Alberta Natural Gas Company Ltd

Annual Report 1985



Corporate Mission Statement:

Through planned and controlled expansion and drersification
Alherta Natural Gis Company's mission iy o conunue 1o
achieve ahove sverage. sustimed growth, while mamtinmg,
it el sirength
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Annual Meeting
Ve gl Meeting ol Shareholders will beheld mibe
Biel Arre Roum. Westin Hotel, Calgar, Albertzt on Juesiin
the 22nd day of April. 1986 2t 930 am

The notice of meeting and proxy torm are beng e,
with this report 1o all sharcholders of record

About the Cover:

The sky wrns o ermison e over the blue monntins ol th
Comadian Rockies, providing a breathiiking backdrop o thrs
deetlianmzing wower at Alberta Nawral s Cochrane plant



Wherte Nttt
Creis Comvipiery 11d

Financial Highlights

1985 e

Operabmg rexenie
el incone
Inconte per averige outstashng commuen share
— bt quatrter
=secotul quarter
— third quarter
— fourth quarter
annul
Divdends pasd per common share
— anntnil rae
Conumon eguin
okl at vear end
per slhre
Fotal sissets
Capital expenditres
Wweriwe number of common shares onstindimy

$372.806.000 S300. 201000

24.908.000 21 TS 000
3 HE
.35 4l
32 :
37 3
.37 N
00 Ny

1 2.4,584¢.000 107 540 000
6.80 S

Fa0, 183,000 WO 000
27,801,040 10,243,006
I8, 174,171 18, 2500684

Common Share Market Information
tToronto Sock Exchange)

shires ividenids

[hgh Fer Vi I'raded Pand
1985
iesi Qurter M2y NRRLE PRI IR
Secomd Qe 1502 [N [N 20550 NIAR
P Quarter 15 25 S 1550 S 03295 NENE
Fourth Quarter 161K RS 387 8170062 301>
Year 16,25 12.73 [3.87 0.917.476 0.60
itiry NERU LN LY 1338, 190 MBI
Closg, price — Valuaton Dav, December 22070 ~§
Notes Share imtorniton o b shiosted o gve retroactive effect o the Iive-dor-one s~ an S b st gnd the

Utree-for-one stock spli e AL 180 198

Operalicg Revenue Net lnceme

vt Anlbogis aof daltyea Sl e ot s kollira
.

A 20

225 5

o W

“

0 T R b K1 ®2O81 8% 85

Income per Average Outstanding
Common Share

N dedlami

140

28 MW@ Re. - RY
OF mes A
0 | .-‘)'_';n ﬁ:}, ﬁégﬁx:)

MCGILL UNIvageiTy




Atherta Nedioval
(rels Comificinty Lid

1960: Inttial wffering of
12770 00 shares of common To our Shareholders

stk twas 1ssued

Reuussite regidatory apyrocads The vear 1985 marked 15 vears ot operation i Lanada tor
were obigoned fin the coustraction Alberta Natural. In 1960, construction of the Alberta-California
of an interprocical prelne Pipeline Svstem commenced, and in 1961 natral gas first
1901 Company sues first moved through the Company s pipeline m southeast British
anntal repurt for the year 1960 Columbia, These 23 vears are highlighted v a later secuon
196G: Purchased kind i of this report.

et mtown Calgery to protude

ocaion fior bead office huddiy Your Directors are pleased o report that vour Company has
1907: istoric restdence mogvd achicved sausfactony 1985 earmings. « level slightly higher tha
Jrome dowcntown fof fo fertage n 1984, Consolidied net income amounted 1o 824,968,000 or
Lark indd resiored $1AT per average oulstanding, common share, an mcrease of
L968: Yy ls recereed to $03 per share over List vear. The increase s largely annbatable

Jerniil consirtation and ofxretion ter the production and sale of natural gas liguds (NGL) from
of .f_n-(frq‘(art';v ni !{qm:.!‘a‘ cafraclion

plant near Cochrene, Alherta, al the Cochrane plant, where a combination of hugher production
‘ * L Aiberten ol

cant esdineiteed cad of 12 mitlion volumes and hetter fourth quarter product prices led to

nicreased profit

19BO: Yprogals receed for
consfriaction of ugh rev on freent

biatliding site 4 jond renture As acresult of market-responsive pricing policies with respect
et Olvgie & York, estonated to Canadian natral gas moving o United Staes markels,
ai S8 milion volumes of gas available 1o the Cochrane plant and moving
roved recared for consiraction through the pipeline swstem were significantly higher than
nf Phese | of Alaska Highiay in the past several vears. As previonsly mentioned. these

Piwelinte Proget

higher volumes translaed mto improved earmings om our
ML business, but otherwise affected the Company primaniy
i an operational sense

Our subsidiars and affitine compantes inthe Ponted States,
ANGES Chemical Company and ANGUS Petroleam Comporauon
contimug: |‘(,' HI]])()T[’\HH T‘lU,lf)l'.‘\ in our current success sund
offer opportunities for the future. ANGUS Chemical, in 1983
maintained the hugh level of carmngs aclieved in 1981 ANGUS
Chemical continues 1o aggressively seek ou new investment
oppartunies mtended o provide for substantial growth ov the
commg vears. Abvear end 1985, 11s new fine chemicals plant
in Ireland was Targels completed. with Timted production
expected o commence in March, ANGUS Chermical's strong, recent
performance and resulting linancial strength means that the
company s well positioned 1o take advintage of appropreate
opportumties it become avarlable

ANGES Petroleunt Comporstion: continued 1o espand its bise
i the United States m 1985 New properties were acquired

- . ) m Colorado, Texas and California While recent dechines ol rTT— '
t, ':",:'}(‘ﬂ”‘Uﬁ’{:7’{':’;;’\,,}/:,“:,”” prices will impact negatively on ANGLS Petroleum, we believe
cnd 1900 et priri of he 1708 it s the company moves imo a1 state of improved producton

