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CanadianOxy is a diversified energy and chemicals company orga-
nized in three business segments: Oil and Gas, Alternate Fuels and
Chemicals. Oil and Gas operations include the exploration for and
development and production of conventional oil, gas and sulphur
in Canada, the United States and South America. Alternate Fuels
operations include a 13.23% interest in the Syncrude Project,
undeveloped oil sands leases, and minerals and coal exploratory
acreage in Canada. Chemicals operations include four industrial
chemical plants in western Canada and metal finishing, plastics and
resins manufacturing facilities in eastern Canada. In 1985, oil and gas
operations contributed 53%, alternate fuels 33% and chemicals 14%
of net sales. Occidental Petroleum Corporation of Los Angeles, Cali-
fornia, currently owns 48% of the common shares of CanadianOxy.
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1985

1984

1983

(Dollar amounts in thousands
except per share data)

FINANCIAL
TIBEISALBE . . -« o ceciorenion oo e 5 m wiemseme s 5 & = o motu i e & & o aamesgans & & 5 & niladis § $640,719
Net INCOME . . .. e e $115,225
Per common share (basic) ...........iuiiiiinieiiian.. $ 341
Funds from Operations before Exploration Expenditures .......... $311,207
Capital and Exploration Expenditures . ..covoi i iimmmeas s sovais $296,253
Long-term Debt as a % of Shareholders” Equity .................. 10.3%
Return on Average Common Shareholders’ Equity ................ 18.5%
OPERATIONS

Daily Net Production
Metric Units

Crude Qil, Condensate and NGL's (cubic metres) .............. 2 504
Natural Gas (thousand cubic metres) ......................... 3188
Synthetic Crude Oil (cubicmetres]) . ..ows s s v avmmmn v o o 0 v 2 405
ChigeineCanstic Soda Tonnes) . .. o 9 0 5 s« w3 s 762
Imperial Units
Crude Qil, Condensate and NGLs (barrels).................... 15,759
Natuiral Gas (indllion cubic feet) :: ccoaenisass iiawanss i g svvsns 113
Synthetic Crude Oil (barrels) ................................ 15,134
Chlorine/Caustic Soda (short tons) ........ ... ... .. ... ... 839

Proved Net Reserves
Metric Units

Crude Oil, Condensate and NGL's (thousand cubic metres) ..... 7 366

Natural Gas (million cubic metres)............................ 13 436

Synthetic Crude Oil (thousand cubic metres) .................. 25 267
Imperial Units

Crude Oil, Condensate and NGL's (thousand barrels) .......... 46,353

Natural Gas (billioncubiefeet] - - = - cvwpes s 0 o v ramsmn 255 o o 476.9

Sytithetie Crude O1l {(thousanad barrels) wes « ¢ s svswwn o 5 4 & supmws 159,003

Note: Includes Canada-Cities from August 1, 1983 and 100% of COPCQ from February 24, 1984.

Dollar amountis in this report are stated in Canadian Dollars unless otherwise specified.
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THOMAS 0. JENKIN

With the recent fall in the world
price of oil from above $30 to
below $12 in a matter of weeks, it
could be easy to be gloomy and
overly pessimistic. CanadianOxy
is not.

CanadianOxy has just completed
its most successful year ever. Net
income rose to $115 million or $3.41
per common share, up from $2.96
per share in 1984, an increase in
per share earnings of 15%. Divi-
dends increased from 46.5¢ per
share to 64¢ per share, an increase
of 38%.

Capital and exploration expendi-
tures were $296 million compared
with $91 million in 1984 and $44
million in 1983. Funds from opera-
tions before exploration expendi-
tures climbed 18% to $311 million.
Long-term debt declined to $68
million.

Financially a most successful year!

Operations were also excellent.
Crude oil proved reserves rose
14% from 1984, synthetic crude re-
serves increased 6%, and natural
gas reserves remained approx-
imately the same as in 1984,
CanadianOxy is one of very few
Canadian oil and gas companies
which have managed to maintain
or improve their reserve positions
over the last three years.

To a large extent the success
achieved in 1985 may be attributed
to record-breaking production at
the Syncrude oil sands plant. In
April the 200 millionth barrel of
synthetic crude was produced at
the plant. However, retrieving and
marketing bitumen continues to
be both costly and capital inten-
sive. Syncrude is currently revis-
ing its capital and operating plans
to reflect the drop in income from
the decline of world oil prices. We
believe Syncrude will meet the
challenge and will continue to be
a viable and significant producer
of energy for Canada.

In early 1985 CanadianOxy pur-
chased, from the Cities Service
division of Qccidental, a 13.5%
interest in a new heavy oil field
offshore southern California. It is
anticipated a platform will be



set in late 1986 with production
scheduled to commence in 1987. A
substantial portion of the purchase
and of the property has been
financed advantageously by way
of a deferred purchase agreement
and low cost long-term financing.

Qil and gas production from the
United States Gulf Coast was
restricted due to unstable markets
and lower takes. Four hurricanes
closed down production facilities
during the year and contributed
to the reduction in oil and gas
sales. Despite a decline in proved
reserves, deliveries of natural gas
were enhanced in the first part of
1986, as a result of substantially
lower prices for gas in the United
States.

CanadianOxy’s Mazeppa gas
plant southeast of Calgary is near-
ing completion. The $85 million
facility, in which CanadianOxy
has approximately a 50% share,
will be among the most advanced,
efficient and environmentally ac-
ceptable sour gas plants in North
America. Mazeppa will produce
about 600 thousand cubic metres
(21 million cubic feet) per day of
pipeline gas, 127 cubic metres (800
barrels) per day of condensate and
578 tonnes (570 long tons) per day
of sulphur.

The Chemicals Division continues
to be an important contributor to
the profits of CanadianOxy. In
March 1986, we announced an ex-
pansion and modernization of the
Company's sodium chlorate plant
in Brandon, Manitoba. This multi-
million dollar investment will
further enhance the Chemicals
Division’s ability to serve the pulp
and paper industry in central
Canada and the northern tier
states of the United States.

The Chemicals Division is also
increasing its investment in
manufacturing and marketing of
specialty chemicals in eastern
Canada, including metal treat-
ment products, plastic com-
pounds, adhesives and other ad-
vanced products for high growth
markets.

CanadianOxy, like all companies
which derive a substantial portion
of their earnings from the oil in-
dustry, faces major difficulties
with the precipitous drop of oil
prices. CanadianOxy has a strong
capital base, very little debt and in
1985, in anticipation of a difficult
1986, reorganized its management
activities. To meet the projected
adverse conditions, the Company
will substantially reduce its 1986

J. ANGUS McKEE

capital and exploration expen-
ditures compared with 1985.
CanadianOxy is well positioned
to overcome adversity.

1986 and 1987 will be difficult but

they present both a challenge and

an opportunity for your Company.
The challenge is to cope with the

problems, the opportunity is to

continue CanadianOxy’s growth.

We believe your Company and its

employees will rise to the chal-

lenge. We look forward with

confidence.

Respectfully submitted,

Thomas D. Jenkins
Chairman of the Board

fam\_ < lﬁo_o_
. Angus McKee

]

President and
Chief Executive Officer
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CANADIAN LAND HOLDINGS - Oil and Gas

CanadianOxy is engaged in oil and
gas exploration, development and
production in Canada, the United
States and South America.

In 1985, declining oil and gas produc-
tion revenues were due to lower
market demand in the United States
and slightly lower gas prices in
Canada. Net sales decreased by 11%
from 1984 to $338.2 million. Opera-
ting profits were reduced 24% from
1984 to $118.7 million.

I Company interest blocks

Capital and exploration expen-
ditures rose substantially, over 300%
to $235.6 million in 1985. The increase
in spending is primarily due to
the development and construction
of the Mazeppa, Morgan and
Manatokan projects in Canada and
the San Miguel project offshore
California. Increased exploration
and development drilling activity, in
both Canada and the United States,
also contributed significantly to the
increased level of spending. The
allocation of capital and exploration
expenditures among Canada, the
United States and South America
during the last three years is shown
in the accompanying table.
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SASKATCHEWAN

h]. Major gas plants

Additional information pertaining to
the Company’s oil and gas produc-
ing activities can be found in the
Supplementary Financial Informa-
tion on page 38.




OIL AND GAS OPERATIONS'"

1985

1984

1983

Net Sales:
IN AR S A sivs. o i sosvn smsstroms, witss 5 o) st ss 0. SIDNE PAERTER RIAE e ST, BT SRR
Crude Oil and Condensate . ...t
Natural Gas Liquids ...... ... . ... . ... ... ... ... . ... .. .....
SUIPIUE o 5558 5985 B0 5 St s 500 Bline mae « D0 smimen sencr o a0k Buspe o asasn 2o

Operating Profit (Loss):
Canada. ... ..o
United States o sov: i 3 000 <50 5 555 05008 000 5 15000 5365 5 sumar s 606l Seile ¥ Sien ans
SOUE ATBTICE « cocs sim 5 s wvn v e whse's 28 ¥ S A & 0% Yos 104 5 e o

Capital and Exploration Expenditures:?
MEAMATAY: i e s ssvans pigps = wss woshess Doy ¥ 065 £aTa O © IO DATE WA G0 G

Total Capital and Exploration Expenditures ......................
Less Current Year Exploration Expenditures......................

Net Capital Expendibares o sox « ap voss vog 3 gum powe 299§ wop 2e95 08

Net Property, Plant and Equipment:
BRI 5. s oo e, i S a3, AR Y3 8., B3ROt SR A

Notes:

(1) Theabove table includes the results of operations of Canada-Cities from August 1,
1983 and 100% of COPCO from February 24, 1984.

(2) Capital and exploration expenditures exclude fixed asset additions resulting from
corporate acquisitions totalling $180,552,000 in 1984 and $161,980,000 in 1983.

(Amounts in thousands)

$149,804 $184,754 $ 73,905
168,211 180,191 74,119
4,958 5,423 3,429
15,276 9,434 6,818
$338,249  $379,802  $158,271
$ 61,795 5 66,738 $ 31,950
60,022 80,662 27,969
(3,068) 9,217 3,176
$118,749  $156,617  § 63,095
$130,034 $ 49,690 § 17,887
104,282 6,807 3,123
1,273 2,482 1,448
235,589 58,979 22,458
30,081 16,830 7,303
$205,508 % 42,149  § 15,155
$304,875  $219,097  $209,368
254,247 184,977 53,918
134,924 137,716 136,697
$694,046  $541,790  $399,983
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OIL AND GAS LAND HOLDINGS

1985

1984

Metric Units
Canada"

VN | 512 & - LA e N S e g
SaSKAtCROWANT . ... & i 65 et 5 Gl sale 5 5060 S § &
British CoOlumbia. = « co vosi v ¢ s smv o s s o
OREY © voms vmn crmss veis 3 et i v wasts osbes a5 SEis o

United States

West Coast . ..o v ee e e
GUf COaSE - oot et e e s
BOBVIRL .« « covie cimes oo st 5650 § S0 S50 505 5 ohals s 3 oiig 4%
PERRY . . i fonr s 5 Sk Sess Gais § iae s 9 e sk v e

Imperial Units
Canada

ATDEEER © oove o e vt wins o s 475 5 B3 SR SR s ¢
SaekAtcheWan = zows s s son sams wop Foss e o me -
Britshi COlOTDIA s ¢ e v ssaits 51 ks s s wen =
OtRET o oo e e e

United States

TWESE COaSt . . ot e et e et e et
G COASE . oo oo omcans Gxiilh & H SATh S0 WAISE S &
BolVIA trsz onm 1ams s e s fEh ¥ ks SR SIS S S
Pert . e e

Notes:

Gross

Net

Gross

Net

(thousands of hectares)

1 383 701 1651 860
249 88 237 78
124 45 175 92
134 16 216 26

2 1 — -

71 17 55 12

302 38 302 38

8 2 8 2

2273 908 2 644 1108
(thousands of acres)

3,459 1,752 4,080 2:125
614 218 586 193
306 112 432 227
331 39 534 A4

6 1 - -
177 41 136 30
746 93 746 93

19 4 19 4
5,658 2,260 6,533 2,736

(1) Canadian land holdings exclude Hudson Bay, Alberta oil sands, New Brunswick oil shale, and Alberta and British Columbia coal.
(2) The Company's interest reflects a 21% share of the petroleum service contract for Talara.



DOriling in western Canada.

CANADA

LAND

CanadianOxy continues to maintain
a large land inventory in western
Canada with more than 1.8 million
gross hectares (4.4 million gross
acres). Approximately $12 million
was spent in land acquisitions cover-
ing 71 185 gross or 45 461 net hectares
(175,898 gross or 112,334 net acres)
during 1985 in prospective areas. The
accompanying map and chart reflect
the Company’s land holdings.

EXPLORATION AND
DEVELOPMENT

In 1985, CanadianOxy participated
in the drilling of 56 exploratory wells,
resulting in 13 cased as oil wells,
18 cased as gas wells and 25 dry
holes. In addition, 29 wells were
drilled at no cost to CanadianOxy
through joint venture agreements
resulting in 5 oil wells, 1 gas well
and 23 dry holes.

The Company had two Devonian oil
discoveries at Eaglesham, in the
Peace River Arch area of Alberta.
These wells are currently producing
allowables of 8.7 and 14.3 cubic
metres (55 and 90 barrels) per day,
before royalties. CanadianOxy has
an interest in approximately 31 500
hectares (78,750 acres) in this Devo-
nian play.

In northern Alberta, CanadianOxy
has continued geological and geo-
physical evaluation of its large
holdings, 105 000 hectares (262,500
acres) in the Talbot-Peelho area. Test
well drilling and additional seismic
are planned for 1986.

CanadianOxy participated in a
multiwell program at Chard-Liege-
Leismer of the Fort McMurray
region. This shallow gas exploratory
and development program has had
a success rate of 87%, resulting in
significant gas reserves. Continued
drilling is planned in 1986.

In west central Alberta, Canadian-
Oxy has been successful north of the
Kakwa field in the Bilbo-Musreau
area, where the Pembina et al Bilbo
13-11 was completed as a Cardium oil
well. The Company has an interest
in approximately 8 700 hectares
(21,750 acres) in this play.

In the Carrot Creek-Pembina area
the Company has drilled, cased and
tested the Pembina 11-13 Jurassic gas
discovery. The Company has 100%
interest in 7 168 hectares (17,920
acres) in this area.

In southeastern Saskatchewan, the
Company participated in a success-
ful exploratory program resulting in
five new Mississippian oil discov-
eries at Pinto, Colgate and Elswick.

In 1985, CanadianOxy participated
in a total of 152 gross (50.8 net)
development wells (excluding 80
heavy oil and pool infill wells). This
resulted in 103 oil wells, 30 gas wells
and 19 dry holes, a success ratio of
87%. In addition, 26 farmout wells
were drilled, at no costto Canadian-
Oxy, resulting in 12 oil wells, 1 gas
well and 13 dry holes.

At Mazeppa, 6 Crossfield Member
sour gas wells were drilled and
cased. These wells tested an average
of 56 thousand cubic metres (2
million cubic feet) of gas per well per
day and will be produced to the new
plant scheduled for completion
in 1986. The Company’s working
interest in these wells varies from
50 to 100%.



