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The Company

The Consumers' Gas Company
distributes natural gasin
communities in Central and
Eastern Ontario, Western
Quebec and Northern New York
State. In addition, the Company
has significant interests in oiland
gas exploration, development
and production principally
through its investment in Home
Oil Company Limited.

The Company was
incorporatedin 1848 and has
paid dividends continuously since
thattime.

The 129th Annual and General
Meeting of Shareholders will be
heldat 11:00a.m., Tuesday,
December 13, 1977 inthe Town
Hall Theatre, St. Lawrence Centre
(adjacentto the O'Keefe Centre),
27 Front Street East, Toronto,
Ontario.



HIGHLIGHTS
The Consumers’ Gas Company

September 30 1977 1976
Basic earnings per common share

Income before extraordinary items $2.03 $1.68

Netincome $1.67 $1.69
Dividends declared per common share $1.08 $1.00
Weighted average number of common shares outstanding 20,645,459 20,643,424
Net income for the year available for dividends and reinvestment

inthe business $ 37,325,000 $ 37,428,000
Volumes of gas sold—Mcf 318,664,000 306,777,000
Number of active customers 534,828 Silla:
Total revenues $649,822 000 $522,766,000
Property, plant and equipment less accumulated depreciation

and depletion $619,469,000 $581,825,000
Net additions to property, plantand equipment $ 56,888,000 $ 53,886,000

Earnings and dividends per common share ($)

Basic earnings (before extraordinary items)
Current annual dividend rate



Report
Shareholders

The 1977 fiscal year has been
one of accomplishment for your
Company. The Annual Report
records satisfactory earnings
growth, animproved ability to
raise capitaland anincreasein
the Company's equity holdings in
Home Qil Company Limited. In
addition recent developmentsin
Western Canada indicate that an
adequate supply of natural gas
should be available from this
source to meet demands well into
the 1980s. The problems of a
stagnanteconomy, inflation and
the competitive position of natural
gasin future energy markets
remain. However, your Company
will make every effort to develop
and support policies designed to
maintain and improve the
competitive position of its product
and is hopeful of some
improvement inthe economy.
Following marginal earnings
growthin 1976, basic earnings
per common share before
extraordinary items have
increased from $1.68 last year to
$2.03in1977. Several factors
have combined to produce this
income improvement. They
include the implementation on
October 1, 1976 of higher rates
resulting froma June 1976
decision of the Ontario Energy

Board, the much colder than
normal weather experiencedin
the 1976-1977 winter season and
anincrease in the earnings of
Home QOiland Consumers’ equity
therein.

Duringthe fiscal year, the
Company realized extraordinary
gains upon the sale of its former
head office building as well as
60,000 shares of Community
Antenna Television Ltd.,
previously owned by Cygnus
Corporation Limited, a subsidiary
ofthe Company. In addition an
extraordinary gain resulted from
the Company's equity inthe sale
of a building by Home Qil. These
gains were more than offset by
extraordinary losses experienced
onthe sale of acommon share
investment in Union Gas Limited
andthe write-off of the
Company's investmentin the
Canadian Arctic Gas Study
Limited project (details
concerning Arctic Gas appear on
page 5 of this Report). The
combined effect of these gains
and losses produced income per
share after extraordinary itemsin
1977 of $1.67 compared with
$1.69in1976.

On September 30, 1977,
Consumers’ executed an
agreement for the sale of its
western Canadian resource
holdings to Sundance Qil
Company foracash
consideration of $20.1 million.
While the transfer of the property
is deemed by the parties to have
taken place on September 30th,
the transaction is subjectto
approval under the provisions of
the Foreign Investment Review

Act(Canada). Consequently, the
financial statements for the
current fiscal year do not reflect
thisitem. If approval is granted,
the sale will give rise to a net
extraordinary gain of
approximately $3.2 million or
15.4C per shareinthe 1978 fiscal
year. The Company will continue
its exploration and production
activitiesin Lake Erie,
Southwestern Ontario and inthe
States of New York and
Pennsylvania.

During the fiscal year, your
Company purchased 312,400
Class A non-voting shares of
Home Oil Company Limited,
thereby increasing its
participation in the equity and
earnings of Home from 21.8%in
197610 25.2% at September 30,
1977. Purchases of an additional
525,000 Class A shares since
September 30, 1977 have now
increased the participation to
31.6%. These purchases and the
pendingsale of Consumers’
western Canadian resource
properties reflectthe Company’s
desireto pursueits natural
resource interests through Home
Qiland avoid possible duplication
of effort between the companies.
A more detailed description of
Home's operations appears on
pages 9and 12 of this Report.

In the past twelve months, the
Ontario Energy Board has
approved two rate increases
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Executive Committee: Mr. Noah Torno, Mr. G.E.Creber, Mr. J.D.Gibson
(Chairman), Mr. A.G.S.Griffin and Mr. A.R.Poyntz.
Absent: Mr. R.S.Hurlbut




designedto recover
corresponding increases in the
cost of gas purchased from
TransCanada PipeLines Limited.
In addition, on June 8, 1977 the
Company applied to the Board for
approval of furtherincreases in its
rates to recover increased costs
of operations andtoreflecta
current rate of return. While this
applicationis stillin process the
Board, on October 27,1977,
authorized aninterimincreasein
rates, effective November 1,
1977,to generate incremental
annual revenues of $12.1 million.
Essentially, this rate relief
maintainsthe 10.1% allowable
rate of return found appropriate
onJune 30, 1976 by allowing the
Company to recover increases in
the cost of doing business which
occurredduringits 1977 fiscal
year. The recovery of anticipated
increasesincostsin 1978 andthe
determination of a current rate of
return will be dealt with at a later
date, inthe Board's decision on
the main application.