Vbertar Cetliforatice Nedtirsid geie rites, 1L wall contribute positively 1o the Alherte Nawral

pipeliie system
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1982 ANG aned POT extuhiish
ANGEN Chemiical Company.
bectclgrcirtered i Northbrook.
Hiiens. restilting from the
prerchese uf niropardffins dirsaon
of International Mimerals and
Chemucal Corporadion

ANGES Chenacad formis sibiddicry
ANGLY Petrotech Corparation
Dased 1 Golden, Coloraely £
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o parficipate mn Enbeticed O
Kecovery ventires in the 18
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Expeension Project

Cold winter air and a dazzlmg
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Construction began bt 1985 on
e S0 puly Nowll Cancide Resonarees
Papeline o supply nediral gas to
s Pecice Kieer, Abberta fapearesion
Priject

Alherte Natrral
Crets Commpreany Lied

To Our Sharcholders (continued )

The vear saw two construction projects initiated, and both will
become operational in 1980, The Shell Pipe Line Project, Jocated
i the Peace River area of Alberta, estimated 1o cost $13.4 mullion,
was essentially completed in 1985, while construction of the
3.6 million carbon dioxide {C0,) recovery facility at Cochrane
wits somewhat delaved by cold weather in November This facilin
will be completed in early spring

When the pew chemical plant in IreJand. the shel] Pipe Line.
and the Cochrane €O, facihties become operational. they wll
contribute 1o our future earnings. Al the same tine, we
recognize that by themselves, these activities mav not he
sufficient 1o maintain the growth rates we have achieved ip the
past. Our past success has provided a strong basis for fuwre
growth in new areas and we plan to devote significant resources
to our Enhanced 01 Recovery (EOR) activities over the next
several vears. We are mindful of the recent drmatic declines
in the price of crude oil, and pricing considerations will

most certainly influence our investment philosophy in this area.
We do not believe that oil prices will decline indefinitely, or
that once botton is reached that prices will sit locked at tha
level Rather oil prices will. we believe, run in cveles just like
prices in other products and commaodities. We are also actively
secking substantial new investment in other areas that, when
combined with EOR, will allow us to meet the objectives of
utilizing our financial srength and managing a new period

of corporate grovah.

hn Septemnber, 1985, Dallas B Hawkims resigned trom the Board
of Directors and we acknowledge his contributions 1o the

affairs of the Company. Following the Annual Meeting of the
Company in April, 1985, Rebert K. Craig was appointed Senior
Vice-President and in September, William ]. Demcoe was appointed

Vice-President. Finance and Administration and Patricix S Mahoney

was appointed Treasurer

[he Board of Directors takes this opportunity 10 acknowledge.
with sincere appreciation, the lovalty and dedication of our
emplovees and their continued comribution o the successful
operations of the Company in 1985.

For the Board of Directors

A

Chairman of the Board
and Chiel Executive Officer

75 ke

President

March 5. 1986
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Twenty-Five Years of Growth and Development

This 1985 annuwal report reviews twent-hve vears of growih
and deveJopment for Alberta Natural This review reveals how
the Com rtions have changed over that pened

WV S

During the fist decade, the Company's onlv lunction was 1

O
|

W
cration of s gas tnsmssion factline m southeasiern Brivsh
Columbra

Recept of the regulatony and povernmental aunthoriziations for
the construction ol @ 166 mile large dummeter pipeline occurmed
10 1960, allowinyg construction 1o commence. 1961 marked the
completion of the construction phase and the commencement of
deliveries of natoral gas through the mternavonal cham of
tacilines comprismy the Alberta-Californa natural gas pipelme
swstem, i 1700 mile pipeline stretching from the  gas lields of
northern Alberta w the markets in Calitornia

I 1970, the NGL extraction plant pear Cochrane, Alherta wis
completed, and commenced delivenng substantial voJumes of
NGL for sale poneipally o narkets i eastern Canada and the
mid-western United States: Expanded on tao subsequent occasions
to extract ethine for use m the petrochemical indusin m

Aherta, the plant is designed 1o produce 41,400 barrels of ethane
and 16,300 harrels of NGJL per day

Construction of facilies 1o pernit the recovery of approximately
170 1ons per das ol ligquid €O, an the plant commenced List
sumrier wath compleuon scheduled for April, 1986 Our Coct
plant operanons now provide a signficiant portion o) tw
Company's overall earnings

Alberta Nattural stequired @ 49 unterest m Footinlls
Prpe Lines (South B.C ) L. one of the companies nnolved in
the Alaska Highway Pipehne Project The Foothnl]
prpehine paratlels Alberta Nawral's line through southeastern
British Columbia Alberta Natural directed the construction of
this pipeline and curremtly operates it as an mitegral pan

ol s swslem
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Twenty-Five Years of Growth and Development ccontinued)

[ 1981 the Company concluded an agreement with Ohmpa &
York Developments Limited, @ major Canzdian developer. for the
canstruction of a 31 storey ollice wwer on property owned by the
Company in downtown Calgary. While the project was deferred
due to the economic conditions experienced during recent vears,
canstruction of the sub-structure to ground level was undertaken
and completed i 1985 Construction of the 700,000 square fool
tower is expected 1o proceed once a lead e B been secured

In 1982 the Company and its affiliate Pacific Gas Transmission
Company purchased the nitroparaffing dwision of International
Minerals and Chemical Corporation. and formed ANGUS Chenneal
Company. located in Northbrook, Wineis. 10 operate i new
business venture ANGES Chemical 1s owned 56% by Alberta
Nattural, 2% by Pacific Gas Transmission and 2% by certam key
management emplovees Production facilities, which are located
an Sterlinglon, Lowsiana and Ibbenbearen, West German,
utilize feedstock derived from natwral gas m the producton of
nuroparalffins and nitroparaffin dervatives that are marketed
worldwide. ANGUS Chemical, ws a 90%, joint venturer with kochens
SA ol France, is expandig ils operations with the construction
of 2 new plant in Ringaskiddy., County Cork. Ireland. This
facilin. whicl is scheduled 10 commence imited producuon

m March. 1980, will manufacture fine chemucals for sile
primarily to the pharmaceutical and ageicuhural mdustries in
weslern Europe