DRILLING ACTIVITY V@

Mazeppa gas plant, south of Calgary, under construction.

1985 1984 1983
Gross  Net Gross  Net Gross  Net
Canada
Exploratory Wells
Ol s e s s womme o wase wunimss 2/808 % 5780 SEEH # §795 WA o minie siesace soe s 18 79 16 8.5 7 1.6
(S o = cxoes smioss miein 5 788 TS sy v wvie v wvaxe sevnens wonld © HES S0 8 19 9.0 10 4.4 5 5
Dty or SuSPEnded « s cue« sy sows srom vamn simnr wivs £33 w4775 48  16.0 3 99 8 20
85 327 57 22.8 20 4.1
Development Wells
CHE .o o arove wivess wonm e snwen s vinh 68 & B @70ie avwrn wvocas conin v wime SedEE 195  78.7 124 234 a1 7.3
CEE o coorss st i omsten ackiich BB £ 34900 4955 & S0 womn se womers S0 B8 31  16.6 25 7.6 17 6.6
Dry or Suspended .....oiovinsiimninne it 32 4.5 12 12 1 26
258  99.8 161 32.2 59 16.5
343 132.5 218 55.0 79 20.6
United States
Exploratory Wells
KGR on e winem s vosn w5538 RS 3 wwsase s v wen s 2, womt Kifle 3 s o 1 i | - — - -
Dry or Suspended . ... .oinconnririen i e 5 1.6 - - — -
& 17 - = - =
Development Wells
O, 5 sren vincs somnse moe = E7 SIS FoE & w0 s enwon s earet G400 WO 4 1.0 4 1.0 — —
(BB, cooreis wors o ot agile A | 54 = v womime semsn bt €006 & iy B 1 .3 — - 1 1
i1 2 T T R——— b SR 2 5 - — — —
Dry or Suspended......oooviiiiieriiaes i 3 1.1 - - - -
10 2.9 4 1.0 1 a
16 4.6 4 1.0 1 1
Notes:

(1) The above table excludes oil sands (Alternate Fuels), salt water disposal wells and injection wells.

(2) There was no drilling activity in South America during 1983, 1984 and 1985.



OIL AND GAS PRODUCTION V' @
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Moving slated sulphur to stockpile at Petrogas plant, near Calgary.

1985 1984
Gross Net Gross Net

Metric Units

Pipeline Gas (thousand cubic metres)............... 1408 920.0 1 163 599 1811 341 1455 010.0

Crude Oil and Condensate (thousand cubic metres) . . 1 059.7 861.5 1117.9 894.2

Natural Gas Liquids (thousand cubic metres) ........ 63.6 52.6 59.4 48.4
Imperial Units

Pipeline Gas (billion cubic feet) .................... 50.0 41.3 64.3 51.6

Crude Oil and Condensate (thousand barrels) .... ... 6,668.3 5,421.0 7,034.9 5,627.2

Natural Gas Liquids (thousand barrels) ............. 400.5 331.1 373.8 304.5

Notes:

(1) The above table represents annual production.
(2) Gross amounts refer to production before royalties and net amounts refer to production after royalties.

PRODUCTION

CanadianOxy holds interests in
2,701 producing oil and 613 pro-
ducing gas wells, for a total of 3,314
wells, primarily located in Alberta
and Saskatchewan. The Company
operates 583 of these wells.

Crude Oil and Condensate

Crude oil and condensate produc-
tion during 1985 averaged 1 537 cubic
metres (9,669 barrels) per day, before
royalties. Conventional oil pro-
duction represents 90% of the
Company’s total Canadian oil pro-
duction while heavy crude from the
Lloydminster area makes up the re-
maining 10%. About 36 cubic metres
(225 barrels) per day of heavy crude
was derived from partner-operated
thermal enhanced recovery projects.

Almost half of the conventional oil
came from the Pembina area, where
the Company has embarked on a
major development program of
multiple well stimulations and infill
drilling, and completed a gas con-
servation scheme at Carrot Creek. As
a result, production from the Pem-
bina areaincreased by 2% compared
to a normal decline of up to 10%.

By year-end CanadianOxy had
drilled 12 wells of a proposed 36 well
infill program in the Pembina
Easyford Unit No. 1in which it has
a 26% working interest. The Com-
pany’s share of the aggregate, before
royalties, production from the 12
wells averaged 37 cubic metres (235
barrels) of oil per day.

Natural Gas

During 1985, natural gas and natural
gas liquids production before
royalties averaged 2 242 thousand
cubic metres (79.6 million cubic feet)
and 174 cubic metres (1,097 barrels)
per day respectively, representing
40% of the sales revenue derived
from Canadian oil and gas.

Five areas account for 55% of the
Company’s natural gas production
in Canada. These are the Crossfield
field, the Paddle River field, the
Pembina Keystone solution gas pro-
cessing facility, the Primrose Kirby
field in northeastern Alberta, and
the Fort Pitt gas field in northwestern
Saskatchewan.



Completion of the Mazeppa gather-
ing system and natural gas pro-
cessing plant in May 1986 is expected
to add to the Company’s share of
daily production, before royalties,
approximately 260 thousand cubic
metres (9 million cubic feet) of pipe-
line gas, 57 cubic metres (360 barrels)
of condensate and 260 tonnes (255
long tons) of sulphur. The plant facil-
ities, gathering system and wells are
expected to cost CanadianOxy
approximately $44 million.

Sulphur

The strong sulphur market during
1985 contributed approximately 10%
of CanadianOxy’s net sales from
Canadian oil and gas operations.
CanadianOxy markets its own
sulphur and acts as sales agent for
Petrogas Processing Ltd., in whichiit
has a 33.1% interest, and other pro-
ducers. CanadianOxy's share of
sulphur sales in 1985 was
approximately 150 000 tonnes
(148,000 long tons), split almost
evenly between the North American
market and the offshore market at a
combined average price in excess of
$125 per tonne at the plant gate.

The combined effect of increased
prices and volumes resulted in a
62% increase in sales revenues.
Continued high demand is expected
for 1986. Production at the Mazeppa
plant is expected to double
CanadianOxy'’s sulphur output.

10

Pump jacks and facilites at Manatokan steam stimulation praject in Alberta

HEAVY OIL

CanadianOxy holds approximately
26 400 net hectares (66,000 net acres)
of heavy oil lands near the Alberta/
Saskatchewan border. To date, two
projects have been initiated by the
Company: a steam-thermal pilot
projectin the Manatokan/Cold Lake
area of Alberta and a fireflood pilot
project at Morgan, Alberta.

Manatokan

During 1985, CanadianOxy com-
pleted development work on phase I
of its Manatokan steam stimulation
project. The Company has drilled
and completed 32 slant hole wells.
This, together with the construction
of steam generation and production
facilities which will be completed in
the spring of 1986, is expected to cost
$25 million. The pilot phase will con-
tinue for up to four years and is
expected to produce approximately
190 cubic metres (1,200 barrels) of
bitumen per day. If the pilot opera-
tion is successful, commercial
development would occur between
1991 and 1994. The owner of the min-
eral rights has reserved a 10% net
profits interest which is convertible
at its option upon completion of the
pilot phase into a 50% working
interest.

Morgan

Construction of the wholly-owned
Morgan fireflood pilot project was
completed at a cost of $8.2 million.
The Company drilled and completed
10 additional wells and completed
the construction of the oxygen injec-
tion and production facilities, with
production expected to commence in
the spring of 1986. Over the five year
life of the pilot project average pro-
duction is forecast at 95 cubic metres
(600 barrels) per day.

CANADIAN RESERVES

Net proved reserves of oil and con-
densate increased by 14% due pri-
marily to the inclusion of 400 thou-
sand cubic metres (2.5 million
barrels) of heavy oil reserves. Net
proved reserves of natural gas after
production declined by approx-
imately 1%.
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GULF COAST

CanadianOxy holds leasehold
interests ranging from 3.7% to 100%
in 44 Federal offshore lease blocks in
the United States Gulf Coast, as
shown on the accompanying map.

To date, 36 drilling and production
platforms have been installed on the
lease blocks. During 1985, the Com-
pany participated in the drilling of 16
wells in the Gulf Coast. Four oil
wells and one gas well were drilled
and successfully completed on the
“H" platform at the Vermilion Block
124. CanadianOxy acquired the ad-
jacent Block 123 to develop potential
oil reserves in this area. Two wells
were drilled at the South Marsh
Island Block 137 but were non-
commercial. At West Delta 45 two oil

wells were drilled and successfully
completed. By vear-end, a total of 215
wells were on production and
another four wells were scheduled
to be on production in early 1986.

CanadianOxy’s 1985 Gulf Coast pro-
duction averaged 1572 thousand
cubic metres (55.8 million cubic feet)
of gas per day and 919 cubic metres
(5,784 barrels) of oil and condensate
per day, before royalties. In the fall of
1985, the U.S. Gulf Coast experienced
record production downtime due to
hurricanes, a major factor in the 20%
reduction in the oil and condensate
production from 1984. At South Pass
78, it was necessary to replace the oil
pipeline after hurricane damage ren-
dered it inoperable. The remainder of
the Company’s facilities did not suffer
significant damage.

Natural gas and condensate sales
were down from 1984 levels as a result
of competition from discount gas
sales. CanadianOxy is renegotiating
several of its major Gulf Coast natural
gas contracts, which should make the
pricing more market responsive.
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SAN MIGUEL OFFSHORE
HEAVY OIL BLOCK

In April 1985, CanadianOxy pur-
chased a 13.5% interest in the San
Miguel Offshore Heavy Oil Block, off-
shore California, from a subsidiary of
Occidental Petroleum Ltd. It is an-
ticipated an offshore platform will be
set on the lease by late 1986, with pro-
duction scheduled to commence in
1987. By 1991 CanadianOxy’s share of
production, before royalties, will reach
a peak of approximately 800 cubic
metres (5000 barrels) of oil per day.
The Company’s total investment in
this property is expected to be $79.7
million (U.S.). This capital investment
will be spent over the period 1985 to
1996 inclusive. Independent con-
sultants have estimated Canadian-
Oxy’s share of net reserves on this
project at 1.25 million cubic metres
(7.9 million barrels) of proved un-
developed reserves, and an additional
625 thousand cubic metres (3.9 million
barrels) of probable reserves.
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Drilling end production platform in the United Statces Gulf Coast.

UNITED STATES RESERVES

The Gulf Coast net proved reserves of
crude oil and condensate, after pro-
duction, increased slightly due to
extensions and discoveries, and revi-
sions. The increases in net proved gas
reserves due to pool extensions and
engineering revisions almost offset
decreases due to production. As a
result, Gulf Coast natural gas reserves
declined slightly in 1985. The addition
of the San Miguel net oil reserves
increased the United States oil
reserves by 200%.

All net reserves were determined by
independent consultants.

SOUTH AMERICA

PERU

CanadianOxy (21%), Occidental Pet-
roleum Corporation (63%) and Bridas
Exploraciones y Produccion (16%), are
participants in an oil field redevelop-
ment and secondary recovery project
in nine established producing oil
fields near Talara, approximately 1 000
kilometres (620 miles) northwest of
Lima, on the coast of Peru. Occidental
is the operator of the project.

From inception of the project in
August 1978 a total of 1,005 new wells
have been drilled. At year-end there
were 1,357 productive wells and 532
injection wells. The Company’s share
of total oil production was 363 cubic
metres (2,290 barrels) per day in 1985.

The lengthy water injection shutdown
caused by severe rainstorms in 1983
appears to have had a much longer
lasting detrimental effect than origi-
nally anticipated. Insurance claims
associated with this disruption have
been filed; to date, $3.2 million (U.S.)
has been received.

CanadianOxy is paid a service fee on
its share of production which aver-
aged $93.39 (U.S.) per cubic metre
($14.84 (U.S.) per barrel) during, 1985.
This service contract was rescinded by
the Peruvian Government on August
29, 1985 and reinstated retroactively on
December 28, 1985, Presently the ser-
vice contract is under review by
both parties.



Pump jack silhouetted against Alberta sunrise.

BOLIVIA

CanadianOxy (25%) and Occidental
Petroleum Corporation (75%), have a
production-sharing contract with
YPFB, the Bolivian national oil com-
pany, in the Chaco block of southeast-
ern Bolivia. Under this agreement,
CanadianOxy is entitled to approx-
imately 12.5% of all production from
the block, net of taxes and royalties.

The initial discovery was made at
Porvenir in 1978 and production
facilities were completed in 1981.
CanadianOxy’s share of the conden-
sate production averaged 84 cubic
metres (528 barrels) per day in 1985.
In July, a gas pipeline was installed,
enabling CanadianOxy to begin sell-
ing 106 thousand cubic metres (3.8
million cubic feet) of natural gas
per day.

SOUTH AMERICAN RESERVES

CanadianOxy’s net share of the
proved crude oil reserves in Peru, as
established by independent consul-
tants, was estimated at 1.5 million
cubic metres (94 million barrels) at
year-end. These amounts included a
downward revision of 540 thousand
cubic metres (34 million barrels), due
to a slower rate of recovery from the
waterflood response during the term
of the service contract.

At year-end CanadianOxy's net share
of the proved reserves for the Porvenir
field in Bolivia, as estimated by
independent consultants, was 430
million cubic metres (15.3 billion cubic
feet) of natural gas and 89 thousand
cubic metres (0.6 million barrels)
of condensate.



OIL AND GAS PROVED RESERVES "

1985 1984 1983
Gross Net Gross Net Gross Net
Metric Units
Crude Oil and Condensate
(thousand cubic metres)
Canada . ..oop o+ puis wes s e s wa s 4 015 3215 3 653 2 809 3 845 2973
United States ... ..o v e 2 362 1 968 792 660 728 319
PORID) oive wone o smans Sl s § G ravens amns ¢ ana 1493 1493 2 164 2 164 2 429 2 429
BoliEa .o sr 5 i wigmes svese menms s sms a0 89 89 141 141 177 177
7 959 6 765 6 750 5774 7 179 5 898
Pipeline Gas
(million cubic metres)
(CATYAA A s sme v sonis B 5500 STEN s & iReis wibrss =0 13 492 10 642 13 918 10 723 14 226 11 045
TInted STAtES cw sam » s e ssre 0 powsn ssmesst 3 2 837 2 364 2 811 2 343 3149 1583
BOLIVEZ & cve v eooe wreie v s o 88 slois 3 g6 £aiain s 430 430 448 448 448 448
16 759 13 436 17177 13 514 17 823 13 076
Natural Gas Liquids
(thousand cubic metres)
CARAAD . .o i S0 3 s« o i s vy 845 601 920 665 761 565
United States .. ..o ocvvvviiiieecanen s - — 10 8 _ -
845 601 930 673 761 565
Imperial Units
Crude Oil and Condensate
(thousand barrels)
QAR a s v © e v wsmn o s b & 158 25,258 20,235 22,984 17,675 24,185 18,700
United States .. ..o 14,861 12,384 4,977 4,147 4,640 2,022
PEIUE . ovs sl ST S o 68 G woace s spann. s 9,395 9,395 13,614 13,614 15,279 15,279
BOlISAA wun o s o smess wmszs 6 oo wame womee & 530 48 557 557 884 884 1,115 1.115
50,071 42,571 42,459 36,320 45,219 37,116
Pipeline Gas
(billion cubic feet)
Canada .....oovveivnririn i 478.9 377.7 494.0 380.6 505.0 392.0
TUnited SAtES <« « v v e sinsi o wmar wmimin mows 2 100.7 83.9 99.8 83.1 117 56.2
Bolivia ..o oo ce i 15:3 15.3 159 15.9 15.9 15.9
594.9 476.9 609.7 479.6 632.6 464.1
Natural Gas Liquids
(thousand barrels)
CABAAR = = savers swes @ susse wmosen ez 5 503 ik 5,318 3,782 5,794 4,180 4,787 3,554
United States . .. oovvvvieeiiinneenes — — 60 50 - —
5,318 3,782 5,854 4,230 4,787 3,554

Notes:

(1) The reserves set forth are based on estimates prepared by independent consultants.
(2) The Company receives a service fee per barrel for reserves produced in Peru.
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CanadianOxy holds a 13.23% interest
in the Syncrude Project as well as
various interests in other undeveloped
oil sands leases. The Company also
holds mining claims and leases
including an undeveloped uranium
property, and exploratory coal
properties.