Atthe beginning of the fiscal
year, the Company's
debentureholders approved deed
amendments easing restrictions
on its ability to issue additional
debentures. In September 1977,
the Company raised $70 million
through a 9.60% Sinking Fund
Debenture issue, the largest
singleissue it has ever placed.
The excellent institutional and
retail responses to thisissue
reflect well on the credit
worthiness of your Company.

ToMr. J. C.McCarthy, who
retired this year from the positions
of Vice-Chairman of the Board
and Director, we wish to express
our sincere appreciation for his
contribution to the Company and
theindustry. His 28-year career
with Consumers' has been
dedicated to the advancement of
the natural gas industry in
Canada and the success of your
Company today owes muchto
his efforts.

One of our present Directors,
Mr.D.B.Mansur,C.B.E.,is
retiring this year as aresult of the
Company'’s retirement policy. His
wise advice and counsel will be
missed and we are very grateful to
him for his long and distinguished
service.

Duringthe year Miss K. E.
Parkinson joined the Company
and was appointed Corporate
Secretary and Legal Officer.

The Directors wish to
acknowledge that this year of
accomplishment has been built
on the efforts, loyalty and
dedication of the Company's
employees. For their contribution,
we thank them.

On behalf of the Board:

J g

Chairman of the Board

DLl

Presidentand
Chief Executive Officer

November 14,1977.
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Operations

Gas supply and exploration
Recentevents indicate a
considerable improvement in the
outlook for a supply of natural gas
from the western provincesto
meet projected requirements well
into the 1980s. This improvement
can be attributed to additional gas
reserves resulting fromincreased
exploration activity in Western
Canada, the increasing ability to
produce economically reserves
previously considered too costly
todevelop, andadeclineinthe
rate of growth of Canadian
consumption.

The Federal Government
continues to index the price of gas
tothe price of oil atthe Toronto
City Gate and over the past year
implemented two price increases
under the provisions of the
Petroleum Administration Act. On
January 1, 1977 the City Gate
base price of natural gas was
increased by 10.0¢ per Mcf, a
furtherincrease of 17.5¢ per Mcf
occurredon August 1, 1977, and
an additional increase of 17.0¢
per Mct will be effective February
1,1978. These increases will
resultinaToronto City Gate base
price of approximately $1.85 per
Mcton February 1, 1978.

The utilization of underground

storage facilities continues to play
avery important role in our gas
supply operations. The availability
of these facilities and the
improved overall gas supply
situation enabled the Company to
make available to TransCanada
PipeLines Limited 10.5Bcfofgas
for export to the United States
when a fuel shortage was
experienced there last winter.
Equivalentvolumes were
redelivered by TransCanadato
the Company during the summer
months of 1977.

Tecumseh Gas Storage
Limited, jointly owned by
Consumers’ and Imperial Ol
Limited, stores gas for the
Company during off-peak periods
of demand for redelivery over the
following winter season. During
peak winter periods, almost 50%
ofsystem requirements are
obtained from storage.

Tecumseh recently obtained
approval fromthe Ontario Energy
Board for the installation of a
second 7/6cm(30”) gas
transmission line to connectthe
storage pools with the Union Gas
Dawn-Toronto transmission
facilities. This line, now under
construction, will provide a
substantial measure of security of
supply and the added capacity
willenable Tecumseh to meet
Consumers’ increasing demands
for winter peaking serviceinthe
future.

Company-owned smaller
underground storage facilities in
the Niagara Peninsula continue to
be expanded and additional
storage space s availableto the
Company under alongterm

agreement with Union Gas
Limited.

Consumers’ actively
supported Canadian Arctic Gas
Study Limited in its proposed
projectto constructa large
diameter pipeline for the
transportation of natural gas from
Alaska and the Mackenzie Delta
to marketsin Canadaandthe
United States. Such support was
given in the belief that the project
would provide frontier supplies to
Canadian markets in the most
timely and economical manner. In
adecisionissuedon July 4, 1977,
the National Energy Board denied
the Arctic Gas application and
granted conditional approval to
the competing Foothills-Yukon
application which soughtan
Alaska Highway pipeline route
through Canada to United States
markets. The decision made
provision for a possible pipeline
connection to the Mackenzie
Delta-Beaufort Sea reserves for a
gas supply to Canadian markets
when required to augment
conventional production from the
western provinces.

On September 8,1977 itwas
announced that negotiations
between the governments of
Canada and the United States
had resulted in an agreement for
the construction of the Foothills
pipeline. In general, the terms and
conditions for aconnection to the
Delta reserves were also
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One of Consumers’ construction crews is installing a new 50 cm (20”)
transmission line on the Humber River bridge in Toronto. This project,
one of the largest undertaken by Consumers’ personnel, was

completed in June of this year.



established by this agreement.
While these frontier sources are
being developed, the improved
supply position in Western
Canada does much to remove the
concern over gas supply for
present and future markets.

Duringthe year the
Company's explorationand
development drilling program
included participation in 85 wells
in Canada, 61 of whichwere
drilled on Consumers’
wholly-owned Lake Erie acreage,
19in Western Canada, four in
Southwestern Ontarioand onein
the Mackenzie Delta. Of these, 45
were completed as potential
commercial gas producing wells,
31beinginLakeErie, 11in
Western Canadaand 3in
Southwestern Ontario.

On September 30, 1977, the
Company agreedto sell its
proven and exploratory
properties in Western Canadato
Sundance Oil Company for a
cash payment of $20.1 million.
Thetransaction is subjecttothe
approval of the Canadian Foreign
Investment Review Agency.
Remaining landholdingsin
Canada, principally in Ontario,
now total 2,343,600 gross acres
or 1,555,300 net acres.

Duringthe 1977 drilling
season, a wholly-owned
subsidiary, Underwater Gas
Developers Limited, utilized its
three offshore drilling platforms
on Company-owned acreagein
Lake Erie. Contractland drilling
was undertaken for other parties
inthe States of New York, Ohio
and Pennsylvania.

