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FINANCIAL HIGHLIGITS

Revenues

Income from continuing operations

Net income

Net property, plant and egupment additions
Total assets (year end)

Shareholders’ equity (year end)

Average number of shares outstanding

"Restated

Earnings per share
Continuing operations
Net income
Dividends paid per share
Sharsholders’ equity per share (year end)
Toronto Stock Exchange market price per share (year end)
Dividend vield (per cent on year end market price)

Number of registered shareholders (year end)

662,693

33,398

49,584

111,073

640,616

207,756

25,672

1993 _

1.30

1.93

0.68

8.08

16.50

4.12

760

1992
527,819%
17,799
17,905
85,409
509,272
169,476

21,831

292

0.82
0.82
0.68
6.61
186.75
432

861



G T RERSOIEE A TE TR RO B RIWE

Alberta Natural Gas Company Ltd (ANG) is a Calgary-based corporation which
has been active in the natural gas industry for more than 30 years. Originally
a transporter of natural gas, ANG expanded its operations to include natural
gas liquids (NGL) and ethane extraction, and natural gas and NGL marketing,
The Corporation further diversified into the production and marketing of spe-
cialty chemicals.

ANG owns and operales a large-diameter pipeline for the transportation
of natural gas through southeastern British Columbia. The B.C. Pipeline
System links the systems of NOVA Corporation of Alberta and Pacific Gas
Transniission Company to move gas from Alberta to the U.S. Pacific Northwest
and California. In addition, ANG has a 49 pcr eent interest in and operates
the Foothills Pipe Lines (South B.C)) Ltd. pipeline which parallels and
interconnects with ANG's Pipeline.

ANG owns and operates an ethane and NGIL extraction facility located
near Cochrane, Alberta. The Cochrane extraction plant straddles the western
Alberta mainline of NOVA’s pipeline system.

ANG 1s also engaged in the natural gas marketing business in Canada
and the US. These operations are managed by the CanStates Gas Marketing
partnership, of which ANG owns 66.7 per cent. ANG also participates in the
marketing of products from the Cochrane extraction plant.

ANG is in the specialty chemicals business through its wholly-owned
subsidiary, ANGUS Chemical Company (ANGUS), which is headquartered in
Buffalo Grove, lllinois. Chemical products manufactured at ANGUS facilities,
located in the United States and Germany, are marketed worldwide to a broad

range of industries.



Jokin Beddome

MESSAGI

TO SIHHAREKEIHNOLDERS

Nincteen nincly-three was g vear of major aceom-
plishment for ANG highlighied by soong carn-
inds drowth, $111.1 million of investment in
property, plant and ecquipment and refocusing
business and management practises on strategic
assets and tasks.,

Significantly  improved financial perfor
mance resulted from the commencement of ser-
vice of the 1893 Pipeline Expansion. increased
profitability: and a favourable legal settlement in
our ¢hemical business, and strong marketing
profits at our Cochrane extraction plant.

Our offorts 0 refocus on strategic assets
and tasks included the restructaring of corporate
resourees associated with our Canadian operu-
tions. Specifically, ANG sold ifs Peace RRiver
pipeline and the CanStates nalural gas liguids
and crade oil brokerage business. The divestitnre
ol these assets, having limited upside, allows
incroased allocation of resources o projects with
stronger growth potential and ol greater strategie
importance.

In addition, the refocus resulted in the
siccessful introduction of four new specialty
cherical products through ANGUS' research and
development efforts. ANGUS will continue these
cfforts in 1994 and will also aggressively pursue
programs dirccted ar expanding ils customaer base
and increasing its market share in both Europe

and Asin



One of ANG's most significant acconn
plishments in 1993 was the successful comple-
tion of the Pipeline Expansion, which more than
doubled our investment base jn the pipeline busi-
ness. This expansion increased the average unnnal
contractedt capacity of the B.C. Pipeline system
by more than 56 per cent w approximately 2,497
MMel per day.

As a result of our invesiment program.
ANG now owns a solid base of well maintained.
productive assets. These assets include the
Cochrane extraction plant. the B.C, Pipeline and
the ANGUS production facilities. These core
assets, together with our sirengthened balance
sheet, provide ANG with the depth necessary to
exploit new opportunities which are continually

being sought out and selectively analvzed.

FINANCIAL HIGHLIGHTS

Nineteen ninetythree marks the second vear of

substantial earnings improvement. ANG recorded
net income of $49.6 million (8193 per share)
compared to S17.9 million (80.82 per share) in
1992, Income from continuing operations
increased by 4B.3 per cent to” 5264 million
before including aftertax income of $7.0 million
($0.27 per share) from the legal scitlement
entered into by ANGUS. Earnings per share from
continuing operations. excluding the impact of
the settleinent, were $1.03 in 1993 compared to
$0.82 in 1992, an increase ol 25.6 per cent,

In 1993, investors showed signilicant
conrfidence in the Corporation. ANG solidified  its
fitaneial position through the issue in Canada of

5110.0 million, 84 per cent unsecured lensyvear

debentures. and  through the ANGUS  placentent
of Us. 8250 million, 6.56 per cent unsecured
notes. The Corporalion also had o successful
entry inte the commercial paper nwacket after a
twovear absenee,

In April. ANGUS entered into a settle
ment agrecement with the former operator of our
nitroparalfin facility. relating to the fire and
explosiont at 1the Swrliington plant in 1991, The
settlement provides for 108, $35.0 million to be
paid to ANGUS over a threeyear period, ol which

L8, 815.0 million has been received,

INVESTMENT ACTIVITY

our goal of long{erm profitable growth by pursu-
ing opportunitics related (o our existing business
s has brought the Tollowing stratedic capital

projects.

Cochrane Recomamissioning Projcl  The recom-
missioning and upgrading of previously idled
facilities at the Cochrane extraction plant come
menced in Aungust 1993, When the project is
completed in the fall of 19940 AXG will be posi
tioned o process up (o 900 MMel per day of
additional gas. The S35 million project arose
from the opportunity to process additional vol-
umes ol natural gas associated with (he recently

completed Pipeline Expansion.



Crossficld Gas Slorage Project  Agreements are
being finalized for ANG 1o invest an estimated
S16 million in project development costs Lo
oblain an approxirnate 20 per cent interesl in
the Crossficld Gas Storage Projecl. This  project
offers solid carnings potential and is of stratogic
sighificapnce o both the B.C. Pipeline and the

Cochrane extraction plant.

1993 Expansion In OQcwber 1993, ANG applied
to (he NEB [or authority Lo increase the ecapacity
of the Pipeline by 3217 MMef per day. The $52.0
million project is in addition to the 1983
Pipeline Expansion which commenced service on
November 10 1993, The planned expansion is
based on longterm contractual commitments by
shippers seeking firm  iransportation Lo serve
important new rmarkets in the U8, Pacific
Northwest. northeastern California and northwest-
orn Nevada, Before this additional capacity is cone
structed, ANG will determine whether shippoers
ol the existing pipeline system are willing to per-
manently relinguish any unused capacity. Should
sufficient capacity be relinguished. the planned
cexpansion would be reduced or cancelled Lo corre

spond with shipper requircinents.

Crowsnest Cogenervation Facility ANG and s
partner TransAlta Energy are proposing (o build
a cogencration facility to be located adjacent
W ANG's Compressor Station 1 near Crowsnest
in southeastern British Columbia. This project

cstimated  to cost $150.0 million. will be capable

of producing 130 megawatts of power. A
Memorandum of Understanding with a potential
purchaser of the power was terminated late in
LR Tlowever, ANG and TransAlta Energy have
exeented a letter ol intent with POWEREXN, the
export marketing division of BC EHyvdro, (or the
marketing of clectricity generated by the projeet
We o expeer that commercial operation will com-

mence prior o 1997,

GUTLOOK

ANG is well positioned o face the many chal
lenges which lie ahead. Onur four business seg-
ments: pipelines, extraction. marketing and chem-
icals. are profitable and  performing well. The
Corporation’s balance shect is strond and its cash
flow outlook is positive. In addition, the support
of our sharcholders. including TransCanada
PipeLines Limited which holds a 4949 per cent
interest, provides a solid base Tor continued
growth as we pursue our goal of building extraot-
dinary value for our shareholders through invest

ment in nataral gas-related opporiunities,



FPEOPLE

ANG continues to strengthen its managemoent
leam as part of an effort to increase organiza-
tional ellectiveness,

On April 29, 1993, Walentin (Val) Mirosh
was appointed Senjor Viee President, Law.
Mr. Mirosh is a former senior partner with a
major Calgaryv-based law firm and brings extensive
corporate and energy industry experience in
Canadian and international business. On the same
date, Phillip R. Knoll was appointed Vice
President, Business Development and Engineering,
and Bruce Ao Stevenson was appointed Corporate
Secretary, Both Messrs. Knoll and Stevenson have

many vears ol energy industry experience.

On April 27, 1993, Gary W. Granzow. in
addition to his dutics as President and Chief

Operating Officer. was appointed Chiel Executive
Officer of ANGUS.

On April 29, 1993, Harty Booth retived
ANG of Directors. Mr. Booth

the Bourd

ANG

from
and laler

with

served both as an officer as

a director, and was associated ANG Tor

over 23 vears. We would like to express our
sincere appreciation to Mr. Booth for his valued
contribution.