In 1985, net sales from alternate fuels
operations were $212.1 million and
operating profit was $88.8 million, an
increase of 151% over 1984. This
substantial increase reflects both
increased revenues and business

ALTERNATE FUELS OPERATIONS!

interruption insurance proceeds from
the Syncrude operation. The excellent
results achieved in 1985 are attribut-
able to good operating conditions and
high uninterrupted production levels
at Syncrude, which experienced a
record production year in 1985.

CanadianOxy management is con-
cerned about the operating costs of the
Syncrude plant in conjunction with
the recent decline in world crude oil
prices. Syncrude is currently in-
vestigating methods of decreasing
such costs.

1985

1984

1983

Net Sales:

Synthietic Crode Ol «.: o ses s v ums sees s vams se 5 5% o0 5 55 F90
SULPIUT i v it sumon v wamen woansss S5 & e s 5 S S0sssts 86 ¥ S5505 Siake ¥ S B

Operating Profit (Loss):

Oil Sands. ... ..o

Capital Expenditures:

Ol Sands . .. ..o e

Net Property, Plant and Equipment:

Ol SENAS. ca v ovs 5otk s & 90 555 © S Sets E56 § R S & e SR S Bk
MinetalSiand Coal o ¢ oon vanmn vrs v s seime v Sain BenE BTG POERE N 4 5

Notes:

(Amounts in thousands)

$208,738  $167,293  $ 72,792
3,380 1,713 442
$212,118  $169,006 & 73,234
$ 89,232 $ 43,423 $ 24,666
(420) (7,984) (2,203)

$ 88,812 $ 35439 $ 22,463
$ 47,126 $ 25572 $ 14,082
104 190 710

$ 47,230 $ 25762 $ 14,792
$299,201  $268,360  $256,082
539 554 7,523
$299,740  $268,914  $263,605

(1) The table and graph above include the results of operations since the acquisition of Canada-Cities August 1, 1983.
(2) Capital expenditures exclude fixed asset additions resulting from the Canada-Cities acquisition in 1983 totalling $247,649,000.



Syncrude plant near Fort McMurray, Alberta.

ALTERNATE FUELS LAND HOLDINGS

1985 1984

Metric Units

Syncrude ...
OtherQilSands . ...........on
(o) T O S
OilShale .....oviriieenninn.

[mperial Units

Syncrude ..........ooeeiinenn
Other Oil Sands ...............

SYNCRUDE

The Syncrude Project, ajoint venture
created to extract and upgrade crude
bitumen into a synthetic crude oil, is
located on 39 106 hectares (97,765
acres) leased from the Province of
Alberta in the Athabasca oil sands area
near Fort McMurray, Alberta.
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Gross Net

Gross Net
(thousands of hectares)

Production

During 1985, the plant’s average gross
daily production of synthetic crude oil
was 20 431 cubic metres (128,570
barrels) per day, with CanadianOxy’s
share before royalties being 2 703
cubic metres (17,010 barrels) per day.
This represents a 48% increase over
1984 production and a 15% increase
over the best previous record. This
excellent performance was a result of
stable operations during 1985. In 1985,
Syncrude achieved a major mile-
stone with the production of its 200
millionth barrel of synthetic crude oil
since production began in 1978.

............................. 39.1 5.2 39.1 5.2
............................. 569.5 175.0 569.5 175.0
............................. 91.8 83.0 91.2 82.4
.............................. 1.4 1.4 l.‘;l 1.4
B 701.8 264.6 701.3 264.0
(thousands of acres)

.............................. 97.8 12.9 97.8 12.9
.............................. 1,423.8 437.5 1,423.8 437.5
.............................. 229.5 207.4 228.0 205.9
............................. 3.5 3.5 3.5 3:b
1,754.6 661. 1,753.1 659.8

Production of synthetic crude oil in
1984 was affected by a major fire in
August and by two other less serious
operating incidents in the first quarter,
all of which resulted in significantly
reduced production capacity.

Property damage and business inter-
ruption insurance claims for these
incidents have been filed. An interim
payment of $10 million was received
in 1985 relative to the business inter-
ruption claim, and is reflected in
1985 income.



Dragline working mine at Syncrude plant.

ALTERNATE FUELS PRODUCTION

1985 1984

Net Gross Net

Metric Units
Synthetic Crude Oil (thousand cubic metres) ...................

986.7 878.0 665.0 628.0

Sulphurithonsard TofNes) o swes s « oo sms vewsy gams wa & o @6 40.2 36.0 26.2 24.9

Imperial Units
Synthetic:Crude Oil (thousand barrels). ..., ve. « v vrise s svsie sinn 6,209.3 5,525.3 4,184.8 3,952.0
39.6 35.4 25.8 245

Sulphur (thousand long tons) . .............. ... .. ... ... ..

Note:

Gross amounts refer to production before royalties and net amounts refer to production after royalties.

Syncrude Reserves

CanadianOxy’s share of net synthetic
crude oil reserves associated with the
Syncrude Project over the remaining
28 year term of the current mining
plan is estimated by independent con-
sultants to be approximately 25.3
million cubic metres (159 million bar-
rels). This represents a 5.7% increase
over the 1984 net reserves, which is the
result of current production estimates
throughout the life of the approved
production permit.

Since the joint venture payment to the
Province of Alberta is based on
“deemed net profits”, an estimate of
net reserves involves forecasting
future crude oil prices and future plant
operating costs,

OTHER OIL SANDS LEASES

CanadianOxy has a 25% interest in six
oil sands leases covering 75 035 hec-
tares (187,588 acres) in the vicinity of
the current Syncrude operations.
Since 1981, the Company and five
other participants have been conduct-
ing drilling programs and engineering
studies on some of the leases to deter-
mine commercial feasibility. These
programs are expected to continue
through 1986.
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Coker at Syncrude plant.

IN-SITU OIL SANDS

CanadianOxy has a 31.6% average in-
terest in 34 deep oil sands leases in
the Athabasca deposit of northern
Alberta.

The operations on the leases are sub-
ject to a farmout agreement which
gives Japan Canada Ol Sands Ltd.
(JACOS) a three phase option to earn
a25% interest over a period of approx-
imately 15 years. To date, JACOS has
earned a 25% interest in one-third of
the leases.

A single well steam injection and pro-
duction test initiated in 1984 resulted
in a nominal amount of bitumen be-
ing produced and marketed in 1985,
and will enter a second production
cycle in 1986. A second well produc-
tion test which commenced in late
1985 will also continue in 1986.
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MINERALS AND COAL

CanadianOxy holds interests in
several metallic mineral claims and
leases in Canada. The Company’s
most significant property, “Wolly”,
located on the eastern rim of the
Athabasca basin in northern Sas-
katchewan, has potentially significant
uranium deposits.

In January 1985, CanadianOxy and its
partner Inco Limited entered into an
agreement with Minatco Limited,
granting Minatco an option to earn a
one-third interest in the Wolly prop-
erty. Minatco can earn this interest by
expending $23 million on an explo-
ration program and by preparing a
feasibility study of the deposit’s com-
mercial potential. The first phase of
this program requires Minatco to
spend $5 million between 1985 and
1988. In 1985, Minatco completed an
exploration program consisting of data
compilation, geophysical surveys and
diamond drill-testing of previously
established and new targets. Minatco
will carry out a similar program in
1986.

CanadianOxy has had a limited coal
exploration program in Alberta for
several years. The Company holds
several bituminous thermal coal prop-
erties in Alberta as well as two on
Vancouver Island. Further evaluation
is required to determine their
economic potential.




CanadianOxy’s Chemicals Division
includes the Industrial Chemicals
group in western Canada and the
Specialty Chemicals group in eastern
Canada.

The Industrial Chemicals group sup-
plies bleaching chemicals to the
western Canadian pulp and paper
industry, and industrial chemicals to
western Canada. Over 77% of the
sales from chemical operations are
generated by this group.

The Specialty Chemicals group sup-
plies chemicals for metal treating and
coating, and plastics and resins to the
manufacturing and consumer prod-
uct industries of eastern Canada.

INDUSTRIAL CHEMICALS

Industrial chemical operations com-
prise two chlor-alkali plants, one in
North Vancouver and the other in
Nanaimao, British Columbia, and three
sodium chlorate manufacturing plants
in Squamish and Nanaimo, British
Columbia and Brandon, Manitoba.
The Company supplies more than
50% of the chlorine and caustic soda
sold in British Columbia.

CanadianOxy is also a major producer
of muriatic acid in western Canada
and presently supplies more than 40%
of the product used in Alberta and
British Columbia. A principal use of
muriatic acid is in the completion and
stimulation of both new and existing
oil and gas wells.

Total production capacities at the
North Vancouver and Nanaimo plants
for chlorine, caustic soda and muriatic
acid are approximately 168 500,
187 000 and 22 700 tonnes (185,700,
206,000 and 25,000 short tons) per
year, respectively. Sodium chlorate is
produced at the Squamish, Nanaimo
and Brandon plants where the com-
bined annual capacity is 29 300 tonnes
(32,300 short tons). During 1985,
production of chlor-alkali and sodium
chlorate was approximately 81% of
capacity. Overall production of indus-
trial chemicals rose by 5% over 1984
levels, as a result of some recovery in
the pulp and paper industry.

During the past year, electrical rate
incentives allowed CanadianOxy’s
North Vancouver operation to contract
new business which the Company
expects will lead to better plant utiliza-
tion in 1986.

CanadianOxy owns and operates two
chemical barges to deliver chlorine
and caustic soda to its coastal
customers and to its bulk chemical
terminal adjacent to the Westar Timber
pulp mill near Prince Rupert. A new
chlorine pipeline from the terminal to
the mill went into operation in 1985.

In 1986, CanadianOxy will begin an
$11 million project to expand and
modernize its sodium chlorate plant
in Brandon, Manitoba. The plant’s an-
nual production should increase ap-
proximately 45%.

SPECIALTY CHEMICALS

The Specialty Chemicals group
manufactures the metal finishing
Parker product lines in Rexdale,
Ontario and markets them primarily
in Ontario and Quebec. Continued
strength of the automotive sectors
improved Parker division operating
results in 1985.
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Durez Plastics products are used by
the automotive, tire, communications,
appliance and foundry industries.
Although production decreased by
16% in 1985, net sales were down by
only 5%.

Due to declining markets during 1985,
CanadianOxy sold the Sel-Rex
business which supplied chemicals
and process technology to the elec-
tronics, telecommunications and
decorative jewelry industries.

ENVIRONMENT AND SAFETY

The Chemicals Division of Canadian-
Oxy has an active environmental and
safety program at all of its operations.
Approximately $4 million will be
spent on programs which began in
1985 and are scheduled for completion
in 1987. The North Vancouver plant
chlorine storage facilities will be
upgraded for greater protection from
earthquakes at a cost of approximately
$3 million. The Nanaimo and North
Vancouver plants will install both
computerized modelling systems
which will monitor potential releases
to the atmosphere, and asbestos
handling systems.

Since 1972, the North Vancouver plant
has been the regional control centre
for the North America-wide Chlo-
rine Emergency Plan (CHLOREP).
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Loading caustic product onto barge at Nortn Vancouver plant.

CHEMICALS 1985 1984 1983
(Amounts in thousands)

OPERATIONS

Net Sales:

Industrial Chemicals ...........
Plastics and Resins ... .........
Metal Finishing . ..............

Operating Profitt . ..................
Capital Expenditures...............

Net Property, Plant and Equipment. .

PRODUCTION
Industrial Chemicals

Metric Units (thousands of tonnes)

Caustic SOda i i o s 5 e s
CRIOTITE i s & s ssvers ssas wans
Sodium Chlorate .............

Imperial Units (thousands of short tons)

CausticSoda ............oon..
Chlorine .. ..o oo
Sodium Chlorate .............

.. $69,616  $65,508  $70,465
o 9,618 10,124 10,045
sy 11,118 11,220 11,497

$90,352  $86,852  $92,007
... $16,645 $14,655 $25,041
... $9827 $489 $ 6633
... $47,433  $41,360  $39,864
s 147.6 143.1 149.6
- 130.4 124.3 132.5
- 24.0 22.7 24.2
e 162.7 1577 165.0
343 143.7 137.0 146.1
iy s 26.4 25.1 26.6

Through this plan, the Company
participates with other chlorine pro-
ducers to provide professional and
responsive action in the event of a
chlor-alkali related emergency any-
where in the area.

The Transportation of Dangerous
Goods Act became law in Canada on
July 1, 1985 and all appropriate per-
sonnel have been trained and certified
in accordance with the stipulated reg-
ulations. The training programs were
also used to assist CanadianOxy’s
customers and transportation carriers.



MANAGEMENT'S
DISCUSSION AND ANALYSIS

RESULTS OF OPERATIONS

In 1985, CanadianOxy recorded its
highest net income and sales in
history. Net income was $115.2
million on sales of $640.7 million
compared with net income of $100.8
million on sales of $635.7 million in
1984, an increase of 14% in net
income. Net income for 1983 was
$54.5 million on sales of $323.5
million. Results of operations reflect
the acquisition of Canada-Cities
Service, Ltd. (Canada-Cities) in
August 1983 and CanadianOxy
Offshore Production Co. (COPCO)
in February 1984.

