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O p e r a t i n g  H i g h l i g h t s  

GAS SALES REMAINED STRONG AT 2 7 2  MILLION CUBIC FEET PER DAY, BUT PRICES 

DECLINED BY 4 PERCENT. 

SALES OF SYNTHETIC AND CONVENTIONAL OIL AND NGLS WERE AT NEAR-RECORD LEVELS 

OF 21,210 BARRELS PER DAY, WHILE PRICES INCREASED BY 22 PERCENT. 

PROFITABLE EXPLORATION RESULTS CONTINUED, WITH FINDING AND DEVELOPMENT 

COSTS BELOW PUBLISHED INDUSTRY AVERAGES. 

FERTILIZER SALES VOLUMES WERE 19 PERCENT HIGHER, WITH PRICES COMPARABLE 

TO 1988  LEVELS. 

F i n a n c i a l  H i g h l i g h t s  

NET EARNINGS WERE $37.3 MILLION, COMPARED WITH $36.1 MILLION BEFORF. AN 

EXTRAORDINARY ITEM IN 1988. 

CAPITAL INVESTMENT TOTALLED $197.5 MILLION. 

THE ANNUAL COMMON SHARE DIVIDEND WAS INCREASED ro 33 CENTS PER SHARE. 

A $100 MILLION COMMON SHARF, ISSUE WAS COMPLETED. 

HIGHER INTEREST COSTS AND A CONTINUED HIGH EXCHANGE RATE ON THE CANADIAN 
DOLLAR IMPACTED ADVERSELY ON I'INANCIAL RESU1,TS. 

THE AEC ACT WAS AMENDED TO EASE SHARE OWNF.RSHIP CONSTRAINTS. 

THE CORPOR;~TION SOLD ITS NON-CANADIAN 011. AND GAS ASSETS TO CHIEFTAIN 
IN~ERNATIONAL, INC. FOR $96 MILLION AND PURCHASED A 50 PERCENT INZ-T IN 

CHIEFTAIN INTERNATIONAL. AT YEAR-END THE STOCK MARKF~S.\CA~U,E 

C H ~ E P ~ A ~ N  SHARES OWNED BY !LEC WAS $110 MILLION. 



Earnings per Common Share of $0.52 were equal to those in the prior year. At year- 
end, Common Shares outstanding had increased from 59.8 million to 65.8 niillion, 
the Common Share market price was up 26 percent, and the total stock market value 
of outstanding Common Shares was approximately $1.3 billion. 

4 $100 million Common Share issue was complered, materially 
strengthening the Corporation's financial position. At year-end, AEC had a drbt- 
to-equity ratio of 41:59, an average interest cost of 9.4 percent and a n  average debt 
term of 10 years. All of AEC's mandatory debt repayments for the neat five years 
could be covered with one month's cash flow - further illustrating our strong 
financial position. 

Constraints on the ownership of AEC Common Shares were signifrcanrly 
lessened in 1989. The m a x i n ~ u n ~  shareholding for any beneficial uwuer has been 
increased from o r e  to five percent. And, for the first time, foreign ownership is 

possible, although the total ownership by all foreign investors is limited to ten 
percent. These changes improve the ability of AEC's shares to achieve 
competitive market value by facilitating the purchase of shares by very large 
pension funds and insritutions, whirh comprise an important seg~nent of the 
investment community. 

During the year, the Corporation's non-Canadian oil and gas assets were 
sold for $96 million. AEC also invested $76 million for a 50 percent interest in 
Chieftain International, an Edmonton-based oil and gas exploration company 

Sources of 

Cash Flow 

with activities mainly in the United States; this investment had a market valur of 
$ I10 million at year-end, up 45 percent. 

Capital investment in 1989 toralled $197.5 million, of which 79 percent 
was in gas and oil, 7 percent in pipelines and 14 percent in all other activities. 

As illustrated by the relative size of our various capital invcsrmenrs, AEC's 
major activity continues to be gas and conventional oil exploration and production. 
During the past year, the Oil and Gas division explored profitably, maintained high 
production levels and low operating costs, and marketed its production using a variety 
of resourceful strategies. 

Syncrude had a good year despite an operating set-back near year-end. A E G  
share of synthetic oil production averaged 14,800 barrels per day compared with 
15,000 barrels per day a year earlier. 

AEC Pipelines continued to deliver strung and srable earnings. The  
Corporation's ownership of crud? nil and ethane pipelines is being aug~nented by 
investments in two natural gas pipelines, one to Vancouver Island and the other 
to the northeastern United Srates. 

For many years, AEC has owned and operated a Large lumber mill and a 
medium density fibreboard plant. A chemi-thermo-mechanical pulp (CTMP) mill in 
northern Alberta, now under construction and due to be completed near year-end 
1990, will add approximately $ 5 5  million to our investment in forest products. AEC 
owns 75 percent of the new mill and MoDo Canada, a subsidiary of Mo och Domsjo, 
a major Swedish forest products cornpan): the other 25 percent 



n I11 dcvelopincnr of the (:'l'All' mill PI-ojcct, AlX: has adhcrcd ro its philosophy 
uf joining \vith ;in rxperienced. cap:iblr parrner. T h e  C f k I P  mill, which will cmploy 
starc-oilrhe-arr rcchnology, !:vill mecr vcry stringrnr cnvi~o~l lnc~ira l  st.ind'~rds. It will nor 
p r o d ~ t  the clilorinatd dioxins :ind hil-.ins rhar ha\ r gained so m~icli public ;irrcntion. 
I h c  6.1s~ grv\\ing. plrnrif~il asprn hard\\-ood will bc rlic main wood fccd\tock. 

The  I 'c~r~cheiniwls  division rrcordrd rnixcd rcsdts. W'llilc our ferrilizer 
busincs sxhibited srl-ong perfvrm:~ncc in rhr Unitcd Srxss, demand Ivwcd in (Innad:i 
as the year progrc\scii. 

I Orhr r  I ~ ~ i r s r m c n r s .  as clas\ificd in thc iln.rncial :iccounts. h:~d cash t l o ~  ot  

25 prrcenr of a cval mine, and inrr r r rs  in forest products and prrr~~chrniicals. I t  :rim 
I ) a \  i d  I<. M i t c h e l l ,  O.C.  

i~icludes revenues horn 2 25 percent inrucst in a natur.ll gas l iquii l  rrrracrion pl:inr I ' r r s i d v n t  a n d  ( : h i ~ f  
~ : \ r r u t i v ~ -  O f f i c r r  and 50 percent of I'an-Alberta Gai, :I ~i;irural gas niarkcring c o r n p n !  which h;id ail 

outstanding year i n  iiirrring a number of markcring and rcgulatm! cliallenges. 
AEC is sometilnes :rsked \dicrhcr or nor it lh~s  any inreresr in. or plans fol: 

furrhcr divcrsii;ing irs cash flow by invrsrmenr i n  orlicr businesses. 'I'hc Corpor;irio~i 
has n o  wch plans, and, in fact, eirhct has sold or  will br  selling cerr.iin of its smaller. 
non-srraregic vcntilrcs. AEC's equiry b a r  is strong, and thc C o r p w i t i o ~ i  is nor 
anticipating a public Common Sli:irr issue in die coming year. 

Enr i ronincnr~l  prorectioii is inhcrenr in each of A1:C.s oper;itions, and ihc 
Corporation has r rce ivd scvcml official commend;itions for its accomplishments and 
cfforrs in this reg:rrd. I 'he Corporation has raken srcps ro m:iinrain rliat tcpuration, 
including die c \ ~ a l , l i r i ~ ~ ~ ~ e l ~ t  oTan inrcrn.tl envisonmenral at'i;iirs coordiii~iring group 
with rrprcsenrarives from all opclaring di\.isions. Al:(: is r ~ r r r r n e l ~  lkcoi, as are orheu 
worldwide, on protecting and preserving our cnvil-onmcnr in a respoiisiblc way 

Total Assets 

by Segment 
A1SC cmployccs, and thcil- hupporrive f.~milics, contribute grcarly to thc 

strcngrh of rhe organization. T h e  posiriw cffccr of cniployre talcnrs. .irrirude and 
dedicarion - kc? facrors in our progrcss - are much :ipprcciared. Special congi-arula 
rions ;ire in order f<,r the artention employees are giving ro rhc safer? of all AEC 
oprrarions, and as mcnrioned above, rhcy share our cornlnon goal of cnvironmrntal 
awareness and preserv~rion. 

