


A W A  ENLRQY COMWNY LTD. IS ONE OF THE 10 URQEST OIL AND QAS 

COMPWlES IN CANADA, WllH MORE THAN 40,OW SHAREHOWUS AND 

A w-w SIOCK m n  VAWE IN U(CESS OF $1.3 BIW. A ~ U I  

90 PERCENI OC lHE COMCINI'S ASSETS ARB IN OIL AND QAS EJCWlWN, 

PIKXHKIION, MARKOTINQ, STOUQE AND NPEUNE TRANSPORTATION. 
, 

V AEC's bhnkol axpertiso, combined wim use of s W r d . m c a r )  



1994 Financial and -ng Highlights 

Finoncia1 

- Fully Diluted 
~ e f  Earnings ($millions) 

I per Share ($) - Basic 
- Fully Diluted 

Totpl Capital Investment ($ millions) 
Ye;Q-End Long-Term Debt ($ milhm)  

., . ~ . .  ,- ~e!t-to-ELpity Ratio - Calporate 
- Oil and Gas - ~~ 

- Transportation, Storage and Processing 6436 
Debt-to-Cash Flow Ratio (times) 

- Oil and Gas 1.2 
Average Interest Cost (%) 5.9 
Return on Equity (%) 10.1 

6.8 

Syncrude Sales (bid) 26,282 
Gas Price (WMMBtu) 1.88 
Conventional Oil and Natural Gas Liquids Price i$lbbl) 17.79 

* Rcmrcd - See Note 2 ,  Paze 39 

Cash Flow Pmr S h a n  
($/she - fib Cluted) 

3.88 

Earnings Per S h a n  
($/share .fully dtiuredJ 

1.34 

1.21 4 

Annual 
2mpound 
rowth Rate 

16% 
14% 
14% 
54% 

38 62 NIA 

26 74 NIA 

63 37 NIA 

1 7  NIA 
6 1 NIA 

4 5 50% 
3 4 41% 



Focus 
. 

Liquidity : 

Earnings and cash flow from apedbns pW ShaI'O, fully ddUld, 

and 17 m, mpddy,ova 1993. 

AEC'. long- and s h o r ~ w m  debt rating 

sm mom pasiliv. outlook dw m ch. Company's favwmbb financial 

AEC now is focussed an c o n  dl and gas aaMlir. 
TheCampanyintendstopmcodwilhowr\.nhipmsWAd~ofikfond 

a s h  in 1995. 

Th. Company sold its interests in C h i i i n  ~nk~ncllionol, Inc. and Pon- 

for totd net proweds d $65 million. 

Combined dd&g and acquisitions a c h i  a 235 conventional 

nplacemult. 

A new pmddon c o n h  was es~ublirhd in the byor ama of 

Thr 1994 ccpikll hmohnsn( pmgmm totalled $372 million, a 42 

over 1993. 

The Oovunmenl of Albetiu compld the dimtitun of its AEC holdings in 

Fallowing canversion of its ouhmnding Pnhd Shams, AEC'. Camman 

a u h M n @  lo)aIkd 74.5 million and yrarrnd .tack markel c a ~ ~  

(UC& $1.3 billion. 



To Our Sharehdders 

G w y ~  Morgan has just completed his first year as Resident 
and Chid Exwuha Officer. W h  Owyn is Exwuha Assistant 
Judy Mickdron. 

Increasing the rehrrn to shareholders 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 

strabgy of focussing on core oil and gas investments. 

The AEC Distinction 

AEC truly is an exceptional company. The 
Company has competitive advantages that 

make it stand out among other companies 
in the Canadian oil and gas industry Key to 

current and future success are the following 
AEC distinguishing characteristics: 

txplorotion success 

Reserve base integrity 

Production growth 

Gas marketing innovation 

Solid noncommodity-based income 

credibility 

Explodon SUIC~SS 

Throughout the recent era of asset trading 
in the oil and gas industry, AECb exploration 

and development teams sustained their 
successful track record for adding reserves 

"through the drill bit" at attractive economic 

returns. Our teams' technical expertise and 

experience are supported by one million net 

acres of well-positioned exploration lands. 

Through a combination of exploration 

and acquisition. AEC's natural gas production 

replacement during 1994 was 170 percent, 

while conventional oil production replace- 

ment was 450 percent. It is clear from the 

graphs on page 4 that AEC outperformed 
the competition in terms of this key 

benchmark. 

As well, we sustained a competitive 
finding and development cost, averaging 

$0.68 per thousand cubic feet equivalent over 

the 1992-94 period. This year, our finding and 

development cost increased marginally, as the 

entire industry incurred higher land, drilling, 

and seismic costs due to extremely high levels 
of activity. 

One of AEC's exploration highlights in 
1994 was our 100-percent-owned light oil 

discovery in the Ogston area of the East 



G a s  Production 
Replacement 

Indurrry AEC AEC 
1991-1991 1994 , : .Ym AW,',~i~I 

Conventional Oil Production 
Repktcenmnt 

Peace River Arch. Independent consultants During 1994, growth in natural gas 
McDaniel & Associates Consultants Ltd. have 

assigned 8 million barrels to this pool. This 

represents an increase equalling almost one- 

third of our 1993 conventional oil reserve 

base. Ogston-area production is expected to 

grow to 2,500 barrels per day during 1995, 

with further potential for growth. 

Reserve Bas. Integrity 

AEC has 1.9 trillion cubic feet of natural 

gas reserves with a 15-year proven and 

probable reserve life at current production 

levels. On a combined Syncrude and 

conventional oil basis, AEC's reserves total 

310 million barrels, with a 23-year life at 

estimated 1995 production levels. The 

Company's conventional reserves have 

exceptionally high integrity in that they are 

independently and consewatively evaluated 

by McDaniel & Associates. 

Ploddon Growth 

AEC's oil and gas production has grown 

steadily over the past three years, with 

records set in 1994. In concert with growing 

production, we have maintained the lowest 

operating costs and the highest unit net backs 

among the senior oil and gas producers. Large, 

focussed production centres combined with 

very high working interests, 90 percent for 

natural gas and 70 percent for conventional 

oil, are major reasons for this excellent cost 

performance. 

production exceeded growth in sales. Our 

production and sales optimization strategy, 

which entails use of our own gas storage 

facility, has given AEC a unique ability to 

match its production to gas market conditions. 

Gas Marketing Innovation 

The Company is a recognized leader in the 

rapidly changing gas marketing business. 

The AECO C HUBT", Canada's dominant 

hub and market centre, is anchored by AEC's 

gas storage facility which underwent another 

major expansion during 1994. In addition 

to allowing AEC to store its own productisn 

when prices weaken, the storage facility also 

allows AEC to buy spot gas when the price 

is low for resale at higher prices. 

This gas marketing strength is important 

to our success not only in periods of higher 

prices, such as during most of 1994, but alse 

in times of price weakness. Late in 1994, ras 

markets deteriorated. The unusually mild 

winter throughout North America, combined 

with an Alberta deliverability surplus resulting 

from a 500 percent increase in gas wells drilld 

since 1992, led to weakened gas prices. 

Funded largely through equity capital r a i d  

by smaller companies, the increased drilling 

was focussed on accelerating gas productian 

in western Canada. In spite of this increased 

drilling, current National Energy Board data 

indicates that natural gas reserves have 



continued to decline since 1990. This surge 

in natural gas deliverability, therefore, will 

likely be short-lived. 

AEC's response to these temporarily 

lower 1995 gas prices will be, first, to reduce 

sales and optimize production using our 

storage capability and, second, to defer 

development of some natural gas reserves. 

Gas will be sold into AEC's diversified U S .  

and Canadian markets where we hold gas 

purchase and transportation contracts. Since 

the Alberta spot market is particularly weak, 

AEC will be a net buyer rather than seller 

in that market. 

Wid Non-Commadii-Based l m m  

AEC has over $400 million invested in highly 

profitable oil and gas transportation, storage 

and processing assets. These non-commodity- 

based, cost-of-service type of investments 

will generate more than $90 million of 1995 

operating cash flow regardless of the price of 

oil or gas, giving AEC unique financial 

strength compared with its competitors. 

Pdonnanr. Crdibility 

AEC met its 1994 production commitments 

to shareholders. Sales of both natural gas 

and oil were right on target at 345 million 

cubic feet per day and 36.8 thousand barrels 

per day, respectively. We do nor include 

potential exploration successes in our 

production outlook; our estimates are based 

solely on the development of existing reserves. 

Exploration results provide future upside. 

M p r  Operating Accomplishments 

Shareholders can see by our Highlights 

and Results on pages 1 and 2, as well as 

in the information throughout the report, 

that the Company has achieved a great deal 

during the past year. AEC people at all levels 

and locations can be justifiably proud of 

these results 

Financial Smngth 

AEC's key goal is to improve returns to the 

shareholder. While our share price declined 

in the fourth quarter of 1994 due to overall 

stock market malaise and falling gas prices, 

the stock outperformed the TSE Oil and Gas 

Producers Index by 7 percent during 1994. 

Since the beginning of 1992, AEC stock has 

gained over 40 percent and has consistently 

outperformed the Canadian producers index. 

In terms of basic financial performance 

indicators, such as return on equity, AEC's 

performance is among the best in the 

Canadian oil and gas industry. In 1994, return 

on equity was over 10 percent. Earnings per 

share increased by 11 percent, while fully 

diluted cash flow per share rose by 17 percent. 

Our investment strategies are based on 

maximizing the full-cycle value and returns 

from our investments. As well. AEC is one 

of the few oil and gas companies which pays 

a dividend, which in 1994 was increased to 

$0.40 per share. 

AEC has a very healthy balance sheet. 

which will be further strengthened when the 

Company completes the restructuring of its 

forest products assets. 

With ownership restructuring of forest 

products, AEC will have completed its 

strategy of focussing on its two core business 

groups - oil and gas exploration, production 

and marketing; and oil and gas transportation, 

storage and processing. We have the financial 

and operational strength to continue to build 

these core businesses. 

In order to further assist investors in 

evaluating AEC's oil and gas business, this 

report contains detailed segmented financial 

and operating disclosure for these two core 

business groups. 