Three new members were elected to the
ANG Board of Dircctors: Robert A, Ilelman,
Senior Partner with the law firm Mayer, Brown
and Platt of Chicago. Hlinois: George M. Hugh,
Chicl Operating Officer of TransCanada Pipelines
and retired

Limited: Patrick Reid, recently

Chairman ol the Vancouver Port Corporation.

The realization in 1993 of real progress
in ANG's mission to build value for its sharchold-
crs was the result of the comimitment. dedication
and expertise of our cmplovees, We thank the
ermplovecs of ANG and its subsidiaries for their
strong performance. With their continued dedica-
tion and focus on strategically important activi-
lies. sharcholders should expect solid growth in

the years ahead.

LBt

John M. Beddome
President and Clidel Erecntive Officer

Norman K, \\';l}{n('r7—’g\

Chatrman of the Board

March 2 1904




MANAGEMENT™S

FINANCIAL OVERVIEW

Nincteen ninety-three marks the second consecu-
tive year of significant improvement in ANG's
linancial performance, \With the expansion of the
B.C. Pipeline Svstem, efficient operation of the
four core businesses and a favourable legal sctile
ment,. ANG achieved a substantial improventent
in both revenue and income.

The following chart identifies the 1993
contribution to operating income (belore corpo
ate expenses and the MO Fertilizer settlenent)

from cach business segmient:

1993 Contribution to
Operating Income

Pipelines 15.2%

Extraction 40.3% - wir,

Marketing 21,80 - .

CREMICEIS 22.7% woorei e eoeeeeseeer e eeeereeeeereeeeee

Nel income in 1993 was $49.6 million.
up from $17.9 million in 1992, Farnings per
share were $1.93 compared to $0.82 in 1992,
The Corporation’s improved operating perflor-
manece and several non-recurring events have pro
duced these positive results.

Income from continuing operations
increased to $26.4 million from $17.8 million in
1992 before including after-tax income of $7.0
million from the 1993 ANGUS legal scttlemnent.
Earnings per share from continuing operalions
for 1993 were $1.03, excluding $0.27 from the

legal scttlement, compared to $0.82 in 1992,

ANALYSIS

Opcrating income Irom the pipeline and
chemical businesses showed  signilicant improve
ment over the previous year. Pipeline operating
income grew 39 per cent to 9.2 million primari-
Iy as a result of increased investment relating o
the Pipeline expansion. The chemical business,
belfore including $12.6 millian from the legal
setdement. also recorded growth in operaling
income in 1993,

Operating income from the extraction
business decreased  $203 million in 1993 mainly
due o a reduction in revenue entitlement assoct
ated with a depreciating investment base and
lowor income laxes. In the nurketing business,
stronger selling prices and higher sales volumes
of NGL at the Cochrane extraction plant resulted
in an increase in operating income. This increase,
however, was more than offset by a loss provi-
sion relating to the sale of the CanStates NGL
and crude oil brokerage business.

Other income in 1993 increased to
$13.7 million from $4.7 million in 1992, This
increase includes a gain from the sale of ANG's
Peace River pipeline. Tt also refleets a higher
allowance for funds used during construction ol
the Pipeline expansion and higher equity income

from ANGY's investment in Foolhills South B.C



Pipelines

Extraction
Marketing
Chemicals

Corporate expenses

Operating Income
Other income
Interest expense

income taxes

Income from Continuing Operations
Discontinued operations

Extraordinary items

Met Income {(Loss)

Discontinued operations in 1993 reflect a
gain of 8$0.8 million relating W the contingent
portion of sale proceeds from the disposition of
ANGUS Tine Chemicals Tid, in Treland. The busi-
ness wus sold in 1992 and a loss on disposition
ol $20.1 million was recorded.

The extraordinary gain of $15.4 million
in 1993 relates o the legal settlement with 1MC
1992, ANG recorded an extraordi-

Fertilizer. In

nary hook gain of $20.2 million associated with
rebuilding the Sterlington

ANG

nitroparaffins plant.

miaintained a strong liguidity  pos

ition and improved its access Lo capital mar-

kets in 1993 during a period of signilicant

1993 1992 1891

8 9,196 3 6,633 $ 5,098
24,447 26.787 23,513
13,204 14.424 13,293
26,363 9,265 11,873
{8,543} {9,191 (9,114)
64,667 47,918 44,683
13,705 4,684 3,718
{16,397} {19,422) (20,347
{28,577) (15.381) (12,375
33,398 17,799 15,659

790 (20,075} (57,789)

15,396 20.181 {2,490

5 49,584 3 17,905 $ {44,620

asset growth, Although the expansion of the B3.C
Pipeline System and other capital projects
increascd 1993 debt levels. deelining intercst rates
reduced total interest expense by 83.0 million.
Funds from

to $58.8

continuing opecrations

increascd million from $40.8 million
in 1992 as a result of ANG's improved operal-

ing performance.
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PIPELINES

ANGs pipeline inerests arve located in southeast-
crn Dritdsh Columbia and are o vital link in e
2.800 Kilometre Alberta o Calilornia pipeline sys-
temn. Uipeline investments more than doubled in
1993 us a result of the Pipeline Expansiorn,

Operaing income [rom the pipeline busi-
tess grew by 39 per conl o 592 million i 19O
frony S6.6 million i 1992, The increase was
result ol capital expenditures cdirveeted  majinly
toward the completion, of the Pipeline expansion.
whiclh commenced operation on November 1.
19533,

The Pipeline operates within the jurisdic
tion of the XNED atel its income and cash flow
are: based on olls charded 1o Pipeline shippers.
These tolls are designed to recover all reasonable
operating and maintenance expenses, depreciation
arel armortization, income angd oiher mxes. and o
refiril on ANG's rate basce,

Generallv, the rate base (the net assers of
the Pipeline) inereases by the amount ol capital
additions and deercases by the amount of depre
ciatjon. charged, The rate base is funded by oa
deemed eapital structure consisting ol debt and
equity. The return on the vate base includes the
recovery of debt costs and an afterlax retnrn on
the deemed equity component. The debt and
cquity components and the pelurn on equity are
determined in consultation with the Pipeline

shippers and other interested parties. Net income



B Headquarers

$ Extraction Facility

= Pipeling

= ANG pipeline
w Foothills South B.C. pipeline

A Compressor Station

is affected by changes in the amount o the rate
base and the rate of return on cquity and should
not, under normal cireumstances, be affected by
variations in the vohine of gas deliverod.

The average Pipeline rate base was $76.7
million in 1993 and $47.9 million in 1992,

The number of shippers who have con-
tracted for firm transportation on the Pipeline
increased in 1993 from three (o 34, This increase
is o result of the 1993 Pipeline Lxpansion and
the restructuring of the A&S gas supply pool.

ANG successfully completed an cxpan-
sion. of the B/ Pipeline System. which com-
menced commercial serviee on November 1,
1993, The project was cosponsored by ANG and
its 49 per cent owned affiliate. Foothills South
B.C. ANG provided design and construction man-
agement services to the project and owns the
new compression facilities while Foothills South
B.C. owns the new pipeline segments. The oxparn
sion increased the average annual contracted
capacity on rthe B.C. Pipeline System by more
than 36 per cont or 897 MMcef per day. Total
average annual contracted capacity is now approx

imately 2,497 MMef per day.
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Alberta to California
Pipeline System

""""" ANG and Foothills South B.C.
PGT

The projected capital cost of the Pipeline

Fxpansion is $209.1 million. Of this amount.

ANG'S new compression facilities are $SH8.3 il
lion, while Foothills South B.CUs, new pipeline
segiments are STTOE mitlion, ANG's net equity
investment in Foothills South B3O, as o 48
per cent owner, increased by $17.6 million,

As opart of s ongoing commitment to
provide safe, officient and reliable transportation
service, AN continues o upgrade its pipeline
facilitios. Sustaining capital expenditures for 19493
were S5.6 illion and ANG has budgeted 5108
1094, $10.8 million includes

million (or The

S4.7 mitlion, for which an application for

approval o proceed was filed with the NEB on
Decemnber G0 1883,

in 1994,

A decision is expeeted carly

Coincident with the commencement of
service on the Pipeline Expansion. ANG (iled for
new  1olls, effective November 1o 1993, The tolls
were aecepled onoan interim basis by the NEB
and are based on a decimed capital structure of
G5 per cent debt and 35 per cent equite. The
debt has a cost of 84 per cent and the oquity
has a 125 per cent return. Proviousv, wlls were
based on a deemed capital stucture of 70 per
cent debic 30 per cent equity and o 12 per cent

recurn on equity. The debt had a 95 per cent



rate until Auguste L, 19930 at which time the

8.4 per cent debt rawe associated with ANG'S new
debenture issuc became effective,

To date. ANG has been unable (o reach
agreement with some shippers and other interest
ed partics with respect to the approprialeness of
the interim tolls. At Lthe Corporation’s reguest,
the NEB has called a hearing o review ANGs

tolls. [t is expected that a decision will be made

on the wlls later in 1994, Based on ANGs
December 31, 1993 rate base. a four per cent
change in the equity component (e.g. irom 35

per cent to 31 per cent) would affect carnings
per sharc Ly approximately $0.01. whereas a 0.5
per cent change in the rate of relurn on equity
(eg. from 125 per cent to 12 per cent) would
also have an effect ol $0.01.

U.8. federal regulators continued the
process of dercgulation and capacily restructuring
in 1993, After many months of negotiations, a
commercial restructuring of the longstanding con-
tractual arrangements underlyving the sale and
delivery of Canadian gas to northern California
was achicved. As a result, PGEE terminated  gas
purchase agreements belween A&S and its gas
supply pool. A portion of the A&S contract lor
firm capucity on the Pipeline was reassigned to
PG&E and producers who were formerly in the

A&S supply pool.