A1:C is raking a lradership role in rhc new narional "Jmagine" program which 
sets and encourage commirrnenr to srandards for minimum corporatc donations to 
rarious c o m r n ~ i n i t ~  cndeavours. 

Earnings in 19'10 are expected ro he up from 1'189 levels. The  ourlook for the 
corning year is for higher gas p r i e s ,  :i r a p i n g  off of inrcrest rates and some reduction 
in the exchange rat? of the Canadian doll,in Kecenr oil pricc strengthening hopefully 
xvill conrinue. Small changes in any of tliesc variables can markedly influence resulrs. 
For example, a onc-dollar-per-barrel change in oil prirr would affect AEC's 1990 cash 
flow by 59 million: and a one cent variation in the Canadian1U.S. exchange rare would 
change cash flow by $4 million. Beyond 1990, the Corporation's srrong position in the 
natural gas business, exremive in siru heavy oil resources, srrong pipelines division, and 
othcr resource opporruniries continue to offer good promise for the furure. 

February 16, 1990 
David E. Mitchell, O .C .  
President and Chief Execurive Officer 
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Conventional oil and gas production was maintained at near-record levels, while 
finding and development costs continued to be lower than industry average. Syncrude 
made major contributions to cash flow and incomc. 

AEC Oil and Gas is a large natural gas producer, a significant producer of 
conventional and synthetic crude oil, the holder of some of Canada's highest quality 
undeveloped in situ heavy oil deposits, and a major explorer in the Western Canadian 
Sedimentary Basin. 

During the past year, the Canadian assets formerly held by Chieftain 
Development Co. Ltd. were merged with those ofAEC. 

The exploration program continued to show good reserve additions and low 
finding costs in 1989. However, proven and probable gas reserves were negatively 
impacted due to a one-time, five percent downward adjustment resulting from an 
assessment of additional technical information on certain properties. At 1989 
production rates, the proven and probable reserve life is 16 years for natural gas 
and 9 years for conventional oil and natural gas liquids. The reserve life index 
for Syncrude, which produces a high quality light oil, is 38 years. 

AEC Oil and Gas ranks among the top ten companies in Canada in terms 
of reserves, production levels and exploratory landholdings in the Western Canadian 
Sed imen ta~~  Basin. AEC is the fifth largest publicly traded oil and gas firm in Canada. 

R e s e r v e s  

AEC's oil and gas reserves at year-end 1989 are estimated to be: 

N a t u r a l  G a s  (BILLION C U B I C  F E E T )  

A E C ' s  f a c i l i t y  a t  

S u f f i e l d  i s  t h e  

l a r g e s t  p r o d u c e r -  

o w n e d  u n d e r g r o u n d  

n a t u r a l  g a s  s t o r a g e  

syslcrn i n  C a n a d a .  

Proven 

Probable 

Total 1,637 

C o n v e n t i o n a l  O i l  & N a t u r a l  G a s  L i q u i d s  ( M I L L I O N  BARRELS) 

Proven 

Probable 

Total 

S y n t h e t i c  O i l  (MILLION BARRELS) 

Pruvrn Developed 207 

In S i t u  H e a v y  O i l  

AEC holds an estimated 25 billion barrels of heavy oil in place, primarily on the Primrose 
Range in northern Alberta. This estimate is net of the ponion that joint venture participants 
have earned or are entitled to earn. Although no commercial heavy oil production has been 
realized from Primrose to date, the Corporation's share of commercial projects which are 



Finding and 

Development Costs 

1986-88 

($/barrel of oil 

equivalent) 

currently envisioned over the next five years would yield the equivalent of 10,000 barrels 
per day, with long-term ultimate potential of over 50,000 barrels per day. Price, markets 
and fiscal terms will determine the development time frame for this resource. 

E x p l e r a t i o n  

With a major focus on finding natural gas reserves, AEC's exploration strategy is to 
concentrate activity in areas that have the right combination of geological potential, 

development economics, and AEC competitive position. The Corporation also supple- 
ments its exploration results through selective acquisitions of reserves and interests with 

the objective of developing significant new production centres. AEC is active predom- 
inantly in the Alberta portion of the Western Canadian Sedimentary Basin. 

The graph opposite compares AEC's finding and development costs with industry 
results, utilizing the nvo most often applied gas-to-oil conversion ratios. (The 10:l ratio 
tends to reflect historic economic value equivalence, while the 6:l ratio reflects heating or 

energy value equivalence.) The comparison provided is for the 1986-1988 three-ycar period 
because industry data for 1989 is unavailable at the time of this report. Incorporation of 
AEC's 1989 results into the average would maintain the fdvourable comparison. 



1 9 8 9  W e l l  S t a t i s t i c s  

E x p l o r a t o r y  

Gross Net 

Oil 
- - 

Gas 

Cased-Awaiting Evaluation 

DN and Abandoned 

Total 

D e v e l o p m e n t  

Oil 
- - 

Gas 

Cased-Awaitine Evaluation u - - - 

Dry and Abandoned - 
-- 

Total 

1 9 8 9  Landholdings ( A C K I  5 )  

Total Undeveloped 
Gross Net 

-- 
Net 

Alherra 4,834,640 
- - -- 

3,022,084 
-- 

950,522 

Saskatchewan 156,324 94,205 
- - - 

92,154 

Brmsh Colurnbra 247,827 87,600 
-- -- 

7 0 3  13 
-- 

Beaufort 851,330 
-- 

24,737 
-- -- 

24,737 

Total 6,090,121 3,228,626 1,137,926 
- - - - -- -- 
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2,071,562 
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2,05 1 
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17,087 
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One area of major exploration focus in 1989 was WaskahiganlKarrIGold 
Creek in west-central Alberta. Activity in the 100-mile-long trend included the 
drilling of 4 exploratory wells and I 0  development wells, with after-payout working 
interests averaging 54 percent. Landholdings have grown to 330,000 gross acres, 

equivalent to 184,000 net acres, through the trend. AEC holds reserves of 100 

billion cubic feet of natural gas and 3.6 million barrels of oil and natural gas liquids 
in the trend, with daily production levels expected to exceed 18 million cubic feet of 

gas and 600 barrels of natural gas liquids by the fourth quarter of 1990. Explo- 
ration and development of the trend will continue for several years. 

During 1989, AEC increased its exploration focus for deep, higher potential gas 
reservoirs in western Alberta. The 1989 program has resulted in AEC having interests in 
nvo discoveries and the initiation of drilling on four additional prospects, where the 

wells will reach total depth in 1990. Three of these exploratory wells are located in the 
Berland RiverlFirlObed area where AEC holds interests in 78,000 gross acres, equivaledr 

to 40,000 net acres. 



Waskahiganl 

KarrlGald Creek 

Natural Gas Sales 

, m o n  rube lee, per day, 

N a t u r a l  G a s  

AEC achieved sales of 272 million cubic feet per day from its interests in more than 
3,300 natural gas wells. This compares with a daily average of 280 million cubic feet 
sold last year. While most of the gas was delivered from Suffield, other AEC- 
controlled production areas, primarily Hythe and Craigend, contributed 46 million 
cubic feet per day. 

The first full operating year for the Sufield natural gas storage facility, the largest 
producer-owned underground gas storage system in Canada, was very successful. The 
facility enhances production from the Suffield gas field by allowing consistent production 
rates throughout the year. It has injection m d  withdrawal capahili~y in excess of 100 
million cubic feet daily. In addition to injection of produced gas into storage during the 
summer months, AEC purchased gas on the spot market at lower seasonal prices for 
injection into storage and subsequent resale to higher priced winter markets. 

