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The Annual Meeting of Shareholders

will be held in the Britannia Room,

Westin Hotel, Calgary, Alberta,

on Thursday, the 26th day of April,

1990 at 9:30 a.m.

The notice of the meeting and proxy

form are Included with this report

to all shareholders of record.



fatroduction

The 1989 Annuai Report of ANG reflects,

more than any other year, the international
flavour of the Company. Certain design
critaria have changed from previous years,
and this report reflects a more simplified

graphic message.

Perhaps the most sighificant change 1n this
year's report, however, 1s the inclusion of
anr Annual information Form {(AIF] in
compliance with regulatory guideiines.

As a result of the AIF inclysion. detasled
financial resulls which would normaliy have
been inclugded within the Annual Report are
now incfuded within the ATF. The AIF. while
bound into this Annual Repert. is
essentially @ separate document and is
included at the back of this reportfon a

different paper stock.

One orther geparture from previoys reports
is thal the Company has this year in¢luded

the Management Proxy Circular as a boung- -

in document within this Annual Report. ey
That document appears belween the Anny
Report section and the Annual

Intormation Form
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Financial Highlights

1989

1988

OPERATING REVENLE (3)
NET INCOME ()

- betore extracrdinany items
- atter extraordinary items

INCOME PER AWERAGE OUTSTANDING COMMON SHARLE (3)
- fimst quarter

- second quarter
- third quarter

- fourth quarer
- annuial

- betore extraordinany items

- after extraordinary items

COMMON SHARFHOLDERS EQUITY (5)
- etal ar year-end

- pur average outstanding common share

RETURN ON AVERAGLE COMMON SHARFTIOLDERS EQUITY (%)

DIVIDENDS PAID PER COMMON SITARE (S)
- annual rate

TOTAL ASSETS(5)

CAPITAL EXPENDITURES (5}

AVERAGE NUMBLER OF COMMOXN SHARES OUTSTANDING
NUMBER OF SHAREHOLDERS AT YEAR-END

300.847.000

20.889.000
23625000

1.26
1.11

152.652.000

15

18.05

068
350.148.000
18.003.000
21,362,119

11260

540,400,000

17.025.000
F511.000
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=
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370.790.000
14, 484000
20.083.593

1.283

Income before
Exiraordinary Items
{in millions of dollars)
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Corporate Profife

ANG s Calgany -hised company operating i three business arcas - hvdrocarbons, specialiy chenueids

and ngnesiom,

Pacific Gas Transmission Company o TS tederadlv-regulated pipeline company, owns 49 2% ol the issued and
outstanding common shares of ANGC Inourn, Pacilic Gas and Electric Compans i migor myvestor-oms ned
unlity Based i san Francisco, Califomnie owns 10070 of Pacific Gas Transinission. The balance of the shares

of Alberta Natral are held predommantls by Cavidian mstiiions and indsviduals

The Company owns and operaes o Lirge-dianwter mtarad gas pipetine which Tinks the sestems of Noag
Corporaton of Albertg and Pacific Gas Transmission. 1o meve matural gas from Alberia o Califorme ANG has
9% interest mand operates Foothills Pipe Lnes tSouth 3.6 Lidox pipeline which parallels sbout one-hialf

of Alberta Natural> line in southeastern British Columbi

The Company also owns and operates o pipeline sehich ansports natural sas lor Shedl Canadie Reseurees

Limited in the Peace Rwver dres of Alberta

Through the Cochrune Extraction Plnt 1mmershin, ANG owns and oporates ooow arled-seabe naturat gas hguds
andd cllume extracton facility near Cochrane. Alberra, on the western leg of Novics pipeline systens,

This facility also produces and comracts tor the marketing of Gabon dioxade

ANG s i the husmess of mstural gas and nauiorad was hiquicds Drokerage m Canadda and the Uined Staes,
through ANG Liquids Lk wnd s whollv-oswned subssciaries. and Tas o nerest m NGL fractnonation dand
storage Facilines Tocaed at Manvesville, Michigan

Througlh ns subsidiiys ANGUS Chenpeal Conipany, ANG s engeaged inthe production and surkenng of
nuroperattins aned ther dervanes, aned the manulfactore e nerketng o speaalty chenuecils i the Uoned

stites e abroadd

ANG IS 83 COUIY cavier i new compxmy Magnesionm Comprany of Canacda Lidh o whucdy s presenthy
completing the construction of o processing Bicility newr High River Albertn 1o produce and miarket fagh punn

IMgnesium.

ANG has @ 300 anterest i ithe Amoco Contre tower locaied indewntown Calgan,



We are pleased o report thin consolickied

carnings in 1989 increased by S8 10
320,859,000, or S1.20 prer share hetore
extracrdinary items. The Company incurred
extraordimary losses in 1989 of 832606000, or
513 per shure due w expenses incurred ©
prepare the Calitorni erythromyain Biciling tor
disposul and because of the decision o wrie
cown our investment i International

Permcation Ing..

These record camnings were achioved s both
the Cochrane extraction plant and ANGUS
Chemical’s nitroparaftins business Tl

excellent years.

The construction of the magnesium production
tacility by Magnesiom Compuny of Canada Lid
(MACGCANY 15 now complete and the start-up
his commenced. This comnmissioning period s
exprected o last several momhs, We will not be
able to assess the success of the new process
until this is complete. ANG s a0 0% partner in

MAGCAN.

To Ouwur Shareholders

N are mtent on continuing to make ANG an
auractive investment for e sharehotders and are
concentraimg on the growth of the Compan
through its three dmnngt busimess units: hyvdro

carbons specialty chiemnicals and magnesiun.

Wo e recopnized that although we sull maintim
asolid cost-of-senvice Dase, nereasingly our
revenue screes are narket-driven. This change in
assel mix TL‘([UIFL.'\ U1 ()l"‘_‘.ilI]I;/itli(-‘I]ii[ sirichre .lﬂ(.l
management philosephy hat ailows the Company
© be responsive 1o 1he fast changing global

environment in which we operate

Growth in our traditonal pipeline transportation
and narural gas processing husinesses will come
net only trom the dircet expunsion ol these
businesses but through the pursut of related
opporuntios. These live recently meluded the
direct mirkating of natrad gas and the
marketing of naturdl gas liquids and refinery
feedstocks through our 30% owned alfiline.
Cunstues, Anothoer opportunioy exists w the
proposcd expansion of the Alherta-Califorriia
pipcline sysiem o atford greater throughpuot o
supply the Calitorni marker withy Canadian gs
This propaosed expansion is currently in the

design and regulatons revien process,



Future opportunities being investigated currently

include the wilizaion of waste heat from our
pipeline compressor stations for the generation

of electricity for domestic and export use.

ANGLS Chemical Company is dedicaed w0
expinsion in refativedy small niche markets in
special use chemicals. The nitroparaffing
operations provide @ very satisfactory and steady
level of camings and i nrodest level of growi is
expected in the future. The fine chemicals pliam
in Irelandd s @ grass roots diversification that
supplies custom manufaciuring service o large
and well known pharmaceutical and agricultaral
chemical companies throughout the world. Tts
specialization s the custom manufacture of
chemical intermediates used in the production of
pharmaceuticals. The suceess of this business
depends on a reputation for wccaracy wnd
reliabiity that takes time 1o baild. As we establish
this reputittion for exeellence, we expect ANGLUS
Fine Chemicals 1o be one of our important anxd

vitluabale assets, Ut could be expanded.

MAGCAN, our newest venture into U diversibiced
husiness, sull must prove itself. MAGCAN Tas 0
prove that its new provess is an effective method
of producing magnesium vt will allow timely,
economic expansion of production © mateh the
development of new uses in applications such s
structural auto parts.

Through MAGCAN, we are participating in the
creation of a new industry in Albwerna thar will
help mect the Provineial Government's goal of
econemic diversification and, w the same tme.
create new jobs and new wealth,

The environment is rapidly becoming the Tocus
of anention of our entire population. It
pronises to he the major issue of the 1990s in

the developed workd.

We in Canada have 1o make sure that our own

economic development strikes 4 sensible Baluance

between growth and environmental sensitiviry.
As Canadians, we can make a small. but
impaorunt contribution to this global problem by
our actions at home. Therefore, we helieve tha
Canada should cominue w be a catadyst inan

international approiach to the preblem.

In the conduct of its own business activitics,
ANG continually takes steps 10 address and
monitor dreas of environmental concern. The
Compuany plans to hecome more active in its
responses 0o growing environmental concerns
and will be condueting those activities under the

direction of the Chainman of the Boare.

Durimyg the Annual Meeting of sharchalders on
April 27, 1989, Messrs. RA MacKimmie Q.C.
FAC Miclke Jr. and B3.W Shackleford retired from
the Board, Mr MacKimmie served as Chairman
of the Board from December 1970, 1o April.
1983, W preatly appreciate their contributions

to the affuirs of the Compiany.

AL the same meeting. Messes, GUAL Manceatis,

Presicdent of Pacific Gas and Electric Company:

1.1 MeLeod, Executive Vice President of Pacific

Gas and Electric Company: and D.C. Lowe,
Deputy Chairman of Bombardier Inc.. were

clected to the Board.

In December 1989, Mr DAL Sharp was
appointed Senior Vice-President and General
Manager of the newly formed Hydrocarbons
Business Unit; M. WL Demcoc was appointed
Senior Vice-President, Finance and Corporate
Services: Me EWC Mychaluk was appointed
Senior Vice-President responsible for ANGs
magnesium investment, and Ms. PAML Miahoney
wias appointed Assistant Secretiry and Manager,

Investor Relations.

The Bouard of Dircetors would like © thank our
cmployees, whose dedication and commitment

made this year of record carmings possible,

For the Beard of Directors,

N.E. Wagner
Chairman of
the Board

March 1, 1990

Alberta Natural
Gas Company Lid

A EC

D.R. Fanton
Presiden! and Chie!
Execulive Offiger



The photographer's lens provides an interesting ang
artistic perspective of overhead prpes, a commen
scene throughau! the operalrons of the Hydrocarbons

Business Unut

Hydrocarbons Business Unit

During 1989, ANG centrabized its pipeline,
natural gas #nd nutural gas hquids marketing,
and extraction plant activities under a separae
operating entity, the Hydrocarbons Business
Unit. This reorganization has created 4 distine
profit centre which separates the Company's
core husmess from its chemicat and magnesium
activities. In addition, the Hydrocarbons
Business Unit reflects the unique financial and
operating environment of its pipeline and

extraction plant activities.
Pipelire Qperations

ANG's pipeline operanons are centred around
i large-diameter. high-pressure pipeline which
transports natural gas through southeastern
British Columbia. The pipeline is an integral
link between the Alberta natural gas system
owned by Nova and the PGT system which
transpons gas into the United States from 4

border crossing at Kingsgate, British Columbia.

In addition, ANG's pipeline operations include
a 49% interest in Foothills (South B.C.) which
operales pipeline loops that form part of the
Alaska Highway Pipeline Project. In northern
Alberta, ANG also operates a pipeline supplying
g4s W Shell Canada Limited.

Review ol Operations

Average Iraily Deliveries of Nawral Gus

1989 1968
For Export /Y 10Mm? 35,1 10°m?
at Kingsgate 137 Mmof 1380 Mmef
Interruptible 1.1 106m3 0.8 10°m?
deliveries R0 Mmcf 277 Mmcf
Off-line sules 0.7 105m?d 0.6 105m
24 Mmef 22 Mmcf

For the shell
Peace River 0.52 109m? (.53 10om3
Project 18.2 Mmcf 187 Mmcf

Deliveries 1o Kingsgate remained relanvely
unchanged in 1989 over 1988, Sales w0 PGT
conmtinued at high levels as a result of helow
normal precipitation in California, and the
response of the California and northwest LS.

markets o competitively priced Canadian gas.

With continued high sales w Kingsgate,
transportation capacity for interruptible shippers

remained at @ premium.

Capiwl expenditures w improve pipeline
operations and reduce fuel costs continued
during 1989, Near Yahk, British Columbia, a 3.5
kilometre section of main pipaine was replaced
o meet regulaony safety reguirements due o
population increases. o increase efficiency, a
new compressor wis instlled at the Crowsnest
Compressor Stution. On the Albertas/B3.C.
border, a4 new loop of the Nova pipdine was

tied into ANG's system.

ANG continually conducts studies to assess its
pipeline operations. In 1989, the Company
completed major studies 10 determine compres-
sor reliability, pipeline coating conditions and
maintenance techniques. These studies Tave
resulted ina number of capital projects which

will be undertaken in 199,
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This double-exposure of control panels frgm the

Cochrane exlraction plani presents an interesting

visvalimpact  Throughout the operdfions of he

Company s Hydrocarbons Business Unil, a high degree

ol conlrol is erercised over all areas ol operaliar

Peace River Pipeiine

The Peace River pipeline in northern Alberta
continued to operate cfficiently and trouble-frec.
Gas deliveries remained virtually constant with
1988 [evels at 18.2 million cubic feet per day,

with supplies dedicated to a heavy oil facility

aperaed by Shell.

Gas delwveries are expected 10 increase

substantially in 1990 due to the successful

negotiation cof 4 transportation agreement o
supply gas to another industrial project in the

region. This agreement effectively ncreases

ANG’s overall return from the Peace River

operation. A metering station to supply this

project was placed in service in the fourth

quarter of 1989.

Review ¢f Operalions

Cochrane Extraction Pian!

Average Daily Production and Feed Gas Volumes

L, 1958

Inlet Volumes 320 100m? 31.6 10°m?
1138 Nimdd 1,121 Mmct

NGL 2.601 m? 2,480 m?

10,457 Bbls 15613 Bbls

Ethane 6,202 ms 6,481 m?
39.011 Bbls 40,981 Bbls

CO, 1.3 Tonnes 72.1 Tonnes
67.0 0 Tons 795 Tons

Increased NGLs production is directly

attrihutable 10 higher levels of gas throughput.
The plant is expected 1o maintain these higher
levels in 1990 as a result of the Alberta Energy
Resources Conservation Board (ERCB) granting
final approval of an 18% increase in the plant’s

MEXiNuMm capaciry.

Ethane production was down 4.8% duc ©
severe cold in the first two months of 1989
which affected inlet pressures and reduced
recovery efficiencies. 1n addition. the ethane

content in the gas stream was decreased.

In 19940, a $1.0 million plant modification will
be initiated. In addiion w improving the plant's
control system, the plant will be fitted with the
technology w remove additional ethane from

residue gas leaving the plant.
Cochrane Liguefaction Plant

The CO, Liquefaction plant conunued 1o show
production improvemnents. During 1989, a
numbxer of modificaions were made o recovery
processes 1o improve efficiencies. Installation of
4 new product quality control systen during the
year will ensure improvements ¢ the production

of quality, food - grade CO,.
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CanStates Energy

since being acquired by ANG during 1987 the
Can$tates Energy partnership continued 1o show
improvement in the marketing of NGIs,
petrochemical fecdstocks and refinery speciulty
streams in both Canada and the United States.
ANG, through ANG Liquids Lid.. owns a 50%

equity pasition in the partnership.