0il and Gas

Net sales for the division were $338.2
million in 1985 compared to $379.8
million in 1984 and $158.3 million in
1983. Operating profit declined to
$118.7 million from $156.6 million in
1984. In 1983, operating profit was
$63.1 million. The lower operating
profits in 1985 compared with 1984
were attributable to a decrease in
margin in the U.S. Gulf Coast due to
significantly lower gas volumes sold,
which were partially offset by slightly
higher gas prices; in Bolivia, lower
condensate volumes and an increase
in the provision for doubtful accounts;
and in Peru, lower sales volumes,
crude oil prices and increased deple-
tion. Canadian earnings were slightly
lower in 1985 than in 1984 reflecting
higher exploration expenditures as
aresult of expanded exploration pro-
grams carried out in 1985. The
increase in operating profits in 1984
compared with 1983 reflects a full
year's operating results from the
acquisition of Canada-Cities and ten
months’ results from the acquisition
of COPCO.
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Operating profits for U.S. operations
declined to $60.0 million from $80.7
million in 1984. The 1983 operating
profit was $28.0 million. In addition
to lower gas volumes sold, produc-
tion operations were interrupted for
several weeks when hurricane ac-
tivity caused minor damage to
several platforms and major damage
to one of the oil pipelines.

In Peru, production and the service
fee declined moderately. As aresult,
sales revenues declined to $16.8
million from $18.8 million in 1984 and
$21.1 million in 1983. In 1985 an
operating loss of $5.5 million was
experienced compared to an operat-
ing profit of $1.5 million in 1984,
reflecting increased depletion due to
a downward revision of proved
reserves that are estimated to be pro-
duced within the contract period. In
August 1985, the Peruvian govern-
ment rescinded the service contract
and in December 1985 declared that
the service contract in effect prior to
August 1985 would continue in full
force, however, certain provisions of
the contract are currently under
review.
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Alternate Fuels

Record sales of $212.1 million were
achieved in 1985 representing an
increase of 26% over 1984 sales
revenues of $169.0 million. Sales in
1983 were $73.2 million. Operating
profit for the division was a record
$88.8 million compared to $354
million reported in 1984, an increase
of 151%. Operating profitin 1983 was
$22.5 million.

In 1985, the Syncrude plant achieved
arecord level of production of 20 431
cubic metres (128,571 barrels) per
day as compared with 13 735 cubic
metres (86,434 barrels) per day in
1984 and 17 761 cubic metres (111,770
barrels) per day in 1983. Canadian-
Oxy has a 13.23% interest in the
plant.

Partially offsetting the production
increase were lower synthetic crude
oil prices in 1985. In 1984 a serious fire
caused a complete shutdown of the
plant for five weeks and limited pro-
duction to 50% of capacity for ap-
proximately three months. The 1985
operating profit also reflects a $10.0
million business interruption pay-
ment arising from the 1984 fire.

Chemicals

The industrial and specialty
chemicals continue to face strong
competition in the marketplace.
Sales revenues were $90.4 million in
1985 compared with $86.9 millionin
1984 and $92.0 million in 1983.
Operating profits were $16.6 million
in 1985, $14.7 million in 1984 and $25.0
million in 1983. Sales volumes and
prices of industrial chemicals were
slightly higher in 1985. The decline
in operating profits from 1983 to 1984
reflected lower sales prices due to
increased competition for market
share and slightly higher manufac-
turing and operating expenses.

In 1985, the industrial chemical sales
volumes were restricted due to poor
international markets for Canadian
pulp and paper. Specialty chemicals
continued to enjoy increased sales
growth tied to their automotive
metal treating chemical markets.

Corporate

Net corporate expenses decreased to
$20.5 million compared to $33.1
million in 1984 reflecting an increase
in interest income of $2.5 million,
and capitalized interest of $7.3
million compared with 1984. The in-
crease in capitalized interest is
attributable to the San Miguel
property, the Syncrude capacity
addition program and the Mazeppa
gas plant. Gross interest expense
declined by $3.7 million in 1985
reflecting lower interest rates and
decreased average debt outstanding.



LIQUIDITY AND CAPITAL
RESOURCES AND
EXPENDITURES

During 1985, CanadianOxy con-
tinued to maintain a strong balance
sheet with a long-term debt to
shareholders’ equity percentage of
10.3% compared with 13.2% in 1984
and 34.7% in 1983. This improvement
was made despite an increase in
capital and exploration expenditures
from 1984 of 225%.

CanadianOxy was able to fund a
major capital expenditure program
in 1985 while at the same time calling
its redeemable preferred shares at a
cost of $17.2 million and reducing
long-term debt by $9.0 million.

Funds from operations before ex-
ploration expenditures were $311.2
million, an increase of 18% com-
pared to $263.9 million in 1984.
Funds from operations in 1983 were
$137.8 million.

Capital and exploration expen-
ditures increased substantially in
1985 to $296.3 million compared with
$91.1 million and $44.4 million in
1984 and 1983 respectively. Total oil
and gas expenditures in 1985 were
$235.6 million. The increase in capital
spending during 1985 is due to a
more active oil and gas exploration
and development program, a direct
result of the Western Accord, the
Mazeppa gas plant, CanadianOxy’s
share of capital additions to the
Syncrude plant and the San Miguel
property.

During 1985, CanadianOxy com-
pleted the purchase of an oil prop-
erty (San Miguel) for $52.5 million
(U.S.), of which $42.5 million (U.5.)
was financed under a deferred pur-
chase agreement. Under the terms
of the agreement payment of prin-
cipal and interest will be made from
CanadianOxy’s share of net operat-
ing income from the property.

At December 31, 1985, CanadianOxy
had working capital of $28.2 million,
up from $17.6 million at the end of
1984, and available but unused
domestic and foreign lines of com-
mitted bank credit of approximately
$492 million. At December 31, 1985,
CanadianOxy had cash and short-
term investments of $29.4 million.
Long-term debt was $67.6 million
compared with $75.9 million in 1984
and $166.4 million in 1983.




RECENT DEVELOPMENTS

Since December 31, 1985 oil prices
have fallen from $26.30 (U.S.) per
barrel at December 31, 1985 to $13.26
(U.S.) per barrel at February 28, 1986
for light crude oil, as reported by the
New York Mercantile Exchange, a
drop of 50%. This decline has had a
material adverse effect on the earn-
ings in 1986 of the Oil and Gas and
Alternate Fuels divisions. If these
declines continue, the recoverability
of cost of the Oil and Gas and Alter-
nate Fuels properties would also be
adversely affected. During 1986,
capital and exploration expenditures
may have to be substantially reduced
from the 1985 level due to the
resulting decline in oil prices.

In addition, insurance coverage in
1986 for certain properties has
changed as deductible amounts
and premiums have increased
substantially.
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INFLATION

General inflation in 1985 and 1984
according to the Canadian Con-
sumer Price Index was 4.0% and
44%, respectively.

In accordance with CICA recom-
mendations the Company reports
the Effect of Changing Prices in the
Supplementary Financial Informa-
tion on pages 44 and 45.

ENERGY PRICING
AGREEMENTS

The “Western Accord on Energy
Pricing and Taxation” dated March
28, 1985, provides for Canada to
move from a system of government
administered pricing of oil to market
related pricing.

On October 31, 1985, the federal and
three western provincial govern-
ments signed an agreement on
Natural (%as Markets and Prices.
This agreement became effective
November 1, 1985 and provides aone
year transition period from admin-
istered prices to negotiated prices.
Until October 31, 1986, the Alberta
Border Price remains fixed at its
current level. However, export gas
prices may be determined through
buyer-seller negotiation effective
November 1, 1985 and must meet
only an adjacent border price test
as established by the National
Energy Board.



Report of Management

The management of CanadianOxy is responsible for the integrity of its reported financial data. Fulfilling this respon-
sibility requires the preparation and presentation of consolidated financial statements in accordance with generally
accepted accounting principles in Canada. Management uses internal accounting controls, offers guidance through
corporate-wide policies and procedures and exercises its best judgment in order that such statements reflect fairly the
consolidated financial position, results of operations and changes in financial position of CanadianOxy.

In order to gather and control financial data, CanadianOxy has established accounting and reporting systems supported
by internal controls and an internal audit program. Management believes that the existing internal controls provide
reasonable assurance that assets are safeguarded against loss from unauthorized use or disposition and that the records
are reliable for preparing consolidated financial statements and other data, and maintaining accountability for assets.

Ehorrte

John E. Ebright
Acting Vice President, Finance
February 10, 1986. and Chief Financial Officer

Auditors’ Report

To the Shareholders of
Canadian Occidental Petroleum Ltd.:

We have examined the consolidated balance sheets of Canadian Occidental Petroleum Ltd. (a Canada corporation) as
at December 31, 1985 and 1984 and the related consolidated statements of income, changes in financial position,
shareholders’ equity, and industry segments and geographic areas for the three years ended December 31, 1985. Our
examinations were made in accordance with generally accepted auditing standards, and accordingly included such
tests and other procedures as we considered necessary in the circumstances.

In our opinion, these consolidated financial statements present fairly the financial position of Canadian Occidental
Petroleum Ltd. as at December 31, 1985 and 1984 and the results of its operations and the changes in its financial position
for the three years ended December 31, 1985 in accordance with generally accepted accounting principles applied, except
for the change made as of January 1, 1984, in the method of accounting for investment tax credits as explained in Note 2
to the consolidated financial statements, on a consistent basis.

WA&‘(A% “ Cu,
Calgary, Alberta, Arthur Andersen & Co.,

February 10, 1986. Chartered Accountants
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FOR THE THREE YEARS ENDED DECEMBER 31, 1985

1985 1984 1983
(Amounts in thousands)
Revenues
IO SAlEE: o o i £ a5 wverers S5 & W 43520 (s) SHsie ShevwEs S | S i ) o $640,719 $635,660 $323,512
Interest and other income . ..............cooeiiiinn 25,597 19,743 5,020
666,316 655,403 328,532
Costs and Expenses
COSEIOESALES are v1omess ieumns sioneressamse o1 sanss slmhmie 316 Boliaie, b & olils = 264,213 273,280 144,677
Selling, administrative and other operating............. 57,233 45,849 26,553
DepreciatiOn oo uws auw i« s sossm wa e riaim sine s sinir 8508 o 3 13,366 12,773 9,923
Depletion and amortization. ... 85,449 111,554 38,897
EXPIOEABIN + s - sz yrsves sviass siowssiuso e e siocm w st sonsar 31,829 16,830 7,314
Interest (NOt@ 7) ... ovviumnne i enanienrsanserns 10,546 21,555 12:718
462,636 481,841 240,082
Income Before Provision For Income Taxes ................ 203,680 173,562 88,450
Provision For Income Taxes (Note 12) ..................... 88,455 72,775 33,929
Nt TICOME - oo+ s s S5 310 458§ e <) a1 e wiertns Siane v sisiet et $115,225 $100,787 $ 54,521
Basic Earnings Per Common Share ....................... $ 341 $ 2.9 $ 2.08
Fully Diluted Earnings Per Common Share ................ $ 3.39 $ 2.9 $ 190

See accompanying notes to consolidated financial statements
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DECEMBER 31, 1985 and 1984

1985

1984

Property, Plant and Equipment (Note 6)
Natural Gas Underlifts
Other Assets (Note 6)

Long-Term Debt (Note 7)

Current Assets
Gash e v s Beme ML Sne Y T © G S SR R R e
Accounts receivable (Notes4dand 6) ....................
Inventories and supplies (Note 5) ......................
PreEpaid EXPRIERS: « v s wsin v o ase szsin = sssss wiapnie giose s vivin w1

Total T OTAE AS S OLS st iyt rmon sxees & e, =sts) . wigess S0

Liabilities and Shareholders’ Equity

Current Liabilities
Accounts payable and accrued liabilities . ...............
Incorme taxes PAVADIE: . .x «cn «aumu vatmin vmsn & wimer cimin o sisi sisinin =
Dividends payable ................ ..o i
Current portion of long-term debt (Note 7). . ............

Total current liabilities. .. ........... .

Deferred Liabilities and Credits
INCOME EANCS: 51t 2 2ot v v svrsss, wohss o g e Biars i staws o smass -
Deferred purchase agreement (Note 9) .................
Natural gas overlifts . ................... ... .l
Advances from gas purchasers.........................
Dismantlement prOvISION ey s sew siss 255 ¥ aos Ve s &
Investment tax credits andother .......................

Total deferred liabilities and credits .. ...............

Shareholders’ Equity
Redeemable preferred shares (Note 8) ..................
Common shares (Note 8) ............. ... .
Conttibated SOEPIOE.. 1. - o & ik 63 & W% 5052 05 & 458 28 &
RIS SANINEE - o s v s s 5 Biais Wity di & 0190 s =
Cumulative foreign currency translation adjustment ... ..

Total shareholders: SaUItY o s & s som wal < ons 60 2

Commitments and Contingencies (Note 9)

APPROVED ON BEHALF OF THE BOARD:

e Tq_ . 1C-L_Q, , Director

See accompanying notes to consolidated financial statements

(Amounts in thousands)

$ 29,360

.......... 122,134
.......... 34,280
.......... 4,558

.......... 190,332
.......... 1,046,402
.......... 31,445
.......... 18,073

$1,286,252

$ 152,593

........ s 5,351
.......... 4,190

.......... 162,134
.......... 67,582

.......... 187,631
.......... 63,807
.......... 34,503
.......... 33,206
.......... 58,204
.......... 20,474

.......... 397,825

.......... 272,676
.......... 17,716
.......... 334,103
.......... 34,216

.......... 658,711

$1,286,252

$ 31,225
129,386
37,712
4,116

202,439
854,421
23,646
9,484
51,089,990

$ 118,733
50,464
4,597
11,030

184,824
75,852

133,947

20,110
46,836
44,711
11,104

256,708

16,875
272,765
20,448
241,550
20,968

572,606

$1,089,990
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FOR THE THREE YEARS ENDED DECEMBER 31, 1985

1985 1984 1983
(Amounts in thousands)
Sources of Working Capital:
INCEITEOMIE! 557 © ovs ettt a5« o508 Shae/a) S/my Fease W & Siske shars & $115,225 $100,787 $ 54,521
Amounts not requiring an outlay of working capital
Depreciation, depletion and amortization........... 98,815 124,327 48,820
Provision for dismantlement ...................... 10,533 12,751 742
Deferred income taxes ... ..., 57,644 12,832 24,722
O BT 0y ool e oo o nmiee mnemal s <ed simal) S Tdda e fere & ilsta s ﬂ) _Lﬁll) —‘lﬂ
Funds from operations.............cootiiiiniineannns 281,126 247,086 130,476
Add current year exploration expenditures ............. 30,081 16,830 7,303
Funds from operations before
exploration expenditures .............. o0l 311,207 263,916 137,779
Proceeds from —
Long-term debt, net of financing costs.............. - 355,009 366,048
Overlifts (underlifts) and gas advances ............. (9,694) 15,755 2,461
Common share issue, netof costs.................. — - 189,143
Deferred purchase agreement ..................... 61,812 - =
T2 L e T e 4,614 10,511 3,459
367,939 645,191 698,890
Uses of Working Capital:
Acquisitions, net of working capital (Note 3) ............ - 115,876 390,111
Reduction in long-termdebt .................co0init 9,014 452,926 219,683
Capital and exploration expenditures .................. 296,253 91,110 44,434
DIvIAendS ..o 22,672 17,314 11,228
Purchase of redeemable preferred shares............... 17,213 1,385 789
Purchase of common shares ..............coviiiiann. 3,545 831 -
01 q 1= PO e e T e 8,659 2 2,501
357,356 679,444 668,746
Increase (Decrease) in Working Capital ................... 10,583 (34,253) 30,144
Increase (Decrease) in Non-Cash Working Capital
Accounts receivable and prepaid expenses ............. (18,716) 44,932 42,784
Inventories and supplies ........c..coociiiiiiiiint (3,432) (1,349) 12,262
Accounts payable and accrued liabilities . ............... (33,860) (28,381) (54,473)
I IR EAXES i s «ie v +cain mimieia siote o sime soce & bibia Ses 058 Salers 52 62,370 (50,464) 8,798
Dividends payable .. .............c.c it (754) (1,143) (1,:111)
Current portion of long-termdebt . .................... 6,840 (10,101) 5,785
12,448 (46,506) 14,045
Increase (Decrease) inCash . .............cooiviiiinnan, (1,865) 12,253 16,099
Cash — Beginningof year.................cooiiiiiiannnes 31,225 18,972 2,873
Cash — B Of YBAY: s « s v siws 8o 9 < s s sovswi mowenie « $ 29,360 % 31,225 $ 18,972
Working Capital — Endof year...................ooivnen $ 28,198 $ 17,615 $ 51,868

