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Corporate Information

PROFILE

The Company, founded in 1950, is a medium-
sized natural resource company whose operations
are conducted principally in Canada with some
international holdings, the most important being
an interest in the Buchan oil field located in the
North Sea.

Historically, natural gas operations have been
emphasized resulting in natural gas sales account-
ing for a major portion of revenue. Income from
oil production will strengthen considerably when
the Buchan Field comes on production. In addi-
tion, diversification into mining activities is pro-
viding a significant contribution to our earnings.

In its oil and gas activities, the Company employs
126 people, operates five gas plants, and twelve oil
and gas fields. CanDel’s mineral subsidiaries
employ 121 people, and are engaged in mineral
exploration, silver mining, and smelting.

St. Joe Minerals Corporation, a New York corpora-
tion, owns approximately 92 percent of the shares
outstanding.

The pictures on the front cover represent the
diverse activities of the Company.

ANNUAL AND SPECIAL GENERAL MEETING

The Annual and Special General Meeting of the
Shareholders will be held in the Lake Louise
Room, Mezzanine Floor, Calgary Inn, Calgary,
Alberta on Thursday, April 24, 1980, at 11:00 a.m.

STOCK LISTING

Toronto Stock Exchange
(Symbol — CDY)

HEAD OFFICE

28th Floor, One Calgary Place
330 Fifth Avenue S.W.
Calgary, Alberta T2P 0L4

SUBSIDIARY COMPANIES

St. Joseph Explorations Limited
90 Eglinton Avenue West
Toronto, Ontario M4R 2E4

CanDel Petroleum (U.K.) Limited
32 Lowndes Street
London, England SW1X 9HX

TRANSFER AGENTS

National Trust Company, Limited
Calgary, Alberta

National Trust Company, Limited
Toronto, Ontario

Chemical Bank
New York, New York

Republic National Bank of Dallas
Dallas, Texas

AUDITORS

Deloitte Haskins + Sells
Calgary, Alberta

FORM 10-K

Copies of CanDel’s Form 10-K Annual Report to
the United States Securities and Exchange Com-
mission are available to shareholders, without
charge, upon written request to the Corporate Sec-
retary, CanDel Oil Ltd., 28th Floor, One Calgary
Place, 330 - 5 Avenue S.W. Calgary, Alberta
T2P 0L4.
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To The Shareholders

CanDel closed the Seventies on a strong
note as cash flow, net earnings, and capital
expenditures were all at record levels. Con-
tinued drilling success has strengthened the
Company’s oil and gas reserves and added to
our production. These new reserves, such as at
Elmworth-Wapiti, will ensure increased cash
flow. Acquisition of land has escalated and the
additional holdings have allowed us to create
exploration ventures with others, such as the
arrangement recently announced with
Hollinger Argus Limited and Labrador Min-
ing and Exploration Company Limited. These
ventures place the Company in a better posi-
tion for major discoveries at reduced risk.

The Corporate reorganization of 1978, in
which CanDel acquired St. Joseph Explora-
tions Limited and its wholly-owned subsidi-
aries engaged in mining activities, was most
timely. Increased silver prices during 1979
allowed a generous cash contribution from
our operations. We are optimistic that this
diversification will provide continued expan-
sion and additional growth, along with
increased profit contributions to your Com-
pany.

In 1979, oil and gas production continued at
about the 1978 level. The industry is still
plagued with gas excess to markets, resulting
in large quantities of our gas being paid for,
but not taken. These payments, of course, do
not presently contribute to cash flow from
operations, but are available as working
capital. If current industry levels of activity
are to continue, higher product prices are
necessary, with a significant share of the
increase reaching the producer.

Our Elmworth-Wapiti property went on
production as scheduled, November 1, 1979,
just twenty-five months after entering into
this major exploration venture. Buchan,
however, was delaved from year-end 1979, to
a now predicted late summer 1980 start-up.
These two fields will make a major contribu-
tion to CanDel’s growth as we enter the
Eighties.

rJ

The Board of Directors join me in a salute
to our retiring Chairman and former Chief
Executive Officer, Smiley Raborn, Jr. Since
joining CanDel in 1950, his leadership and
guidance have given to the Company a great
strength in which to enter yet a fourth decade
in business. We look forward to Mr. Raborn's
continued contribution as a member of the
Board after his retirement in May.

CanDel’s Board has been strengthened by
the addition of Michael A. Williams, Executive
Vice President of the Company. Mr. Williams
joined CanDel in 1969 as Treasurer.

As they have throughout the Company’s
thirty-year history, CanDel employees con-
tinued to serve with dedication and proficien-
cy during 1979.

William C. Leuschner
President and Chief Executive Officer
March 17, 1980



Corporate Highlights

FINANCIAL
Gross revenue
Funds provided from operations
Per share
Net earnings
Per share
Payments received for contracted gas not taken
Return on average shareholders’ equity — percent
Capital expenditures

OPERATING
Gross natural gas sales
Thousand cubic metres per day
Thousand cubic feet per day
Gross crude oil and natural gas liquids sales
Cubic metres per day
Barrels per day
Gross proven reserves
Oil equivalent in cubic metres
Oil equivalent in barrels
Equivalent cubic metres per share
Net realization from sales per equivalent cubic metre
Land holdings
Gross hectares
Gross acres
Net hectares
Net acres
Wells completed

1979

$53,128,000
$32,121,000
$ F2T
$15,005,000
$ 3.40
$ 2,900,000

20.3
$58,576,000

1,469
52,134

554
3,486

13,544,300
85,234,600
3.1

39.28

1,475,400
3,645,700
351,100
867,600

59
48

L

33,533,000
22,508,000
5.28
10,672,000
2.50
1,972,000
18.1
36,350,000

1,487
52,768

546
3,437

13,150,500
82,756,100
3.0

34.21

1,463,800
3,617,000
294,600
727,900

47
26




Operations

DRILLING RESULTS

An excellent drilling success ratio was again
realized during the past year. CanDel participated
in the drilling of 133 wells in 1979, resulting in the
completion of fifty-nine gas and forty-eight oil
wells, with an additional fifteen wells either dril-
ling or waiting on completion at year-end. Of the
successes, 103 were drilled in Alberta, three in Brit-
ish Columbia, and one in the Netherlands sector of
the North Sea. Details of this activity are outlined
in the table below.

GEOPHYSICAL ACTIVITY

Geophysical exploration in western Canada con-
tinued to increase as 1,500 kilometres of seismic
data were taken during 1979. Interpretation of this
information has materially assisted exploratory
drilling programs, and has led to several highly
prospective land purchases in Alberta.

Detailed seismic programs, together with data
reprocessing, were conducted on properties in the
Netherlands sector of the North Sea, in the
Hampshire basin onshore in southern England,
and in the Morales Island concession in Colombia.

CANADIAN ACTIVITY

The most significant event of 1979 was the start-
up of the Wapiti gas plant on schedule on the first

Jeffrey Smith, Albert Gogol.
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of November. CanDel’s land holdings in the Elm-
worth-Wapiti area, highlighted on the accompany-
ing map, increased to 125,000 hectares (307,600
acres) by year-end, of which 69,000 hectares are
covered by a gas contract. Net interests in the area
approximate 18.5 per cent.

Industry activity across this trend continued at a
high level with several new discoveries being re-
ported during the year. In the past three years, the
industry has drilled 360 successful wells, and spent
$500,000,000 on Crown land acquisitions across
the mapped area. Out of a total of thirty-four rigs
active in the area, six are operating on Company
lands. CanDel currently has interests in twenty-
eight gas wells and one oil well with two additional
wells waiting on completion.

The Company holds a 25 percent interest in the
1.4 million cubic metres (50 MMCF) per day
capacity Wapiti gas plant. Seven wells are currently
producing, and additional wells will be tied in as
contract sales rates increase. CanDel initially
receives approximately 42 percent of the revenue
from the 850 thousand cubic metres per day sales
contract. This interest will decrease to 25 percent as
certain capital costs are recovered. Under the terms
of the gas contract, sales rates may be redetermined
upwards on November 1, 1980, and every two
years thereafter, if additional reserves are proven.

DRILLING ACTIVITY 1979

Net Net*
Working Royalty
Ca; Oil Dry Total Interest Interest
Exploration:. -0 35135230 0 71 /19.0 -
Development.. 22 33" 1 56/ 209 —

Royalty
Interest ..... _2 L2 g 6 — 06
HotalialCen o 59 ﬁ 26 133 39.9 0.6

* Net Royalty Interest tabulated on successful wells
only.
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Significant exploration successes were achieved
in the Alder Flats, Birch, Hoadley, Little Bow, Red
Cap, and Thorsby areas. Step-out and development
drilling programs were concentrated in the
Cessford field with seventeen oil and nine gas
wells, at Swan Hills with eleven oil wells, and at
Roseglen with nine gas wells.

Exploratory drilling will be conducted at an
accelerated pace with particular emphasis on the
Cutbank, Elmworth-Wapiti, Utikuma, and Wolf
Creek areas of northern Alberta, at Pocketknife in
British Columbia, and across the Cretaceous trends
of central and southern Alberta. Development
drilling will be concentrated in the Cessford, Elm-
worth-Wapiti, Little Bow, and Pembina areas of
Alberta.

