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Corporate Profile

ALBERTA ENERGY COMPANY LTD. IS ONE OF THE 10 LARGEST OIL AND GAS
COMPANIES IN CANADA, WITH MORE THAN 40,000 SHAREHOLDERS AND

A YEAR-END STOCK MARKET VALUE IN EXCESS OF $1.3 BILLION., ABOUT

90 PERCENT OF THE COMPANY'S ASSETS ARE IN OIL AND GAS EXPLORATION,

1994 Financial and Operating Highlights 1
PRODUCTION, MARKETING, STORAGE AND PIPELINE TRANSPORTATION.

Major 1994 Results 2
W AEC’s technical expertise, combined with use of state-of-the-art To Our Shareholdars .
fracture stimulation equipment, enabled the Company to successfully % s .
complete a new gas well near Grande Prairie. Cam Fehr, Geologist Mexwguepit Disciasion o Aty e L
(right) consults with Joe Serio, a completions engineer assigned to Cotvalidnmad Tacma Diohessacts »

Corporate Information 48

AEC by the service contractor.
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1994 Financial and Operating Highlights

Annual 1
Compound
financial Teiid PN 1992% Growth Rate
Cash Flow from Operations (5 millions) 294,58 R R 16%
’ Puor share ($) - Basc 4.07 3A2 31l 4%

' - Fully Tdored 3.88 3.33 298 14%
Net Earnmes (5 millions) 100,35 g6 42.2 34

Per Share (851 - Basic 1.36 123 Q.53 60%

- Fully luted 1.34 1.2] 0.53 39%
Toral Caprtal Investment (% millions) 371.7 2616 999 930
Year-End Lone-Terns Debt (3 mullions) 361.8 3182 460 Nt
Debt-ro-Equity Rano
T Corporate 35:63 33:69 38:62 N

Onlnd G 21:79 2179 26:74 Ny

- Transportation, Storage and Processing 64: 36 G430 0337 S
[3ebe-te-Cash Flow Ratw fomes)

-Onland Gas .2 [ 1.7 N
Average Interest Cosr () 5.9 30 0] NAA
Return on Equaty 140) 10.1 @9 4.5 3%
Rerorn an Capital 170) 0.8 39 14 41%
Operating
Precduced Natural Gas Sales (8MMepd 345 332 00 %
Conventonal Ol e Natural Chas Ligqunds Sales (b4 10,538 S523 ¢ 889 16
Syncrude Sales (hfd} 26,282 22008 17.870 2%
Gas Price ($/MMBug) .88 176 138 17%

B Convenrional Ol and Naveal Gas Liquids Drice (8/bbl1 17,79 1591 lGal 4
MCGIII Synerude Price ($/bhl) 21.70 N 2279 229
Conventienal Reverve Addions (BOFE 10 1) 382 241 [6x 317
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Major 1994 Results

(\\\\\‘ AEC

s Earnings and cash flow from operations per share, fully diluted, were up by 11 percent
and 17 percent, respectively, over 1993,
s AEC’s long- and short-term debt ratings were reaffirmed at “A” and ”A-1,” with an

even more positive outlook due to the Company’s favourable financial performance.

o AEC now is focussed on core oil and gas octivities.

¢ The Company intends to proceed with ownership restructuring of its forest products
assets in 1995,

* The Company sold its interests in Chiefiain International, Inc. and Pan-Alberta Gas Lid.
for total net praceeds of $65 million.

¢ Combined drilling and acquisitions achieved o 235 percent conventional reserves
replacement.

* A new production centre was established in the Boyer area of northwestern Alberta.

* The 1994 capital investment program totalled $372 million, a 42 percent increase
over 1993.

* Record sales were achieved for produced natural gos (345 MMcid} and oil and natural gas
liquids (36,820 b/d).

+ The AECO C HUB™ gas storage facility was expanded to a withdrawal capacity of
1.6 BCFD and total working storuge of 70 BCF.

¢ AEC purchased a 100 percent interest in a producing oil and gas property which
increased landheoldings in Argentina to 377,381 net acres.

¢ The Government of Alberta completed the divestiture of its AEC holdings in May.

¢ Follawing conversion of its outstanding Preferred Shares, AEC’s Common Shares
outstanding totalled 74.5 million and year-end stock market capitalization
exceeded $1.3 billion. |




To Our Shareholders

Gwyn Morgan has just completed his first year as President
and Chief Executive Officer. With Gwyn is Executive Assistant
Judy Mickelson.

Increasing the return to shoreholders is Alberta Energy Company's primary
objective. In 1994, AEC built on the record operational and financial results of
1993. AEC’s new management team completed the execution of the Company’s

strategy of focussing on core ol and gas investments,

The AEC Distinction experience are supported by one million net
ALC ruly s an exceptional company. The acres of wellpostioned exploration lands.
Company has competinve sdvantages thar Through a combinaton of exploration
make 1t <tand out anong other companies andd acguisition, AECS natural gas praduction
i the Conadian onl and g madnstry, Key ro replacement during 1994 was 170 percent,
current aid furare sueccess are e followme while conventional ail production replace-
AEC disninguishing characteristios: met was 438 percent. 1o clear trom the

araphs on page 4 that AEC ourperformed

e Exploration success
R . ; the competinon o termis of this ke
¢ Reserve base integrity el L
“CNCNIMAark.
® Production growth
- ) 9 As welll we sustamed a competitnve
® (as marketing innovation 3
9 finding and Jdevelapment cost, averagimg
L ]

Solid noncommodity-based income

) $0.68 per thousand cubic feet equivalent over
* Performance credibility

the 199294 period. This vear, our finding and

. developmient cost increased margmally, as the
Exploration Success
. entire industry incurred higher Land, drilling,
Throughout the recent era ot asset trading
) ) } o Avid sesmie costs due to exeremely high levels
in the oiland s indusiry, AECT explorarion . |
ol Ty
and development teams sustaimed ther o .
_ e of AECS exploranion Tughlighes in
siceessiul track record tor adding reserves '
N . 1994 was our 100-percent-onned light wil
through the drill hic™ ar artractive coonomig _ _
) . _ discovery inthe Oeston areacof the Fase
returns. Our teams” technical expertise and



Gas Production
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Peace River Arch. [ndependent consultants

MeDaniel & Assoctares Consultanes Lid. have

assined 8 mellion barrels to this pool. This
represents an increase equalling alimost one-
third of our 1993 conventional ail reserve
base. Ogston-area production is expected 1o
grow to 2,500 barrels per day during 19953,

with further potential for growth,

Reserve Base Integrity

AEC has 1.9 wrillion cubic feet of natural
gas reserves with a 13-vear proven and
prabable reserve life at current production
levels. On a combined Synerude and
conventional oil basis, AEC reserves total
310 million barrels, with a 23-year Ife ar
estimated 1995 production levels. The
Company’s conventional reserves have
exceptionally high integrity in that they are
independently and conservarively evaluared
by McDaniel & Assaciates,

Production Growth

AEC oil and gas production has grown
steadily over rhe past three years, with
records ser in 1994, In concert with growing
production, we have maintained the lowest
operating costs and the highest unit net backs
amonyg the senior ail and gas producers. Large,
focussed production centres combined with
very high working interests, 90 percent for
natural gas and 7Q percent for conventional
oil, are major reasons for this excellent cost

performance.

Conventional Qil Production
Replacement

(pereent)

1
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Lqi” l\)LH oy

tA Year Average)

During 1994, growth in natural gas
production exceeded growth in sales. Qur
production and sales aptimization strategy,
which entaily use of eur own gas storage
facility, has given AEC a unigue ability o

match s production e gas market conditions,

Gas Marketing Innovation
The Company is a recognized leader in the
rapidly changing gas marketing business,
The AECO C HUB"™, Canada’s dominant
hub and market centre, is anchored by AECY
way storage facility which underwent another
major expansion during 1994, In addition
to allowing AEC o store its own production
when prices weaken, the storage facility also
allows AEC to buy spat gas when the price
1 Jow for resale at higher prices.

This gas marketing strength is important
10 aur success not only in periods of higher
prices, such as during most of 1994, but also
in times of price weakness, Late in 1994, gas
markers deteriorated. The unasually mild
winter throughout North Anierica, combined
with an Alberta deliverability sumplus resulting
from a 300 percent increase in gas wells drilled
since 1992, led ro weakened gas prices,
Funded largely through equity capiral raised
iy smaller companies, the increased drilling
wiis focussed on accelerating gas production
in western Canada. In spite of this increased
drilling, current National Energy Board data

indicares that natural gas reserves have



continued o dechne since 1990 This suree
in narural gas deliverability, therefore, will
lll\'C'\" e short-lived.

AECS response to these temporarnly
[ower 1995 s prices will be, fiest, 1o reduce
sles and optimize production using our
storage capabilioy and, second. to deter
development of soue natural gas reserves.
Gras will be sold inte AEC< diversified 12,5,
and Canadian markets where we hold gas
purchase and transportation contracts, Sinee
the Alberraspot market is particularly weak.
AEC will be o ner buyer rather than seller

in that marker.

Solid Non-Commodity-Based Incame

AEC has over 3400 million wvested in highly

protitable oil and gas transportation, storage
and processing assers. These non-commuodiny-
hased. cost-of-service type of investments

will generate more than $90 million of 1995
aperating cash flow regardless of the price of
oil or gas, giving AEC unigue financal

strength compared wath s competitors,

Perfarmance Credibility

ABC met it 1994 production commitments
to sharcholders. Sales of both nataral gas
and ol were right on tareet at 343 million
cubic feet per day and 36.8 thausand barrels
por day, respectively. We do not inelude
potential exploration successes in our

|1r(h‘.111\_'[10|‘| l\llTIl\(\l\"\ e estrmates are l‘;l\cd

solely on the develapment of existing reserves.

Exploration resules provide futore upside.

Majar Operating Accomplishments
Sharcholders can see by our Hizhlighs

and Results on pages Tand 2, as well as

i the imtormation throughour the report,
that the Company has aclieved a grear deal
Jduring the past year, AEC people ar all levels
and locations can be justitiably proud of

these results,

Financial Strength

AECH key goal is 1o tmprove retums to the
sharcholder. While our share price declined
in the fourth quarcer of 1994 due ro averall

stock market malase and falling gas prices,

the stock cutperformed the Tal Ol and Gas
Producers Index by 7 percent durmg 1994,
Siee the heginning of 19920 AEC stock T
ganed over 40 percent and has consistently
autperformed the Canadian producers indes.

I terms of basic financial perforniinee
indicators, such as retum oo equiry, AEC
l‘Q]‘f‘lJ”Us]nCL‘ I dmaong [l'l(' l'\t":[ 1 Thl.'
Canadian oiland gas industry, I 1994, return
on equity war over 10 percent. Eammus per
share inereased by T percent, while fully
dilured casly flow per share rose by 17 percent.
Qur invesunent strategies are based on
maximizing the full-cvele value and retums
from our investments. As well, AEC 1= one
of the few ol and cas companies which pavs
adividend, which i 1994 was increased o
30,40 per ~hare.

AFC hava very healthy Rilance sheet,
which will ke turther strengthened when the
Clompany completes the restructuring of s
torest |\l'mll|([.\ HESGER

With ownership restructuring of forest
products, AEC will have complered s
strategy ol |40Cl1.\\|l1u O s TWo core ]\ll_\lnL‘:S
eroups  oiland gas exploruon, production
and markeume: and ail and was transportation,
storage ind processing. We have the fimancuil
and vperanenal strenath re continue 1o build
these care businesses.

ll] R)TdL‘r foy '-llr[ht’r AssIsD Investarsan
evaluatime ALCTS ol and eas business, this
report contains detailed segmented finaneal
and operating Jdisclosure tor these two core

husiness aroups.

Employees
AEC emplovees contmued o show creatnviny,
Skilland resourcetulingss in their unigue and
very nnportant contribations ro the Companyv’s
success i 1994 One ot the kevs to continuing
Company success will e to ensure that these
L'”‘Ir‘](‘\’(’(‘.\ AT .‘\[fl‘llg IL'eldL'l'\‘ hl‘l\‘t’ C,\'Ct.'”t'n'f
techiucal skills and are focussed on results.
AEC has implemented a new strateey,
AEC LEAD, (o facilitare crearion of a
corporate cnvironment e wlhich ensplovees

will continue e enlimee ther rechnieal and



AEC VALUES

The following volues, developed by AEC employees, have been integral to the growth and

success of the Company since its inceptian:

Shareholder value

Decisions must be lested against their ability to add value for shareholders. The Company
succeeds by crealing more shareholder volue than its competitors.

Entrepreneurship

Employees must be increasingly innovative, fastmoving, ond focussed on action and results.

Decision making must be at the level where there is the most knowledge, employees must have

the authority to act, and new ideas must be encouraged.

Integrity

Employees must conduct their business activities honestly and with respect for their customers,

partners, suppliers and each other. The Company hulfills its commitments.

Open communicatian

Employees must foster direct and concise communicalion with customers, business partiners and

each other. Direct access lo dota ensures fewer intermediories ond speedier decision making.

Empiloyee development

Growth and development of expertise is the responsibility of each employee. AEC will grow

through the development of increased technical depth ond sirong leadership and business skills

at all levels.

business leadership skills in the highly com-
petitive and changing world of the nineties,
AEC also is implementing other new programs
such as results-hased compensation, which ties
employees” financial rewards 1o hoth corparate
and individual results, All emaployees have

a shareholder stake in the Company. Listed
above are the values which we feel are

essential ro AECS continuing suceess.

Significant Future Opportunities

AECK stratepic plan identifies very substantual
growth investment opportunities which will
result in further profitable progress for our
Company. AECs forecast capital expenditure
program for 1995 includes approximarely
$140 million direcred toward convenrional
exploration and development. Approximately
two-thirds of thar amount will be dedicated
ro natural gas expleration and development
with the balance nvested in conventional

oil. In addition. aboutr $25 million will be

invested v Synerude. The Company alsa
will actively seek opportunities ro expand
its reserve base througl acquisitions. About
$25 nullion will be dedicated to higher-
potential plays in Argentina, In addition,
oppartunities will be sought 1o increase
pipeline assets.