Operating income increased 15% due o higher
product prices on volumes that remained stable
at 1988 levels.

The strategic hub of CanStares operations are the
fractionation and NGL storage facilities located at
Marysville, Michigan, CanStates, as an agent for
the Marysville Underground Storage Terminul,
leased approximately 3.5 million barrels of liquid
petroleun gas (LPG) storage during 1989, a
substantial increase over the L6 million barrels
teased in 1988

ANG, through CanStites, is also a participant in
a project to construct injection facilities,
Edmonton, Alberi. Construction is scheduled
o begin in 1990, These facilities will provide
NGLs 0 the Interprovincial Pipe Line (I[PL)

System. [PL has indicated that it will build

Review of Operalions

storage facilitics at Superion, Wisconsin o ¢nsuare H
that NGLs can be shipped to the fractionation
facilities at Marvsville. The first NGL shipments

wre expected © commence in 1991,
Gas Marketing

On February 101990, ANG established a general
partnership, ANG Marketing, dedicated 10

expanding its gas marketing capabilities.,

The purtnership has ereated an independent
business entety with the flexibility and efficiency
to respond o the highly competitive domestic

and export gas markets.

Pipeline Expansion Projec!

The wehnical study of ANG's planned pipeline
expansion project wis completed in 1989 and
tormal regulmory application o the NEB is

expected 1o ke place by mid 1990,

ANG will design, build and operate the
expinsion fadililies in scutheastern British
Columbia on behalt of Foothills (South B.C.}
and will own any new compression facilities

required s part of the expansion.

The project is currently fully subscribed by 22
shippers and will provide the imost direct route
for Canadian gas 10 Califomnia. Once completed,
the line will transport 21.38 10°m3 (735 Mmgef)
per day of Canadian gas o California and

4.19 10°m* (148 Mmch) per day to the Pacific

Northwest.
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ANGUS Chemlical Company

ANGUS Chemical’s results improved significantly
in 1989 aver prior years levels. Operating
earnings for the companys core pitroparaffins
business improved over 1988 levels for a
seventh consecutive year. Nitroparaffins
derivatives activity was particularly sirong in
1989, and feedstock costs were once again ar
stable levels. The company authorized
expansions to its nitroparattins derivatives
production capacity, which are expected to be

operational in early 1990.

Results at ANGUS Fine Chemicals Lid., locuted
in Cork County. Ireland, improved over 1988
levels. Several new products were introduced
during 1989, and other potential opportunities
have been identified and are being actively

pursucd.

The improvernent in consolidiated results reflects
the cessation of operations at ANGLUS Biotech,
Inc. ANGUS has entered into negotiations o
sell the assets of the California facility and
anticipates no further material impact on

financial results from that sale.

Review of Operations

The

A

MAGCAN preduction facritty at High River,

Alberta will turn ou! high-purity magnesium for alloy

useg

automoiive drecast components,

in sych diverse industries as sporting goads.

and other indusiries

requiring high-strength. fightweight mefal

MNagnesium Company ol Canada Lid.
{MAGCAN)

MAGCAN, 50% owned by ANG, was formed in
1987 10 construct and operate a magnesiom
production facility near High River, Alberta. The
plant utilizes a new process developed by
Magnesium International Corporation Lid., 10
praduce high purity magnesiumn ingots in

primary and alloy forms.

Construction of Phase 1 was virtually complete
by year-end and plant start-up commenced early
in 1990, with full production scheduled by the

third quarter

An aggressive marketing program during 1989
focused on identifying new product applications
and markets. It is expected that the majority of
the Company's production will supply customers
in the United States. Substantial deliveries will
also he made w the domestic Canadian market

and key customers in Europe,

With the start-up of eperations in 1990,
MAGCAN will focus on proving the plant’s
operational and commercial viability, and
ensuring a competitive position.

In conjunction with establishing a strong
presence in the industry, preliminary planning is
underway 1o prepure for a market-led

construction of Phase 11
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Regulatory Allairs

In August, 1989, the NEB expressed concern
over terns and conditions of access o ANG'S
British Columbiua pipeline. and directed ANG 10
file & uniform wansportation service document
10 address these issues.

ANG's position is that 1ts tariffs should renxtin
unaliered due to the pipelines umque character-
istics wehich set it apart from other pipelines. In
addition, the pipeline is already regulated on a
cormplaints-only basis.

ANG is procecding with preparing a gas
transportation document for filing with the NEB
in the firse half of 1990, This will have no

maneritl carnings impact on ANG.

Review of Cperations

At Cochrance, pericds of high gas low past the
ANG plant have resulted in the maximum inlet
volume exceeding levels under the Company's
permit issued 1y Alberas ERCB. To recuby this
sitwation, ANG applied two years ago to have the
plants authorized maximum capacity increased
from 3115 10%m3 (1.1 befy per day to 36.63
100md (1.3 heh per day: After several extensions

of interim approval permits, the ERCB graped

final approval of the application in October. 1989,

The NEB initined 2 Cost Recovery proposal
during 1989, which enables it to recover
operating costs from regulated compunics.

The NEB completed its review of industry
comments, including submissions front ANG
and its major natural gus ransmission customer,
Albena and Somhern Gas Co. 1id., and obtained
approval from the Treasury Boarcd of a cost

recovery implementation plin.

Pussuant 1o the plan. approximately 33% of the
Board's tonl budget is expected o be recovered
from the Canadian matural gas industry via a
charge to the regulated pipeline companies
hased on forecasts of throughput for the nest
calender year, ANG will be allocated about $2.4
million of the NEB costs on un annual basis.
These costs will De included in ANG's cost of

service, and recovered from ANG's shippers.

Safely Program

ANGS Safery Progrum continues 1o be an

integral part of day-to-day operanoens.

In 1989, the Company’s focus was 10 reorganize
its loss prevention managenient systems, aueit
the health and satety program and continue to
emphasize emplovee raining.

These activities ensure that management and
employees work wgether 10 suceessfully prevent

accidents and minimize losses.
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Financial Review

The consolidated income of Alherta Natural for 1989, hefore extraordinary items. was $26.889.000, or §1.20
per average outstinding common share. After the extraordinary item discussed previously is included. net
income was reduced to $23.623.000, or S1.11 per share  In comnparison. in 1988, consolidated income,

before the addition of extraordinary items, wus $17,023,000, or $.85 per share.

As part of its long term fimancial strategy, the Compuny entered into @ Deutsche mark denominated long
term bank loan to offset the foreign exchange fluctuations resulting from the operations in Germany of a
subsidiary of ANGUS Chemical.

The annual dividend rate during 1989 remained at the 1988 level of $.08 per share. Dividends were pavable

quanterly on the last banking day of cach quarter.

Common Share Marke!l Informalion

Toronto Stock Exchange

Alberta Natural
Gas Company L1g

Shares Divigends
High Low Close Traded Fard

LK -
First quarter 12 2 S TA B S ST
Second quarter 1725 1500 1A IAAn i
Third quurter 14t 10,50 I =5 (198008 il
Fourth quarter 1214 10y 7 iy 268,107 T
Year 1914 s~ g 2s S 1O 00 | =05 A4 RSRA
1948 16.25 $ 1247 $ 14.50 3.253.020 5004
1987 16.00 10.75 13.00 2882069 0.04
1986 16.00 1100 13.47 3.285.744 (.64
1985 16.25 12.75 15.87 6.917 470 0.60
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Notice of Annual Meeting of Shareholders and of Record Date

Netice is hereby given that the annual mecting of the sharcholders of alberta Natural Gas Company Lid will
e held ar twe Britinnia Reom in the Westin Hotel, Calgary, Alberta, on Thursday, the 26th day of April. 1990

at 930 a'clock in the forencon. local time. for the purpose of:

() receving the repart af the directors containing the financial stitements of the Corpuoration for the year

ended December 3101989 and the report of the aaditors thegeon:
th) electing directonrn:
(¢) appointing asuditors: and

G ransacting such further and other Business as may properly be brought before the meeting.

A copy ot the report referred toin business tem Go above accompsinies s notice.,

The Boardl of Directors has fixed Fridke, March 16, 1990, as the record date for the determination of the
sharcholders of the corporation eatitled 1o notice of and 1o vote at the annual meeting or any adiournment
thereot. Only shareholders of record at the close of business gn the date so fixed shall be entitled o notice
of and 10 vote a1 such annual meeting unless e mansteree of any common shares after such date establishes
that he owns such shares and demands, not Leer than wen davs before the meetng, tat his name e

includedd in the list of sharchalders entitled o vote thereat.

If vou will not be present at the annual meeting, it secald be appreciated if vou would complete and sign the
enclosed form of proxy and forward 1t the enclosed stammped self-addressed envelope 1o the Secretary of

the Corporation not Luer than 48 hours before the tme sppointed for e meeting.

Dated at Calgary. Alberta this st day of March, 1990,

By croer of the Board of Directers

B s

F G Homer
Vice-President and Secretary

Alberta Natural
Gas Company Ltd



Managemen! Proxy Circular

Revocability of Proxy

A sharcholder who hus given o proxy may revoke the proxy by an imstrament i writing exceuted by the
sharchelder or by his attorney autherized in writing, or il the shareholder is o corporation, under its corporate
sedl or by an officer or avorney thereol duly authorized, and deposited cither at the registered oftices of
Alberia Natural Gis Company Lid (the “Corporation”™, 2400 Fast Tower, Esso Plazi, 425 First Street SW
Calgan: Albera, or at the office of Montreal Trust Cormpams 411 - 8th Avenue SW0 Calpany Alberie at any
time up o and including the Tast business day preceding the div of the mecting, or any adjourniment thereol,
at which the proxy s 1o I used or with the chairman of such mecting en the day of the meeting, or any

adjiourmuent thereal,

Sollcitation of Proxy

Yoling

The management of the Corporation is soliciting proxies to be voted at the annual meeting of
shareholders of the Corporation to be held at the time and place and for the purposes set forth in
the accompanying Notice of Meeting and at any adjournment thereof, The solicitation will be made
primarily by mail. supplemented possibly by elephone or ether personal contact by regular emplovees of the

Corporauon. The cost of the solicitmion by the muanagement will be borne by the Corporation.

Shares and Principal Holders
On March 1. 1990, the Corporation had 21,290,686 cutstanding conmnon shares without nominal or par value.

There are no other shares of any class outstanding,.

Each sharcholder is entitled w one vote for cach common share shown as registered i his name on the list of
sharcholders which is wailuble for inspection during nernil Dusiness hours at the above mentioned oflice of
Montreal Trust Comprany anc at the mecting of sharcholders. The list of sharcholders will be prepared as of the
close of business on March 160 1990, the recond date fixed for dewermining shareholders entitled 10 nouce of the
meeting. 11 person has acquired ownership of shares sinee that dine, e nuv establish such ownership and

demund. not later than wen days betore the meeting, that his name be included i the list of shareholders.

To the knowledge of the dircctors or officers of the Corporation, only Pacific Gas ‘Trinsmission Company
heneticially owns or exercises control or direction over shares carrying more than 10 pereent of the voting
rights attached 1o all outstanding shares of e Corporation. The sawd Pacific Gas Transnussicn Company
beneficially owns 10491250 common shures of the Corportion representing 49.2 pereent of the outstanding

common shares ol the Corporison.

Efection of Directors

The beard presently consisis of cleven dircators o be elecied annually. The persons named in the
enclosed form of proxy intend to vote for the election of the nominees whose names appear below,
all of whom are now directors and have been since the date indicated opposite the particular name.
The management does not know that any of the said nominees will be unable to act as director, but,
should that occur in any case prior 10 the meeting, the petrsons named in the enclosed form of
proxy intend to vote for another nominee in their discretion unless the sharcholder has specified in
the form of proxy that his shares are to be withheld from voting. Sharcholders executing the form of
proxy who wish their shares o be withheld from veting on this matter should so indicate in the appropriate
place on the form of proxy. Lach director elected will hold office undl the dose of the next annual meeting, of
sharchotders or until his successor s duly clected, unless his office is carlier vacated and a successor

appointed pursuant o the by-Ews of the Corporation.

The following table shows the names of the persens proposed o be nominaed for clection as directors, the
other positions and offices with the Corporation presently held by them, their principal occupations or
employmens, the pericd during which they have served as directors and the approximate number of commaon

shares of the Corporation benefwilly owned or over which control or direction is exercised by each of them.

Afberta Natural
Gas Company Ltd
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Posmion and Ofices
presently held i the

Nununee for Dhrector Corproraten

Principal occupation or eimploviment aned
prnapal husmess of tw company or
armzanon n wineh such occupation o

cmployinent s ciarmed on IMrector sing e

Sures asat
1 March 1rR)

Hls Beath

Richard A Cluoke

Douglas K Fenon President andd Chicf

Executive Officer
Goudie

lohn ¥

Danld ¢ Lowe

Lieorge A Mancahe

Torm BOMoLeowd

Rolwrt | Richardson

Stanley T Skinner

John A Sproul

Chairman of the
Board

Norman E. Wagner

Consultant, Fermer Chairman 14 November, 1900
of the Board and Chiet Execunive

Officer of the Corporation.

Chairman of the Board and Chief 23 April. 1ug7
Exceunve Officer of Pacific Gas

and Electric Comprany, o gas and

electric utility compny,

President and Chicf Excoutive 15 My, 1975
Officer of the Corporation and of

Alberta and Southern Gas Co. Lid.

Chairman of the Board of Alhwrta 22 April. 193]
and Southern Gas Co. Lid.

Deputy Chairman, 27 April, 1989
Bombarcer Inc.,

a trunsportation and cquipment

manvfacturing compiny

President of Pacitic Gas and 27 April. 1989
Electric Company.

Executive Viee President of 27 April. 1989
Pacitic Gas and Ilectric

Company.

Management Consultant 20 April. 1988
Vice Chairman of the 23 April. 1987

Bowrd of Pacific Gas

and Electric Compuny
Consultant. Former Chairman of 7 Junc, 1978
the Board of Pacific Gas

Trunsmission Company. i gas

IrANSMISSION COmMpany.

Consultant. 22 April. 1986

[
[
oy

S0K)

GOB 0

26,282

1.000

300

2.000

200

Messrs. Booth, Femton, Goudie, Maneatis, Richardson and Wagner are also directors of ANGUS Chemical

Company, a significant affiliate of the Corporation.