A X ' S  1989 average direct production cost of 22 cents per thousand cubic 
feet is among the lowest in the industry, helping to buffer the impact of low gas prices. 

In 1989, AEC initiated the development of major natural gas production 
facilities on the Primrose Range in northeastern Alberta and at Karr in northwestern 
Alberta. These facilities wdl be on stream in the fourth quarter of 1990. Production 
from these areas and other new fields, combined with further development of 
existing fields, will more than offset normal productivity declines and increase 
sustainable average calendar day sales capacity to approximately 300 million cubic 
feet per day by year-end 1990. 



Conventional Oi l  

and NGL Sales 

Ib"'elr per day1 

United States gas supply is tightening in the face of increasing gas demand and 
continually falling U.S. gas reserve levels. AEC has positioned itself to expand partici- 
pation in three major U.S. natural gas market regions - California, the Midwest and 
the northeast. 

AEC signed a new contract with Alberta and Southern Gas to supply natural 
gas to the California market through existing pipeline facilities. Deliveries under this 
contract commenced in November 1989 at a level of I0  million cubic feet per day, to 
build to 50 million cubic feet per day by November 1991. 

Regulatory approvals, export licences and producer support were received for 
gas supply contracts between western Canadian marketers and a group of northeastern 
U.S. natural gas distribution utilities in New York, Connecticut, and New Jersey. 
AEC's share is 45 million cubic feet per day, slightly less than half of which is through 
a direct contract, with rhe remainder through a major gas marketer. The gas will be 
delivered in the United States via the Iroquois Pipeline System, in which an AEC 
subsidiary has a 6 percent ownership interest. 

iZEC reached a long-term agreement with Northern Border Pipeline to ship up 
to 30 million cubic feet per day through the proposed expansion of the pipeline ro the 
Chicago area. The agreement is subject to Northern Border's decision to proceed with 
the project, which is expected by the second quarter of 1990. This project, the lowest 
cost pipeline expansion to U.S. markets, is expected to be completed in the mid-1990s. 
It will provide opportunities for new sales from AEC's gas exploration program. 

The outlook for increased revenues from AEC's substantial natural gas assets is 
very promising. Natural gas is selling substantially below the equivalent energy price of 
fuel oil, despite its indisputable value as the premium fuel for environmental reasons. It is 
interesting to note that, at the oil prices which prevailed in 1989, natural gas prices to con- 
sumers could increase on average by 22 percent if natural gas were to achieve competitive 
energy value with fuel oil in the markets served by Canadian gas. Since most of the 
consumer's natural gas cosr is related to transportation and distribution, even this relatively 
small consumer price increase would result in a 90 percent gain in AEC's wellhead price. 

AEC's natural gas strategy is to maintain a very strong natural gas supply base, 
to continue to be one of the lowest cost gas producers, and to position new natural gas 
contracts towards the most attractive markets. 

C o n v e n t i o n a l  O i l  

Sales of conventional oil and natural gas liquids averaged 6,410 barrels per day, compared 
with 6,500 barrels per day in 1988. Production in 1990 is expected to grow slightly, with 
additional production coming from discoveries in the Valhalla and Kitty areas. A low-cost 
conventional oil producer, AEC's average 1989 cash operating cost was $3.64 per barrel. 

OPEC-influenced oil markets stuengthenzd in 1989 a d  ihr price of West 
Texas Intermediate and Canadian crude also firmed relative to world markets. 

Years of field testing have resulted in AEC Oil and Gas and its research partners 
patenting AWACT (anti-water coning technology) to extend the production capability 
of existing conventional oil wells. This recovery enhancement is achieved through the 
injection of gas and chemicals to retard water encroachment which inhibits a well's Rill: 
producing capability. The technology is now being made available to i n d k y  for 

, . 
commercial application. 



Synthetic Oil Sales 

,l"OUEd"d barrels per day,  

I n  S i t u  H e a v y  O i l  S a n d s  

Heavy oil is an untapped AEC asset with the potential to replace a significant portion 
of Canada's declining conventional oil supplies. AEC's holdings indude some of the 
highest quality, most valuable undeveloped heavy oil resources in Canada. The 
Corporation's deposits will be among the first to be profitably developed as oil prices 
continue to become more attractive. 

AEC and a co-venturer are now proceeding with a major pilot project in the 
Caribou Lake region of the 2,000-square-mile Primrose Range north of Cold Lake, 
Alberta. AEC retains a 40 percent working interest in this pilot project with attractive 
financial terms which will extend into commercial development should it proceed. 

Another pilot, at Ipiatik in the northwest portion of the Range, has been 
suspended because other areas of Primrose have greater potential for future 
commercial development. 

Two approved, but pending, commercial heavy oil projects remain suspended. 
Construction of one commercial project was suspended in 1988 by the operator. The 
second project remains as an earning obligation of AEC's farmee. AEC believes that 
oil prices have demonstrated sufficient strength and stability to warrant proceeding 
with these commercial projects. 

S y n c r u d e  

AEC has a 10 percent joint venture interest in Syncrude and an average 7 percent 
overriding royalty on another 10 percent of revenue. Syncrude is the world's largest 
oil sands mining plant. 

Syncrude is a safe, cost-efficient plant. In 1989, AEC's share of production 
totalled 14,800 barrels per day, compared with 15,000 barrels per day in the previous 
year. Despite a variety of set-backs, including a Labour disruption among contract 
workers and other unexpected operational incidents, cash operating costs were held to 
$17.17 per barrel compared with $14.82 per barrel in 1988. Lower unit operating 
costs and higher production levels are expected in 1990. 

Syncrude produces a high quality light oil that competes with other light oils 
in the North American marketplace. During the past year, AEC further diversified 
into this market by securing a U S .  buyer for a portion of its output. 

Syncrude is a major developer and pioneer of new technology for oil sands. 
The $680 million hydrocracker upgrader now integrated into Syncrude's operation is 
a first in the oil sands industry and will probably form the base technology for future 
oil sands plants. The naphtha recovery unit, designed by Syncrude to recover naphtha 
from extraction tailings, was successfully licensed in 1989 to an industrial third party 

In 1989, Syncrude - an environmentally aware and proactive operation - 
emphasized community involvement in the process of successfully renewing all of 
Syncrude's key environmental approvals. 

Synthetic oil now comprises about 20 percent of Canada's light and medium 
oil production. While conventional light oil production will continue to decline, 
Syncrude has a reserve base capable of sustaining current production levels well into 
the next century. 



P a n - A l b e r t a  C o m p a n i e s  

AEC owns one-half of Pan-Alberta Gas Ltd. and Pan-Alberta Resources Inc. 
Pan-Alberta Gas, the second largest exporter of Canadian natural gas to the 

United States, continued to strengthen its position in U.S. markets. Operational high- 
lights included the fifth consecutive year of "100 percent performance" on its sales to 
California and regulatory approvals for a five-year extension of an export licence to the 
U.S. Midwest. All required producer and regulatory approvals were received by year-end 
to settle, on terms favourable to Canadian producers, a major, long-standing contract 
dispute between Pan-Alberta and a major U.S. gas buyer. 

Pan-Alberta Resources has a 50 percent interest in the Empress natural gas 
liquids extraction plant, which operates on a cost-of-service basis. 

C h i e f t a i n  I n t e r n a t i o n a l ,  I n c  

Participation in international oil and gas activities is through 50 percent owned 
Chieftain International, Inc. (CII) which in 1989 purchased all ofAEC's non- 
Canadian oil and gas assets. 