Employws 

AEC employees continued to show creativity, 

skill and resourcefulness in their unique and 

very important contributions to the Company's 

success in 1994. One of the keys to continuing 

Company success will be to ensure that these 

employees are strong leaders, have excellent 

technical skills and are focussed on results. 

AEC has implemented a new strategy, 

AEC LEAD, to facilitate creation of a 

colporare environment in which employees 

will continue to enhance their technical and 



. ., . . , . . : .. . 

AEC VALUES 
The following val mployees, have been integral to the growth and . 

success of the Company since ik inception: 

shahddw VElw 

Decisions must be tested against their ability to odd value for shareholders. The Company 
succeeds by creating more shoreholder value than its competitors. 

I- 
Employees must be increasingly innovative, fastmoving, and focussed on adion and results. 
Decision making must be at the level where there is the most knowledge, employees must have 
the outhorily to act, and new ideas must be encouraged. 

lnhorilv 
Employees must condud their business activities honestly and with resped for their customers, 
portners, suppliers a k  each olher. The Company fulfills its commitments. 

Opan m u n * d i o n  
Employees must foster direct and concise communication with customers, business partners and 
each other. Direct acceris to data ensures fewer intermediaries and speedier decision making. 

~Pb=d.rrkpnun 
Growth and development of expertise is the responsibilih/ of each employee. AEC will grow 
through the development of increased technical depth and strong leadership and business skills 

business leadership skills in the highly com- 

petitive and changing world of the nineties. 

AEC also is implementing other new programs 

such as results-based compensation, which ties 

employees' financial rewards to both corporate 

and individual results. All employees have 

a shareholder stake in the Company. Listed 

above are the values which we feel are 

essential to AECi continuing success. 

Significant Future Opportunities 
AECi strategic plan identifies very substantial 

growth investment opportunities which will 
result in further profitable progress for our 

Company. AEC's forecast capital expenditure 

program for 1995 includes approximately 

$140 million directed toward conventional 

exploration and development. Approximately 

two-thirds of that amount will be dedicated 

to natural gas exploration and development 

with the balance invested in conventional 

oil. In addition, ahout $25 million will be 

invested in Syncrude. The Company also 

will actively seek opportunities to expand 

its reserve base through acquisitions. About 

$25 million will be dedicated to higher- 

potential plays in Argentina. In addition, 

opportunities will be sought to increase 

pipeline assets. 

AEC's strategic advantages in the oil 
and gas business, its solid non-commodity- 

based cash flow, and its healthy balance sheet 
put the Company in a position to sustain 

strong results for shareholders. 

February 15. 1995 



AEC hod a significant light oil dksavery in the OpsM a m .  

AEC ViPtuskhm YII Oliver bods the h. and 

pr#luclion kam, whiih includes Guy James, Oil and Gas Vkr 

Pnsident, Explamlian (left) and David we, bnd Monosor. 

Ih. W t  kchndoOy is uwd to technical risk and aptimiu 

exisling d m .  R.ri&nt Gwyn Morgan (centro) is brkhd by 
M mmbm of the West Peace River Arch n- additions team, 

Andy Moh, Staff -id (left) and Mike Dohwty, Staff Engineer. 



Operational Review 

Roydlrles 
Net Revenue 

Operatina Costs 

EXPLORATION AND PRODUCTION 

HE AEC DISTINCTION 

Substant~al h~ghquallry reserves 

Gas: 1 Syear life 

Conventional oil and NGLs: 1 1 year life 

High net backs 

Conventional reserves replacement of 

235 percent 

Solid production growth 

Large exploration land ba L - 
Gab and NGLs 

1994 1993 1992 

245.4 231 8 1576 

Operating G 61 A 21.9 182 14 2 
Operatinn Cash Rau 155.6 151 5 988 . 

Depreciarion, Depletion 
and Amortization 93.6 86.5 79.8 

Future Slre Resroratmn 
and Other 1.8 18 14 0.3 0 3  05 

Operating Income 60.2 652 176 18.9 114 76 

Oil a d  Gas 11~1 d Gas 

Current Assets 155.3 154.0 

lnvesrments 232.8 223.8 

Capital Assets 

Defemd Charges 



Finding and Development Costs 
Thrw-Year Average 

($/<hou~and < h c  ferr pa cqai laknd 

s m  
Replace annual production through the 

drilling program 

Grow the reserves base through 

acquisitions 

Explore in the East and West Peace River 
Arch areas and exploit in the East Central, 

Suffield and Boyer areas of Alberta 
Direct two-thirds of capital to natural gas 

activities and one-third to oil 
Remain an industry leader in sustaining 

low operating costs and product net backs 
Use multi-discipline teams to find new 

pools and develop existing properties 
Maintain solid, steady production growth 

Dedicate 25 percent of technical staff to 

development of Large exploration plays outside 

the Company's core areas 
Maintain one million net acres of 

undeveloped land to support the drilling 

program 
Employ the latest technology to offset 

technical risk and optimize existing reservoirs 

# 6:' 

'"I 

Major Aecomplishm.nts 

Using this strategy, AEC had the following 

major achievements during the past year: 0 
More than doubled combined conventional 

oil and gas equivalent proven plus probable 

reserves replacement through a combination 
of drilling and reserve acquisition 

Held three-year finding and development 
costs to an 11 percent increase, despite higher 

industry land and service costs 

Achieved record produced gas sales 

averaging 345 MMcfd compared with 

332 MMcfd in 1993 

Achieved record western Canadian 
conventional liquids production of 10,278 b/d, 

up from 8,923 h/d in 1993 
Increased light oil component of total 

conventional liquids production to 58 percent 
from 49 percent 

Drilled 106 net successful wells for a 

success rate of 77 percent 

Invested record capital of $237 million 

in conventional oil and gas projects 

Held produced gas operating expenses to 

$0.27/Mcf compared with $O.24/Mcf in 1993, 

among the lowest in the industry 

Decreased conventional oil operating 

expenses to $3.87 from $4.06/bhl 



Gmvenrional Oil and 
Namral Gar Natural Gas Liquids Svncmdc 

fh!lim & fed ( ~ l l n  h e l d  f& b m k )  . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . .  
Pmven Probable Total Pmvcn Probable Toral : Pmven i . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . .  

1992 

Balance at December 31,1991 1,485 254 1.739 14.2 8.2 22.4 193 
35 Revisions of Established Pools 4 39 j 2.2 (0.9) 1.3 - .  

23 8 31 1 Discoveries and Extensions 2.3 (0.4) 1.9 i - .  

28 13 41 ' Acquisition of Reserves - Net 1.1 1.5 2.6 - .  

Production . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (110). . - . . .  ('K', . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (2.9) - (2.9) : (7); 
Balance at December 31, 1992 1,461 279 1,740 16.9 8.4 25.3 i 186 ! 
lW3 
Revisions of Established Pools 1 (1) - : (0.7) (0.5) (1.2). - .  

73 12 85 Discoveries and Extensions 4.9 0.8 5.7 - :  

Acquisition of Reserves - Net 68 31 9 9 ;  1.0 0.2 1.2 69 i 
Production (121) - (121) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . .  ............ -... . (3.3).: ................ (9); 
Balance at December 31, 1993 1,482 321 1.803 i 18.8 8.9 27.7 i 246 ; 
1994 

Revisions of Established Pmls 
Discoveries and Extensions 
Acquisition of Reserves - Net 
Production (10): . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (126) - (126). ................ - .w ..................... 
Balance at December 31, 1994 1,522 369 1,891 : 26.0 14.8 40.8 i 269 ' 
landholdings 
(~harwmd m e 1  

Alberta 
Saskatchewan 
British Columbia .............................. 
Western Canada 

Argentina . . . . . . .  . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  377 377 i 376 376 1 1 i 
Total 5,237 3,807 2,048 1,364 3,189 2,443 : 

1994 1993 1992 
G m s  Net O m s  Ner G m  Net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . .  

Dry and Abandoned . . . . .  . . . . .  
Total 

h k p m m t  

Gas 
Oil 
Cased 

aph 
Shallow (ko chon 2 . w f 4  52 37 ! 
Medium f2,CCO.9.C03fer1 142 94 i 
Deep ( m e  thrm 9,~ofm) 8 7 i ......................................................................................... 



Al Kirrmn, Oil and Gas Senior Vke-Pnsi&nt Production 

(2nd fmm righr), leads the oil and gas production Imam, which 

includes (from left) Alan Draw-Brook, Manager Edmonten District; 

Don Harhld, C h i  h c i l i i  Engineer, and Alex Umun, Manawr 

Pdrahrn Engineering. 

A new light oil h r y  will be a n s w m  at 0s- in the first 

qua* lWS to acwmmodoh growing production. Shown is 

Ogsten an .  Operator Vaughn Veillet. 



Growih Oppomnities 

To meet 1995 production targets. AEC will 

focus on the following exploration and 

production ohjectives: 
Drill 150 gross ( 1  70 net) wells 

Tie in and continue infill drilling in the 

Prirnrose and Boyer areas 
Benefit from a full ycar's production at the 

Bigsrone natural gab and liquids recovery plant 
Benefit from a full year's production 

at Ogston 
Further exploit the existing Ogston 

land hase 

The Company will continue to seek 

opportunities for acquisitions to expand the 

reserves hase. 

Major Exploration and Pmduction Regions 

East P.ace River Amh (EPRA) 

The significunce of the Ogston p l q  was 

confirmed in 1994. Ogston currently is 

producing 1,630 h/d, with fi~rther production 

increases expected. In 1994, McDaniel & 
Associates assigned 7.2 million barrels of light 

oil reserves to the initial pool in addition to 
the 1 rnillion barrels previously assigned. 

Production from the Ogston play is from 

the Granite Wash zone at a 5,000-foot deprlr. 

A new oil hattery is expected to be onstream 

during the first quarter of 1995, allowing year- 

round production at operating costs of less 

than $3/hhl. A total of 8 wells are tied in to 

the Ogston hattery. The hattery will he 

connected to the Wabasca River Pipeline, 

of which AEC owns 19 percent. 

Plans tor 1995 are to filrther explore 
AEC's 40.640 net acres of 100 percent-owned 

Ogston lands. Another 3-D seismic program 
will k completed and 6 Granite Wash wells 

are planned for this winter. 