The information as to common shares beneflicially owned or over which contral or direction is exercised by

4 nominee for director, not being within the knowledge of the Corporation, has been furnished by the

respective nominees individually
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aercise of Discretion by Proxy
The shares represented by the enclosed torm of proxy will be vored or withheld from voting on any ballot that
may be called for. Where the shareholder specifies a choiee on the enclosed form of proxy with respect 1©
any matter to be aced upon, the shares will be voted or withheld from voting in accordance with any
specification so nade. The enclosed torm of proxy confers discretionany aathority upon the persons amed
therein with respect o amendments o natters identificd in the notice of mecting of other maters it may
properly come bufore the mecting. At the time of printing this circular, the management of the Corporation

knows of no such amendments or other maners 0 come before the meeting.

deectors' and Officers’ Insurance
Directers” and officers” labality insurance is carried by the Corporation in the amount of $10 million. The
palicy of insurance provides that there will be no deductible for cach director or officer, or for all of then in
the aggregate. The policy does provide for a deductible of $250,000 for the insured organization {as that term
is defined i the policv). The premium paid by the Corporation for the period July 28, 1989 1o July 28, 1990
wits 349,500,

dppoiniment of Auditors
The persons named in the enclosed form of proxy intend to vote for the reappointment of Arthur
Andersen & Co., Chartered Accountants, Calgary, Alberta as auditors of the Corporation to hold
office until the close of the next annual meeting of shareholders. Sharcholders executing the torm of
proxy who wish their shares o be withheld from voting on this matter should so indicite in the appropriie

place on the form of proxy.

erecutive Remuneration
1. The Corporation hus & executve officers Gas defined in the Regulations issued pursuant to the Cinada

Business Comorations ACU.

2. Neither the Corporation nor any of its sabsidiaries makes any direct pavmen of cash remuneration o the
exveutive officers of the Corporation. In respect of services rendervd © 1t by an executive officer who is

also an officer of a related company. the Corporation pays a service charge to the related company,

3. The Corporation has a Senior Management Steck Option Plan (the "Plan™ pursuant te which options to
purchase common shares of the Corporation, which have been set aside for issuance under the Plan, are
grunted to certain employees of the Corporation including its exceutive officers. The granting of any
such options is the responsibility of the compensation committee of the Board of Directors, subject to
approval by the Board, The compensation comimitiee determines the numixer of shares that may e
subject o the option as well as all terms and conditions o which the option may be subject. Options
granted to date have been exercisable within five yvears from the date of the grant at @ price which was
90t of the wverage market price of the common shares of the Corporation on The Toronto Stock
IExchange during the five trading duys immediately preceding the date of the grant. The Plan also
provides that the Comoration, if requested, will loan the Optienee a sum of money equal to the price
pavable for the number of shares purchased, which loan 1s repayable, without interest. on the fifth

anniversary of the date of the loan.

During 1989, options 1o purchase 12,300 common shares of the Corporation pursiint o the Plan were
granted to the exeeutive officers of the Comoration a a price of $10.75 per share, The average market
price of the common shares of the Corporation underlying the option, during the five 1rading days
immediately preceding the date of the grant was $10.30. Wil respect 16 options exercised during 1989
purswant © the Plan, by the executive officers of the Corporation, the aggregate net value (market value

less exercise price on the date of exercise? of the common shares under option was 21875



22

Management Proxy Circular Alberta Natural
Gas Company L1g

1. Compensation presently payable by the Corporation o its directorns Jor service s directons comprises an
annual retainer of S12,500 plus $300 for attendance al cach mecting including conmmittee mectings,
However, those directors who are full time employees ot Pacitic Gas and Electric Company do not aceept

any such compensation. due o g policy of that company which precludes them from so domyg,

tndebledness of Directors and Officers
sinee Ly 1, 1989, the Corporation leaned the sum of $1.000,925 1o cmplovees of the Corporation 1o iassist
those employvees in the purchise af comimon shares of the Corpontion purswant 1o the Corportion’s senior
Mansgement siock Option Plan. The fellowing dircctors and officers are indebied o the Corporation in
amounts excecding $10.000 10 the extent set forth below in respect of non interest bearing foans for the purchase of common shares

of the Corporation under the said Phin.

Lanzest aggregate ameunt Current outstanding

vl indebtedness amount ot

siee lanuany 11989 indebredness
I Booth 2303985+ 230,308, 34
W Demeoe A08.500.00 A08.500.00
1D R, Fenton 512.050.00 525850000
| 1 Goudhe 340,390 .50 34039050
Foc Hanue ABE D A AR8.419. 34
P Mahones 240.0009.00 210,059 .00
v Ve Morland 461487 00 1G] 457 ()
W Ahvehaluk G23.908.00 125.908.00
1A Sharp 11994231 D942 54

Effective Dale of {nformation and Approval of Managemeni Praxy Circular
The information herein s given as at March st 19900 The contents of this Management Proxy Circalar and

the mdling thereof o the sharcholders have been authorized by the Board of Dirccors of the Corporation,

Dated wt Calgary, Albert this Ist day of March, 1990,

Alberta Natural Gas Company L{d

F. G Homer
Vice-Presiden! ang Secretary
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Alberta Natural Gas Company Ltd (the “Company™ or "TANG”) was incorporated on June 1. 1950 by a Specual
Act of the Parliament of Canada, being 14 George VI Chapter 61, On July 8, 1971, ANG was continued as @
company under Part I of the Canada Corporations Act and on May 14, 1979, was further continued as a

corporation under the Canada Business Corporations Act.

The head and principal office of the Company is located at 2400, 425 - First Street $.W., Calgary,
Alberta, Canada, T2P 3L8.

Corporale Aelationshkips

Significant Corporate Relationships
of Alberta Natural Gas Company Ltd

Pacilic Gas and
Electric Company

100%

Pacific Gas
Transmission Company

160%

Public
Shareholders

49.2% 50.8% = -

Alberta and Southern Alberta Natural Gas
Gas Co. Lid. Company Lid

Pacific Gas and Electric Company (*Pacific Gas and Elecric”™), @ major investor-owned utility company having
its head and principal office in San Francisco, California, owns 100% of Pacific Gas Transmission Company
(*Pacific Gas Transmission”). Pacific Gas Transmission, a U.S. federally-regulated pipeline company, owns
49.2% of the issued and outstanding shares of ANG. The halance of the shares are held predominantly by the

Canadian puhlic.
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Significant Corporate Relatienships
of Alberta Natural Gas Company Ltd

Alberta Natural Gas
Company Lid

100% 100%
ANG _
Processing Lid. ANG Liquids Lid.
100%
CanSlates
Holdings. Inc.
49% 0% 100%

Foothilis Pipelines Magnesium Company ANGUS Chemical
(South B.C.) LId. of Canada Lid. Company

Of the above corporations, ANG Liquids Lid. ("ANG Liquids™y and its subsidiaries. and ANG Processing Ltd.
("ANG Processing™) are considered 10 be direct subsidiaries of ANG under applicable securities legislation.
The remaining corporations are shown for information purposes enly. A complete fist of cerporations,

considered 1o be subsidiaries of ANG under applicable securities legislation, is on page 44,

ANG owns 10076 of the issued capital stock of cach of ANG Liquids and ANG Processing. ANG Liquids owns
100% of the tssued common shares of CanStates Holdings, Inc. ("CanStates Holdings™ which in tarm owns
100% of the issued common shares of ANGUS Chemical Company, ("ANGUS Chemical™). ANG owns 49% of
the outstanding common shares of Foothills Pipe Lines (South B.C) Lid. CFoothills (South B.C.)7), with the
remaining cutstanding common shares being owned by Foothills Pipe Lines (Yukon) Lid. ANG owns 50% of

Magnesium Company of Canada Lid. (C"MAGCANT) with the remaining 30% being held by one other party.

25



Hydrocarbons and Magnesium Facilities

1989 Annual
Albarta and British Columbia

fnformation Forr

! Peace River Pipeline I\
{ ~ [Appior. 76 km) |

‘J ® PEAGE RIVER \

k_\ WEDVOKTON \
. |
i \
|
\
|
| |
‘,\J |‘ [
TN |
| \ |
\ L\ l‘
\\ <> Coenrane Extraclion Plant
B CALGARY - ANG Headquariers
LEGEND \ > HWigh Rurer - MAGCAN Faciiles |
e, |
B HEADQUARTERS \\ |
- <O meenings \ ~\
b |
TN PIPELIM CRANBROOK @ ‘I
N |
r //" T I
BRITISH COLUMEB!A C";””“’-‘”’ 2
tatien ! )mesnesr
S ® Payce River
Crandrook @ Alberla Nalural Gas / /
Haintengnce {Apzeor 3774~} j\
Base \\7__ BRITISH ALBERTA
Comprasso? COLUMEIA
Compressor Station 24 1
Statian 28 — - ® Egmonice
p Foothills {South B C <
Yahe & (Aggror 58 x-) * Calgay
1/' Kingsgate |
MONTARNA Crandrook ‘




Chemical Facililies

) T

C T

_—
| $ORTHERDOK ((T;/\/_f/(

\ ‘ STERLINGTON

NS

/ e,
. N

s

L S

1989 Anrual
Information Form

:sssuaufefw
A ESSEN

\

/V

N
\ N
.‘ SINGAPORE

~ T\

s w .
/ NN
5, N
L "

m\/\/{} /

v

LEGEND

B sci0gusRTeRs

@ UANUFACTURING FACILITIES

27



28

Business and Property

Summary Description

Albuerta Nataral Gas Company Ll is s Calgary-based company which has been active in the nimural gas
industry for over twenry-five vears. Originally a transporter of natural gas, ANG has expanded its operations

o include natural gas processing and marketing.

More recently, the Company has diversified its operations through the acquisition of « chemical division and
most recently has acquired an interest in a4 magnesium production facility, The Companys fundamental
corporate stratepy of resource management o provide steady income and asset growth has been strengthened
Ly this siraegy of diversification.

The Company’s opurations are now comprised of three primany business segments together with certain other
interests, These primary seginents include hydrocarbon processing, marketing and transportaton, chemical

processing and marketing and magnesium processing and marketng,

The Compuany owns and operates 4 large-diameter pipeline for the transportation of nawiral gas through
southeastern British Columbia (the “British Columbia Pipeline™ . This pipeline links the systems of NOVA
Corporation of Alberta ("NOVA™) and Pacitic Gas Transmission. The Compeany has o494 ioterest in Foothills
(South B.C.o, which owns o pipeline looping about one-half of ANG's British Columbia Pipeline. The
pipeline loeps fonm a porton of the Alaska Highway Pipeline Project. The Company operates the Foothills
¢South B.C.) pipeline in conjunction with its own British Columbia Pipeline systent. ANG also owns and

opuraies o pipeline in nerthern Alberrn, which ransports naural gas for Shell Canada Limiwed ¢'Shell ™,

ANG s the managing partner of @ major natural gas liguids CNGLY and ethane extraction facility near
Cochrune, Alberta, on the western leg of NOVAS system. A carbon dioside (7CO5 ™) facility at the plant site

extracts food-grade liguificd €O, from the ethane product strean.

The Company is engaged in the NGL brokerage business in Canada and the United States through ANG
Licquids and its whollv-owned subsidiaries and has interests in two United States partnerships, which own and
operate o ractionitor and an underground storage faality locuted at Marysville, Michigan

The following is a brict summary of events which have oceurred inthe past five years, which have

significantly impacted upon the Company’s general development,
Corporate

In 1988, ANG completed a Rights Offering and issucd 3,030,303 common shares for proceeds of $3:4.6:40.000

whiclh wis used 16 reduce notes pavable,

Hydrocarbons

In 1985, ANG entered into a contract with Shell Canada Limited CShell™ for the transportation of natural gas
1o Shedls ol sands recovery project in the Peace River arca of Alberta, Delivery of gas commenced in 1986,
In 1987, ANG acquiredd a 308 equity position in CanStates Enerpy Parinership ("CanStates Energy ™), a markcter and
broker of NGL and chemical and refined products. [n 1988 and 1990, the Company entered inte thie CanStates Gas

Marketing partnership and the ANG Marketing partnesship, respectively, cach fonned o market natural gas
Chemicals

In 1987, ANG acquired substantially all of the shareholders™ merest in ANGUS Chemical which is engaged in
the production of nitroparaffins and derivatives and the manufacture of fine chemicals in the United States and
Europe.

ANGUS Chenical, through its subsidinry ANGUS Fine Chemicals Ll completed construction in 1987 of

a new plantin freland offering fully inegrated process development and manufacturing capabilities for the

pharmaceutical and fine chemical markets.

1989 Annual
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n 1988, ANG curtailed the operanon of its erythromyein production facility operated Iy ANGLUS Biotech. [ne.,
a subsidiary of ANGLUS Chemical and wrote down its investment in related plant, property and equipment and

product inventories in the amount of $12,514,000 (net of Lax of $8.343,000),

Hagnesium

in 1987, ANG became 4 50 participant in a4 project to design, eogineer, construct and own a magnesium
prochuction facility near High River, Alberta, Construction commenced in 1988 and was completed during the

Hrst quarter of 1990.

Other

In 1981, ANG enwered into an agreement for the joint development of an office building (Amoco Cenire) in
downtown Culgary with Olymipia & York Developments Limited (COlympia & York™ on land 1o be equally owned

by ANG and Olvmpia & York. Construction was completed in 1988 and the building is now 7 1% oocupied.

Hydrocarbons

Ges Transportation Facilities

The British Columbia Pipeline 1s @ Lege-diameter, high-pressure pipeline svstemn, which connects with the
pipeline system of NOVA near Coleman. Alberta, and the pipehne facilites of Pacific Gas Transmission at the
imternatonal border near Kingsgate, British Columbia, and consists of approximately 177 km (110 miles) of
914 mm (30 inchy pipeline along s 171 ki (166 mile) mainline right-of-way, and three compressor stations
with a total of approximately 73 300 kW (98,500 homsepower [[SO]) (e the map on page 2000 This
nerconnected pipeline system historically s provided up o 50% of the otal volurme of natural gas required
hy Pacific Gas and Electric for its northern and central California market and. in 1989, provided approxirmarely
49% of the total volume of this macket. In addinon w the large volumes of gas exported at the Kingsgate
international border point, deliveries are made 1o Columbia Nataral Gas Limited at cight sales taps and gas is
also delvered on an exchange basis 10 Inland Natural Gas Co. Lud.. all for use in the intenor of southeastern
British Columbia. The Company also transports gas on an interruptible basis, as described below under the
neading “Gas Transportation Contracts”

he 76 km (48 miles) of 324 mm (12 inch) pipeline in the Peace River arca of notthern Alberta supplics
natural gas o a heavy oil recovery project operated by Shell near Peace River, alberta,

The Company has all certificates, licences and authorizations necessary 10 eperate all of its pipeline facilities. [n
accordance with industry practice, all of the Company’s pipelines and ancillary facilities sere constructed on

2ither rights-of-way acquired primarily by easement and sinnlar grants, or property purchased in fee simple.