The Company owns
1,268,000 shares (43%) of
Sogepet Limited which has
interests in exploration acreagein
the Hudson Bay Regionandinthe
States of New Yorkand
Pennsylvania.

The Company, througha
wholly owned subsidiary, St.
Lawrence Gas Company, Inc.,
and its subsidiary, St. Lawrence
Exploration Corporation,
participated with Sogepet and
othersin a 20-well development
drilling programin New York
State and a gas sales contract for
all wells is expected to be signed
shortly with production
commencing in December 1977.

Marketing

For the second consecutive year,
arecord number of new
residential heating customers
was connected to the system. Of
the 26,132 added customers,
22,079 resulted fromnew
residential construction and
4,053 from conversions from
other fuelsto gas. Natural gas
service forhome heating
continues to be installed in 85% to
90% of new homes constructed
inthe Company’s franchise
areas. These results clearly
demonstrate the continued
acceptance of natural gas by the
home building industry and the
ultimate home buyer.

Total gas sales volumes
amounted to 319 billion cubic
feet, an increase of 4% over last
year’s sales. Substantially colder
weatherin 1977, approximately
8% colderthan last year,
accounted to a large extent for
thisincrease. Therate of increase
involumes of gas sold, when

adjusted to normal weather
conditions, shows a decline from
historical growthtrendsin all
market sectors and can be
attributed to the economic
slowdown and conservation
efforts by individual customers.

The announced intention of the
Federal Governmentto raise the
price of gas at the Toronto City
Gate to the equivalent of 100% of
the cost of crude oil at the refinery
gate, could adversely affect
demand for gas inthe more
price-sensitive industrial markets,
where alternate fuel burning
capabilities exist. This pricing
policy is inconsistent with the
need to develop markets for gas
in Eastern Canadain order to
reduce the Country’s
dependence on costly imported
oil and its adverse balance of
payments consequences. The
Company therefore continues to
urge representatives of the
Government to recognize, inthe
commaodity value indexing
program of the price of gas to oil,
the flexibility in pricing whichis
available to heavy oil suppliers.
Any material loss of industrial gas
sales to price-based competition
would place an extraburden on
the remaining residential and
commercial customers of agas
distribution utility such as
Consumers’.

In the belief that maximum
effort should be made to reduce
unnecessary consumption of all
forms of energy, the Company
co-operates with governmentsin
national and provincial energy
conservation programs and
provides conservation consulting



servicesin all market segments.
To September 30, 1977, 14,500
customers had taken advantage
ofthe Company’s ceiling
insulation program.

The Company'’s appliance
merchandising program, which
operates in conjunction with the
residential marketing of gas,
again achieved arecord year with
sales of $7.2 million as compared
to $6.4 million last year.

Operations

At September 30, 1977, the total
number of customers served by
the Company had increased to
approximately 535,000. Thisisa
netincrease of 23,000 or 4.5%
over September 30, 1976. The
connection of new customers
during the year involving the
installation of mains, meters,
services and other equipment
required capital expenditures of
$23 million. An additional $11
million was expended on
alterations and replacements to
the systemto ensure continuity
and reliability of service and to
accommodate general municipal
improvements. In additionto
these capital expenditures, the
Company invested in exploration
activity, gas equipment for rental
to customers and other general
plant. Total capital expenditures
in 1977 amounted to $60 million
and itis anticipated that $65
million will be spentin 1978. Inthe
interest of cost control, the
Company continues to examine
construction methods, new
materials and improved
construction technigues to offset
as much as possible the effects of

inflationary costincreases.
Total operating and
maintenance costsin 1977
amounted to $52 million. These
costs include the cost of
customer service, engineering,
planning, billing, collection,
accounting, computer
operations, marketing,
purchasing, research, personnel
and general administration.

Regulation

The prices which the Company
may charge its customersin
Ontario for the supply of natural
gas andrelated services are
regulated by the Ontario Energy
Board. The Board examinesin
detail the cost of providing
service, which includes the cost
of capital, and the mannerin
which the Company may recover
these costs through rate
schedules.

On October 1, 1976, the
Company was permitted to
implement, on an interim basis,
rates designed to generate
revenuein an amount approved
by the Board on June 30, 1976.
These rates were structured to
recover the cost of providing
serviceto customers basedona
1976 fiscal year test period and to
generate the 10.1% return found
reasonable by the Board at that
time. Inan Order dated June 8,
1977 ,the Board approved the
rate design and confirmedthe
appropriateness of its October 1st
implementation.

Higher rates in effectin fiscal
1977 contributed significantly to
the Company’s earnings growth.
However, increases in the cost of
providing service and the rising
cost of capitalimpeded the

Company's ability to achieve the
maximum allowable rate of
return.

In order that increases in costs
since 1976 might be recognized
inratestobe chargedin 1978and
to permita more current
allowable rate of returnto be
established, the Company
appliedtothe Board on May 16,
1977 for permission to further
increase its rates. A public
hearing of this application
commencedon June 23,1977
and, pending a final decision, the
Company requested approval to
implement revised rates, onan
interim basis, at the beginning of
its 1978 fiscal year. In response to
this request the Board, on
October 27,1977, authorized an
iIncrease in rates, effective
November 1,1977,to generate
incremental annual revenues of
$12.1 million. Essentially, this rate
relief maintainsthe 10.1%
allowable rate of return and
compensates the Company for
increases inthe cost of doing
business which occurred during
its 1977 fiscal year. The recovery
of anticipated increases in costs
in 1978 and the determination of a
current rate of return will be dealt
with at alater date, inthe Board’s
decision on the main application.

During the year the Company
experienced two substantial
increases inthe cost of
purchased gas and expeditious
approval by the Ontario Energy
Board enabled itto recover these
increases fromits customers. A
suitable delay inthe
implementation of the revised rate



structure allows customers to
receive the benefit of the lower
cost of gas held in underground
storage, purchased at rates
prevailing prior toincreases in gas
costs.