1983, A&S held
1.200 MMl per day of

Prior to Novemboer 1,

approximately lrans-
porfation capacity on the Pipeline, As a result
of the A&S decontracting, A&S assigned approx-
imately GOG MMef per dayv ol its transportation
capacity 1o PGRE Tor service 10 ils core market.
The PG&E transporiation agreement expires
on October 31, 2005, Of the remaining A&S
capacity. approximately 150 MMcef per day was
assigned to other third parties, leaving approxi-
mately 450 MMel per day with A&S. yet o he
assigned.

In conjunction with the A&S decontract-
ing. the Alberta government and the NEB lifted
orders that had been imposed in 1992 restricting
short-term natural the B.C.

sus ¢Xports on

Pipeline Sysiem,

1995 PIPELINE EXPANSION

ANG has applied for a further oxpansion to
the Pipeline eapacity by November 10 18495, in
conjunction with a proposed cxpansion of the
PGT system and  the planned construction of
the Tuscarora pipeline from Malin, Oregon to

Reno, Nevada.



I October  1O93, ANG filed an applicie

tion with the NEB for facilities designed to
accommodate long-lerm  transportation  contracts

for up o 321.7 MMl per day of yearround

capacity and an additional 40 MMel per day of

winter service commencing November 1.0 1995,
These newly contracted volumes are required o
serve utility and  end-use markets in southern
British Columbia, the U.3. Pacitic Northwest,
northeastern California and northwestern Nevada,
This additional capacity is backed by longterm
firm transportation contracts with 11 shippers:
however 097 MMel per day is conditional upon
one shipper obtaining state regulatory approval.

Depending on the state regulatory
approval, the capital cost of this project to ANG
is estimated al between $30.0 million and $52.0
miilion. The NEB has calledd o public hearing on
the application which is scheduled to begin on
March 21, 1994.

ANG s reassessing its new lacilily
requirements in light of indications from certain
shippers and other partics that existing eapacity
could be made available o satisfy all or part of
the 1995 expansion markets. While the ANG
Pipeline remains fully contracted. some rational
ization of capacity in Canada and the US. could
ultimately e undertaken which could obviate or

reduce the scope of the proposed cxpansion.

ANG'S PEACE RIVER PIPELINE

On December 30, 1993, ANG sold its Peace River
pipeline (o NOVA for $15.3 million, This pipcline
transported natural gas for regional  industrial
users in norvthern Albertw. The pipeline had very
limited growth potential for ANG and was
restricted by NOVA's regulatory mandate. For
these reasons. 10 was considered nonsstrategic.
The disposition resulted in an after-tax gain

of 34.6 million.

COGENERATION PROJECT

In December 19920 ANG and TransAlta Energy
formalized a partnership agreement regarding
the planned ownership and operation of a
cogeneration facility to be located adjacent to
ANG's Crowsnest compressor station in British
Columbia. Tolal project costs are expeeted w0 be

approximately $130.0 million. which will be pro

Joeet financed with equity and novrecourse debt

ANGFs equilty investment js anticipated to range
between $15.0 million and $30.0 miilion. These

costs are expected Lo be incurred in 1995

and 1946,



The facility will rceover exhaust heat
from five existing pipcline compressors at ANG's
Crowsnest compressor station and from two new
natural gas-fired turbinedriven clectrical genera-
tors which will be installed as part of the project.
The exhaust heat will then be converted to steam
which, together with (he new gas turbine generu
tors, will produce eleciricity. The Ffacility will be
capable of producing 130 megawatts of power.

In March 1993, ANG and TransAlta
Energy filed an Energy Project Certificate applica
tion with the Province of British Columbia for
authorization of the cogencration tacility. During
August 1993, notificalion was received that no
significant facility-related issues were outstanding,
and the application was forwarded to the British
Columbia Minister of Energy for approval.

ANG and TransAlta Energy had conclud-
ed a conditional Memorandum of Understanding
with the Sacramento Municipal Utility District
(SMUD) which outlined a proposed 130 megawalt

eleclricity sale from the project. In Novenmber

1993, however, this agreement was terminated by
SMUD mainly due to their inability to obtain
acecptable transmission arrangements. Since that
time, ANG and TransAlia Encrgy have continued
to work with POWEREX, the export marketing
division of BC Hydro, to seek alternative markets
for

ANG, TransAlta Energy and POWEREX signed a

the sale of the electricity from the project.

letter of intent for the marketing of the electrici-
ty denerated by the project. Given (he economic
viability of the project. il is anticipated that these
markeling cfforts will be suceessful and that com-

mercial operation will commence prior to 1997,
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EXTRACTION

The Cochrane extraction plant is one of the
lowest-cost producers of cthane and NGL in
Alberta. Ethane. NGL and liquilied carbon dioxide
are extracted from the natural gas siream passing
through the Cochrane extraction plant which
straddles (he NOVA pipeline system. Fthance and
NGL o arce extracted under longsterm agreencnts
which provide for the recovery ol all reasonable
operating expenses. depreciationn, interest expense
and an aftertax return on the net investient.

Ethane is sold under a longterm agree-
ment as leedstock for ethylene production. Ethane
production in 1993 averaged 42,073 barrels per
day compared o 42055 barrels per day in 1992,
Extracted NGL. composed of approximately 69
per cent propane, 22 per cent butane and nine
per cent pentane plus, are sold under longterm
corlracts. Production of NGL averaged 18933 bar
rels per day in 1993, compared o 17.717 barrels
per day in 1992, an inerease of 6.9 per cent The
increase in NGL production resulted {rom a richer
inlet gas stream expericneed in 1993,

Operating income [rom the extraction
business was $24.4 million in 1993 compared to
$26.4 million in 1992, A decrease in revenue
entitlement associated with a depreciating invest
ment base and lower income taxes reduced oper-
ating income,

On November 1, 1993, as a result of
pressure from the Calitornia Public Utilitles
Commission, (he A&S gas supply pool was dis
solved and A&S gas sale arrungements to PGT
and PG&E were terminated. A&S was a major
natural gas shipper on the NOVA pipeline system

and ANG had agreements with A&S to extract
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ethane and NGL from the A&S gas supply pool
The dissolution of the supply pool necessitated
the replacement of the A&S extraction agree-
ments. The majority of the transportation capaci
ty held by A&S was assigned to PG&E and to
producers formerly in the A&S gas supply pool.
As a resull, ANG replaced the existing A&S
extraction agreements with a new A&S agree-
ment, an agreement with PG&E and 168 new
agreements with producers formcerly in the Ad&S
gas supply pool.

The dissolution of the A&S gas supply
pool had no significant impact on the volumes
of gas processed at the Cochrane extraction plant

in 1993.

RECOMMISSIONING PROJECT
ANG received unconditional approval from the
Alberta Energy Resources Conservation Board in
June 1993, to recommission and upgrade previ-
ously idled facilities at the Cochrane extraction
plant. The project will allow the Cochrane extrac
tion plant to process up fo 900 MMcl per day of
additional natural gas for a total plant capacity of
2,200 MMecl per day. This opportunity comes
froin the increased volumes of natural gas flow-
ing through the Cochrane extraction plant as a
result ol the Alberta to California pipcline expan-
sion. Construction and recommissioning of the
facility is progressing on schedule and within
budget. Completion is expected in the third quar-
ter of 1994, The capital cost of the project is
estimated at $53 million. To date, construction
of the recommissioning project is 20 per cent
complete.

In December of 1992, ANG signed a
preduct sale agreement relating to the increased

volumes of NGL to be produced from the recom-

missioned facility. This agreement provides for
the usc of downstream facilities upon terms sub-
stantially similar to existing arrangements. This
agreement also includes a product marketing
arrangement. ANG is finalizing agreements for
the processing of natural gas at the recommis
sioned facility with shippers transporting gas on

the expanded NOVA pipeline facilities.

NGL
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MARKETING

CanStates Gas Marketing, a partnership in which
ANG has a 667 per cent inferest, contracts with
natural gas producers for gas supplies which are
marketed in the eastern US. and central and
western Canada, It has two longterm export con-
(racts with deliveries ol approximately 23 MMeofl
per dav. These two conlracts amount to approxi-
mately 50 per cent of CanStales Gas Marketing's
sales volumes, The agreements speeifically provide
for the recovery, by CanStates Gas Marketing, of
virfually all transportation ecosts from its cus
tomers. As a result. CanStates Gas Muarketing has
entered into agreements providing for pipeline
lransportilion capacity.

Total natural gas sales volumes for
1993 were 94,400 MMef, which were comparable
w0 1992,

ANG participates in the marketing of
products from the Cochrane extraction plant, Sales
of NGL from the plant are made under a long
term product sales agreement. I 1993, a richer
inlet gas stream generated higher production vol
umges. Overall stronger NGIL prices and increased
sales volumes resulted in an inecrease in operaling
income for 1993 compared to 1992, An increase
in natural gas prices in 1994 is expecied to lower

NGL marketing profits.



Contractual arrangcements also provide
for ANG's participation in the marketing of
ethane outside Alberta. These arrangements have
not contributed to ANG's operating income for a
number of years and are not expected to con-
tribute in the near term.

The natural gas and NGL marketing
business is affected by the seasonality of
market demand for nafnral gas and NGI.
Traditionally, the more active periods for natur-
al gas sales are winter and summer, and for
NGL, the fall and winter.