Gas Transportatiop Confracis

British Coiumbia Pipeline - Firm Transportation

The Company entered into a gas transportation contract with Alberta and Southern Gas Co. Lid. CAlberta and
Southern™) and Westcoast Transmission Company Limited, now Westcoast Energy Inc. {*Westcoast ), dated
September 20, 1960, which contract, as amended, provides ameng ather things, {or the firm transportation of
natiral gas exported by the two companics from Canada. The comract will remain in force until October 31,
1993, and for as long thereafier as cither Alberta and Southern or Westcoast has all the pecessary govemiment
authorizations for the export of natural gas

Alberta and Southern presently has the requisite authorizations, extending 1o October 31, 2000, 10 remove

specihied quantities of nawral gas from Alberta. In June, 1989, the Nutonal Energy Board (the “NEBR™) extended
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Hydrocarbons

Alberta and Southerns Canadian natural gas export licence from 1994 10 2005 Approval is currenily bemng
sought from the Alberta Energy Resources Consenation Bourd, for o term extension of the Alberta and southem

srovincial removal permit w the vear 20100
I k

Westeoust Energy Marketing Lid, CWesteoast Energy Marketing™). w0 wholly-owned subsidiany of Westcoast,
presently has the requisite authonizations, extending w October 31, 1991, 1o remove specificd quanuties of natural
gas trom Albertz, Westcoast holds a natural gas expon licence allowing it to export specified volumes until
October 31, 19920 In September, 1989, Westcoast filed an application with the NEB for a consolidated licenee

extending o Oaotxer 310 2004 1t is expected that the NEB will issue 1 decision on the matter during 1990

Regulatory authorities in the United States have ssued o Pacific Gas Transmission, s purchaser of Alberta and
Southers natural gas volumes, an import autherization with a term ending in Ocober 3101993, Pacific Gas
Transmission lits applicd o extend the 1emm 1o October 31, 2005, All customers of Westcoast :ilso hold the

requisite United Staes import suthorizations.

Under its major gas transportation contract with Alberta and Southem and Westcoast, the Company receives o
monthly cost-of-service pavrent allocated among the shippers in proportion o their respective daly contract
quantitics. This cost of service includes all reasonuble aned necessury operating expenses, depreciution,

amortization, income and cther taxes, and 4 contractually established return, presently fixed at an annual rate

of 11.78% applicd 1o 1ts rate base.

The Company's net income from e provision of this transportation service is not affected by the quantity of
gas transported within the limits of the present export licences of Alberta and Southern and Westeouast. The
contract dlso provides that Alberta and Southern and Westcoust may require the Company 1o constract facil-
ines, subject to the receipt of necessany authorizations, w0 enable dts pipeline system to transport additonal

volumes of gas.

The Compuny entered into operatng and transportation agreements with Foothills (South B.C), duted April
21, 1950, as amended, providing for the transporttion of natural gas owned by Pan-Albert Gas Lid. ("Pan-
Alberta™) through Foorhills South BLCOs pipeline and ANGS British Columbia Pipeline, and for the operation
of the Foorhills (South B.C.) pipeline. The operatung agreement with Foothills (South B.C) wrminates upon
the date the NEB acthorization to operate the pipeline terminates. The transportation agreement can be
werminated by Foothills (south B.Cy on not less than iwelve months” netice. The Foothills (South B.C)
pipeline operates under a Centificate of Public Convenience and Necessity issucd pursuant o Section 20 (13 of

the Nornhern Pipeline Act. The Centificae itself does not contain any time limitation.
British Cotumbia Pipeline - Interruptibie Transportation

The Company began transporting natural gas on an mterruptible basis in Februan: 1986, after entering into its
first imermuptible rransportation contract en November 1, 1985, sinee then. the Company has entered into
more than twenty natural gas ransportation contracts for interruptible service on the Britsh Columbia
pipeline. Natural gas transported under al but one of the contracts is exported at Kingsgate, British
Columbia, These interruptible shippers are only entitled to have their gas transporned when and of there is any
unused capacity on the British Columbia Pipeline. Priorty among these shippers s determined on the basis

of the effective date of their respective gas transportation comracts with the Company:

Regulation of the British Columbia Pipeline

Effective April 22, 1987, the NEB determned that it would aceept the Company's olls and tanfts as filed by the
Company from time (o tme and would review these tolls and tarniffs only if 1 complaing is received. In light of
recent NER decisions concerning the wlls and tanffs of gas pipelines, the NEB indicated in August, 19589, that
cerlain aspects of ANGYS triffs were not in accordance with principals recently adopted by the NEB,
Aaccordingly, ANG has been directed 1o file with the NEB, a uniform transportation tariff w reflect all

ransportation services offered by the Company on the British Columbia Pipeline. Tt is anticipated that any

1985 Annval
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decision made by the NEB with respect o this matter will not materially atfect the Comnpany’s transportation

perations.

Peace River Pipefine

The Company cntered inte a gas transportuion contract with Shell dated February 11985, as amended,
providing for the transponation of nitural gas for Shell's Peace River Expansion Project, a heavy oil recovery
project in the Peace River arca of Alberta. Delivery of gas conimenced September 1, 1986, The contract will
remain in force until February 1, 2016, and for as long thereafter as is mutually agreed to by the two companics.
The contract also provides that the Company is to receive & monthly cost-of-serviee ariff. The Company's net

ncome from the operations of the Peace River pipeline is not affected by the quantity of gas transported.

Cochrane Extraction Plant

On December 3. 1987, ANG transferred ownership of the cthane and NGL extraction plant, Jocined near
Cochrane, Alberta, o the Cochrane Extracuon Plant Partnership (the “Partnership™). The partners of the
Partnership ase ANG, and two of its wholly-owned subsidiaries, ANG Liquids and ANG Processing. ANG is
the managing partner of the Partnership, and also holds a majority interest in the Partnersbip. Other activities

of ANG Liquids and ANG Processing are described on page 33.

The Cochrane plant commenced operations in May, 1970, (o extract propane and heavier hydrocarbons from
the gas stream passing by the plant. Ao expansion completed in 1978 provided for the recovery of clhane,
amd a further expansion, completed in 1983, provided tor the recovery of additional quantities of vthane and
for the removal of COy. Construction of a tacility to refine the CO; o food grade for use in gas well
stimulation operations and in the carbonated beverage industry, was completed in June of 1986, The
Cochrane plant has a design capacity of 6 500 cubic meters (41,000 barrels) per day of cthane. and 2 600
cubic meters (16,000 barrels) per day of NGL. The Cochrane plant has achieved a one day production record
of 8 28G cubic meters (52,399 barrels) of cthane and 3 200 cubic meters (20,146 barrels) of NGL. The CO;

facility has the design capacity 1o produce 150 wonnes (170 tons) per day of liguid CO,.

gochrane Plant - Extraction Corntracts

ANG has gas supply agreenents with cach of Alberta and Southern and Pan-Alberr, authorizing the extraction
of ethane and NGL from their respective gas streams which flosy by ihe Cochirane plant. ANG also has

agreenients with certain of the interruptible shippers of nawral gas or the processing of their naaral gas

ANG has two gas supply contracts wath Alberta and Southern, The first, for the extraction of NGL, is dated
July 2. 1968, and will remain in force until Decernber 31, 2009, The second, for the extraction of ethane, is

dated June 24, 1977, and will remain in force until December 31, 2012,

In October, 1981, ANG executed a contract with Pan-Alherta for the right 1o extract cthane and NGL from Pan-
Alberta’s nawral gas stream passing by the Coclirane plant. This arrangement expired as of April 30, 1985,
and was repliced by a Leter Agreement effective May 1, 1983, hetween ANG and Pan-Alberta Resources Inc
“PARI"). Pan-Alberta has granted 1o PARI the sole and exclusive right o extract NGL and ethane from Pan-
Alberta’s natural gas stream, and in wrn, PARD has granted these rights to ANG, The parties are carrently

operating under this Letier Agreement and are in the process of completing o formal agrecinent,

Cochrane Pian! - Product Safes Contracis

The NGL produced at the Cochrane plant are delivered o and marketed by Amoco Canada Resources Lid.
{-Amoco Canada Resources™). formerly Dome Petroleum Limited, and Amoco Canada Petroleum pursuant to a
Liquids Sales Agrecment among the Partnership, Amoco Canada Resources, and Amoco Canada Petroleurn
dated July 2, 1968, as amended (the “Ligquids Sale Agreement”™). This agreement provides the Partnership with

4 participation of at least 25% in the cumulative net profits from the marketing of NGLL and with g monthly
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Hydrocarbons

cost-of-service tariff, which includes a return on the net invesunent base of the plant. Amoco Canada

Resources and Amoco Canada Petroleum are responsible for the marketing of the liquids. The agreement will

remain in force untsl December 31, 2009,

Pursuant o an Ethane Supply Agreement, dated June 24, 1977, as amended . between the Partnership and

Alberta Gas Ethylence (the “Ethane Supply Agreement™), ethane is delivered o The Alberta Gas Ethyvlene

Company Lid. C"Alberta Gas Ethylene™) at the ailgate of the Cochrane plant for use primarily as o feedstock in

the production of ethylene at plants located near Joffre, Alberta, This agreement includes o rewarn on the

unrecovered investment. [n addition, the Partnership receives o shure of the annual net profit realized by

Alberta Gas Ethylene on the sale, outside Alberta, of ethane surplus o ethylene plant requirements. The

agreement will remain in foree until Decembrer 31, 1998,

Sules o the buyers under the Ethane Supply Agreement and the Liquids Sale Agreement contributed 1o the

consolidated revenues of ANG for 1989 and 1988 in the following pereentages:

1889 Annual
Information Form

1988

Alberta Gas Ethylene
Amoco”

27.0%

15.1%

*includes Amoco Canada Petroleum and Amoco Canada Resources

The Partnership earns @ return on its investment at the Cochrane plant, regardless of the quantity of NG or

cthane produced.

Figeline and Plant Volumes

The following table sets forth both the average daily volumes of gas delivered through ANG's pipeline systenms

during the five calendar vear pericd 1985 - 1989, wogether with the average daily volumes of cthane, NGL and

€O produced at the Cochrane plant during the same period:

fhietage Per Day) 1968 1687 1986 FG85
volume of gas delivered:
For export at Kingsgate:
(106m3) 391 37.6 27.0 319
(Mmeh) 1,380 1.327 9933 1.127
For Peace River Project:
(10%n3) 53 50 3 —
(AMmch) 187 2010 12.0 —
Cochrane plant production:
NGL:
(m?) 2 4850 2320 1 802 2235
(Bibls) 15,613 14.6:45 11.345 14.070
Fihane:
(m%) 6 441 6 349 5045 6 160
(Bbls) 40,981 40,146 31935 38,940
COyp
ToNes 72.1 524 215 —
10ns 79.5 7.8 23.7 —




Hydrocarbons

Natural Gas Markeling

In 1982, ANG instituted a natural gas marketing progran within the Provinee of Alberta. o take advantage of an
opportunity o market the growing surplus of natral gas. Since that tme, numerous brokerage amangements have
been entered into 10 serve other Canadian markets, primarily on i short term basis. One of ANG's gas sule
contracts, with Shell Canada Products Limitex], damed July 15, 1983, is for a longer term, as it provides for the supply
of gas for a twenty-year period for use by Shell Canada Products Limited arits facdities near Scotford, Alberta.

A general partnership, ANG Marketing, comprised of ANG and ANG Processing was established in February,
1990, for the purpose of independently carrving on ANG's gas marketing business primarity in Alberta and

British Columbia

ANG continues 1o participate m marketing opportunitics cast of Alboeria and in the United States through Canstares

Gas Marketing, a partnership between CanStates Energy and GasTrade Inc,
Natural Gas Liquids

ANG finalized, in 1987, the acquisition of @ 30% equity position in CanStates Energy through the purchase of
the issued and oustnding shares of Rankin Floldings Lid., subsequentiv renamed ANG Liguids Lid., and
related asset purchase arrangemnents with subsidutries and affiliates of Polysar Limited ("Polysar™).

CanStates Energy operates as a marketer and broker of NGL and chemical and refined products, including

# large portion of the petrochemical feedstock requirements of Polysar,

In addition to the marketing operations of CanStates Energy, ANG acquired, through two partnerships, interests
in certain fractionation and NGL storage facilites. These assets consist of @ 24% imerest in a3 085 m3 (32 D00
harrels) per day fractionator and @ 12.25% interest in @ 794 550 m* (5 million acrels) undergronnd storage
facility, both Tocated at Marysville, Michigan across the St Clair River from Samia, Ontario.

The hvdrocirbons business segment of the Company had 125 emplovees st January 1, 1990, This number

represents the ot staff in the Calgary office and a1 field facilities and offices,
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Chemicals

ANGUS Chemical Company

In 1982, ANGLUS Chemical was formed o purchase the nitroparatfine division of International Minerals and
Chemical Corporation C'IMC”). ANGUS Chemical has s head office in Northbrook, Hlinois. Pursuant to
transactions made effective December 30, 1988, all of the shares of ANGUS Chemical were transferred from

ANG 1o CanStates Holdings. Through ANG Liguids, ANGUS Chemical remains o 160% subsidiary of ANG.

The properties of ANGUS Chemical include production facilities located on freehold land owned by the company
in Sterhington, Louisiana. For the purpose of installing i bio-waste pollution control system at the ANGUS
Chemical plant in Sterlington, the wwn of Sterlington issued certain revenue bonds, The facility s encumbered in
the awmount of $15,061,000 by anindenture of wontgage and pledge securing these revenue bonds, ANGUS
Chemical also owns a technical conter located near the Northbrook ofhee, which provides new applications
research and expanded analytical capabilities to ANGUS Chemical for the henetit of its customers.

.
Nitoparalfins and dervatives produced by ANGLUS Chemical are used in many areas, including pharmaceuticals,
coatings, saivents and textiles, and serve s wide range of specialty chemical markets. The Sterlington plant
manufactures nitoparaffins from a feedstock of inernally manufactured nitrie acid and readily avaslable propane
and is operated for ANGLUS Chericl by 1MC in accordance with an agrecinent hotween the teo parties. A $5.0
million (1..5.) cxpansion of the plant, scheduled for completon in the fist half of 1990, will enable the core
business to meet increased demand for two high margin nitroparatiins derivatives. A wholly-owned subsidiry:
ANGLUS Chemic Gmbl, owns and operates a plant in ibhenbucren, West Germany, which manufaciures two
major nitroparaffins derivatives from o combination of formaldehyde. nitropropance and hydrogen.
ANGLUS Fine Chemicals [d. CANGUS Fine Chemicals™, 1008 owned Ty ANGUS Chemical, operaes s multi-
purpose fine chernicals plant in Cork County, Irdland, on land held under long erm lease. This plant offers fully
integrted process development and manufactuning capabilities 1o the pharmaceatical and fine chemical markets on

world-wide basis. Using raw materials often supplied by its custormens, ANGUS Fine Chemicals is o wll manufacturer

of phamaceutical intermediates designed 1o meet the specifications and requiremients of its customers. As a result of

business expansion, a $2 mullion expansion © the waste treatment facilities at the plant is intended for 1990,

ANGLS Biowch, [ne, ("ANGLS Biotech™), $6% owned by ANGUS Chemical, was formed in 1986 through the
acquisition of certain assets of Rachelle Laboratories of Long Beach, Califurnia for the purpose of commercial
production of the antibiotic erythromycin at its Long Beach facility. Process and production probslems cesulied
in a decision, in December, 1988, 10 curtail cormercial production. Despite implementation of process
improvernent ctforts, it was determined in March, 1989, that a return o commercial production was not
practical. Operations have heen discontinued and ANGUS Chemical is currently completing the sale of the
assets of ANGUS Biotech.