AECTs strategic advantages in the oil
and gas business, ity solid non-commadity-
Mased cash low, and its healthy balance sheet
put the Company in a position to sustain

stromg resulrs for sharcholders.

(" fop—

Gwyn Morgan

Presdent and Cluef Execnce Oficer

Febriary 15, 1995






Operational Review

EXPLORATION AND PRODUCTION

THE AEC DISTINCTION
e Substantial high-quality reserves
Gas: 15-year life
Conventional il and NGLs: 11-year life
* High net backs
s Convenlional reserves replacement of
235 percent
Solid production growth
Large exploration land base

[l bxplocanon

Income Statemant Chainitnd NG~ Conventional Oyl = e and Peodecron
[vandued 03 mulleni 1444 1443 (BN 1994 (L 12 1944 1993 1402 194 1S IEEN
Revenue 2454 2318 1576 0 612 462 430 2141 1746 1578 320.7 4326 3384
Royalties 13.4 W07 _ 17.7 8.9 3.9 6.4 9.8 3.1 - 52.1 1.5 241
Net Revenue 2120 2011 1399 52.3 403 36.6 2043 1695 1978 468.6 4109 3343
Operating Costs 345 294 269 13.2 119 116 142.2 1269 1014 189.9 1682 1399
Operating G & A 21.9 18.2 14.2 3.5 5.0 3.8 - - - 274 I3 180
Operating Cash Flow 135.6 1335 YR8 116 214 2.2 62.1 4.2.6 0.4 2513 2195 1764
Depreciation, Depletion
and Amornzation 936 863 9.8 14.4 1.7 13.1 14,9 134 12.4 1229 1116 1053
Future Site Restoration
and Orher 1.8 1.8 1.4 Q.3 0.3 0.3 1.0 WX () 3.1 1T 1.8
Operating Income 60.2 65.2 17.6 18.9 7 114 7.6 46.2 86 44.1 123.3 1052 693
Equity Earnings - 3.2 2.6 - - - - - - 3.2 26
Divisional Income 60.2 684 202 189 114 7.6 46.2 18360 44.1 125.3 1084 719
Balance Sheet Ol and G Ol and s
U natadited £3 millions) 1994 1993 [ 19938
Assets ' Liabilities
Current Assels 154.3 170.3 Current Liabihivies 155.3 134.0
TRvestiens _ XTVEY Long-Term Dl 232.8 1238
Capiral Assers 1,489.1 13434 Other Liabilities 43.3 %6
Deterred Charges Deferred Income Taxes AN 109.6
and Other Assers 13.7 8.9 Capital Emploved 862.6 3064
1,657.1 [,392.4 1,657.1  1,592.4
Debt-to-Cash Flow Ratio iume) _ 1994 [ENN 192 el IESN
Ol and Gas _ 12 12 L7 Ly 26



Finding and Development Costs
Three-Year Average

3 ftherand Cubn feet of gas cqpuralentd

Joag.0?

[OG].al |9a’.uyg

Strategy

o Replace annual production through the
drilling program

o (row the reserves base through
Aacquisitions

® Explore in the East and West Peace River
Arcly areas and exploit in the East Cenrral,
Suffield and Boyer arcas of Alberra

o Direct two-thirds of capital to natural gas
activiries and one-third to oil

® Remain an industry leader in sustaining
low operating costs and product net backs

® Use multi-discipline teams 1o find new
pools and develop existing propertics

e Muaintain solid, steady production growth
e Dedicate 25 percent of technical staft to
development of large exploration plays outside
the Company's core arcas

o Maintain one million net acres of
undeveloped Land to support the drilling
progriam

e Employ the latest technology 1o offser

technical risk and optimize existing reservoirs

FShavel of el cquanade o it 92 Jamd] s KRS
t] 41> S0 4.0
1o AN (LA [

-
.\C:

Major Accomplishments

Using this strategy, AECT had the following
major achievements during the past year:

o More than deubled combined conventional
oil and gas equivalent proven plus probable
reserves replacement through a combinarion
of drilling and reserve acquisition

® Held three-year finding and development
costs to an |1 percent increase, despite higher
indusery land and service costs

e Achieved record produced gas sales
averaging 345 MMdfd compared with

332 MMoetd in 1993

e Achieved record western Canadian
conventional liquids production of 10,278 b/d,
up from 8,923 b/d in 1993

8 Increased light oil conyponent of togal
conventional liquids production to 38 percent
from 49 percent

e Dirilled 106 net successtul wells for a
success rate of 77 percent

e [nvested record capital of $237 million

in conventional oil and gas projects

¢ Held produced gas operating expenses to
$0.27/Mct comprared with $0.24/Mcf in 1993,
among the lowest in the industry

® Decreased convenrional oil operating
expenses 1 $3.87 from $4.06/bbl
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Convennional Ol and

Reserves Reconciliation Nittural Gas Nitnral Gas Liquids Synende
(Western Comada) (tnlhon cubic feer) (mmilliom barrels) (rmilion burrels)
. Proven  Probable Tonal ) Prowven  Prohable Toral [’r.ovcn .
1992 :
Balance ar Lecember 31, 1991 1.485 254 1,739 14.2 8.2 22.4 193
Revisions of Established Pools 35 4 39 22 (09 1.3 -
Discoveries and Extensions 23 8 31 2.3 (0.4) 1.9 -
Acquisition of Reserves - Ner 28 13 41 1.1 1.5 2.6 -
Production B T (B e B T ]
Balance at December 31, 1992 1461 279 1,740 169 84 253 186 °
1993

Revisions of Established Pools 1 (1) - 0.7 (0.5 (L. -
Discovenies and Extensions 73 12 85 4.9 0.8 5.7 -
Acquisition of Reserves - Net 68 3l 99 1.0 0.2 1.2 69 ¢
Production (- oam G 63 (9)
Balance at December 31, 1993 1482 321 1803 188 89 277 246
1994 Q
Revisions of Established Pools 18 (4) 14 35 2.5 6.0 33
Discoveries and Exrensions 75 19 94 8.5 4.1 12.6 -
Acquisition of Reserves - Net 73 33 106 (1.0 (07 (1. -
Production N 126y - (126) (38 - (38) (10).
Balal.u:c at December 31, 1994 1,522 369 1,891 26.0 14.8 408 269 .
Landholdings Total Undeveloped Developed
(thizeand acres) Grosy Net Gross Net Grow Ne_t _
Alberta 4,029 3,195 972 794 3,057 2401 .
Saskatchewan 92 25 45 24 - 47 1:
British Columbia 287 198 203 158 84 40
Western Canada 4408 3418 1220 976 3188 244l
Beaufort 452 12 452 12 - -
Argentina 377 37T ] ‘ 3?6 .376' - I
Total 5,237 3,807 2,048 1,364 3,180 2,443
Woells Drilled 1994 1993 1997
{_Wcm-m Conla) Giross ) Net CGiross Ncl' Gr_:m Nc;_ )
Explorahon .

Gas 21 12 10 20 17 5
Qil 10 8 18 11 5 2
Cased 10 7 3 3 l -
Dry and Abandoned 30 18 26 15 13 8
Total 71 45 77 9 36 15
Success Rate (percent) 58 60 66 69 64 47
Development .

Gas 65 50 39 38 6 5
Qil 38 22 31 18 n 9 :
Cased 9 7 1 1 - -
Pry and Abandoned 19 14 5 2 I -
Total 131 93 76 59 . 29 14
S_ucce&ﬁ Rate {percent) 85 85 9{3 97 _ 97 IC?O :
Shallow fess tham 2,000 foer) 52 37 20 19 - 13 q
Medium (2.000-9.000 feer) 142 94 130 87 - 50 4 .
Deep  (more than 9,000 feer 8T 3 e 2 L



P A new natural gas plant came onstream in the Bigstone area.

Al Kiernan, Qil and Gas Senior Vice-President Production

(2nd frem right), leads the oil and gas production team, which
includes (from left) Alan Drew-Brook, Manager Edmonton District;
Don Harfield, Chief Facilities Engineer, and Alex Braun, Manager

Petroleum Engineering.

¥ A new light oil battery will be onstream at Ogston in the first
quarter 1995 to accommodate growing production. Shown is

Ogston area Operator Vaughn Veillet.
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Growth Opportunities
To meer 1993 productiion targets, AFC will
iceos on the tollowine exploraton and
production vhjectives:
& Doll 150 gross (130 ned) wells
& lic inand continue infill drilling in (e
Primrose and Boyer arcas
& DBenelur from a full years praductuion at the
Brastone natural gas wnd liguds recovery plant
& Deneii from a full years produciion
at Ouston
& turther explon the cxasting Qeston
[il”\l l\l\f

The Company will conrinue 1o seek
apportumities for aequisitions 1o expand the

reserves Pase.

Major Exploratian and Production Regions
East Peace River Arch (EPRA)
The significance of the Ogston play was
comtfirmed in 1994, Ouston currently is
producing 1,030 Bido with turther production
mcreises expected. In 1994, MeDantel &
Associres assigned 7.2 mullion barrels of helhi
ol reserves to the imital pool maddition o
the Tmilhion Barrels previously assigned.
Praduction from the OQaston play s trom
the Gromne Wik one at a0 3,020-foat depih,
A new ol hartery s expected 1o be anstream
during the fivst gquarter of P99 allowing vear
round praduction s operating costs of less
than $3/BB1 A roral of 8 wellsare tied in o
the Ouston barrery. The bargery will he
connecred to the Wabasea River Pipeline,

of which AEC owns 19 percent.

Bigstone/Berlond River

i Bigstane
+ Sour Plant

e
]

Ml Bigstone Wes
Sweet Plant

Berland
Faciliry

Plans for 19935 wre 1o further explore
ALCS 40640 pet acres of 100 percent-owned
Oaston lands. Another 319 sesmic program
will be completed and 6 Gramire Wash wells
are planned tor this winger.

The EPRA < ALCS muer conventonal
light ot exploration area. Over the vears 1993
through 1993 producten will have grown
Freum .)‘ %()3 HU [ISIR TR cx]\‘\ru‘j 4._’00 I‘i'd.
MeDimel & Associates hus assiened
1Y nulben Barrels of proven and probable
AL reserves 1o the FPRAL

West Peace River Arch {WPRA)

The new 34-percent ALC-oened Bigstone
West gas plant came onstream in December
1994, The ren H00-percent AEC-owned wells
connected to the plane huve an miral
production capabilicy of 20 MMetd of gasoand
SO B of natural gas hquids, This fieid was
placed e produciion within 28 months of the
mitial discovery. ARG continues to evaluate
Cretaceous, Triassie and Devonun prospects
an s 39,360 net acres of undevelopad land
in the Bigstone/Berland River areil The
parentil vidue of this gas s enhanced by the
Companys access to the areas procesang
Capialy l.nr [‘0111 et i]nLJ SONT 2.

Inthe Flvihe feld 4 new Tialtway wells
added producuen of 6 MMl bringing wtal
Hythe ficld producrion o 32 MM el
Through two larae tarm-ms ARC doubied
its Lind base v the arca withour meartme
hugh Tind sale contsc AEC continues 1o
explore for alfway gacon borh <des o

the Alberia/Brivish Columbia border.



Natural Gas Production

toallom culve feet per vy

il

(it 1993 1994

Iy Valhalla, o 10-well drilling program
achicved a 70 percent success vate, resalting in
3 net oil welts and 27 BOFE of proven and
probable gas, Tight ail and auids reserves.
Production from these new wells will mercise
when gas conservation faciliries are
operational in mid- 1993,

Toral narural gas production from AT
properties i the WEPRA i forecast (o grow
trom 36 MMcld i 1995 ro 95 MMctd in
1995, while oil and liquids production will
hiive grown from 1701 bd 1o i expecred
2600 DAL The WPRA + an itperiane regiai
jor comtimunng exploration hecagse of s
mulei-zone, liguids-rich gas potential, o well
as the Companys extensive Tandholdimes wnd
existing infrastrucrure which tacilivare rapid

Joevelopment and kew opersimge coss,

East Central Alberta

Nutural gus production from Fast Contral
Alberta is expected to dowble from 58 MMefd
in 1993 to 115 MMdfd in 1995, The crowth
has resulted prinarily from the December
1993 srart-up of (the 33 MMefd Canbou Lake
planc en the Primrese Range. The cost
citiciencies associated with the Company
having twe large central natural aas
compression tacilities on the Range resulied
in average operating costs of only SO 1AL
Three horizonral gas wells were drilled ar
Pritnrose dunmg 1994, which proved the
applicability of the rechnology ro shallow

LR dc\'clnprm'nr.

Qil and NGL Production

tharrels pey dux )

3GRIC
30410
35,509
1992 1993 1994

Owiside the Range, ARC mamtaned an
active 1994 exploranon program. A 20wl
Jrilting progrinm had o 90 percent success nite,
resulting in 18 ne welis and the addimen ot
2 BCEE of proven and probable reserves.

Fast Contral Alberia has both
Jevelopmens and exploration potential, with
the itiain irget beme hallow, mulu-zone
Coretaceous gas reservorty. AEC second
Lireest nanural gas properts, the Primrose
Range has numerous development prospects.
AEC contreds all il and gas access 1o the
Alberta portion of the Range and D
the rights 1o 300000 net acres of Tand ver

ter he exploned.