Other regulatory activity in
1977 involved Société Gazifere
de Hull, Inc., which received
approval from the Quebec
Electricity and Gas Board to
implement, effective June 10,
1977, revised rates designedto
earnthe requested 11.6% rate of
return.

Other activities

In a period of rapidly rising energy
costs, itis essential that the
industry concern itself with the
design and production of more
efficient gas burning equipment.
Tothis end the Company
participates in research and
development programs
conducted atanumber of leading
research establishments,
including The Canadian Gas
Research Institute, The Ontario
Research Foundation and the
Institute of Gas Technology in
Chicago. Consumers'isalsoan
active participantin the American
Gas Association's “‘Space
Heating Efficiency Improvement
Program', sponsored by 60
North American utilities, the
objectives of which aretoimprove
furnace efficiency, encourage the
development of new appliances
and provide a co-ordinated
industry voice before
governmental authorities.
Alternative sources of energy

continue to be studied with
emphasis being placed onthe
technical evaluation and
economic feasibility of
solar-assisted natural gas
systems.

Consumers’ offers worldwide
consulting services. During the
past year, Consumers’ undertook
aproject for Sonelgaz, an
Algerian gas and electric power
supplier. The contract, which will
extend into the coming year,
covers all aspects of the use of
plastic pipe for gasdistributionin
Algeria. A consulting assignment
was also completed for the South
Australian Gas Company in
Adelaide, Australiainvolving gas
distribution network analysis and
design utilizing an internationally
accepted computer program
developed by the Company.

Personnel

The success of the Company’s
operations depends on the
continued dedication and
performance of its 2,696
employees. Consumers'
therefore endeavours to provide
its staff with secure employment,
just compensationand an
opportunity for advancementin
an environment which
recognizes the dignity ofthe
individual. Further, programs
have been designed to identify
positions which are essential to
the conduct of the Company’s
business andto ensure that a pool
of qualified personnel is available
atalltimestofillthem. Training
programs, an education aid
programand career counselling
are provided by the Company to
develop qualified managers for
the future.

During the past year the
Company negotiated, within
Anti-Inflation Board guidelines,
collective agreements with five of
its six union locals. Of these, one
will expirein November 1977 and
is currently being renegotiated
and four will expirein 1978. An
agreement with Local 161 ofthe
International Chemical Workers’
Union expired on September 7,
1977. However, effective
September 30, 1977, the 660
operating employees who had
been represented by Local 161
I.C.W.U. are now represented by
the Independent Gas Workers'
Union. The new affiliation chosen
by this employee group has been
certified as its bargaining agent by
the Ontario Labour Relations
Board and contract negotiations
are Now in progress.

Home Oil Company Limited
Consumers’ investmentin Home
Qil Company Limited provides a
valuable medium for participation
inthe growth of Canada’s natural
resource industry.

Home, which has been
effectively controlled by
Consumers'since 1971, isa
Canadian oil and gas exploration
and production Company with
headquarters in Calgary, Alberta.
lts major exploration and
production properties are located
in Alberta, with production also
being obtained from properties
located in British Columbia,
Saskatchewan and various states
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The number of customers served by the Company at the end of
September 1977 was over 534,000.

New construction and conversions from other fuels to natural gas
continue to add residential customers to the system. (above left) A
service line is being Installed into a house formerly heated by oil.
Industrial customers accounted for over 45% of the volume of gas sold
in 1977. (above right) Natural gas has many industrial applications, one
of which is the manufacture of pipe at The Steel Company of Canada,
Limited, Page Hersey Works in Welland, Ontaro.




(top) The Company merchandises appliances at retall outiets located
throughout its franchise areas. The merchandise outlet above is located
at Consumers' Victorla Park Centre in Toronto.

(bottom) Customer contact and communication are essential to the
successful operation of our business. Customer information, which s
readily retrieved from a central computer and displayed on terminals
such as those illustrated above, enables our employees to respond
promptly and efficiently to customers’ enquiries.

11



within the United States. Home is
also active in the Northwest
Territories, the Arctic Islands and
offshore Newfoundland, the
United Kingdom and Dutch
sectors of the North Sea, Thailand
and other foreign areas.

In addition to its exploration
and production activities, Home is
engaged in the transportation of
crude oil, natural gas and natural
gasliquidsandinthe
underground storage and
marketing of liquefied petroleum
gas. Other major corporate
assetsinclude 1,046,500
common shares of TransCanada
PipeLines Limited, substantial
undeveloped coal propertiesin
Southwestern Albertaand
Southeastern British Columbia,
andtherighttoacquirea5%%
interestin Panarctic Oils Ltd. over
the nextthree years for an
aggregate consideration of $30.5
million.

Home recently announcedits
results for the nine-month period
ended September 30, 1977 in
which net earnings after
extraordinary items amountedto
$27,761,000 or $3.39 per share
ascomparedto $21,310,000 or
$2.61 pershare forthe
comparable periodin 1976.
Gross revenues increased by
11% to0 $99,177,000 during this
period primarily as a result of
crude oil and natural gas price

12

increases. Home reported that
the net flow of funds from
operations for the nine-month
period was $62,595,000, an
increase of 42% over the
$44,099,000 reportedinthe
same period last year.

Home has announced that,
primarily as aresultof an
expanded exploration programin
Western Canada, its capital
expenditure program willamount
to $94 millioninits 1977 fiscal
year, anincrease of $38 million
over the amount expended in
1976. Avery active land
acquisition and exploration
program s being undertaken
within the Foothills and Deep
Basin areas of Alberta.

On October 18,1977 Home
announced thatitintended to
make a cash offer to purchase all
of the outstanding shares of
Bridger Petroleum Corporation
Ltd. at $12.00 (Canadian) per
share. The offer will be conditional
upon a minimum number of
shares being tendered and Home
will have the rightto terminate the
offerifthisis not met.