See accompanying notes to consolidated financial statements
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FOR THE THREE YEARS ENDED DECEMBER 31, 1985

See accompanying notes to consolidated financial statements

Redeemable Cumulative
Preferred Common Foreign Currency
Shares Shares Contributed Retained Translation
(Note 8) (Note 8) Surplus Earnings Adjustment
(Amounts in thousands)

At December 31, 1982 ......... $ 19,062 $ 9,291 $ 21,005 $114,784 $ 8,444
Common share issue ...... - 189,143 - - -
Exercise of stock options

forcash............... - 1,380 — — =
Conversion of subordinated

debentures ............ - 73,100 - - -
Purchased for cancellation . . (802) - 13 - -
Deferred financing costs. . . . -~ (1,131) - B -
INetINCOME: ... oo s e 3t - - - 54,521 —
Common share dividends . . - - — (9,372) -
Preferred share dividends .. - - - (1,856) -
Translation adjustment . . ... - - - - 1,409

At December 31, 1983 ......... 18,260 271,783 21,018 158,077 9,853

Exercise of stock options

forcash............... - 1,211 - - -
Purchased for cancellation . . (1,385) (261) (570) - -
et INCOME o o e o i = - — 100,787 -
Common share dividends . . — - - (15,539) -
Preferred share dividends

and other ............. - 32 — (1,775) -
Translation adjustment . .. .. - - - - 11,115

At December 31, 1984 ......... 16,875 272,765 20,448 241,550 20,968

Exercise of stock options

(0] B 1] | B R - 1,008 - — -
Purchased for cancellation . - (1,151) (2,394) - —
Redemption of preferred

sharés . . .. oons oo 2 oo (16,875) - (338) - —
INet INCOME : 2y osvi a5 pa - - - 115,225 -
Common share dividends . . - - - (21,403) -
Preferred share dividends

and other ............. - 54 - (1,269) -
Translation adjustment . ... - - = = 13,248

At December 31, 1985 ......... $ — $272,676 $ 17,716 $334,103 $ 34,216
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FOR THE THREE YEARS ENDED DECEMBER 31, 1985

INDUSTRY SEGMENTS
1985 1984 1983
(Amounts in thousands)
Net sales
OHLANAIBAS: - - + oo s s womin 1 aimin s = momie St %% B F ek Tl He 0 $ 338,249 $ 379,802 $158,271
Alternate FURlS. .. v s s s slen & dum Saits wje = sam st & st wes o 212,118 169,006 73,234
CREMICAIS s - ot miotiys Siet 5 thalie e ) atebs shiasio 6 siois Fovtsirs sxafa &1 cbisi bt o & 90,352 86,852 92,007
640,719 635,660 323,512
Interest:and OThEer INCOIMIE . «ocv s cuus sove s sas 5ok S50 5 A0 Eis & sals s00a 3 - 25,597 19,743 5,020
TOtaAl TOVEIIUES . « o v v v et et e et et ettt e e e $ 666,316 $ 655,403 $328,532
Operating profit
IR BHE] s o s s 0 svasr s = o st . aomth i o < i vmss . e $ 118,749 $ 156,617 $ 63,095
Alternate fuelS. . ..o e 88,812 35,439 22,463
CRETIICALS! . o cvsts o wsein ot simin woniie o minie myese o siians mimsees bt o $0058 S50 5 2 3 16,645 14,655 25,041
224,206 206,711 110,599
INLETESEBXPONSE i oiu wans i wras ¢ e woain = sown wina o wiwin wowinin scwie v viwie vimas o tomie » (10,546) (21,555} (12,718)
CONPOTAtE EXPEIVEEE uivin yause o sota wivon + wiuss vivarin simin o sais visie & varis apase gopions (9,980) (11,594) (9,431)
Income before provision for income taxes .................. ... $ 203,680 $ 173,562 $ 88,450
Identifiable assets
OHLANA TS o s gos 2 v wgs 5 s Se's giow Fois o9 m v < s & $ 839,884 $ 691,629 $524,799
Alternate fuels. . ... e e 335,829 305,875 297,809
Chemicals . ..o e 71,437 71,545 64,039
1,247,150 1,069,049 886,647
(EOTPOTAte aSSEESIER i o v snumes tiin 2 sqtatoriha] oo ez sk Sileya otits 5 e 5 39,102 20,941 35,142
TotalsasSetS: m o & o 5 e Sy b I R & S S S R T S $1,286,252 $1,089,990 $921,789
Depreciation, depletion and amortization
CHLANA BEE . oo o o csen o mimb s liri o olbon sl Bonei 508 o s Bperm i 4 $ 77311 $ 100,390 $ 38,790
AlETnate fUels: vy oy wen v ime Do & S5m0 S5m0 s ¢ 50 08 2 SaE S v - 16,727 20,023 6,970
CHEINICAIS st o srmiies oot 5 saEes Soves sSame s TR S5 2 siega sEs o) S Skers 3 3,626 3:253 2,648
EOTPOLATET. wvors « iiss smsson svass s sveness v Soss wiriaya) st o it w0aEs osogeda afars a1 s 1,151 661 412
$ 98,815 $ 124,327 $ 48,820
Additions to property, plant and equipment
Oiland gas . ....o.vit i $ 205,508 $ 42,149 $ 15,155
AIEETIALE ETIENSE ... sosrioss. vimsn) o waesn sabie o Tt i Sooie 5 TR0 SO0 200 Hes 2 47,230 25,762 14,792
CEHEMUCALS o & s e 200 Sr DR B s % i S5 5 S e o s 9,827 4,899 6,633
EOTPOTATOL srvnsien, oy, 27is = o) <o et womous SUais ' swss S0Rve ) B0 s - 3,607 1,470 551
$ 266,172 $ 74,280 $ 37,131
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FOR THE THREE YEARS ENDED DECEMBER 31, 1985

GEOGRAPHIC AREAS"
1985 1984 1983

(Amounts in thousands)

Net sales?

A T A A L e o et e, e TooHate Sae e AT, SIAEIS S e ROTL See  a H $ 456,365 $ 402,513 $241,758
TIMItE A SEAtOS s wmvews bites s suens: snsse & spom axsrons s & swaie aoose § Seese @ e v 4 152,247 199,375 51,570
SOUth AMETICA .« .t ittt et e e et e e 32,107 33,772 30,184
640,719 635,660 323.512
Interestand; OtHer INCOTINE : ¢ o st = s sveriss wwam o wa Gavas s6is © o055 Wi 3 25,597 19,743 5,020
Total TEVENUES: .07 w5 & 008 5,555 96 5 550 5eles o & D50 ordh 5 5508 230 vans 4 $ 666,316 $ 655,403 $328,532
Operating profit (loss)
[ 7=V - T $ 167,252 $ 116,832 $ 79,454
United States . .. ..ottt 60,022 80,662 27,969
SOUFN ATNETICA, 5. o i feit 5 0k Sond S0 3 s 2SS & Susa 4 5w § (3,068) QDT 3,176
224,206 206,711 110,599
[teresteXPenSE T NI i et szern shinke sk = oiass! s e 0 252AaL (10,546) (21,555) (12,718)
TR AR CREIBRR | L s e vt st s oo asmen s Senca el 6 Sk 4 (9,980) (11,594) (9,431)
Income before provision for income taxes ........................ $ 203,680 $ 173,562 $ 88,450
Identifiable assets
(EATTa ] o T R O P S s e BB $ 768,848 $ 644,669 $602,862
United States . .. oot e 318,903 260,335 127,347
South AMEriCa . .. oottt e e e 159,399 164,045 156,438
1,247,150 1,069,049 886,647
o OMPDTADE HESOS v srame 5 v simse s wrisn. @-iosion B . Hb A8 Ar0l B A5 TR ¥ 39,102 20,941 35,142
Total. a8SetS o cen 5 s o wasie e © avh DA S s SRR T S S T e s $1,286,252 $1,089,990 $921,789

Oil and Gas operations include the exploration for, and development and production of oil, natural gas and sulphur.
The Alternate Fuels division is engaged in the production of synthetic crude oil from oil sands and the exploration
for, and evaluation of mineral, coal and oil sands deposits. The Chemicals operations consist of the manufacture and
marketing of industrial chemicals (principally chlorine, caustic soda, sodium chlorate and muriatic acid), metal finishing
chemicals, plastic resins and moulding materials. There are no significant sales between segments. Investments in
foreign countries are subject to the actions of those countries, which could significantly affect CanadianOxy’s opera-
tions and investments in those countries.

Notes:

(1) Included in the Consolidated Balance Sheets are liabilities of approximately $28 million and $34 million at December 31, 1985
and 1984, respectively, which pertain to operations based outside the United States and Canada.
(2) Export sales are inimaterial.
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ACCOUNTING POLICIES

The consolidated financial statements are prepared in accordance with generally accepted accounting principles
in Canada. These consolidated financial statements would not be materially ditferent if they had been prepared
using generally accepted accounting principles in the United States. Certain reclassifications have been made to
prior years’ consolidated financial statements to conform with the current year’s presentation.

Principles of Consolidation

The consolidated financial statements include the accounts of Canadian Occidental Petroleum Ltd. and its subsidiary
companies (CanadianOxy). All subsidiaries are wholly owned. All material intercompany accounts and transactions
have been eliminated. Substantially all exploration, development and production activities related to oil and gas
and alternate fuels are conducted jointly with others and accordingly, the accounts reflect only CanadianOxy’s
proportionate interest in such activities.

Inventories and Supplies

Inventories and supplies are stated at the lower of cost or net realizable value. Cost is determined on the first-in,
first-out and average cost basis.

Property, Plant and Equipment

CanadianOxy follows the successful efforts method of accounting for exploration and development activities.
Acquisition costs of resource properties and exploratory drilling costs are capitalized. The cost of exploratory wells
found to be dry and all other exploration costs are expensed. All costs of development wells are capitalized.
The capitalized cost of resource properties, producing wells, gas plants and the Syncrude plant are depleted or
depreciated using the unit-of-production method, over remaining proved reserves as evaluated by independent
engineers. Producing and non-producing properties are periodically evaluated and, if conditions warrant, an
impairment reserve is provided. The cost of other plant and equipment is capitalized and depreciated using the
straight-line method based on the estimated useful life of the asset. Improvements that increase capacity or extend
the service life of these assets are capitalized.

The unit-of-production method is used to provide for future dismantlement costs of the U.5. Gulf Coast production
platforms. The costs are based on independent engineering estimates.

Natural Gas Underlifts and Overlifts

Natural gas underlifts and overlifts represent gas lifted and sold above or below CanadianOxy’s working interest
share in U.S. Gulf Coast properties. Settlement will be in kind when the liftings are equalized or in cash when
production ceases.

Income Taxes

Deferred foreign withholding taxes have not been provided on the undistributed earnings of foreign incorporated
subsidiaries as it is CanadianOxy’s intention, generally, to reinvest such earnings permanently.

Earnings per Common Share

Basic earnings per common share are based on the weighted average number of shares outstanding during each
year after deducting dividends on preferred shares.

Fully diluted earnings per share are determined on the assumption that all outstanding convertible debentures
have been converted and stock options having a dilutive effect have been exercised.

Foreign Currency Translation

Foreign operations have the United States dollar as their primary currency. Assets and liabilities are translated into
Canadian dollars using exchange rates at the balance sheet dates. Revenue and expense items are translated using
the average rates of exchange throughout the year. Gains and losses resulting from the translation process are shown
as a separate component of shareholders’ equity.

Transactions and balances denominated in a currency other than the primary currency are translated into the primary
currency using the temporal method.

Capitalized Interest

Interest is capitalized on all qualifying assets until put into service using either the interest rate on borrowings
specifically associated with the asset or, if no such specific borrowings exist, the weighted average interest rate on
all borrowings.

Investment Tax Credits

Investment tax credits are recorded as deferred credits in the year the qualifying expenditures are made and are
amortized in a manner consistent with the depletion, depreciation and amortization of the related asset.



CHANGE IN ACCOUNTING POLICY

In the fourth quarter of 1984, CanadianOxy changed its method of accounting for investment tax credits by adopting
prospectively the recommendations issued by the Canadian Institute of Chartered Accountants. The change was
made effective January 1, 1984 and resulted in a decrease of $4,600,000 ($0.14 per share) to 1984 net income.

ACQUISITIONS

On December 21, 1983 CanadianOxy acquired, from a subsidiary of Occidental Petroleum Corporation (Occidental),
30% of the capital stock of CanadianOxy Offshore Production Co., formerly Cities Offshore Production Co. (COPCO),
for cash of $44.7 million. On February 24, 1984 the remaining 70% of the outstanding capital stock of COPCO was
acquired for cash of $116.1 million. Subsequent to February 24, 1984, the purchase method of accounting was used
and 100% of COPCO's results of operations have been consolidated. The total cost of the acquisition was $161 million,
representing total assets, non-current liabilities, and equity in earnings prior to February 24, 1984 of $181 million,
$16 million and $4 million, respectively.

Effective August 1, 1983 CanadianOxy acquired all the outstanding shares of Canada-Cities Service, Ltd. (Canada-
Cities), from Occidental for cash of $354 million. The purchase method of accounting was used and the results
of operations have been consolidated since acquisition. Total assets and liabilities acquired were $418 million and
$64 million, respectively.

The following presents selected unaudited financial information for CanadianOxy, COPCO and Canada-Cities on
a pro forma basis, assuming the companies had been combined for the years ended December 31, 1984 and 1983:
revenues of $686 million and $650 million, net income of $103 million and $98 million and basic earnings per share
of $3.03 and $3.78, respectively.