Northwest Alberta Shallow Gas

The prrchase of Stealth Resorrces in 1994
estublished u new ALEC production centre

in the Bover arca, Bover gas producnion s
expected to grow trom 3 MMeld e 1995 1o
20 NIV 199 due 1o this acquisition

of reserves as well asaddhinonal development
ol exiting properties. Dlevelopment w 1993
will conprise o 4Q-well winter dnlling
program and o 20avell tieam procram. The
Company helicves this propertv, conyprised
of 483,000 eross acres (A2A000 ne), has
further development potential. Exploranon
in this area will benefir from the imfrstrucrure

pravided by AECS five operated plance,

13
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AEC Syncrude Production

Hhareels per das )

12482
R R R

1610 17,870
- [0}
15,7134 -

1990 1991 1992 1993 1994

Suffield
A solid base of gus and oil production is
provided by the Sufficld area in southeastem
Alberta, This long: Bie <hallow gas area, which
iw AT Targest praducing property, acceuntesd
tor 169 MMerd, or 30 percent, of 1994 narural
g producton, By vang honzoncal drilling
technology 1o achieve high recoveries of
hieavy ol Sullicld contribued 3,886 b, or
37 percent, of 1994 Canadisn conventional
hquids production. Nariral gas operating
costs were FOIONMr, annd onl sperntimyg coses
were 5272/,

AT well dnlling program had an
87 percent success rate resulting m 8 net oil
wells and 2 net gas wells. Ol and gas proven
and PI'UIMII\I@ reserves morgased }\\' 3 mullion
Barrels and 8 bilhon culie feer, respectivels,
asaresult of drlhing recompletions and
improved reserveir performance. Dnifling foe
deeper was and turthier exploitation of heavy

vil resourees are planned for 1995,
SYNCRUDE

THE AEC DISTINCTION

® 28-year proven light oil reserve life

® Most profitable Syncrude owner due to
overriding royalty

ALRCN investiment in Synerude is
compresced of 0 13,73 percent working mrerest,
phus an averiee 3.8 percent overniding royaliy
an anothier 6.25 percent of Synemde revenue.
ALCTS share of Syncrude production imerensed
v 19 percenit, making a aenifican: contmbunen

to ALCS record ol oil production and profirs.

AEC Return on Syncrude Capital

rir\m.,‘ml

L2
. 104
RS
I
61
199¢ 1991 |04 1993 1994
Strategy

® [mprove productiviny

® (e new technoloey ro reduce coss

& Al qunre new leases

e |evelop tmancially and rechmcilly sound,

stagec Ivestiment opparnmities

Major Accomplishments

® [ncreased averaoe daoly producnon

CALC Sared w4164 B ro 26,282 b/d

& Reduced miat operaning usts by $0.20

1o S/l

® Realigned the work torce i order to reduce
~tatl count by 300 emplavees ta 1,000 by 1997
& Received Alberta Eneray Resources
Cotervanion Board approval 1o exrend
Sencrude operanmy penr by 7 vears 1o

2025 and o merease annoal producoon by
29 percent 1o 217, 102 BA

@ |porcased AECT reserves b 23 nulhon
Farrels of lighe ol e 269 mallion barrels

® Acquired vwo high-qualins surface
mincable ol sands leases, warh parennal 1o
add about 240 muntlion barrels of Liehr ol

to 3\1’(“ TUSCTVeS

Growth Opportunities

Durimg 1995, <ynerude expects o turther
micredse production by 3 percent, which will
increase AR are 1o 27,200 B Closm
reduction miviaiives will contimuoe with the
coal of decreasing nnit costs by 50.35/bhl

e A3k



P Dennis Cornelson, Oil and Gas Senior Vice-President Marketing
{centre) leads the marketing team which includes Rick Daniel,
Manager Natural Gas Hub Services and Development, and

Colleen McBain, Manager Natural Gas Supply and Trading.

¥ Gas storage at the AECO C HUB™ - Canada’s dominant storage
facility - was expanded to 1.6 billion cubic feet per day of daily
deliverability. Robert Schmunk is an Operator at the facility.




MARKETING

THE AEC DISTINCTION

8 Trading copabilities focussed on
opfimizing oil and gas assets

¢ leading position in Alberta gas storage
ond fransporiation control

& Llargest non-utility, lowest-cost, state-of-the-
art gas market cenire in North America

o Integrated morketing, storage, pipeline,
and production team approoch to
developing business opportunities

Natural Gas
AEC iva leader i providing innovanee
marketing services and reliable gas supply

to North Amencan markets.

Strategy

8 Increase the amaount of produced gas
marketed directly w achiove higher prices
and 10 reduce markering costs

8 Trade ro oprimize the value of the
Clompanys natural gas assets and realize
price arbitrage Opportunitios

L) DC\'('Inp storade and [ransparaton
capacity to add valoe ro AECTs own
production andl to profit from providing

storage and other marketing services

Maojor Accomplishments
e The proportion of AECS gas marketed
Jdireetly grew trom 23 percent to 40 percent,
resulring in hagher g prices and redoced
nurketing costs.
o ALEC average produced gas price mereased
1o S1ASMMMBra from $SU76/MMBw in 1993,
The resale of stored purchased gos rose
frons 42 MMctd 1o 76 MMctd. Unit margins
declined due wo the general decline in gax
prices during 1994, Declimmg nargins for gas
purchased for mnnediate resale were more
than oftser by volume increises from 9 MMl

to 34 MMeld.

Growth Opportunities

During 1993, AEC praductive capacity

will be incressed 1o 383 MM eid, ARC plas
1O IMCTCIse s Proporton of direct sales w
almost 35 percent throush further conrea
restructuring. Should weak markets comunue,
AEC s prepared to reduce its sades 1o as low
as 333 MMerd 1o averd sport prices, while
shutring i or injectng into storge an
average of 20 MMad. About 70 pereent of
these reduced 1995 sales Tinve been indexed 1o
LS prices. Of the remaining sales, 17 percent
reflect Canadin prices wnd T3 percent

are lixed.

Crude Oil

Strategy

& Marker directdy 100 percent of crude al
production to ke advantage of pipeline
expansions and low markenng costs

o Optimize the vilue of the Company’s crade
vil asscrs throngh rrading

8 Dovelop new market. rransportation and

Proges<ing oppartunities

Major Accomplishments

& ALC increased its <ales of Svincrude and
conventional crude ol and NGLs, with a
more diversitied porttelio.

¢ The Company's average price for crude
eil and nataral gwas liquids increased tom
F19.5 /B ro $20.64/h1,

¢ AEC newatiated a narural gas ligquids
markering agreement with Kineoie Resoarces

to improve NUL net backs.

Growth Opportunities

Dhuring 1993, sales of crude il and NGls
are expected o merease 1o 38,103 M, with
a larger proportion markered directly o
further enhance net backs wnd realize price

'.ll'hlll'd,‘;k‘ QPPOTTUIITCS.
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Argeniina

AEC is investing abaut 10 percent
of its annual capital budget on
international oil and gas activity,
with a current focus on Argentina,
Roger Dunn, Yice-President {left)
leads the international taom which
alsa incdudes Bob Potter, Manager
International Exploration {right)
and Glen Younghusband,

Seniar Advisor,

Covunco

ARGENTINA

THE AEC DISTINCTION

¢ Control of large exploration land biocks

* Exposure to high-potential discoveries in
on underdeveloped sedimentary basin

¢ Acquisition of producing oil properties
with enhanced recovery potential

Shrategy

ALCN stratcey s o invest approximarely

10 percent of annual capital expendirures in
international eil and gas acrivities, wich an
imital concentration on Arventina. The
Clompany's currend Areentme locis 15 on

the Neogquen Basim. The olyective o add o
AECS ol and gas reserves through acgquisation,
development and exploration, The Company

will aequire Large Blocks o exploration Tand

which have voed Tease renure and fiscal ternme.

Estancio Vieja/Puesto Prado

Major Accomplishments

e Acquired 180 percent mterest i the
Crranci Viepa aed Puesto Prade properties.
The acquisition wall add 1,300 bid to AECS
1993 light ol production and 93,760 acres

of exploration Lind wirly 29 vear Tease tenure,
Thie Company's share at reserves from these
ALRChoperated properties s estimated to be
4.2 nillion barrels,

o Complered reprivessig andinrermetaton
of 633 nules of seismic data on the 281,02 Lacre
Clovunes explorstion property which was
acauired i Decembey 1993

¢ Concluded negotianions to acquire an
addmenal o and gas propertyswarh closing
expected by the end or Februany 1993

o [ereased total perroleunt and naural gas

richts under Tease 1o 377 381 acres

Growth Opportunities
During 1995, the Congproan s goal will be ta

create vrowt b exploranon Linds. reserves

and praduction. Acquistion. developmen
and cxploranion are expecred ro double
reserves, Addimenal sesmne will e done on
the Covanco property to Jdetermine drlling
e attions, Fonr wells will e dnlled = one
exploration well onccach of the Covunco

arsd Pucsa Prodo Linds and vao developiment
well it Estancin Viere A sospended Covanee

AN el wal] ]"L' {L‘\M‘\i O Prove resemves,



Supplemental Oil and Gas Operating Statistics

{1oiuchited }

1994 1%93 1992 [sh] [REN
SALES Year ™ Q3 (oM Q1

Produced Gas -

talliont cubee feet pur des ) 345 372 W3 324 381 332 300 273 i
Qil and Natural Gas Liquids

(el per )

Synerude 26,282 26,724 19690 22915 25753 22118 17870 16,510 15,534
Conventional 9,267 10,056 9611 8805 8377 7930 6,836 3419 6,148
Natural Gas Ligquids Lot 1,038 1,152 1.1 749 934 Lo 1,0_31 32
Toral Canada 36,560 37818 40453 32820 315,079 L0410 25,759 22980 22414
Argentina 260 1,032 - - - - - -
Total ' 36,820 38,850 40,45 32820 35079 31041 25759 22980 22414
PER-UNIT RESULTS

(Wiestern Canadal

Produced Gas

05 pur theind e feen)

Price 1.88 1.7l 1.77 1.90 207 1.7 1.37 1.35 1.52
Royaltics 0.25 oy 025 027 0.30 Q24 Q05 Q14 Q7
Operaring Costs 0.279 0.27 0.29 30 023 .24 0.25 023 Q.22
Net Back 136 125 123 133 L6+ 127 097 Q08 LI3
Conventional Oil

1% per hanel)

Price 18.09 1867 2041 1936 1319 1393 1688 15.7% 2187
Rovalties 2.63 276 3.772 243 1.43 2010 253 23 350
Operating Costs 3.87 489 3,89 3.46 310 4.06 160 3200 384
Ner Back 11.59 1106 12.82 13.67 8.66 986 10.7> T80 14.73
Natural Gas Liquids

U5 por burel)

Price 15.05 1365 1742 1368 1251 1571 1479 [457 16,9
Royalties 3.98 3.17 2.74 499 275 4.04 412 3.94 1.74
Ner Back 11.07 1048  14.68 8.69 976 1L6T 1067 1038 ]4.3‘;
Syncrude

(3 por burel)

Price, Net of Tariff 2176 2260 2326 2342 1743 20097 1259 2267 268
Girass Overtiding Royalty 0.56 012 075 879 060 0.8 137 144 172
Sulphur and Orher Revenue - - - - - (.1 (oo4y Q17 033
Royalties 1.03 048 227 1.14 003 0.64 - - -
Cash Operating Costs 14.99 1215 11.74 21.37* 16.08 15,20 13.39 1648 1733
Net Back 630 1009 1000 190 192 580 87} 780 1137

* e 1o coker 8- 1 nomarornd



Supplemental Oil and Gas Operating Statistics
{eundited

GAS PRODUCTION BY AREA Forenast
tmillion cubic feet prr s 1495 w4 14943 [BSN [+ [EsN
Sufficld 155 169 178 189 20 214
West Peace River Arch 93 68 36 46 Eh 2
East Ceneral Alberta 113 92 BN iR 33 16
Norrhwest Shallow Cas 20 9 3 3 3 3
(Other - 3 - 2 4 19
Towal Fickl Capabiliey 385 341 297 iR 278 273
Storage {Injection) Withdrawal {30-0) (7) 14 22 (M {1
Discretionary Sales Shur In (20-Q) - - - - -
Native {as from Starage - 11 21 - -
Total Produeed Gias Sales 335-385 345 332 0 273 272
Noter 1995 wides fevels will deperd on marker conditrms and

witl vange herreeen 335 wnd 385 nulleon cubee foor por dax. 12
PRODUCED GAS SALES BY CONTRACT
(et cidbic foet prn dav)
Western Cias Nizirkc[11.1g - 120 146 163 178 [ 38 157
Pun-Alberta Gas 3y 38 I8 44 3T 37
Progas 23 11 & 7 6 -
Lone-Term Direet 5 72 49 v 19 M4
Alberta and Southern/Pacitic Gas and Eleciric - 8 44 k) [ Q)
Orher 80-130 7Q kY R 41 48
Toral 13152385 345 332 0 23 232
PURCHASED GAS TRANSACTIONS
fanella erdue foct per das)
Through Storagy - 70 76 42 i 46 6
Immediate Resale 100 34 9 - - -
OIL AND NGL PRODUCTION BY AREA
{harrels per das )
Synerude ' 27,200 26,282 12118 1780 16510 15534
Suftield 3,600 3.806 4,186 4036 3,062 3411
Last Pesice River Arch 4,200 3,917 2.362 (Y 1,591 1,622
West Peace River Arch 2,600 1,800 1,701 L 827 1,291 1.154
Fast Central Alberta 500 477 372 - - -
Onher - 278 302 326 226 693
Total Canada 38, 100 36,560  31.041 29,739 22080 12414
Arpgenting 1,300 260 -

Toral 39,400 36,820 31,041 15759 21930 11414
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Supplemental Qil and Gas Operating Statistics

liicio ke d)

UNDEVELOPED ACREAGE

Pt ey o104 Jeinid 2 jell RN

QTN 2,048 2025 [ AN 2T

Nt 1,364 .2og [ISLE! [IREA 153

RESERVES

C i, s s

Gas e

Proven 1,222 | 482 | 461 [ 483 [, 34s

Prolsabsle 164 V1 ) 24 28

Tonal 1,591 TR L4 |7 34 (IR

Conventional Oil and Notural Gas Liquids nullin hani

['rosen 26.0 [ 5. 1.9 4.2 200

Mrolvible 14.8 hAY =4 s~ (AT

Torad 40,58 A 133 14 Jan

Syncrude i bvvelst lﬁ‘) _‘4(\ 180 ]“); |9

Argentina Oil i bl 4.2 -

FINDING AND DEVELOPMENT COST CALCULATION

ALt ancda!