The EPRA 1s AEC's major conventional 

light oil exploration area. Over the years 1993 

through 1995 producnon will haw grown 

from 2,362 bid to an expected 4,200 hid. 

McDaniel & Associates has assigned 

15 lnill~on barrels of proven and probable 

AEC reserves to the EPRA. 

West Pwce River Arch (WPM) 

The new 34-percent MC-owned Bigstone 

West gas phnt cane anstreom in December 

1994. The ten 100-pzrcent AEC-owned wells 

connected to the plant have an initial 
production capahility of 20 MMcfd of gas and 

800 h/d of natural gas liquids. This field was 

placed on production withln 20 ~nonths of the 

initial discovery. AEC continues to evaluate 

Crcraceous. Triassic and Devonian prospects 

on its 19.360 net acres of undeveloped land 

in the Bigstone/Berland River area. The 

potential value of this gas is enhanced hy the 

CompanyS access to the areaS processing 

capacity for hoth sweet and sour gas. 

In the Hyrhe field, 4 new Halfway wells 
added prduction of 6 MMcfd, bringing total 

Hythe field production to 32 MMcfd. 
Through two large Farm-ins AEC doubled 

its land base in the area wi~lmut incurring 
high land sale costs. AEC continues to 

explore for Halhvay gas on hnth sides of 

the AlbertaiBritish Columbia border. 



In Valhalla, a 10-well drilling program 

achieved a 70 percent success rate, resulting in 

5 net oil wells and 27 BCFE of proven and 

probable gas, liglu oil and liquids reserves. 

Production from these new wells will increase 

when gas conservation facilities are 

operational in mid-1995. 
Total natural gas production from AEC's 

properties in the WPRA is forecast to grow 

from 56 MMcfd in 1993 to 95 MMcfd in 

1995, while oil and liquids production will 

have grown from 1,701 b/d to an expected 

2,600 b/d. The WPRA is an important region 

for continuing exploration because of its 

multi-zone, liquids-rich gas potential, as well 

as the Company's extensive landholdings and 

existing infrastructure which facilitate rapid 

development and low operating costs. 

Emst C.nhl Alberta 

Natural gas production frmn East Central 

Alberta is expected to double from 58 MMcfd 
in 1993 to 115 MMrfd in 1995. The growth 
has resulted primarily from the December 

1993 start-up of the 55 MMcfd Caribou Lake 

plant on the Primrose Range. The cost 
efficiencies associated with the Company 

having two large central natural gas 

compression facilities on the Range resulted 

in average operating costs of only $0.1 l/Mcf. 
Three horizontal gas wells were drilled at 

Primrose during 1994, which proved the 

applicability of the technology to shallow 

gas development. 

Outside the Range, AEC maintained an 

active 1994 exploration program. A 20-well 

drilling program had a 90 percent success rate, 
resulting in 18 net wells and the addition of 

12 BCFE of proven and probable reserves. 
East Central Alberta has both 

development and exploration potential, with 

the main target k i n g  shallow, multi-zone 

Cretaceous gas reservoirs. AEC's second 

largest natural gas property, the Primrose 

Range has numerous development prospects. 
AEC controls all oil and gas access to the 

Alberta portion of the Range and has 
the rights to 500,000 net acres of land yet 

to be exploited. 

Northw.rt Alberta Shallow Oar 

The purchase of Stealth Resources in 1994 
established a new AEC production centre 

in the Boyer area. Boyer gas production is 
expected to grow from 5 MMcfd in 1993 to 

20 MMcfd in 1995 due to this acquisition 
of reserves as well as additional development 

of existing properties. Development in 1995 

will comprise a 40-well winter drilling 

program and a 20-well tie-in program. The 

Company believes this property, comprised 

of 480,000 gross acres (320,000 net), has 
further develupment potential. Exploration 

in this area will benefit from the infrastructure 
provided by AEC's five operated plana. 



AEC Syncrude Production 

(homch p r  day) 

Suffild 

A solid base of gas and oil productiun is 
p r d d  by the SufFEId area in southeastern 
Alberta. This long-lifc shallow gas area, which 
is AEC's largest producing property, accounted 
for 169 MMcfd, or 50 percent, of 1994 natural 
gas production. By using horizontal drilling 
technology to achieve high recoveries of 
heavy oil, Suffield contributed 3,806 Wd, or 
37 percent, of 1994 Canadian conventional 
liquids production. Natural gas operating 
costs were $O.ZO/Mcf, and oil operating costs 
were $2.72/bbl. 

A 15-well drilling program had an 
87 percent success rate resulting in 8 net oil 
wells and 2 net gas wells. Oil and gas proven 
and probable reserves increased by 5 million 
barrels and 8 billion cubic feet, respectively, 
as a result of drilling recompletions and 
improved reservoir performance. Drilling for 
deeper gas and further exploitation of heavy 
oil resources are planned for 1995. 

SYNCRUDE 

. . 
Most profitable Syncrude owner due h 

vriding royalty 

AEC's investment in Syncrude is 
comprised of a 13.75 percent working interest, 
plus an average 5.8 percent overriding royalty 
on another 6.25 percent of Syncrude revenue. 
AEC's share of Syncrude production increased 
by 19 percent, making a significant contribution 

AEC Rehlrn on Syncrude Capital 

l p n  ,mi 

S M - e Y  

Improve productivity 
Use new technology to reduce costs 
Acquire new leases 
Develop financially and technically sound, 

staged investment opportunities 

Mmjor Accomplirhm.nts 

Increased average daily production 
(AEC share) by 4,164 b/d to 26,282 bld 

Reduced unit operating costs by $0.20 
to $15/bbl 

Realigned the work force in order to reduce 
staff count by 500 employees m 3,600 by 1997 

Received Alberta Energy Resources 
Conservation Board approval to extend 
Syncrude operating permit by 7 years to 
2025 and to increase annual production by 
25 percent to 217,100 bid 

lncreased AEC reserves by 23 million 

barrels of light oil to 269 million barrels 
Acquired two high-quality surface 

mineable oil sands leases, with potential to 
add about 240 million barrels of light oil 
to AEC reserves 

Gmwh Oppormnities 

During 1995. Syncrude expects to further 
increase production by 3 pcrcent, which will 
increase AEC's share to 27,200 b/d. Cost 
reduction initiatives will continue with the 
goal of decreasing unit costs by $0.35/bbl 
to $14.65/bbl. 

to AEC's record total oil production and profits. 



Dennis Comdson, Oil and Oar knior Vke-President Morkdng 

(cmim) bods Ih. markating toam whkh imludu Rick Daniel, 

Manager Nah~ml Oas Hub k r v * . s  and ~ o p m h n t ,  and 

C d k n  Mebin, Managar Natural 00s Supply and Trading. 

V Gas s m u g .  at Ih. AECO C HUBm - Canada's dominant slomg. 

facility - was expanded lo 1.6 Milion wbi fwt per day d daily 
1 Wimbility. Robert khmunk is an Ope- at h a  fadlily. I 



Trading capabilities focussed on 

optimizing oil and gas assets 

Leading position in Alberta gas starag 

and transportation control 

Largest nowutility, loweskost, stateofme 
art gas market centre in North America 

Integrated marketing, storage, pipeline, 

and production team approach to 
developing business opportunities 

Nahrral Gas 

AEC is a leader in providing innovative 

marketing services and reliable gas supply 

to North American markets. 

sm WY 
Increase the amount of produced gas 

marketed directly to achieve higher prices 

and to reduce marketing costs 
Trade to optimize the value of the 

Company's natural gas assets and realize 

price arbitrage opportunities 

Develop storage and transportation 

capacity to add value to AEC's own 

production and to profit from providing 
storage and other marketing services 

Mapr Ac~ornplishrmnts 

The proportion of AEC's gas marketed 
directly grew from 25 percent to 40 percent, 

resulting in higher gas prices and reduced 

marketing costs. 

AEC's average produced gas price increased 
to $1.88/MMBtu from $1.76/MMBtu in 1993. 

The resale of stored purchased gas rosr 

from 42 MMcfd to 76 MMcfd. Unit margins 

declined due to the general decline in gas 

prices during 1994. Declining margins for gas 
purchased for immediate resale were more 

than offset by volume increases from 9 MMcfd 

to 34 MMcfd. 

Growth 0ppMtuniti.r 

During 1995, AEC's productive capacity 

will be increased to 385 MMcfd. AEC plans 

to increase its proportion of direct sales to 

almost 5 5  percent through further contract 

restructuring. Should weak markets continue, 

AEC is prepared to reduce its sales to as low 
as 335 MMcfd to avoid spot prices, while 

shutting in or injecting into storage an 

average of 50 MMcfd. About 70 percent of 

these reduced 1995 sales hdvc bccn indexed to 

U S .  prices. Of the remaining sales, 17 percent 
reflect Canadian prices and 13 percent 

are fixed. 

C ~ d e  Oil 

SMWY 
Market directly 100 percent of crude oil 

production to take advantage of pipeline 
expansions and low marketing costs 

Optimize the value of the Company's crude 
oil assets through trading 

Develop new market, transportation and 

processing opportunities 

Major Arcomplirhrmntr 
AEC increased its sales of Syncrude and 

conventional crude oil and NGLs, with a 
more diversified portfolio. 

The Company's average price for crude 

oil and natural gas liquids increased from 

$19.51/bbl to $20.64/bbl. 
AEC negotiated a natural gas liquids 

marketing agreement with Kinetic Resources 

to improve NGL net backs. 

Growth 0pportuniti.s 

During 1995, sales of crude oil and NGLs 

are expected to increase to 38,100 b/d, with 
a larger proportion marketed directly to 

further enhance net backs and realize price 

arbitrage opportunities. 



Major A~cornplirhrn.ntr 

Acquired 100 percent interest in the 

Estancia Vieja and Puesto Prado properties. 

The acquisition will add 1,300 bid to AEC's 

1995 light oil production and 95,760 acres 

of exploration land with 25-gear lease tenure. 

The Company's share of reserves from these 

AEC-operated prnperties is estimated to he 
4.2 million harrels. 