Simnce 19820 ANGUS Petroleum, owned 20°% by Alherta Naral
and 80% by Pacific Gas Transmission. has established nself in
the EOR business. concentrating on steam flood operations in
the western Umitedd States

In 1985, the Company became mvalved in the EOR sector of the
petroleun business in Canada by establishing a department
under w senior officer to identify and acquire properties susceplible
1 enhanced recovery techiiques. The Company expects thit
substantial resources will be dedicated o thus business over the
coming vears

The polder bues of frost tinged
asperi ainel larch provide a changmg
beckdrop In Compressor Stalton
oot

I JUNZ construction heganr on
the second plend exprorision (e of
the B demetieozer fowers
bemg rased

Authorization was recewed o 1968
{0 hegin construchion of Alberta
Aadrral < Cochrane plant al an
estimiatod cont of $12 miflion
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1OO8: Confract with Do N .
foton s A Canade Review of Operatlons
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sroedieceel il ibe Cochrane plaii Petrochemical

1909: Fueld construchion of

e Cchrane plavdl began Cochrane Pt

1970 Cochrane plant

comnnenyed production lite ot Ihe Cochrane plant eperated contnuouslc e 1985, except for
seconed quarier i dass 1o permit scheduled upgrading on the prpeline swstens
1977 Agrevmicnt with Ahert of Nona An Alberta Comporation. i Paoitic Guas Transmiession
Crets Etilene CACGE T wberebny A0 Alherta Natural ook ahvantage of dus brief shutdow 1o
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woid remotal of carbon dody

from cthane procuct completed cobie metres (97 Mmels per din compared withy 18 0 nnllion
1985: Comstruciion hegan on cubic metres (6335 Mmchr per din m 1954, a0 increise of 51
tiwied wrzede ), Dgueficdion ficiih Procduction of NGL i 1955 averaged 2 235 cubic metres ¢ 10070
& ' T 1 ' - i 0o

el fleetil aile al @ estimated Batrrelso per das compared w0 ] 625 ubng metres (100230 harrels

cid of 836 million per dav i 98 dn mereise of 373% Dunng 1983, a0 average

of (100 cubic metres (38540 barrels s per dies of ethane was

Lonerese over the 1984 rate of 4 093 cubie
harrelsy per divv Ethane pricduced at the plin

i old 1o The Alberti Gas Eindene Company Lud 1o be vl
principally s feedstock for i ethvlene plants at Jottre. Alberta
At the request of the bover. due o reducsd denmand. approsamatehs
12% of the wot) ethane production was resimected o the

resilue !

prociuced, o

metres {2

i stream during the vear However, due 1o the cost of
wrIce Armeements moour ethane contract waith Alb
Filwlene, remjection has no fiemeral impact oo Alber
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1983 AN s Petrodenan

orvierdu restractirad A5G Petrochemical ccontinued .

crrrently boflds 2080 af conmnn

Shyire ANGUS Chenmieal Compans

1981 ANGES Frne Chemnicals

Led rO varned Iy ANGES ANGUS Chemical recorded another outstndimg vear, with
Chemical s brulds sew pleenit earnings ust short of the record level achieved Last vear

Rengeaskidedy. Corle Conentty. Ireleondd
Lo procuce chemical
Pty

ANGUS Chemcal's miarkets have been generally strong while
proclucnan costs Tive remained siable: Constructon of the
ANGES Fine Chemicals L plant i Ireland s expected o he
sterfpagton coted thibenbeuren completed m phases throughout the first half of 1986 The

AT A R company 1s encouraged by several promusmg busimes opportunities
procdiection facilifnes for this new venture

AN S Chemicad expans

W opart of st contmuing program of product development and
customer satisfaction, ASGES Chemical has expanded s
reserch activition, A new [aboritory taaliny has been acquired
ner e Narthbrook, Dinois offices. il s being equipped 10
stit the company's specific needs. The expanded rescarch and
development effort wall be directed towands opimzing current
nroparaffin actvites, will work towarnds new apphicanons and
products that o not he nitroparatfin hased, and will support
ANGUS Fine Chenncads ais it company moves into s production
stage We fully expeer that the nereased aciviny e thus area will
Benefit ANGUS Chemical and s customers, both by expreonding
die provnce e s improving efficienc

ANGLUS Perroleum Corporation

Stige 1982 ANGES Petroleum, wned 2000 v Alberta Natura)
has heen engaged i the acquisiion. development and operanon
of EOR. These ventures nvolve mterests in pactially depleted o
properties sitahle for steam injection or polvmer and alkaline
enhitneed water flooding for secondary and terare recoven
processes. ANGUS Petroleun actively continued acouisition and
development of reserves dunng 1985

WGIN Chemical s Rengakidedy plant
or Cewl Copniv. roland w currenth)
terdder constriction

Faarth mogers tabe ihe first Difes of
frasdr sed for constria fiend ol the

WS Chemicad
Wengedilidy sl

barin nntbitife
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1970 dddelitienicil pees terbine
conitressor ity pistedled it aff
three detfeons. proreasong tal
borsepoeer fo 99 400 {50)
Antharization recened o mstatl
30 Buch pipe at e river
crassnies i thive e fou

o Flattheae! Mewntain to rocide
Jrotechion agaimst flire

1981: Fhase §of Alaba Highea
Lipeline Project conipleted

1982: The four orivpid
CORfIressgr RS el Croteae!
replaced iath new TO0G By Js)
veis Larbine driven centrifugal
UORBrCsst Lt

VO8S5: Construction bewean o
S titde pipelose b sigply seattral
ey fo Shwt! Canaded s Pecce
Kuer Expansion Project af an
etinlcted cast of $13 4 million