ANG was also in the NGL and crude oil
brokerage business. This business was operated as
CanStates Energy and CanStates Petroleum
Marketing, On Tebruary 3, 1994, this business
was sold after experiencing significant losses.
The sale also included ANG's 12.3 per cent inter-
est in the St. Clair Underground Storage partner
ship which owned and operated the Marysville
Underground Sterage Terminal in Michigan. The
selling price of these assets was $5.9 million plus
working capital. Based on the net realizable value
of the assets, a 1993 year end loss provision of
$4.9 million was taken by writing off goodwill
and other intangibles. The finalizatlon of the sale
on February 3. 1994, will have no material effect

on income in 1994,

20

GAS STORAGE PROJECT

In January 1994, the Corporation's Board of
Directors approved ANG's cquity participation in
a gas storage project being developed by Amoco
Canada Petroleum Company Ltd. near Crossfield,
Alberta. Agreements are being finalized for ANG
to invest an estimated $16 million in project
development c¢osts for the drilling of additional
wells and providing additional comnpression and
connecting facilities for which ANG will obtain an
approximate 20 per cent interest in the Crossfield
Storage Project. This project is of strategic signifi-
cance to both the B.C. Pipeline System and the
Cochrane extraction plant. The current plan is to
develop up to 400 MMcf per day of deliverability

capacity from the project by November, 1994.
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CITEMICALS

ANG is in the specialty chemicals business.
Chemical products are manufactured at ANGUS
facilities located in Sterlington, Louisiana and in
Ibbenbuercn. Germany. Products are marketed
worldwide (0 a broad range of industries.

ANGUS, which is the world's largest
producer of nitroparaffins, manufactures four
hasic nitroparaffin co-products: nitromethane;
nitroethane:  l-nitropropane: and Z2-nitropropane,
These coproducis are made [rom a feedstock of
nitrie acid and propane. Nitvoparaffin derivatives
are produced from cach of the basie co-products.

Operating income in 1993 for chemicals
was 5264 million, up $17.1 million [rom 1992,
The therease includes $12.6 million from a settle
ment between ANGUS and IMC Fertilizer for
reimbursement of unabsorbed plant costs
incurred following the 1991 explosion at the
Sterlington  nitroparaffins  plant. IMC Fertilizer
was the operator of the nitroparaffing plunt at
the time of the explosion. Excluding the $512.6
million seltlement. operating income improved by
$4.5 million. Higher sales volumes ol certain
nitroparalfins and hetter plant utilization. to
restore inventory levels, were partially offset by
reduced margins for some products and higher

depreciation cxpense.



The April 1993 settlement agreement
between ANGUS and IMC Fertilizer provided f{or
reimbursement of certain losses relating to the
explosion. ANGUS and its insurers will be paid
US $180.0 million plus intcrest over a threeyear
period. The net scitlement to ANGUS is approxi-
mately US $35.0 million (CDN $44.4 million). In
addition to the CDN $12.6 million ($7.0 million
after-tax) recorded as income [rom continuing
operations. CDN $31.8 million ($15.4 million
after expenses and tax) was recorded as an extra-
ordinary item. As required under the terms of
the settlement agreement, ANGUS had received
US $15.0 million by December 31, 1993, The bal-

Narth America

8 Headquarters
@ Manufacturing Facilities
& |nformation Offices

ance is due as follows: US $5.6 millior_l in 1994,
US $4.1 million in 1995 and US $10.3 million
in 1996. ANGUS continues to seek [urther recow
eries from IMC Fertilizer and its insurers for loss
es not covered by the 1993 seitlement.

The Sterlington, Louisiana plant manufac
tures nitroparaftins and their derivatives. The
basic nitroparaffins plant currently operates at
approximately twothirds of its annual production
capability of 90 million pounds. The Ibbenbueren
plant primarily manufactures nitroparaffin deriva-
tives. Nitroparaifins for the manufacture of these

derivatives are supplied by the Sterlington plant

Southeast Asia
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Infrastructure and safety projects
throughout 1993 accounted for a large portion of
the US 3$9.4 million of capital expenditures.
During 1994, total expenditures are projected
to be approximately US $10.0 million. These
funds are directed at completing 1993 infrastue
ture and safety projects as well as the construc
tion of a new adminlstration building at
Sterlington. Sustaining capital for ANGUS nor-
mally ranges from US $5.0 million o US $7.0
million each year.

The majority of ANGUS' products are
sold to highly cowmpetitive global markets.
Competition is based primarily on alternative
chemistry where success depends upon product
performance and service to customers. In the sec
ond half of 1992, the world’s second largest pro-
ducer of nitroparaffins exited the business. The
liquidation of its inventories impacted ANGUS'
business in several market segments during
1993. ANGUS has regained sales lost as a result
of this onetime event.

Nitroparaffins and nitroparaffin deriva-
tives produced by ANGUS comprise more than
50 products which are used in many applications
including pharmaceuticals, coatings, solvents, tex-
tiles and agricultural chemicals. Serving a wide
range of specialty chemical markets, these prod-

ucts offer valueadded properties such as building

blocks for pharmaceutical drugs, additives which
reduce corrosion and aid dispersion in paints,
biocides for metalworking fluids, and neutralizers
and dispersants for cosmetic and personal care
products.

ANGUS' product diversity is demonstrat
ed by their use in applications such as the lead-
ing drugs used to combat tuberculosis and treat
ulcers, in almost all hair sprays, in the majority
of high performance latex paints produced in the
U.S.. and in fungicides used in the fumigation of
high-value crops such as strawberries and tome
tocs. The diversity of markets which ANGUS'
products serve leads to a low concentration
on any one customer or industry group. The
largest. industry group represented less than 15
per cent of ANGUS' 1993 gross margin. In a typi
cal year, the ten largest customers account for
approximately 26 per cent of gross margin. The
diversified market and customer base also
reduces the impact of economic cycles on sales
and profitability.



One of ANGUS™ mjor focuses huas been
o develop new markets for existing products and
new  produets based on nitroparatfin chemistry
and propriciary technology., Rescarch and develop
ment expenditures were approximately US $4.0
million in 1993, and are targeted at approximate-
Iv tour per cent of sales. Four new products were
inroduced in 1993, and numerous market oppor-
tunities for current products were pursued.

The new products introduced in 1993
have bern designed to bring customers increased
value by improving the properties of their [in-
ished products, improving the salewy ol their
products. or a combination of both. An example
of this is a recently introduced specialty additive
for the adhesive industry. ZT-35. which provides
the combined benefits of a substantial improve
ment in the strength of the bond with reduced
worker exposure to hazardous chemicals. Zoldine
RD20. the first new ANGUS product in the [icld
of reactive diluents, allows customers o offer ure
thane coutings thal have improved appearance,

weatheruhility: and reduced environmental impact

during the application stage. A new metalworking
fluid additive developed in Europe has been
approved for use by a major automobile manu-
facturer due to ils unique balance of properties.
A number ol other new products continue in var-
ious stages of development and are scheduled for
introduction over the next several vears.

ANGUS is also focusing ils cfforts on
increasing market penetration in Europe and the
Far East. During 1993, North American sales
accounted for 3 per cent of otal sales, European
sales accounted for 28 per cent and Asian and

Latin American sales accounted for 19 per cent



LIQUIDITY AND CAPITAL RESOURCES
ANG maintained a strong liquidity position and
improved its access to capital markets in 1993,
during a period of significant asset growth.
Taking advantage of upgraded credit ratings, the
Corporation issued new fixed-term debt and
entered the commercial paper murket.

Funds [rom continuing operations
increased significantly in 1993 to $58.8 million
from $40.8 million in 1992. The increase of
$18.0 milliecn was mainly due to the legal settle
ment with IMC Fertilizer and improved operating
performance from ANG's pipeline, marketing and
chemical businesses, as well as lower interest
charges. Non-<cash working capital requirements
increased by $29.4 million mainly due to an
increase in inventories and receivables. A large
portion of this increase relates to thc commence
ment of Pipeline expansion operations and inven-
tory replenishment in the chemicals business.

Capiwal expenditures on property, plant
and equipment for 1993 totalled $111.1 million.
Approximately $67.8 million of this amount was
for expansion of the Pipeline. The remainder of
the expenditures relate to sustaining capital
requirements for ANGUS as well as the Cochrane
extraction plant recommissioning project.

During 1993, a net investment of $17.6
million was made to maintain ANG's 49 per cent
interest in Foothills South B.C. The investment
facilitated completion of Foothills South B.C.'s
share of the Pipeline Expansion.

Long-term debt of $140.0 million was
repaid in 1993. This includes $60.0 million of
debentures, carrying an interest rate of 10%

per cent which matured on Oectober 22, 1993. In

 addition, notes payable of $80.0 million were
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repaid. Also, & $25.0 million crosscurrency inter-

est rate swap matured May 4, 1993.

As a result of continued improvement in
financial performance and a strong balance sheet,
the two Canadian bond rating services upgraded
the credit ratings on ANG's debt in June 1993.
The higher quality ratings allow ANG wider
acecess to capital markets and lower financing

costs. The corporate debt ratings are as follows:

1993 1992
DomrmonBondRatmgServlce

A {Low} BEBB
R-1 (Low) R-2 [tfligh)l

Debentures
Commercial Paper
Canadian Bond Rating Service
B++ (High} B++
A2 (H[gh) A2

Cebentures
Commercial Paper

Subsequent to obtaining the credit upgrades,
ANG successfully issued $110.0 million of unse
cured debentures carryving an 8.4 per cent
coupon payable semiannually. The debentures
mature in 2003. The net proceeds were used to
fund ANG’s Pipeline and its expansion.