Sh.hsy Completed repnwssing and interpretation 
AEC's strategy is to invest approxi~nately of 633 miles of seismic dara on the 281,621-acre 
10 percent of annual capital expenditures in Covunco exploration propcrty which was 
international oil and gas activities, with an acquired in December 1993 
initial concentration on Argentina. The Concluded negotiations to acquire an 
Company's current Argentine f k u s  is on aiidit~cmal oil and gas property, with closing 
the Neuquen Basin. The ohjecrivc is nl add a) cxpectcd by the end of February 1995 
AEC's oil and gas reserves through acquis~tion, . r,,r>ll and natural gas 
development and explorarion. The Company rights under lease to 377,381 acres 
will acquire large hlocks of exploration land 
which h:wc e m d  lrasc tcnurr and iiscal terms. Growth Opportunitier 

During 1995, the Company's goal will he to 

cr rxe  q , n t h  in exploration lands, reser\.es 

and pn)ducticn Acquisit~c~n, development 

and exploration are expected 10 douhle 

reserves. Adiiitinnal seixnic will he done on 

the Chvunco property t<> determine drilling 
lixxtions. Four wells will he drilled -one 

explnraticm well on each (rf  rhe Gwnnco 
and Pncsrc Prrado lands and two dcvchpmcnt 

wells at Esr,incia Vicja. A xispcnded C~wunco 

gas well u d  he tested tr, prrre reserves. 



Suppkmenbl Oil and Gas  Operaling M s c i c s  
iunnuhrrd) 

1994 191 1992 1991 I Y  

Oil and Nolural Gas Liquids 
i h L r  rm &I) 

Syncnde 
Conventional 

PER-UNll RESULTS 
iwrrirm C a d )  

PIDdu(.d Gas 
($per  d~wond ctrhrrirerl 

Price 
Rayalties 

C o n - h l  Oil 
($ pci h""4 

Price 
Royaltics 
Operating Cobo 3.87 4 85 3 89 3 46 3 10 4 06 3 60 5 20 3 84 
Net Back 11.59 1106 1282 1367 8 6 6  9 8 6  1075 780  1473 

Nahld Gar Liquids 
(I rm barnu 

Pnce 15.05 15.65 17.42 13.68 12.51 
Royaltw 3.98 517  274  4 9 9  275  404  412 3 9 4  174 
Net Back 11.07 1048 1468 8 6 9  9 7 6  11 67 1067 1058 1435 

SF& 
if pcr h m l l  

Price. Net of Tariff 21.76 22.60 23.26 23.62 17.43 
Gross Overriding Royalty 0.56 0.12 0.75 0.79 0.60 
Sulphur and Other Revenue - - - - - 

Royalties 1.03 0.48 2.27 1 1 4  0.03 
Cnrh Oprratlng Costs 14.99 I2 15 11 74 21 37' 1608 15 20 1539 1648 1753 
Net Back 6.30 1009 1000 1 9 0  1 9 2  5 8 0  8 7 3  780  1137 

* Due ro coker 8-1 rumaroud 



Supplemental Oil and Gas Opemting Satistics 
( u d u d l  

GAS PROWCTlON BY AREA 
irmllirn cub' fcrt po day) 

Suffield 
West Pea~e Rwer Arch 

East Cenrrdl Alberta 
Northweat Shallow Gas 

Other 
Total F d d  Capabdlty 
Stonge (Inject~on) Wrhdrdwdl 

Discretionary Sales Shut In 
Ndtlve Gds from Storage - 

Total Produced Gas Salea 335-385 345 332 300 273 272 

Non: 1995 rnks kveb will dcpnd on marker condidom and 
will r m ~ c  ktween 335 and 385 million cubic feet prr day 

PROWQD GAS SAWS BY C O N T R I t l  
irnlh" '&< fret po dnv j  

Western Gas Market~ng 120 146 168 178 158 157 
Pan-Alberta Gas 35 38 38 44 37 37 
Progas 25 11 6 7 6 - 
Long-Term Dmct 75 72 49 19 19 24 
Albertd dnd SouthemjPaafic Gas and Ele~t r~c  - 8 44 27 I2 6 
Other 80-130 70 27 25 41 48 
Tordl 335-385 345 332 300 273 272 

011 AND NO1 PROWCTK)N BY AREA 

Suffield 
East Peace River Arch 

West Peace River Arch 
East Central Alberta 
Other 
Total Canada 
Argent~na 1,300 260 - - - - 

Total 39,400 36,820 31,041 25,759 22,980 22,414 



Supplemental Oil and Gas Opemting Staiistics 
f,suiiuLredl 

UNDNELOPED ACREAGE 
I111 llllll.l,iil,ll 

c;,,,\\ 
N L I  

Finding and Development Costs 
($!XT liu>u.und <liblr feel qw"&n') - 10:l 



At%'. pipdim inveshmnh provide a stabk source of cash Rav 
and earnings and ih. Company continues to d mw pipmlim 

oppatunitk.. fin. nmmbm d the pipdim division a n  (from 

bh) John Starmw, M a w  Budmu D..rlopmmt; Bob Towkr, 

Smior ViPnsidant Budmu Dmlopmant, and Bomb Bradby, I 
Senior V i P m i d m t .  

V Employaes Bob Wold&, C o n d o n  Ins- (M) and Rick 

Wamrs, S m i i  Enginrr, wa* to onwn ih. 8afety and nliabilhy 



TRANSPORTATION, STORAGE A N D  PROCESSING 

E AEC DlSTlNCllON 

Generates long-term contractual revenue 

providing 2 0  percent of operating 

cash flow 

Will yield about.$90 million of 1995 

operating cash flow, exceeding AEC's 

annual dividends, interest, and debt 

repayments 

Provides unique financial strength 

Incoma Statement Pzpclcnes 
U d d  i$ mrllim) I994 1993 1992 

Revenue 81.3 82 3 84 2 
Operatrnpl Costs 19.0 180 17 9 

Syncrudc Total Tramporratlo" 
Straddle Plant. Url lq  Oprrarlon Sroragc and P m ~ q  

1994 1993 1992 1994 1993 1992 1994 1993 1992 

61.9 52 1 394 - - - 164.8 1389 1245 
52.3 41 9 292 - 77.2 623 478 

Gar Sroragc 

1994 1993 1992 

21.6 4 5  0 9  
5.9 2 4  0 7  
0.7 0 3  - 

15.0 1 8  0 2  
Operating G & A  4.1 9 0  2 3  
Opernttng Cash Elow 58.2 55 3 640 
Deprec~at~on, Depletmn 

and Amortliat~on 13.5 15 0 16 1 
Operac~ng Income 44.7 403 47 9 
E q u q  Earn~ngs 2.9 2 8  2 3  
Divisional Income 47.6 43 1 50 2 

S p c d c  Tuml Trampn~r~on, 
U t d q  Cpratlnn Sroragc and Proccrr~ng 
1994 1993 1994 1993 

blm. Shed Pipcl~nes 
U d d  i$ mllolu) 1994 1993 

A s h  

Current Assets 21.0 240 
Investments 32.7 30 4 
Cap~tal Assets 207.4 2139 

Straddle Planrr 
1994 1993 

Gar Storagr 
1994 1993 

Deferred Charges 
and Other Assets 2.3 5 0 

263.4 273 3 

Liabiliis 

Current Liabilities 
LongTem Debt 

Ocher Liabilities 

Deferred Income Taxes 



Pipelines 

is ccnsistent with the recently approved 

Alberta Energy Resources Conservation Board 
. . 

Rate base - 90 percent non-regulated (ERCB) extension of the Syncrude operating 

Owner and operator of three introAlberta aseement. 

oil pipeline systems, with interests in A novel, in-line blending process was 

several other oil and gas pipelines implemented on the AEC-owned Cold Lake 

Pipeline system. This new process reduces the 

overall cost to shippers of heavy oil while 

Shrrtegy providing greater flexibility to meet market 

Throughout 1994, AEC provided consistent, needs. 

cost-effective service to its customers. 

AECS main pipeline business strategies are: 

Maintain and expand cost-effective 

pipeline transportation services to existing and 

potential customers serviced by the Company's 

currently owned and operated systems 

Expand AEC's ownership and operatorship 

position into newly developed or acquired 

pipeline systems 

Growth Opportunities 

More AOSPL capacity will be needed during 

1995 to ensure that Syncrude's pipeline 

transportation needs are well served as plant 

production continues to grow. 

AEC has filed an application with the 

ERCB for construction of a $5 million 

extension to the Cold Lake Pipeline diluent 

system. This extension will service the 

Major Ar~omplirhmentr expected expansion of the heavy oil business 

Additional capacity was added to the in the Cold Lake region of northeastern 

wholly owned Alberta Oil Sands Pipeline Alberta. 

(AOSPL) to ensure continuing reliable The Company will continue to seek new 

service to the Syncrude oil sands Pdcility. opportunities cithcr to acquire or construct oil 

The AOSPL agreement with Syncrude and gas pipelines. 

owners was renegotiated. The new agreement 

Pipeline R d .  Summary AEC Rare Base Operarmg Income 
t i d t r d  ($ rn ihn r )  Incemr 1994 1993 1992 1991 1990 1994 1993 1992 1991 1990 

Cold Lake Pioeline 206 205 205 203 203 36.3 33.7 36.9 36.7 35.0 

AEC Eauirv lnvearmenr 



Gas Storage 

Solid long-term contractual revenue 
Dominant gas storage facility in Canada 
Strategic location on NOVA moinline 

Lowcost storage operator 
Stote-of-the-art electronic information 

systems I 
strategy 

Provide a full range of hub and storage 

services 
Maintain dominant market share 
Use information technolo= to en..- 

rapid, efficient customer service 
Maintain the lowest costs among all 

storage facilities 

Major Amomplirhmentr 

AECO C HUBT" gas storage was expanded 
from 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 $30 million. 

About three-quarters of the total capacity 
will be used for third-party services, with 

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

Operating cash flow from third-party 

services increased to $15.0 million from 

$1.8 million in 1993 and is expected to grow 
to approximately $22 million in 1995. Over 

90 percent of the fees from storage services 
are from firm contracts with terms of up to 
20 years. 