ACCOUNTS RECEIVABLE

1985 1984
(Amounts in thousands)
Trade:(See:Note b)Yy vu s vian « con s o2 R e $ 113,870 $ 116,650
3 1 E o 2 L L 3,837 12,559
Receivable from affiliates . ... - 1,637
Income taxes refundable . ..... ... .. . .. . . .. 11,906 -
129,613 130,846
Allowance for doubtful accounts . ......... ... . . (7,479) (1,460)

$ 122,134 $ 129,386

INVENTORIES AND SUPPLIES

1985 1984
(Amounts in thousands)
Finished produets: - ..o s wou s s we s o o o onm § S0 S des 5 590 5 & 055 7050 B $ 5,002 $ 6,810
VBT AT PROCEES .. & s « vl s wovne ol foxss s st 7 s, e vess Whskaos RS § SS BEETE Y 8,469 6,069
SUPPHES - -« <+ ettt ettt 20,809 24,833

$ 34,280 » 37712

PROPERTY, PLANT AND EQUIPMENT

1985 1984
(Amounts in thousands)
Ol Al GRS v o e g v s s S § R SEG § E PERE FE BEYE BhE s T s $1,009,580 $ 777,635
Alternate fuels ... ..., 341,157 205,221
Chemicals ... ... 94,926 85,384
COTPOrate .. ... e 6,996 3,461
Total capitalized COStS ... ... .o 1,452,659 1,161,701
Accumulated depreciation, depletion and amortization ..................... 406,257 307,280
INet DOOK VAIUE -2 w6 vos wrive S0m = siats oisi S0t 248 ¢ Heait 5ae S 55555 5 00 it o seen $1,046,402 $ 854,421
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CanadianOxy has oil and gas assets located in Peru and Bolivia. These assets and the related operations are subject
to risks of dealing with foreign governments, including risks of increases in taxes and royalties, payment delays,
renegotiation of contracts and currency exchange losses. At December 31, 1985, CanadianOxy’s aggregate net assets
in Peru and Bolivia were approximately $126 million, including $13.6 million of accounts receivable ($7.9 million
long-term) from the Bolivian government, portions of which are in arrears and/or have been rescheduled.

In August 1985, the Peruvian government rescinded a service contract whereby CanadianOxy is paid a fee on its
share of oil production. In December 1985, the Peruvian government declared that the service contract in effect
prior to August 1985 would continue in full force but certain provisions of the contract are currently under review.
It is impossible at this time to determine the ultimate impact of any changes to the service contract.

In management’s opinion, the items discussed above should not have a material adverse effect upon the consolidated
financial position of CanadianOxy.

Significant recent declines in the price of oil have had a material adverse effect on oil and gas and alternate fuels
earnings in 1986 and, if continuing, would also have a material adverse effect on the value of these properties.

LONG-TERM DEBT

1985 1984
(Amounts in thousands)
Retractable debentures, unsecuredi(@) < .. i« wus i o s sivmon vams ooitin st rainis wiei $55,000 $60,000
Petrolenm: production: credit agreement (). <o« com s cn s o nivin wincns swmin wovinis siie 16,772 19,815
Advance payments, interest i3 U M o — 7,067
71,772 86,882
Amounts due within one year, included in current liabilities . ................. 4,190 11,030
$67,582 $75,852

(a) Retractable debentures

Retractable debentures were issued in the amount of $60 million under a trust indenture dated February 23,
1984 at an interest rate of 12%% per annum until February 28, 1989. Thereafter, CanadianOxy will be permitted
to set a new rate of interest for each of the five year periods commencing March 1, 1989 and 1994. CanadianOxy
may redeem the debentures in whole or in part on March 1, 1989 and 1994, and on such dates any holder of
the debentures may require CanadianOxy to redeem their debentures at 100% of the principal amount. During
1985, the Company acquired $5 million (face value) of the original debenture issue at a cost of $5.2 million as
an investment for future resale.

(b) Petroleum production credit agreement
A $15 million (U.S.) petroleum production credit agreement is repayable from production revenues from the
Talara project in Peru. The loan is repayable in ten equal semi-annual installments that commenced February
28, 1985, Interest rates approximate U.S. bank prime plus 1%2%. At December 31, 1985, the principal amount
outstanding was $12 million (U.S.) and the interest rate was 10.5%.

Required long-term debt repayments are $4.2 million in each of 1986, 1987 and 1988, and $59.2 million in 1989. Interest
expense on long-term debt was $10.2 million, $18.2 million and $12.5 million (net of interest capitalized of §7.5 million,
$0.2 million and $1.0 million) in 1985, 1984 and 1983, respectively.

CanadianOxy had available but unused domestic and foreign lines of committed bank credit of $492 million at
December 31, 1985.

CAPITAL

(a) Authorized capital
Authorized share capital consists of an unlimited number of common shares of no par value and an unlimited
number of Class A preferred shares of no par value issuable in series.



(b)

(c)

(d)

Issued capital

Common Preferred
(Number of shares)

At BecembersSl) OB St cone wms s o snd Sy o o s s s srsEre see ke s 20,766,946 762,500
IO SN AT C IS SRS o e Tovn @ s 50570 & a0, o 558 S8 saitel SIS Aol S ARl 7,500,000 —
Exercise of stock options ........... ... ... e 123,079 -
Conversion of subordinated debentures. . .......... ... .. .. ... ..... 4,956,464 —
Purchased for cancellation ......... ... .. ... ... . ... i, - (32,100)

At December 31, 1983 ... 33,346,489 730,400
Exercise of stock options ............. .. ... . i 93,055 -
Conversion of subordinated debentures. ............................ 2,166 -
Purchased for tancellation) . : «ie 2 swr sems 5 5 05 s & Sl SEmE S F 90 3 (31,900) (55,400)

At December 31, 1984 . . . .. ... . .. 33,409,810 675,000
Exercise of stock options . . ........ ... .. ... ... ...l 70,588 -
Conversion of subordinated debentures ............................ 3,656 -
Purchased for cancellation ... .ox co v« s s s & g s 5 s sl o (140,800) (675,000)

At December 31, 1985 . . .. ... ... 33,343,254 -

On October 1, 1985 CanadianOxy redeemed all issued and outstanding 10% Cumulative Redeemable Class A
Preferred Shares, First Series, at a redemption price of $25.50 per share for $17.2 million.

Stock options
Options to purchase common shares have been granted to certain officers and key employees. Under the stock
option plan, options granted are contingent upon continued employment and are exercisable on a cumulative

basi til 1995,
asis unti Common Shares

At December 31, 1984 .. .. ... . . 291,397
Options pranted s vz v e amn nnel 505 96 85 B2 © e st A © s ey - 2,500
Oplions exercised i iy ¢ mon Vs S § s SORT SR T I S AT F S ahn g (70,588)
Options cancelled ... ... s s vovim snm w v vmes sin 5 s e s e s (21,850)

At December 31 0985 . v s v vas o © oan wari e o sl S S 0 Sl e s s 201,459

At December 31, 1985, 44,289 common shares were reserved for the granting of additional options and options
for 127,241 shares were exercisable at prices from $10.125 to $27.75 per share.

Purchase of common shares for cancellation

The Board of Directors has authorized the continuation of the purchase for cancellation of sufficient outstanding
common shares to offset the dilution caused by the exercise of stock options. A notice filed with the Toronto
Stock Exchange has placed the maximum repurchase amount at 249,000 common shares, expiring October 31,
1986. In the year ended December 31, 1985, 140,800 shares were purchased for cancellation for $3.5 million.

COMMITMENTS AND CONTINGENCIES

(a)

(b)

(c)

Lease commitments

Expense for operating leases was $7.8 million in 1985, $8.6 million in 1984 and $4.3 million in 1983. At December
31, 1985 future net minimum lease payments for operating leases aggregated $59.8 million, of which $6.8 million
is due in 1986, $6.5 million in 1987, $6.2 million in 1988, $6.5 million in 1989, $6.5 million in 1990, and $27.3 million
thereafter.

Expenditure commitment resulting from the acquisition of Canada-Cities

Under the terms of the purchase agreement of Canada-Cities, it was agreed with the Government of Canada
that during the period January 1, 1984 to December 31, 1988 CanadianOxy would make total expenditures of
$300 million on or for oil and gas exploration and development in Canada. As at December 31, 1985 CanadianOxy
remains committed to spend $41 million in satisfaction of this obligation.

Commitment for an offshore production platform

CanadianOxy has entered into a contract for the fabrication of an offshore production platform for its San Miguel
property, offshore California, which is expected to be delivered and accepted in late 1986 (the acceptance date).
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Canadian Oxy’s share of the purchase is $20 million (U.S.) of which $1 million (U.S.) is due in 1986 with
the balance to be secured by promissory notes totalling $19 million (U.S.). The principal amount of these notes
is to be paid in sixteen equal semi-annual installments of $1.2 million (U.S.) commencing thirty months from
the acceptance date. Interest is charged at the rate of 9% per annum on the outstanding principal balance,
commencing on the acceptance date and payable semi-annually starting six months later.

(d) Deferred purchase agreement
In 1985 CanadianOxy acquired from Occidental a joint interest in an oil property located offshore California.
Under the terms of a deferred purchase agreement, payment of $42.5 million (U.S.) plus accrued interest is
to be made only from 45% of CanadianOxy’s share of net operating income from the property. Interest is based
on the London Inter-Bank Offered Rate as of April 1 each year plus 1% and is compounded quarterly. At December
31, 1985 the interest rate was approximately 10.6%.

() Other commitments and contingencies
CanadianOxy has a number of lawsuits and claims pending by and against third parties and insurers. The ultimate
result of such lawsuits and claims cannot be ascertained at this time. Benefits or costs are recorded as they are
received or become determinable. Management is of the opinion that the adverse determination of any of these
lawsuits or claims would not have a material adverse effect upon the consolidated financial position of
CanadianOxy or the results of its operations.

CanadianOxy and other Syncrude participants have entered into long-term purchase agreements to secure
pipeline capacity and electrical power. Management believes the probability of CanadianOxy being required
to make payments under the above agreements without receiving commensurate benefits is remote.

RELATED PARTY TRANSACTIONS
The following table outlines transactions with Occidental other than the acquisitions described in Notes 3 and 9.
All were at competitive prices.

1985 1984 1983
(Amounts in thousands)
Sales of product to Occidental . .............ocoiiiiii $ 7,580 $ 10,278 $ 27,398
Purchases of product and equipment...................oooonnnn. 6,534 9,411 8,615
Engineering, technical, marketing, and other services received .. ... 7,438 3,141 1,673

At December 31, 1985 the amount due to affiliates was $418,000.

EMPLOYEE PENSION PLAN
CanadianOxy has a non-contributory pension plan which covers substantially all employees. At December 31, 1985
this plan was fully funded. Pension expense for 1985, 1984 and 1983 was $1,532,000, $7,220,000, and $868,000
respectively, which includes past service costs. The 1984 expense includes a payment of $5.1 million in satisfaction
of the full unfunded liability of the plan.
The actuarial present value of accrued plan benefits and the market value of the plan assets as at June 30, 1985 and
1984 were as follows:

1985 1984

(Amounts in thousands)

Actuarial value of accrued plan benefits
NBSTEA! = ioie i ot = s S14sts Sets & SE9AT SHtis o Sibe SiEte ¥ VRS Pafi VhHEY MG adene GTaSee SR sree $ 15,734 $ 14,086
INOIVESIRE. & o« ces ciaate avsy = wione somis o simis wiminin omie o vl aieis sisssis sialh & S408 1406 & S04 329 292

$ 16,063 $ 14,378

Assumed rate of return used to calculate
actuarial value of planbenefits . ........... ..ol 7.0% 7.0%

Market value of plan assets ............c.oooieiiiiiiiiiiii $ 28,969 $ 17,990

In addition, the Company has a non-contributory executive retirement plan which provides supplemental benefits
to the extent that benefits under the pension plan are limited by statutory guidelines.



12. INCOME TAXES
The Canadian and foreign components of income and taxes thereon are as follows:

1985 1984 1983

(Amounts in thousands)

Income before provision for income taxes
G (- (07 g 1 B S 0 O O R s $151,398 $ 96,485 $ 54,434
FOTRIZN . . oot e oo oo 52,282 77,077 34,016

$203,680 $173,562 $ 88,450

Income taxes

Current
Canadian . ... ..o $ 13,998 $ 19,426 $ 377
FOTEIgM . .ot i e e e e s e 16,813 40,517 8,830
30,811 59,943 9,207
Deferred
CaANAIANE o Ao - e s sveis $ee S & o S S e S 42,329 13,438 21,750
DIOTRIBIN oo« cnanismonnns soaflh Brare o @ s Bosnsss Bonr o wrgon b i & S, S0 15,315 (606) &Ha
57,644 12,832 24,722
Total
CanAAIAN o rs o vaw & G el S S Aha S T SR SR TR 3 S 56,327 32,864 22127
BOTBIRIN wnec = ingis, gron o sea o siws 5w ol S55ely BOHE & Wane 0D Elood 3305 SIS 32,128 39,911 11,802

$ 88,455 $ 72,775 $: 83,029

The following table reconciles the difference between the actual and the expected rate of income taxes based on
Canadian statutory rates.

1985 1984 1983
% of % of % of
Pre-Tax Pre-Tax Pre-Tax
Income Income Income
Expected(FaxXiMate’ sn e 1 i snn o oasisone s s v Senu e w0 U 49.0 49.0 49.0
Effect on rate from:
Royalties, rentals and similar payments
to provincial governments ........ ... oo 10.3 13:3 13.8
Petroleum and gas revenue tax................ ... ... ... ... 7.4 6.8 7.3
Depletion allowance on oil and gas income ..................... (8.4) (7.9) (7.6)
Resource allowance and provincial tax rebates ................... (16.1) (18.7) (19.1)
Higher (lower) tax rates on foreign operations ................... 3.2 1.2 (2.0)
01 1) e e e e (2.0) (1.8) (3.0

ACEUAL EAX TALE « v sveres crove o s nperi desi o aisie silate & v isisls Siave SISt TUEels sas 43.4 41.9 38.4

Income tax expense is computed on the basis of revenues and expenses recorded in the Consolidated Statement
of Income. Deferred income tax balances arise primarily from differences in the treatment for financial statement
purposes compared to statutory treatment for tax purposes.