ANGUS Chernical and its subsidiaries employ 328 people worldwide. This number does not include the 300
contract personned at the Sterlington plant. Botb the contract personnel at the Sterlingten plant and
approximately 607 of the 165 employees at the Cork County. [reland plant are unionized.  The labor contract
for Sterbingten is heing renewed in 1990 and the rish three-year labor contract s currently inits second year,
During 1989, 54% of the wotal sales of ANGUS Chemical and its subsidiaries were made in the United States,
with the remaining 16% of sales being made in Europe.

The consolidated accounts of ANGUS Chemical are included in the consolidated financial statements of ANG
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Magnesium

Haanesium Company of Canada Lid.

Oftice

MAGCAN, 30% owned by ANG, was lormad in 1987w design, engineer, construct and own 4 magnesium
production fality, located near [igh River, Alberta, wilizing a4 new process and (o market the high guadity
magnesium produced therefrom. Construction of phase one of the three phase Tacility commenced in April.
1988, and was completed during the first quarter of 1990, As of Febroary 11990, connnissioning activity had
commenced on 73% of the plant systems with full plant strt-up targeted for the fist guarter of 19890, Pursuant
1o a long term supply contract, high-grade magnesite ore. sourced nearby in British Columbia, is the primary

feedstock for the facility.

The tacility has been designed and constructed o meet all environmental protection requirements. Conse-

quently, ne material cipital expenditures relating o environomentl protection are foreseen at this time.

The primary markets for magnesium produced at the High River tacility will be aluminum alloy production,
desulturization of wron and steel, chenucal amd metallurgicsl processes, and steactural uses including the
diccasting market. MAGCAN 15 dedicated 1o the development of new spphcations and markets for its product.
In conjunction with its market expansion plans, MAGCANS rescarch and development activities include

process enhancement and assistance n e development of specific product applications of its customers

The patented technology upon which the process s based s owned by Minceral Process Licensing Corporation
B and s licenced 10 MAGCAN under o technology licence agreement for atern of thirty yours or the
expiration of the Last patent. sehichever is the latter. With this new echnology, MAGCAN bolioves o will attain

a competitive position in the workd magnesiom markets.

MAGCAN emploved atotal of 81 persons at its Calgary otfice and High River phintan year-end 1989,

Other

Building

Construction of Amoco Centre, o major office buikling in downtown Calgary, owned equaliv by ANG and
Olvimpr & York, was completed mthe sunimer of 1988, Glvmpia & York is responsible for arranging the
interim and permanent financing for the proect. ANG s o assume the abligation for its proportonate share
of such financing. The Company's seeurity to be pledged for the financing will be restricted 10 1ts share of the
project. At the end of 1989, lead wnant Amoco Canada Petroleum occupicd approximately 71% of the

leasable space; Olympia & York are actively seeking additonal enants.

fnternalional Permeation fnc.

ANG s one of four owners of IPLa private Alberta company, which had deseloped @ membrane wechnology
for the separation and recoveny of various componcents from gas mixtures and natural gas streams. TP1s
mandate sas 0 pursue the commercial exploitation of this technology and it had devored extensive etlorts o
accomplish this end. In April, 1989 the board of directors of 1P resolved o cither sell the company or wind
up ity activities. This decision resulied from the carrent cconomic environment in the petrocum industry,
which has o date, prevented the company from developing adeguate markets. Accordingh all defurred

rescarch and development costs were written down at March 31, 1089,
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Year Ended December 31

Thousands of dollars fercepl share gata) 98§ 1988 1887 1986 1985
Operaling revenue 300817 340,400 318,797 308,454 372.800
Income hetore extraordinary items 20,889 17.625 14,493 10,247 24,908
Net income 23623 4,511 16,900 16,247 24,908
Tertal assets S0 376,790 IRG527 360,283 340,183
Long term debt Gneluding current portion? 01042 832,921 95.612 95.39% 35,901
Farnings per average outstanding commaon share:

betore extraordinary items bln 0.835 0.82 0.89 1.37

atter extraordinary itenis il 0.23 43.93 049 1.37
Dividends declared per common share = 0.8 0.068 0.64 0.00

Notes: The Company has not issued any preferred shares.

1988 carnings por share retlect the effect of a rights offering completed May 31,1988,

Certain prior year tigures huve been reclassibied 10 conform to the 1989 financial stuement presentation.

Decrease in net income and otal assets in 1988 reflect the December, 1988 writedown of the assets of the

ervthromiyein procuction facilities in California.

Three Wonths Ended (unasdited; fun Yar 31
Thousandgs of doflars feacepl! share d2ta] 389
Operating revenue H0.721 DR Y1970 U3 284
Net income:

before extraordinary items Y157 6670 3703 5297

after extraordinary items 5,891 6,670 5700 3.297
Earnings per share:

before extraordiniry items v e (A -

after extraordinary items RS 03l 0:27 R
Three Months Eaded {unaudiled) Dec. 31 Sapt 30 Juna 30 Mar. 3!
Thousands of doliars [excep! share dala/ 1588 1988 1988 1988
Operating revenue 88,039 82,500 85.118 81,743
Netincome:

before extraordinary item 5,016 3588 4,458 3963

after extraordinary item (7.498) 3.588 4,458 3,963
Earnings per share:

hefore extraordinary item 0.23 0.17 0.23 0.22

after extraordinary iem (.30 0.17 0.23 0.22
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Managemen! Discussion and Analysis - Generai

Signilican! Accounting Policies
Foreign Exchange

The Compiany has major investments i foreign operations. lagely o tts chemical business. These investments
ate held by the Company's subsidhary, ANGUS Chemical, most ssgruficantly in the United States, wath
somewhat smaller portion of the core business myvestment committed to operations in West Germany. The fine
chemicals aspect of the business maintains s operation in freland. The chemical business 1s considered, by
mandgement, © be a self-sustiining investment, and as @ results the current rate method s used o translate
Both the investment and the results of {oreign operations © Cansdian dollars. Using the curcent rie of
exchange for Canadian dollars measures the impact that foreign exchange fluctuations have on the Company's
US dollar investment. This measurement is held in an account in shareholders” equity tided "Comulative
Translation Adjustment” and represents the unrealized gam ot loss @ e Company from holding the
investment. Following o strengthening of the Canadian dollar to the TS dollar by approximately 8.3% in

1984, the Canadian dollar strengthened by 2.9% in 1989 in relation to the U, dollar A stronger Canadian
dollar has had the effect of devilduing the Comprany's TS, dollar denominated net investment in ANGUS

Chemical.

As woll, ANGUS Fine Chemicals mamtams its accounts in Irish pounds. Current rates of exchange for US.
dollars are used 1o translate these accounts for purposes of the ANGUS Chemical consolidated accounts. After
strengthening by 12,455 in relation to the Trish pound in 1988, the TS, dollar weakened in value Iy 3.2%
relative to the Irish pound in 1989, A stronger U8 dollar has the effect ot devaluing Irish pound denominated
net investments Jike the Company's investment m ANGUS Fine Chemicals. This effect is also included in

“Cumulative Translation Adjustmeni™

Wherever appropriate. the analysis that follows reflects these foreign currency tluctuations.

Goodwill

During 1987, the Company made significant acquisitions in the chemical and NGL onarketing businesses.
These acquisitions resuited in the recognition of goodwill. Goodwill, acquired in this manner. is measured as
that portion of the purchase price that is inexcess of the faie value of assets and lizbilities identified with the
business acquisition.  Goodwill gencrally represents all those business factors, which in combination,
conttibnte 10 future carnings capacity. Mamigement anticipates that these businesses will make significant
contributions te the Company™s long werm success. With this in nund, a thirty (30) year amottization schedule
on a straight-line basis was chosen w mateh the cost of this future carnings capacity against future camings

from these businesses.

Depreciation

Depreciation schedules for the hydrocarbons business' fixed assets are caleulaed ona straight-line basss and

are generally ted 1o the erm of associated cost of service contracts or supply arranpements.

The chomical business schedules s depreciation of fixed asscts based on management's best estitnates of their

physical life using the straight-line basis.
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Financial Condition {Consolidated Balance Sheet)

The following analvsis is primarily focused on significant changes for 1989 and 1988 in financial condinon,
and changues in cash flosv and should be read i conpunction with the consolidated financial statements ancd

decompanying notes,

Property. Plant and Equipment

During 1989, net changes in the property, plant and equipment aceounts are explained as fallows:
Net capita) imaintenance expenditures:

hydrocarbons < - S 0
chemicil 10 208 0K

Unrealized foreign exchange gains on translation of ANGUS
Fine Chemicals accounts from Irish pounds w 175, dellars 1 883 (K
Unrealized foreign exchange losses on translation of ANGUS
Chemical's accounts from LS, dollars to Canadian dotlars L339 0.0000

Dhuring 1988, net changes in the property, phant and equipnient accounts are explained os follows:
Net capilal maintenance expenditures:

hvdrocarbons S 2477000
chemical 11,130,000

13,607 000
The December, 1988 writedown ol ANGLS Bloteeh facilities
ds8 deseribed in Nowe 10 w6 the consolidated fingncial statenments (184100000

Unrealized foreign excliange losses on trnslagon of
ANGUS Fine Chemical’s accounts from Irish pounds 1o 178 dollars €6.300.000)

Unrealized foreign exchange losses on ranslation of
ANGES Chermcals accounts from U35, dollars to Canadian dollars (11.229.000)

S 022,338.000)

Investmenis and Advances

Details of the Company s long wenn investments and advances are outlined in Note 2 1o the consolidated

financial statements.

During bothy 1989 and 1983, the mujor change in this account reflects the Companys investment in the
magnesiun business through a S0 partnership interest as discussed in Note 2 10 the consolidated

financial statements.

Construction of the THigh River, Alberta magnesium metal production Euwcility was completed and commissicning

began during the first guarter of 1990,

As aresudt of the April, 1989 decision of the board of dircctons of [PL o cither sell the company or wind up

ity activitios, all deferred research and development costs were written down at March 31, 1989



Managemen! Discussion and Analysis - General

Long Term Debt

Details of the Company’s long wrm debt are oulined in Note 5 10 the consolidared financial statements.

1888 Annyal
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During 1989, the net increase in long werm debt is explained as follows:

In Febnuary 1989, the Company concluded a 14 million DM
bank loan w0 more etfectively hedge European carnings in its chemical segment < YSYT NN
Scheduled repayment of ANGUS Fine Chemical’s debt C]LRYR.000)

Unrealized foreign exchange Toss on transhition of ANGUS
Chemical’s accounts from 128, dollars to Canadian dollars 1303 (KK

During 1988, the net decrease in long term debt is explained as follows:

Scheduled repayinent of ANGUS Fine Chemical’s deln 0 3.800.000

Unrealized foreign exchange gain on translatieon of ANGUS

Chemical’s accounts from V.S dollars 1o Canadian dollars 2,200,000
S 0,000,000

Working Capital fincluding cash)

During 1989, net chunges in consulidiwed working capital are explained as follows:

+  Cash increased by approximately $7.5 million due largely 1© the shurdown of the ANGUS Biotech operation
in the chemical segment.

«  Other current assets decreased by approximately $2.7 million due largely to lewer income taxes reccivable
at the end of 1989 when compared 1o the end of 1988 due to substantially larger tax deferrals in 1988

s Other current liabilities increased by approximately $3.8 million due largely to increised business activity in
the fine chemicals business and a dividend accrual in ANGUS Chemical.

s Notes payable have deereased by approximately $19.0 million. The proceeds of the DAL bank loan woere
uscd for this purpose as well as operating cash flow from the hydrecarbons business segment that sas not
required for other investing activities,

Dunng 1988, net changes in consolidated working capital are explained as follows:

»  Cash declined by approximately $13.5 million due largely to draws on ANGUS Chemical's cash balance 1o
finance the ANGLUS Biotech operating losses and ongoing capital expenditures programs.

+  Other current assets mcreased by approximately $22.7 million due Jargely o

increasing trade receivables and product inventory levels required o bring the fine chemical and
ANGLS Biotech activities o commercial scale,

meome ax reeeivable by ANG duc o deterral of a substantial portion of taxable income resulting in the
carryback of 1988 deductions to prior years.

»  Notes payable decreased by approximately $6 million. ANG's notes pavable were reduced by
approximawly $14.3 million with a portion of the proceeds of the May, 1988 rights offering. This reduction
was offset somewhat, however, by ANGUS Chemical, in taking on an additional $8.3 million in notes
payable to finance current operaning activities and capual expenditures.

« Orther current labilities declined by approximartely $10.0 million due largely o paying out the morntgage
bondholders in February, 1988, as well as 1 reduction in income taxes pavable.
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Changes in Cash Fiow (Consofidaied Statement of Changes in Cash Flow)
During 1989, net changes in consolidated cash low are expluined as follows:

«  Cush How from operating activities showed marginal improvement. The most substantual unprovement is
found in the working capitl accounts other than cash. Signficant cash wiis required by the chemical
Business during 1988 o bring its fine chemical and erythromycin operations to commercnal scale. The

requirement did not cepeat tself during 1989,

e During 1988, the Company required cash (323 milliony 1o make the bulk ol its cquity contribution o the
magnesiwm partnership. This partnership is discussed in Note 2w the consolidated financial statements.

During 1959, further $3.5 million was required as an equity contribution

Durning 1988, net changes in consolidated cash flow are explained as follows,

« The improvement in cash low from eperating activitics (hetore non-cash working capital changes) was

due largely 1o the deferral of taxes during 1988, compared 10 4 drawdown of deferred tixes during 1987,

»  The improvement in cash provided from financing activities wis traced o the proceeds of $35.4 million for

shares issued in May, 1988, as at result of o rights offering made o existing shareholders in the same month,

Managemen! Discussion and Analysis - Liquidity and Capital Resources

Capital expenditures will continue o be made cach year m developing the assets of the Company within its
existing scope of activities.