During the past year, AEC faced 
increased competition in the area of hub 

services. In response to both the competition 

and customer needs, AEC expanded its range 
of hub services to include the following: 

short-term and long-term firm storage 
platinum, gold, silver and bronze gas 

"parking" and "loaned gas" services 

free title exchange 

transportation exchange 
direct connection to NOVA delivery pints  

supply backstopping 

Om& Opporrunitier 

During 1995, AEC will continue to pursue 

new gas storage investment opportunities te 
take advantage of changing natural gas and 
electric power markets. Work is underway 

to expand AEC's hub services and trading 
activity to a North American market, 

including hub-to-hub services. 

Straddle Plants 

AEC owns one-half of Pan-Alberta Resources 
Inc. (PARI) which has a 50 percent interest 

in the Empress 11 natural gas liquids extractism 
plant that operates on a cost-of-service basis. 

As well, PARI profits from a share of natural 
gas liquids extracted from the Pan-Alberta 

gas strcam processed by the Empress and 
Cochrane plants. 

AEC enrered into a joint venture with 
PanCanadian and Home Oil to develop a 

1 BCFD reprocessing plant ar Empress, 
Alberta to extract 9,600 b/d of natural gas 
liquids. This plant will capitalize on the 

following: AEC's substantial transportatian, 

production and storage infrastructure near 
Empress; PanCanadian's ownprship of Kinetic 

Resources, a major natural gas liquids 
marketing company, and the substantial 
combined gas supply of the partners. Efforts 

to secure additio~~al gas supply and/or partners 
are continuing. 

Syncrude Utility Operation 

AEC owns a two-thirds interest in the AEC 
Power Ltd. 260-megawatt cogeneration facility 
which supplies steam and electricity to 

Syncrude. 



ENVIRONMENT A N D  SAFETY 

AEC is cmimirred to the principle ef 

susrainahle development, with concurrent 

goals of economic growth and environmenral 

protection. AEC believes that envirsnmental 

protection must he a priority in all of its 

qxrations. The Company meets, and strives 

to exceed, all applicable environmental laws 

and regulations. 

Within the Company's oil and gas and 

pipeline operations employees have well- 

esrahlished safety procedures. These include 

procedures for training, auditing, reporting 

of accidents and responding to emergencies. 

During 1994, the oil and gas division achieved 

a Favourahle Workers' Compensation rating 

which exceeded the oil and gas industry 

average. 

CORPORATE SERVICES 

Results-based compensation throughout 

Highly skilled employees 

Stable work force 

Stateohheart information technology 

AEC will be increasingly successful 

through having strong leaders, depth of 

technical expertise and creative employees who 

are action-oriented and focussed on results. 

The Company's performance 

lnanagernent system has been reviscd, aligning 

the interests of the employee with the share- 

holder. The new results-based system ensures 

cqaorate goals are translated into 

meaningful objectives for each employee; 
employee results are assessed hy hoth 

management and co-workers, hased on those 

objectives, and 

employee rewards are based on hoth 

carprate and individual rcsults. 

AEC focuses on developing the very best 

leaders and highly skilled professionals, as well 

as effective systems to support them. 

The Company has a sustained emphasis 

on managing costs in all areas. During 1994, 
AEC consolidared its corporate offices, 

significantly r~ducing future administracive 

costs. Organizing for effectiveness will be 

ongoing. 

Fundamenral to its cost reduction 

program is AEC's strare:ic use of information 

technology in critical areas of the oil and gas 

business. New ways to gain productivity from 

existing investment are being found. Systems 

activities during 1995 will focus on huilding 

on the srate-of-the-art infrastructure already 

in place to increase success in the exploration, 

production and marketing areas. 



Management Discussion and Analysis 

$92.2 million ot I I U ~ - I C C O L I I S ~  long-rem deb1 

ru the halmce h e r  and incrrascd thr  debt- 

to-equiq r m o  ru 3565 from 31:69. 

Summary 

1994 Compared with 1993 

Ket carlni~lg, ul$100.5 million m 1994 were 

10 prxcenr higher rhan in 1993. This 

imprunemrnt u w  b l e  ti) g a n i  on the wle of 

pulp, ,ind himber which mori than offset higliu 

ioieiyn exchange and intrrrsr zxrrnse a d  lower 

lumhei volumes. (:ash f l m v  from uprrarmns i w s  

up l i  percrnt to $294.8 mrllion. This fsgure 

reflccrs thc pa>menr of cash income r a x e  in rhe 

amount of $59.1 ~ndlion (1991: $512  mill~on). 

Cln a consolidated basls, revenues were up 

$185.9 million to $922.9 mdlion. Operating 

zxpenxb ~ncreased to $423.6 milliun from 

$1701 millwn. The  ch.inges it1 revenur kind 

operating crrsts primardy reflrct increasrs itom 

SYncruJe, liariml gas and forest proiiuitr. In 

addmon, rrvenue included S14.i niillion from 

the p i n  on rlie salr of Pan-.Alberta Gas Ltd. 

m d  (:hlek.ulr lnrrn~arlonal.  Inc. The cost 

During 1994, AEC increased its f a v r  on core oil and 9.r 

inrcrtmentr. John w.t,on, vice-Proriden,, Finmnce and 

Chief Finan&d Officer [r-ond from lek] led h e  team hl 

completed the role of Chieftain Intcrnmtiond, In.. and 

P-n-Alberta Gmr Ltd. Other team members included (from 

lek) Ron Westcon, Comptroller: Derek Bwint, Tr-rur-r; 

Brian Ferguson, Dir-tor corpora,. Relationr and 

Corporate Secretory, and Wayne Holt, General Counsel. 

amortization toielled $ I h l i  m ~ l l ~ u n ,  compared 

w t h  $144.1 ndl ion,  rhr inclrasr rclateil to 

lip,hrr volumes d ~ a t d  e a r  and oil. 

Applxation of rlir ceiling trst unJcr thc ClCA 

guidrline on fidl cost :accountin? rcsulie~l in 

an rxcess of more rhan $100 o d l ~ o n .  Eqtltty 

rammgs ior 1994 nerr $6.0 m ~ l l ~ o n ,  down 
$4.2 million from 1993, reflecting the sale of 

Pan-Albrrrii Gas in 1994. Tncome raxes 

increased by $12.1 million to $70.1 nrilliun and 

rrflecrrd rhr higher lrvel <>f qeiar lng ~ncorne 

111 1994 a114 an increasi 111 nml-deductthle 

( h w n  royaltirs. 

1993 Compared with 1992 

R e c d  eammgs a d  cash f lmv  from opersrlons 

urre  ;icliievrd in 1993, with nct rxnings 

lncreaslng 1 I i pircent to $9 1.6 million and carh 



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

Operating expenses increased by 6 percent 
because the reduction attributable to the sale 
of fertilizer, coal and drilling was offset by an 
increase in oil and gas expenses resulting from 
volume gains and increased operating activities. 
The cost of natural gas purchased for resale 
totalled $35.4 million, a 22 percent increase 
over 1992. Interest 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 $58.0 million reflecting the higher 
level of operating income in 1993. Cash flow 
from operations of $251.4 million was reduced 
by cash income taxes, which increased to 
$51.2 million from $7.1 million in 1992, and 
did not include cash flow from assets which 
were sold in early 1993. 

Oil and Gas 
1994 Compared with 1993 

Oil and gas revenues, net of royalties, for 1994 
increased by $98.6 million to $559.4 million. 
The accompanying table shows this increase 
on a product basis. 

Natural gas prices increased to $1.88/MMBt~ 
from $1,76/MMBtu as markers improved in the 

Oil and Oar Revenue lnc-re by Plodvcl 

Conventional 
Syncrude 

Purchased Gas Sales 

Royaltier 
and Ocher Total . . . . . . . . . . . .  

(13.8) j 10.9 

Oil and Oar Revenue lnrrwre by Pmducl 
1993 C o m p a d  with 1992 ($ rnillmj . . . . . .  . . . . . . . . . . . . . . . . .  Price . , 

Natuial Gas 46.0 
Oil 

Conventional (2.81 
syncrude (14.71 

Purchased Gas Sales 24.1 

Royalries 
Volume and Orher Total . . . . . . . . . . . . . . . . . . . . . . . .  

16.0 : (0 .8)  61.2 

6.5 i 0.3 j 4.0 
35.3 (8.9) j 11.7 

(11.9) j - .  12.2 
Other - - 0.9 j . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  0.9 .... 

52.6 i 45.9 (8.5); 90.0 

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

Natural gas revenue in 1993 included 
arbitration and decontracting settlements. Oil 
prices for Syncrude averaged $21.76/bbl (1993: 
$20.97/bbl) and prices for conventional oil 
averaged $18.09/bbl (1993: $15.93/bbl). The 
lower Canadian dollar led to improved oil prices 
despite the lower West Texas Intermediate 
(WTI) crude oil average of US.  $17.19/bbl in 
1994 (1993: $18.481 bbl). Volume increases for 
natural gas and conventional oil reflected new 
production from exploration and development 
activity. The Syncrude volume increase resulted .c. 
from the inclusion of a full year of production 
from the additional 3.75 percent interest in 
Syncrude which AEC acquired on July 1, 1993. 
Purchased gas sales were higher as marketing 
trading activities increased. 

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

1993 Compared with 1992 

Oil and gas revenues, net 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 $1.761 
MMBtu in 1993 from $1.38/MMBtu as the 
surplus of supply eroded. Natural gas revenue 
in 1993 included $15.2 million related to the 
settlement of a gas pricing arbitration and the 
decontracting of certain gas volumes. Oil prices 
declined; WTI averaged U.S. $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 Syncrude. 
Purchased gas sales reflect increased trading 
activity. 

