines
owns 19 percent of this new system. The
pipetine serves the fughly productlive
East Peace River Arch area and has the
potential ta expand and serve new il
developments in the area.



“The cost effectiveness
of the Blue Ridge facilities
and the high quality of
Ranger™ products place
the Corporation in a
strong competitive
position™

Hector J. McFadyen

President
Btue Ridge Lumber (1981) Ltd.

Blue Ridge Lumber
McQueen are P
.and quality control in




A \Ti:,\\\\3\‘

FOREST PRODUCTS SALES REVENUE

FOREST PROOUCTS PRODUCTION

1$ mullions)

O  Lumber (million board feet)

O MOF (milion square feet)

1987 was another year of growth for
ALCs forest products cperations, Sales
revenues Irom wholly owned Blue Ridge

lLumber (1981 L.id. reached 554 4 million.

an increase of 46 percent over the 1986
level and aboul twice that achieved in
1983 This growth has resulted from
expanded lumber production and the
commencement of the medium density
fibreboard (MDF) operation. Both products
are markeled under Ranger ™

Marke! prices for lumber production
increased in 1987, This did not. however,
result in higher mill net prices. The average
mill ner price on sales decreased by
some 7 percent from the 1986 level due
in large measure to Canada's imposition
in January of a 15 percent export tax on
softwood lumber shipments to the LS.
This initiative was taken to settle the
softwood lumber dispute with the LS.
and resulted in lower returns on sales to
poth Canadian and U5, markets. Also
contributing w the decrease tn the mull
net price was the increased value of the

Canadian dellar against that of the (.S
Blue Ridge was able 1o increase iis ship-
ments of lumber producis by 11 percent Lo
169 million board feer to offset the impacl
of lower mili net prices. The Corporation
also benefitted from higher prices for
residual chips as pulp prices strengthened
considerably during the vear,

The medium density fibreboard plant
completed its first full year of opera-
tionin 1987 The product has received
strong market acceplance throughout
Canada. Europe and Southeast Asia. Ship-
ments rofalled 48 million square feet
(3/4-inch basis). The Corporation’s mar-
keung strategy is based on producing a high
guality product for distribution to various
regions around the world through companies
which have intimate knowledge of the
product and their respective markelt regions.

Operational performance at Blue
Ridge showed conunued improvement
during 1987 Lumber production levels
reached a record 164 million board feet.
compared with 156 million board feet in
1986. The lumber mill expansion project
was compleled im December, increasing

MARKET PRICES - LUMBER
Spruce. pine, fir - 2° x 47 standard and better
{US. $ahousand board feet)

production capacity to 200 millicn board
feet per year. This expansion is expected
to further enhance (he mill's cost perfor-
mance in 1988

The MDF plant recorded sleady m-
provemeni in operations throughout the
year reducing per unit operating costs and
increasing the proportion of premium
grade produced. The plant reached annual
design capacity ot 30 mullion square fect
in september. Operanng performance has
shown continued improvement in 1988.

The Corporations 1987 reforestation
program included the planting of seed-
lings on 3.200 acres and preparing an
addirronal 4.500 acres [or natural refor-
eslation. Harvesied lands are replanted
annually to perpetuate the timber
lands which are under the Corporation’s
management.

ALC conrinues o view forest pro-
ducts as an atractive industry for further

invesument.
RANGER"”



 Jeffery (R), Goordinaton Petrach
h
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awn in the conyrg) 100m of the new anhydroys
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NITROGEN FERTILIZER

In 1987, AEC became a significant
producer in the North American nitro-
gen fertilizer business with the commis-
sioning in March of irs 350 000 tonne per
year anhydrous ammonia plant at Joffre,
near Red Deer, Alberta.

The investment of $105 million in
this plant and related distribution facili-
ties has earned AEC a 25 percent interest
in AEC's and Cominco’s combined nitrogen
production facilities and access to a
worldwide marketing network.

The nitrogen fertilizers are marketed
across western Canada under the well
known “Elephant Brand” trademark.

With the start-up of the new facili-
ties the joint venture has become one of
Canada’s largest nitrogen fertilizer pro-
ducers, having the capacity to produce
750 000 tonnes of ammonia and 575 000
tonnes of urea per year. The new facili-
ties came on stream on fime and under
budget and have demonstrated an ability
to operate above design levels.

Over the past two years, large world
grain inventories have led to government-
induced acreage reduction programs in
the United States. This has resulted in
cutbacks in fertilizer usage and lower
fertilizer prices. Despite the severe down-
tum in the fertilizer business and the need
to market the very sizeable output from
the new world scale plant, AEC realized a
small positive operating cash flow during
the start-up year for this new venture.
During the fourth quarter. efforts to secure
markets for all of the new production were
successful and the Joffre plant operated
at close to full capacity.

AEC's share of 1987 nitrogen-based
fertilizer sales totalled 120 000 tonnes. With
the full implementation of joint venture
production and marketing in 1988, sales
will increase significantly.

COAL

The Coal Valley Mine is located 130
miles west of Edmonton in the foothills
of central Alberta. AEC holds a 25 percent
interest in this mine which produces high
quality, low sulphur coal for use in the
generation of electricity. The mine has
been in operation since 1978, and in April
1987 shipped its 20 millionth ton of coal.
Over three-quarters of Coal Valley's annual
production is sold to Ontario Hydro under
a long-term contract, with the remainder
being sold in the international market,
primarily to Japanese utilities. Coal Valley
employs 350 people and is an integral
part of the economy of communities in
the region.

AEC's share of 1987 sales totalled
500,900 tons compared with 447,600
tons in 1986. The operartion has stressed
productivity improvements and cost
reductions over the y