Two significant joint venture exploration pro-
grams were organized by CanDel during the year,
which have greatly increased the momentum and
scope of the Company’s exploration efforts. The
programs provide for expenditures of $14,000,000
in 1979 and $27,000,000 in 1980. CanDel, as opera-
tor, funds 25 percent of the programs, and our
working interest will increase to 50 percent upon
recovery of certain costs by the other joint venture
participants. The participants have options to con-
tinue the programs beyond 1980.

LAND HOLDINGS DECEMBER 31, 1979

LAND

Net land holdings increased by 19 percent dur-
ing the year. Acquisitions at Cutbank, Grande
Prairie, McLeod River, Oyen, Utikuma, and
Waterhen, as well as several other areas in Alberta,
have considerably strengthened CanDel’s land
position. Drilling programs evaluated and
extended the terms of all expiring leases considered
prospective. Little difficulty is anticipated in meet-
ing lease holding obligations in 1980. Most of the
Company’s holdings in the Northwest Territories
were allowed to expire during the year.

Net land holdings in the Hampshire Basin in
southern England were doubled through the
acquisition of additional interests in the licences.
CanDel now holds a 14.4 percent interest in
541,360 hectares in the Basin.

In the Netherlands sector of the North Sea, a
3.125 percent interest was acquired in a portion of
Block Q/4, which adjoins two Blocks currently held
in this area.

Complete details of land holdings are given in
the accompanying table.

Permits, Licences

Leases & Concessions Total*
Gross Net Gross Net Gross Net
CANADA

T 00T e e e e O 359,898 156,340 167,345 66,827 527,243 223,167
British Columbia .. ..o .. o 51,403 12,476 8,862 554 60,265 13,030
Northwest Territories.......... — — 4,431 554 4,431 554
411,301 168,816 180,638 67,935 591,939 236,751
(AR B JAS R e e et — - 82,848 20,712 82,848 20,712
NEFHEREANDS 2ot - — 237,195 12,627 237,195 12,627

UNITED KINGDOM
(B T A e e A - - 541,360 77917 541,360 77,917
R EROTE el v g e o5 - - 22,060 3,089 22,060 3,089
- — 563,420 81,006 563,420 81,006
TOTAL — hectares.............. 411,301 168,816 1,064,101 182,280 1,475,402 351,096
PEOTAL — ACTeS .\ vvie s s sy 1,016,324 417,144 2,629,394 450,414 3,645,718 867,558

* Land holdings are reported as the surface area under which rights are held.
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NORTH SEA ACTIVITY

BUCHAN

The start of production from the Buchan Field,
located 150 kilometres northeast of Aberdeen in
120 metres of water, is scheduled for the late sum-
mer of 1980. The Field is being developed using a
floating production facility. Production from seven
wells will flow from the seafloor wellheads to the
facility where the crude oil will be treated, pumped
to a tanker mooring buoy 1.5 kilometres distant,
and loaded on tankers for shipment to market.

The installation of the seafloor equipment,
flowlines, and loading buoy is essentially complete.
Conversion of the semi-submersible drilling rig to
a production facility has taken longer than antici-
pated. The facility is scheduled to be towed out
from the port of Stornoway, in the Hebrides
Islands, and anchored over the site in the summer.
Final tie-in work will be conducted from the
facility after it is positioned.

Production from the Field is expected to average
8,000 cubic metres (50,000 barrels) per day. CanDel
holds a 14 percent interest in the major portion of
the Field which underlies Block 21/1. Negotiations
are being conducted with the owner of adjoining
Block 20/5 with a view to unitizing the interests
covering the Buchan Field.

Buchan Preduction Facility.
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NETHERLANDS

Successful exploration of the Company’s hold-
ings in the Netherlands sector of the North Sea
continued. A total of four gas wells have been
drilled on Block P/6, and shortly after year-end, a
well on Block P/2 tested gas at the rate of 320 thou-
sand cubic metres (11.3 MMCF) per day. The rig
has been moved to test a new structure in the
northwest corner of Block P/6. A wildcat on adjoin-
ing Block P/5 is planned for later in the year.

CanDel holds a 6.25 percent interest in the
drilled areas. A development plan for Block P/6 has
been submitted to the Netherlands Government
with a decision expected before year-end. The
Government may elect to take a 40 percent partici-
pation in the development.

ENGLAND

Geophysical evaluation of land holdings in the
Hampshire Basin in southern England continued
during the year. Drilling of the first exploratory
well, located in Wessex County, is scheduled to
commence this spring.

MINERAL EXPLORATION

Diamond drilling programs, as well as geophysi-
cal and geochemical surveys, were conducted at

llBuc:han

l Netherlands

F - Hampshire Basin




fifty locations in five provinces and the two Ter-
ritories, as the search for new mineral deposits con-
tinued. During the year, drilling and underground
development outlined new reserves at the Cobalt,
Ontario properties. Diamond drilling is planned on
twenty-two exploration projects during the coming
year. Four of these will be assessed in detail to
determine their early development potential.
Mineral leases and claims are held on 71,900 hec-
tares.

PRODUCTION

NATURAL GAS

Natural gas sales of 536.1 million cubic metres
were down fractionally from the previous year,
which included four months’ production from
properties formerly held in the United States. Sales
volumes were restricted due to the failure of major
purchasers to take delivery of contracted volumes
for the second consecutive year. This was partly
offset by the commencement of sales from the Elm-
worth-Wapiti properties in November.

Development projects scheduled for 1980
include the expansion of facilities at Elmworth-
Wapiti, installation of additional compression at
Minnehik, major gathering system additions at Big
Bend, and start-up of new properties at Alder Flats,
Craigmyle, Rainbow, and Redcliff. Under current
conditions, gas sales for the year are expected to
increase by 20 percent.

GROSS NATURAL GAS SALES
Thousand Cubic Metres — 10°m?

1979 1978
ALBERTA

Cessford’, . oo, 163,500 183,100
Roseglenver s mis 81,700 89,800
Minnehik.......... 75,900 63,100
Bip-Hend vt e 29,600 34,900
Countessin fon i 27,500 26,700
Elmworth-Wapiti. . . 15,500 =
Brovost St e 13,200 14,400
Castor e 11,100 6,700
Homeglen-Rimbey. . 9,800 9,100
Cthers i s 48,900 52,000
476,700 479,800

BRITISH COLUMBIA
Rigelscimmmaiies 16,000 18,600
Buick Creek........ 13,700 12,100
Kobes i feaiteats 13,000 7,000
Peejay . et 12,900 12,700
Others o —e s 3,800 3,000
59,400 53,400
UNITED STATES..... — 9,400

536,100

542,600

CRUDE OIL AND NATURAL GAS LIQUIDS

Crude oil and natural gas liquids sales of 202,180
cubic metres were up from the previous year.
Increased sales from Cessford and Big Lake more
than offset normal productivity declines and the
sale of the United States properties. Canadian crude
oil and natural gas liquids production increased for
the second straight year.

The start-up of Buchan and planned develop-
ment programs in the Alder Flats, Cessford, and
Pembina areas will increase production rates sig-
nificantly for 1980. The installation of waterflood
facilities for the Cessford Basal Colorado pool is
expected to be completed by mid-year. This project
is designed to increase recoverable reserves sub-
stantially.

SILVER

Sales of refined silver from the Cobalt, Ontario
smelter increased to 1,229,000 troy ounces, com-
pared to 502,000 troy ounces for the four months of
1978 in which the properties were owned by
CanDel. A total of 151,000 troy ounces, or 12.3 per-
cent of the current year’s sales, were obtained from
company-owned properties with the balance from
concentrates custom processed for other mines.
Sufficient ore reserves have been outlined at the
CanDel properties to operate the mine at increased
rates for the coming year under current economic
conditions.

GROSS CRUDE OIL AND GAS LIQUIDS SALES
Cubic Metres — m?

1979 1978
ALBERTA

Cessford . ... .o 73,990 69,550
Bigilalce . =3 22,040 12,790
LittleBow .o 8,230 11,170
Eembina o e 8,180 8,300
Swan Hills, ... = 7,750 8,730
Joffre o, . 1 Foio s 7,740 8,180
Beduc s ial s 7,000 7,560
Stettler < - .o ol 6,640 7,150
Minnehik.......... 5,310 4,750
Oihiets o 23,120 22,080
170,000 160,260

BRITISH COLUMBIA
Peojay it nat s 20,140 22,600
Weasel ............ 10,230 9,530
Others o rinine 1,810 1,380
32,180 33,510
UNITED STATES..... — 5,580
FOTAT s e 202,180 199,350




RESERVES

Gross proven reserves at December 31, 1979, as
determined by the Company’s engineering staff,
were 10.73 billion cubic metres (380.9 billion cubic
feet) of natural gas, 3.78 million cubic metres (23.8
million barrels) of crude oil and natural gas liquids,
and 41,500 tonnes of sulphur. Additions to proven
reserves during the year exceeded production by
0.4 million cubic metre oil equivalents, or 57 per-
cent.

On an oil equivalent basis, approximately 79 per-
cent of the reserves are located in Alberta, 13 per-
cent in British Columbia, and 8 percent in the
North Sea. Of the reserves, 86 percent are classified
as ""proven developed”, the balance being “"proven
undeveloped” which will require drilling of wells
and installation of facilities in order to be pro-
duced.

The most significant reserve additions during the
year were made in the Cessford, Elmworth-Wapiti,
Little Bow, Pembina, Richdale, and Thorsby areas
of Alberta.

In conjunction with the conversion to the SI
units, the conversion ratios for calculation of oil
equivalents were changed slightly to reflect the
energy content and current realizations from our
sales,

Details concerning the proven reserves are sum-
marized in the adjoining table.