During the fourth quarter. ANGUS issued
US $25.0 million of unsecured senior notes at an
interest rate of 6.56 per cent. Principal repayments
are due in seven installments comrmencing in
1997 with a (inal payment in 2003. The proceeds
were used to retire notes payable and (or general
corporate purposes. This debt also partially hedges
ANG's net investment in its U.S. operations.



Proceeds from the divestitnre of non-
strategic assets were also used to retire notes
pavable.

ANG entered the commercial paper mar-
ket in October 1993, after a (woyear absence,
This action lowered the cost of shortlerm borrow-
ing compared (o the cost of bank financing.
By vear end. ANG had $76.0 million of commer
cial paper outstanding with varving tlerms
o maturity.

As of December 31, 1993, 1ow] debt oat-
standing was $236.2 million with S176.8 million
classified as longlerm debt and 3794 million
classified as shortaerm debi. Total deld in 1993
increased by $62.4 million over 1992 levels main
v due to expansion of the B.C. Pipeline Svstem.
AXG's longterm debt includes S110.0 million in
Canadian dollars, CDN %56.1 million denonminated
in U dollars, and CDN $10.7 niillion denomi-
naled in Deulsche marlks. For further delails, see
Nute G to the consolidated linancial statements.

The Corporation’s weighted average ceost
of borrowing lor shortterm debt was 6.5 per cent
compared to 7.8 per cent in 1992, The lower cost
of horrowing in 1993 wius due o a significant
and broader access Lo

ANG's

decline in intercst rates

capital markets made possible by
improved credit rating.

Total capital expenditres in 1994 are
expected to be approximately $76G.8 million. OfF
the total, $63.8 million is expected (o be spent in
Canada. largely on the Cochrane extraction plant
recommissioning project. The remainder will be
invested by ANGUS in the U8 on sustaining cap-
id. safety and envirommental projects, and fund-
ing the construction of a new administration

building al Sterlington.

At the end ol T9RL, ANG had revolving
credit facilities totalling $156.5 million with five
banks, 51528

ANG

million was

520.0

Canadian of which

unsed. reduced these facilities by

million [rom 1§92 levels bused on projecled

financing requirements for 1994, In addition.
ANG had o US 856.0 million credit facility. of
which US S5.9 million was unused at yvear end.
The credit facilities are required (o support
AXNG's commercial paper program and are also
uscd for general corporate purposes,

Financing requivements during 1994 are
expected o he satisfied through a combination
of internally generated cash flow and shortterm

borrawing.

SENSITIVITIES
Mamagement monitors key markel drivers which
alfect ANG's cash flow and profitability.

1994 Earnings

per share
increase
Increase in Key Market Drivers {decrease}
Propane price of US $0.03 per US gallon 30.04
CDN/UJS dollar exchange rate of CON $0.01 {0.01;
Natural gas CDN 30.20 per gigajoule (0.03}



ENVIRONMENTAL

AND OTHER

CANADIAN OPERATIONS

ANG is committed to operating its business in a
manner that protects the environment.
In 1993, ANG

implemented an

Environmental Philosophy and Policy (the
Environmental Statements) which are provided to
its employees and are available to the public. The
Environmental Statements emphasize the
Corporation’s commitinent to protecting the envi
ronment and the measures it is taking to achieve
its environmental performance goals,

A key measure is the appointment of a
Chief Compliance Officer who reports to the
Board of Directors and is responsible for ensur
ing ANG's compliance with all applicable enviromn
mental regulations. The Chief Compliance Officer
is a member of the Safety and Environmental
Review Committee (SERC), which in turn is
responsible for reviewing safety and environmen
tal concerns and supervising or conducting envi-
ronmental inspections and audits. The SERC is
comprised of members of scnior management,
engineering and operations staff.

An important corporate initiative
involves environmental audits of all facilities on
a regular basis. The audits assess ANG's compli
ance with legal requirements, conformity with
policies and standards of performance, and day-to
day environmental management.

In the fall of 1991, a series of environ-
mental audits of facilities was conducted, starting
with the Cochrane extraction plant and followed
by the Pipeline. ANG has now implemented
changes which were recommended as a result of

these audits. In 1992, audits of ANG's Peace
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River pipeline, the corporate head office in
Calgary and ANG'’s wvehicle fleet were conducted.
The audits confirmed that ANG’s facilities comply
with regulations and conform with industry and
corporate standards and practices. They also con-
firmed that ANG operates in a progressive and
environmentally responsible manner. Inspections
of the Cochrane extraction plant and the B.C
Pipeline System in 1993 indicated that no signifi
cant environmental concerns existed.

Specific environmental protection pro
grams were carried out during 1993, including
the completion of an asbestos abatement program
connected with the recommissioning of the lean
oil facilities at the Cochrane extraction plant. Also,
a cooling water pilot project, using low-cost ozone
in place of eonventional water treatment chemi-
cals, was initiated at the Cochrane extraction
plant. Based on favourable preliminary results, a
largescale test will be conducted in 1994. In addi-
tion, updated guidelines for spill reporting and
waste handling and disposal have been imple
mented at the Cochrane extraction plant.

Turbine exhaust gas emission reduction
systems were installed on the new compressors
at both the Crowsnest and Moyie compressor sta
tions. This entailed water injection into gas tur
bines to reduce thc amount of oxides of nitrogen
(NO,) emitled to the atmosphere. I'ull implemen-
tation will be completed in 1994.

Noise abatement measures and equip
ment were incorporated into all the new facilities

installed as part of the Pipeline Expansion.



ANG does not expect that environmental
protection laws will affect it dilferently from
other corporations in the industries in which it
operates. To date. environmental protection
requirements have nol had a materially adverse
impact on earnings or the competitive position of
the Corporation. In future. it is anticipated that
new and amended  legislation will increase envi-

renmental compliance costs: however, manage-

ment s unable (o predict the fulure impact of

such increased costis,

ANGUS is committed (o full complianee with cur-
rent sind future environmental regualations on a
worldwide basis. In this respect. ANGUS is
eligiged in an active program of cnvironmental
management. During the reeconstruction of its
nitroparallin facility, many  improvements were
incorporated anticipating future regulatory
requirenents, including changes in the U8 Clear
Afr Ael.

In 1992, ANGUS initiated a project o
reduce its longterm material handling risks,
which includes stringent material handling stan-
dards for certain chemicals. In 1993, many
of these standards were implemented with
more than US $1.0 million spent on projects
to upgrade handling and storage facilities.
Improvements included installation of double-
bottomed tanks, improved containment capability,
and a redesign of the system to reduce potential
sources 0l leaks.

In February 1994, the Louisiana
Department of Environmental Quality granted
ANGUS request for authoerization to continue

operation ol its Class 1 hazardous waste injection

wells o the year 2007, ANGUS also holds
approvals for the continued use of the wells from
the U.S. Environmental Frotection Agency and
the Louisiana Department of Nutural Resources,
The wells are monitored on an ongoing basis to
cnsure prevention of harm (o the enviromment,
The costs associated with ANGUS' environ-
mental activities have increased  significantly in
recent vears. While it is difficult o determine
environmental compliance costs, ANGUS expects
environmental capital casts to reach US $1.0 il
lion w US $2.0 million per vear over the next
three to four yvears., ANGUS has dedicated
resources o identily  industrinl and regulatory
trends relating to environmertal issues al an
carly stage. and o make prudent business deci-
sions based on a strategy of reducing longlerm

financial vulnerability.

CORPORATE CONTRIBUTIONS

As a responsible corporation, ANG invests in the
continued development of the communities in
which it operates. Contributions are made to
organizations thal promote health, wellure and
education, as well as athletic, civie and cultural
aetivities. This vear our emplovees conducted
ANG’s most successful United Way campaign.
Their efforts produced record contribution and

participation levels.



FINANCIAL PERFORMAVNCE

A YEAR OF ACCOMPLISHMENT

1993 was a year of major accomplishment for
ANG highlighted by strong earnings growth,
significant investiment in facilities and a renewed
foens on strategie assets and tasks. Selected
highlights include:

Continuned improvement in financial performance
led to higher quality ratings from the two
(‘anadian bond rating services. ANG now has
wider access o capital markets at lower
financing costs.

After several years of planning and development.
the Pipeline Expansion commenced operation

on November 1.0 18930 This project more than
doubled ANG's pipeline investment and increased
the B.CU Pipeline System capacity by nrore than
26 per ecent.

IFocusing on continued growth, ANGUS Chemical
Company introduced four new products. ANGUS
contimmes to be the largest producer of
nitroparaffins in the world.

Investor confidence allowed ANG (o solidify
its finanecial position through the entry into
the commercial paper market and the issue
of favourable debentures and unsecured notes,

Divestiture of non-strategic assets increased
the allocation of financial resources to projeets
of strategic importance and stronger growth
potential.

The recommissioning project commeneed at the
Cochrane extraction plant. This projecet provides
for a 70 per cent inercase in NGL oextraction
capability and for future carnings growth.




MANAGEMENT'S REPORT

The accompanying consolidated financial staterments and all other information in this Annual Report
have been prepared by the management of ANG. Management is responsible for the integrity and objec
tivity of this information. The financial statements have been prepared in accordance with accounting
principles generally accepted in Canada. Where appropriate, amounts based on estimates and judge
ments are included. Financial information throughout this Annual Report is consistent with the consoli
dated financial statements.