Heary equpmoent moves info
plece af the banks of the Peace
River in freparation for the
layeng of the pipeline

Construchion bepan m 1967 to
nerease the compresor capibudity
of Alberter Netural s Crowsnest
Canpresstr Sadton o/

Alherte Neilural
fieer tompeny Ld

Pipeline

During the vear 1983, nawral gas deliveries 1o the United States
on behalf of the shippers. Alberta and Southern Gas Co Lid,
Westcoast Transmissien Company Limited. and Pan-Alberta Gas
L averaged 319 mullion cubic metres (1127 Mmeh per day,
an merease from 2317 million cubic metres (818 Mmel) per das
for 1984 This dramatic increase of nearly 40% can be primarily
attributed to the removal by the Government of Canada of
nmatral gas price contral for gis exports

I order 1o keep pace with techinological clvange. the Company
continted 0 maodernize equipment during the svear: The contral
swstems at Crowsnest and Movie were replaced wath micro-
processor based equpment. which wses programmable logic 10
coptrol the compressors. The Elko stauon control system will

be replaced in 1986 The nstallaton of flow measurement
equipment and telemetering for fuel gis measurement was
completed At all three compressor stations. These capatal
expenditures were SL3 million

I 1984, real-time electronic measurement ¢quipment wis
istalled at the mernauonal border meter station at Kingsgate,
Brinsh Columbiae Thes cquipment is now fully m service, bemg,
operated in parallel with the wadmenal charn measurement
swstem. U is mtended that the electronic swtem will be nsed
for custody transfer measurement of gas in 19806

Constructinn hegan in Seplember. 1985, on the 80 km (30 mile)
324 mm (12 mehy pipeline w supply natursd gas w Shell Canada
Resaurces Lumted for s Peace River Expansion Project Albert
Natural will own and operate this $13 4 million line, which is
expected 10 be completed in the summer of 1986

Aertal riew of the Elbo Compressor
et i sndbecstorn Brifish
(ol comtieted 10 1969
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Regulatory Review

Punng 955 the Natonal Enern Board und b developnient
of several new regulanons and the revsion of exsting
reguliiens, concerming onsl
cost and Noancial nformaton. and enviconmental godehines

Abert Naral partcipated mthe development of the proposed
changes: The revisions rentun i varous sages of developrem
Al venr el with none hinvmg, recenves Tmal approval

wre zuwed oftshore pipeline, constracton

The vear 1985 witnessed g stguficant ioverment wwirds
dereguliton ol the natural s mdustne m both domestic
and export markets This movement mcluded changes m the
mdusiry affecting both Alberta Nanural and ns affilioe,

the prmcipal shipper on Alberta Nawral s swsiem, Alberta
and Southern Gas

After months of negotiation. the federal government o the
producing provinces signed the Federal-Provipcial Agreement
on Nautural Gae Markers and Prives on Octoher 3101985 Thas
Agreement changed the mmimum price for exported gas and
will allow Canadian gas 1o be compenuve i the northern and
central Calilornia market Effecive November 1, 1983, the
Taronto City Gate price erterion, which had set @ nnomum
price for all expors of natoral gas, wis ehmimated and
replaced by the adjacent horder price wst = This new sy
provides tiat the price of nawral gas shall not be less than
the price churged to Coradians in the area adiicent o the
export ponnl

Pnder the terms of the Agreement. a Pripelipe Review Paned hag
e st Hp O exanue Il'(‘ role apd l?;':‘\"l“i[\f‘]\\ ol mensitiol
and mierprovingial pipehnes involved i the buving, selling and
transmission of matural gas Although this review s confined

e TransCanadn Pipelanes iminted and Westcoast Triansmission
Compans Limmed. the Company s presently assessing 11

rathle mvnlvement mthese procevdings

i order 1o remenn compettive nr Pacthic Gas and Electnc
Company s nirkel, Alberta ad Somhern fled applicanens for
price changes dunng 1985 wlhich saw the commedin rate
redaced from S299 MBI $256 MMB These price
chunges assisted m mantamng @ significantle hgher Toad
Lictor on the Compann s pipeline: On November 11983, the
NEB recommiended. and the Governor-m-Council approved. o
reduction m the commaodine portion of the export selling price
applied for by Albert and Southern for sale of naral gas o
Pactlic Gas Transmission. Since October, Alberta gl Southern
las also provided volumes of gas gt prices competitive with spaol
gis 111 PGRE s ket ona month-to-month hasis This gas
compeles with United States domesue volumes gomg inte the
PGAE spot market

Vaand talve o msialied on the
Vet Califormna natural vy
e et o (V02

I the Latter purt of 1983, Phase 1T of the Ommhus Gis Export
hearmy was conducted by the NEB 1o review gatural gas surplus

Thee valve asambls are a fortion

;,I B Rz, i Pl i o deternumation procedures. 3 decision by the Board 15 pending Phe ol weld o the Alberta
bo Dterneetioniald Border e ) ' P PP 7
The wmimg of futire phases of the Trearmg s uneertun a R

JUAL el s cereminny on i

st

O December 301985 Aberta and Sombern applicd o e \NEB
1o extend the current level of authorzed annual volumes through
t the vear 20000 This application wall Bikely be copsidered
alater phase of the current Omnihus Gas Export hearng

It
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iy also recenved an award
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trom the Canadian Gas Association for the achievement of four
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\ comprehensive and
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planning and execution of ever
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v Safeny Handbook
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detanled Saden Police Ml and _

bemg prepared o formalize guidelines and general policies

neose e all operational ares & Safety Policy Conmmttee Tus
wies, as well as o review
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Financial Review

The consolidited net wcone of Alberta Natural for [985 wos
S20908.000, or $1.37 per average outstanding common share In
1954 consolidated pet meeme was S20 78,000, or 8132 per share