An overview of Home’s
financial and operating results for
its five fiscal years ended
December 31, 1976 appearson
the facing page of this Report.
Also appearingonthis pageisa
table showing selected
information on the Company's
investmentin Home covering
Consumers’ six fiscal years
ended September 30, 1977.

Copies of the latest Annual
Report of Home Oil Company
Limited may be obtained by
writing to: The Secretary, The
Consumers' Gas Company.

This workoverrig, which is under contractto
Home Oil, is increasing the capacity of awellin
the Swan Hills area located approximately 240
kilometers northwest of Edmonton, Alberta.



TABLE1.HOME OIL COMPANY LIMITED FIVE YEAR REVIEW

Fiscal years ending December 31 1976 1975 1974 1973 1972
Earnings
Gross Revenue $121,393,000 $109,579,000 $ 79,520,000 $ 56,014,000 § 39,933,000
Net Earnings (Before Extraordinary ltems) $ 30,436,000 $ 26,545,000 $ 17,418,000 $ 14,512,000 § 7,090,000

PerShare $ 373 § 326 § 214 § 190 §% .96
Extraordinary ltems $ — $ (963,000) $ (3,902,0000 $ (295000) $ 2,198,000

Per Share $ - 8 (12) $ (.48) § (.04) § .30
Balance sheet
Working Capital (Deficiency) $ 53,470,000 $ 33,721,000 $(16,884,000) $ (2,736,000) & 4,626,000
Property, Plant and Equipment—Net $318,055,000 $289,185,000 $284,389,000 $174,262,000 $167,436,000
Long Term Debt (Less Current Maturities) $ 85,111,000 §$ 72,600,000 $ 68,119,000 $ 32,466,000 $ 66,897,000
Deferred Income Taxes $ 57,192,000 $ 49,918,000 $ 47,858,000 $ 31,974,000 & 28,320,000
Capital Stock $134,310,000 $133,897,000 $133,632,000 $133,573,000 $104,506,000
Retained Earnings $110,447,000 $ 85,115,000 $ 63,611,000 $ 54,167,000 $ 43,825,000
Exploration and development
Exploration Expenditures $ 36,486,000 $ 20,199,000 $ 31,445000 $ 17,720,000 $ 10,272,000
Development Expenditures $ 17,319,000 $ 9,885,000 $ 3745000 § 3,478,000 % 5,254,000
Gross Exploration Acreage 36,264,000 33,850,000 43,247,000 27,651,000 21,618,000
Net Exploration Acreage 7,451,000 7,976,000 11,797,000 7,340,000 5,797,000
Drilling activity
Gross Working Interest Wells Drilled 134 92 107 72 32
Net Oil Wells 5 1 4 4 2
Net Gas Wells 20 8 9 2 1
Net Dry Wells 19 15 25 17 7
(Excludes wells drilled by others under farmout agreements)
Provendevelopedreserves
Crude Oil and Natural Gas Liquids—barrels 140,816,000 152,725,000 166,593,000 155,701,000 167,967,000
Natural Gas—thousand cubic feet 758,578,000 782,570,000 810,822,000 726,228,000 807,701,000
Sulphur—longtons 1,302,700 1,786,400 2,154,300 1,662,900 1,712,700
Production and operations
Crude Oil and Natural Gas Liquids Production

—barrels per day 34,959 39,656 37,803 36,030 29,385
Natural Gas Sales—thousand cubic feet per day 119,165 125,174 119,523 121,495 115,162
Sulphur Sales—longtons 47,211 35,801 54,886 48,884 48,531
TABLE2. CONSUMERS’ INVESTMENT IN HOME OIL COMPANY LIMITED — SELECTED INFORMATION
Fiscal years ending September 30 1977 1976 1975 1974 1973 1972
Number of Home shares held

Class Anon-voting 826,484 514,084 389,084 389,084 389,084 389,084

Class Bvoting 1,276,788 1,276,788 1,276,788 1,276,788 1,276,788 1,276,788

Class A non-voting obtainable through

purchase warrants held 109,965 109,965 109,965 109,965

Percent of Class B voting Shares held 49.6 49.6 49.6 49.6 49.6 49.6
Percent participation in equity and earnings 25 22 20 20 20 22
Equity in earnings of Home before

extraordinary items $ 8,195,000 $ 5,614,000 $ 4,580,000 $ 3,335,000 $ 2,382,000 § 915,000
Equity in underlying net assets of Home $69,920,000 $52,813,000 $43,863,000 $40,568,000 $38,488,000 $34,813,000
Costto Consumers' ofitsinterestin Home $77,901,000 $68,107,000 $64,641,000 $64,603,000 $60,692,000 $43,316,000
Dividends received from holdings in Home $ 1,400,000 $ 750,000 $ 833,000 $ 833,000 $ 833,000 $ 663,000

Table 1. This information has been reproduced from the 1976 Annual Report of Home Qil Company Limited.
Table 2. This data has been provided for Consumers' and its consolidated subsidiary, Cygnus Corporation Limited. Where appropriate an elimination
has been made for the minarity interestin Cygnus. Following the 1977 year end the Company purchased 525,000 Class Ashares atacostof $21.6

million thereby increasing its participation in the equity and earnings of Home to 31.6%.
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Financial

Review

Income before extraordinary items
amounted to $44,704,000in 1977, an
increase of $7,423,000 or 20% over
1976. The corresponding earnings per
shareincreased from $1.68in 197610
$2.03 thisyear.