GROSS PROVEN RESERVES

ROYALTY INCOME

Income from overriding royalties increased to
$1,542,000, up 50 percent from the previous year.
The increase was due to higher sales prices, and
additional interests in certain properties.

Based on average realizations for the vyear,
royalty income equalled net revenue from daily
production of 124 thousand cubic metres of natural
gas, or some 8.4 percent of CanDel's gas pro-
duction. The Company holds varying royalty
interests in about 65,000 hectares in Alberta and
British Columbia. Royalty revenue is expected to
continue to increase substantially in the coming
year as prices rise and new discoveries are placed
on production.

METRIC CONVERSION

The Canadian petroleum industry completed
conversion to the metric (SI) system of measure-
ment on January 1, 1979. Conversion factors for key
statistics reported are as follows: natural gas — 1.0
thousand cubic metres (10'm*) = 35.494 thousand
cubic feet (MCF); crude oil — 1.0 cubic metre (m?)
= 6.293 barrels; land — 1.0 hectare (ha) = 2.471
acres; sulphur — 1.0 tonne (t) = 0.984 long tons.

Imperial equivalents of several of the key operat-
ing statistics have been included throughout this
report.

Natural Gas oil*
Natural Gas Crude Oil Liquids Sulphur Equivalent
10%3m3 m3 m3 t m3
Proven Reserves December 31, 1978........ 10,447,600 3,444,700 198,800 45,800 13,150,500
B e T O S e s s vvtiae whe o 818,900 339,800 — - 1,084,200
e i R e e o e aincm s e P bl el (536,100) (184,800) (17,400) (4,300) (690,400)
Proven Reserves December 31, 1979........ 10,730,400 3,599,700 181,400 41,500 13,544,300
MCF Barrels Barrels Long Tons Barrels
Proven Reserves December 31, 1979........ 380,861,000 22,652,400 1,141,600 40,800 85,234,600

“PROVEN RESERVES” are those which have been proved to a high degree of certainty for commercial pro-
duction under current conditions by reason of successful completion, testing, or secondary recovery operations.
Reserves are initially defined volumetrically by geological interpretation, and adjusted quarterly by comparison
with actual production performance where applicable. Reserves have been calculated after deducting working
interests owned by others, but before deducting Crown and freehold royalties.

* Conversion ratio for determining oil equivalent:

1 cubic metre oil = 1100 cubic metres natural gas = 5 tonnes sulphur
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Five Year Operations Summary

19797 19787 = 1977 Fchappil 1976 1975
GROSS PRODUCT SALES
Natural Gas — 10°m?/d
Alberta S SNt R 1,306 1315 1,468 1,610 1,811
British: Coluimbiatr - oo i 163 146 168 85 126
Saskatchewan i e e s s — —_ — — 1
United Statess 8 it v v ol R e 261 s X 91 s 67 : 50
Total =10 s e X2 1,469 1,487 1 7270w 1762 1,988
Total — MMEER TS o e i Bl 52 613 62.5 70.6
Crude Oil and NGL — m*/d
Alborta il Erape e e s A et 466 439 426 437 430
British Col iy o e ) 88 92 101 115 104
Saskatchew azds e tee ) L — — — - 18
[Inited States s — 15 43 R 21 e E
TotaE==Ry YRR L S e 554 546 570 573 562
Total — barrels perday........ o _3,47% 3,14__'_’;7 3,"581 o 3,604 e 3,530
Silver — troy ounces
From CanDel properties.......... 151,000 199,000 — — —
From other properties. ... 0. 1,078,000 303,000 - — —
Totaliy e e Dl o o e 1,229,000 502,000 = e e
AVERAGE SALES PRICE
Natural Gas — $/10'm? .. ... 61.31 A7 45.08 36.56 25.56
Crude QOil and NGL — $/m?* ........ 79.09 70.67 61.67 50.97 42.79
Silver — S$loz......... 13.65 6.00 — — —
PROVEN RESERVES
Natural Gas =] % s 10,730,400 10,447,600 10,757,400 10,734,900 10,881,900
Crude Qiland NGL—m?*.......... 3,781,100 3,643,500 2,698,400 2,673,600 2,687,600
Total Oil Equivalent— m*.......... 13,544,300 13,150,500 12,487,700 12,442,900 12,590,900
LAND HOLDINGS — ha
Qil and Gas
Canada — Gross ....... 591,900 741,600 655,900 802,600 841,500
— Net......... 236,800 245,300 232,000 271,400 281,400
United Kingdom — Gross ....... 563,400 513,400 44,100 44,100 44,100
= WNeti 81,000 37,500 6,200 6,200 6,200
Netherlands — Gross ,...... 237,200 208,800 210,300 210,300 210,300
= Neti oo 12,600 11,800 10,500 10,500 10,500
Others — (BTOSS i v 82,900 — 69,800 73,300 68,600
e INTRE 5 iy 20,700 — 33,100 35,500 34,100
Total =r(BTORST | J. i) 1,475,400 1,463,800 980,100 1,130,300 1,164,500
—iNet . s & @51,100 294,600 281,800 323,699 332,200
Royalty Interest .. ..o oo oo vat i 64,’709 63_,_@9 62,800 58,600 56,4OQ
Minteral EIatm s s R e et e 771,900 oL 69_,500 = oo Ry -
NET WELLS DRILLED
(EETREd o Ll = oo o R TR 19.7 12 6.6 16.4 8.7
R o P s L 12.1 T 10.5 7.8 8.1
B TSR e B s B B e s R e 8.1 4.4 '7£ 5.3 8.8
30 72 Dt A S0 S R e 39.9 24.2 249 205 wedng
NET WELLS OWNED
Gas b e R i o e Ll s b s 202.4 182.8 176.8 171.0 153.8
B B e Ry N R T o 1306 118.5 119.6 112.1 101.1
DOt A R o e 5s e avas i Vot 333.0 301.3 296.4 283.1 254.9
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Financial

FINANCIAL REVIEW

The consolidated statements for 1979 include the
operations of St. Joseph Explorations Limited and
its subsidiaries for the full year compared to four
months in 1978. The St. Joseph group is engaged in
mineral exploration, mining, and smelting in
Canada. In 1979, they contributed gross revenues
from metal sales of $18,137,000, and cash flow
of $4,508,000 before mineral exploration of
$3,143,000.

Costs to develop the Buchan Field are now
expected to be approximately $45,000,000 U.S. The
costs, up to $40,000,000 U.S., are being financed
through a line of credit with a consortium of North
American and European banks. The Buchan Field
and two Canadian gas fields have been used as
security. Costs in excess of $40,000,000 U.S. will be
financed through a line of credit with a Canadian
bank.

EARNINGS

Net earnings for 1979 amounted to $15,005,000
($3.40 per share), an increase of 41 percent from
$10,672,000 ($2.50 per share) the previous year.
Utilization of subsidiary company tax credits, re-
ported as an extraordinary item, amounted to
$4,722,000 ($1.07 per share) in 1979. Utilization of
such tax credits which amounted to $363,000,
together with the gain of $1,359,000 on the sale of
CanDel Oil Corporation, comprised the 1978 ex-
traordinary item.

David Parry, James Brown, Gregory Osmond, Roy Danielson.
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REVENUES

Revenues of $53,128,000 for 1979 were up 58
percent from $33,533,000 in 1978, due mainly to
increased sales by the St. Joseph group, and to
higher prices for oil and gas.

Natural gas sales of $20,889,000 increased 19
percent from $17,507,000 the previous year. The
average wellhead price increased to $61.31 per
thousand cubic metres ($1.73 per MCF), up 19
percent from 1978. Total natural gas production
declined slightly from 1978 due to the disposal in
May 1978 of CanDel’s United States properties.
Daily average volumes declined in 1978 compared
to 1977, due principally to the inability of natural
gas purchasers to take contract quantities, and the
disposal of the United States properties.

Revenue from crude oil and natural gas liquids
sales increased 12 percent to $11,366,000 from
$10,121,000 in 1978. Total oil production increased
slightly in 1979, and the wellhead price averaged
$79.09 per cubic metre ($12.54 per barrel), up 12
percent from 1978. In 1978, crude oil and liquids
revenue increased 21 percent from $8,346,000 as a
result of increased wellhead prices.

Metal sales for 1979 amounted to $18,137,000 for
12 months’ operations compared to $3,679,000
during the four month period in 1978. The average
price per troy ounce of silver sold amounted to
$13.65 in 1979 compared to $6.00 in 1978. Decem-

Net Earnings
in millions of dollars
(before extraordinary gain)

1975 1976 1977 1978 1979
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ber 1979 sales prices averaged $33.40 per troy
ounce.

Royalty income increased 50 percent in 1979 to
$1,542,000 from $1,030,000. In 1978, roy-
alty income had increased 47 percent from
$699,000 in 1977.

Interest income of $905,000 earned in 1979
increased 18 percent from $770,000 a year ago, as
more funds were invested on a short term basis.
Interest income had declined 36 percent in 1978
from 1977 due to a reduction in short term invest-
ments.

Other income declined to $289,000 in 1979, and
to $426,000 in 1978 from $1,288,000 in 1977, due to
reduced gains on foreign exchange.

COSTS AND EXPENSES

Qil and gas production expenses increased 17
percent to $5,137,000 from $4,394,000 in 1978. The
increase resulted from additional producing prop-
erties and higher costs of operations. Similarly,
operating costs had increased 16 percent in 1978.