Oil and gas total operating costs increased 
to $221.1 million in 1994 from $193.3 million in 



1993 and $158.7 million in 1992. A substantial 
portion of the increase over the three-year 
period reflects the acquisition of the additional 
3.75 percent interest in Syncrude. Natural gas 
per-unit operating costs averaged $0.27/Mcf 
in 1994, a small increase over the 1993 and 
1992 levels, as new fields came onto production. 
The Syncrude per-unit cash operating cost 
decreased from 1992 and 1993 levels to 
$14.99ibbl in 1994, as Syncrude continued 
to focus on cost reduction 

Transportation, Storage and Processing 

Revenue increased to $164.8 million in 1994 
from $138.9 million in 1993 and $124.5 million 
in 1992. Contributing to this increase was higher 
revenue from natural gas storage in 1994 as AEC 
rxpanded its storage capacity and customer basr. 
The increase reflects storagr revenue of $21.6 
million in 1994, compared with $4.5 million in 
1993 and $0.9 million in 1992. Revenur from 
the natural gas rxtraction plant was higher due 
to increased throughput. Operating costs over 
the three-ysar period also were higher, reflecting 
the increased activity 

During 1994, the 25-year agreement signed 
in 1978 between Alberta Oil Sands Pipeline 
Ltd. (AOSPL) and the owners of Syncrude 
was replaced by a new agreement. The new 
agreement, which is retroactive to July 1, 1993, 
has an extended term equal to that of Syncrude's 
production permit (currently Decrmber 31, 2025). 
It also allows AOSPL to recover all operating 
costs, depreciation, current income taxes and 
interest charges on deemed debt and provides 
for an after-tax rate of return on deemed equity 

Forest Pmductr Revenue Increase by Pmduct 
1994 Compared with 1993 ($ militom) Rice Volume Total 

Forest Pmductr Revenue increase by Produd 
1993 Compared with 1992 f $  milli~m~) Price Volume Tural 

Lurnher 25 5 (1 2) 24 3 
MDF 5 6 2 6 8 2 
Pulp (6 3) 2 3 (4 0) 
Other - (0 9) (0 9) 

24 8 2 8 27 6 

Forest Products 

Revenues incrrascd to $184.0 million in 1994 
from $109.7 million in 1992. The accompanying 
tablcs show the increase on a product basis. 

As lumber industry capacity decreased and 
supply tightened over the 1992-1994 period, 
lumber priccs recovered from a low in 1991. 
Medium density fibreboard (MDF) prices 
increased as world demand exceeded supply. 
Pulp prices rose as markets for newsprint and 
paper improved. Lumber volumes were lower 
in 1994 due to duwntimc associated with the 
installation of new equipment. 

Operating costs over the three-year period 
are shown in thc table below. 

Opemting Costr 
(S militom1 1994 1993 1992 

Lumbcr 57 3 52 8 49 4 
MDF 28 4 20 2 19 8 

Lumber costs increased in 1994 primarily as 

a result of increased timber dues of $4.3 million 
(1993: $0.5 million), which reflected the change 
introduced by the Alberta Government in 
January 1994. MDF costs increased, a result 
of higher volumes and higher costs for raw 
materials. Pulp costs reflected higher volumes 
and chemical and energy cost increases. 

The Company is entitled to U.S. 
Government refunds of countervailing duties 
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 

Capital investment of $371.7 million was 
42 percent higher than in 1993. 

Oil and gas capital invrstment increased 
by 54 percent to $283.5 million and included 
$64.8 million for the acquisition of Stealth 
Resources Limited. Exploration capital 
investment totalled $66.1 million, including 
$14.6 million for land acquisition (1993: 
$11.9 million). Expenditures for development 
were $101.7 million, $44.9 million more than 
in 1993. Expenditures in 1994 included costs 
relatrd to the construction of the Bigstone West 
gas plant and additional drilling and well 
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completions at Hythe, Red Earth and Ogston. 

Expenditures in Argentina totalled $22.6 million 

including the acquisition of a 1,300 b/d 

producing property. 

Capital investment in transportation, 

storage and processing was $58.6 million 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 

couinlrnced in 1994 and ii expected to be 

completed by mid-year 1995. Total cost for 

the expansion, which will increase the annual 

capacity of the MDF plant hy 57 percent to 

110 million square feet, is estimated to be 

$36 million. A total of $9.5 million was spent 

on the lumber mill, primarily for the installation 

of computer-controlled cutting equipment and 

a portal crane. 

In January 1995, the Company acquired the 

rights to purchase until January 1996 its partner's 

25 percent interest in the Slave Lake Pulp 

Partnership. The partner has certain rights to 

require the Company to purchase its interest in 

January 1996. 
Long-term debt of $561.8 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 

for in 1994. The average term to maturity of 

long-term debt is now 7 years with 84 percent 

unsecured. At year-end, appraximately Canadian 

$153 million and U S .  $20 million werc 

available in unused long-tern hnes of credit. 

Debt-to-cash flow for the oil and gas division 

was 1.2 times, unchanged fiom 1991. 

The Company rnaintainrd its environ- 

mental programs to ensure compliance with 

environmmtal regulations. 

Outlook 

Results for 1995 are dependent, as noted m the 

scnsitivitirs graph, on prduct  prices, the 

U.S./Canadian exchange rate and interest rates, 

as well as ongoing opcrating activities. Gas pricrs 

are expected to decrease from the 1994 average 

due to rxtraordinarily mild winter weather, and 

sales may be reduced below productive capacity 

dur to markrt conditions. Approximately 

70 percent of produced gas salrs will be indcxed 

to U S .  prices. Oil prices should remain at 1994 

levels. Interest rates arc cxpcctrd to increase 

from the 1994 average. Prices for wood products 

are expected to be comparable to 1994 prices, 

while pulp prices, on the other hand, are 

exprcted to incrrasr. 

Approxrmately $90 mrll~on of the 

Company's 1995 opcrating cash flaw will be 

generated from non-commodity-based 

Investments in transpomtion, storage and 

processing. Although total 1995 capital 

investment w~ll  be dependent on cash flow, 

the majority of investment will be in uil and 

gas projects. The Company intends to complete 

the restluctuiing of its ownership in forest 

products in 1995. 

February 15, 1995 

funded through cash flow from operations, cash 

received on sale of investments and debt. The 

loss of approximately $5 million associated with 

the termination of the $87.6 million U S .  Swap 

Agreement in early January 1995 was provided 



Supplemental Financial Information 
l i~nud i led  (Keruiitcd - See Note 2 Pngr 19) 

FINANCIAL STATISTICS 

Net Earnme* i h  r n ~ l b r m ~ ~  

Per Share ($1 - R a x  1.36 
- Fully diluted 1.34 

Cash Flow From 
Operations fS  ,niiia,m) 294.8 

Per Share ( $ 1  B a s i c  4.07 

- Fdly  diluted 1.88 

Sharer 

Common Share- 
Outstand~ng ~iru i~tm,  74.5 

Corporate 

Oil and Gas 

Transporfatmn, Storage 
and Procrssmg 

Deht-to-Cash Flow O i l  and Gas 

Interest Coverage 
Return on Equity 

Return on Capital 



Supplemental Financial Information 
Lmtwlired (Remwd - See Niiir 2 .  Puce 39) 

SEGMENTED INFORMATION 
( i s  and Ni i ln  

1994 1991 I992 

245.4 211.8 157.6 

Rnyalr~er 33.4 3C.i l i . 7  

Net Revenue 212.0 20l. l  1399 

Oprnimy Costs 34.5 29.4 26.9 

Cost of (Gas hrchased - - - 

I>epreclai,on. I ~ep l r l l nn  

and .Amnrr~:srmn 93.6 86.5 79.8 

Furiar Sxtr Rritmvram 
and Other 1.8 1.8 1.4 

Operating Income 60.2 h i 2  l i h  

- 1 2  2 6  

127.1 121 0 i h h  

Les,: 

Cwporrtc G&A' 

Corporsre D D M  

Inreresr. Ner 

F,me,gn Exchangct 

Nnn.Recurring Iremi 

1r,c<,,nc T i r e s  

Net Earnines 

+ Fnwi~m cxchiinKc include\ $22.3 million rihted tu the pnrtial mpatiiotion (if $ L S  debt 



DIVISIONAL BALANCE SHEETS 

C ~ m c n t  Asers 154.3 170.3 
Inwsrn~mts - 49.8 
Gpin i l  Assers 1,489.1 1,1414 

Liabilities 

Current L~ahllitirs 155.3 154.0 

LmyTenn Dehr 232.8 223.8 
Orhrr Lmhilit~rs 43.3 38.6 

Dctccrcd Income TAX, 363.1 169 6 41.4 3 5  0 44.3 40 5 448.8 445 1 

CAPITAL INVESTMENT 
I S  ~n t t l l i sm l  1994 

Gmvcnrional Oil and Gas 

Western (:anadn 237.4 

Argentina 22.6 

Syncrude 18.9 

Tcmsporrar~on. Storanc and Prucessing 58.6 

Forcsr Products 29.6 



Management Report 

Auditors' Report 



Consolidated Statement of Earnings 

Nore 
Yeai ended December 31 Reference 1994 

$ 922.9 ($ mdlion., except per share amounrsJ Revenues, Net of Royaltier 

Cortr and Expenses 

Operating 

Cost of gas purchased 

General and administrativ< 

Interest, net 

Foreign exchange 

423.6 

84.5 

%t 18.9 

3 33.6 

36.0 

Depreciation, depletion and amortization 161.7 

Non-recunmng (terns 4 - 

Earnings Before *he Undernoted 164.6 

Equq earning 6.0 

Income taxes 5 (70.1 

Net Earnings $ 100.5 

Earnings per Common Share 

Bxic $ 1.36 

Fully diluted $ 1.34 

i Incldei offzce mmolidonon expenses. 

* Rerrared - See Note 2 

Consolidated Statement of Retained Earnings 

Year ended December 31 

See accompanymg notes to the consolidated financial rraremenrr 



Consolidated Balance Sheet A I ~ = ~ G  lnergy c ~ ~ ~ . ~ ~  ~ d .  

Note 
Ar or December 31 Reference 1994 

Assets 

Current Arreb 

Cash and short-term investments, 

at cost which approximates market $ 23.7 

Accounts receivable and accrued revenue 154.0 

Investments 7 63.2 
Capiml Assets 8 2,017.7 

Liabilities and Shareholders' Equity 

Current Liabilities 

Bank indebtedness 10 5 23.2 

Accounts payable and accrued liabilities 201.9 
Income taxes payable 4.4 

Current portlon of long-term debt 11.0 

240.5 
Long-Term Debt 11 561.8 

Other Liabilities 12 44.6 

Deferred Income Taxes 

Shareholders' Equiw 

Share capital 

Retained earnings 

* Restated - See Note 2 

Approved by the Board: 

Director 



Consolidated Statement of Changes in 
Financial Position 

Alberm Energy Cornpony Ltd. 