1 9 8 9  C I I  L a n d h o l d i n g s  ( A C l t t S )  

Gross Net 
-- 

United States 
~ ~ 

213,000 63,000 
~p 

North Sea 
-p 

101,000 34,000 

Total 314,000 97,000 

Oil sales averaged 1,650 barrels per day, and natural gas sales averaged 16 
million cubic feet per day during 1989. CII participated in the development of two 
natural gas discoveries in the U.S. waters of the Gulf of Mexico during the year. Late in 
the third quarter, gas sales commenced from a 200 million cubic feet per day capacity 
production platform on Matagorda Island Block 604 in which CII has a 25 percent 
interest. During the fourth quarter, production commenced from an 80 million cubic 
feet per day capacity platform on West Cameron Blocks 187 and 188 in which CII has 
interests of 23 percent and 33 percent, respectively. These facilities increased average 
daily gas production from about 1 million cubic feet per day when CII commenced 
operations in April 1989 to 48 million cubic Feet per day during December. 

CII's exploratory and development drilling program in the Gulf of Mexico 
included participation, with a 25 percent interest, in a gas discovery and a successful 
follow-up well on Eugene Island Block 265 and in the drilling of five gas wells on 
Matagorda Island Block 604 and a gas discovery on Matagorda Island Block 589. CII 
increased its exploration base in the Gulf of Mexico by acquiring six federal leases, 
covering 33,800 gross (8,450 net) acres, at offshore lease sales. 

As of December 31, 1989, independent consultants estimated CII's proven 
reserves in the United Statcs at 66.1 billion cubic feet of natural gas, located primarily 
in the Gulf of Mexico, and 6.3 million barrels of oil and natural gas liquids, located 
mainly in southeastern Utah. 
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SIGNIFICANT S T E P S  \ \ . t l lE  I A K F S  IN 1989 ' 1 0  U I V 1 : K I I Y  \C:I I V I I Y  ROT11 

HICALLY A N D  WITH RESPECX I 0  I ' R O U U C I S  TRANSL 'ORILU,  I H E R F R Y  iKNIIANCING I ' I i ' t L I N E  

INVESTMENT AND PROVIDING A S  EXI'.ANL)F.D i O l : R C E  O F  S I b A U Y  (:ASH F l O W .  

Vancouver Island Following successful negotiarion of fiscal arrangements wirh the federal and Brirish 
Natural Gas Pipeline Columbia governments, Pacific Coast Energy Corporation (50 percenr AEC-owned) 

commenced construction of the Vancouver Island Natural Gas Pipeline. This $280 
million project, which will deliver narural gas to the sourhwesrern B.C. mainland and 
Vancouver Island, represenrs the first major geographic and pl-oducr diversificarion for 
AEC Pipelines. A X ' S  equiry investment will be approximately $14 million. 

AEC owns, through a subsidiary, a 6 percent interesr in the proposed Iroquois 
Gas Transmission System. During the past year, rhe Stare of New York approved the 
New York portion of the route which stretches from Iroquois, Ontario, to Long 
Island, New York. The Federal Energy Regulatory Commission issued a Draft 
Environmental Impact Statement for the pipeline, a significanr step forward in the 
regulatory process. Western Canadian natural gas producers supported the project 
through the firm commitmenr of supply to rhe Iroquois shippers. The project will 
cosr $583 million (U.S.), and AEC's equity invesrment will be $9 million (U.S.). 

AEC Pipelines completed a major expansion and modification of its Cold 
Lake Heavy Oil Pipeline with the construction of the La Corey Pipeline Terminal. 

T h e  L a  Corey 

P i p e l i n e  Termina l  

m o d i f i c a t i o n  and  

e x p a n s i o n  i n c r e a s e s  

4 E C ' s  capnhi l i ty  t o  

transport  h e a v y  o i l  

Prom nor theas tern  

Alberta to  Edmonton .  

This modification, which incorporates cost effective, srare-of-the-art variable speed 
pump technology, increases AEC's capability to transport larger volumes of heavy oil 
from northeastern Alberra to Edmonton. 

On  November 18, AEC Pipelines completed its third year without a lost-timc 
accident. Two awards were received from rhe Canadian Petroleum Associarion in 
recognition of AEC Pipelines' excellent safety and operating performance. 

A E C  P i p e l i n e s  P r o f i l e  

Product 

1988 Throughpur (barrelddayl 

1989 Throughput fbarreli/daj>j 

Pipeline Size iinche~9 

Lengrh of Pipeline (miles) 

Gross Capiral investment ($ milliond 

Alberta Oil Sands Cold Lake 
Pipeline Pipeline 
Synrhetic Blended Condensate 

Crude Oil Bitumen (Diluent) 

149,000 135,000 38,000 



Note Optlo" lands 
are lands reserved 
far possible expanson. 

A l b e r t a  

E n e r g y  

Company 

L t d .  



Lumber and MDF 

Shlpmentr 

Construction of AEC's 

CTMP Mill near  Slave 

Lake began in August 

4 total  o r  3 . 8  mill ion 

W o o d  P r o d u c t s  

Wholly owned Blue Ridge Lumber (1981) Ltd. enjoyed a strong year, with record 
shipments of both lumber and medium density fibreboard (MDF). 

Lumber shipments were 201 million board feet. Strong North American 

markets resulted in higher average mill net prices than those in 1988. Significant 
operating eff~ciencies were realized as mill modifications implemented in 1988 became 
fully effective. Chip sales also made an important contribution to profitability 

Shipments of medium density fibreboard reached 61 million square feet 
although increased competition, higher transportation rates and the appreciation of 

the Canadian dollar resulted in decreased average mill net prices and lower financial 
results. The commitment to product quality and the provision of Full technical 
customer support continued to reinforce a very favourable repuration within a highly 
competitive global market. 

Extensive ongoing reforestation programs resulted in more than 8,700 acres 
being either planted or seeded to establish regeneration of cutover areas. AEC manages its 

timhdands on a sustainahlz yizld hasis. 

Pulp 
Slave Lake Pulp Corporation was formed to build and operate the bleached chemi- 
thcrmo-mcchanical pulp (CTMP) mill near the communicy of Slave Lalie, Alberta 
AEC has a 75 percent partnership interest in this Facility. 

At year-end, construction of the Slave Lake pulp mill was I6 percent 

complete. Provincial government permits to construct are in place, and start-up is 

targeted for December 1990. Key operations personnel have been hired, and 
arrangements now are being finalized to market the production to high-grade printing 
and writing paper manufacturers around the world under the "Ranger" trade name. 

The process and environmental design of the Facility have been subject to 

extensive technical analyses and will meet very stringent air and water quality 
standards. The CTMP process does not involve the use of chlorine in the bleaching 

of the pulp. As a result, no chlorinated organics, particularly chlorinated dioxins or 
furans, will be produced by the AEC mill. 

. . .  

seedl ings were plan ted  

bq Blue R i d g e  [ .umber 

in 1989 .  



N E B R A S K A  

Baatr lc .  8 

AECiCominco 

Fertilizer I 
Business 

A l b e r t a  

Energy  

T E X A S  1 

Company 

L t d .  



UUKINC 1989, 'LIIE C.AKSF.I.ASD, ALBER.~A, A K D  KORGER, '['EXAS, AMMONIA 

PLANTS WERE SUCCESSFULLY MODIFIED T O  REDUCE OPERATING COSTS, 1,MI'ROVE RELIABII.ITY AND INCIILASE 

PRODUCTION CA17ACITY. IN  AEC'S FIRST FULI. YEAR OF OPERATIONS IN  ' I X E  U.S., THE AMX4ONIUM NITRATE 

PLANT I N  NERI<ASIW PRODUCED 10 PERCENT OVER T H E  PRF.\rIOUS BEST OG'ITUT W H I C H  OCCIIKREII IN  1 9 7 7 .  

AEC holds a 25 percent interest in the North American nitrogen fertilizer business 
operated by Cominco. In Canada, products are marketed under Cominco's "Elephant 
Brand trademark. 

A large oversupply of nitrogen fertilizer depressed prices for the second half 
of 1989. Some price strengthening occurred toward year-end, and strong sales 
volumes in the last quarter helped return fertilizer inventories to their normal level. 
The fact that 1989 world wheat inventories were the lowest in fifteen years bodes 
well for 1990 fertilizer sales volumes although prices are expected to be comparable 
to 1989 levels. 