Costs of metal sales totalled $13,629,000 in 1979
compared to $3,007,000 in 1978. Gross margin for
metal sales was $4,508,000, or 25 percent of
revenues in 1979, compared to $672,000, or 18 per-
cent, for four months in 1978.

Mineral exploration expenditures amounted to
$3,143,000 for all of 1979 compared to $1,071,000
for four months’ activity in 1978.

General and administrative expenses of
$2,837,000 were up 33 percent from $2,136,000,
reflecting increased staff in oil and gas operations,
and 12 months’ activity in the mining and smelting
subsidiaries. In 1978, increased staff costs and the
acquisition of the mineral companies resulted in a
35 percent increase.

Depletion expense for 1979 totalled $4,321,000,
compared to $3,412,000 the previous year, due to
increased Canadian production and higher cost of
finding and developing oil and gas reserves.
Increased costs in 1978 resulted in a 43 percent
increase from $2,373,000 in 1977. CanDel's deple-
tion rate per equivalent cubic metre produced in
1979 was $6.02 ($0.96 per barrel), compared to
$6.23 in 1978 and $4.78 in 1977. In 1979, depletion
has been calculated by converting natural gas to
equivalent cubic metres of oil on the basis of energy
equivalents. In prior years, conversion was on the
basis of the relative net realization from each prod-
uct.

Depreciation expense amounted to $1,130,000,
up 7 percent from $1,058,000 in 1978, due to in-
stallation of additional production facilities.
Similarly in 1978, depreciation had increased 10
percent from the prior year.

Amortization of goodwill increased to $871,000
from $257,000 in the previous year, reflecting the
goodwill attributable to the utilization of subsidi-
ary company tax credits in 1979. Other amortiza-




tion expense is mainly related to deferred charges
on the Joan to finance development of the Buchan
Field.

There was no interest expense charged to income
in 1979, reflecting adoption of the policy to capital-
ize interest in 1979 and future years, on debt
specifically obtained for the construction or devel-
opment of major capital assets. Interest expense
capitalized, with respect to the development of the
Buchan Field, amounted to $3,065,000 in 1979. This
policy, in accordance with the Financial Account-
ing Standards Board pronouncement, was not
adopted retroactively. In 1978, $940,000 of the total
interest expense of $1,066,000 related to Buchan.
The interest capitalized in 1979 related only to
Buchan and will be amortized according to the nor-
mal policies for depletion and depreciation for the
United Kingdom cost centre.

Income taxes in 1979 amounted to $6,900,000
after the extraordinary item, an increase of 16 per-
cent from the comparable number in 1978 of
$5,925,000. The effective rate of tax declined to 32
percent of pretax income in 1979, compared to 37
percent the previous year and 46 percent in 1977.
These reductions are attributable to the utilization
of tax credits from the mining and smelting sub-
sidiaries, as well as increased Canadian exploration
and development expenditures.

Current income taxes of $420,000 compared
favourably with $413,000 the previous year, down

Income Taxes
in millions of dollars
(net of extraordinary gain)
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substantially from $6,161,000 in 1977. Most of
CanDel’s tax liability continued to be deferred due
to tax credits available from expenditures on Cana-
dian petroleum and mineral activities, as well as
foreign exploration and development. At year end,
CanDel and its subsidiaries had approximately
$94,000,000 of unused Canadian income tax
deductions, compared to $64,000,000 in 1978 and
$27,000,000 in 1977.

CHANGES IN FINANCIAL POSITION

Funds provided from operations for the year
amounted to $32,121,000, an increase of 43 percent
from $22,508,000 in 1978. Greater cash flow from
oil and gas sales, as well as from mining and smelt-
ing operations, were substantially responsible for
the increased funds from operations.

During the year, $24,540,000 was drawn under
CanDel’s long-term agreement for development of
the Buchan Field.

CanDel’s contracts with its major gas purchasers
require payment for specitied volumes of gas. In
1979, the Company received $2,900,000 for con-
tracted gas volumes not taken. These payments are
recorded as deferred revenue, and are not included
in earnings until the gas is delivered, or the make-
up period for taking the gas has expired.

Funds Provided from Operations
in millions of dollars
(before deducting mineral exploration)
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The exercise of stock options by employees
accounted for all the funds obtained from the
issuance of shares in 1979,

Proceeds from the sale of property amounted to
$7,319,000 for 1979. Included in this amount is
$7,234,000 received for certain lands contributed
to two joint petroleum exploration programs oper-
ated by CanDel.

Capital expenditures for 1979 amounted to
$58,576,000, up 61 percent from $36,350,000 a year
ago. Exploration expenditures totalled $24,927,000,
of which %10,000,000 was expended on land
acquisition and $9,000,000 on drilling. Develop-
ment expenditures totalled $33,649,000 of which
$24,398,000 was used toward development of the
Buchan Field.

At December 31, 1979, working capital increased
to $9,201,000 compared to $8,332,000 the previous
year.

RESERVE RECOGNITION ACCOUNTING

The United States Securities and Exchange Com-
mission (SEC) is continuing with the development
of the Reserve Recognition Accounting method
despite objections from the petroleum industry,
and public accounting and engineering firms.

Capital Expenditures
in millions of dollars

(excluding mineral exploration) e

B Development
Bl Exploration

1976 1976 1977 1978 1979

During the development period of Reserve
Recognition Accounting, CanDel has adopted a
prescribed form of Full Cost Accounting. Adoption
of this method did not have a material effect on the
net income or retained earnings of the Company.
However, CanDel was required to establish cost
centres for each country in place of the larger
geographical cost centres previously used. CanDel
has elected to amortize foreign cost centres over the
composite life of exploratory rights held until an
indicated commercial discovery is made or the
rights expire.

The main principles of Reserve Recognition
Accounting, as reported in the 1978 Annual Report
and as since modified, are as follows:

Proven oil and gas reserves are reflected as
assets in the balance sheet.

Additions to proven reserves, changes in
valuations of proven reserves, and increases in
present value are reflected in the income state-
ment.

Most costs associated with finding and devel-
oping additions to proven reserves, including
the present value of future development costs,
together with all costs determined to be non-
productive during the period, are included in
the income statement.

The Company is required to include a statement
of earnings on the basis of Reserve Recognition

Wapiti Gas Plant.
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Accounting, and a table of changes in the present
value (discounted at 10 per cent) of estimated
future net revenues from proven oil and gas
reserves, in its 1979 10-K submission to the S.E.C.

Inherent difficulties of the Reserve Recognition
Accounting method include:

The values of proven reserves are recognized as
income upon discovery, notwithstanding that
production and resultant cash flow may not
begin for several years or more.

Quantifying reserves will usually require
several years’ production experience in order
to be in a reasonably close range to actual
recoverable reserves.

The calculation of the value of proven reserves
is made using an arbitrary discount factor of 10
percent and using prices of petroleum products
at the then current prices, without recognition
of likely price escalation, or consideration of
discount rates currently in use.

If Reserve Recognition Accounting is to be
utilized, it should be presented only as supplemen-
tary information for periods of three to five years in
order to examine the long-term effect of its use. It is
likely that investors will place increased emphasis
on cash flow as the measure of performance if
Reserve Recognition Accounting becomes the prin-
cipal method of reporting the income of petroleum
companies.




Consolidated Statement of Earnings
Years Ended December 31, 1979 and 1978

REVENUE
Natural gas sales
Crude oil and natural gas liquids sales
Metal sales
Royalty income
Interest income

COSTS AND EXPENSES
Costs of sales:

(@ B (o L Ee RO o e e O B S 90 30 o e o) A o

Mineral exploration
General and administrative

Depletion, depreciation and amortization (Notes 1, and 3(b)) .. ..

Interest (Notes 1(i), 5 and 6)

EARNINGS BEFORE INCOME TAXES

INCOME TAXES (Note 7)
Current
Deferred

EARNINGS from continuing operations before

loss from operations of subsidiary sold

and extraordinary gain
Loss from operations of subsidiary sold (Note 10(b))
EARNINGS before extraordinary gain
Extraordinary gain (Notes 9 and 10(b))

NET EARNINGS

EARNINGS PER SHARE (Note 13)
Earnings before extraordinary gain
Extraordinary gain

NET EARNINGS PER SHARE

Consolidated Statement of Retained Earnings

Years Ended December 31, 1979 and 1978

RETAINED EARNINGS AT BEGINNING OF YEAR
NET EARNINGS

RETAINED EARNINGS AT END OF YEAR

1979

$20,889,000
11,366,000
18,137,000
1,542,000
905,000
289,000

53,128,000

1978
17,507,000
10,121,000

3,679,000

1,030,000

770,000
426,000

33,533,000

5,137,000
13,629,000
3,143,000
2,837,000
6,477,000

31,223,000
21,905,000

4,394,000
3,007,000
1,071,000
2,136,000
5,734,000
1,066,000

17,408,000
16,125,000

420,000
11,202,000

11,622,000

10,283,000

10,283,000
4722000

$ 2.33
1.07

3.40

1979

$50,197,000
15,005,000

$65,202,000

413,000
5,875,000

6,288,000

9,837,000
887,000

8,950,000
1,722,000

10,672,000

2.10

1978

39,525,000
10,672,000

50,197,000




Consolidated Balance Sheet

December 31, 1979 and 1978

ASSETS

CURRENT ASSETS

Eashrandishort term depasits . ..ot vaa ol s e

Accounts receivable. . ..