Year ended Decnnber 31 . . . . . . . . . . . . . .  . . . . . . . . .  . . . . . . . . . . . . . . . . .  
1994 

($ millions, except per s h e  nrnounrr) Operating Activities 

Net earnings 5 100.5 

Depreciation, deplerion and amortization 161.7 

Deferred income taxes 11.0 

Dividends in excess of equity earnings 0.2 

Other 

Cash Flow from Operat~ons 

Net change in non-cash working caprral (57.4) 
717 4 

Inverting Activities 

Capital investment (304.61 

Acquisition of Stealth Resources Limited (64.8) 

Additions to equiry investments (2.3: 

Proceeds on disposal of assets and investments 75.2 

Repayment of advances from affiliates 1.1 

Dividends 

Preferred share dividends (3.0: 

(Decrease) Increase in Carh before Finandng Activities (89.3 

Financing Activities 

Issue of long-term debt 215.0 

Repayment of long-term debt (193.7 

Preferred share conversion and redemption (75.0 

Issue of common shares . . . . . . . . . . . .  . . . . . . . . . . . . . . .  . . . . . . . . . . . . . .  
85.8 

. . . . . . . . .  . . . . . . . . . . . .  . . . . . . . . . . .  
32.1 

(Decrease) increase in cash and short,term 

investments less bank indebtedness $ (57.2 

Cash and short-term investments 

less bank indebtedness, end of year $ 0.5 

Carh Flow fmm Operation. per Common Share 

Basic $ 4.07 

Fully diluted $ 3.88 

* Reitnred - See Note 2 

See a c c m @ n y g  notes w the consolidated f inand  stntcmena 



Notes to Consolidated Financial Statements AIL* E~~~~ company LM. 

Tohuh ornouns in $ millions. 
unicrr orherwise indicawd 

1. S U M M A R Y  O F  SIGNIF ICANT A C C O U N T I N G  POLICIES 

(A) PRINCIPLES OF CONSOLIDATION 
37 

The consolidated financial statements include the accounts of Alberta Energy Company Ltd. 

(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 ventures and partnerships 

is on the inside back cover. 

(6) CAPITAL ASSETS 

Oi l  and Gas 

Conventionof 

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 oil and gas 

reserves are capitalized in cost centres on a country by country basis. Direct general and 

administrative costs related to exploration activities are capitalized. 

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 be incurred 

in developing proven reserves 

Future removal and site restoration costs are estimated and recorded over approximately 

20 years. 



Notes to Consolidated Financial Statements Albeno Energy Company Ltd. 

~ahuinr  anmunil in $ miiliimr, A ceiling test is applied to ensure that capitalized costs do not exceed the sum of estimated 
m&rr othmwise mdicared undiscounted, unescalated future net revenues from proven reserves less the cost incurred or 

estimated to develop those reserves; related production, interest and general and administration 
costs; and an estimate for restoration costs and applicable taxes. The calculations are based on 
sales prices and costs at the end of the year. The Company has never taken a write down of 

capital assets as a result of the ceiling test. 

Oil sands 

Capital assets associated with surface mineable projects are accumulated, at cost, in separate cost 
centres. Substantially all of these costs are amortized using the unit-of-production method based 

on estimated proven developed reserves applicable to each project. 

Transportation, Storage and Processing 

Capital assets related to pipelines are carried at cost and depreciated using a straight-line 
method over the remaining term of each applicable pipeline service agreement. 

Capital assets related to NGL extraction plant opemtions are carried at cost and 

depreciated using a straight-line method over the initial term of the cost-of-service contracts. 
Capital assets related to gas storage facdities are recorded at cost and depreciated on a 

straight-line basis over 20 years. 

Forest Products 

Capital assets are depreciated on a straight-line basis over the useful life of the assets, which 
averages approximately 10 years for the lumber and medium-density fibrehoard plant and 

27 years for the pulp mill. 
Reforestation costs are expensed as incurred. 

Other 

Capital assets are carried at cost and depreciated on a straight-line basis over the useful 

life of the assets. 

(C) FOREIGN CURRENCY TRANSLATION 

Operations outside Canada are considered to be self-sustaining and to use their primary currency 
for recording substantially all transactions. The accounts of self-sustaining foreign subsidiaries 

are translated using the current rate method, whereby assets and liabilities are translated at year- 
end exchange rates while revenues and expenses are converted using average annual rates. 
Translation gains and losses relating to these subsidiaries are deferred and included in 

shareholders' equity. 
Long-term debt payable in U S .  dollars is translated 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 debt. 



Albert0 Energy Company Ltd, 

Tabular ornounti m $ millions, (D) PROJECT INVESTIGATION COSTS 
u n h s  orhewtie  indicated Project investigation costs for new business opportunities are charged to earnings as incurred until 

such time as the commercial viability of the project is established. Subsequent expenditures are 
capitalized and amortized on a basis appropriate for the project. 

(E) INVENTORIES 

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

(F) INTEREST CAPITALIZATION 

Interest is capitalized during the construction phase of large capital projects 

(GI COMPARATIVE FIGURES 

Certain 1993 and 1992 figures have been reclassified for comparative purposes 

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 method to the proportionate 

consolidation method as recommended by the Canadian Institute of Chartered Accountants' 
accounting standard on Interests in Joint Ventures. This change has been applied on a 
retroactive basis and has resulted in no change to net earnings. 

3. INTEREST, NET 
1994 1993 1992 

Interest expense - other 

4. NON-RECURRING ITEMS 

The 1992 non-recurring items include the pre-tax impact of additional depreciation and 
amortization related to certain non-strategic assets less the gain on exchange of convertible 

debentures and on the sale of Chieftain International, Inc. shares and Coal Valley assets. 
In addition, the carrying value of the fertilizer assets was reduced to an estimated 
realizable amount. 



Notes to Consolidated Financial Statements 

Tahulnr amnuns im $ millions, 5. INCOME TAXES 
unicrs otherwise indicated . . . . . . . . .  

Current 
Deferred 
Alberta rovaltv tax credit , , 

Large corporations tax 3.9 i 3.6 . . . . . . . . . . . . . . . . . . . . .  i 3.9 : . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Income taxes $ 70.1 i $ 58.0 $ 12.4 i 
The following table reconciles income taxes calculated 
at statutory rates with actual income taxes: 

Earnings before income taxes $ 170.6 i $ 149.6 $ 54.6 i 

Income taxes at statutory rate of 44.3% $ 75.6 j $ 66.3 ; $ 24.2 1 
Effect on taxes resulting from: 
Non-deductibility of crown payments and DD&A* 25.5 : 21.9 ! 16.0 i 
Federal resource allowance (25.0); (23.0) (16.1) i 
Utilization of tax losses (6.4): (4.2) (11.0). 
Alberta royalty tax credit (1.9)' (1.8): (1.8); 
Large comorations tax 3.9 : 3.6 i 3.9 : 

Equity earnings and other, net . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (1.6); (4.8) (2.8) 
Income taxes (Effective mu: 1994 - 41.1 %. 1993 - 38.8%) $ 70.1 1 $ 58.0 $ 12.4 

* Depwciation, depletion and amorrimtion 

The Company's US.  subsidiaries have approximately US. $6.9 million of tax losses 
available which can be applied, with certain restrictions, against future taxable income 
earned in the U.S. The benefit of these tax 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 million). 

6. INVENTORIES 
1994 1993 

Oil and Gas Forest Product; Total Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Parts and supplies $ 13.9 $ 8.6 $ 22.5 $ 19.7 
Raw materials - 13.8 13.8 10.4 

Finished goods 0.5 10.3 10.8 j 8.4 
Gas in storage 20.4 - 20.4 ; 10.3 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

$ 34.8 $ 32.7 $ 67.5 $ 48.8 



Alberta Energy Cornpony Ltd. 

Tdiobuiar nmounu in $ millions, 7. INVESTMENTS 
unless orhmwbe indicated The following investments are accounted for using the equity method: 

Percenr 

Pacific Coast Energy Corporation 

8. CAPITAL ASSETS 
1994 1993 

Propmy. P h r  Accumulated Accurnulared 
and Equipment Cost D D U *  Net Cosr DD&A* Net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Oil and gas $2,462.7 $ 990.6 $1,472.1; $2,248.7 $ 924.3 $1,324.4' 
Transportat~on, storage 

and processmg 525.8 197.0 328.8 470.2 178.2 292.0 
Forest products 273.6 78.4 195.2 245.2 69.5 175.7 
Other , . 50.2 28.6 21.6 45.6 22.4 . . . . . . . . . . . . . .  23.2 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

$3,312.3 $1,294.6 $2,017.7 $3,009.7 $1,194.4 $1,815.3 

* 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 $ 1.88 per million Btu 

Oil and natural gas liquids $18.44 per harrel 

Effective July 1, 1994, the Company acquired all of the outstanding shares of Stealth 
Resources Limited, a company engaged in the exploration and development 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 
Other assets 

Other liabilities (2.7) i ................................................ 

$ 64.8 

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

of $51.1 million. 

9. DEFERRED CHARGES A N D  OTHER ASSETS 
1994 1991 

e erred pension assets 



Notes to Consolidated Financial Statements 

Tahiiinr amounu in $ miliioni, 10. BANK INDEBTEDNESS 
unless orherwiic indicated Slave Lake Pulp Partnership, a 75 percent proportionately consolidated affiliate, has a 

working capital credit facility in the amount of $37.5 million (75 percent) which is secured 
by a general assignment of accounts receivable and inventories. This facility is available, at 
the option of the borrower, in Canadian or US.  dollars, LlBOR loans, Bankers' Acceptances, 
Letters of Credit or Letters of Guarantee, each with specified interest rates 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. 

1 1. LONG-TERM DEBT 

. . . . .  . . . . . . . . . . . . . . . . . . . .  
Alberio Energy Company l'td. 