Ihe major factors contributing, o the continued fwvourable
results i 1985 include the excellent performance of our 36%-
owned substdiary, ANGUS Chemieal, and anincrease in Alberta
Natral's share of marketing profits from the sale of NG

b Dome Petroleum Limited and amoco Canada Parolein
Company Ll

The annual dividend rate paid on the Company s commeon
shares was mereased 1o 608 per share front 364 per share,
effective with the March, 1985 quarterly dividend pasment. i
was further mgereased 1o 64¢ per share. effective with the
quarterly pasment in March, 1986
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Vherta Neilteral
O Contpenty i

Report of Management

The accompanmang consohdated hzncial stiements have heen prepared by neggemen. whics s responsible for the integrin and
objecuivity of this imformauon. These imsmenl stuements. prepared o an historie cost basts, are i accordance wath generally aceepted
accomnting principles i Canada ad are sdson e contormits with Internanonal Accounimg Stunlards sitli respect o listone cost
Where approprite. gmetnts based on estimates and padgements see ichided: Other fimancal mtornsion wnchaded v the amual
Report s consisent with that m the Tinancial statements

Management bas estabhished aod maintauns approprite ssstems ol mterial contral, policies ad procedures which are devgned o
meet s responsibiline for reliable and accurate reportmg, These ssstems of control inelude perodic reviews b the miermnal auditors

Arthur Attersen & o mdependent auhitors appatinted by the sharedolders, Bve reviesea e ssstems of e comral any
catmined the consolidated Tinancial stuements nsccordance with generatlv accepted gudinmg seondards. w enable them o cypres

i opinon on the farmes of the statements Ther report s mcluded herewath

Through s appomted sudit Commuittee, the Board of Directon oversees mugenent s respotstilitees tor gl seponing. The
Audit Commiittee meets annually wath management, the mrernat andiors and e independent anditors 1o review audiong, and
financial matters Internal and external anditors Tave free acces 1o the Audit Comminee: The consalidited fincial staements hae
Been approved by the Board on the recommendiation of the sadit Comannee

Auditors’ Report

o the shareholders of Alberta Namral G Conpane,

We lene examined the consoludated bielance sheet of Albert Naral G Compann Lrd co Canada corporaton ) s of December 3
1985 s 193, and the related consolidated statements of wicome. remnested earmmes, contrbated surplus and changes i el
position for the vears then ended Our examinatons were made me accordance with generally accepred audhong stoulands, and
accordinglv included such wats and other procedures s we considerod necesar i the arcumstinges

I our opmion. e saccompramang, corolubated el stdements present Loy the T
December 3101985 aund 1954, and the resuls of s operations and the changes e iioanceal posmon Jor the vears then ended m
accordance with generally aceepted accounting principles applicd o corsistent basis

il pesttion of e Company s ol

Calyan, Albertt ARTHER ANDERSEN & €0
Febriaan 3, 1980 Chartered Accountants




Consolidated Statement of Income
For the vear ended December 31, 1985
(with 1984 figures for comparison)

(thousands of dollars) 1985 10y
Operating Revenue;
Petrochemical $314,397 §269.930
Transportation and sale of gas 58.409 39.271
Total operating revenue 372,806 309,201
Operating Expenses:
Operating and maimenance 233.002 188,302
Gas purchases 33.898 16.199
Selling. admimistrive and research 28,153 24,583
Depreciation 14,841 16.261
Taxes —excise 3.491 024
— property and other 5.076 4.166
lotal operating expenses 318,401 250540
Operating Income 54.315 31661
Interest and Other Income 5475 1985
Income Beltore Income Deduciions 59.820 Goih
Income Deductions:
Interest on long term debt 2.042 222
Interest on other debt 4,618 5,408
Other 49 49
Total income deductions 6.709 L
Income Before Income Taxes 53,111 +3.907
Provision for Income Taxes 21.802 18481
31.309 3420
Minority Interest 0,341 6,244
Net hicome $§ 29968 RN
Earnings Per Average Common Share $ 137 § 13

See accompanying summary of significant accounting policies and notes

Lo



Alberta Natural
Cueas Company Lt

Consolidated Balance Sheet
December 31, 1985
{with 1984 higures tor comparison

Assets

(thousands of dollay) 1985 J9n

Plant, Property and Equipment §277,058 $245 878

Less accumulated depreciation 105,307 89.639
et plant, propert and equipment 171,751 150,239

Current Assets;

Cash and interest bearng deposits 51.003 19.097

Accounts and notes receivahle 58,762 51.001

Inventories 30,852 216018

Other 1,989 1,133

Total current assets

15,6006

123,909

Investments and Advances 21072 18,294
Deferred Charges 1.754 2602
Totl $340,183 SA0] (ki

Approved by the Bourd:

rector



Shareholders’ Equity and Liabilites

tthousands of dollars) 1983 Uy
Sharcholders’ Equity:
18,224 430 commuon shares {1984 - 18,236,130 s 17,705 < 1R0TG
Contributed surplus — 2169
Rervested earnmgs 100,866 87T
Cumubative transhation adpstment G013 25
Fotal shareholders vipna 1 24,584 1075340
Minorin [nterest 47 437 9 9]
Long Term Debt 34.503 20882
Deferred Ieome Taxes 30.5069 36,882
Current Linbilities:
Notes pavahle 30.77 15,787
Accounts pavable 33,299 26,349
Icome tases pavable 1.78S 038
(her 5,128 6.936
Total current hiablines 96,986 80,710
Contributions in Aid of Construction 04 104

Total

§340,183

S307.04

e ACCONMPANYING SUMmirny of \|_51H|fl(:m[ accountng ;‘Hi]uv\ and notes



20

1herte Neglireid

focts Crmnifienie) et

Consolidated Statement of Reinvested Farnings

For the vear ended Deceniber 31, 1985
twath 1984 figures for comparison )

{thotsands of dollars) 1985 1984
Balance at Beginning of the Year § 87779 §73895
Net Income 21,9068 M,178