Several factors have combinedto
produce this income improvement.
The higher rates introduced on
October 1, 1976 provided the
Company with the revenue found
appropriate by the Ontario Energy
Board inits Reasons for Decision
issued on June 30, 1976. This decision
permitted the Company to increase its
gross revenue on an annual basis by
approximately $18 million, to offset
increasesincostsin 1976andto
provide the Company withan

allowablerate of return of 10.1%.
Approximately $8 million of this
amount was received inthe 1976 fiscal
year as aresult ofinterim rate relief
granted by the Board prior toits June
30th decision. The incremental
revenue flowing from this decision in
1977 therefore amounted to
approximately $10 million.

Other factors contributing to
earnings growthin 1977 werethe
colder than normal weather and an
increase inthe Company’s equity in
the earnings of Home which rose from
$5.6 millionin 1976 to $8.2 millionin
1977. Ofthe $2.6 million increase,
$2.1 million can be attributed to growth
inHome’s earnings and $0.5 million to
the additional 312,400 Class A shares
of Home acquired by Consumers'
during the 1977 fiscal year. These
additional shares increased
Consumers' participation in the equity
and earnings of Home from21.8% to
25.2%. Following the year end the
Company purchased, 525,000 Class
Asharesthereby increasingits
participationto 31.6%.

Source of Revenue
(1977)

Industrial gas sales 37.1%

Commercial gas sales 30.3%

Residential gas sales 27.2%

Other income 5.4%
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Gas sales revenueincreased by
$129 million or 26% over last year, with
total sales reaching $627 million.
However, as has beenthe casein
recent years, the majority of this
increase amounting to $104 million,
can be attributed to the recovery of
increased gas costsin 1977.

Anumber of extraordinary items are
reflected in the statement of income for
1977, the net effect of which has been
to reduce the basic earnings per
common share from $2.03t0 $1.67.
Two of the items, namely the sale of
60,000 shares of Community Antenna
Television Ltd. which provided a net
extraordinary gain of $2.2 million and
the sale of the Company's investment
in 700,000 common shares of Union
Gas Limited which created a net loss of
$6.5 million, were arranged in order
that the funds committed to these
investments could be redirected into
areas more relevant and profitable to
the Company. A net extraordinary loss
amounting to $4.0 million resulted
fromthe abandonment of the
Canadian Arctic Gas Study Limited
project. The circumstances
surrounding this loss are described on
page 5 of this Report.

In recognition of Consumers’ desire
to pursue its investment in the natural

Distribution of Revenue
(1977)
Gas costs 72.4%

Operation and maintenance costs 7.9%

Interest expense 5.9%

Depreciation and depletion 3.0%

Dividends 3.8%

Net income reinvested in business 1.8%

Income taxes 2.4%

Other expenses 2.8%




resource industry through its
investmentin Home, the Company has
agreed to sell its western Canadian
resource holdings to Sundance Oil
Company for a cash consideration of
$20.1 million. Propertiesin
Southwestern Ontario and the States
of New York and Pennsylvania are,
however, being retained. The
agreement of sale, enteredintoon
September 30, 1977, is subjectto
approval under the provisions of the
Foreign Investment Review Act
(Canada). Under the full cost method
of accounting for oiland gas
operations, the Company combines,
asan areaof interest, the cost of its
resource holdings in Western Canada
with exploration expenditures made in
the Mackenzie Delta through the Delta
5Group. The sale to Sundance, if
approved, will remove reserves now
supporting the combined area of
interest and cause a write-off of
non-productive Delta costs. The
resulting net extracrdinary gain of
approximately $3.2 million (15.4¢ per
share) would therefore be recordedin

Assets ($millions)

19761977

the 1978 fiscal year.

Under its gas purchase contracts
with TransCanada, the Company was
obliged to take and/or pay for certain
annual minimumvolumes of gasinits
1976 contractyear. Toavoida
potential penalty thereunder, the
Company entered into an agreement
with OntarioHydrotoselltoit,ona
deferred payment basis, additional
volumes of gas sufficient to enable the
Company to fulfill its minimum gas
purchase requirements. The deferred
account receivable resulting from this
agreement, amounting to
approximately $22 million at
September 30, 1976, wasincluded on
the consolidated balance sheet under
mortgages and non-current
receivables. In the first month of the
1977 fiscal year, additional deliveries
toHydro increased the deferred
receivableto $30 million. At
September 30, 1977, $22 million,
being due within twelve months, is
recorded as a current asset under
accounts receivable and $8 million, to
bereceivedinfiscal 1979, is recorded

638

Cashflow ($millions)

1974(1975(1976 1977

under mortgages and non-current
receivables. In addition to amounts
due from Ontario Hydro, theincrease
inaccounts receivable reflects the
higher cost of gas which has been
passed on to customersin rates.

At meetings held on December 15,
1976and January 11,1977, the
Company's debentureholders
approved certain amendmentsto the
trustindentures under which
debentures were issued. The principal
amendment reduced the new issue
interest coverage testfrom2'2t0 2
times, thusimproving the Company’s
ability toissue long term debt. For this
concession, the Company agreed to
increase the interest rate on
outstanding debentures by 2 of 1%.
The reduction intheinterest coverage
testto alevel more in keeping with
current market practice will assist the
Company tofinance its required
capital expenditure programinthe
foreseeable future.