AEC/Cominco Fert i l izer  B u s i n e s s  

1989 
~- -~ 

1988- 
-- 

AEC nitrogen fertilizer sales (thourand tonne~) 
~ 

349 292 
~ 

Average plant gate netback ($/tonne) 126 
- ~ 

122 
- -~ ~ - 

'includes only 6 months o f U S  operations. 

AEC will continue to investigate opportunities in the petrochemicals industry. 
In evaluating potential new petrochemicals projects, AEC seeks joint ventures with 
experienced and capable partners. Projects must provide low-cost production, through 
factors such as feedstock advantage; growing markets, and opportunities for further 
growth and diversification. 

AEC's plant  a t  Joffre.  

n e a r  Red D e e r ,  

Alber ta ,  i s  o n e  o f  

t h e  m o s t  e n e r g y  

e f f i c i ent  anhydrous 

ammonia  p lants  in 

North America.  



O T H E R  I N V E S T M E N T S  

AF,C .AI.SO I'AKTICTI'4TF.S IN THF. F.I.F.C.IKIC UTII.IT\', CO.Al., OIL AND GAS 

!>RII.I.INti, AND VEII1CI.E 1.FASIKG RUSIKESSES. 

AEC P o w e r  

AEC holds a two-thirds interest in AEC Power Ltd., owner of the $322 million power 
plant which supplies electricity and steam for the Syncrude operation. Profits are 
earned on a contractually set cost-of-service basis. 

C o a l  V a l l e y  

AEC's 25 percent joint venture share of 1989 coal sales from the Coal Valley Mine 
130 miles northwest of Edmonton totalled 548,300 tons, comparable to 1988. 

T r i - C i t y  D r i l l i n g  ( 1 9 6 8 )  L t d .  

Based in Edmonton, Tri-City operates 14 drilling rigs, primarily in Alberta. The 
wholly owned AEC subsidiary specializes in shallow to medium depth contract 
drilling for oil and natural gas. In 1989 Tri-City's rig utilization was 46 percent, 
compared with the industry-wide utilization rate of 30 percent. 

H a r t f i e l d  C h i e f t a i n  L e a s i n g  L t d .  

A wholly owned subsidiary of AEC, Hartfield Chieftain Leasing owns and leases automo- 
biles, trucks and other industrial and commercial equipment. The company has offices 
in Calgary and Edmonton and serves individual and corporate customers throughout 
wcstcrn Canada. AEC is planning to scll its intcrcst in Hartficld Chieftain. 

AEC STKONGLY RELIEVES 'THAI A MAJOR AITRIBI I rE  OF A GOOD CORPORATE 

CITIZEN IS 'THE SUPPOKT OF SOCIAL, CULTURAI., AMATEUR ATHI.t.llC AN[> EDUCATIONAL ORGANIZATIONS 

"."THIN T H E  COMMUNITY. 

During 1989, AEC made contributions to numerous local, provincial and national 
charities and took a leadership role in encouraging other businesses in Canada to 
increase their financial support of such activities. 

Volunteerism and "people helping people" is the essence of the "pioneering 
spirit", and AEC is proud to be encouraging this tradition. 

Amateur hockey coach and AEC Pipelines Engineering Manager Larry 
Drader, left, is just one of hundreds of AEC employees who donate their time, 
expertise and money to worthwhile charities and non-profit organizations which 
contribute to the betterment of the community. 

The Corporation also participates with its employees in supporting charitable 
groups by matching employee donations to qualifying organizations. 





M A N A G E M E N T  D I S C U S S I O N  A N D  A N A L Y S I S  

Consolidated net earnings before an extraordinary item rose modestly in 1989. The  
major factors include higher equity earnings, lower general and administrative expenses 
and increased operating income from oil and gas and pipelines. partially offset by 

higher interest expense and an increase in the value of the Canadian dollar against the 
U.S. dollar. However, cash flow fell in 1989 because of lower dividends from affiliates 
and a higher provision for current rax. T h e  new Large Corporations ' l i x  on capiral 

amounted to $1.6 million in 1989 and reduccd earnings by the same amounr. 
Oil and gas operating income increased, despite the lowest gas sales prices 

in more than a decade, because of hieher svnrhetic and convenrional oil prices ', 

Investment in the exploration for natural gas and oil yielded profitable results. 

Oi l  and gas contributed 52  percent of the Corporation's operating income. 
Pipeline operating income incrcased due to additional capital being invested 

in 1988, which resulted in a higher rate base for 1989. Pipelines contributed 40 

percent of the Corporation's operating income. 
Forest products operating income incrrased in 1989 as a result of record 

shipments of lumber and medium density fibreboard (MDF) and higher lumber 

sales prices. T h e  srronger Canadian dollar adversely affected both lumber and 
MDF sales prices. 

lncome fi-om petruchemical operations improved in 1989. T h e  inclusion of 
results from the L.S. partnership for the full year was partially ofkcr by two extended 
plant retrofits to improve efficiency and reliability 

In 1989 AEC invested $1 56 million in oil and gas, $14 million in pipelines, 

$15 million in forest products, $6 million in petrochemicals and 6 7  million in 
other corporate operations, for a total of $198 million. Cash inflow consisted of 

$187 million from operations, $96 million from the sale ofnon-Canadian nil and 
gas asets ,  $1 1 0  million f r o ~ n  the issue of Common Shares and $15 million from 

other sources. 
Long-term debt was reduced by $60 million and the debr-to-equity ratio was 

improved from 46:54 to 4 1 5 9 .  Approximately 94  percent of coral long-term debt is 

unsecured with an average tern1 of 10 years, and the mandatory long-term debt repay- 
ments over the next five years rural $16 million, equivalent to one month's cash flow. 
At year-end, over $300 million was available in unused long-term lines of credit. 

'l'he Corporation's financial condition is very sound and bas been strengthened 

in 1989 to provide a solid base. Oil and gas prices are the key ingredients for 1990 

results, but the Corporation's earnings also will be significantly influenced by the value 
of the Canadian dollar and interesr rates. Capital investment in 1990 is expected to be 

approximately at the 1989 level, and it is anticipated that the majorin, will be invested 
in gas and oil. The  capital program will be financed largely by cash from operations. 

AEC's equity base is strong, and the Corporation docs not anticipate a public 

offering of Common Shares in 1990. There are no plans ro expand into businesse~ in 
which the Corporation is not presently involved. 



CONSOLIDATED STATEMENT O F  E A R N I N G S  

' except per share arnounri 

Revenues, Net of Royaltia 

Costs and Expenses 

Operating 

General and administrative 

Interest, net 

Depreciation, depletion and amortization 

Earnings before the Undernoted 

Deduct: Income taxes 

Minoricy interest 

Add: Equicy earnings 

Earnings before Extraordinary Item 

Extraordinary Item 

Net Earnings 

Eamingsper Common Share 

Before Extraordinary Item 

After Extraordinary Item 

C O N S O L I D A T E D  STATEMENT O F  R E T A I N E D  E A R N I N G S  

-- 

Balance, Beginning of Ear 

Net Earnings 

Dividends - Prgefened Shares 

- Common Shares 

AfiIiatei Financing Costs, Net of Income Tmes 

Balance, End of Ear 

SEE ACCOMI'AXYIXC, NO'I'FS TO THE CONSOLIDATED FINANCIAL STATEMERTS. 

21 

Note 
Reference 1989 1988 

Alberta 

Energy 

Company 

Ltd. 