112747

9013

Purchase and Cancellation of Commaon Shares 970 -
Dividends Paid on Common Shares 14,941 (19,234
Balance at End ol 1he Year S$100.866 WY
Consolidated Statement of Contributed Surplus

For the vear ended December 41, 1983

cwith 1954 figures for comparison

(thousands of dollars) 1985 108y
Bualance at Beginning of the Year § 2,169 SN
Purchase and Cancellation of Common Shares (2.169} (70%)
Balance at End ot the Year s — 21069

Se¢ ACCOMPANVING SUMMar of significant aceounting policies wml noies



Consolidated Statement of Changes in Financial Position

For the vear ended December 310 1983
(with JUs4 figures for comparison

i thousands of dollars) 1985 N
Funds Provided:
From operations,
Net income 8 24,968 24 0T
Add (deducty non-cash ienp-
Deprecration t4.841 10,261
Deferred mcome s (530) {3.341)
Eqquits earnings 130 {237
Other mcome deductions +9 19
Minorite interest 0,341 6.243
45 805 +4.158
Dividends — Foothills Pipe Lines (South B.Cy L 1,960 867
Comman shares issued 2818 1.043
Increase i long term deht 38 ARS8
Deferred charges — decrease (increise) 600 (409)
Effect of exchange rate changes on working capital 4,302 3218
Other 1,153 (50
Total $ 60,091 $48,201

Funds Applied:
Netadditions 1o plant. property and equipment
Dividends 1o

$ 27801

$10.218

— shareholders 10,911 10,234

— minort shareholders of subsidir 1.892 595
Ivestments and subvances — increase (decrease) 4,738 (4,355}
Common shares repurcliased 3528 757
Change in working capitii 11,421 30,752
Tatal $ 60,091 SR.20]

Changes in Working Capital Components:
Cash i interest bearing deposits

S 4.900

25013

Accounnts and notes receivible 7.701 1%
Inventories 8,234 3948
Notes pavable (10,987) 5.900
Accounts pavable {6,930) (5.330)
Income taxes pavible 5.833 (569)
Other 2,064 (1.226)

Change m working capital — increase (decrease) $ 11,421 SA0.7R

Sev accompanying summary of sigmiticant accountimg pohcies wd nates

[T
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Abherta Natural
Gets Compeny Lid

Summary of Significant Accounting Policies
December 31, 1985

QOperations:

Alberta Nawral owns and operates an extraction plant near Cochrane, Alberta which removes propane and heavier liquids (NGL) and
ethane from the gas stream. Alberta Natural alse owns sind operates a 914 mm (36 inchy pipehine from a point near Coleman, Alberta te
Ringsgate. on the British Columbia-idiho border for the transportation of gas ewned by Alberta and Southern Gas Co. Lid. and
Westcoast Transmission Company Limited. and for the wansportation of gis for Foothills Pipe Lines (south 15 €y Lk Alberta Natural
also aperates the pipeline facilities owned by Foathills Pipe Lines ¢South 15 G Lad located i southeastern British Colombia

The sale agreements with the purchasers of NGL and ethane and the gas transportation comracts and aperating agreement with the gas
shippers provide for the full recovery of all operating expenses. deprecrnan, property and meome taxes, ngether with a rewrm on the
unrecovered imvestment. In addition, Alberta Natural is enutled w 23% of the cumulative net marketing profits arising from the sale of
the NG by each of the buvers, Dame Petrofeum Limited and Amoceo Canada Petroleum Company L, and 4 share of the annual net
profit realized by the buver, The Alberta Gas Ethytene Company Lul., en the sale outside Alberta of ethane surplus to cthnlene plant
requirements.

Allerta Natral, through its subsidiary ANGUS Chemical Company, owns and operates mitropatraffin production facthues at Sterlington,
Lowsiana and Ihhenbueren, West Germany: The facihues utihze feedstocks dertved from nataral gas n the production of niroparaffing
and ather derivatve products that are marketed worldwide

Regulation:

The gas transmission segment of Alberta Natural's operations 1s subject 1 the National Energy Board Act and 1o the urisdiction of the
Board created thereby. This Board regulates accounting matters. export of gas, construction and operation of gas pipelines and rates,
tlls and tanfts charged for such operations.

Consolidation:

The consolidated financial staements include the accounts of Alberta Natural wind its 36"-owned 178 subsichary ANGUS Chemical
Company

Investments:

Alberta Nawral follows the equity method of accounting for its mvestment m 2 49%-owned athlate. Foothulls Pipe Lines (South B.C.)
L and for it 20% investment in ANGUS Petroleum Corporation

Foreign Carrency
Translation:

The accounts of ANGUS Chemical Company lrave heen translated into Canachan dollars usimg current rates of exchange for all assets
and labilities and average rates of exchange for revenue and expenses: The cumulauve effects of foreign currency translations are
included i shareholders” equin

The Series A and 18 Bonds are pavable m U nied States dallars, and are recorded i Alberta Natral < accounts at the current rate of
exchange, As provided by the gas ransportation contract. Alherta Natural recetves from the gas shappers. an substiution lor Canadian
dollars, sufficient Us. dolkars to miake the annual principal and merest pasmuents on e Sevies A Bongs {under the original terms of the
Deed of Mortgage e Trust) and accordingly the Company is protected against loreign currency flucuations with respect to this Series




Summary of Significant Accounting Policies (cominued)
December 3101985

Plant, Property
and Equipment:

tarit. property and equipment 1§ carried at vosy

An allowanee for funds used during construction 1s captabized for plant under construction: Ay such allowance recorded is included in
other income

Depreciauen on the portion of the extraction plant used for the remaval of NGL s calculated at an annual rate of 2.3% on a siraight-
lne basis The ethane portion of the extracuon facility is being depreciated at an nitial rate of approximately 0.3% decreasing 1o
$ 0% in 1994

Gats transmission plant is being amortized a1 «n annual rate (approximately 37%) hased on the proportion that the annual volume

of throughput authorized for export by the shippers bears to the wtal volume remainimg under the licences granted by the National
Energy Board