An additional $70 million was
obtained during the year through a
publicfinancing in the form of 2 9.60%
Sinking Fund Debenture issue dated
September 29, 1977. Thisfinancing
reduced the Company's short term
indebtedness which resulted from
capital expenditures andincreasesin
the cost of gasin storage, accounts
receivable and other assets.
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CONSOLIDATED BALANCE SHEET
The Consumers’ Gas Company

September 30
(Expressed in Thousands) 1977 1976
Assets
Current Assets
Cash and deposits $ 5,489 $ 2334
Accounts receivable 71,685 36,442
Income taxes recoverable — 5143
Materials and supplies at the lower of cost and replacement cost 6,086 6,694
Gas stored underground at cost 96,116 76,185
Prepaid expenses 2,456 2,284
181,832 129,082
Investments :
Home Qil Company Limited (note 3) 73,520 56,413
Tecumseh Gas Storage Limited and other companies 9,708 9,617
Other investments at cost (note 3) 954 13,365
84,182 79,395
Property, Plantand Equipment (note 4) 746,922 694,950
Accumulated depreciation and depletion 127,453 113125
619,469 581,825
Other Assets and Deferred Charges
Mortgages and non-current receivables 16,791 30,573
Property held for resale and other assets at cost 2,155 2,390
Investment in Gas Arctic — Northwest Project Study Group (note 5) — 5,677
Deferred gas costs (note 6) 5,696 6,264
Unamortized debt discount and expense 4,543 3,379
Other deferred charges 431 2,057
29,616 50,340
$915,099 $840,642
Approved by the Board:

D. B. Mansur, Director
G. E. Jackson, Director
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September 30

(Expressedin Thousands) 1977 1976
Liabilities
Current Liabilities
Bank borrowings $ 13,513 $ 7,693
Notes payable 51,322 40,000
Accounts payable and accrued 63,484 53,811
Accrued interest on long term debt 7,275 7,237
Taxes payable 4182 1,361
Dividends payable October 1 6,289 5,816
Funded debt payable within one year 13,004 3,874
159,069 119,792
Long Term Debt(note 7)
Funded debt 425,295 373,578
Other 6,350 36,727
431,645 410,305
Deferred lncq_me Taxes 28,253 28,935
Minority Interestin Subsidiary me pany 1,479 1,285
Shareholders’ Equity
Capital stock
Preference shares (note 8) 37,422 35,119
Common shares (note 9)
Authorized — 75,000,000 shares without par value
Issued — 20,652,710 shares (1976 — 20,643,544 shares) 125,280 125,164
Contributed surplus 3,745 3,633
Appraisal adjustment 13,489 14,179
Reivesfeaeatmiigss « 0 0 G 114,717 102,220
294,653 280,315
$915,099 $840,642
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CONSOLIDATED STATEMENT OF INCOME
The Consumers’ Gas Company

Years ended September 30

(Expressedin Thousands) 1977 1976
Revenue
Gassales $626,676 $498,041
Other Vo 23,146 24,725
8 . 649,822 522,766
Costand expenses
Gas costs 479,646 375,242
Operation and maintenance 52,362 45,904
Depreciation and depletion 19,908 18,191
Municipal and other taxes 7,821 6,583
Interest and amortization—long term debt 35,620 31,109
Other interest 3,733 3217
599,090 480,246
50,732 42,520
Equity in earnings before extraordinary items
Home Oil Company Limited 8,195 5,614
Tecumseh Gas Storage Limited and other companies 1 ,628 1,286
Income before income taxes and extraordinary items 60,555 49,420
Income taxes
Current 11,593 4,585
Deferred 4258 5 7,554
15,851 12,139
Income before extraordinary items 44,704 37,281
Extraordinary items (note 10) (7,379) 147
Netincome for the year available for dividends and reinvestment in the business 37,325 37.428
Dividends
Preference shares 2,832 2,626
Common shares 22,298 20,643
25,130 23,269
Net income reinvested in the business : $ 12,195 $ 14,159
Basic earnings per common share (note 11)
Income before extraordinary items $ 203 $ 168
Netincome R T $ 169
Fully diluted earnings per common share (note 11)
Income before extraordinary items s 0 e .64
Netincome § 163 § 165
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CONSOLIDATED STATEMENT OF REINVESTED EARNINGS
The Consumers’ Gas Company

Years ended September 30
(Expressedin Thousands) 1977 1976
Balance at beginning of year
As previously reported $ 97,075 $ 82,793
Adjustment of prior years' income (note 2) 5,145 4,953
As restated 102,220 87,746
Netincome reinvested in the business 12,195 14,159
Appraisal adjustment transfer 302 15
Balance atend of year $114,717 $102,220

CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION

The Consumers’ Gas Company

Yearé ended September 30

(Expressedin Thousands) 1977 1976
Source of Working Capital
Cash flow from operations $ 63,830 $ 58,565
Issue of long term debt 70,000 80,000
Issue of preference and common shares 2,772 —_
Sale of investment in shares of other companies 9,357 1,563
Reduction (investment) in mortgages and non-current receivables and other
assets, net 14,017 (21,240)
159,976 118,888
Use of Working Capital
Net additions to property, plant and equipment 56,888 53,886
Investment in shares of Home Oil Company Limited 9,748 3,441
Investment in Gas Arctic — Northwest Project Study Group 2,375 1,989
Reductions in non-current portion of long term debt 48,660 11,036
Dividends on preference and common shares 25,130 23,269
Other items 3,702 « 113
146,503 95,734
Increase in Working Capital Position $ 13,473 $ 23,154
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

The Consumers’ Gas Company

Note 1 Summary of Accounting Policies
The accounting policies and practices used by the company and its subsidiaries to record the results of their utility
operations are subject to the jurisdiction of various regulatory bodies.

Principles of Consolidation
The consolidated financial statements include the accounts of all subsidiary companies since dates of acquisition. The
major operating subsidiary companies are; Consumers' Realty Limited, Cygnus Corporation Limited, Niagara Gas
Transmission Limited, St. Lawrence Gas Company, Inc., Shorgas Limited, Sociéte Gazifere de Hull, Inc., and Underwater
Gas Developers Limited.
The company and its consolidated subsidiaries follow the equity method of accounting for their investments in the following
companies:

(a) Home Qil Company Limited (note 3)

(b) Tecumseh Gas Storage Limited and other companies 50% owned, and

(c) to date of sale in 1977, Community Antenna Television Ltd. in which Cygnus had an interest of 37% (note 10).
Dividends received on investments for which the company follows the equity method of accounting amounted to
$2,129,000 in 1977 and $1,415,000 in 1976.
Since 1973 the excess cost of investments in shares of companies acquired, over the values attributable to their net
tangible assets at dates of acquisition, has been insignificant and charged directly to earnings. Prior to 1974 such excess
cost was written off and charged to reinvested earnings.