Management has established and maintains appropriate systems of internal control, with poli-
cies and procedures which are desighed to meet its responsibility for reliable and accurate reporting.
These systems of control include a program of review by ANG's internal auditors.

Arthur Andersen & Co. are independent auditors appointed by the shareholders. For the pur
poses of determining the nature, timing and extent of their audit procedures. the auditors have consid-
ered ANG’s internal controls. They have audited the consclidated financial statements in accordance
with generally accepted auditing standards sco as to enable them to express an opinion on the fairness
of the financial statements.

Through its appointed Audit Committee, the Beard of Directors oversees the financial reporting
prepared by management. The Audit Committee meets regularly with management, the internal auditors
and Arthur Andersen & Co. to review auditing and financial reporting matters. Internal and external
auditors have unrestricted access to the Audit Commitiee and management. The consolidated financial
statements have been approved by the Board of Directors on the recommendation of the
Audit Committee.



AUDITGRS REPORT

To the Sharcholders of Alberta Natural Gas Company Lid:

We have audited the consolidated balance sheet ol Alberta Natural Gas Company  Lid as al December
31, 1993 and 1992 and the consolidated stafements of income. reinvested carnings and cash [low for
the years then ended. These financial statements are the responsibility of the company’s managemendt.
Our responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordanee with generally accepled auditing standards. Those stan
dards require that we plan and perform an audit to obtain reasonable assurance whether the fnancial
slatements arc free of material misstatement. An audit includes examining, on a test basis, evidenee
supporting the amounts and disclosures in the financial statements. An audit also includes assessing
the accounting principles used and significant estimates made by management. as well as evaluating the
overall financial sltatement presentation.

In our opinion. these consolidated financial statements present fairly. in all material respects.
the financial position of the company as at December 31,0 1993 and 1992 and the results of its oper-

ations and 1ts cash [low for the vears then ended in accordance with denerally aceepled accounting

principles.
Calgary, Alberta, Arthur Andersen & Co.
February 3, 1994, Charlered Accountants



ALBERTA NATURAL GAS COMPANY LTD

CONSOLIDATED STATEMENT OF INCOME

Year ended December 31

fir thousands except earnings per share)

Revenues

Expenses
Operating and maintenance
Selling, administrative and research
Depreciation and amortization

Property 1axes and olher expenses

Operating Income
Other income
Interest expense

Income from Continuing Operations before Income Taxes

Income taxes

Income from Continuing Operations
Discontinued operations
Extraordinary items

Net Income

Earnings per share
Continuing operations
Discontinued operations
Extraordinary items

MNet income

$ 662,693

521,016
49,598
22,619

4,793

64,667
13,705

N1839T)

61,975

{28,577}

33,398
790
15,396

] 1.30
0.03
0.60

W

CONSOLIDATED STATEMENT OF REINVESTED EARNINGS

Year ended December 31

{1 thousands)

Opening balance

Nel income

Dividends
Closing balance

See accormpanying notes.

§ 58239

48,584

S rigs
.N17,459)

s34

1993

1993

1992

$ 527.819

409,257
50,079
16,426

5.139
419,301
47,918
4,684
(19,422)
33,180
415,389

17,799
(20,075)
20,181

$ 17.905

3 0.82
10.92)
0.92
s om

1992

$ 55400

17,90
73,308
.. \15,0661

$ 580%



ALEERTA MATURAL GAS COMPARNY LTD

CONSOLIDATED BALANCE SHEET

Assets
Current Assets
Cash and interest bearing deposits
Accounts receivable
income taxes receivable
Inventories
Other
Total current assets
Investments
Property, Plant and Equipment
Goodwill and Other

Liabilities and Shareholders’ Equity
Current Liabilities

Motes payablc

Accounts payable and accrued liabilities

Deferred income taxes

Current portion of long-term debt

Total current liabitities

Long-Term Debt

Deferred Income Taxes
Shareholders’ Equity
Common shares

Reinvested earnings

Foreign exchange adjustment

Approved on benalf of the Board ot Directors

55, flok

John E. Goudie

Durector

See gccompanying notes.
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......................................... 1993 1992
s 13,668 $ 39,501
115,571 86,132
- 10,876
57,495 38,561
4,512 3,950
........ i
38,532 18,489
376,474 289,752

34,364 22,021
$ 640616 $ 509,272

$ 79,445 $ 22,009
101,968 86,463
16,426 16,361

- 60,000

176,748 111,813
__‘_____5_3,273 43,150

4321360339796

113,701 113,099
90,364 58,239
3,691 (1.862)

g'"'640,5'15 $509272

John M. Beddome

Director



ALBERTA NATURAL GAS COMPANY LTD

CONSOLIDATED STATEMENT OF CASH FLOW

Year ended December 31
{in thousands) 1993 1992

Continuing Operations
Income from continuing operations $ 3339 $ 17799
Non-cash items included above 25,369 23,038

Funds from continuing operations 58,767 40,837
Change in non-cash working capital items {29,385) 6,921
Other {5,646) 4,136

§ 23,736 § 51,894
Discontinued Operations S ) _790 $ 48,697

Investing Activities
Net property, plant and equipment additions $ 111,073 $ 85409
Proceeds on sale of assets {15,300} -
Investments 17,599 (4,561)
Extraordinary items {13,479) (17,925
Other . 14887) (3,742)

.s o 006 $ coiei

Financing Activities
Long-term debt additions $ 144,068 % 1,242
Long-term debt repayments {140,000) (30,0000
Dividends {17.459) {15,066)
Common shares issued for cash 60z 59,277
§ e 8 e

Summary of Cash [(Used} Provided
Continuing operations $ 23736 51,894
Discontinued operations 790 48,697
Investing activities {95,006} {59,181)
Financing activities {12,789} 15,453

Cash and Cash Equivalents (Deficiency}
Opening halance 17,492 (39,371}
Clasing balance s (6517__'_1__7_1_ $ 17,492

See accompanying notes.



ALBERTA NATURAL GAS COMPANY LTD

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. DESCRIPTION OF THE BUSINESS

Alberta Natural Gas Company Ltd (ANG) owns and operates a largediameter pipelinc for the trans
portation of natural gas through southeastern British Columbia. This pipelinc links the systems of
NOVA Corporation of Alberta (NOVA) and Pacific Gas Transmission Company (PGT) to move natural
gas [rom Alberta to California and the United States Pacilic Northwest. ANG holds a 49.0 per cent
interest in Foothills Pipe Lines (South B.C.) Ltd. (Foothills South B.C.) which owns a pipeline that
parallels and interconnects with ANG's pipeline. Foothills South B.C's plpeline is operated by ANG
as an integral part of the ANG pipeline system. A major pipeline expansion project in southeastern
British Columbia, cosponsored by ANG and Foothills South B.C.. was completed and commenced
service on November 1, 1993.

The pipeline system in southeastern British Columbia is subject to regulation by the
National Energy Board (NEB) pursuant to the National Energy Board Act. The NEB regulates
accounting matters, the export of gas, the construction and operation of gas pipelines and tolls
charged for transportation service. The Foothills South B.C. pipelinc is also regulated by the
Northern Pipeline Agency pursuant to the Northern Pipeline Act.

ANG owns and operates a natural gas liquids (NGL) and ethanc extraction facility near
Cochrane, Alberta. The plant straddles the western Alberta mainline of the NOVA pipeline system.
The purchasers of NGL and ethane (rom the Cochrane extraction plant have agreed to provide for
the recovery of operating expenses, taxes and capital invested together with a refurn on the unre
covered investment.

ANG is engaged in the natural gas marketing business in Canada and the United States.
These operations are managed by the CanStates Gas Marketing partnership of which ANG owns
86.7 per cent. ANG also participates in the marketing of products [rom the Cochrane plant.

ANGUS Chemical Company (ANGUS). a wholly owned subsidiary of ANG, owns and operates
chemical preduction facilities located in the United States and Germany. These facilities utilize
propane and nitric acid as fteedstock to produce nitroparaffins and derivative products which are
then marketed worldwide.

2, ACCOUNTING POLICIES

The consolidated financial statements have been prepared in accordance with accounting principles
generally aecepted in Canada. Significant accounting policies are summarized below:

Basis of Presentation

The consolidated financial statements include the accounts of ANG and all of the accounts of sub-
sidiaries and partnerships over which ANG has control. The equity method of accounting is flol-
lowed for investments which are less than 50.0 per cent owned by ANG.



ALBERTA NATURAL GAS COMPARNY LTD

2. ACCOUNTING POLICIES {continued)

inventories

Inventories are carricd at the lowcer of cost and market. The lastin, lirstout method is used to
account for cerlain chemical inventories. These inventories would be $7.1 million higher at
December 31, 1993 ($5.9 million at December 31, 1992} il the firstin. first-out method had been

used. Average cost is used [or most other inventorics.

Property, Piant and Equipment
Property, plant and equipment is carricd at cost less accumulated depreciation. Cost includces the
cost for funds used during the construction of assets that arc devoted Lo cost of service arrange-
ments. The rate used to capitalize this financing cost is the NEB accepted rate of return on rate
base or, where appropriate, the rate specified in the contract. This return is included in income
when it is recorded.

Depreciation is caleulated on a straightline basis over the estimated service lives of assels.
The overall composite rate is 3.8 per cent (3.7 per cent in 1992) for pipelines, 2.3 per cent (2.4
per cent in 1992) for extraction and 6.5 per cent (5.6 per cent in 1892) for chernicals.