Conventional Qil and Gos Investment

Lxploranon (uross) 66.1 ERRY R 459 0

Dies elopient 101.7 RO 251 1.5 329

Mamrenanee 3.3 1201 b sS4 Inl

Acginsions 66.3 176 11 3.2 I

Total Findimg and Development Coses 237 .4 1403 678 INO 30

| Tcentives - [TURS (L

et Conventional Ol and Cis Clapial Investienn 2374 43 078 DI [ 250

Proven Reserves Added

Gy ththon cdve et

s ploranon Dhiscos enes and Extensions 73.1 3.1 230 639 54.6

Revisions 17.4 1.0 3.0 113.7 R

Avquisitons 95.1 679 39,1 N 128

Tonal [87.6 142.0 47l 1871 a2

Conventional il and Natural Gas Liquids couthen furlor

Exploration Discoveries and Extensions 8.5 4.9 23 1.0 1.5

Revisians 3.9 (0.7 22 (4.6) 3.1

Acquisitions 0.1 1.0 1.1 Q.1 ol

Total 12,1 5.2 5.0 (3.3) 6.7

Total Reserve Additions 10:1

thiathon cubie feet of gas equanalmt) 308.6 1494.0 153.0 132.0 137.0

Finding and Development Costs

03 pr thowsand ek feet equaadent) — 10:1 Q.77 .72 Q44 0.65 Q.83
-6 0.91 Q.51 0.52 0,59 1.00



P AEC’s pipeline investments provide a stable source of cash flow
and earnings and the Company continues to seek new pipeline
opportunities. Three members of the pipeline division are (from
left) John Starratt, Manager Business Development; Bob Towler,
Senior Vice-President Business Development, and Bernie Bradley,
Senior Vice-President. -
¥ Employees Bob Waldroff, Construction Inspector (left) and Rick -~
Watters, Senior Engineer, work to ensure the safety and reliability

of AEC's pipelines by the testing of pipeline welding procedures.




TRANSPORTATION, STORAGE AND PROCESSING

THE AEC DISTINCTION
* Generales longterm contractual revenue

providing 20 percent of operating

cash How

o Will yield about $90 million of 1995
operaling cash flow, exceeding AEC's

onnual dividends, interest, and debt

F epc:ymems

¢ Provides unique financial sirength

Svncnele

Tonal Transportation.

Income Statement Pipelmes Cias Srarage straddle Mlants iy Operation Storage and Procesag
Unauadited (3 widiens LR 1993 ) (99 1993 |y 1994 1993 19972 Jgsy 199 |99 1994 19937 1992
Revenue 8L.3 5723 84.2 2.6 45 Q9 619 221 394 - - - 164.8. 1359 1243
Operating Closts 19.0 180 179 3.9 14 Q7 52.3 419 9. - - - 77.2 6l 473
Operatmg O & A 4.1 90 23 0.7 03 - - - - - - 4.8 w3 13
Opcrating Cash Flow 38.2 533 o4 5.0 1.8 Q2 9.6 0.2 102 - 82.8 673 744
Depreciation, Depletion
and Amorizanon 13.3 1530 lal 4.1 0% 0 | I U - - 193 176 17
Operaung Income 44.7 403 479 109 09 0] 9 833 85 - - - 633 4957 365
Equiy Earmnes 29 28 23 - - - - - 7 S LA 6.0 0 65
Divisional Income 47.6 431 302 0.9 oY 01 9 85 85 .1 42 42 69,5 567 630
Sicrde Total Transportasion,
Balonce Sheet Pipelines {an Sorage straddle Flants Unility Operation Storage and Processng
Unanddied (3 mullions) 1494 19953 [v3q 1993 1904 19491 1994 1991 1904 1993
Assets
Current Asscts 21.0 4.0 2.7 3.9 3.6 7.3 - 29.3 337
Investments 32.7 0.4 - - - 3Q.3 3l 63.2 6l.4
Caprtal Assery 207.4 2139 109.3 639 - 16.7 154 - - 333.4 2962
Deterred Chirges
aned Other Assers 2.3 3.0 1.2 1.5 0.3 04 - - 3.8 6.9
' 2634 2733 1132 693 226 26l 30,5 510 4297 3997
Liobilities
Current Lubilities 16.8 17.1 6.3 1.4 7 8.3 - - 29.8 6.8
Lone-Term Debr 148.9 133.6 67.8 39.6 12.9 14.3 - 229.6 RIVPS
Onher Lakalities 1.2 1.5 0.1 02 - - - 1.3 1.7
Deferred Income Taxes 26.3 31.2 15.1 3N - - - 41.4 3.0
Capiral Employed 70.2 9.9 23.9 14.3 3.0 [ 30.3 3¢ 127.6 LSS
263.4 2733 103%.2 693 22.6 26,4 30.5 3. 4297 3997
Debt-to-Equity Ratio 194 191 1. Jou; IEEN
Transportation, Storage and Processing 64:36 6430 063:37 GZ:38 64030



Pipelines

THE AEC DISTINCTION

¢ Stable source of cash low and earnings

* Rate base — 90 percent non-reguloted

* Owner and operator of three intra-Alberta
oil pipeline systems, with inferests in
several other oil and gas pipelines

* Largest intra-Alberto oil pipeline operator

Strategy

Throughour 1994, AEC provided consistent,
cost-effective service to its customers.

AECS main pipeline business strategies are:

¢ Muaintain and expand cost-effective
pipeline transportation services to existing «and
putential customers serviced by the Companys
currently owned and operated systems

o Expand AECTs ownership and operatorship
position inte newly developed or acquired

pipeline systens

Major Accomplishments

s Additional capaciry was added o the
whally owned Alberra Oil Sands Pipeline
(AOSPL)Y 1o ensure continuing reliable
service to the Synernde oil sands facility.,
® The AOSDPL agreement with Synerude

OWDIICTE Wi I'CY lt‘.ﬂ()[i‘«'l['t?d. Tht‘ new agreement

iv consistent with the recently approved
Aldberta Energy Resources Clonservarion Board
(ERCE) extension of the Syncrude operating
agreement.

8 A novel, in-line blending process was
implemented on the AEC-owned Cold Take
Pipeline system. This new process reduces the
overall cost to shippers of heavy oil while
providing greater tlexibility 1o meet marker

necds.

Growth Opportunities

Mare AOSPL capaciiy will be peeded during
1995 to ensure that Syncrude’s pipeline
transportation teeds are well served as plane
production continues 1o urow.

AR has filed an application with the
ERCE 1or construction of a $3 nullion
exrension to the Cold Lake Pipeline diluent
sysrem. This extension will service the
expected expansion of the heavy oil business
in the Cold Lake region of northeastern
Alberra.

The Company will continue to seek new
opportunitics cither to acquire or construct oil

and gas pipelines.

Pipeline Rate Base Summary AEC Rate Bawe Uperaning Incomy
[ nanedited {3 millioma) [nn-n\_r JRRiES [ 1992 iG] IEEN [REA] [N 199! ju4) [RYEA
Alberta Oil Sands Pipeline 100% 7l Gy 37 63 69 6.0 4.0 EN A T (i
Cold Lake Pipeline 100% 206 03 203 W3 203 36.3 337 30w 3.7 3.0
Other Various 6 7 9 i 11 1.8 2.0 2.0 2.3 2.5
Total 283 sl 271 2760 19 4.7 403 479 494 487

AEC Equity Investment Faquiry Earimgs

Interest 4324 1993 1992 1991 N 14504 1445 19492 1991 T6-30
Iroquois Gas Transmissiorn 6% 156 133 143 107 42 29 Iy Ll 20 -
Pacific Coast Energy Corporation 50% 17.1 171 171 1.8 4.5 - - .2 1.4 15
Total 327 04 34 265 187 29 s 23 54 453
Pipeline Throughput (mudlon barvely) ol L9 T 1591 L
189 (83 {eo 171 174

23
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Gas Storage

THE AEC DISTINCTION

e Solid long-term contractual revenue

8 Dominant gas storage facility in Canada
& Sirategic location an NOYA mainline

» low-cost storage operator

» State-ofthe-art electronic information

systems

Strategy

¢ Drovide a full range of hub and srorage
SOTVICUS

e Mantain dommant market share

e Uke information technology to ensure
rapid, efficient customer ~ervice

o Moinrain the lowest cosls amone all

~torage lacilities

Major Accomplishments

e ALCOCTIUB " vas storage was expandad
trom 1.3 BCFD and 66 BCF of working gas
to 1.6 BCFD and 70 BCF of working gas.
The incremental investment for this latest
expansion was approximately 330 million.
About three-quarters of the rotal capaciry
will be used for third-party services, with

the balance used for AEC trading and storage
of produced gas.

& Operating cash tlow from third-parry
services increased 1o $15.0 million from

1.8 million in 1993 and is expected to grow
1oy approximately 522 million in 1993, Over
90 percent of the fees from storage services
are from firm contraces with rerms of up o
20 vouts,

During the past vear. AEC taced
increased competition in the area of hub
servives In response to borh the comperition
and customer needs, AEC expanded its range
of hub services to include the following:

e iort-term and long-term firm storage
o plarinum, gold, silver and bronze gas

“parking” and “loaned g services

Esrimare
IREE [ v IR IaEN oM (=N

AECO € HUB™ Gas Sterage Capacity

Workimg Gas testlon cudbee feet

® free mile exchange
® ransportation exchange
o direct connection to NOVA delivery points

¢ supply backsropping

Growth Opportunities

During 1993, AFC will conmmue 1o pursue
NEW gas storage investment opportunities to
take advantage of changing nataral gas and
electric power markets. Work = underway
ro expand AECS hub services and trading
activity to a North American market,

mcluding hub-roshab services,

Straddle Plants
AEC awns one-half of Pan-Alberra Resources
lnc. (LPARD which has o 50 percent interest
m the Empress 11 natural gas liquids exrraction
plant that operates oo a cost-al-service hasis,
Axwell, PARI profits from a share of natural
s lguids exeracted from the Pan-Alberra
aas streant processed by the Empress and
Cochrane plants.

AEC entered mua a joint veniwre with
PanCanadian and Home Qil 1o develop a
] BOFD reprocessing plant ar Empress,
Alberta to exrract 9,600 b/d of narural gas
liquids, This plant will capitalize on the
following: ARECTS substantial transportation,
production and storage infrasiructure near
Empress; PanCanadian’s ownership of Kineric
Resources, a major natural gas liquids
mdrkering company, and the substantial
combined gas supply of the parters. Efforts
ro secure additional gas supply and/or partners

Are continuing.

Syncrude Utility Operatian

AEC owns a two-thinds interest in the AL
Power Ltd. 260-megawart cogeneration facility
which supplies steun and elecimiciny o

Syncrude.

TQ R

NWithdrawal tndinm cube feet per das 1,800 1,600 L6 I Lad By



ENVIRONMENT AND SAFETY

AL commirred 1o the principle o
sustainable development, wirh concurrent
aoals of economic growth and environmenta
protection. AEC believes that environmental
protection must be a prioriey inall of it
operations. The Company meets, and strives
ro exceed, all applicable environmental laws
and regulations.

Wirhin the Comparms oif and was and
pipehne operations emplovees have well-
ealiblished satery precedures. These include
procedures for tramine, anditing. reporting
ot accidents and responding to emergencies.
Duaring 1994, the oil and gas division aclieved
afavourable Workers” Compensarion rating
which excecded the ol and gas indosny

JVCTIEC
CORPORATE SERVICES

THE AEC DISTINCTION
¢ Results-based compensation throughout

e Highly skilled employees
* Stable work force

State-ofthe-art information technolagy

AEC will be increasingly successful
through having strong leaders, deprh off
wechnical expertise and crearive emplosees who

At aclien-oriented and ocnsed on resules.

Computer literacy is expected ot oll levels of the

organization, giving a tremendaus boost to efficiency
ond the ability to communicote rapidly and effectively,
Drude Rimell, Vice-President Corperate Services {right)
leads AEC’s Information Technology teom, She ond
Hayward Walls, Monager Applications Services (left]
ond Art Tweten, Manager Technical Services, participared
in a weekend session to update and train AEC
management an current and future uses of technology

within the Compeny.

The Company’s performance
management system has beon revised, alignimg
the interests of the emplover with the <hare-
holder. The mew restilts-based susiom ersures:
* corporate goals are rranslared o
meaningtul objectives tor cach emplovecs
» Clh]’\]k“ ce results are assessed by both
management and co-warkers, ased on those
ul‘.](’,k‘ti\'r'\ .li‘l\.i
% cmplovee rewards are based on bah
corporare and dividual resulis,

AFC focuses on developme the very bt
leaders and highly <killed protessionals, i~ well
as effective systems o support then,

The Company hasa sustamed emphaises
on managing costs 1t all areas. During 1994,
AEC consolidated its corporate offices,
sivnificontly reducing furure administratnve
costs. Ormanizing for effectiveness will be
aliEoIng.