Inventories (Note 2) ...

PROPERTY, PLANT AND EQUIPMENT

(Notes 1 and 3)

Petroleum and natural gas leases and rights
including exploration and development
thereon — full cost method of accounting. ...................

Mining properties and rights. . .............. ...l

Less accumulated depletion and amortization...................

Production and other equipment..........ococviieiiiirinan..

. Less accumulated depreciation . .............ccoiiiiiiiiiiia

Net property, plant and equipment........................

DEFERRERICHARGES Note 4), - i i s eivaionioin s

COORYHE S INates  ihand B0). 25 0 u i 0. il veas

OTHER ASSETS — at cost

1979

$ 9,661,000
14,280,000
12,406,000

162,000

36,509,000

139,873,000
1,961,000
141,834,000
_ 42,243,000
99,59&0070
50,426,000
14,149,000
36,277,000

135,868,000

550,000

1,213,000

263,000
$174,403,000

1978

8,498,000
8,466,000
3,544,000

187,000

20,695,000

111,238,000
1,860,000
113,098,000
37,821,000
75,277,000

28,077,000
13,250,000
14,827,000

90,1 04,000

859,000

1,985,000

238,000
113,881,000



LIABILITIES AND SHAREHOLDERS’ EQUITY

CURRENT LIABILITIES
DDy foibamlciNeIe 5 v o b ol o SRR SR s
Accounts payable and accrued liabilities .......................
Incomeitaxestpayablestt e e e s s

Currentiportioniofilong=term debt F  maRal S e s
Tiotal'eurrentiliabilities s R SR e
EONG-TERMIDEBTINOtE 6)-. .. & e i s s s oot laai L L
BEFERRER REVENTIE (NGte-Te)) o i sl . L s
BBEERRED ENCOME TAXES ANote 7). s e s st s ot e

SHAREHOLDERS" EQUITY
Capital stock (Note 8)
Common stock of a par value of $3 per share
Authorized 6,250,000 shares
Issued 4,428,744 shares (1978 — 4,371,044 shares) ............
Contributed:smrplagiiNote 8) . o o

Retained: eaTimg s st e b ot i e e Ll e ottt B

Approved by the Board

Wm g@j%&l , Director
W 4 W , Director

1979 1978
$ - 845,000
22,228,000 10,919,000
356,000 599,000
4,724,000 =
27,308,000 12,363,000
34,641,000 14,825,000
4,872,000 1,972,000
26,306,000 18,826,000
13,286,000 13,113,000
2,788,000 2,585,000
65,202,000 50,197,000
81,276,000 65,895,000
$174,403,000 113,881,000




Consolidated Statement of Changes in Financial Position

Years Ended December 31, 1979 and 1978

20

SRAN R g 978
FINANCIAL RESOURCES PROVIDED BY
Net earnings before extraordinary gain ........................ $10,283,000 8,950,000
Charges to income not requiring funds:
Depletion, depreciation and amortization. .................... 6,477,000 5,734,000
B atar et EOIIEEANes § - R e s 11,202,000 5,875,000
Non-cash charges of subsidiary sold . ........................ - 506,000
(DTS i s b e s al e 1 e MRS R e o 16,000 9,000
Minerallexgloration (Note 1{d)) . .cv. ..o oo vonniihanao o, 3,143,000 1,071,000
Funds provided from operations before extraordinary
gain and mineral exploration ........................o0l 31,121,000 22,145,000
Funds provided from extraordinary gain..................... l,O_Q0,000 ,,, 363,000
Total funds provided from operations before mineral exploration. 32,121,000 22,508,000
Procesdssiromylong-termidebt o il i L L 24,540,000 13,393,000
Proceeds from deferred revenue. . ........coooviiiiiiininiannnn. 2,900,000 1,972,000
Proceeds from issuance of shares...........ccoviiiiiinivnnnnn, 376,000 3,014,000
Proceeds from sale of property, plant and equipment............ 7,319,000 200,000
ST e L i e S G SO S R S R T 9,991,000
_6_7,256,{]00 51,078,000
FINANCIAL RESOURCES USED FOR
Additions to property, plant and equipment.................... 58,576,000 36,350,000
Mineral exploration..........c.oovieiiiiiiiiiiiiiiiiiiiiiian, 3,143,000 1,071,000
Repayment of long-term debt ............. ... ..ol 4,724,000 753,000
Acquisition of subsidiary .................ooiiiiiiiiia il - 4,125,000
U T e et = e S S (178,000) 1,161,000
TG I ety i i g e e e T S M T A et R R S g 122,000 40,000
66,387,000 43,500,000
INGEREASEIN WORKINGIC AP AT . o s st bniee s o5 e 4 5 869,000 7,578,000
WORKING CAPITAL at beginning of year....................... 8,332,000 754,000
WORKING GAPIFAL atend of year. > .. L.l o aadl $ 9,201,000 8,332,000
CHANGES IN COMPONENTS OF WORKING CAPITAL
INCREASE (DECREASE) IN CURRENT ASSETS
Cash and short term deposits .. ..o teive oot v cinssniion $ 1,163,000 (4,609,000)
A eI T I CEIVaDIe s R R i S e e 4 oo s 5,814,000 212,000
T T po S be e 0 Bt (IR et S s O Rl ot e e 8,862,000 2,312,000
O e e e s M e g (_2_5_,_07@) 132,000
Net increase (decrease) in current assets ..........c.ooevvionnn.. 15,814,000 (1,953,000)
INCREASE (DECREASE) IN CURRENT LIABILITIES
R D ATHICE T by e s L R e B SR R i hsas ot (845,000) (12,418,000)
Accounts payable and acerued labilities ... iiiiie s i o 11,309,000 3,976,000
Income taxes payable. ...t (243,000) 280,000
Current portion of long-termdebt........................00. 4,724,000 (1,369,000)
Net increase (decrease) in current liabilities .................. 14,945,000 (9,531,000) 1
BNGREASEIN WEORICINGE CAPIPAL G S i . $ 869,000 7,578,000 *l




Notes to Consolidated Financial Statements
December 31, 1978 and 1979

1. SUMMARY OF ACCOUNTING POLICIES

The financial statements of the Company have been prepared by management in accordance with
accounting principles generally accepted in Canada. Due to the nature of the Company’s operations, certain
estimates are involved in the preparation of such statements. In management’s opinion, the financial state-
ments have been prepared within reasonable limits of materiality and within the framework of the signifi-
cant accounting policies as summarized below:

(a) PRINCIPLES OF CONSOLIDATION

The consolidated financial statements include the accounts of CanDel Qil Ltd., its branches, and its sub-
sidiary companies, all of which are wholly-owned. The principal consolidated subsidiaries are St. Joseph
Explorations Limited, Canadian Smelting & Refining (1974) Limited, and Canadaka Mines Limited. The
Company has branch operations in the United Kingdom, Netherlands, and Colombia.

(b) FOREIGN EXCHANGE TRANSLATION

The accounts of foreign subsidiaries and branches have been translated into Canadian dollars using
exchange rates as follows:

— Current assets, current liabilities, and long-term debt, at the rate prevailing at the balance sheet
date.

— Other assets at the rates prevailing at the dates the assets were acquired.

— Revenue and expense items, other than depreciation, depletion and amortization, at the average
rate for the year.

— Depreciation, depletion and amortization at the historic rates of the related assets.

Foreign exchange losses, arising on translation of long-term debt, have been deferred and are being
amortized over the remaining term of the debt (see Note 4). Other foreign exchange losses have been
charged against earnings.

Foreign currency transactions have been translated into Canadian dollars using the exchange rates in
effect on the transaction dates.

(c) FULL COST METHOD OF ACCOUNTING

In accordance with the provisions of the modified full cost method of accounting, as prescribed by the
United States Securities and Exchange Commission, the exploration and development costs are allocated on
a country by country basis to the following active cost centres:

1. Canada
2.  United Kingdom
3. Netherlands

Costs initially capitalized include land acquisition costs, geological and geophysical expenditures, ren-
tals on undeveloped properties, costs of drilling productive and non-productive wells, and overhead related
to exploration activities. Adoption in 1979 of the prescribed form of full cost accounting did not have a
material effect on the net income or retained earnings of the Company. Previously, costs were allocated on
the basis of geographical area to North American, Northwestern Europe, and North African cost centres.

Costs capitalized in the Canadian cost centre are being depleted on the unit-of-production method
based on estimated proven developed Canadian reserves, as determined by Company engineers. Natural gas
reserves and production are converted to cubic metre equivalents of crude oil each year, based on the relative
energy content of each product for purposes of the depletion calculation. The depletion rate per cubic metre
produced for 1979 and 1978 was $6.02 and $6.23 respectively.




Costs capitalized in foreign cost centres generally are amortized over the composite life of the explorato-
ry rights held until an indicated commercial discovery is made or the rights expire. Costs capitalized in the
United Kingdom and Netherlands costs centres were amortized to June 30, 1974, over the composite life of
the various exploratory rights held. In the Netherlands and United Kingdom sectors of the North Sea, indi-
cated commercial discoveries were made in 1973 and 1974 respectively.

Unamortized exploration and development costs, as shown below, are being carried forward to be
depleted on the unit-of-production method when production commences:

December 31
1979 1978

[haitediianod oty FBirs i Il s I L s e R R $26,236,000 21,232,000
B T O] S e e e e i e ot Ll e e o ok 4,494,000 _2,71 6,0_00

$30,730,000 23,948,000

Costs incurred in the North African cost centre were amortized over the composite life of the explorato-
ry rights held to August 31, 1978.