Goodwill

Goodwill arose on the acquisition of certain subsidiaries and partnerships. It represents the portion
of the purchasc price in excess of the lair value of the identifiable net assets acquired and is amor-
tizcd on a straightline basis over a period of 30 years. In 1993, an additional provision was made
to write off $3.7 million of goodwill {see Note 18). The unamortized balance was $9.0 million at
December 31, 1993 ($13.1 million at December 31, 1992).

Foreign Currency Transiation
The accounts of United States subsidiaries are translated into Canadian dollars using the balance
shect date exchunge rate for all assets and liabilitics and the average exchange rate during the year
for revenues and expenses. The cumulative effects of these [oreign currency translations are includ-
cd in the *Foreign exchange adjustment” component of shareholders’ equity until there is a real
ized reduction of the net investiment in United States dollars. i

The accounts of the German subsidiary arc translated into Canadian dollars using the bal-
ance sheet date cxchange rate for ali monetary asscts and liabilities and the historical cxchange
rate for nonmonetary assets and liabilities. Revenues and expenses are translated at the exchange
rates prevailing on the date of the transactions. The cffect of these foreign currency translations is
included in the determination of net income.

ANG’s Deutsche mark denominated longterm bank loan is translated into Canadian dollars
using the balance sheet dale exchange rate. The effect ol this foreign currency traunslation is

deferred and amortized to income over the term of the bank loan.



ALBERTA NATURAL GAS CCMPANY LTD

2. ACCOUNTING POLICIES (continued)

Natural Gas Sales Contracts
Certain natural gas sales contracts are entered into at fixed prices for up to a year. Revenues and
expenses related to these contracts are recorded when deliveries are made. Anticipated future loss-
es, if any, on specific contracts are charged to income when identified.

Natural gas transportation costs of $45.1 million, previously reported for 1992 as a reduc
tion of revenues, have been reclassified to expenses to be consistent with the presentation adopted
for 1993. This reclassifleation has no effeet on net income.

Income Taxes

Income taxes are provided using the tax allocation basis for all income cxecpt for cost of service
income which permits the recovery of income taxes as paid. Income taxes arc provided on this
source of income using the taxes payable method to the extent they are recovered as revenuc. Had
the tax allocation basis been used for this source of income. there would have been a deferred tax
recovery of $2.4 million in 1993 ($3.7 million in 1992) on this income. and additional deferred
income taxes would have been recorded in the amount of $17.6 million te December 31. 1993

($20.0 million to December 31, 1992).

Withholding taxes are provided on undistributed earnings of foreign subsidiaries if those
earnings are deemed not to bhe permanently invested.

Post Employment Benefits Other Than Pensions

Certain health care. dental care and life insurance benefits to eligible retirees and their dependants

are provided. These benefits are expensed when the costs are incurred.

3. INVENTORIES

Dacember 31

Pipelines $ 5865 % 2,750
Extraction 2,203 1,977
Marketing 7.144 3,816
Chemicals 42,283 . .......20008

4. INVESTMENTS

December 31

Foothills Pipe Lines {South B.C.) Lid. $ 25717 3 6,638

Amoco Centre joint venture 6,092 4,179

St. Clair Underground Storage parinership {see Note 18) 3,618 4,457

Foothills Pipe Lines (Yukon) Ltd. 2,420 2,587

Other 685 748
s 38532 8 1848

39



ALBERTA NATURAL GAS COMPANY LTD

4. INVESTMENTS (continued)

Foothills South B.C. has negotiated a $90.0 million bank line of credit to provide interim
financing for its portion of the pipeline expansion project in southeastern British Columbia. This
line was drawn to $83.7 million as at Deccmber 31, 1993. ANG has guarantecd 49.0 per cent of
any oulstanding loan balance. The guarantee will terminate upon replacement of the interim financ
ing with longterin debt, which management anticipales will occur in 1994,

An ANG wholly-owned subsidiary, ANG Realty Lid.. has a 50.0 per cent interest in the
Amoco Centre joint venture. The other 50.0 per cent interest is held by Olympia & York AMCC
Limited, a subsidiary of Olympia & York Devclopments Limited (O&Y). The joint venture owns an
office building in Calgary (the Property). The debt on thc Property is a joint and sevcral obligation
of the owners. It is funded by a banking syndicate (the Bank) whose only recourse as against ANG
Realty Ltd. and ANG is to the Property.

All monthly payments rcequired under the loan agreement are in good standing. In addi
tion, substantial payments have been made against the outstanding principal of the loan. Funds for
this purpose have becn generated through the rencgotiation of certain building leases and through
continuing profitable building operations. At present, a letter of intent has been signed with lead
tenant Amoco Canada Petroleum Company Ltd. to provide for a renegotiation and extension of
their existing lease. including the occupancy of a furiher threc floors of space.

In spite of the foregoing, the Bank has, by letters dated January 20, 1993 and
September 3, 1993, notified ANG that it has accelerated payment of the balance of the loan by rea
son of the insolvency of O&Y. in that O&Y's current situation constitutes a continuing event of
default under the loan agreement. Negotiations continue with the Bank to effect a satisfactory
restructuring of the debt on the Property. Management is of the opinion that an arrangement can
be implemented that extends the term of the loan. The Bank has, to date, not commenced legal
action against the Property in response to 0&Y's insolvency. but has reserved all rights to do so
under ifs security agreements.

In management's opinion, no impairment of the carrying value of the net investment in
the Property has occurred. This position is based on several valuations of the Property., as well as
outside legal counsel's opinion that ANG would be successful in preserving its interest in the
Property, notwithstanding actions taken by or that may be taken by the Bank against O&Y or the
Property.



ALBERTA MATURAL GAS COMPANY LTD

5. PROPERTY, PLANT AND EQUIPMENT

December 31

Cost

Pipelines $ 210,756 $ 127,218
Extraction 153,661 147,670
Chemicals 184,436 168,058
Urnder construction 24,108 29,550
Otner 6,039 1591

P 474077

Accumulated depreciation

Pipelines 63,102 62,768

Extraction 77,537 73,969

Chemicals 59,956 46,818

Other 1,932 770
...... 202527184325

Net book vaue s 36aT4 8 27

6. LONG-TERM DEBT

December 3i Interest
{in thousands) Rate (%)

Due _D_a_te N 1993 1992

Debentures 8.40 2003 $ 110,000 § -
Notes (US $25.0 million) 6.56 1997 to 2003 33,100 -
Bonds (US $13.0 million) 6.76 1998 10 2008 17,223 16,634
Bank loan (OM 14.0 million} 7.75 1996 10,655 10,989
Debentures - 60,000
Notes - 80,000
Other 5770 4,290
Less current portion - 60,000 -
S
All debt is unsecured except for the US $13.0 million bonds which are secured by certain
ANGUS pollution control assets costing US $11.2 million. All longterm debt matures after 1998
except for $10.7 million in 1996, $4.7 million in 1997 and $4.9 million in 1998. Interest on long-
term debt was $9.0 million in 1993 ($15.7 million in 199%2),



ALBERTA NATURAL GAS COMPANY LTD

7. SHAREHOLDERS’ EQUITY

The authorized sharc capital consists of an unlimited number of preference shares and an unlimit-
ed number of common shares.

Number of common shares

1ssued and fully paid {in thousands)
Year ended December 371 1993 1992 1993 1992
Opening Balance 25,654,365 20,989,935 $ 113,099 $ 53,822
Issued for cash 43,143 4,664,430 B 6p2 59,277
Closing balance 25,697,508 25,654,365 s 113,701 $ 113.099

ANG has reserved commeoen shares for issuance under a senior management stock option
plan. At December 31, 1993, options for 339903 shares were outstanding (233.346 at December 31,
1992). The options are exercisable for cash at prices ranging from $13.38 to $16.13 per share dur
ing specified periods that cxpire no later than 10 years from the grant date.

8. OTHER INCOME

Year ended December 31

Gain on sale of assets § 5,157 $ -
Allowance for funds used during construction 4,204 2,140
Equity income 3,729 2,504

ANG sold its Peace River pipeline for $15.3 million on December 30, 1993. The *Gain on
sale of assets™ relates to this sale.