Opportunities tor capital investment through ongoing capital maintenance programs will continue at
reasonable pace i the futare. A major pipedine expansicit opportunity is currenily being pursued as a result
of increased market interest in natural gas in California. Topether with Foothills (South 3.C.), ANG plans ©
participate in the proposed Pacific Gas Transmission Alberti/Calilomia Pipeline Expansion Project {the
“Project”). 1 the Project proceeds, ANG will design, build and operate the expansion facilitics in scutheastern
British Columbia on behalf of Foothills (South 13.C.) and will own any new compression tacilities required as
part of the expansion. Feothills (South B.C will own the pipeline sections necessary 0 connect its existing
pipeline loops o the Company's pipeline system. The Project involves the expansion of both the existing
ANG and Pacific Gas Transmission pipeline systems 1o provide transportation service for an incremerual 750
Minct per day of natural gas o distribution companies in southern Calitornia and the Pacific norhwest U3,
The suceess of this investment sppoertunity will depend on the resolution of w0 varicty of issues culminating in

regulatory approval by the bodies having jurisdiction,

A scoond invesunent opportunily is also being considered by the Company. Through a joint venuure with
TransAlta Resources Corporation, ANG proposes 1 develop an §3 megawatt wasteheat recovery and
cogenceration plant near Sparwood. Briush Columbi for the purpose of supplying electriciy o British
Columbia Power Export Corporation ("Powerex”™) for export o markets in the United States, The proposed
project is one of tive power supply proposals being considered by Powerex. 1f this proposal is successtul, the
Company would be a 30% participant in the 373 million project. A decision as o the successful proposal is
anticipated by the end of 1990,

The Company and its subsidiarics expect o meel their cash requirements for fiscal 1990 for working capital.
capitd expendiwres, long erm debt repayments and dividends from internally generated funds, unutilized

exwsting bank lines of credit and unutilized existing short wem borrowing facilities,

1689 Annuai
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Management Discussion and Analysis
Resulls of Operations

The following analysis is primanly focused en significant changes for 1989 and 1988, in results of operations
and should be read in conjunction with the consolidated finuncial statements and sccompanying notwes. As
well. referenee should be made. whenever necessary for a cear understanding, o the Summany of Business

and Property beginning on page 28 of this Annual Infermation Form.

Hydrocarbons Business

The hydrocarbons business includes its pipeline investments in British Columbia and Peace River, alberta. its

natural gus processing business, and its NGL andd natural gas marketng businesses.

The success of the pipeline bDusinesses depends almaost solely on capital investment and reliable and safe
transportaticn service. The British Columbia Pipeline, which is regulated on a complaint basis only by the
NEB. is the major Canadian link to the Pacific Gas Transmission and Pacitic Gas and Fledtric pipeline system
and therefore provides the Company with 4 unique competitive position. Both the British Columbia Pipeline

and the natural gas processing plant operite at high load factors year round.

The natural gis processing business operated under the Cochriane Extraction Plant Parnership provides for
three major profit streams:
1) Similar to the pipeline businesses, the capital investment in the Coclirane plam facility is subject w the
Liquids Sale Agreement which calls for full recovery of both current operating expenses and capital
facilities investment over the life of the agreement along with a guaranteed retum on the commited

investment.  As the investment is recovered. returns decline unless there is additional facilities investiment.

[B=)
—

The Liguids Sale Agreement also provides that the buyers of the NGL will pay a charge based on the gas
supply provided by our major supplier, Albera and Southern. Other agreements currently in place for
the supply of natural gas w the plant, provide a protit opportunity 1o the Partership. These opportunitics

are dependent on both price and plant production.

3

—

As stated on page 31, the Liquids Sale Agreement provides for a participation in marketing profils. - Minsmal
marketing profits have been generated for the past two years due to Jow NGL prices. This condition will
hkedy continue for the foresceable future until the supply of hydrocarbons-hased epergy sources tightens,
The NGL marketing and natura) gas marketing businesses are much smaller in scale and rely for suceess on
the application of brokerage or administrative fees on high volumes of sales. These businesses are very
competitive and the fees or profit margins have been tightened in recent times. Success will continue 10
depend on high volume by providing a reliable supply and by expanding into bath fractionating and storage:
services through the CanStates group of partnerships. Arrangements are being pursued 1o ensure i long term

supply of feedstock to the fractionation facility.
Chemical Business

The chemical business is operated by the Company’s US. subsidiary, ANGUS Chemical. The core business
produces nitroparaffins and their denvatves in the United States and West Germany, and markets these
products worldwide. The core business continues to contribute superior returns to the Company™s overall
profuability. Through an ongeing commitment 1o research and development, ANGUS aggressively pursues
new opportunities for placing its products in existing and new end-use markets and anticipates increasing
future research and development expenditures as 4 percentage of sales. During 1990, ANGUS propeses 10
invest 34 million (0.8 in research and development activities, the majority of which is intended tor
applications support and wehnical services. ANGLUS has only one major competitor in the production of basic
nitroparafting. Through a concerted effort 1o move more aggressively into the marketing of derivatves, the

Company sees continuing success in the core business.

1989 Annpal
Information Form
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Management! Discussion and

Results of Operaltions

ANGUS Fine Chemicals. operating out of its facilities located in Ireland, offers a specialty chenueal design and

production service. Profitability depends on efficient utilization of plant capaciny. T date. a number of

oppartunitics have been brought o fruition,  Long term success will depend on an aggressive

narketing strategy.

Significant changes in results of operations are discussed below:

fihousands of doliars)

1388

1987

Income betore extraordinary items
[lydrocarbons:*

Revenue 24 i s 205,027 S 201,817
Expuenses 157,401 178982 175 824

32,352 26045 25.993

Chernical:

sales i | 133,373 116,980
Rescarch & development 1Y 5.074 4.549

Other expenses nOT 116,991 101,175

2,2 15,308 11.256

Operating income SR 39,353 37,249
Other income =G 3,000 6,022
DR 44,259 13,271
[nterest expense 15,5 (15.933) {14.01-0
[ncome taxes el (10.281) (13,561
Minority interest . (8O0
20,884 $ O 17.025 S 14893

* These figures exclude NGL marketing, operated through the CanSttes group. These results are included on

an equity basis in Other Income.

Significant changes in results of operations during 1989 are discussed below:

»  The bydrocarbons Dusiness continued 10 make a strong contribation during 1989, The significant

improvernent, when compared to 1988, is duc 1o the extension of the production life of the Cochrane

plant facitity due in im0 an extension of the supply arrangements o the year 2012 with its major

supplier. Alberta and Southern. This contributed approximately $4.9 million o operating income.

s The chemical business, as well, showed continued strength threughout 1989, The significant

mmprovement in 1989, in large measure, is due o the shutdown, e in the first quarter of 1989, of

operations at its erythrormycin facilitg

e The increase in income tixes 1s solely traceable 1o improved operating results from both the hydrocarbons

and chemical businesses.

1889 Annyai
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Management Discussion and Analysis
lesufts of Operations

Significant changes in results of operatons during 1988 are discussed below:

s Operabing income improved by 52,1 million, or approximately 3.6%. This improvement is mainly traceable
10 the results of ANGUS Chemical. Their core nitroparaftins business showed continuing strength during,
1988, with some improvement begtinning to appear in the Trish fine chemical business segment. These
results, however, were offset by disappointing returns from the enthromyein production facilities in
California during 1988, The Company made the decision in December, 1988, 16 curtail the operation of
these facihties and coneentrate on a process development eftort. o March, 1989, it svas detenmined that
operations should be discontinued. ANGUS Chemical has entered negotiations for the sale of the ANGUS
Biotech assets,

« Other income declined by 32.1 million due Largely o forcign exchange losses of ANGUS Chemical
relating 10 the operation of their German subsidiary, ANGUS Chemice GmbH, repornted during 1988, s
opposed 10 exchange gains reported during 1987, These foreign exchange gains/Ulosses) are a reflection
of the average relative strength (1987) or weakness (1988) of the West German mark relative to the U8

dollur.

» Interest expense increased during 1988 by approximately $1.9 million, reflecting the cost of Financing.

for o full vear, the April, 1987 acquisition of the minority mterest in ANGUS Chemical.
« The provision for income taxes declined by approxinutely 33.3 million reflecting lower federal tix rates
both in Canada and the United States.
Magnesium Business

Management will be able w0 provide discussion on results of operations for (he magnesium business segiment
once the MAGCAN facility is on stream. Start-up is argeted for the end of the finst quarter of 1990,

A description of the magnesium business is included on page 35 of this Annual Infermation Form.

Markel for the Securities of the Company
The Company's common shires are listed on the Alberta, Montreal, Torono and Vincouver stock exchanges,

The Company's Eurchond Debentures are listed on the Luxembourg Stock Exchange.

1889 Aanvual
fnfermation Form
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Dividends

Dividends on the outstinding common shares of the Company have been declared and paid without

interruption on a quarterly basis since June. 1962, The Company has no stated common share dividend policy.,

The Comipany has paid the following dividends per share on its share capital during the two fiscal years

preceding the date of this Annual Information Form:

1589 Annual

Information Form

1959 1988
Fourth quarter ST 5017
Third quarter S0.17 5017
Second quarter S001T 5017
First quarter ST $0.17

Subsidiaries of the Company

Juniscliction of

Ownership by ANG

Company [ncorporation (Direct and Indirecn?
ANG Liguids L. Alberta 10024
ANG Processing Lad. Alberta 10004
ANGUS Biotech, ine, Dreliware OO
ANGUS Chemicitl Company Drelaware 100x%
ANGLUS Chemie GmbH Federal Republic 1004
of Gernmany
ANGLS Fine Chemicals Lid. Cayman [slands 1G04
ANGLUS Inernational Lud. United States 1000
Virgin Islands
CanStates Energy: Inc. Oklahoma 100240
CanStes Hoidings, Ine. Oklahoma 10004
Canstes Hydrocaurbons, Inc. Michigan 10074
Rankin Petroleums, Inc. Michigan 1007
Rinkin Petroleum Marketing Ltd. Alberta 13




Directors and Officers of the Company 1989 Annual
information Form

directors

Mame and Municipality Principal Occupation during
of Rusidence the Last Five Years Director since
Harry Booth3 Consultant. Former Chairman of the Board November. 1969
Calgary, Alberta and Chief Exceutve Officer of the Company.
Richard A Clarke Chairman of the Board and Chief Executive Officer April, 1987
San Francisco. California of Pacific Gas and Electric Company since May,

1980: prior to which he was an exceutve officer

of Pacific Gas and Electric Company
Douglis R Fenton 3 President and Chief Exceutive Officer of the Company May, 1975
Calgary, Alberta and of Albena and Southern Gas Co. Lud, since May,

1986; prior o which he was Executive Viee-President

of the Company and President of Alberta and Southern

Gus Co. Lul.
John ¥ Goude 14 Former Chairman of the Board of the Company. April, 1981
Calgary, Alberta Chairman of the Board of Alberta and Southern

Gas Co. Lid. since May, 1986; prior 10 which he was

President of the Company and Exccutive Vice-President

of Atheria and Southern Gas Co. Lud,
Donald € Lowe Deputy Chairman, Bombardier Inc. since Januoary, 1990 April, 1989
Montreal, Quebee prior 1 which he svas President and Chief Exceutive

Ofticer of Canadair Inc. since 1986: prior o which

he was President and Chief Exceunve Officer of

Kidd Creek Mines Lid.
George A Mancats President of Pacific Gas and Eleetric Company April, 1989
San Francisco. California since May, 1980, prior o which he was an execative

officer of Pacific Gas and Electric Compuny.
i H McLeod 2 Executive Vice President of Pacific Gas and Electric April, 1989
San Francisco, California Company since February, 1989: prior 1o which he was

President of Tenneco Gas Transportation Company

since 1987, prior 1 which he was President of

Tenngasco Corporation,
Robert ], Richardson 1.2 Management consultant since January, 1987 prior to which April. 1988
Montreal, Quebec he was President of Bell Canada Enterprises Inc.

prior 1o which he was Exccutive Vice-President,

E.L du Pont de Nemours Ing.
stanley T skinner Vice Chairman of the Board of Pacific Gas and Flectric April. 1987
Sun Francisco, Calitornia Company since May, 1980, prior to which he was an

executive officer of Pacific Gas and Electric Company.
John A sproul 1.3 Consultant since April, 1989; prior o which he was Chairman of — June, 1978
San Francisco, California the Board of Pacific Gas Transmission Company and

Lxccutive Vice President of Pacific Gas and Flectric Conpany.
Nornan EoWagner 2 Chairman of the Board of the Company since April, 1986
Calgary. Albcrta June, 1988, prior to which he was President and

Vice-Chancellor of the University of Calgary.

Each of the directors was clected ar the Annual General Mecting of Sharchelders held on April 27, 1989, for a wrm

ending at the termination of the Company’s next Annual General Mecting, which will e beld on Apnl 26, 1990.

Messrs. Booth, Fenton, Goudie, Maneatis, Richardson and Waigner are alse directors of the Company's
subsidiary, ANGUS Chemical.
The Company has an Audit Committee, as required under its By-Laws and by the Canada Business

Corporations Act, and also has an Executive Commitiee and a Compensation Commiitiee.

1 Member of Audit Comnntiee 2 afemibser of Compensznon Commiliee 3 Member of Executive Committee
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Directors and Officers of the Company

Otficers

1689 Annual
Information Forr

Name and Municipaly
of Residence

Principal Occupation during
the Last Five Years

M e
Calpary. Alberta

Douglas R Femon

Calgary, Alberia

Ponald McMoriand
Calgary, Alberta

Wollm | Demeoc
Calgary, Alberta
Garnck o
Calgary, Alberta

Elmer W Mychaluk
Calgary, Alberna

David AL sharp
Calgary, Alberta

Patceue M Mahooey

Calgan:, Alberta

Chairman of the Bouard of the Company since June. 1988; prior to which
he was President and Vice-Chancellor of the Lnversity of Calgary:

President and Chief Exceutive Officer of the Company and of Albhena and
Southern Gas Co. Lid. since My, 1980, prior 10 which he was

Executive Vice-President of the Company and President of Alberta amd
Southern Gas Co. Ltd.

senior Vice-President of the Company.

Senior Vice-President. Fince and Corporate Services since January, 1990
prior 1o which he was Vice-President, Finance and Administration
since 1985,

Vice-President and Seeretary since 1988; prior o which e was

Secretary and Assistant 1o the Chairman of the Board.

semor Vice-President since JTanuary, 1990; prior to
which he was Vice-President. Business Development.

Senjor Vice-President and General Manager of Hydrocarbons
Business Lnit since August, 1989; prior © which he wis Vice-President,
Operations and Engincering,

Assistant Secretary and Manager. lovestor Relations
since January, 1990; prior © which she was Treasurer since 1985,

As at March I, 1990, all the directors and officers of the Company, as a group, beneficially held directly or

exercised control or direction over 2834820 common shares of the Company, or less than 2% of the omal

commen shares outstanding.



Report of Management 1983 Annyal
Information Form

The accompanying consolidared financil satements have been prepared by managenient. swhich is
responsible for the integrity and objectivity of this information.  These financial sttements, prepared on an
histonical cost basis, are in accordance with generally accepred aecounting principles in Canada and are also in
conformity with International Accounting Standards. Where appropriate, amounts based on estimates and
judgements are included. Other finincial information included in this Annual Information Form is consisient

with that in the financial statements.