Fundamental 1o s cost reduction
program is AECN sratenic use of informanon
rechnology in critical arcas of the oil and gas
business. New wavs ro cain productivity from
existing investment are being tound. Sysrems
activities during 1995 will focus on building
on the stare-of-the-art infrastructure already
i place 1o nerense success in the explorarion.

praduction and markering arcas,

Dan Smollwood, Manager Human Resources {left] and

Marcel Preteau, Directer Infermotion Technelegy Services,
teomed up to complete AECs new resulls-based

perfarmance management systen,

15



Management Discussion and Analysis

Pi Managemens Decismin ol During 1994, AEC increased its focus on core oil and gas

Significant Inve «¢tment

Sntiv s on pages 20 throngh 29

investments. John Watson, Vice-President, Finance ond
v b B vead m o compncton with
e Atiead Eineoldied Einat o Chief Financial Officer (second fram left) led the team that

RARIRSITEIN cormpleted the sale of Chieftain International, Inc. and

26

New Accounting Policy

Efteerive Decenbeer 51019930 the Company
changed it~ merhod o accounting tor joindy
conrrolled companies and partmerships trom
the caquny method ro the propartionate
coolidonon method as recomurended by the
Cranadian Institute of Chartered Accommrants’
(CIOAY aecountme standard on Interests in
Joun Ventures, This change has been applied
A a retroactive Basis and hos resulred in oo
Change 1o ner carnmes. The chanee added
S92 2 mudlion of nor-reconre long-term deb
ro the balance <heer and increased the delbr-

fo-equiry ratio 1o 3303 from 3109,

Summary

1994 Compared with 1993

Beel catnings ol BT00.0 mudlion ur 1994 were
1O percent higher thanin 1993 This
prevenent was due to zanes on the sale of
mvestments and Jueher prices {partally aresult
of the lower Canvadian dollar) for narural vas.

pulp, and Timber which more than ofiset hicher

torcien exchanee and interest expense and lower

lunther volumes. Cash flow from operations wis
up 17 percent to 32943 nulhon. This gure
refleces the pavient ol cash meome taxes m the
ameunt of $9.0 onllion (1993 551.2 million).
O e consobidated s revenues were up
1859 million (o 39229 mallion. Cperating
expeies nereased 1o 34256 million rom
S3700 million. The chanees m revenue and
operating costs primarily reflect inereases from
=viwrtides narural gas and forest produces, T
addimon, revenue included 3147 miliion fron:
the sain on the sale of Pan-Alberta Gas Lid,

and Chiettanm Tnternanenal. Ine, The o

Pan-Alberta Gas Lid. Other teom members included (from
left] Ron Westcott, Comptroller; Derek Bwint, Treasurer;
Brian Fergusan, Director Carparate Relatians and

Corporate Secretary, and Wayne Hall, General Counsel.

o s porchused of 23403 mdhon {19493
2334 methon retlects incrcased markenng
activiy related 1o sales of purchosed wis
reneral and adiministrative expenses of
STRA milhen mcloded 15 mlhen of eftice
conolidanion expenses. Interest expense. which
mereased by 43 percent te 5336 million, reflecis
a higher AEC averase interest cosl (1994 3.9
percent, 199390 percent b, inereised deb Tevels
V1994 3361 nullion, 1993 35282 milhon)
and Tower miterest income, Foreen exchange
expense mcreased substantally to $36.0 million
trom the 1993 amonnt of 36,6 nulhon. The
1994 amonnr inchedes 32203 aullion frony the
repatriation of >TTA milhon of Us. dollar
Jebt, The balance of the nerease resulis from
the eroston of the 1= fCanaduuy exchanee rare
Juring 19949, Deprecration. depletion and
amertizanon towslled 1617 milhion, compared
with 31441 wulbion. the inaease related 1o
lieher volunies of natural gas and oil.
Application of the ceiling rest under the CHCA
catdeline on full cost accounting resulied in
atr excess of more than 3300 mallion. Equo
carnings taor 1994 were 36.0 million, down
4.2 million from 1993, retlecting the sale of
Pan- Alberti Gas m 1994, Income taxes
mereased by 3121 million o 27800 malhon and
reflected the Tugher Tevel of operating income
1994 and an imerease w1 nan-deductivle

Crown rovalties.

1993 Compared with 1992

Recond earimgs and cash tlow from aperations
were achieved my 1993 with net carnings
mercastng 117 percent 1o 3916 million and cash

Hlowe from operations increasnig 14 pereeni to



Oil and Gas Revenue Increase by Product Royalties
19”94 Compared with 1993 (§ .ml.iiium) Price Valume and Orher Toal
Natural Gas - ' 16.4 8.3 (13.8) 109 -
0l ’
Conventional 73 7.7 (3.0 12.0
Syncrude 7.6 3G {4.7) 34.8
Purchased Gas Sales {15.3) 4.6 - 393
Orcher - - 16 . 1.6

$251.4 million. Revenues increased 11 percent
to $737.0 million, with gains in cil and gas and
forest products revenues more than offsetting the
reducrion in revenues from the sale of fertilizer,
coal and drilling operations.

Operating expenses increased by 6 percent
becausc the reduction attributahle to the sale
of fertilizer, coal and drilling was offset by an
increase in oil and gas expenses resulting from
volume gains and increased operaring activities.
The cost of natural gas purchased for resale
totalled $35.4 million, a 22 percent increase
over 1992, lurerest expense decreased by
$15.3 million reflecting lower debt balances
and a lower average interest rate. Depreciation,
depletion and amortization was reduced by
$4.8 million, primarily a result of the sale of
assets. Income taxes increased from $12.4
million to $38.0 million reflecting the higher
level of eperating income in 1993. Cash flow
from operations of $251.4 million was reduced
by cash income raxes, which increased to
$51.2 million from $7.1 million in 1992, and
did not include cash flow from assers which
were sold in early 1993.

Qil and Gas
1994 Compared with 1993
Oil and gas revenues, net of royalties, for 1994
increased by $98.6 million 10 $559.4 million.
The accompanying tahle shows this increase
on a product basis.

Natural gas prices increased to $1.8%/MMBru
from $1.76/MMBru as markets improved in the

160 1025 (199) 986

Oil and Gas Revenue Increase by Product Rowalrnes

1993 Compared with 1992 (§ millions) Price Voleme sl Qrher Total

Natural Gas 46.0 160 (08) 612

Qil :
Conventional (2.8) 6.5 0.3 . 4.0
Syncrude (14.7) 35.3 - (8.9} 1.7

Purchased Gas Sales 4.1 0 (119 - 122

Other - - 09 9

- 52.6 459 (83) 900

first part of 1994, Natural gas prices declined over
the sccond and third quarters of 1994 as a surplus
of natural gas developed in Western Canada.
Natural gas prices improved towards the end of
the year as the winter heating season commenced.

Natural gas revenue in 1993 included
arbirration and decontracting settlements. Oil
prices for Syncrude averaged $21.76/bbl (1993:
$20.97/bbl) and prices for conventional oil
averaged $18.09/hbl (1993: $15.93/bh1). The
fower Canadian dollar led to improved oil prices
despite the lower West Texas Intermnediate
{(WTI) crude oil average of U.S. $17.19/bbl in
1994 (1993: $18.48/ bbl}. Volume increases for
narural gas and conventional oil reflected new
production from exploraticn and Jdevelopment
activity. The Syncrude volume increase resulted
from the inclusion of a full year of production
from the addirional 3.75 percent interest in
Syncrude which AEC acquired on July 1, 1993,
Purchased gas sales were higher as marketing
trading activiries increascd.

The majerity of preduced natural gas was
sold under short- and long-term contraces,
Approximately 60 percent of the produced gas
sales in 1994 were indexed ro U.S. prices. At
December 31, 1994, contracts were in place to
resell 34 BCF of purchascd natural gas during
1995 and 1996. The gas to complete the sales
will be comprised of 24 BCEF purchased under
contracts in place and 10 BCF withdrawn from

gas storage.

1993 Compared with 1992

Qil and gas revenues, ner of royalties, of
$460.8 million for 1993 were $90.0 million
higher than in 1992. The accompanying table
shows the increase on a product basis.

Natural gas prices increased to $1.76f
MMBru in 1993 from $1.38/MMB1u as the
surplus of supply eroded. Narural gas revenue
in 1993 included $15.2 million related ro the
settlement of a gas pricing arhirrarion and che
decontracting of certain gas volumes. Oil prices
declined; WTI averaged U.5. $18.48/bbl in 1993
compared with U.S. $20.57/bbl in 1992,
Syncrude volumes increased by 24 percent, a
result of record Syncrude production and the
additional 3.75 percent interest in Synerude.
Purchased gas sales reflect increased rading
activiry.

Oil and gas roral operating costs increased
to $221.1 million in 1994 from $193.3 millicn in
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1993 and $198.7 million in 1992, A sulstanial
portion of the increase over the three-year
period reflects the acquisition of the additional
3.73 pereent intepest in Syncrude, Natural gas
per-unit operating costs avernged $0.27/Mcf

in 1994, a small increase over the 1993 and
1992 Tevels, as new fields came onto production,
The Synerude per-unic cash operarine cost
decreased from 1992 and 1993 levels o
F14.99M51 in 1994, as Syncrude continued

o focus on cost reduction.

Transportation, Storage and Processing
Revenue increased 1o $164.8 million in 1994
from S138.9 million in 1993 and $124.3 million

in 1992, Contributing to this increase was higher

revenue from natural gas storage in 1994 as AEC
expanded irs storage capacity and costomer hase,
The increase reflects storage revenue of 521.6
million in 1994, compared with $4.5 million in
1993 and $0.9 million in 1992, Revenue from
the natural gas exreaction planc was higher duc
ro increased throughpur. Operating costs over
the three-year period also were higher, reflecting
the increased acrivity.

During 1994, the 25-year agreement signed
in 1978 berween Alberra Ot Sands Pipeline
Lid, (AQSPL) and the owners of Svncrude
was eplaced by a new agreement. The new
agrecinent, which is retroacrive to July 1, 1993,
has an extended rerm equal w that of Synende’s
prestuction permit {currently December 31, 2025}
[t also allows AOSPL to recover all operating
costs, depreciation, current income taxes and
nterest charges om deemed debr and provades

for an afrer-tax rate of return on deemed equiry.

Forest Products Revenue Increase by Product

1994 Compared with 1993 (5 millions) Price Volume Total
Lumber 16.1 (7.9 8.2
MDE 54 10.4 5.3
Lulp 19.1 33 229
Orher - (o Q.1

40.6 6.1 46.7

Forest Products Revenue Increase by Product

1993 Compored with 1992 (3 millions) Price Vel Tawl
Lumber 255 {1 ,‘Z) 2;}..3
MDF 3.6 2.0 8.2
Pulp (6.3) 2.3 (4.0}
Other - {09y (0.9
24.8 2.8 27.6

Forest Products

Revenues mereased to S184.0 million in 1994
from $109.7 million i 1992. The accompanying
tables show the increase on a product basis,

As lumber mdustry capaciry decreased and
supply dehuencd over the 1992-1994 pericxd,
lumber prices recovered from a low in 1991,
Medium density fibreboard (MDEF) prices
increased as world demand excecded supply.
Pulp prices tose as markets for newsprinr and
paper improved. Lumber volumes were lower
in 1994 due ro dewntime associared with the
installation of new cquipment.

Operaring costs over the three-year period

are shown in the table below.

Operating Costs

15 mullions) 1944 143 1997
Lumber 573 528 494
MDF 5.4 20.2 19.5
Pulp 4.8 320 205

1205 105.2 987

Lumber costs increased n 1994 primarily as
aresult of increased timber dues of 34.3 million
(1993: 0.5 million}, which reflecied the change
mntreduced by the Alkerta Government in
January 1994 MDF costs increased, a result
of higher volumes and higher costs for raw
materialx. Pulp costs reflecred higher volumes
and chemical imd energy cost increases.

The Company is enrirled to U.S.
Govermment refunds of countervailing duries
on softwood lumber of Canadian $1.5 million
which were paid during the period July 14, 1992
to July 31, 1994, The refunds will be recorded

as income when the cash is received.

Capital Resources and Liquidity
Capiral vestment of $371.7 million was
42 percent higher than in 1993,

Ol and gas capital investment increasced
by 34 percent 1o $283.5 million and included
$64.8 mullion for the acquisition of Srealth
Resources Limited. Exploration capiral
investment rotalled $66.1 million, including
$14.6 million for land acquisition {1993
$11.9 million). Expenditures (or developmen
were $101.7 million, $44.9 million more than
in 1993, Expenditures in 1994 included costs
related o the construction of the Bigstone Wese

gas plant and additional drlling and well



1995 Sensitivities — Net Earnings
and Cash Flow from Operatians

{5 mulleons)

lnterest S5
e SCdn
St

completions at Hethe, Red Earth and Qgston

Expenditures i Argentina totalled $22.6 million

including the acquisition of a 1,300 bid
producing property.

Capital investment in transportation,
storage and processing was $38.6 muillion in
1994, including $48.7 million for the expansion
of gas storage.

Forest products capital investment of
$29.6 million included $16.9 million for the
expansion of the MDF plant. The expansion
comyuenced in 1994 and is expected 1o be
completed by mid-vear 1995, Total cost for
the expansion, which will mcrease the annual
capacity of the MDF plant by 57 percent to
110 million square feet. is estimated 1o be
$36 million. A rotal of $39.5 million was spent
on the lumber mjll, primarily for the mstallation
of computer-controlled cutting equipmenr and
a portal crane.

In January 1995, the Company acquired the
rights to purchase until January 1996 its partner’
25 percent interest in the Slave Lake Pulp
Partnership. The partner has certain rights to
require the Company to purchase 1ts interest in
lanuary 1996,

Long-term debt of $361.8 million was
$33.6 million higher than in 1993, A portion of
this increase reflects the lower Canadian dollar
at year-end. The 1994 capital program was
funded through cash flow from operations, cash
received on sale of investments and debt. The
loss of approximately $5 million associared with
the termination of the $87.6 million U.S. Swap

Agreement in early January 1995 was provided

for i 1994, The average term to marunty ol
Lmg-term debt is now 7 vears with 84 percent
unsecured. At year-end, approximarely Canadian
$153 million and U5, $20 million were
available in unused long-term lines of credir.
Debt-to-cash flow tor the oil and gas Jivision
was 12 tmes, nnchaneed from [993.