C ~ O W S O L I D A T E D  B A L A N C E  S H E E T  

Assets 

Current Assets 

Cash and short-term investments at cost which approximates market 

Accounts receivable and accr~led revenue 

Inventories 

Prepaid expenses 

Notes receivable 

Investments 

Property, Phnt  and Equipment 

Deferred Charges and Other Assets 

L i a b i l i t i e s  a n d  S h a r e h o l d e r s '  E q u i t y  

Current Liabilities 

Notes payable 

Accounts payable and accrued liabilities 

Current portion of deferred revenue and other liabilities 

Current portion of long-term debt 

Long-Term Debt 

Deferred Revenue and Other Liabilitie~ 

Deferi"ed Income Taxes 

Shareholders' Equiq 

Share capital 

Retained earnings 

Foreign currency translation adjustment 

Approved by the Board: 

Director Director 

S t t  ACCOMPANYING SOTE TO THF CONSOI.II)AL'EI) FINANCIAL STATEMISTS. 



C O N S O L I D A T E D  S T A T E M E N T  O F  C H A N G E S  I N  F I N A N C I A L  P O S I T I O N  

Note 
- - - - p~ ~p 

Reference 
- 

1988 1989 - 

Operating Activities 

Earnings before extraordinary item $ 37.3 $ 36.1 

Depreciation, depletion and amortization 

Deferred income taxes 

Dividends from affiliates, net of equity earnings 

Minority interest 

Other 

cashflow 

Net change in non-cash working capital 

Reduction of deferred revenue 

Investing Activities 

Purchase of property, plant and equipment 

Additions to equity investments 

Proceeds on disposal of assets 

Acquisition of subsidiary's minority interest 

Proceeds on disposal of investment 

Other 

Dividend 

Preferred share dividends 

Common share dividends 

Preferred share dividends paid to minority interests 

Decrease in Cash before Financing Activities 

Financing Activities 

Issue of common shares 

Net issue (repayment) of revolving debt 

Repayment of non-revolving debt 

Issue of non-revolving debt 

Payment of other liabilities 

Other 

Decrease in cash and short-term invcstments less notes payable 

Cash and short-term investments less notes payable, end ofyear 

Alber ta  

Energy  

C o m p a n y  

Ltd.  



N O T E S  TO C O N S O L I D A T E D  F I N A N C I A L  S T A T E M E N T S  
(rahulax nmol~nrs in  5 rnililuns, on l c~s  orhcwlsr indicircd) 

1 .  S u m m a r y  of  S i g n i f i c a n t  A c c o u n t i n g  P o l i c i e s  

(a) Principles of consolidation 
The consolidated financial statements include the accounts of Alberta Energy Company Ltd. (the "Corporation") 
and its subsidiaries, all of which are wholly owned. 

Investments in unincorporated joint ventures are accounted for using the proportionate consolidation method, 
whereby the Corporation's proportionate share of revenues, expenses, assets and liabilities are included in the accounts. 

Investments in companies and partnerships over which the Corporation has significant influence or joint control 
are accounted for using the equity method. 

A listing of major subsidiaries, affiliates, unincorporated joint ventures and partnerships is included on page 36. 

(b) Property, plant and equipment 

OIL AND GAS 

CONVENTIONAL 

The Corporation accounts for conventional oil and gas properties in accordance with the Canadian Institute of 
Chartered Accountants' guideline on full cost accounting in the oil and gas industry 

Under this method all costs associated with the acquisition, exploration and development of oil and gas reserves 
are capitalized in cost centres on a country by country basis. Direct general and administrative costs related to 
exploration activities are capitalized; interest is not capitalized. 

Depletion and depreciation is calculated using the unit-of-production method based on estimated proven 
reserves, before royalties. For purposes of this calculation, oil is converted to gas on an energy equivalent bas~s. All 
capitalized costs are subject to depletion and depreciation including costs related to unproved properties as well as 

estimated future costs to be incurred in developing proven reserves. 
A ceiling test is applied to ensure that capitalized costs do not exceed estimated future net revenues less certain costs. 

OIL SANDS 

Property, plant and equipment associated with both surface mineable and in situ commercial oil sands projects are 
accumulated, at cost, in separate cost centres. Substantially all of these costs are amortized using the unit-of- 
production method based on estimated proven reserves applicable to each project. Project expenditures during the 

exploratory and pilot phases are depreciated using the straight-line method over terms up to five years. 

PIPELINES 

Property, plant and equipment related to pipelines is carried at cost and is depreciated using the straight-line method 

over the remaining minimum term of each applicable pipeline service agreement. 

OTHER 

Other property, plant and equipment is carried at cost and is depreciated over the useful life of the assets. 



(c) Deferred chargesand other acsets 

PROJECT INVESTIGATION COSTS 

Project investigation costs for new business opportunities are charged to earnings as incurred until such time as the 
commercial viability of the project is established. Subsequent expenditures are capitalized and amortized on a basis 

appropriate for the project. 

FINANCING COSTS 

Financing costs relating to long-term debt are deferred and amortized over the life of the related debt. 

(d) Foreign currency tramlation 

The accounts of self-sustaining foreign subsidiaries are translated using the current rate method. Under this method, 
assets and liabilities are translated at year-end exchange rates while revenues and expenses are converted using average 
annual rates. Translation gains and losses relating to subsidiaries are deferred and included in shareholders' equity. 

(e) Inventories 

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

fl Interest capitalization 

Interest is capitalized during the construction phase of large capital projects. 

(d Deferred revenue 

Amounts received by the Corporation under t a k e - o r - ~ a ~  provisions of gas sales contracts are recorded as deferred 
revenue. These amounts are recognized as revenue as the gas is delivered. The contracts provide for deliveries over a 

ten year period ending in 1994. 

(h) Comparativef;gures 

Certain 1988 figures have been reclassified for comparative purposes. 

2 .  I n t e r e s t .  N e t  

Inreresr expense -on long-term debt 

Interest income 

Capitalized interest 

A l b e r t a  

E n e r g y  

C o m p a n y  

Ltd. 



N O T E S  T O  CONSOLIDATED F I N A N C I A L  STATEMENTS 
(tahlu amonna in $ millions d s s s  orhewise indicered) 

3 .  I n c o m e  Taxes  

Cslrrent 

Deferred 

Large corparaions tax 

Alberta royalty tax credit 

Incsme tax expense 

T h e  following table reconciles the income tax expense calculated at statutory rates with the recorded income 

tax expense: 

Earnings before income taxes, minority interest, equity earnings, 

and extraordinary item $ 48.0 $ 44.8 

Income tax expense at statutory rates 

(1989 - 43.8%; 1988 - 47.4%) $ 21.0 $ 21.2 

Effect on taxes resulting from: 

Nondeductibility of: 

Crown royalties and leases 

Income debenture interest 

Depreciation and depletion 

Federal allowances: 

Resource allowance 

Earned depletion 

Large corporations tax 

Alberta royalty tax credit 

Other, net 

Income tax expense 

(Effective Rare: 1989 - 36.3%; 1988 - 23.7%) 5 17.4 $ 10.6 

4 .  E x t r a o r d i n a r y  I t e m  
~~ ~p -pp~ ~ 

The  investment in IPSCO Inc. was sold in 1988 for $25.7 million resulting in an  extraordinary gain of $15.3 million. 



5 .  I n v e s t m e n t s  
-- 

Corporations: 

AEC Power Ltd. (50% voting) 

Chieftain International, Inc. 

Pacific Coast Energy Corporation 

Pan-Alberta Gas Lrd. (40% voting) 

Pan-Alberta Resources Inc. (40% voting) 

Partnerships 

Iroquois Gas Transmission System 

Slave Lake Pulp Partnership 

U S .  Fertiiizr Partnership 

6 .  P r o p e r t y ,  P l a n t  a n d  E q u i p m e n t  
-- 

Oil and gas 

Pipelines 

Forest products 

Petrochemicals 

Other 

7 .  D e f e r r e d  C h a r g e s  a n d  O t h e r  A s s e t s  
-- 

Unamortized financing costs 

Other 

Percent 
Inteiesr 1989 1988 

Accumulated 
depreciation, 

depletion and 
amortization 
p~ 

~- 
Net Net 

- 

$ 567.0 $ 1,249.4 $ 1,261.0 

94.8 259.0 266.8 

hlber ta  

Energy 

Company 

Ltd .  