9. INCOME TAX RATE

The provision for income taxes varies from the amount determined by applying the combined
statutory Canadian federal and provineial income tax rates to “Income from Continuing Operations
before Income Taxes,” The following is a reconciliation of the combined statutory rates to the effec
tive income tax rate:

Statutory income tax rates 44.0% 44.0%
Effect of the taxes payable method for

cost of service arrangements (0.1} 5.6
Effect of foreign tax rates (3.4) (5.6)
Non-deductible expenses 3.7 2.3
Other LS S <L

Effective income tax rate

42
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10, DISCONTINUED OPERATIONS
Discontinued operations in 1993 relate to the contingent portion of the sale proceeds from the dis
position of the fine chemicals busittess in Ireland. This business was sold in 1992,

Year ended December 37

fin thousands) 1993 1992
Dispoesal gain {loss) s 879 3 (11,442}
Operating loss - (3,249
Withnolding taxes on the repatriation of sale proceeds (89) {5,084}

S 790 $ (20075

11. EXTRAORDINARY ITEMS

Lxiraordinary ilems were recorded for the nonrecurring consequences of the Sterlington five and
cxplosion. The 1993 gain represents the proceeds [rom the IMC Fertilizer settlement (sce Note 12)
and the 1992 gain represents an Cinvoluntary conversion™ book gain arising from  insurance
procecidds received to rebuild the duamaged plant The following is o summary of the oxtra-
ordinary items:

Year ended December 31

{1 thousands) 1993 1992
Gain s 31,822 $ 586,733
Expenses {4,010} {20,429)
Income and other taxes {12,416} {16,123

S 15,396 $ 20131

12. LITIGATION SETTLEMENT

[n April 1993, ANGUS entered into an agreement with IMC Fertilizev Group. Ine. and IMC
Ferulizer, Ine. (colleetively IMC Fertilizer)y relating (o the May 1. 1991 explosion at the Sterlington,
Louisiana nitroparadTins plant. IMC Fertilizer was the operator ol the plant at the time of the explo
sion. The agreement provides for IMO Fertilizer 1o pay ANGUS approximately US 83350 million plas
interest over a threesvear period. In addition. IMC Fertilizer dropped its claim secking reimburse-
ment from ANGUS for amounts paid L IMC Fertilizer (o the United States Occupaltional Safety and
Iealth  Administration and lor other related expenses. ANGUS received U8 81350 million by
December 310 1993 as required under the terms of the agreement, Receivables (rora INMO Fertilizer
on December 31 18993 of US 8200 million. due from 1994 to 1996, are included in “Accounts
receivable” (CDN 7.5 million) and “Goodwill and Other” (CDXN 819.0 mijllion).

The net settlement 1o ANGUS ol approximately US S350 million (CDN $44.4 million) was
recorded as income from continuing operations of CDN &12.6 million (57.0 million alier tax or
$0.27 per share) and as an extraordinary item of CDN $31.48 million. The $12.6 million portion of
the settlement was recorded as o reduction in “Operating and maintenance™ expense in 1993, This
amount represents a recovery ol fixed production costs previously expensed as “unabsorbed plant
costs” of $4.3 million and $8.3 million in 1991 and 1992, respectively. The remainder of the seutle

inent procecds was recorded as an oxtruordinary item (see Note 11),
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13. SEGMENTED INFORMATION

Financial information by industry segment

Extracticn

Marketing

Chemicals

Eliminations

and
corporate

fn thousands) Pipelines
1993

Revenues § 35,856
Depreciation and amortization 3,163
Operating income 9,196
Identifiable assets 200,742
Capital expenditures 77,966
1992

Revenues 27,950
Depreciation and amortization 2,191
Cperating income 6,633
Identifiable assets 100,861
Capital expenditures 39,012

Financial information by geographic segment

{in thousands)

1993
Revenues
Operating income

Identifiable assets

1992

Revenues
Cperating income
Identifiable assets

$ 149,591
3,415
24,447
135,172
16,237

138,434
3,302
26,787
106,520
2210

$ 345,229
3,973
13,204
41,302

25

251,761
384
14,424
46,343
12

® Sales 1o three customers account for 47.5 per cent (43.5 per cent in 1992} of these revenues.

$ 133,492
12,068
26,363

248,717
12,415

115,569
8,549
2,285

244147

44175

$ 494,380

38,606
379,050

395,268
37.884
253,350

Canada

$ {1,475)
(8,543)
14,683

4,430

(5,895}
(9,191}
11,401

$ 168,313
26,061
261,566

132,551
10,034
255,882

Foreign .

$ 662,693
22,619
64,667

640,616
111,073

527.819"
15,426
47918

508,272
85,409

___Total

$ 662,693*
64,667
640,616

527,819*
47,918
509,272



ALBERTA NATURAL GAS COMPANY LTD

14. RELATED PARTY TRANSACTIONS

TransCanada PipcLines Limited owns a 499 per cent interest in ANG. Prior to June 30, 1992
Pacific Gas Transmission Company (PGT} and its affiliates were rclated parties since PGT owned
this interest in ANG.

In the normal course of its business, AN(G enters into transactions with related partics
which refleet prevailing market conditions. These transactions include revenues for the transporta-
tion and sale of natural gas ($5.1 million in 1993 and $26.9 million in 1992) and cxpenses for the
transportation and purchase of natural gas ($48.6 million in 1993 and $43.4 million in 1992). The
net amount duc to related parties was $3.1 million at December 31, 1883 ($3.7 million at
December 31, 1992).

ANG acled as the agent for Foothills South B.C. in performing construction managenient
services for the 1993 pipeline expansion. in that capacity. ANG recovered from Foothills South B.C.
costs of approximately $100.0 million.

15. PENSION PLAN

Substantially all of ANG's employees participate in defined benefit pension plans. At December 31,
1993, the actuarial present value of the accumulated pension benefits was $26.1 million, and the
fair value of the pension fund asscts was $23.8 million. Unfunded pension obligations are recorded
as liabilities in the accounts.

16. CONSOLIDATED STATEMENT OF CASH FLOW

“Cash and Cash Equivalents (Deficiency)” is definced to include interest bearing deposits and is net
of notes payable included in current liabilities. Non-cash items included in “Income from continu-
ing operations™ consist of the following:

Year ended Decomber 31

il 1993 i 1992
Depreciation and amortization $§ 22619 $ 15426
Deferred income taxes 9,600 7,951

Gain on sale of assets {5,157} -
Equity income net of cash received {2,233) {1,594}
Cther 540 1,255

17. CONTINGENCIES AND COMMITMENTS

ANG has received reassessment notices dated October 7. 1993 from Revenue Canada for the 1985 to
1989 taxation ycars, for additional taxes and interest. ANG disagrees with these reassessments and
notices ol objection have been filed. Legal counsel has advised that there arc substantial arguments
to support ANG's position; however, the ultimale outcome of the objeclion is not determinable at
this time. Meanwhile, laxes and interest have been prepaid in order to avoid further assessment of
nondeductible interest. If ANG's notices of objection are upheld, this amount plus interest will be
refunded. Should the tax assessinents be upheld, approximately $8.0 million (including a deferred
tax adjustment of $4.4 million) would be charged directly to reinvested carnings.
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ALBERTA NATURAL Gas COMPANY LTD

FIVE YEAR SUMMARY

1992

1991

1990

1989

Operations
Revenues
Cperating income
Incorne frocm continuing ¢perations
Net income (loss)

Total assets

Capitalization
Shert-term debt
Long-term cebt including current portion
Shareholders™ equity
Total capitalization

Cash flow
Funds from continuing operaticns
Net property, plant and equipment additions
Net long-term debl additions {repayments)
Commen shares issued (purchased)
Dividends paid

Share data
Earnings per share
Continuing cperations
Net income {loss)
Funds from continuing operations per share
Dividends paid per share
Qutstanding shares in thousands
Year end
Average
Shareholders’ equity per share at year end

Toronto Stock Exchange market price per share

High
Low
Close

Other statistics
Return on average shareholders’ equity™*
Return on average capital employed®”
Dividend yield on year end market price
Debt 1o shareholders’ equity ratio
Interest coverage ratio® ®

" Restated

" * Based on income from continuing operalions

79,445
176,748
207,756
463,949

527,819*
47.918
17,799

22,009
171,813
169,476
363,298

467,5566"
44,663
15,659

(44,6201

48,879
198,726
105,382
353,996

346,683"
60,144
29,921

6.044
178,012
168,528
352,584

342.189°
61.660
29,620

365,974

55,741
86,455
152,652
294,848

58,767
111,073
4,068
602
17,459

1.30
1.93
2.29
0.68

L7 I I R

25,698
25,672
§ 808

S 1850
14.50

40,837
85,409
128,758}
59,277

57,410
11,070
88,658

(2.263)

52,645
14,220
7.700
364

0.82
0.82
1.87
0.68

25,654
21,831
6.61

16.00
12.00

0.74
{2.12)
1.81
0.68

20,990
21,021
5.02

1.41
1.21
270
0.68

21,233
21,284
7.94

1.39
[N
2.46
0.68

21,359
21,362
7.1%

19.13
14.25

17.711%

10.21%
4.12%
1.23

15.02%
7.87%
4.32%
1.14

11.43%
7.65%
4.90%
2.36

18.63%

12.31%
5.28%
1.09

19.89%

13.02%
3.58%
0.93
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ABBREVIATIONS
A&S

ANG

ANGUS

Pipeline

Pipeline Expansion

B.C. Pipeline Systein

Foothills South B.C.
IMC Fertilizer

MMel

NEB

NGL

NOVA

PGT

PG&E

TransAlta Energy

CONVERSION TABLE

Alberta and Southern Gas Co. Lud.
Alberta Natural Gas Company Lid
ANGUS Chemical Company

ANG's pipeline in southeastern
British Columbia

The British Columbia portion of the Alberta
Lo California pipeline expansion project

Pipeline and the pipeline owned by
Foothills South B.C.

Foothills Pipe Lines (South B.C.) Ltd.

IMC Fertilizer Group, Ine. and
IMC Fertilizer, Inc.

Million cubie fect

National Energy Board

Natural gas liquids

NOVA Corporation of Alberta
Paclfic Gas Transmission Company
Pacific Gas & Electric Company
TransAlta Encrgy Corporation

The conversion factors set out below provide approximate conversions.
To convert from Metric to Imperial. multiply by the factor indicated,
To convert from Imperial to Metric, divide by the factor indicated,

Metric

Kilometres
millimcires
megawatts

million cubic metres

cubic metres

Imperial Factor
mueqom
inches - 0.04
horsepower 1340
million cubic feet 353
barrels .29
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