(d) MINERAL PROPERTIES

Costs related to the exploration for minerals are generally expensed as incurred. Mineral exploration
expense for 1978 was reclassified in the Consolidated Statement of Changes in Financial Position to conform
with the 1979 presentation. The excess of the purchase price over the net assets (see Note 10(a)) attributable
to mineral properties is being amortized over a period of twenty years, unless certain mineral holdings are
abandoned, at which time any remaining excess would be charged to earnings.

(e) DEPRECIATION

Depreciation on Canadian oil and gas plants and equipment has been provided on the straight line
method. The rates of depreciation are as follows: well equipment — 5%; gas plants and related field facilities
— 4%; automotive equipment — 25%; and office equipment — 10%. Previously, depreciation on producing
facilities and equipment was provided on the greater of the straight line method or the unit-of-production
method. This change in application does not have a material effect on the current year’s consolidated state-
ment of earnings.

Capital expenditures on offshore production facilities at the Buchan Field in the United Kingdom sector
of the North Sea at December 31, 1979 and 1978 amounted to $23,129,000 and $4,262,000 respectively. These
costs will be depreciated using the unit-of-production method when production commences.

Depreciation on mill and smelter facilities used to process minerals has been provided on a straight line
basis at rates varying from 10% to 25%.

(f) INCOME TAXES

The Company follows the tax allocation basis of accounting for income taxes, whereby deferred taxes
are provided to the extent that current taxes have been reduced by claiming capital cost allowances and
exploration, development, and lease acquisition costs in excess of the related depreciation, depletion and
amortization provided in the financial statements.

(g) DEFERRED REVENUE

Amounts due for annual contracted gas volumes not taken by purchasers are recorded as deferred
revenue at the end of contract years in which shortfalls occur. These amounts will be reported as revenue
upon the subsequent delivery of gas or will be recorded as revenue if the gas is not taken within the makeup
period applicable to CanDel’s sales contracts.

(h) GOODWILL

Goodwill arising from the acquisition of St. Joseph Explorations Limited in 1978, and attributable to the
utilization of certain subsidiary tax credits is being amortized over twenty-five months from the date of
acquisition. Other goodwill arising from the same acquisition is being amortized over five years. (See Note
10 (a)).
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(i) CHANGE IN ACCOUNTING POLICY

For the year ended December 31, 1979 and future years, interest on debt specifically obtained for the
construction or development of major capital assets, which are not currently being amortized, is being
capitalized until the assets commence operations. For the 1979 fiscal year, interest expense amounting to
$3,065,000 relating to development of the Buchan Field in the United Kingdom sector of the North Sea has
been capitalized. Earnings in 1979, after income taxes, would have been decreased by $2,100,000 or $0.47
per share, if interest capitalization had not been adopted. If this policy had been applied retroactively, prop-
erty, plant and equipment at December 31, 1978 would have been increased by $940,000 and earnings before
income taxes would have been increased by the same amount. Earnings after income taxes and extraordin-
ary item would have been increased by $592,000 or $0.14 per share.

2. INVENTORIES

1979 1978
Material and supplies at lower of cost and replacement cost....... $ 2,116,000 1,555,000
Metals at lower of cost and net realizable value . ................. 10,290,000 1,989,000

$12,406,000 3,544,000

3. (a) PROPERTY, PLANT AND EQUIPMENT — AT COST
December 31

: 1979 1978
Accumulated
Cost Provisions Net Net

(Thousands of dollars)
Petroleum and natural gas leases and
rights including exploration and
development thereon — full cost
method of accounting:

Tieaseholdicoststzrin s - vt alinasing $ 42,644 12,787 29,857 26,045
Intangible exploration
and development costs ............ 97,136 29,126 68,010 47,465
Royalty interests .. .0 ool il o 93 69 24 30
$139,873 41,982 97,891 73,540
Mineral properties and rights............ $ 1,961 261 1,700 15737
Production and other equipment:
Gas plants and related facilities ........ $ 16,773 7,903 8,870 7:025
Lease and well equipment............. 32,181 5,330 26,851 7,515
Brild s ool et e 394 388 6 7
Automotive equipment................ 239 134 105 97
Leasehold improvements .............. 410 76 334 97
Office furniture and equipment ........ 256 170 86 59
DI et o RN e e e 173 148 25 27
$ 50,426 14,149 36,277 14,827

(b) DEPLETION, DEPRECIATION AND AMORTIZATION

Components of depletion, depreciation and amortization expense in the Consolidated Statement of
Earnings are:

1979 1978
Bepletiongsyr-slite o 0 m e S SR e e e e $4,321,000 3,412,000
Pepracigtioneetre i oy aS e e e e e Tl 1,130,000 1,058,000
Amortization of foreign exploration costs ....................... 23,000 869,000
Amortization of deferred charges.... ... ........c... i iiiinain. 132,000 138,000
Amortizationiofgoodwill,. L e e, 871,000 257,000

$6,477,000 5,734,000
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Depletion, depreciation and amortization expense is also included in loss from operations of subsidiary
sold amounting to $469,000 for 1978.
4. DEFERRED CHARGES

Deferred charges consisting of unrealized foreign exchange losses amounting to $184,000 and financing
costs amounting to $366,000, both of which relate to the Credit Facility referred to in Note 6, are being amor-
tized over the term of the loan.

5. DUE TO BANK

At December 31, 1978, Canadian Smelting & Refining (1974) Limited’s indebtedness consisted of
$845,000 (1979 — Nil) and was secured by metal inventories.

Interest on short term debt, amounting to $510,000 for 1978, is included in interest expense and loss
from operations of subsidiary sold.

6. LONG-TERM DEBT
At December 31, 1979 and 1978, the following long-term debt was outstanding:

1979 1978
Credit Facility (1979 — $33,700,000 U.S.,
MY L T AT [0 O e i e el S e G e e B || $39,365,000 14,825,000
Athauntidueswithintone syear sl Dok S i aliu, Sl s Sal g 4,22'4,000 e
$34,641,000 14,825,000

The Credit Facility with interest at % of 1% above the London Interbank Offered Rate and s of 1%
standby fee on the undrawn balance consists of two Tranches. “Tranche B” is comprised of eligible expen-
ditures under the United Kingdom Interest Relief Program to a maximum of $16,000,000 U.S. and is repay-
able in ten equal semi-annual installments commencing March 31, 1981. “Tranche A", the remaining
portion of the Credit Facility, is repayable in ten equal quarterly installments beginning September 30, 1980.
The amounts estimated to be repaid in the years ending December 31 are: 1980 — $4,724,000; 1981 —
$12,597,000; 1982 — $12,597,000; 1983 — $3,149,000; 1984 — $3,149,000.

The Credit Facility provides for loan drawdowns to June 30, 1980 to a maximum of $40,000,000 U.S. for
development of the Buchan Field and exploration of an adjacent block. The Credit Facility contains cove-
nants requiring that the Company maintain a certain ratio of future proceeds of production to the aggregate
of the loan and undrawn balance, a maximum percentage of total liabilities less deferred tax to shareholders’
equity, and a minimum level of shareholders’ equity. At present, two Alberta gas fields and the Buchan Field
are pledged as security for the loan.

Interest on long-term debt amounting to $3,065,000 for 1979 has been capitalized as explained in
Note 1 (i).
7. INCOME TAXES

Total income taxes amounted to $6,900,000 in 1979 and $5,925,000 in 1978, for effective tax rates of
approximately 32% and 37% respectively as follows:

1979 & 1978
T el T O O AN ES e et bk S et Sl S e e $ 420,000* 413,000*
e e RO ME taxes el pe s IS e et i e b e 11,202,000 5,875,000

11,622,000 6,288,000

Recovery of income taxes:

EXROEnany wain: —yeaveent ool oL n s e AL S (1,000,000) (363,000)
o T s o AR e e U SN B L] (3,722,000) —

(4,722,000) (363,000)

o talnemaaestaxes e G re S e i e Sl T $ 6,900,000 5,925,000

* After the deduction of the Alberta Royalty Tax Credit.
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1979 1978

Percent of Percent of
Pretax Pretax
Amount Earnings Amount  Earnings
Computed “expected” tax expense ....... $10,295,000 47 7,579,000 47

Increase in income taxes resulting from:

Royalties, lease rentals and mineral

taxes payable to the Crown net of

provincialirebates  Sanmmay <5 oo 5,554,000 25 4,832,000 32
Subsidiary’s gain and

renounced expenses taxed

on an unconsolidated basis............ 3,720,000 17 — et

19,569,000 89 12,411,000 79

Decrease in income taxes resulting from:
Utilization of tax credits

in subsidiaries i ioe i e S 4,722,000 21 363,000 2
Tax depletion on Canadian
prodifcHensmeome S St arie 2,537,000 il 2,222,000 14
Resource allowance on Canadian
productionfincome. i | 50 ST 5,410,000 25 3,908,000 26
Gther st sEptiRs ol — o e i e <) - (7,000) —
$ 6,900,000 32% 5,925,000 37%

Deferred tax expense results from timing differences in the recognition of revenue and expense items for
tax and financial statement purposes. The related tax effect of these differences is as follows:

1979 1978

Excess of exploration and development

costs deductible for income tax purposes

oyer bool¢idepletioniand; amortization .S st U el ST $5,417,000 6,981,000
Excess of capital cost allowance for

income tax purposes over book depreciation................... .... 3,139,000 838,000
Excess of book earned depletion over earned

depletion deductible for income tax purposes ...................... (971,000)  (1,833,000)
[ T e AP S S S, i o s e e R (105,000) (111,000)

$7,480,000 5,875,000

Deferred income taxes will become payable when expenditures allowable for income tax purposes are
less than the corresponding deductions in the statement of earnings.