Management has established and minmiains appropriate systems of internal contrel, and policies and
procedures, which are designed o meet its responsibility for relizble and accurate reporting, These systems of

control include pericklic review by the Company's internal auditors.

Arthur Andemsen & Co.. independent auditors appointed by the sharcholders, have reviewed the systems of
internal control and examined the consolidited financial stuements in aceordance with generatly accepred
audhting standards. o enable them o express an opinion on the faimess of the statements. Their report is
included herewith.

Througb its appointed Audit Committee, the Board of Dircctors oversees inanagement's responsibilities tor
financial reporting. The Audit Cominittee meets annually with management. the internal auditors and the
independent auditors 1o review auditing and financial maters. Internal and external auditors have unrestricted
access to the Audit Committee. The consolidated financial stilements have been approved by the Board of

Directors on the recornmendition of the Audit Commiuee.
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Ceonsojidated Financial Stalements 1988 Annyal
information Form

Auditer’'s Report To the Sharehofders of Alberta Natural Gas Company Ltd:

We have examined the consolidated balunce sheet of Alberta Natural CGas Company Lid (a Canada corporaion)
as at December 31, 1989 and 1988 and the related consolidated statements of income. reinvested earnings and
changes in cash flow for the vears then ended. Our examinations were imade in accordance with generally
accepted auditing standards, and accordingly included such tests and other procedures as we considered

necessary in the circumstances.

In our opinicen, these consolidated fmancial statements present fairdy the financial position of Alberta Natural
Gas Company Ll ws at December 3101989 and 1988 and 1he resuits of its operations and the changes in its
cash flow for the years then ended in accordance with generally aceepted accounting principles applicd on s

consistent asts.,

Calgary. Alberla
February §, 1990

Arthur Andersen & Co
Chartered Accountants



Consofidated Statemen! of {ncome

Year ended

3t December, 1989

{wWilh 1988 figures
for comparison)

Thousands p! doltars 969 1888
IPERATING REVENLE it 5 340,400
OPERATING EXPENSES:

Operating and maintenance 24154 204215

Gas purchases TAY2 33,150

Selling. administrative and research AnT2 37.290

Depreciation and amortization 15, V47 21400

Property taxes and other 0813 3.980

LR 008 301.047
OPERATING INCOMFE SRTTY 39.353
NTEREST AND OTHER INCOME 1o 4906
INCOME BEFORE INCOME DEDUCTIONS S0.855 43,259
INCOME DEDUCTIONS:
Interest on long wenm debt K011 7.360
Interest on other debt 0,949 8,587
15 300 ]'7,.()55
INCOME BEFORLE INCOME TAXES
AND EXTRAORDINARY ITEMS 4,205 27,300
PROVISION FOR INCOME TAXES 17,370 10,281
INCOME BEFORE FXTRAORDINARY TEMS 26,889 [7.025
EXTRAORDINARY [TEMS SA M (123510
NET INCOME 24024 S 4511
FARNINGS PER SHARE:

Before extraordinary items [ $ 85

Extraordinary items SR (.62)

After extraordinary items 111 ) 23

See accompanying summary of significant accounting policies and notes.

{9
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Consolidated Balance Sheel

Thousands of doliars "9839 1988
ASSETS

CURRENT ASSETS:

Cash and interest bearing deposits 15011 S 6,130

Accounts and notes receivable 3M12 63.651

Inventories HHON 11815

Other 2,047

Total current assets 120,420 115,043

INVESTMENTS AND ADVANCES Lo 8,459

DEFERRED CHARGES 2220 20.736

PROPERTY. PLANT AND KQUIPMENT - Net 194.7 191.952

TOAL SHGL LR 5 37679




3! December, 1989
{with 1988 figures
for comparison])

Trousands of doltars LT 1988

LIABILITIES ANDY SHAREHOLDERS EQUITY

CURRENT LIABILITIES:

Notes payable LR R 3 80,382
Accounts payable e 25511
Income taxes pavable - 816

Other AR 9452

Total current liabilities EEEIET 122,161

LONG TERM DEBT e 82100
DEFERRED INCOME TAXES AT RN 27,309

SHAREHOLDERS' EQUITY:

21,359,235 commaon shures (1988 - 21.332.03%) AR 53,780
Reinvested eamings LN 00 540
Cumulative transtation adjustment 10130 (8.118)
Torl shareholders' cquity 32052 145.211

TOTAL ANOL LS S 376,790

Approved by lhe Board:

. » ~ B&a,w

Director Directar

See accompanying surnmary of significant accounting policies and notes.
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Consolidated Statement of Reinvested Earnings

Year ended

3t December, 1888
fwilh 1888 figures
for comparison)

Thousands of daltars 1989 1988
BALANCE AT BEGINNING OF THE YEAR o T b $ 109, 348
NET INCOME 24024 i511

123172 113839
PURCHASE AND CANCELLATION OF COMMON SHARES 317
DIVIDENDS 11525 13,993
BALANCE AT END OF THE YEAR ISR 5 09549

See accompanying summary of significant sccounting policies and notes,



Conscofidated Statement of Changes in Cash Flow

Year ended

31 December, 1349
{with 1988 figures
for comparison;

Trousands ol dailars

OPERATING ACTINTTTES:

Income before extraordinary items (1 HNY S 17023
lierns not affecting cash:
Depreciation and wmortization 15,14 21,4106
Deferred income txes 1531 10,924
Equity earnings and partnership carnings —
net of dividends and distributions (331
Other 2,344 (322)
31166 48,682
Change in working capital items other than cash 0. (30,4945
Etfect of exchange rate changes 1514 (2.9006)
S0.11H 3 9,222
NVESTING ACTIVITIES:
Net property, plant and equipment expenditures 1003 S {18
Investments and advances (2007 {19.950)
Other 2594} 479
22.0U%) S (33901
FINANCING ACTIVITIES.
Common shares - issued o S 35380
- purchased and cancelled (363)
Increase (decreased in long werm debt (3.80%
Diviclends (]4.324) {13.99%)
S 17227
CASH PROVIDED BY (USED IN):
Opurating activitics Colle s 9222
Investing activities 22004 (33,06
Financing activitios ARTIAY 17.227
LY. (7512
CASIHL INTEREST BEARING DEPOSITS AND NOTES PAYABLE:
Beginning of year R 2320 (72.740)

End of yvear

S {80,252

See accompanying summary of significant accounting policies and notes,

LK



Summary of Significant Accounting Policies Alberta Natura
Gas Cempany Ltd
i1 December, 194¢

Operations:

Alberta Natural owns and operates, through the Cochrane Extraction Plant Pannership, an extraction plant

near Cochrane, Alberta, which removes propane and heavier liquids (NGL)Y and ethane from the gas stream.
Alberta Natural also owns and operates two pipeline transporttion bcilitics:

ad s 91 mim (36 inch) pipeline, tronn a peint near Coleman, Alberta o Kingsgate, on the British Columbia-
Tdaho border, for the transpoertation of gas owned by Albenta and Southern Gas Co. Lud. and Westeoast
Transmission Company Limited and a number of interruptible shippers, and for the mansportation of gas
for Foaothills Pipe Lines (South B.CO Tl Alberta Nawral also operates the pipeline facilities owned by

Foothills Pipe Lines (south B.C) Dids located in southeastern British Columbia,

b) a 324 mm (12 inch) pipeline, from a point near Warrensville, Alberta o an oif sands recovery facility
owned by Shell Canada Resources Linmited. for the transportation of gas owned by Shell Cinada.

The sale agreements with the purchasers of NGL and othane and the gas transpostation contracts and
uperiing agreement with the gas shippers provide for the full recovery of all operating expenses, property
and income taxes and capital investment 1ogether with @ return on the unrecovered invesiment. Inaddition,
Alberta Natural is entitled o spproximately 23% of the comulative net marketing profits arising from the sale
of the NGL by each of the buvers, Pome Petroleum Limited and ameco Canada Petroleumn Company Lud.
ANGUS Chemical Company, a 1250 subsidiary, owns and operates nitroparatfing production facilities located in
the: United Sttes and West Germany, The facilities utilize feedsiocks derived from nawral gas i the
production of nitroparaffins and other derivative products that are marketed worldwide. ANGUS Chenneal,
through its subsidiary, ANGUS Fine Chemicals Ld., also owns and operates a ine chiemnicals production facility

located in Ircland.

ANG Liguids Lid., a subsidiary of the Company, s engaged in various aspects of the natural gas and NGL
business in both Canada and the United States, which it conducts in partnership with subsidiaries of Polysar
Limited through the CanStates group. In addiion o these marketing operations, the CanStates group has an

nterest in certain NGL fractionation and storage facilities located in Marysville, Michigan,
Consolidation:

Thie consolidated financial statements include thie accounts of Albert Natural and its whollv—owned
subsidiaries or majority interest parinerstups s follows:

ANGUS Chemical Company ANG Processing L.

ANG Liguids [td. Cochrane Extraction Plant Partnenship

All intercompany siccounts and transactions luve been eliminated upon consolidation,

Investments;

alberta Nawral follows the equity method of accounting tor the tollowing investmenis:

Interest
Foathills Pipe Lines (South B.C) L. 4%
Inernational Penmeation Inc. 24%,
The “Amaoco Centre” joint venture 000
Magnesium Partnership No. (%
Canstates Energy Partnership S0P
CanStates Perroleum Marketing Partnership S
Marysville Fractionation Partnershi RE

y P

St Clair Underground Storage Partnership 12%
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Summary of Sigaificant Accounting Policies Alberta Natural
Gas Company Ltg
31 December, 1949

Regulation:

The pipeline facility located in Britsh Columbia is subject to the Natienal Energy Bouard Act and w the
jurisdiction of the Board created thereby. This Board regulates accounting nutters, export of gis, construction

and operation of gas pipelines and rates, wlls and taritfs charged for such operations.

Foreign Currency Transiation:

The Company’s Deutsche Mark (DM deneminaed long term bank loan is translated into Canadian dollars
wsing the vear end rate of exchange. ‘The effect of this foreign currency transliuon s deferred and amortized

over the term of the bank loan.

The accounts of U.S. subsidiares have been translated into Canadian dollars using the year end rate of
exchange for all assets and liabilities and average rates of exchange for the vear for revenues and expenses.
The cumulative effects of foreign currency translations are included in a separate component of

<hareholders” equily:
Goodwill:

Goodwill arises on the acquisition of subsidiarics, and represents that portion of the purchase price that was
in excess of the fair value of the net asscts acquired. Goodwill is included in deferred charges and is being

amortized over a pericd of 30 years,

Ptoperty, Planl and Equipment:

Property, plant and equipment 1s carried at cost.

An allowance for funds used during construction is capitalized for plant under construction. Any such
allowance recorded is included in other inconie.

Depreciation is provided on a straight-line basis over the term of the service contracts associated with the
pipetine facilities and the werm of the supply contracts associated with the Cochrane extraction plant. During
1989, these supply contracts were extended o the year 200120 As aresult of this extension, operating income

increased by approximately $4.900.000 in 1989,

Chemical praduction facilities are heing depreciated on a straight-line basis over the estimated vseful life of

the assets. Buildings are depreciated over 910 25 years and equiptent is depreciated over 3 (o 15 years,

fevenlories:

Chemical product inventonics are carried at the lower of cost or market on the last-in, first-out (LIFCG) method

of accounting for mventory cost. Inventories of materials and supplies are carried a1 average <ost

'neome Taxes:

[ncome taxes are provided on the ax allocation basis for all income except liqquids extraction income which is
subject to cost of service contfacts. Income taxes are provided on this source of mcome only 1o the exlent

that they have been included in costs of service under such contracts.

Deferred Charges:

Project costs are initially recorded as deferred charges pending evaluation of the projects. Deferred charges

applicable w projects which have been terminated are expensed.
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Notes to the Consolidaled Financial Statements Alberta Natural
Gas Company Ltd
3t December, 1985

1. Property, Plant and Equipment:

Thousands o! doilars 1389 19488
Natural gas processing ~ 137093 3 137013
Chemicad 125,100 121,716
Pipeline transport 80,124 79,616
Under construction 1007 7960

Sl g 340,391
Less gecumulated depreciation TR J02 154,389
Net property, plant and caquapment ~ 19T $ 191,954

2. Investments and Advances:

Thousands of doliars 1989 19688

Foathills Pipe Lines (South B.C) Ll N 0240 06283

Foathills Pipe Lines (Yukon) Lid.

(preferred shares ar cost) 2 951 3025
International Permeation Inc. I8 911
The “Amoco Centre” juint venture 696
Magnesium Partnership Noo 1 205 23,000
Can$tes Marinerships 077 10,734
Other 3070 3.808

SRR S 439

Construction of the "Amoco Centre” building in dowmown Calgary is complete, and the building was
occupicd, 1o the exient leased, by its neyor wenant, Amoco Canada Petroleum Company L, en Octaber 1.
1988, Alberta Naturals share of construction costs otals $46.808.000 as at December 3101989, Security
pledged, by the Company. for construction loans is restricted 0 its share of the project development. The
results of operations have been meluded in other income. and amount 1o loss of $2.687.000 for 1989

(1988 - income of $233.000),

The Company is in partoership with Magnesium International (Canada) Lid, for the jomt construction and
operation of ¢ magnesium procduction facility located near Fhigh River, Alberta. The initial phase of the project
15 budgeted o cost approximately $139.000,000. At December 31, 1989, the Comprany has advanced

$20,500,000 towards the cost of its 50 participation in this project.

The wotal cost of Alberta Natural's participation is the first $25,000,000 of equity fininced construction
expenditures, and 50% of any subscaquent cquity requirements. Upon completion. the plant will be financed
on 4 75% debr, 25% equity basis. A non-recourse debt financing darrangement, which s guaranieed Dy the
Government of Alberta. s in place w0 complete the mitial phase of the project AL December 31, 1989, Alberta

Natural's share of debt-financed construction expenditures totals $49.720.000.



Atberta Natural
Gas Company Ltd
3t December, 1988

kotes {o the Consolidaled Financial Statemenis

1. Deferred Charges:

Thousinds of doliars 1989 1§88
Unamortized goodwill - IH 200 S 18.948
Unamortized debt expense (L 770
Orher 1345 1.028

N 2218 $ 20,740

- Sharehalders’ Equity:
The classes of shares Alberta Natural s authorized o issue consist of an unliniated number ot preference
shares, having such rights and privileges attached to them as the Directors may by resolution determine. and

an unhmited number of common shres.

On May 31,1988, Alberta Natural completed o Rights Oftering. An addional 3,050,305 common shares were

issued for proceeds of $34.640,000 which was used 1o reduce notes pavable.