N O T E S  T O  C O N S O L I D A T E D  F I N A N C I A L  STATEMENTS 
(tabular amounts in $ milhons, unless otherwise indicated) 

8. Long-Term D e b t  
~ ~ ~ ~~ ~ ~ ~~ - ~ -  - -~ 

Fixed rate debt: 

Unsecured debentures 

10.5Ooh, due June 1996 

6.75% convertible subordinated, due June 2002 

7.25% convertible subordinated, due September 2003 

First Mortgage Sinking Fund Bonds 

Series A, 9%%, due June 1997 

Series B, 9%%, due June 1997 

Mortgage, 11.75%, due September 2000 

Other 

Floating rate debt: 

Revolving credit and term loan borrowings 

Notes payable 

Term loans 

Current portion of long-term debt 

Unamortized portion of debt discount 

(a) MandatoryJive year debt repayments 

The minimum annual repayments of long-term debt required over each of the next five years are as follows: 

1990 $ 3.2 

1991 3.4 

1992 3.5 

1993 3.0 

1994 2.9 

(6) Convertible debentures - 6.75% 
Each debenture is convertible at the option of the holder into Common Shares at any time until June 29, 1997 or 

the last business day prior to the date fixed for redemption, whichever is earlier, at a conversion price of $23.375 per 

Common Share. 

Subject to certain conditions, the debentures are redeemable at the option of the Corporation, at prices varying 

from 105.25% to 100.00% of the principal amount. 



(c) Convertible debentures - 7.25% 
Each debenture is convertible at the option of the holder into Common Shares at any time until September 29, 
1997 or the last business day prior to the date fixed for redemption, whichever is earlier, at a conversion price of 
$25.50 per Common Share. 

Subject to certain conditions, the debentures are redeemable at the option of the Corporation, at prices varying 
from 105.6% to 100.0% of the principal amount. 

(4 First Mortgage Sinking Fund Bond 
Alberta Oil Sands Pipeline Ltd. ("AOSPL"), a wholly owned subsidiary of the Corporation, is obligated to retire 
$2.8 million of these bonds annually. The bonds are secured by both a fixed and floating charge on AOSPCs assets 
that relate to the Syncrude project. The participants in the Syncrude project, including the Corporation to the 
extent of 1O0h, are committed to provide funds for the repayment of these bonds. 

(e) Revolving credit and term loan borrowings 
The Corporation has $375 million of revolving credit and term loan facilities available with three banks. One agreement 
is fully revolving until converted to a five year revolving reducing facihry at the optlon of the lender and upon 24 months' 
notice to the Corporation. The other two agreements are fully revolving until 1991 and 1992, respectively, with 

provisions for yearly extensions at the option of the lenders following 19 months' notice from the Corporation. If not 
extended, the two agreements convert to revolving reducing facilities over seven and four years, respectively. 

All three facilities are unsecured and are available in Canadian andlor US .  dollar equivalent amounts and 
currently bear interest at the lenders' rates for Canadian prime commercial or US.  base rate loans, or at Bankers' 
Acceptance rates or LIBOR plus applicable margins. 

The Corporation also has a $75 million unsecured revolving credit and term loan facility with a trust company, 
The agreement is Idly revolving until 1995 and provides for an extension to 1997 and successive anniversaries 

thereafter, subject to satisfactory annual review by the lender commencing in 1990. If not extended, the facility is 
repayable in full on expiry of the revolving term. Amounts advanced under this facility bear interest at the lender's 
prime commercial lending rates minus a factor up to 3/4% or at Bankers' Acceptance rates plus an applicable margin. 

Alenco Inc., a wholly owned subsidiary of the Corporation, has a U S .  $20 million unsecured revolving credit 
and term loan facility available. This facility has similar terms to the revolving credit and term loan facilities 
discussed above and is guaranteed by the Corporation. 

Notes payable consist of Commercial Paper and Bankers' Acceptances maturing at various dates to January 29, 
1990, with a weighted average interest rate of 12.53% (1988 - 10.82%). Notes payable shown as long-term debt 
represent amounts which are not expected to require the use of working capital during the year and are supported by 
the availability of term loans under the revolving credit facilities. 

Alber ta  

Energy 

Company 

Ltd .  



N O T E S  T O  C O R S O L I D A T E O  F I N A N C I A L  S T A T E M E N T S  
(mbula~ aweonrs m $ mnrons, d e s s  otherwise indtcared) 

9. S h a r e  C a  . - - .- . 
- , . . .  
First P~efOrred Sharer 

&rho&ed - 20,000,000 shares 

Issued - None 

Second Preferred Shares: 

Authorized - 20,000,000 shares 

Issued - 2,999,700 7.75% Deferred Convertible Redeemable, 

Series 2 shares with a paid up amount of $25 each 

Third Preferred Shares: 

Authorized - 20,000,000 shares 

Issued - None 

Common Shares: 

Authorized - 300,000,000 shares 

Issued - 65,849,537 shares (I 988 - 59,773,585) 

Non-Voting Shares: 

Authorized - 5,000,000 shares 

Issued - None 

(a) Second Prefewed Shaves - Series 2 
Subject to certain conditions, the shares are redeemable at the option of the Corporation at prices varying fiom 

$26.50 to $25.00 per share. Dividends relating to these shares are cumulative. 

T h e  holders of Series 2 Preferred Shares have the option, until May 16, 1995, to convert each Series 2 Preferred 

Share into 1.28 Common Shares. 

(6) Common Shares 1989 1988 

Issued, beginning of year 

Issued for cash: 

Public offering 

Shareholder Investment Plan 

Employee Share Oprion Plan 

Issued in exchange for shares of 

Chieftain Development Co. Lrd 

Common share issue costs, net of 

income taxes 

Issued, end of year 

Number Numbel 
of Shares Amount of Shares Amount 

-- 

59,773,585 $ 419.5 53,814,652 $ 316.4 



(cj Employee Share Option Plan 
The Employee Share Option Plan provides for granting to employees of the Corporation and its subsidiaries options to 
purchase Common Shares of the Corporation. Each option granted under the plan expires afier seven years and may 
be exercised in cumulative annual amounts of 25% on or afrer each of the first four anniversary dates of the grant. 

As at December 31, 1989, options, exercisable berween 1990 and 1996, were outstanding to purchase 
1,144,860 Common Shares at minimum prices ranging from $9.79 to $21.60 per share. 

(dj Common Shares Reserved 

At December 31, 1989, Common Shares were reserved for issuance as follows: 

Conversion of Subordinated Debentures 

Conversion of Second Preferred Shares 

Employee Share Oprion Plan 

Employee Savings Plan 

Sharrllolder lnvestrnenr Plan 

Share Purchase Plan (presently inactive) 

(el Alberta Energy Company Act 
Pursuant to the Alberta Energy Company Act, which was amended during the year, aggregate ownership of voting 

shares in the Corporation by non-residents of Canada is limited to 10% and the maximum ownership of any one 
shareholder, excluding the Government of Alberta, is limited to 5% of the rota1 number of issued and outstanding 
voting shares of each class of the Corporation. 

1 0 , A c q u i s i t i o n  of S u b s i d i a r y ' s  M i n o r i t y  I n t e r e s t  - - 
- - ~p -- -- 

In 1988, the Corporation completed the ~ ~ ~ c h a s e  of all the outstanding common shares and all other securities of 
Chieftain Development Co. Ltd. for total consideration of $230.5 million. 

11 .Supplementary  I n f o r m a t i o n  
p p p p p -  -- - 

(a) Unincorporatedjoint ventures 
The Corporation has included in its accounts the following aggregate amounts in respect of major unincorporated 
joint ventures: 

Assets 

Liabilities 

Revenues, ner of royalties 

Expenses 

Alberta 

Energy 

Company 

Ltd. 