At December 31, 1979, the Company and its subsidiaries had unclaimed deductions for Canadian
income tax purposes which may be applied against future taxable income as follows:

1979 1978
CanDel
Oil Ltd. Subsidiaries Combined
Undepreciated capital cost (at rates
varying from 10% to 100% per year) ................. $17,558,000 3,092,000 10,804,000
Canadian exploration and development
expenses (at 100% peryear). ... L sl N ot L L - — 985,000
Cumulative Canadian development expense
(at. 30%; perpyearl L ot R SR 19,219,000 3,418,000 12,269,000
Cumulative Canadian exploration expense
(at:100% pefiyear). oo oo o iie it e e s 12,522,000 1,990,000 9,019,000
Foreign exploration and development
EXPENSe A R Ry o e R S T 26,542,000 — 21,623,000
Net operating losses (at 100% per year) ................ - 8,000 1,695,000
Tax:depletionEramstil S s i S N e e 7,046,000 2,487,000 7,839,000

64,234,000

$82,887,000 10,995,000

*At the greater of 10% per year or income from foreign branches.




8. EMPLOYEES STOCK OPTION PLAN

The following table summarizes transactions under the Employees Stock Option Plan for 1979 and
1978:

Number of Shares

1979 1978
Options outstanding at beginning of year ........................... 92,075 146,550
OnEenERranted 0 O S e T e e o5 s s e e 14,000 4,000
PR E e ad il e L e e sl e e — (7,250)
GRS eeraibed oo I S i e st e (57,700) (51,225)
Options outstanding atend of year ......... .o vieiiatiiiniine, 48,375 92,075

At December 31, 1979 and 1978, options were outstanding as follows:

_l‘:I_x_lmber of Shares

Eﬁicers and Directors Other Employees
Price per Share 99 1978 1979 1978

1D TR S e 0 s ot Ny 3 CSE S D S S — 47,700 - 4,750
L L) A e e e T B e B S RGO 6,125 7,375 3,750 3,750
R e o D o 1,250 2,500 - —
WO S m s e AT s e e - = 3,500 4,000
T L L R e S e 16,750 19,000 3,000 3,000
RN e R e P L S A 2,000 = 12,000 —

26,125 76,575 22,250 15,500

All options were issued at the market price on the date of grant. The options are exercisable in cumula-
tive annual installments of 25 percent commencing one year from the date of grant and expiring five years
thereafter. At December 31, 1979, there were an additional 25,951 shares reserved on which further options
may be granted. During the year, 57,700 shares were issued under the stock option plan for a cash considera-
tion of $376,000, of which $173,000 was credited to capital stock and $203,000 to contributed surplus. In
1978, 51,225 shares were issued on exercise of stock options, and 125,888 shares as consideration for acquisi-
tion of a subsidiary, of which $531,000 was credited to capital stock and $2,483,000 to contributed surplus.

9, EXTRAORDINARY GAIN

Extraordinary gain for 1979 consists of a reduction of income taxes of $4,722,000 which resulted from
the utilization of certain subsidiary tax credits. In 1978, the extraordinary item consisted of a gain on dis-
posal of CanDel Oil Corporation amounting to $1,359,000 and a reduction of income taxes of $363,000 from
the utilization of certain subsidiary tax credits.

10. ACQUISITION AND DISPOSAL

(a) ST. JOSEPH EXPLORATIONS LIMITED

On August 31, 1978 CanDel acquired all of the outstanding shares of St. Joseph Explorations Limited,
previously a wholly-owned subsidiary of St. Joe Minerals Corporation. The purchase price of $2,709,000 was
satisfied through the issuance by the Company of 125,888 common shares. The acquisition was accounted
for as a purchase with the excess of the purchase price over net assets of $3,622,000 assigned to goodwill in
the amount of $2,242,000 and the remaining portion to mineral properties and tangible assets having market
values in excess of their book values amounting to $1,200,000 and $180,000 respectively. Working capital
deficiency acquired amounted to $1,416,000.

(b) CANDEL OIL CORPORATION

Effective May 31, 1978 CanDel sold its U.S. subsidiary, CanDel Oil Corporation for $7,877,000, resulting
in an extraordinary gain of $1,359,000. The statement of earnings consolidates the results of CanDel Oil Cor-
poration on a one line basis as losses from operations of subsidiary sold for the period ended May 31, 1978.
Working capital deficiency eliminated on the disposal of the subsidiary amounted to $2,114,000.
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11. RETIREMENT PLANS

Employees of CanDel and its subsidiaries are eligible to join the pension plans following six months of
employment. Under CanDel'’s plan, members contribute a percentage of their earnings and CanDel pays all
other costs. The subsidiaries’ plan is non contributory. Retirement benefits are paid to employees based on
their compensation and length of service. The Companies’ contribution to the plans for the years 1979 and
1978 amounted to $238,000 and $140,000 respectively. The plans had no unfunded costs at January 1, 1979,
the date of the last actuarial valuation.

12. REMUNERATION OF DIRECTORS AND OFFICERS

In 1979 the Company had ten directors and thirteen officers, three of whom served in both capacities
during the year. In 1978 the Company had nine directors and twelve officers, two of whom served in both

1 capacities during the year. Remuneration paid or payable to directors and officers was as follows:
= 1979 j?B,
DT 500 (0] ety e Bt SR e 5 e R RS $ 16,200 17,700
(6,3 1a7c) okt P it o S Ppe  PE EA e i e e O e ehi g‘)éfm 825,000

No remuneration was paid or was payable to directors or officers of the Company by any of its subsidi-
aries.

13. NET EARNINGS PER SHARE

Net earnings per share, pursuant to Canadian practice, have been calculated using the weighted month-
ly average of shares outstanding of 4,418,344 in 1979 and 4,260,042 in 1978. Fully diluted net earnings per
share are not materially different from basic net earnings per share.

14. BUSINESS SEGMENT INFORMATION AND QUARTERLY FINANCIAL DATA

CanDel’s operations are divided into two business segments. Oil and gas includes the location, develop-
ment, and production of petroleum and natural gas reserves. Mining includes the location, development,
production, and smelting of base and precious metal reserves. Depreciation and depletion is charged on the
oil and gas operations only in the Canadian cost centre. Production has not yet commenced on the Com-
pany’s United Kingdom and Netherlands interests. The Company’s oil and gas interests in North Africa
have been fully amortized as at December 31, 1978.

The following table shows, as of December 31, 1979, the capitalized costs of CanDel’s oil and gas proper-
ties and accumulated depreciation, depletion and amortization related thereto:
Capitalized Costs

Depreciation

Proved Unproved Depletion &

~ Properties Properties  Amortization

Canadar. o Lor Past solaooat o o b SO NG $104,078,000 26,961,000 50,730,000
United Kingdots e b, e B S e o e 49,496,000 — 131,000
Netherlands: =l ol soiain e it e S bRl mie il SUF, 4,502,000 — 8,000
20a s N e P O e B e, 5 B s e b 5,262,0@ ok — 75,262,000
Totalis:; el euin i U o e e e s $163,338,000 26,961,000 56,131,000

Following are costs incurred in oil and gas producing activities for the year ended December 31, 1979:

1 Property Production  Depreciation
Acquisition Exploration Development (Lifting) Depletion &

Costs Costs ﬂ g _7Cosls émortization

& Canada e s $10,489,000 11,994,000 9,122,000 5,137,000 5,296,000
United Kingdom . ... — 602,000 24,398,000 B ot

Netherlands ........ — 1,819,000 — — -

Heyptoai o nle e g — 23,000 - — 23,000

Totalitesa e $10,489,000 14,438,000 33,520,000 5,137,000 5,319,000




Business Segment Information — 1979

Revenue

34,086
18,137
L
53,128

53,128

53,128

Operating
Profits

Year
1979

65.00
26.00

53,128
24,746

6,477
11,622

10,283
4722
15,005

2.33
107
3&0

Capital
Assets Expenditures
IOI"I_dI.lStry (Thousands of dollars)
Ml-l ‘?nd FIRE R e E o e i W oses IR AU s S e iy $156,633 58,447
ining el R e B L R 17,770 129
tegestaincomentin s o5 USRS S e e = Al
$174403 58576
Geographic
ST s e e R e R e I RS S i R $119,637 81,785
North Sea — United Kingdom and
N et erlandsiSectOnsth.e L s Lo o i Al balnas il 54,766 26,841
$174,403 58,576
Profit Depreciation
Margin & Depletion
Industry & Geographic
Oill a.nd S R B i $ 28,949 5,296
| BTV iy o e At e Bk e R s e 4,508 155
Eanadiantoperating profit codceas o it Do $ 33,457 5,451
Amentizationi—sNoerthe Africa to it o s s e S rre el T
B e O B B B e e s s id v siabriim e i @i U e Al
Minetallexpiora iont=—sCamadas ol T s s sk <o o i e e
Corporate income and eXpense — M ...t v s« sz by sive s wiaae sas st wnleiais
Earnings before income taxes and extraordinary gain ................. ...,
Quarterly Financial Data 1979 (Unaudited)”
- Three Months Ended* s
Mar. 31 June 30 Sept. 30 Dec. 31
Share Trading Ranges
IOFOR=F i ohn 7= $ 38.50 46.50 56.00 65.00
= O e G s $ 26.00 30.00 39.87 49.00
(Thousands of dollars)
Quarterly Financial Results
R SN2, 50 A e R A S e $11,444 11,349 11,350 18,985
Cost of sales, administrative,
and mineral exploration.......... 5,898 5,565 5,454 7,829
Depletion, depreciation
ANOIATNO T ZATIOI S e el a iatei 1,614 1,768 1,370 1725
[REQMEtax - e s . e 2,083 2,128 2,413 4,998
Earnings before extraordinary gain. . 1,849 1,888 2,113 4,433
Extraordinary gain ................ 747 772 1,538 71,714
Net earnings. . ....cooeevevuueernan S_w_2,596 4 2,6]_1 ] 3,651{ 6,147
Earnings per share:
Earnings before extraordinary gain. . $ 0.41 0.43 0.48 1.01
Extraordinary gain ................ 2037 0.16 0.35 0.39
Net earnings per share............... $ 0.58 0.59 _ 0.83 1.4