I'he Company maimntained its environ-
lnl"nfﬂl pl'(\ul';il]].\ LO ensure \Hlnl‘hil”l o

ervaronmental reoulations,

Qutlook

Feosulis tor 1995 are dependent, as nored o rhe
sensitivities eraph, on product prices, the

LS /Canadian exchange rate and interest rates.
as well as ongoing operating activities. Cas prices
are expuated o decrease from the 1994 wverage
Jue o exrraordinarily mild winrer weather, and
sales may be reduced below produetinve capacity
Jue to market conditions. Approsimarey

70 percent of produced gas sales will be imdexed
to LS. prices. Gil prices should remai at 1994
levels. Interest rates are expected to increase
trom the 1994 average. Prices tor wood produc
are expected to be comparable to 1994 prices.
while pulp prices, oncihe other lond, are
cxpected to increase.

Approxmmately 390 nulhon of the
Clompany's 1993 operating cash flow will be
generated from non-commaodine-based
INVESTINED S (11 Fransparkalion, storage ad
processing. Although total 1995 capital
investment will be dependent on cash tlos,
the majorine of invesament will be i oil and
gas projects. The Company imtends to complere
the restructuring of 1ts ownership in forest

products in 1995,

February 15, 1995
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Supplemental Financial Information

Linaicdied {Revatad - See Nowe 2, Page 39)

FINANCIAL STATISTICS Yoar
Net Earnings 3 millins) 100.5
Per Share (31 — Basic 1.36
— Fully dilueed 1.34

Cash Flow From
Operations (% mdhens) 294.8
Per Share %) - Basic 4.07
— Fully dilured 3.88

Shares

Common Shares

Qurstanding (nfhions) 74.3
Average Common Shares
Quistanding imillonsi 71.7
Price Range, TSE (5 per Juve)
I Tigh 2275
Low 17.50
Close 17.88
Share Volume Traded omilons) 48.5
Ratios
Debt-1o-Equity
Corporate 35:65
Ol and Gas 21:79
Transportation, Storage
and Processing 64:36
Debt-to-Cash Flow - Oil and Gas 1.2x
Interest Coverage 4.8x
Return on Equity 10.1%
Return on Capital 6.8%

Dividend 3 por comunon share) 0.40

7Le
0.93
0.93

—_—— b

— 1D
s R S
(s TN T o B ]

1999

03
41.6
.39
059

83.3

1.17
1.10

4.4

02
223
0.29
0.29

65.0
a.vo
Q.86

70.4

21.75
18,50
20.50

15.4

0.99

7C.1

700

21.63
15.13
19.00

1.6

1693

916
1.23
121

514
392
3.33

64:36
| 2x
3.3

9

2.0
3.33

2

27
v

Q.53
0.53

219.9
511
2.98

38:62
26:74

063:37
1.7x
2.0x

4.9%

3.4%
0.35

Ty

13.8
012

.12

1510
215
2.04

44:36
3763

62:38
3.8%
1.3x

1.0%
239

Q.33

44:56
36:04

64:36
2.6%
23x

6.1%

4.4%
033



Supplemental Financial Information

L natedited ( Restated - See Nowe 2, Page 39)

SEGMENTED INFORMATION

s e Chas and N Conventional Uhi Synerude Muarketing and Intemational Total Wi and G
Lo 1993 Li! 1994 1991 15k 2 1414 1993 1992 1994 1993 1992 1994 1993 U
Revenue 2454 2318 1500 61.2 0.1 430 214.1 1746 1378 v0.8 494 i (€3 1 - T AR B AT S
Rovalties 34 W7 1y 88 5.4 4 9.8 5.1 - . 321 417 24
Nel Re\'.e:nuc: . 212,00 200 1399 . 32.% 40.3 36 - 204..5 a9 136S . L8 434 503 539.4 400> 3708
Ulperating Losls 4.5 4 iy ) 13.2 1.2 1.6 142.2 1169 1014 1.9 - - 1918 1650 [
Caont of Cias Purchased B - - - - - - - - 84.5 354 9.0 H4.5 394 ALY
Dpentting Lia A 21.9 182 14.2 5.5 3]0 s - - - 1.9 [ an 293 2501 5%
Operating Cash .Hou! 153.6 1395 PR 33.6 234 22 62.1 410 56.4 2.5 12.6 o7 2338 2311 N3
Depreciation, Depletion
and Amortization 936 6y Fu 14.4 1. 141 14.9 144 A a7 - 1236 [I16 1gns
Furure Site Restorgrion
and Other 1.8 1.% 1.4 0.3 (U 2 1.0 O ASN] - . sl 27 1.3
Operating Income 60.2 032 17.6 i8.9 14 T 40.2 FNE4) 4401 1.H 120 6.y 1271 s FECRC |
Eauuty Famings SIS - - . - - - - - - S
Divisional Tneome 6.2 e84 I 18.9 114 7.6 46.2 2 441 1.8 12.4 o7 127.1 11 TR
Transportation. Storave
Ol and Gas and Processing Forest Pronducts Orther Tonal
19494 1993 19937 1994 1993 1992 1994 1993 132 Tud 1993 Jua? RS 1993 RN
Reveniy 611.5  S025 940 1648 1389 1245 184.0 1373 10w7 14.7 Eh 975.0  TIRT ANy
Rovalties 52.1 41.7 241 - - - - - - - [3 S:Z.l. 410 254
Net Revenue 3304 4608 0N 1648 1O 1245 1840 133 1097 147 3735 9220 TR0 G613
Operaring Coste 191.8 1682 199 7i.2 1) L 113.9 1806 243 - - 41.3 iR2.9 0 3L ERRIS
Contof Gas Purchiased 845 334 290 - - . - - - - - - 843 54 00
Uperating G&A 29.3 25.1 IR 4.8 g3 2.3 6.6 +.6 4.4 - - [\ 40,7 U
Operating Cash Flow .'.7.")'3.3 2321 . ]3;”"5 . B2.8 AV .74‘4 . 6 ‘).'3' '53.]‘ | i:L\ ) 14.7 . - 155 4148 3315 P40
Diepreciation, Depletion .
and Amortization 126.7 1143 1071 19.3 17.6 7.9 9,5 s 10.4 - 109 133.5 14:.% 1463
Operating Income 127.1 1w e 63.5 447 36.5 54.0 223 Ry 14.7 4.6 2543 e 1300
Faguun B - 3.2 16 6.0 T [ - - - - - 29 6.0 a0 [
Divisional Income 127,10 1210 6 693 6.7 6h0 34.0 123 0.6 14.7 5 265.3 2000 13T
[
Corporate G&A® ' B VX I D B N
Corporare DDA 6.2 24 Ih
Interesr, Net . 33.6 235 3ns
Foreign Exchanget 6.0 AR 6.3
Non-Recurring ltems ] - a0
Income Taxes 7.1 Shinl 124
Net Earmings ] 005 . ‘J.] 6 4:‘.3.
Properiy. Plant .
and Equipment 2835 83T T35 56.3 65.3 N 249.6 S0 Y - 23 3604 Z2R00 919
Ivestments - - - 2.3 e - - - - 6.4 2.3 0 84
Capual Addinons 2835 1LY 735 RLRS 6Y.3 Y. 29.6 8.4 i - - o 3717 614 PR
Coaprtal Assets 1.489.1 13932 1.320.2 V6.6 e 0GR 195.2 1537 170 - 3710 20809 19265 18620
(nher 1680 1992 111Y 33.1 421 16 5.6 VLT 336 . - - 10 276.7 200 03
Vemmoble Asers L6ST 15924 1432) 0 4207 W00 3355 2708 1334 D06 - - 677 2,356 12235 10894

Inchudes office consolidation

Forcigm exchange incheles 3223 indlion related to the partial veparration of $ULS. debr.
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Supplemental Financial Information

Unenddinad { Restated - See Now 2. Page 39)

Temsportition,

DIVISIONAL BALANCE SHEETS Oiland Gas Srorage and Procesmy Foresr Prenfucts Toeal
(S g 1034 1993 1994 1993 194 1993 194y 1993
Assets
Clurrent Assers 154.3 17003 - 29.3 35.2 61.6 46.2 245.2 2517
[nvestments - 4958 63.2 61.4 - - 63.2 111.2
Clapiral Assets 1,489.1 13434 333.4 2946.2 [95.2 175.7 2,017.7 1.815.3
Deterred Charges
atnd Othier Assers 13.7 289 3.8 [\RY 14.0 11.5 31.5 47.3
1,657.1 13924 429.7 3997 270.8 2334 2,357.6 22253
Liabilities
Current Liabilities 155.3 154.0 20.8 30.5 55.4 41.4 240.5 2322
Long-Term Dl 232.8 1238 229.6 2075 99.4 369 - 561.8 328.2
Oiher Liabilines 43.3 18.0 1.3 1.7 - - 44.6 403
Deterred Inconme Taxes 363.1 369.6 41.4 33.0 44.3 403 448.8 443.]
Capital Employed 862.6 806.4 127.6 1138.7 71.7 546 1,061.9 979.7
1,657.1 1,502 4 429.7 3997 270.8 233.4 2,357.6 212355
Note: Corporate aacts have been allocated o the divisions,
CAPITAL INVESTMENT
iy nullums 1994 1993 PR 1991 1990
Conventional Oil and CGas .
Wesrern Canada 237.4 140.3 635 04.7 118.6
Arventing 22.6 - - - -
Syncrade 18.9 36.0 8.3 15.8 13.9
Transportation, Storage and Processing 38.6 ° 69.3 9.0 10.0 - 12.8
Forest Praducts 29.6 3.6 8.7 12.4 §9.6
Other 4.6 7.4 10.4 8.1 39
371.7 261.6 999 1410 2688




Management Report

Auditors’ Report

The accompanvimyg consolidared financial statemients and «11 itormanion in this annual report
are the responsibiline of Moanagement. The financial starements have been prepared by
Maragement inaccordunce with Canadian generaily aceepied accounting principles and
include certain estimares that reflecr Managenent's best juduements. Financial informanion
centained throughour this annual report is conststent with these rmanial statemente,

Manavement has developed and matuns an extensve sestem o nrernal control thar
provides reasonable assurance that all transachions sre accovacely recorded, dat the financul
sttemients readisticallv report the Company's operating and fimancial resulis and thar the
Clompam s assets are salecuarded. The Companys Internal Audic department reviews and
evaluares the adeguacy of and complianee wirh the Company s inrernal contrals. Ax wello it
i~ the policy of the Company to mainrain the highest scandard of cthics inall its schivities,

ALCS Board of Dhrecrors huisapproved the mtormanion contained i the fimancial
statetnents. T he Board fulfills it respotsibiluy recarding the tinancial statenient< main 13
throush s Audic Commirtee.

Price Warerhiomse, un oudependent firms of chartered accountants, was appomited by o vore
of sharchelders ar the Company™s Tast annual meeting to examine the consobidated Tmaneral

statemients and provide an independemt protessiorul opimen.

%"“ —7“’?“’\ @D &z\%

G. Morgan J. D. Watsen
Pyesident and \ice-Preadent, Fananee
Clhief Execnve Offiger and Cheet Fonaneral Officer

To the Shareholders of Alberta Energy Company Lid.:

We have andited the consolidared balance sheers of Afherta Enerse Compamy Led. asoan
Drecember 31,1999 and December 310 19935 and the consolidaed stiements ot carnines,
retained camings and chunges i hinancial postion o cach of 1he vears i the three-vear periodd
etded December 310 1994 These linancml statements are the responsibility of the Company's
management, Our responsililine s to express an opinion oo dhese fmancial starements based

o1 our aodins.

We conducted cur awcdirs inacconrdance with generalby accepred aundicing stmidards. Thowe
statwdards reguore that we play and perform an audiv to obrain reasonable assurance whether the
fnangiad statements are free of nvaterial nisstatement, An audit mchucdes exanine, on o test
Poiis, cvidence supporting the amounts and disclosures in the financial statements. Anaedir alvo
includes assessing the accounting prineiples wsed and sienificant estimates made by marsagement.
as well as cvaluaong the overall financeal ~tiement presentation.

[reour opinion, these consalidared tnancial starements present fairlv, inall marerial
respects, the fnancial postton of the Company as ot December 31, 1994 and December 31, 1993,
and the resalts of s operanens and the changes i i financial position for each of the vears
i the three-vear period ended December 37, 19940 maccordance withy general v aceepted

accounrmg principles,

7 -
Chartered Accountants
Calgan, Alberra
Februam 7, 149495



Consolidated Statement of Earnings Alborte Encrgy Company Lid.

Note
Year ended December 31 E_{efermc:‘ 1594 1993 | %T) :
{5 millions, except per shave wnounts) Revenues, Net of Royualties s 9229 5 737.0 $ 6825
Costs and Expenses
Operaung 423.6 700 . 3495
Cost of gas purchased 84.5 354 29.0
General and administrativet 18.9 17.9 18.0
Interest, net 3 33.6 235 388
Forcien exchange 36.0 6.6 6.5 .
Depreciarion, depletion and amortization 161.7 144.1 1459
Non-recurring irems 4 - - 29.2
Earnings Before the Undernoted 164.6 139.4 42.06
Equity earmnings 6.0 . 10.2 12.0
]ncnm_c raxcs 3 (70.1) _ {(98.0) (124)
MNet Earnings 5 1005 5 91.6 - 3 422
Earnings per Common Share :
Basic $ 1.36 3 1.23 $ Q.53
Fully diluted b 1.34 $ 1.21 b 0.53
Y Inchedes office comsalidanon ¢xpenses
* Kestared - See Notw 2
Consolidated Statement of Retained Earnings
Year ended December 31 _ B 10.94. ) 1993 1692
{$ millions} Balonce, Beginning of Year $ 3149 s 2534 S 2408
Net Earnings 100.5 . 1.6 42.2
_ | 415.4 345.0 2830
Dividends. - Preferred shares 3.0 5.8 5.8
— Common shares o 28.1 4.3 238
31.1 3001 20.6
Balance, End of Year $  384.3 % 314.9 . 3 2334

See accompanying notes to the consolidated financial statements



Consolidated Balance Sheet Alberta Encrgy Company Ltd.