Canadian dollar debt 
Revolving credit and term loan borrowings 

Term loans 
Notes payable 

First Mortgage Sinking Fund Bonds 
Series A, 95/,o/u, due June 1997 
Series B, 9'14%, due June 1997 

Mortgage, 11.75%, due September 2000 
Unsecured debentures, 8.15%, due July 2003 
Unsecured debentures, 9.50•‹/0, due February 2000 

U.S. dollar debt 
Revolving credit and term loan borrowings 

Notes payable (1993 - U S .  $I 18.3 million) 

U S .  . . . . . . . . . . . .  Swap Agreement, due June 1996 (U.S. $876miliion) . , .  . . . . . . . . . . . . . . . . . . .  

Non-Recourse bng-Term Debt* 

Canadian dollar debt 
Term loans 
US. dollar debt 
Project financing - notes payable (U.S. $63.4 million) ............................................................................ 

. . . . . . .  . . . . . . . . . . . . . . . . . . . . . . .  

Total long-term debt 
Current portion of long-term debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  11.0 . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

$ 561.8 

* Amounts stated are AEC's proportionate share of debt of other entitier 

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: 



Albert. energy complny Ltd 

Tabuh amoum in $ nilliom, (B) REVOLVING CREDIT AND TERM LOAN BORROWINGS 
unkrs athewire indicated The Company has $375 million of revolving credit and term loan facilities available with three 

banks, of which $153 million was unutilized at year-end. Two facilities are fully revolving for 

a 364-day period 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 facility also is fully revolving, 

for a 2-year period, with 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 three loan facilities are unsecured and available in Canadian andlor U S .  dollar 

equivalent amounts; they currently bear interest either at the lenders' rates for Canadian prime 

commercial or U S .  base rate loans, or at Bankers' Acceptance rates, or at LIBOR plus 

applicable margins. 43 

Alenco Inc., a subsidiary of the Company, has a US. $20 million unsecured revolving 

credit and term loan facility, none of which was utilized at  year-end. This facility is guaranteed 

by the Company and is fully revolving until 1996 with provision for yearly extensions at the 

option of the lender following notice from Alenco Inc. If not extended, the facility converts 

to a revolving reducing facility to be repayable 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 weighted 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 fully supported by the availability of term loans under 

the revolving credit facilities. 

(C) FIRST MORTGAGE SINKING FUND BONDS 

Alberta Oil Sands Pipeline Ltd. Mortgage Sinking Fund Bonds were redeemed effective 

March 31, 1994. 

(D) UNSECURED DEBENTURES 

In August 1994, the Company established a Medium Term Note program for an aggregate 

offering of up to $300 million under a shelf prospectus. During the year, the Company issued 

$25 million in unsecured debentures bearing interest at 9.50% payable semi-annually. The 

debentures mature on February 15, 2000. 

( I )  U.S. SWAP AGREEMENT 

The Compa~ny entered into a U S .  dollar swap agreement in 1991 which elltlc~ivel~ converted 

Canadian $100 million unsecured debentures, bearing interest at 10.50%, into U S .  dollar debt 

of $87.6 million bearing interest at a rate set semi-annually. The average rate for 1994 was 

4.73% (1993 - 3.68%). Effective January 6, 1995, this agreement was terminated, and Canadian 

$100 million unsecured debentures remain outstanding bearing interest at 10.50% payable semi. 

annually until maturity at June 30, 1996. 



Notes to Consolidated Financial Statements Albeno Energy Company Ltd. 

Tnhulnr amountr in $ millroni, (F) TERM LOANS 
unksi orheiu,iie indicated AEC has a 49.995 percent interest in Pan-Alberta Resources lnc. ("PARI") which has a non- 

recourse secured term credit facility which finances its investment in its natural gas liquids 
extraction plant joint venture. The term credit facility is secured by PARI's interest in the 
joint venture assets and certain related agreements. The debt is repayable over the initial term 
of the related joint venture contracts in equal monthly installments totalling $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. 

At 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 F INANCING 

AEC has a 75 percent interest in 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 S .  $63.4 million (75 percent). The credit agreement provides for quarterly principal 
repayments of $1.1 million (75 percent) to June 30, 2006. In addition, commencing in 1999 and 
ending in 2006, SLPP must repay annually on account of outstanding principal an amount equal 
to 15 percent of the previous year's cash flow available for distrihution. The balance of the loan 
becomes due on September 30, 2006. The borrower deferred mandatory principal repayments 
until December 31, 1994, in accordance with the provisions of the credit agreement. 

The Province of Alberta (the "Guarantor") has paranteed the repayment of the principal 
amount outstanding, to a maximum of Canadian $72.0 million (75 percent), together with 
unvaid interest. In accordance with the terms of the Completion Agreement dated December 16, 
1992, the Guarantor shall have no recourse to SLPP or the parmers for any deficiency. The 
credit facility is secured by a fixed and floating charge over certain project assets. The financing 
is available, at the option of the borrower, in Canadian or U.S. dollar loans, LIBOR loans, 
Bankers' Acceptances or Letters of Credit, each with specified interest rates and fees where 
applicable. At  December 31, 1994, the total principal amount consisted of U.S. $63.4 million 
(75 percent) in LlBOR loans at a weighted average interest rate of 6.54% compared with an 
average rate of 5.21% in 1993. 

12. OTHER LIABILITIES 

Future removal and site restoration costs 
Long-term liabilities related to Syncrude 
Deferred acquisition payable 
Other 
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Tnbulnr ornounrs in $ millions, 13. SHARE CAPITAL 
unierr orhowire indicated 

AUTHORIZED 

20,000,000 First Preferred Shares 
20,000,000 Second Preferred Shares 
20,000,000 Third Preferred Shares 
Unlimited Common Shares 
5,000,000 Non-Voting Shares 

1994 
ISSUED AND OUTSTANDING Number of Shares Amount 

7.75% Deferred Convertible Redeemable 
with a paid up amount of $25 per share 2,999,700 $ 75.0 

Preferred shares redeemed for cash 

. . . . . . . . . . . . .  

Balance, beginning of year 69,993,447 587.5 
Issued on conversion of preferred shares 3,632,437 70.9 
Shareholder Investment Plan 662,842 12.5 
Employee Savings Plan 23,111 0.5 

Balance, end of year . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . .  . . . . . . . . .  74,464,114 673.3 j 69,993,447 587.5 . . . . . .  
$673.3 : $ 662.5 

1993 
lumber of Shares Amount . . . . . . . . . . . . . .  

The Employee Share Option Plan provides for granting to employees of the Company 
and irs subsidiaries options to ~urchase Common Shares of the Company. Each option ganted 
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, employee share options, exercisable 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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Tahular amoms in $ Mlliom 14. SUPPLEMENTARY INFORMATION 
unless orherwire indicated 

(A) INVESTMENTS PROPORTIONATELY CONSOLIDATED 

The Company conducts a substantial portion of its conventional oil and gas activity through 

unincorporated joint ventures which are accounted for using the proportionate consolidation 
method. In addition, the following investmenrs are also accounted for using the proportionate 

consolidation method: 

Slave Lake Pulp Partnersh~p 75 
Syncrude Jomt Venture 10 
AEC 011 Sands Ltd (75% of AEC oil randr ~ ~ ~ ~ i ~ d  rarmerihip) 3.75 

Ethane Gathermg System Jomt Venture 33.3 

Nmogen Fertllner - 

Percent interest 

Pan-Alberta Resources Inc 

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

the above-listed jointly controlled companies, unincorporated joint ventures and jointly 
controlled partnerships: 

Assets 

Liabilities 
Revenues, net of royalties 
Operatmg expenses 230.8 202 6 199 5 

(6) PENSION PLANS 

The Company has both a defined benefit pension plan and a defined contribution plan 
which cover substantially all employees. The defined benefit pension plan provides pension 
benefits upon retirement based on length of service and final average earnings. Defined 

contribution benefits are determined by the value of contributions and the return on 

investment of these contributions. 
The cost of pension benefits earned by employees is determined using the projected unit 

credit method and is expensed as services are rendered. This cost is actuarially determined and 

reflects management's best estimate of the pension plan's expected investment yields and the 
expected salary escalations, mortality rates, termination dates and retirement ages of pension 

plan members. The plan is funded as actuarially determined in accordance with regulatory 
requirements through contributions to a trust fund. The costs of defined contribution pension 

benefits are based on a percentage of salary. 
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~nbuiai amnunrr in $ miili~ns, The cumulative difference between the amounts funded and expensed is reflected as 
unieii otherwoe ind~aied 

a deferred asset in the consolidated balance sheet. 
At 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 estimated by the Company's 
actuaries, was $36.4 million (1993 - $43.3 million). 

In addition, one of the Company's unincorporated joint ventures has a defined benefit 
pension plan. At  December 31, 1994, the market value of the Company's share of pension fund 
assets was $53.6 million and the Company's share of accrued pension liability, as estimated by 
the joint venture's actuaries, was $54.9 million. 

(C) RELATED PARTY TRANSACTIONS 

During the year, the Company sold approximately $1 1.8 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 

Oil atid Ga; 
1994 1993 1992 

Operating costs 

Cost of gas purchased 84.5 35.4 29.0 

DD&A 

Equity earnings . . . . .  . . . . . . .  - 3.2 2.6 

Divisional income 127.1 121.0 78.6 

Les:  

Corporate GGrA* 

Corporate DLKA 

Inrerest, nut 

Foreign exchange 

Non-recurring items 

Income taxes 

Net earnings 

Identifiable assets 1,657.1 1.592.4 1,432.1 

Addirtons to capital a;sers 
and inrestrnenn 283.5 183.7 73.5 

Forirr Products 
1994 1991 1992 

184.0 1373 1097 

Other 
1994 1993 1992 

14.7 - 58 8 

Total 
1994 1993 1992 

"Oil and Gar" includes conventional coil and gas poducrion and mar!erinhi, Argenaw. and Syncrude. 
"T~anipmmrion. Scorax-e and Pracesrint" iilcludei p~pcliner, tos starape, sn&k piann, and S y n d  utility opemtion. 
''Forerr Producu'' includes lumber, medium dpnriry jlhehonrd and pulp. 
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