*The 1979 quarterly financial data reflects retroactive adoption to January 1, 1979 of the policy to capitalize interest on debt obtained
for the construction or development of major capital assets until those assets commence production.
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Business Segment Information — 1978

Capital
Assets Expenditures Revenue
Industry (Thousands of dollars)
Olandieaselc Bt L e R e $110,166 $36,326 29,084
I\ BT BRT 120 o by s e o e R By it o ey o Jidh 24 3,679
INtETeSEIMBOMIBE -y ciiios wri v o tolele e RS S R L = e )
$113,881 36,350 33,53
Geographic ' T
Canadai sl sdlEr e, T e DA i o ol L $ 84,443 24,617 33,533
North Sea — United Kingdom and
NetherlandsiBectOrs. . il ol e NS 29,438 _ 11,733 —
$113,881 36,350 33,533
Profit Depreciation  Operating
Margin & Depletion Profits
Industry & Geographic
O L T E o e e e L o T b e i - P $ 24,690 4,423 20,267
T e e s SCIC SRl el 672 g ba . s asaiy
Canadian:operating profit .o e . .. $ 25,362 4,487 20,875
Amortizatior — NOTthy ATTICa .« s U ok (82)
e IrDHE S0 e e e e A 20,023
Mineral explotation = Canadal . o e el R (1,071)
Interest expense’— Bnited Kingdom ... ..o v s Db bt 2ues v Mot e (940)
Corporate incomeiand eXpense — Het . ool orictui i sy sttty ss w5 e gl et _ (1,887)
Earnings from continuing operations
before income taxes, losses from
operations of subsidiary sold and
X T AOTCTIAT YT ATTIS. o 5. hnral e AT T L i o e g R B _$16,125
Quarterly Financial Data 1978 (Unaudited)*
Three Months Ended* Y
pm—— ear
Mar. 31 June 30 Sept. 30 Dec. 31 1978
Share Trading Ranges
PO = Hish¥ls ol i et $17.37 16.25 23.50 26.00 26.00
Lo OW: BT Fi e B LR AT $14.25 14.75 15312 19.75 14.25

(Thousands of dollars)
Quarterly Financial Results

o e T e o $8,457 6,495 7,422 11,159 33,533
Cost of sales, administrative,
interest and other expense........ 1,685 1,744 2,646 5,599 11,674
Depletion, depreciation
and amortization:s Sl o o e 1,409 1,503 1,426 1,396 5,734
THCOMe taxs Ba e S e DT 1,520 1,371 1,120 6,288
Losses (earnings) from
operations of subsidiary sold . .. .. 926 res — — 887
Earnings before extraordinary gain. . . 2,160 1,767 1,979 3,044 8,950
Extraordinary gain ................ - 1,662 (303) 363 1,722
Netiearnings 5. e ot aiiaas $2,160 3,429 1,676 3,407 10,672
Earnings per share:
Earnings before extraordinary gain. .. $ 0.51 0.42 0.47 0.70 2.10
Extraordinary gain ................ — 0.39 (0.07) 0.08 0.40
Net earnings per share..... ........: $ 0.51 0.81 0.40 0.78 2.50

*The 1978 quarterly financial data reflects the following:

(1) Retroactive adoption of the policy to defer exchange losses on translation of foreign currency long-term debt, and to amortize
losses over the term of the debt.

(2) Reclassification of operations of CanDel Oil Corporation to losses from operations of subsidiary sold. Certain other amounts have
also been reclassified as a result of this presentation.
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Five Year Financial Summary*

REVENUE

Natutalteas salesiiic s s s Lo nsnin
Crude oil and natural gas

liguetelee Salene v et e e
Metalbsalesiirs e tens en s eaan
Royaltysineomesia G sie e fntiont -
Interesturicontes i E e oo sk,
Ot e s A v e

COSTS AND EXPENSES
Cost of sales:
@ilamdigast vl s L
IV Lt T S r e e A e
Mineral exploration ...............
General and administrative.........
Depletion, depreciation and
ameniZatiOnE T e e e
E TR T ot v s P S L A B

Earnings before income taxes.........
INCOME TAXES
GurrenlE el R
Beferredi s i f e

EARNINGS from continuing

o B AR s i s S e e
Losses from operations of

o d BT (o) [ b A AR S

EARNINGS before extraordinary gain .
ExtraordMany gail . .. . el iioien o

IPETGE RN G e vy s

EARNINGS PER SHARE
Earnings before extraordinary gain. .
Extraprdinacyigain s i consa

NET EARNINGS PER SHARE ........

*The five year financial summary reflects the following:
assets until those assets commence production.

to amortize losses over the term of the debt.
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1979

5137
13,629
3,143
2,837

6,477

31,223
21,905

420
11,202
11,622

10,283

10,283
4,722

515,005

— N

i
(oS ]
=
o

1978

17,507

10,121
3,679
1,030

770
426

33,533

4,394
3,007
1,071
2,136

5,734
1,066
17,408
16,125
413
5,875
Lol

9,837

887

8,950
§ T

10,672

2.10
0.40

ra
|
o

|
(€

1977

16,437
8,346
699
1207
1,288
27,977

S TG

1,578

3,968
284

9,603
18,374

6,161
2,339
8,500

9,874

1976

(Thousands of dollars)

13,807
7,311
270
1,085
422

22,895

19,206

2,681

943
2,678
4
6,306
12,900
2,474
2,190
4,664

8125
4,082

9,205

lo —
O
~ W

2.20

(1) Adoption January 1, 1979 of the policy to capitalize interest on debt obtained for the construction or development of major capital
(2) Retroactive adoption in 1978 of the policy to defer foreign exchange losses an translation of foreign currency long-term debt and

(3) Reclassification of operations of CanDel Qil Corporation to losses from operations of subsidiary sold. Certain other amounts have
also been reclassified as a result of this presentation.




RETURN ON INVESTMENT
Return on average shareholders’
equity before extraordinary
AN =S POECEIEERUR S Sos S
Return on average shareholders’
equity after extraordinary
galne—Iperaeniereictai ol
Return on average net capital assets
employed before extraordinary
gain—_percentis st vl e
Return on average net capital assets
employed after extraordinary
gain — percent.......... S

ROYALTIES AND

TAXES

Gross petroleum revenue
inchiding royalties: o in o

Royalty expense

Royalties as a percent of

Bross revenue

IneomestaxieXpeisea Rt e R

Income tax as a percentage of income

before tax:**
Cuxrent . 2. .
Deferred. . ...

20.3

<hl

188

5 51,595
$ 16,604

322
$ 6,900

(2.6)
34.1

152 14.9 1E
18.1 14.9 JiE2
11.0 13 9.5
32 155 9.5
(Thousands of dollars)
44,907 41,952 34,300
15,053 13975 11,405
285 33.0 33.0
5,925 8,500 7,615
0.3 33.5 46.5
e ‘6.1 b 12._7 = 1.0
: 67

R T

14.4

259

12.1

217

28,106
8,900

32.0
4,664

**Calculated before losses from operations of subsidiary sold and after recovery of extraordinary gain due to utilization of subsidiary

tax credits.

BALANCE SHEET
Working capital

Long-term debt

: (deficiency)........
Property, plant and equipment

Deferred income taxes .............

Shareholders’ equity
pPErceRtIi R
Debt to equity ratio — percent

Current ratio —

CAPITAL EXPENDITURES

Exploration . . ..
Development. . .

FUNDS PROVIDED FROM

OPERATIONS .

PER SHARE.....

SHARES QUTSTANBING =

$ 9,201 8,332
$135,868 90,104
$ 34,641 14,825
5 26,306 18,826
$ 81,276 65,895
133.6 167.4
42,6 22.5

$ 24,927 21,342
33,649 15,008

$ 58,576 36,350
$ 3,143 1,071
52324121 22,508
s 7.27 5.28
4,428,744 4,371,044

754 (27)
71,952 56,589
7,800 1,097
12,951 10,612
52,209 44,895
103.4 99.9

14.9 2.4
12,777 9,307

850855 0,407
21286 18774
15,474 10,716
3.69 2.56
4,193,931 4,186,281

6,673
43,773

10,449
40,073
140.2

10,539
3,728

13,017

<l

4,179,431
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