Note
As at D(c"ambcr 31 Reference 1994 ) 1993
{5 millions)
Assets
Current Assets
Cash and short-term investments,
at cost which approximares market b 23.7 ks 81.4
Accounts receivable and accrued revenue 154.0 121.5 7
Inventorics _ o6 67.5 48.8
' 245.2 2317
Investments T 63.2 111.2
Capital Asscts 8 2,017.7 1,819.3
Deferred Charges and Other Assels 9 315 473
' § 2,357.6 5 22255
Liabilities and Shareholders’ Equity
Current Liabilities
Bank indebredness 10 s 23.2 3 237
Accounts payable and accrued labilities 2009 164.9
Income taxes payable 4.4 . 392
~ Current portion of long-tern debr - 11.0 4.4
' 240.5 322
Long-Term Debt 11 561.8 5282
Other Liabilities 12 44.6 40.3
Deferred Incame Taxes S 448.8 445.1
1,295.7 1,243.8
Sharehalders’ Equity
Share capital 13 673.3 6625
Retained camings 384.3 ) 349
Forcign currency translaten adjusunent o ' 4.3 23 ‘
‘ 1,061.9 9797
$ 2,357.6 . § 22255

= Restatod - See Now 2

Approved by the Board:

W Direcror /( Z XWW Director

See accompanying nowes to the consolidated fumcial statemenis.
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{5 mullicons, except per share amenmts)

Consolidated Statement of Changes in
Financial Position

Alberta Energy Company Ltd.

Year ended December 3! o I‘J*M‘ 1993~ 1992~
Cperating Activities
Nert earnings 5 100.5 % Q1.6 3 42.2
Depreciation, depletion and amortization 161.7 441 148.9
Deferred income taxes 11.0 6.8 3.3
Dividends in excess of equity camings Q.2 (1.2) (2.2)
Orher o 21.4 10.1 57
Cash Flow from Operations 294.8 2514 2199
Net change in nen-cash working capizal (57.4) 5906 (3.8)
2374 . 3.0 I14.1
Investing Activities
Capiral investment (304.6) {260.6) {91.5)
Acquisition of Stealth Resources Limited (64.8) - -
Additions 1o cquity investments {(2.3) {1.0) (5.4)
Proceeds on disposal of assets and invesuments 75.2 61.3 7 531
Repayment of advances from affiliares .1 30 6.7
Investments and other _ 0.2) 4l (3.4)
) (295.6) {193.2) (43.9)
Dividends
Prefereed share dividends (3.0) (5.8} (5.8
' Common share dividends ' (28.1} {24.3) . 3
{3L.1) (30.1) {29.6)
{Decrease) Increase in Cash before Financing Activities (89.3) 87.7 141.0
Financing Activities
Issue of long-term debe 215.0 1119 116.8 -
Repayment of long-term debr (193.7} (144.9) (276.9)
Preferred share conversion and redemption {75.0) - -
[ssue of common shares o 85.8 10.7 16.3
- 320 (22.3) (143.6)
(Decrease) increase in cash and short-term
investments less bank indebredness $  (57.2) 3 65.4 iy (2.6}
Cash and shorr-tenn investments )
less bank indebtedness, end of year % Q.5 % 3.7 3 (7.7)°
Cash Flow from Qperatians per Common Share
Buasic 3 4.07 % 3.52 3 3.11
Fully diluted 5 3.88 3 333 5 2.98

* Restated - See Note 2

See accompanying notes to the conselidated financial statements.
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Notes to Consolidated Financial Statements Alberta Enargy Campamy e

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

{A) PRINCIPLES OF CONSOLIDATION

The consolidated financial statements include the accounts of Alberta Energy Company Lrd.
{the “Company”) and its subsidiaries, all of which are wholly owned.

Investments in jointly controlled companies, jointly controlled partnerships and
unincorporated joint ventures are accounted for using the proportionate consolidation method,
whereby the Company’s proportionate share of revenues, expenses, assets and liabilities are
included in the accounts.

Investments in companies and partnerships over which the Company has significant
influence are accounted for using the equity method.

A listing of major subsidiaries, affiliates, unincorporated joint venrures and partnerships

is on the inside back cover.

{B) CAPITAL ASSETS

Oil and Gas

Convenlional

The Company 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.

All costs associated with the acquisition, exploration and development of vil and gas
reserves are capiralized in cost centres on a country by country basis. Direct general and
administrative costs related to exploration activities are 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 basis. All capitalized costs are subject to depletion and depreciation
including costs related to unproven properties as well as estimated future costs to ke incurred
in developing proven reserves,

Furure removal and site restoration costs are estimated and recorded over approximately
20 years.

37
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Tabular amoenty in S millions,

unless otherwise indicated

Notes to Consolidated Financial Statements Alberta Encrgy Company Ud.

A ceiling test is applied to ensure that capitalized costs do not exceed the sum of estimared
undiscounred, unescalared future ner revenues fram proven reserves less the cost incurred or
estimated to develop those reserves; relared production, mrerest and general and administeation
costs; and an estimace for restoration costs and applicable taxes. The ealeulations are based on
sales prices and costs at the end of the year. The Company has never taken a write down of
capital asscts as a resulr of the ceiling test.

Oil sands
Capiral assers associated with surface mincable projects are accumulared, at cost, in separare cost
centres. Substantially all of these costs are amortized using the unic-of-production method based

on estimared proven developed reserves applicable to cach project.

Transportation, Storage and Processing
Capital assets related to pipelines ave carned ar cost and depreciated using a straight-line
method over the remaining rerm of each applicable pipeline service agreement.
Caopital assers relared to NGL exrracrion plant operations are carricd ar cost and
depreciared using a straight-line method over rhe initial term of the cost-of-service contracrs.
Capital assers related o gas storage facilities are recorded at cost and depreciared on a

straight-line basis over 20 years.

Forest Preducts
Capital ussets are depreciated on o straight-line basis over the useful life of rhe assets, which
averages approximately 10 years for the lumber and mediume-density fibreboard plant and
27 years for the pulp mill,

Reforesration costs are expensed as incurred.
Other
Capital assets are carred at cost and depreciated on a straight-line basis over the useful

life of the assers.

({C) FOREIGN CURRENCY TRANSLATION
Operations ourside Canada are considered o be selfesustaining and to use their primary currency
for recording substandally all rransactions. The accounts of self-sustaining foreign subsidiaries
are translared using the current rare merhod, whereby assets and liabilirics are translated ar year-
end exchange rates while revenues and expenses are converted using average annual rates.
Translarion gains and losses relaring to these subsidiarics are deferred and included in
sharcholders” equity.

Long-rerm debt payable in ULS, dollars is translared into Canadian dollars at the year-end
exchange rate, with any resulting adjustment amortized using a straight-line method over the

remaining life of rhe delr.



Tahular amounts in § millions,
unless otherwise indicated

Alberta Energy Campany Ltd.

{D) PROJECT INVESTIGATION COSTS
Project investigation costs for new business opportunities are charged to earnings as incurred unril
such time as the comumercial viability of the project is esrablished. Subsequent expenditures are

capitalized and amortized on a basis appropriate for the project.

{E) INVENTORIES

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

[F} INTEREST CAPITALIZATION

Interest is capiralized during the construction phase of large copital projects.

{G) COMPARATIVE FIGURES
Certain 1993 and 1992 figures have been reclassified for comparative purposes.
39
2, CHANGE IN ACCOUNTING POLICY
Effective December 31, 1994, the Company changed its method of accounting for jointly
controlled companies and partnerships from the equity methed to the proportionare
consolidation merhod as recommended by the Canadian Institute of Chartered Accountants’
accounting standard on Interests in Joint Venrures. This change has been applicd on a

retroactive hasis and has resulted in no change to ner earnings.

3. INTEREST, NET

Interest expense — long-term debr o $ 348 245 $ 400
Interest expense — orher 1.5 14 1.6
Interest income N (2.7) (44 {2.8)

$ 336 5 135 § 388

4, NON-RECURRING ITEMS

The 1992 non-recurring items include the pre-tax impact of additional depreciation and
amortization related ro certain non-serategic assets less the gain on exchange of convertible
debentures and on the sale of Chiefrain International, Inc. shares and Coal Valley assers.
In addition, the carrying value of the ferrilizer assets was reduced ro an estimared

realizable amount.
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Tabular amarents m 3 willions,

unless otherwise indicated

Notes to Consolidated Financial Statements

3. INCOME TAXES

Alberta Energy Company Ltd.

o S N 1992
Current $  57.1. $ 494 3 5.0 .
Deferred 11.0 . 0.8 53
Alberra rovalty tax credic (1.9) (1.8} (1.8).
Large corporations tax. 39 36 39
Income raxes $  70.1 $ 580, % 124
The following rable reconciles income taxes calculated
ar staturory rates with actual income taxes: :
Eamings before income raxes $ 1706 $ 1496 $ 5406
Income raxes at statutory rate of 44.3% $ 756 $ 663 $ 242
Effect on taxes resulting from: . :
Non-deductibility of crown payments and DD&A* 25.5 . 219 16.0
Federal resource allowance (25.0) (23.0). (l6.l)E
Urilization of tax losses (6.4) {4.2). (11.0)
Alberra royalty tax credit (1.9) {1.8). (1.8):
Large corpotations tax 3.9 36 39
Equity camnings and other, net e (48), (28)°
Income raxes (Effective rate: 1994 - 41.1%, 1993 -38.8%) $  70.1 : $ 580 $ 124

¥ Deprectation, depletion and amerzation

The Company's U.S. subsidiaries have approximarely U.S. $6.9 million of tax losses

available which can be applied, with cerrain restrictions, against future taxable income

earned in rhe ULS. The benefit of these rax losses, which will expire between 2001 and 2003,

has not been recorded. The amount of capital assets without a tax base is $162.4 million

{1993 - $128.3 millicn).

6. INVENTORIES

Oil_ an_d Gas _

Parts and supbli.e's ‘ . $ 139
Raw materials -
Finished goods 0.5
Gas in storage e ... 204

$ 34.8

1994

Foresr Products

$ 806
13.8
10.3

$ 327

Tl
$ 225
13.8
10.8 °
204

" $ 675

1993

Toral

197
104 -
8.4

10.3

488




Tabular ameounts in § millions,
unless otherwise mdicated

7. INVESTMENTS

The following investments are accounted for using the equity method:

Alberta Energy Company Lid,

Percent
o .I¥1lcm§[.. - 1694 ) 1993
AEC Power Ltd. (50% voting} 66.67 $ 305 3 31.0
Chieftain International, Inc. {1993 - 21.6%) - - 39.0
Pacific Coasr Energy Corporarion 50 17.1 i7.1
Pan-Alberta Gas Ltd. (1993 - 49.995%) - - 139
[roquois Gas Tran;\_*n"li&s_io_n _System,_ LP 6 15.6 1_3,2
$ 632 $ L2
8. CAPITAL ASSETS
1994 1993

Property, Plant Accumulated Accumulated
and Equipment Cost D& A Net Cost  DB&AT Net
Oil and gas $2,462.7 % 990.6 $1,472.1 $2,2487 5 9243 $1,3744
Transportation, storage :

and processing 525.8 197.0 328.8 - 4702 178.2 192.0
Forest praducts 273.6 78.4 195.2 i45.2 69.5 175.7
Other S 1 50.2 28.6 21.6 456 224 231

$3,312.3  $1,294.6 $2,017.7  $3,009.7

31,1944  $1,8153

* Depreciation, depletion and amortization

General and administrative expenses capitalized to oil and gas properties during the year

amounted to $6.6 million {1993 - $6.7 million).

The prices used in the ceiling test evaluation at December 31, 1994, of the Company's

Canadian conventional reserves were as follows:

Natural gas $ 188 per million Bru

Ol and natural gas liquids $18.44 per harrel

Effecrive July 1, 1994, the Company acquired all of the outstanding shares of Stealth

Resources Limited, a company engaged in the cxploration and developmenr of oil and natural

gas, for a total consideration of $64.8 million. The acquisition has been accounted for using

the purchase method with the results of operations being included in these financial statements

from the date of acquisition. The cost of net assets acquired consists of:

(Capital assets
Orher assets
Other liabilities

$ 63.2
4.3

B
$ 64.8

The acquisition was financed through the assumption of debr of $13.7 million and cash

of $51.1 million.

9. DEFERRED CHARGES AND OTHER ASSETS

Unrealized foreign exchange loss, net of amortization
Deferred pension assets

Other

1994 1993
20.0 $ 373
10.0 8.1 .
L5 19 -

31.5 0§ 4737
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Notes to Consolidated Financial Statements Alberta Energy Company Ld.

Tabadar amounts in 5 millions 10. BANK INDEBTEDNESS
ks otk indiceted Slave Lake Pulp Partnership, a 75 percent preportionately consolidared affiliate, has a
working capital credir facility in rthe amount of $37.5 million (75 percent) which 1s secured
by a general assignment of accounts receivable and inventories. This facility is available, ac
the option of the borrower, in Canadian or U.S. dollars, LIBOR loans, Bankers' Acceptances,
Lercers of Credit ur Letters of Guarantee, cach with specified interest rares and fees where
applicable. At December 31, 1994, the Company’s share of the facility was drawn down by
$21.9 million (December 31, 1993 - $23.2 million), which is included in bank indebtedness.