1985 1984 1983
(Amounts in thousands)
Exploration and development expenses.......................... $ (7,531) $(3,070) $ 354
Depreciable property, plant and equipment ...................... 70,244 30,711 18,780
Natural:igasiunderlifts (overlifts)l » cic. oo @ v s con s s s s (3,125) (4,485) 1,760
Deferred dismantlement costs . ........ ... it (5,009) (5,851) (245)
OtheT . 3,065 (4,473) 4,073
Provision for deferred income taxes .« « v v v vim v vios cammie cia s smas 5 5 $ 57,644 $12,832 $24,722

37



Quarterly Financial Data (Unaudited)

Summarized quarterly financial data for 1985 and 1984 is as follows:
(Amounts in thousands of dollars, except per share data)

Quarter Ended
March 31 June 30 September 30 December 31
1985 1984 1985 1984 1985 1984 1985 1984

NetEales = soa= s 2657 a1y $182,917 $119,804 $165,558 $179,927 $142,042 $159,023 $150,202 $176,906
Operating profit:

Oiliandigas:. « e sz x v $ 32,769 $ 40,626 $ 33,272 $ 27,017 $ 34,161 $ 38,110 $ 18,547 $ 50,864

Alternate fuels.......... 29,595 (5,125) 38,338 27,483 11,840 1,428 9,039 11,653

ChemicalS:e - i v o sese 5 5,551 (183) 3,963 4,676 3,667 6,037 3,464 4,125

67,915 35,318 75,573 59,176 49,668 45,575 31,050 66,642
Corporate expense

and.interest: : ..« o v 5,548 9175 4,275 8,425 6,592 8,566 4,111 6,983
Incometaxes.............. 25,143 11,889 34,286 24,721 18,798 10,893 10,228 25,272
L3P 2 olo 0q (e — $ 37,224 $ 14,254 § 37,012 $ 26,030 $ 24,278 $ 26,116 $ 16,711 $ 34,387
Per common share:

Basic earnings .......... $ 110 $ 041 % 110 $ 077 % 071 $ 077 $ 050 % 1.0

Dividends declared®® .. § 0.16 $ 0.09 $ 0.16 $ 0125 $ 016 $ 0.125 $ 0.16 $ 0.125

Toronto Stock Exchange

— hightar: e x s i - $ 3025 $ 30.88 $ 32.00 $ 3138 $ 3000 $ 2913 $ 2750 $ 29.25

= JOW i sses o st esnie o $ 2450 $ 2750 $ 26.88 S 2600 $ 2550 $ 2500 $ 22.88 § 24.00
American Stock Exchange

— high (US. dollars) ... $ 21.50 $§ 2425 $ 23.75 $ 2400 $ 21.88 $ 2213 $ 19.75 $ 22.00

— low (US. dollars) .... $ 1875 $ 2200 $ 19.63 $ 20.63 % 18.88 $ 19.00 % 16.75 $ 18.30

Notes:
(1) In the fourth quarter of 1984 CanadianOxy adopted prospectively the method of accounting for investment tax credits described
in Note 2 to the Consolidated Financial Statements.

(2) As of December 31, 1985 there were 2,662 registered holders of common shares and 33,343,254 shares outstanding.
(3) In February, 1986, the Board of Directors declared the reqular quarterly dividend on the comnion shares of 16 cents per share,
payable April 1, 1986 to shareholders of record on March 14, 1986.

(4) The Income Tax Act of Canada requires that the Company deduct a withholding tax from all dividends remitted to non-residents.
Int accordance with the Canada-United States Tax Treaty, the withholding tax is 15% on dividends remitted by the Company
to residents of the United States.

Oil and Gas Producing Activities (Unaudited)

The following oil and gas information is provided in accordance with the United States “Statement of Financial Accounting
Standards No. 69, Disclosures about Oil and Gas Producing Activities.”

A. RESERVE QUANTITY INFORMATION (Unaudited)

Reserves of oil include condensate and natural gas liquids. Conventional crude oil and natural gas reserve estimates
are determined through analysis of geological and engineering data, which has demonstrated with reasonable cer-
tainty that they are recoverable from known oil and gas fields under economic and operating conditions at December
31 of each year. The calculation of reserves of crude oil at the Syncrude plant is based on CanadianOxy’s participating
interest in the production permit, as amended in 1984 by the province of Alberta. Reserves of heavy oil are those
estimated to be recoverable from the existing experimental pilot plants.
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The net proved reserves of crude oil and natural gas are determined by deducting the mineral owners’ or govern-
ments’ share or both and are calculated using current royalty regulations.

The Syncrude joint venture payment to the Province of Alberta is based on “deemed net profits”, therefore estimates
of net reserves entail assumptions as to future crude oil prices and plant operating costs. Reserves data do not include
the reserves contained in the oil sands other than those attributable to CanadianOxy’s share in the Syncrude plant.

The reserves set forth are CanadianOxy’s net reserves, after royalties, and are based on estimates prepared by
McDaniel and Associates Consultants Ltd. in Canada (excluding Syncrude), Ryder Scott Company Petroleum
Engineers in the United States, DeGolyer and MacNaughton in Peru and Bolivia, and Foster Research for the Syn-
crude plant.

(Oil and synthetic crude oil in thousands of cubic metres,
natural gas in millions of cubic metres)

United South
Total Canada States America®

Synthetic Synthetic
il Gas crude oil OQil Gas crude oil Oil Gas Oil Gas

Proved Developed and
Undeveloped Reserves:

At December 31, 1982 ........... 3735 7013 - 636 5 466 — 191 1099 2908 448
Revisions of previous

estimates .. vis sves s s ian (83) 147 = (20) (50) - 32 197 (95) -
Improved tecovery .. .-« : :x: i - - 11 - - - - - -
Purchases of reserves

inplace® ................ 3178 6423 16275 3019 5860 16275 159 563 - -
Extensions and discoveries . . . - 169 - — 169 - — - — —
Production ................. (478)  (676) (305) (207)  (394) (305) (64) (282) (207) -

At December 31, 1983 ... ........ 6463 13076 15970 3539 11051 15970 - 318 1577 2606 448
Revisions of previous

estimates .. ............... 406 509 8 559@ 325 165 8 559@ 207 344 (126) —
Improved recovery .......... 47 — = 47 = = — — - -
Purchases of reserves ‘

i placei™® govee coas v v 286 1211 — - — - 286 1211 - -
Extensions and discoveries . . . 207 213 — 48 157 - 159 56 — —
Production ................. (962) (1 495) (628) (485)  (650) (628) (302) (845) (175) -

At December 31, 1984 . .......... 6447 13514 23901 3474 10723 23901 668 2343 2305 448
Revisions of previous

estiates ; pow anms v s e o2 (167) 566 2244 260 102 2244 126 464 (553) -—
Improved recovery ® ........ 400 - — 400 - — - = = =
Purchases of reserves

inplace® ................ 1.251 - - — - - 1251 - - -
Sale of reserves in place ..... (9) - - 9 - - — — - -
Extensions and discoveries . . . 346 542 - 148 480 - 198 62 = =
Produchon =« »oos v s e sae (902) (1 186) (878) (457)  (663) (878) (275) (505) (170) (18)

At December 31, 1985 . .......... 7 366 13 436 25 267 3816 10642 25267 1968 2364 1582 430

Proved Developed Reserves:

December 31, 1983 .+ cvz oo 6447 12506 15970 3539 10481 15970 318 1577 2590 448
December 31, 1984 ... i cuna 6433 13476 23901 3474 10723 23901 667 2315 2292 438
December 31, 1985 .......... 6093 13424 25267 3816 10642 25267 709 2361 1568 421
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Notes:

(1) Includes reserves in Peru for which CanadianOxy is compensated pursuant to a service contract with the Peruvian government.

(2) Purchases of reserves in place in 1983 consist of the Canada-Cities properties and CanadianOxy’s 30% interest in COPCO.

(3) The increase in synthetic crude oil reserves for 1984 reflects the approval of the Alberta Energy Resources Conservation Board
to extend the Syncrude plant lease from December 31, 2004 to December 31, 2013.

(4) Purchases of reserves in place in 1984 consist of the remaining 70% of COPCO’s reserves.

(5) Reflects the inclusion of recoverable reserves underlying heavy oil thermal recovery pilots.

(6) Purchases of reserves in place in 1985 consist of the San Miguel property.

CanadianOxy has sulphur reserves produced as a by-product from its Syncrude and natural gas operations. Net proved reserves
as of December 31, 1982, 1983, 1984 and 1985 were approximately 1.7, 2.3, 2.7 and 2.5 million tonnes respectively.

B. CAPITALIZED COSTS (Unaudited)
(In millions of dollars)

Accumulated
Depreciation
Depletion
Proved Unproved and Capitalized
Properties Properties Amortization Costs

At December 31, 1985:
Canada. . ......oviiiii e $ 323 $51 $ 69 $305
United States .. ......... ... . .o iiiiieaninn 442 — 188 254
South America...........c..oieeiiuniuaan.. 194 = 59 135

Total Oiland Gas . ..................... 959 51 316 694
Canada (synthetic crude oil) ................ 328 - 29 g

Total. ... e $1,287 $51 $345 $993
At December 31, 1984:
CARAAA . & ot o & 0 0TS Tris 8 waE S 5 e SV $ 224 $54 $ 59 $219
TIRIEAIStAtes | sos voin mravan s ¢ o sres Taite s 318 - 133 185
South AMeTiCa ... oot e 182 = 44 138

Total Oland Cas: - saw v s b e =i ooty 724 236 542
Canada (synthetic crude oil) . . . -« oo co vain ﬂ — j if@

Total s e s s s Eays B6% A T e S e $1,006 $ﬁ $250 $810
At December 31, 1983:
AR R o e steie o opiose mions snstana saisl = aieds Boedh 3 T $ 199 $56 $ 46 $209
LTNited STALES: 1core e ciois o aiass s1ats 26 & S Hokass ais 115 - 61 54
G OUh YA TNETICA T G o s e S vras SAsNS sinte 169 - 32 137

Total @il ahd . Bas . ... e per @ o GEss 2 483 56 139 400
Canada (synthetic crudeoil) ................ 261 = 5 256

TOEALL e oot nens o s iehe oomens ST o Thms Has o i s $ 744 $56 $144 $656
Note:

(1) Excludes CanadianOxy’s share of COPCO's net capitalized costs of $38 million.
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C. COSTS INCURRED (Unaudited)
(In millions of dollars)

Oil and Gas Canada

United  South (synthetic
Total Canada States America Total crude oil)

Year ended December 31, 1985:
Property acquisition costs

Proved properties . ......................... ... $71 $- $ 71 $ - $ 71 $—

Unproved properties ....................... ... 12 12 = - 12 -
Explorationcosts ............................... 46 32 14 - 46 —
Development ost5:: ... ¢ o 5005 265 8 Gacs mmme siain o winis 153 86 19 1 106 47

$282 $130 $104 § 1 $235 $ 47

Year ended December 31, 1984:
Property acquisition costs

Proved properties ............................. $ 1 § 1 $— $ — $ 1 $ -

Unproved properties .......................... 5 5 = — 5 =
EXplOTatioNO08ES e s duis 5555 555 5 608 mimar m weois wcmsmin 26 25 1 - 26 -
Developmientieosts s suus sewn i » s 558 & i iedime - 53 19 6 2 27 26
Acquisition of COPCO’s properties ............... 142 — 142 = 142 —

$227 $ 50 $149 $ 2 $201 $ 26

Year ended December 31, 1983:
Property acquisition costs

Unproved properties .......................... $ 3 § 3 T $ — $ 3 $-—
Exploralion €ostE. s s wuw o & sen ims 65 2 905 15 s 10 9 - 1 10 —
Development eastsi.o - cox s s mvws sam e sees 2 24 6 3 1 10 14
Acquisition of Canada-Cities’ properties ........... 410 162 — - 162 248

$447  $180 $ 30 § 2 $185 $262

Note:
(1) Excludes CanadianOxy's share of COPCO's net capitalized costs of $38 million.
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D. RESULTS OF OPERATIONS FOR PRODUCING ACTIVITIES (Unaudited)

(In millions of dollars)

42

Oil and Gas Canada
United South (synthetic
Total Canada States America Total crude oil)
Year ended December 31, 1985:
Revenues
Netsales ....................... %550 $154 $152 $ 32 $338 $212
Production costs . ................... 200 37 39 14 90 110
Exploration expenses . . ... ........... 32 24 8 = 32 -
Depreciation, depletion and
amortization. . .................. 94 20 45 12 77 17
Other operating expenses
{(iNCOME)! -« - v sisiie svens < ot simaer o momis 16 11 - 9 20 @
208 62 60 (3) 119 89
Income tax expense ................. 93 29 30 3 62 31
Results of operations................ $115 $ 33 $ 30 $ (6) $ 57 58
Year ended December 31, 1984:
Revenues
INBEBRLEE v svmerw covmn v oo s w0 somse meie $549 $147 $199 $ 34 $380 5169
RrodiIcHOTICOSS apsre wunr s cias sragess: sszs e ot 210 29 52 17 98 112
Exploration expenses ... ............. 17 16 il - 17 -
Depreciation, depletion and
AMOTHZAON w5 0 ¥ W 5 fe s = o 113 23 67 10 100 13
Other operating expenses
(IRCOME), .5 5 i Gaseis i & S woeos wr 8 12 (2) (2) 8 =
201 67 81 9 157 44
Income tax EXPense ........ove-nenns 86 25 40 7 72 14
Results of operations . ............... $115 $ 42 $ 41 $ 2 $ 85 30
Year ended December 31, 1983:
Revenues
MNetSales . . . ... 2ush & #6  d eg 1s $215 5 76 S 36 $ 30 $142 $ 73
Salestoathliates oo v s i gem = : 16 = 16 - 16 -
DO e ettt e e o s B o ST G 231 76 52 30 158 73
Produchion costs . - . ooy voen rre-cais 84 19 8 14 41 43
Exploration expenses ................ 7 6 = 1 7 -
Depreciation, depletion and
AMOEZAON . 1 one siee o i 20st 5370 5 44 13 16 10 39 )
Other operating expenses
(77 Talo) 101<) RRUN e o s 2 6 1 1 8 1
87 32 27 4 63 24
INcome tax:eXPemSe .. . w-i s« mimis susines 33 15 8 3 26 7
Results of OpPerations . . w.. wess vee « v $ 54 $ 17 $ 19 $ 1 $ 37 $ 17

|
|




E. STANDARDIZED MEASURE OF DISCOUNTED FUTURE NET CASH FLOWS AND CHANGES THEREIN

(Unaudited)

For purposes of the following disclosures, estimates were made of quantities of proved reserves and the periods
during which they are expected to be produced. Future cash flows were computed by applying year-end prices
to CanadianOxy’s share of estimated annual future production from proved oil and gas reserves, net of royalties.
Future development and production costs were computed by applying year-end costs to be incurred in producing
and further developing the proved reserves. Future income tax expenses were computed by applying, generally,
year-end statutory tax rates (adjusted for permanent differences, tax credits, and allowances) to the estimated net
future pre-tax cash flows. The discount was computed by application of a 10 percent discount factor. The calcula-
tions assume the continuation of existing economic, operating, and contractual conditions. However, such arbitrary
assumptions have not proven to be the case in the past. Other assumptions of equal validity would give rise to
substantially different results. The amounts for 1984 and 1983 have been restated to reflect CanadianOxy’s share
in the Syncrude plant.