In accordance with the provisions of a Senior Management Stock Option Plan, 1,140,000 conmoen shares were
reserved forssuance under the Plan, Options have been made available on 783,300 shares at prices ranging
from $7.55 10 314.75 per share. As of December 31,1989, substantially all of the options have been exereised
in the amount of $8.094.750. An additional 67100 shares were issucd in May, 1988, tor $772,000 as o result of
rights offered on shares outstanding under the Plan OF these amonnts, $5.763.000 (1988 - $5.354.000) 15
included in sceounts receivable, A cumulative otal of 363,300 common shares hive been purchiased by the

Company at market prices and cancelled in gecordunce with the provisions of the Plan.

j.long Term Debt:

Year

Trowsands of ¢olizrs lssued Maturiry 989 1988

Delsentures 100 1784 - unsecured 19856 1994 S OGN S 60000
Revenue Bonds 63440

(S13.008.000 178 197874 20044708 ISR 15310

Bank loan 7.75% (14,000,000 DM) 1989 1996 PRUR —

Cther 35,514,000 U583 1985/87 1992 (0,35 505

Ul 042 83921

Less amounts due within one year 1397 1.812

SOHY 245 5 B2109

Repavment requirements for otler long werm debt are $1,552,000 U8, for 1990 and subsequent vears.

The debentures, revenue bends and DM bank loan have no repayment requirements hefore maturity:
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Noles to the Conscolidated Financial Statements

Aiberta Natural
Gas Company (td

31 December, 145"
6. Income Taxes:
The provision for income taxes varies from the amount that would be computed by applying cuerent federal
and provincial income tax rates for the reasons showsn in the following tble:
Thousands of doliars 1889 1988
Income before income taxes and extraordinary items 4,205 & 27,300
Add (deduc):
Liquids extraction activitics not subyject
to tax allocation (8,550 (0,058}
Equity earnings RARE (1.151)
Aamaortization of the cost of assets acquired
in excess of book value S 1,957
Income subject 0 tax allocation R S 22054
Expected provision for
income 1axes b 43.5% (1988 - 47.25%) B S 10421
Add (deduct) adjustments 10 income 1axes:
Manufacturing and processing profits deduction (452)
Foreign tax credirs N 70
Tax relict available 1o foreign subsidiary i (919)
Losses of foreign subsidiaries for
which no current benefit is provided {on 2.345%
Lower effective tax rate of forvign subsidiaries (LIS (432)
Withholding taxes on fureign incomue Co (270)
Other ! (519
130 10,057
Tax recovered through cost of service comracts 2820 224
Actual provision for income taxes b 5 10281

The Company anticipates that all foreign earnings will be reinvested by its foreign subsidiaries on an ongoing

asis. As a result, during , management rmade ecision o reverse its provision for withholding taxes
h A It. during 1989 _ t rade the d 1L I3 pre o1 for withholding 1

o foreign income.



Albarta Natural
Gas Company Lid
31 December, 1989

Notes to the Consolidated Financial Slafements

! Segmented Information:

a) Financial information by industry segment:

halural Gas Pipeline
Thousands of dollars Chemical Processing Transport Dther Eltminations Totat
'y43  Operating revenue R DX -4 20000 190041 (150959 300847
Depreciation and
amortization expense R i e AL 15147
Operating incomne 2l R Gt s 58,779
Identifiable assets e e “he 2T 480 144
Capital expenditures N 12 - 18.003
1988  Operating revenue 145,373 140,285 28116 35,190 (4.804) 340,400
Depreciation and
amortization expense 10,632 7,964 2.60% 85 — 21,400
Operating income 13.308 24,030 4,386 (23713 — 39.353
Identifiable asscts 180,951 99.852 20,985 66,002 — 370,790
Capital expenditures 11,730 1146 1.608 — — 14,484
Y Financial information by geographic segment:
European
Thousands of dollars Canada Uniteg Slares Community
553 Operating revenue AUXIEE! 0,091 (3,100
Operating income 24402 28,740 2081
Total identifiable assets 191,214 L18.123 76,812
1988 Operating revenue 209.027 77,573 57.800
Operating income 26,045 10,518 2,790
Total identtiable assets 187,773 117,907 71110
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Neles te the Consolidated Financial Statements

#. Related Party Transactions:

Alberta and Southern Gas Co. Ll and Pacific Gas Transinission Company are wholly-owned subsidiaries of

Pacific Gas and Electric Company. Pacific Gas Transmission Company, in turn, owned 49.12% of the

owstanding capital stock of the Company at December 31, 1989,

Significant transactions with these and other relaed partios were as tollows,

Alberia Natural
Gas Company Lid
December.

i

158¢

Thousands of detlars 1669 1988
() Net charges for personned and related

administrative costs from:

Alberta and Southern 9.530 0,010

Pacific Gas Transmission 425 34l
(h) Charges for liquids extraction fecedstock

and fuel purchused from

Alberta and Southern 60.700 62.789
(¢) Net charge for transportation of gas to;

Alberta and Southern 112 12,284

Foothills (South B.C) P 1,812
() Net charges for gas sales 10

Alherta and Southern 2 4us 7.053
(e} Net charges for gas purchases (rom

Canstates Lnergy Partnership 1.270 120
¢ Amounts outstanding at December 31

Payable to:

Alberta and Southern TT09 7013

Pacific Gas Transmission g 9

Receivable from:

Alberta and soutliern RREER 2,251

Foothills (South B.¢C) 360 223

Management - ANGUS Chemical G 934

9. Pension Plan:

Alberta Nutral el its subsidiarios maintin defined benehit pension plans for substantially all of their

employees. [nformation relating o the plans. on g consolidated basis, is provided Delow:

Thousands of doifars 1388 1968

Actuartl present value of

accumulated pension benefits 9.708 D.034

Market value of pension fund assets mied 7427



Notes to the Consolidated Financial Statements Alberia Nalural
Gas Company Lid
31 December, 1989

10. Extraordinary Items:
In December. 1988, the Company made the decision o curtail the operation of its eovthromyein production
facility located in California. The plant was reduced to 2 pilot phase which concentrated on o process
developmient effort during the fimt quarter of 1989, As 1 result of this decision, the Company wrote down its
investment in related property, plant and equipment and product inventories in thie amount of $12,514.0600
(net of ax of $8,343,000).
During the first quarter of 1989, the process development effort was abandoned and, for the remainder of
1959, the facility was readied tor sale. All costs incurred. since the date of abandoniment associated with the
maintenance of the facility and all other expenditures incarred in preparing the facility for disposal, are
recorded as an extraordinary item in the amount of $2.491.000 (net of tax of $1,660.000).
During 1989, International Permeanon Ine. (P made the decision © write off its investiment in deferred
research and development expenditures due o the continuing economic uncertainty surrounding the markets

for its products. As a result, the Company has written down its investment in JP1in the amount of $775 000,

11. Prier Year Financial Statements:

Certain pricr year figures have been reclassilicd where necessary 1o conform 1o the 1989 presentation.
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Additional Information f889 Annual
fnfermation Form

Additional information, including directors” and officers” remuneration and indebredness. principal holders of
the Company's securities, oplions to purchase securities and interests of insiders in material transactions,
where applicable, is contained in the Company's Information Circular rclating w the most recent Annual

General Meeting of Shareholders involving the electon of directors.
Addttional financial information is also provided in the 1989 comparative financial staements included herein.

For copies of this Annual Information Form and the Company's Information Circular listed in the preceding

paragraph, please contact:

F. Garrick Homer
Vice-President and Secretary

Alberta Natural Gas Company Lid
East Tower, £s550 Plaza

2400, 425 - First Strest S W.
Calgary, Alberta TZP JL8

Certificate of the Company

Dated: March 1, 1990

The foregoing, wogether with any information incorporated by reference, contains no untrue staternent of a
maerial fact and does not omit 1o state a material fact that is required to be stated herein in accordance with
the requirements for this Annual Information Form or that is necessary to make a statement contained herein

not misleading in light of the circumstances in which it wias made.

o¢ 4 AL

D.A. Fenton W/ Demcee
President Senior Vice-President,
and Chief Exacutive Officer Fingnce and Corporate Services

On behalf of the Board o! Directors

75 Dol e

J.E Goudie N.E. Wagner
Director Directer



Corporate information

Corperate Ofiice
East Tower, Esso Plaza
2400, 429 - Pirst Street 5. W,
Calgary, Alberta
T2P 318 i
(403) 260-9000

Stock Exchonge Listings
Common shares are listed for trading on the
Alberta, Montreal, Toromo and Vancouver Siock
exchanges, and trade under the symbol ANG.

Transior Agent and Registrar
{Capital Siock)
Montreal Trust Company,
Calgary, Montreal, Regina, Toronto, Vancouver,
Winnipeg

{10 /3% Debentures)

Royal Trust, -
Calgary and Toronto; London, England

Direct Deposilt Sorvice:
Shareholders of ANG may elect to have their
dividends deposited directly into the bank
acoount of their choice by advising Montreal
Trust Company.

Subeldlary Companies
ANG Liquids Lad.
Calgary, Alberta
(100% owned by ANG)
CanStates Holdings, Inc.
Calgary, Alberta
(100% owned by ANG Liquids Led.)
ANGUS Chemical Company
Northbrook, lllinois
(100% owned by CanStates Holdings, Inc.)

ANGUS Execulives
R.E. Secrist, Chairman and Chief
Executive Officer

O.W. Chandler,
President and Chief Operating Officer

Auditers
Arthur Andersen & Co.
Chartered Accountants,
Calgary, Alberta

Notice of change of address should
be sent to the Transfer Agent.

Alborte Rateral
Sas Company L4



Afberta Natural Gas Company Lid

Ten Year Comparative Highlighlts

1989 198§ 1687 1ag¢ 1a8s
Financial
Operating revenue (3000's) 300,847 310,400 318,797 308,454 372806
Operating income (3000%%) 38.779 39.353 37.239 35,022 54,343
Income hefore extraordinary items (3000%5) 20,889 17.025 14,893 10.247 24.908
farnings per average outstanding common
share (3} 1.26 835 82 89 1.37
Common shareholders” equity per average
outstanding commoen share ($) R 7.23 730 708 £.80
Price/eirning ratio (54 V3O 1710 15.94 1+4.5%) 11.58
Return on average common sharcholders’
equiry (%) 1507 12.18 11.31 12.82 21.31
Return on capital employed (%) 61 6.69 0.01 3.34 10.27
Income before interest, income tuxes,
minonry interest and extraordinary itenys (SO0's) 39.83% 43.259 43,271 43,900 39820
Interest expense (SHI0's) 15,590 15993 1. 104 8,291 6,709
Interest coverage {x} 3.84 2.71 300 3.30 892
Cash dividends (3000%) 14,528 13993 12,419 11,653 10,911
Dividend payout ratio (%) 54.03 82.2 834 71.7 43.7
Annual dividend rate per common share
(3) - year end 08 .08 .68 O 00
Financial Position {$000's)
Capitdl Provided:
Common sharcholders” equity - waal 132.632 145,211 134,332 128,977 124 584
Long werm debt (including current portion) 91042 83,921 95.612 93,395 33.961
Short term detn (ORI 2 80,382 92,363 16,343 56,774
Minority intcrest - - 50,156 47,437
Deferred income taxes 37T HS 27,300 25,235 31,317 36,509
Average equity outstanding 148,932 139.772 131,655 126,781 116,067
Average debt ourstanding 16-1.079 179,139 149,857 102,237 #5,251
Toral assets 380148 376,790 380,527 300,283 340,183
Current assets 120,126 115,643 106,460 136,195 145.630
Current liabilities 106,367 122,101 138788 55,791 909806
Working capital 14,059 (G318) (32.328) 80,404 48,620
Share Dala
Common shares outstanding - year-end 21,359,235 21,332,035 18,242,430 18.205.130 18,223,430
Average number of common shares outstanding 21,362,119 20,083,593 18202748 18.210.696 15,174,171
Closing share prive (3) 19.00 14.50 13.00 13.37 15.87
Capital Expendilures ($000's) 18.003% 14,484 10,127 3,722 27.801
Plant
Al year end: (5000%)
Original cost 362900 340,341 368,679 318.392 277,058
Depreciated cost 194.747 191952 229,330 196,672 171,751
Operational (average per day)
Daily volume of gas exported:
(106m?) 389 39.1 376 27.0 319
(Mmef) 1.374 1.380 1.327 933 1,127
Daily production: (average’
NGL  (m¥) 2601 2 480 2326 1 802 2235
(Bbls) 16.357 15613 14.645 11,345 14,070
Ethane {m?*) 6 202 6 181 0 349 5 045 6 160
64 (Bbls) 39011 40,981 40,140 31,935 38,940



Years ended
J! December

1984

1983

1982

1981

1980

309,201
52,601
24,178

1.32

3.89
10.42

24.40
11.28

56,646
7,759
7.32
10,234
23

30

107 549
31979
15,787
.97
36,842
9002
81,500

301,044

123,909
806,710
37,199

18,236,130
18,256,683
1375

10,243

245878
150,239

23.2
818

1625
10,230
4695
29.57%

290,257
48,251
22779

1.27

5.0
6.83

27.90
11.89

49,1143
8.216
S.98
7932
8

bt

90.035
30,340
54,087
32,100
). 116
q1,4%9
02.855
279,223
91,080
87,033
0.447

18.162.630
17.982.677
8.07

13.875

232912
160,052

24.7
871

1 030
10,270
3920
24.780

214,618
29557
160,004

89

401
813

24,29
9.68

38,054
8,073
4.71
7873
9.2

el

—_ I

282
3374
09,102
28,596
34,521
(8727
03,057

202,303
81,503
97,109

(15,600}

17.892.330
17.6892.330
7.50

10,982

221.750
163,842

26.0
940

1 970
12.38%
3025
19.10%

130,904
222589

14,014
78

301
11.76

2385
13.40

250410
2,000
12.71
5,904

2.0

33

65171
17,735
13.083
23,200
38.753
25,483
128,385
24,585
23,709
6106

17,892,330
17.892.330
9.17

22,569

137,488
89,320

26,0
938

1 600
10,085
3370
21,230

116,135
21,458
12,304

REU)

292
930

2527
13,40

23,209
1915
12.12
3.009

0.7

.28

52,355
20,128
200475
18,688
21,315
110,081
31,603
19,262
12,311

17,892 330
17,892,330
012

] ABO

120921
73954

278
9482

1705
10.7 30
3 480
21.800

Hotes:

1989 resulls go no! incluge Ine gifec! ot

extraordinary 1ems 3

Certain of the comparable figures

1988 results do not include the effect of an

exiraordinary stem (§12 514

1987 resylts do not include the effect o

extraordinary (fems ($4.786.000. or $ 27 par shate

Share infgrmation has been agjusted 1o gve

cefroactive effect 1p the five-for-gn sphit on
‘.fg:,‘ 16

i v

ndy d

Accounts of ANGUS Chemical Company have been

consoligated since July 1982

R culte g arl se a afiart Af
1861 results do no! inciudes the effect of

extraardingry 1fems ($2.013,00¢

Closing price - Valuation Day
December 22 1871 - §1 33

635
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President and Chief Executive Officer of
the Company and of
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Chairman of the Board
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