11. LONG-TERM DEBT

1994 1993
Alberta Energy Company Ltd, ‘ g o ‘
Canadian dollar debt
Revolving credicand rerm loan borrowings 3 : :
Term loans $ 150 3 -
Notes payable 206.8 36.9 -
First Mortgage Sinking Fund Bonds C .
Scries A, 97.%, due fune 1997 - 84
Serics B, 97,%, duc June 1997 - 10.2 -
Mortgage, 11.75%, due Seprember 2000 — 48 .
Unsecured debentures, 8.13%, due July 2003 100.0 100.0 7
Unsecured debentures, 9.50%, due Fehruary 2C00 D 25.0 -
U.S. doilar debt
Revolving credivand term loan borrowings ‘
Nores payable {1993 - U S. $118.3 miliion; _ 156.7
U.S. Swap Agreement, due June 1996 (U.S. $47 6 millon)  E 12280 1159 ‘
B - _ - 469.6 4329 |
Non-Recourse Long-Term Debt* .
Canadian dollar debt
Term loans F 14.3 15.8 -
U.S. dollar debt ' :
Projece financing - notes payable (U 8. $63.4 million) G 889 839
T F S
Total lbngdérmI debt 572.8 5326 -
Currenr porrion of long-term debt S 110 4.4 :

$ 561.8  § 5282

* Amounts stated are AEC’s praportionate shave of debt of other entities

[A) MANDATORY FIVE-YEAR DEBT REPAYMENTS
The minimum annual repayments of long-term debt required over each of the next five years

are as follows:
LS s
$11.0: $1057 % 57 3 57. § 57



Tabular amonnts tn 3 millions,
unless otherwise indicated

Alberta Energy Company Lid.

{B) REVOLVING CREDIT AND TERM LOAN BORROWINGS

The Company has $375 million of revolving credit and rerm loan facilities available with three
banks, of which $153 million was unutilized at year-end. Two facilities are fully revolving for

a 364-day peried with provision for extensions at the option of the lenders and upon notice
from the Company. If not extended, one facility converts to a non-revolving reducing loan for
a term of 6.5 years and the second for a term of 8 years. The third faciliry also is fully revolving,
for a 2-year period, wirh provisions for yearly extensions at the option of the lender following
notice from the Company. If not extended, it converts to a revolving reducing facility over
seven years.

All rhree loan facilities are unsecured and available in Canadian and/for U.S. dollar
equivalent amountis; they currently bear interest either at the lenders’ rares for Canadian prime
commercial or ULS. base rate loans, or ar Bankers' Acceptance rates, or at LIBOR plus
applicable margins.

Alenco Inc., a subsidiary of the Company, has a U.S. $20 million unsccured revelving
credit and term loan faciliry, none of which was utilized ar year-end. This faciliry is guarantecd
by the Company and is fully revolving until 1996 with provision for yearly extensions at the
option of the lender following norice from Alenco Inc. If not extended, the faciliry converts
to a revolving reducing facility to be repavable in full by the end of seven years.

Notes payable consist of Canadian dollar Commercial Paper and Bankers’ Acceptances
maturing at various dates with a weighred average interest rate of 5.96% (1993 - 3.85%}. 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 futly supparred by the availability of rerm loans under

the revolving credir faciliries.

{C) FIRST MORTGAGE SINKING FUND BONDS
Alberra Oil Sands Pipeline Lrd. Mortgage Sinking Fund Bonds were redeemed effecrive
March 31, 1994,

(D) UNSECURED DEBENTURES

fn August 1994, the Company established a Medium Term Note program for an aggregare
offering of up 10 $3C0 million under a shelf prospecrus. During the year, the Company issucd
$25 million in unsecured debentures bearing interest ar 9.50% payable semi-annually. The

debentures mature on February 15, 2000,

(E} U.S5. SWAP AGREEMENT

The Company ¢ntered into a U.S. dollar swap agreement inn 1991 which effectively converted
Canadian $1C0 million unsecured debentures, bearing inrerest at 10.50%, into U.S. dollar debe
of $87.6 million bearing interest ar a rate set semi-annually. The average rare for [994 was
4.739% (1993 - 3.68%). Effecrive January 6, 1995, this agreemenr was terminated, and Canadian
$100 million unsecured debentures remain outstanding bearing interest at 10.50% payable semi-

annually until maturity at June 30, 1996.

43



44

Tabular amownts in § millions,

unless atherwise indicated

Notes to Consolidated Financial Statements Alberta Encrgy Company 1td.

{f) TERM LOANS
AEC has 2 49.995 percent interest in Pan-Alberra Resources Inc. (“PARI"} which has a non-
recourse secured term credir facility which finances its investment in its natural gas liquids
extraction plant joint venture. The term credir facilicy is secured by PARIS interest in the
ioint venture assets and certain relared agreements. The debt is repayable ever the initial term
of the related joint venture contracts in cqual monthly installments etalling $1.5 million
{49.995 percent) per year.

Canadian dollar loans bear interest at the lenders’ rates for Canadian prime commercial
loans or at Bankers” Acceptance rates plus applicable margins.

Ar year-end, outstanding obligations under the facility included Bankers' Acceptances
(Canadian) and Canadian dollar loans of $14.3 million {49.995 percent) ($15.8 million
in 1993).

(G} PROJECT FINANCING

AEC has a 75 percent interest i Slave Lake Pulp Partnership (*SLPP") which has project
financing comprised of bank loans arranged with a syndicate of banks in the principal amount
of U.5. 8363.4 mitlion {73 percent). The credit agreement provides for quarrerly principal
repayments of $1.1 million (75 percent) to June 30, 2C26. In addition, commencing in 1999 and
ending in 2CC6, SLP'P must repay annually on account of outstanding principal an amount equal
to 15 percent of the previous year’s cash flow available for distriburion. The balance of the loan
becomes due on Seprember 30, 2006. The borrower deferred mandatory principal repayments
until December 31, 1994, in accordance with the provisions of the credit agreement.

The Provinee of Alberta {(the “Guaranror”) has guaranteed the repayment of the principal
amount curstanding, to a maximum of Canadian $72.0 million {75 percent), together wich
unpaid nrerest. [n accordance with che rerms of the Completion Agreement dared December 16,
1992, the Guarantor shall have no recourse 1o SLPT or the partners for any deficiency. The
credir faciliry is secured by a fixed and floating charge over certain project assets. The financing
is available, at the oprion of the borrower, in Canadian or U.S. dellar leans, LIBOR loans,
Bankers' Acceprances or Letters of Credir, cach with specified interest rares and fees where
applicable. At December 31, 1994, the roral principal amount consisted of ULS. $63.4 million
(75 percent) in LIBOR loans ar a weighred average interest rate of 6.54% compared with an

average rate of 5.21% in 1993,

12. OTHER LIABILITIES

) 1994 1993
Future removal and site restoration costs ' - $ 215 5 17.7
Long-term liabilities relared to Syncrude 13.8 12.9
Deferred acquisition payable 5.0 5.0
Orher ‘ 4.3 . 4.7

$ 446 S 403



Tabular amounes in § millions,
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13. SHARE CAPITAL

AUTHORIZED
20,000,0C0
20,030,000
20,000,000
Unlimited
5,000,000

ISSUED AND QUTSTANDING

Alberta Energy Company Lid,

First Preferred Shares
Second Preferred Shares
Third Preferred Shares
Common Shares
Non-Voting Shares

1994 1993
Number of Shares Amouant  Nuinber of Shares Amaeun

Second Preferred Sharesr, Ser;iéé 2 o
7.75% Deferred Convertible Redeemable
with a paid up amounr of $25 per share 2,999,700 § 75.0 2999700 $ 7.0

Preferred shares redeemed for cash

(161,793) {4.1) - -

Preferred shares converred to common shares (2,837,907) (70.9)' -

Common Shares

Balance, beginning of year

- 2,999,7C0 750

69,993,447  587.5 69,388,861 3768

Issued on conversion of preferred shares 3,632,437 70.9 ¢ -

Sharehclder Investment Plan
Employee Savings Plan

Employee Share Option Plan S

Balance, end of year

662,842 12.5 358,783 7.3
23,111 05 5,034 10
152277 19 193769 24

74464114 6733 69993447 5875

$673.3 $ 662.5

The Employee Share Option Plan provides for granting to employees of the Company

and its subsidiaries options to purchase Common Shares of the Company. Each option granted

under the plan expires after seven years and may be exercised in cumulative annual amounts

of 25 percent on or after each of the first four anniversary dates of the grant,

At December 31, 1994, emplayee share options, exercisahle between 1995 and 2001 were
outstanding to purchase 2,469,079 (1993 - 2,265,356) Common Shares at prices ranging from

$12.04 to $20.75 per share.
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Notes to Consolidated Financial Statements Alberta Encrgy Company Lid.

14. SUPPLEMENTARY INFORMATION

{A) INVESTMENTS PROPORTIONATELY CONSCOLIDATED

The Company conducts a substantial portion of its conventional oil and gas activity through
unincorporated joint ventures which are accounted for using the proporticnatze consolidation
methaod. In addirion, the following investinents are also accounted for using the proportionare

consolidation methaod:

Percent intevest ] ) o 1 91)4. 1993 1992
Pan-Alkerra Resources [nc. . 49.995 49.995 49.995
Slave Lake Pulp Partnership 75 7 75
Syncrude Joint Venture 10 10 10
AEC Qil Sands Led. (75% of AFC Gil Sands Limited Partnershin) 3,75 375 3.75
Ethane Garthering System Joint Ventire 333 333 333
Nitrogen Ferrilizer - - 25

The Company has included in its accounts the following aggregate amounts in respect of
the above-listed jointly controlled companies, unincorperated joint ventures and jointly

contrelled partnerships:

1924 ) 1593 ) 142
Assets $ 551.9 3 5401 $ 5788
Liabilitics 217.5 1939 172.0
Revenues, ner of royairies 315.5 24860 2773
Operating expenses 2308 - 2020 199.5

{B) PENSION PLANS

The Company has both a defined henefit pension plan and a defined contribution plan
which cover substantially all employees. The defined benefir pension plan provides pension
benefits vpon retitement hased on length of serviee and finzl average earnings. Defined
contriburion benefits are derermined by the value of contributions and the remrn on
investment of these conrributions.

The cost of pension kenefirs carned by employees is determined using the projecred unir
credit method and is expensed as services are rendered. This cost is actuarially determined and
reflects management’s best estimare of the pension plan’s expecred investmenr vields and the
expeered salary escalations, mortality rates, rerminarion dates and retirement ages of pension
plan members. The plan is funded as actuanally determined in accordance with regularory
requirements through contributions to a tist fund. The costs of defined contriburion pension

benefits are based on a percentage of salary.
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Alberta Enargy Company Lid,

The cumularive difference between the amounts funded and expensed is reflecred as
a deferred asset in the consolidated balance sheet.

Ar December 31, 1994, the market value of defined pension fund assets was $57.8 million
{1993 - $64.0 million) and the accrued pension liability, as cstimated by the Company’s
actuarics, was $36.4 million {1993 - $43.3 million).

In addition, one of the Company™s unincorporated joint ventures has a defined benefi
pension plan. At December 31, 1994, the market value of the Company’s share of pensien fund
assets was $33.0 million and the Company’s share of acerued pension liability, as estimated by

the joint venture’s actuaries, was $54.9 million.

{C) RELATED PARTY TRANSACTIONS
During the vear, the Company sold approximately $11.8 million {1993 - $27.7 million} of
natural gas to affiliates at market prices of which $0.6 million (1993 - $2.8 million) is included

in accounts receivable at year end,

15, SEGMENTED INFORMATION

Transportation, Storage

QOil and Gas and Processing Tores Preducts Other Total
{3 millzons) 1994 1993 1992 1954 1993 1992 1404 1593 1992 1994 1993 [ 1924 1493 192
Revenue 6LLS 3025 3949 164.8 1389 1245 1840 1373 1097 4.7 33.5 975.0 TIRT 6SY9
Rovalties 52.1 41.7 244 - - - - - - - - 1.3 52.1 41.7 254
Revemue, net of rovalties 5394 4608 5708 1648 1389 1243 1840 1323 1097 147 -3 9229 TI0 G0l
Operating costy 221.1 193.3 1387 B2.0 710 501 120.5 1032 987 - - 42.0 4236 370.0 34953
Cost of gas purchased 84.5 34 290 - - - - - - - - - 84.5 354 9.0
DA 1267 1143 W7 19,3 17.6 17.9 9.5 9.8 124 - - 10.9 [33.5 1417 1463
Operating income 1270 1178 760 635 497 365 540 223 06 . 147 ~ 46 2593 1898 1377
Equity earnings - 32 2.6 6.0 7.0 6.3 ] - - - - - 2.9 ) 6.0 102 12.0
Divigional income ' 127.1 1210 8.0 69.5 0T 63.0 54.0 125 0.6 14.7 - 75 .:265.3 20000 1497
Less: '
Corporate Gi&A” 18.9 179 180
Corporate DD&A 6.2 2.4 16
Inzerest, net 33.6 235 388
Foreign exchange 36.0 6.6 [
Non-recurmng iten ~- - 9.2
Inconne taxes 7.1 360 124
Net earnings 100.5 9.6 422
ldentifiable assets 1,657.1 15924 1.432.] 429,7 3997 3335 2708 2334 W6 - - 672 2,337.6 22135 20654
Addiwans to capital assers :
and investments 2835 1837 733 58.6 oY.3 PR 29.6 a6 N7 - - 87 0 3717 ole 9.9

Nuter Corporate assets have heen allocated w0 the diviions.
" Includes office consolidatan expenses.

“Oil and Gas™ meludes conventional od and gas prohction cmd marketing, Avgenting and Syncrude.
“Transportation, Storage and Processing” includes pipelines, gas storage, straddle plants, and Syncrude wility operation
“Forest Products” inchades homber, medium density fibreboard and pulp.
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