Nitroparaffin production facilities are being depreciated on a straight-line hasis over the esumated useful life of the assews Buildings zre
depreciated over 9 to 25 vears and equipment is depreciated over 3 to 15 vears

Imentories:

Nivroparattin product inventories are carried at the lower of cost or market on the last-in. fisst-our (LIFOy method of accounung for
mventone cost. Inventories of materials and supplies are carried at average cost

Income Taxes:

Income taxes are provided on the tax alJocation basis for all income except hyuids extracuon income which is subjet o cost of service
contracts. Income taxes will be provided on this source of income onlv 1o the extent that taxes are included in costs of service under
such contracts

Deferred Charges:

Project costs are inally recorded as deterred chirges pending evaluation of the projects. Deterredd charges applicable 1o projects which
have heen terminated are expensed

iy
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Alberta Natural
Geas Company Lid

Notes to the Consolidated Financial Statements
December 31, 1983
CTabular amounts shown in thousands of dollars)

1. Plant, Property
and Equipment:

1983 1984

Petrochenicai SI87 4] S1E0 104
(s transmission 61,894 61,220
['nder construction 27,723 1.554
277058 24 87R

Less accumulited depreciation 103,347 #9039
Net plant. property and equipment S171.751 $150.239

Puring 1993, an allowanee lor inds used daring constriction of S931.000 (19 - S35 has heen capitatizand and mcludee 2
ather income

2. Investments and
Advancoes:

19K3 [t

Fouthills Pipe Lines (south B.Cy Lid 8 Tokib 5085
Foothlls Pipe Lines (Yukon) Ll ¢preferred shares at cost) 3.210 327
ANGLS Petroleum Corporation (. 200 3.501
Other 210 437
S 2107 318204

3. Sharcholders’ Equity:

The classes ol shares Alberta Naural s awthorized w ssue consist o1 an uninmled number of preterence shares, having such nghs
and privileges attached w them as the Directors mav by resolution determime. and an undimited number of common shares

In accordance with the provisiony ol i Semor Management Seck Opuion Plin. L1000 commuon shitres were resened or issuanice
under the Plan. Options e beetr made wvaulable on 194400 shares s a price of 775 per share, 88200 shares a0z price of $7.33 per
shire, TAZ000 sTares i price of 8784 per share, 99000 slares s price of $13.90 per stire, 4.7 shares ataprice of S12.96 per slhiare
And 9EE00 shures at a price of $13.92 per share: To December 41 1S3 all of the aptions have beens exercised i the sumount of
S0.024.000° OF this amonnt 3,770,000 is included m accounts recenable A wotal of 286,400 commun shares were repurchased by the
Company at market price and cancelled i accordiance with the provisions of the Plan

Restrictions on the pavment of cash dmidends under certain arcumstinces are contained 1 the Deed of Morygge and Trust securing
Aberta Natural s bonds At December 41 1993, £3.082.000. otherwise svulable tor dividends, wits restricted i tns manner




Notes to the Consolidated Financial Statements contnuced)
December A1, Juss
CTabular amoims shown m thousands of dollars)

4. Long Term Debt:

Jvir
Jsstted Matunin 1985 [t
Fint mortgage pipe e bonds
G SeFes A CSS4A000 1 S LUhg 195G s 759 R
St Neries BCSA000.000 T S ] 199 +.193 02
N Neries £ 197 (992 4,500 S 250
Revente bonds b (SEO0S.000 1 ~ WSO Ny s 18,179 17150
Gither (85961000 1 ~ 8.330 270
35.9061 R
Lese sanhing tund imstalmenis due within one e 1458 ST
$34,503  dluxsl
siking fund requirements for i esi B waes e
Series eples B Seres | Onfer
NI s DN B
N . 3K R
s ACH "l -
RS S TS0 624
S0 SN 50 1206
90 ) T30 A1

The 196 smkang und requirement tor the Sertes € Bonds Tis

wett provided for by the purclise and cancellinon of £750.000 prngpal

amount of such bonds and consequent!s the Trabihim for smking fund stalments due within one sear has been reduced by s amsount

5. Income Taxes:

Fhe provision for mcome teses varies from the amonnt hat weuld e computed baappling, carrent ederal and provmeal weonse

s rattes for the reasons shown m the following tble

1985 o
meome betore imcome s and mimority interest §$53.111 S4R907
Less Income which s nt subject to s adlocation 6,170 {1166

Equity varnings {130) 23
[nceme subect 1o s allocanon 47,077 4250k
Expected 1mcome Ly provision al 48 8% (1984 - 48.0%) $22.971 §20 4012
Add (deducty adjustment o mecome taxes resulting from

Vanuficturing and processing profits credit (1#47) (3]

Other tax credits (972} (EA90)

Provision tor withholdimg wises on twregn meone 416 il

Gther 831 (R
Actudl income Ly provision $21.802 S840




Alherta Natural
Crets Comipeiny Lied

Notes to the Consolidated Financial Statements (continued)
December 31, 1983
(Tibular amounts shown m thousands of dollas)

6. Segmented Information:

a) Financial miormaton by segment:

Petro- Pipeline
Shemical  Transport Other Towal

1985

Operating revenue 33T S23 444 34965 §ATI806
Depreciation expense R EA U1 B N
Operating income 50560 S0l S(L25) 8 S35
Total wentthable assels SIR9.TYS st Sy 8540183
Total capital expenditures durmg 1ie vear SR s TS 8 = SN0
[984

Operating revenue 200940 sl S S0
Depreciion expense NP TURERNE R s ~ 16,201
Operating mcome STy L A07h STy s S260]
Totd wdentifiable assets S2335%0 0 sl 820079 S30TL Uk
Total capital expenditures during the vear R AT $10.293

by Financial information by reportable geagraphic s

Domestic

Foreren

1985

Operating, revenue s TS SHOLOS]
Operating, mecome AL ST 23R
Total wentifiahle swels SITR b song iy
1984