N O T E S  T O  C O N S O L I D A T E D  F I N A N C I A L  S T A T E M E N T S  
(rabdar amounrs in $ millions, unlerr otherwise indicated) 

(b) Capitalizedgeneral and administrative expenses 

General and administrative expenses capitalized to 011 and gas properties during the year amounted to $7.2 million 
(1988 - $9.4 million). 

(c) Ceiling testprices 

The prices used in the ceiling test evaluation of the Corporation's conventional reserves at December 31, 1989 

were as follows: 

Natural gas $1.58 per thousand cubic feet 

Oil and natural gas liquids $17.62 per barrel 

(d) Pension plans 

At December 31, 1989, the market value of pension fund assets was $23.4 million (1988 $ 1 8 . 4  million) and the 
accrued pension liability, as estimated by the Corporation's actuaries, was $20.7 million (1988 - $16.6 million). 

(e) Relatedparty transactions 

During the year, the Corporation sold approximately $35.9 million (1988 - $42.8 million) of natural gas to affiliates 
of which $6.3 million (1988 - $2.7 million) is included in accounts receivable at year end. 

During the year, the Corporation sold its non-Canadian oil and gas assets to Chieftain International, Inc. (CII) 
for $96 million. The Corporation acquired 50 percent of the common shares issued by CII for $76.1 million 
pursuant to an Initial Public Offering that was completed in April, 1989. 

f) Commitments 

The Corporation is a 75 percent partner in a partnership which is constructing a pulp mill estimated to cost 
$170 million when fully operational. Project financing has been arranged in the amount of $96 million which 
requires the partners to complete construction of the plant by 1995. 

The Corporation is a 50 percent shareholder in a company constructing a natural gas pipeline from the 
mainland to Vancouver Island, British Columbia, which is expected to cost $280 million when completed in 1991. 
Project financing of $80 million and Government financing of $175 million are in place. The shareholders are 

required to complete the pipeline by late 1992. 

1 2 . S e g m e n t e d  I n f o r m a t i o n  

Oil and Gas 

Pipelines 

Forest Products 

Petrochemicals 

Other 

Corporate 

Total 

Additions to 

Revenues, Operating Property, Depreciation, 
Net of Income (Loss) and Identifiable Plant & Equipment Depletion & 

Royalties Equity Earnings Assets ~ ~~ and Investments Amortization 
~~ ~~ -~ - ~ ~ 

~ - 

1989 1988 1989 1988 1989 1988 1989 ~ ~~ ~ 1988 1989 ~ ~ 1988 

$ 290.7 $ 277.1 $ 69.1 $ 62.3 $1,385.2 $1,317.9 $ 156.4 $ 203.8 $ 90.6 $ 87.1 

84.9 76.6 53.1 48.1 275.6 276.7 13.7 39.1 15.5 13.3 

66.8 56.5 2.2 (0.6) 74.6 70.0 14.9 7.8 6.1 6.0 

27.5 27.7 0.8 (0.5) 115.4 116.3 5.7 8.6 5.9 5.9 

36.0 
~ -- 

39.3 8.6 7.6 64.6 72.3 4.2 6.2 7.4 7.5 
- ~-p~~~~p~-- - ~pp~- 

505.9 477.2 133.8 116.9 1,915.4 1,853.2 194.9 265.5 125.5 119.8 

- - (96.5) (80.8) 88.0 78.1 2.6 4.6 3.7 3.2 

$ 505.9 $ 477.2 $ 37.3 $ 36.1 $2,003.4 $1,931.3 $ 197.5 $ 270.1 $ 129.2 $ 123.0 
~~ - ~ ~ - - ~ ~  - -  - 



A U D I T O R S '  R E P O R T  

To the Shareholders ofAlberta Energy Company Ltd.: 

We have examined the consolidated balance sheets of Alberta Energy Company Ltd. as at December 31, 1989 
and 1988 and the consolidated statements of earnings, retained earnings and changes in financial position for 
the years then ended. Our  examinations were made in accordance with generally accepted 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 Corporation as at 
December 31, 1989 and 1988 and the results of its operations and the changes in its financial position for the years 
then ended in accordance with generally accepted accounting principles applied on a consistent basis. 

Chartered Accountants 

Edmonton, Alberta 

February 7, 1990 
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O f f i c e s  

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

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

T r a n s f e r  A g e n t  
a n d  R e g i s t r a r  
( C O M M O N  S H A R E S )  

National Trust Company 
Calgary, Edmonron, Vancouver, 
Regina, Winnipeg, Toronto, 
Montreal, Halifax 

~ r a n s f e r  A g e n t  a n d  R e g i s t r a r  
( S E C O N D  PRF,FF.RRF.D S H A R E S ,  

S E R I F S  2 )  a n d  T r u s t e e  
( C O N V F R T I B 1 . E  D E B E N T U R E S  

A N D  I O 5 O Y n  D E B E N T U R E S )  

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

A u d i t o r s  

Price Waterhouse 
Chartered Accountants 
Edmonron, Alberta 

S t o c k  E x c h a n g e  L l s t l n g s  M a l o r  J o l n t  V e n t u r e s  

The Alberta Stock Exchange Coal Valley 25% 
The Montreal Exchange Ethane Gathermg System 33 33% 
The Taronto Stock Exchange N~trogen Fert~l~zer 25% 
Vancouver Stock Exchange Syncrude 10% 

In newspaper listings, AEC's share issues 
D u p l i c a t e  A n n u a l  R e p o r t s  

are shown as follows: 
Alt Energy common Receipt of duplicate shareholder material 

E~~ 775 second preferred, series 2 results from shareholders having shares 
of the same class or series registered in 

M a j o r  S u b s i d i a r i e s ,  different names or addresses. You can 
A f f i l i a t e s  a n d  P a r t n e r s h i p s  avoid receiving duplicates and help AEC 

AEC Power Ltd, (50% voring) 66.67% Save your Transfer 

~ l b ~ ~ ~ ~  o i l  sands pipeline ~ [ d ,  100% Agent (see Transfer Agent 2nd Registrar) 

Alenco Inc. to have your holdings registered under 

Alenco Iroquois Pipelines Inc. one name and address. 

Alenco Petrachemicals Inc. 
Alenco Pipelines Inc. 

loo% A n n u a l  M e e t i n g  
100% 

Alenco Resources Inc. 100% The Annual Meeting of Shareholders of 

Iroquois Gas Transmission 
A n n u a l  R e p o r t s  System, L.I! 

Pacific Coast Energy Corporation 50% Copies of AEC's 1989 Annual Report 

Pan-Alberta Gas Ltd. may be obtained by contacting the 

(40% voting) 49.995% Corporate Secretary at Alberta Energy 
Pan-Alberta Resources Inc. Company Ltd., #2400, 639 - 5 Avcnue 

(40% voting) 49.99501~ S.W., Calgary, Alberta T2P OM9. 
Ranger Forest Products Ltd. 100% 
Slave Lake Pulp Corporation 75% 
Slave Lake Pulp Partnership 75% 
Tri-City Drilling (1 968) Ltd. 100% 

olders wishing to increase their 
holdi~gs of &manon Shares ofAlberta 
Energy Company Lrd. may take advan- 
tage of the Shareholder Investment Plan 
which offers two options. 

The dividend reinvestment option 
provides a convenient method for share- 
holders to invest their cash dividends in 
new Common Shares at 95  percent of 
Average Market Price. 

The share purchase option allows a 
shareholder to purchase up to $5,000 
per calendar quarter (minimum $50 per 
remittance) of new Common Shares at 
Average Market Price. 

No commissions, service charges or bioker- 
age fees are payable by shareholdrrs to 
acquire Common Shares via the Plan, as all 
administrative casts are bornr by AEC. 

Registered shareholders of Common 

Sham or 7.75% Dcferred Converrihle 
Redremablr Second Preferred Shares, 
Series 2, are eligiblc to participate. 

Derailed information and copies of the 
Plan may be obtained from: 
National Trust Company 
Corporate Trust Services 
Suirc 1008,324 - 8 Avenue S.W. 
Calgary, Alberta T2P 302 
Telephone (403) 263-1460 