(In millions of dollars)
Oil and Gas Canada

United South (synthetic
Total Canada States America Total crude oil)

At December 31, 1985:

Future cash inflows . ................. $8,983 $2,002 $ 744 $ 375 $3,121 $5,862
Future production and

development costs ............... (5,243) (687) (286) (119) (1,092) (4,151)
Future incometax ................... (1,426) (478) (211) (144) (833) (593)
Future netcash flows ............... 2,314 837 247 112 1,196 1,118
10%, diseotnbIactor: s sow v s gt (1,293) (401) (64) (36) (501) (792)
Standardized measure ............... $1,021 $ 436 $ 183 $ 76 $ 695 $ 326

At December 31, 1984:

Future cash inflows . ................. $9,824 $1,685 $ 484 $ 452 $2,621 $7,203
Future production and

development costs ............... (6,116) (639) (184) (162) (985) (5,131)
Futureiincometax « e o auis womss g v (1,441) (479) (138) (156) (773) (668)
Future net cash flows ................ 2,267 567 162 134 863 1,404
10% discount factor .................. (1,308) (260) (12) (43) (315) (993)
Standardized measure ............... $ 959 $ 307 $ 150 $ 91 $ 548 $ 411

At December 31, 1983:

Future cash inflows . ................. $6,448 $1,626 $ 191 $ 491 $2,308 $4,140
Future production and

development costs ............... (3;732) (649) (34) (212) (895) (2,837)
Future income tax ................... (1,108) (524) (72) (149) (745) (363)
Future net cash flows .. ........... ... 1,608 453 85 130 668 940
10% discount factor ... ............... (811) (217) (16) (39) (272) (539)

797 236 69 91 396 401

CanadianOxy’s share of COPCO’s

standardized measure ............ 56 - 56 — 56 -
Standardized measure ............... $ 853 $ 236 $ 125 $ 91 $ 452 $ 401
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CHANGES IN THE STANDARDIZED MEASURE OF DISCOUNTED FUTURE NET CASH FLOWS (Unaudited)
(In millions of dollars)

Total
Oil and Gas 1985 1984 1983
Beginning of Year. .. ......cuceviieiiarmianitcon cis st snne sy $ 548 $ 452 $ 349
Sales and transfers of oil and gas produced,
net of producton Costs ... ..ccveiciiiiitiiasisrisaeiaaaas (248) (263) (111)
Changes in estimated future development costs.................... (57) (1) (4)
Net changes in prices and production costs........................ 207 (13) (166)
Extensions, discoveries, and improved recovery, less related costs . ... 50 18 5
Development costs incurred during the period which reduced
fature deVEIOPINENE o s v sanis winia = o ssims sion sosinmm rims = wms = 74 27 7
Revisions of previous quantity estimates ................ ... 29 125 24
Accretion of diSCOUNE ... ..« vereaer s vnnueeseniaons vanssasis e 55 45 35
Purchase of minerals in place .................... T e 71 168 415
Sale of minerals in Place ........veivvecminiviriesiineneniie e (1) - -
Net change in income taxes . .............oiieiuiiiiatiae e, (22) (8) (180)
EHYIBE 55 105 5 s s ot s wihoms wiasscs 13ee i oun o s BT it PR (11) (2) 78
Bricl GF YRR, 5 san ;& o 5o 26050 50 BE S50 0 RTE s o 9153w wivi 695 548 452
Synthetic crude oil
BEgINNINEIOL YEAL - x v comiein oimin n wiwin wimorin siosn wininse sina n oinch 441813 40505 & 790 411 401 -
Net change .........oviiiiuiiiiniii it (85) 10 4010
BN OF FOAL - ciam0 snviria snae sl s o1 mowis sinizes winie o simen momspon, waain #8808 06 3 41808 326 411 401
FORAL <. e ramns msman mtimen s mmemee Tl T4 B0 AR Y PO MRS B S i $1,021 5 959 $ 853
Note:

(1) Reflects the acquisition of Canada-Cities in 1983.

Effects of Changing Prices (Unaudited)

The following information is intended to help the reader appreciate the impagt of changes in specific prices on reported
results of operations and financial position for 1985. In general terms, in times of inflation the replacement cost of fixed
assets and inventories increases without a corresponding increase in the depreciation and cost of sales amounts charged
to income in the historical cost statements. By adjusting depreciation and cost of sales using the replacement cost of
fixed assets and inventories, historical net income is reduced by an amount representing the cost of maintaining existing
operating capacity.

The opinion of the Canadian Institute of Chartered Accountants is that there is value in preparing supplementary infor-
mation on changing prices using appropriate indices. The resultant estimates are not intended to be an approximation
of the replacement cost of current reserves but are an indication of what it might cost if past activities were repeated
at today’s prices. It should be noted that a significant number of assumptions and estimates are made in the preparation
of changing prices information. Different and equally valid assumptions and estimates might culminate in significantly
different results.

While CanadianOxy supports improvements in accounting principles and disclosure of information to investors and
the financial community, management’s opinion is that changing price disclosures have limited use.



CONSOLIDATED STATEMENT OF OPERATIONS ADJUSTED FOR CHANGING PRICES
FOR THE TWO YEARS ENDED DECEMBER 31, 1985

As Reported in the
Primary Financial
Statements

As Adjusted for
Changes in Specific
Prices Expressed in

Average 1985 Dollars

(in thousands of dollars)

1985 1984 1985 1984
TOtal FEVETIMBS? v vty 2 sl Wi e ST Era Ve s s e ivas o 0 SEaears 5 $ 666,316 655,403 $ 666,316 681,662
Costofsales ......oouiiii i 264,213 273,280 265,150 288,179
Degreciation, depletion and amortization ..................... 98,815 124,327 114,148 167,395
Other: costsiand @XPenses: . wnimmumi s syt Srimmee sl S 99,608 84,234 99,608 87,609
462,636 481,841 478,906 543,183
Income before provision for income taxes ..................... 203,680 173,562 187,410 138,479
Provision fOr INCOMERAKES i wirimtsar o el s o aasiars 3a e 88,455 72,775 88,455 75,691
Net INCOTNG:: csnefoar b o e a5 LS S P e o0 B S e $ 115,225 100,787 $ 98,955 62,788
Other information:
InVentory . ..o $ 34,280 37,712 $ 36,324 41,342
Property, plant and equipment (net).......................... $1,046,402 854,421 $1,330,924 1,138,351
Increase in specific prices of inventories
and property, plant and equipment ...................... $ 47,708 60,851
Effect of increase in general inflation ......................... (52,583) (37,021)
Increase (decrease) in specific prices net of
Tt 211 10] 1 ket S N O $ (4,875 23,830
Financing adjustment®®:
Based on the amount of changes during the reporting
period in the specific prices of inventory and property,
plantiand equipMent vy i dhisssimn o (R EeE i e i $ 8,766 9,880
Based on the price adjustments made to income
during the reporting period . . ............. ... ... .. ... $ 2,989 6,896
FIVE-YEAR COMPARISON OF SELECTED FINANCIAL DATA
ADJUSTED FOR EFFECTS OF CHANGING PRICES
(in thousands of average 1985 dollars except for per share amounts)
1985 1984 1983 1982 1981
Total\PEVeNUIBE. & trvenmss sosrermrimias e o e R s Sl $ 666,316 681,662 356,564 250,506 256,471
Historical financial information adjusted for changes
in specific prices:
Net IMCOME . . ..ttt e e e e $ 98,955 62,788 32,789 7,767 6,983
Basic earnings per common share ...........ccociiiiinan. $ 292 1.81 1.22 0.26 0.21
Shareholders! equity: v o eupmsmos v sossmnio S $ 945,277 847,364 744,141 421,083 423,048
Increase (decrease) in the specific prices net of inflation” . . . $ (4,875) 23,830 10,292 (31,984) 40,860
Other information:
Purchasing power gain from holding net
menetatyiliabiities .o i v s $ 6,807 5,218 7,580 14,131 18,915
Dividends,per:common Share: «w::w oz sn s s s $§ 0.64 0.48 0.39 0.41 0.46
Market price per common share at year-end .............. $ 24.74 27.29 28.45 17,72 14.66
Average Canadian consumer price index.................. 127.2 122.3 117.2 110.8 100.0

Notes:

(1) Changes in specific prices: The indices used to restate historical cost information are related to the type of assets and inventories acquired
as opposed to a general measure of inflation such as the consumer price index. These indices reflect changes in supply and demand for specific

goods and services and embody the impact of inflation.

(2) Fimmcirzf adjustment: The use of debt to finance assets reduces the amount of the change in specific prices that must be charged to earnings

attributa

le to common shareholders. The financing adjustment represents the amount of specific price changes which have been financed
by debt based upon CanadianOxy’s debt to equity ratio.

(3) Purchasing power gain from holding net monetary liabilities: This represents the benefit to CanadianOxy of being in a net monetary liability

position during a period of inflation.
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(Amounts in thousands except share and per share data)

1985 19841 19832 1982 1981
Earnings and Working Capital from Operations
Net sales:
Oilandgas.............oooeviinininn. $ 338,249 % 379,802 $158,271  $126,493  $109,167
Alterniate fuels : co o s mos s o vaee vem 2 212,118 169,006 73,234 — —
ChemicalS s sok « mox s 2o 4 s s s 90,352 86,852 92,007 84,975 89,211
640,719 635,660 323,512 211,468 198,378
Interest and other income ................ 25,597 19,743 5,020 6,740 3,250
Total TEVETIUES ' = e & i % Shp = sia ot Sy & s $ 666,316 $ 655,403  $328,532  $218,208  $201,628
Operating profit:
O BNAIREY i o-eare s s soums ool v s $ 118,749 $ 156,617 % 63,095 % 49,795 $ 44,659
Alternate fuels ........................ 88,812 35,439 22,463 (3,192) (4,312)
GREMCALS . . oies wuess = it Sk mts g & Svafs Fda % 8 16,645 14,655 25,041 21,945 22,207
224,206 206,711 110,599 68,548 62,554
Corporate expenses and interest........... 20,526 33,149 22,149 14,949 15,644
INCDMEEAXES - oo cow sonva « s s sia o) spesa SHsipie o 88,455 72,775 33,929 24,247 16,871
INEEINCOME s chorss alein & s 5ismie e s avs ases & $ 115,225 $ 100,787 % 54,521 $ 29,352 % 30,039
Earnings per common share:
BasiC. ..ot $ 341 % 29 $ 208 % 132 % 1.35
Fullydiluted.......................... $ 339 % 294 $ 190 $ 121 $ 1.24
Funds from operations ................... $ 281,126 $ 247,086 $130,476 % 70,583 % 72,213
Funds from operations before
exploration expenditures ......... s cen s $ 311,207 $ 263,916 $137,779 § 81,111 $ 85,623
Financial Position
Working capital .. ...l $ 28198 $ 17,615 $ 51,868 % 21,724 % 33,523
Net property, plant and equipment ........ $1,046,402 $ 854,421  $705,073  $296,394  $282,592
Total @ssetS. ....ovveeeeie i $1,286,252  $1,089,990  $921,789  $391,065  $371,670
BotEACTRUEIDN ot ot o e ocssier sitoiessns = $ 67,582 $ 75,852 $166,434 $ 93,170  $131,551
Redeemable preferred shares ............. $ - $ 16875 $ 18,260 $ 19,062 $ 20,315
Common shareholders’ equity ............ $ 658,711 $ 555,731 $460,731 $145,080 $124,541
Return on investment
Total assets ..........ccovviiiriinninn, 9.7% 9.5% 9.4% 7.5% 8.7%
Common shareholders’ equity .......... 18.5% 19.7% 20.6% 20.4% 24.8%
Capital and Exploration Expenditures
Ol amd fas o 0 ¢ oo o Ganin 58 S S $ 235589 % 58,979 % 22,458 % 45966 % 90,956
Alternate fuels .......... ... ... ... ... . ... 47,230 25,762 14,792 2,678 5,346
Chemicals ..., 9,827 4,899 6,633 12,960 8,786
CORPOTAE.. «ocvv soviner vt 5 308 50000 5 577 S B = 3,607 1,470 551 — 378
Total oo 296,253 91,110 44,434 61,604 105,466
Less current year exploration expenditures . 30,081 16,830 7,303 10,528 13,410
Net capital expenditures ............... $ 266,172 $ 74,280 $ 37,131 $ 51,076 % 92,056
Shares and Dividends
Common shares outstanding (millions) .. .. 33.3 334 333 20.8 20.7
Number of common shareholders ......... 2,662 3,039 3,508 2,851 3,114
Dividends declared per common share. .. .. $ 064 $ 0465 $ 036 $ 036 $ 036

Notes:

(1) In 1984, CanadianOxy adopted prospectively the method of accounting for investment tax credits described in Note 2 to the

Consolidated Financial Statements.

(2) Includes Canada-Cities from August 1, 1983 and 100% of COPCO from February 24, 1984.
(3) Return on investment is calculated on the applicable average monthly investment. The calculation of return on total capital excludes

interest expense.
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1985

1984

1983

1982

1981

Oil and Gas
Production (gross before royalties)
Metric units
L@ T PR 10°m3
Crude oil, condensate and
liquefied petroleum gas
Imperial units
(SAR" o s vals & gu s G5 o MMcf
Crude oil, condensate and
liquefied petroleum
LA sier s mom eaebsis. oo e st M/Bbls.
Proved reserves (gross before royalties)
Metric units
Gas wigs vens sens oo v o5 Rae 10°m3
Crude oil, condensate and
liquefied petroleum gas ..
Imperial units
Gas ... MMcf
Crude oil, condensate and
liquefied petroleum
PAS S 5 160 Bt Sdinee nmse o M/Bbls.
Land holdings
Metric units (thousand hectares)
Gross hectares
Net hectares. ...................
Imperial units (thousand acres)
Grossacres ....................
Net acres

. 10°m3

1 408 920
1123.3

50,008

7,068.8

16 759 000
8 804

594,900

55,389

25 184
3197

62,080
7,902

1 811 341
1177.3

64,291

7,408.7

17 177 000
7 680

609,700

48,313

25 554
8 744

63,003
21,567

850 552
555.9

30,189

3,498 .4

17 823 000
7 940

632,600

50,006

26 557
9 151

65,502
22,581

646 590
376.2
22,950

2,367 .4

8 423 000
3998

298,600

25,158

31378
10 654

77,335
26,270

617 229
345.2

22,288

21722

8 208 200
31521
291,300

22,146

39937
10 597

76,232
26,125

Alternate Fuels
Production (gross before royalties)")
Metric units
Synthetic crudeoil ... ...... 10°m3
Imperial units
Synthetic crude oil . . ... .. M/Bbls.
Proved reserves (gross before royalties)"
Metric units
Synthetic crude oil . ........ 10°m3
Imperial units
Synthetic crude oil ... . ... M/Bbls.
Land holdings
Metric units (thousand gross hectares)
SYNerude oo e s s sEEs e
Imperial units (thousand gross acres)
Synerudel s e e s e s

986.7

6,209.3

30 930

194,640

39.1

97.8

665.0

4,184.8

30 524

192,086

39.1

97.8

358.4

2,255'5

20 121

126,624

39.1

97.8

Chemicals
Production

Metric units
Caustic soda
CRIOTINS s vas & som ey Gaes i 103/t

Imperial units
Causticsoda............. M/Tons
Chlorine ................ M/Tons

147.6
130.4

162.7
143.7

143.1
124.3

167.7
137.0

149.6
132:5

165.0
146.1

145.1
128.9

159:9
142.1

155.7
136.6

17147
150.6

Note:

(1) Theseamounts pertain to the Company's interest in the Syncrude Project. The 1983 reserve amounts are based upon the original
25-year mining plan and the 1984 and 1985 reserve amounts are based upon the Alberta Energy Resources Conservation Board's
approval to extend the project life by nine years to December 31, 2013.
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