Operating revenue 204,600 s U]
Operating mcome s 0476 A
Total identable asses TR AR $325.481




Notes to the Consolidated Financial Statements (connued)
Drecember 310 1983
{Tabular cmounts shown m thonsands of dollarsg

7. Related Party
Transactions:

Alertatamd Southern Gas Co. Lad and Pacihie as Transmission Company are subsidiaries of Pacihie Gas and Electnc Company. Pacitic
Gis Transmission Company in e ewned 935" of the outstukling capital stock of Alherta Natural Gas Company Lid e December 31,
1985 Alberta Natural ownx 49 of the oustanding capital stock ol Foothills Pipe Lines ¢South B.C 1 Lid . 30" of ANGUS Chemical
Company aud 200 oF ANGES Petreleum Corporation. Signiheant ransactiens swith these related companies were i follows:

et clirges for perssnnel o related sdmimistratne costs from
Alberta wul southern $
Pacihic G Tramsnisston

23 Charges tor liquids extracton feedstock and fuel purchiased from
Aberta and Southern

040 Net churge tor ransportation ol gis to
Alberta and Southern
Foothills (seuth B¢y 1id

{40 Interest pand 10

Pacihic Gas Transmssion

4n

Amounts cutstanding at December Al
Pavathle w

Albenta and Southern

Pacific Gas Transmission

Receivable from

Alberta and Southern
Foothills (South 15¢ ) L1
ANGES Petroleum Corporitie

Bh

Ul
260

210

IR
D0

11046

[
LY
2000

8. Commitment:

The Company hias craered mito s agreement with Ovmpia & York Developments Limited for the jomtdevelopment ol Alberta Natral s
property e dowrtewn Calgany I secondance sl the terms of thie development agreement. Olmpia & York s responsible tor
finainemyg the project durmng the consruetion period Prelmunany expenditares have wotilled $17443.800 10 date: Albert Natural s
securily pledged, for construction Toans s restncted o share of the project Tand. the cost of which s included i Plant Under
Constructon Construction commenced during 1985 on Muse 1o the project which will complete the sub-structure to gronnd level




Vet Nettierait
o Compediy Ll

Ten Year Comparative Highlights

1985 M
Financial and Share Data
Operating revenue (SOH's) 372,806 309,201
Set nwome {S00'5) 24,968 24178
Earnngs per average outstanding common share (3) [.37 ] 32
Commor sharcholdens” equiny per average ontstanding, common shire (51 0.86G 389
Capital prowaded: (SO0 5)
Common sharcholders” equit — o F24.581 107549
Long tenn debt CGincluding current portion 35,961 31,979
short term delh 56,774 13.787
Minonty interest 7437 39,917
Deterred mcome taes 36.569 30,882
Averiage equity outstinding ( $O00 '~ 116,067 99.092
Averige debt ontstndingg, ($000's) 83251 31500
Returr on awverage common shareholders” equity = (% 21.51 240
Cash dividends (S000's ) 10,911 10,234
Annual dividend e per common share (89 = vear end .60 6
Divedend pavout ratio (%) 43.7 $1.3
werage number of common shares outstanding, 18,174,171 18,256,683
Plant
Avear end: (SR
Original cost 277038 3878
Depreciated cost 171,751 136,239
Capital Expenditures (3000 ) 27,801 10,243
Operational
Darlv volume of gas delivered
Average
(1rm’y ALY ISR
(MMch 127 BT
Daily prowuction: (average )
NG,
{(m" 2 235 1623
(Lihls) 14,070 10.230
Filuane
(m G 160 4 (93
(Bhls) 38,910 HaTs

Notes: Accounts of ANGUS Chenncad Company Bave been consolidied since Julv, 1982

1981 results include the elfect of s extraondinan tem (34780000, or $.27 per shure )

share mlormation hes een adjusted 10 g retroactve effect wthe tve-for-one stk aphit on M 10 19380 and the tiree-for-on
stock split o M 18, 1984

Operational dat does nov mchude production from ANGUS Chenncal Company



1983 1952 193] 14l 1975 73 1977 1970
290,257 214.618 130,904 116,133 110,207 62,130 32,387 47 317
n779 16,004 14,800 | 2,304 10,057 7.271 5,787 3.701
1.27 59 1.05 69 56 1l 32 32
5.04 404 3 b 202 g 215 187 1.65
90,633 72182 65171 51335 43040 A8.442 33426 29.601
30,346 31374 Fiisa 20,124 22,502 24873 17,249 29.604
54,687 (9,102 13.083 — — 11.001 4.999 —_
32164 23,596 — — — — — =
40,116 34.521 24.209 20473 22470 18974 14.118 9,530
81,459 68727 58,753 18,087 41,741 35934 31,513 27.603
02,855 05.657 25,483 1315 2919 34.067 30,926 30.79%4
27.96 KRR 3200 25.07 2409 20.24 18.36 206
7932 7.873 3.9 5.009 3439 2355 .96 ]1.825
4 a4 33 28 19 14 11 10
348 49.2 A7 10.7 344 310 439 420
17,082,677 17.892.330 17.892.330 17 892 330 17,892,330 17892330 17.89.2.330 17.892.330
132912 221,750 137 488 120921 119,949 114419 90,503 75.213
160,052 164,842 89,420 73 984 75.30% 79112 59162 17.220
13875 40,982 22569 1499 54073 24926 15418 271
24.66 20,00 2638 782 4399 30.57 3513 34.50
&7 940 38 992 1.200 1.079 1.240 1.220
1630 1970 1 600 170” 1 930 1 680 1 840 2020
10,270 11,383 10,083 10,730 12,160 10,540 11,600 | 2700
3920 3025 4470 3480 3483 2630
24,780 19.105 HER 1800 21.920 16,530
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President,
Alberta and southern Gas Co- Ll W Demiene,
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