Property, Plant and Equipment
Property, plant and equipment is stated at cost except for gas utility plant and equipment acquired by the company prior to
1956 which, at September 30, 1977, is stated at an appraised value of $42,672,000. The appraisal increment is shown in
shareholders' equity as appraisal adjustment and is being transferred to reinvested earnings over the remaining service life
of such assets.
In accordance with the recommendations contained in studies by Stone & Webster Canada Limited, depreciation is
calculated on the straight line service life basis using the recorded values of depreciable properties. The major component
of utility plant, distribution pipelines, is depreciated at the rate of 1.6% and appropriate rates are used for other items of
plant. These rates, when applied to the related plant accounts, are equivalent to a composite rate on all depreciable assets
of approximately 3.0% (2.9% for 1976).
The companies follow the full cost method of accounting for gas and oil exploration and development operations whereby
all costs of exploring for and developing gas and oil reserves are capitalized as part of property, plant and equipment. Such
costs include land acquisition costs, geological and geophysical expenses, carrying charges on non-producing property,
costs of drilling both productive and non-productive wells and overhead expenses related to exploration activities. These
costs are depleted using the unit of production method based upon estimated recoverable reserves.
The companies include in plant the cost to the companies of funds used for the purpose of construction and the applicable
overhead costs attributed to construction. Interest capitalized was $200,000 in 1977 and $219,000 in 1976 and overhead
capitalized was $4,170,000 in 1977 and $3,673,000 in 1976.

Unamortized Debt Discount and Expense
The companies defer the costs incurred on debt issues and charge them against income over the life of each issue. Gains
realized on funded debt purchased for sinking fund purposes are applied against the unamortized debt discount and
expense related to each issue. When the deferred costs related to each issue are eliminated gains on purchases for sinking
funds are included in income. Amounts so included were $387,000 in 1977 and $988,000 in 1976.
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Income Taxes
The companies record income taxes on a tax allocation basis except in regulated gas utility operations when rate and
revenue structures are designed and approved not to recover deferred taxes in current revenues. Such deferred taxes not
recovered in revenues and therefore not recorded in the accounts amounted to $7,800,000 for 1977 ($7,600,000 for 1976)
and to an accumulated amount of $106,700,000 at September 30, 1977.

Note 2 Adjustment of Prior Years’ Income

The company has received income tax reassessments, the effect of which is to reduce income and capital taxes payable in
the years 1971 to 1976. Reinvested earnings at September 30, 1976 previously reported as $97,075,000 has been restated
to show a retroactive credit of $5,145,000 representing the cumulative amount by which income and capital taxes have
been reduced. Of the $5,145,000, $192,000 is applicable to 1976 and has been reflected in the restatement of the financial
statements for that year. The remaining $4,953,000 is applicable to prior years and has been credited to reinvested
earnings at September 30, 1975.

Note 3 Investments
The investment in Home Qil Company Limited is comprised of the following:

(Expressed in Thousands) ER 1976
Shares $69,920 $52,813
Class A share purchase warrants at cost 3,600 3,600

$73,520 $56,413

The company and its 96.3% owned subsidiary Cygnus Corporation Limited own 826,484 Class A shares (514,084 at
September 30, 1976) and 1,276,788 Class B voting shares of Home. Through these holdings, the company controls 49.6%
of Home's voting shares and participates in approximately 25.2% (21.8% at September 30, 1976) of Home'’s equity and
earnings. Acquisition of shares subseguent to September 30, 1977 is described in note 15.

The Class A share purchase warrants are exercisable on or before April 30, 1980 as follows: 76,975 shares at $14.55 U.S.
per share and 32,990 shares at $17.66 U.S. per share.

Other investments include for 1977 and 1976 an investment in Sogepet Limited; and for 1976 700,000 shares of Union Gas
Limited at a cost of $12,846,000 which were sold in 1977.

Note 4 Property, Plant and Equipment
The following is a summary of the property, plant and equipment and related accumulated depreciation and depletion:

(Expressed in Thousands)

1977 1976
Accumulated Accumulated
Depreciation Depreciation
and and

Asset  Depletion

Asset Depletion

Gas utility plant including distribution, transmission and
underground storage facilities, land, structures, pipelines,
permissions, equipment, etc.

Natural resource properties including wells, gathering lines and
exploration and development costs

Drilling and related equipment

Other

$676,240 $118,197

59,706 4,704
7,984 4,356
2,992 196

$638,226 $105,461

48,023 3,517
8,243 4,095
458 52

$746,922 $127,453

$694,950 $113,125
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Note 5 Investment in Gas Arctic — Northwest Project Study Group

The company, as a member of the Gas Arctic-Northwest Project Study Group, participated in an extensive study of the
feasibility of transporting natural gas from the north slope of Alaska and the Mackenzie River Delta region of Northern
Canada to Canadian and United States markets. Pipeline companies incorporated by Gas Arctic filed applications with
regulatory authorities in Canada and the United States for authority to construct such a pipeline.

In 1977, the National Energy. Board denied Gas Arctic permission to construct its proposed pipeline and recommended that
a competing pipeline proposal be approved, subject to satisfying certain conditions.

Consequently the investment in Gas Arctic has been written off and charged against earnings as an extraordinary item in
1977 (note 10).

Note 6 Deferred Gas Costs

During 1972 and 1973, the company paid TransCanada Pipelines Limited an additional $7,263,000 on certain volumes of
gas delivered in that period to enable it to finance the construction of additional pipeline facilities necessary to deliver the
gas volumes required by the company. In accordance with Accounting Orders made by the Ontario Energy Board, this
amount was deferred in the company's accounts and is being amortized over a period of ten years commencing October 1,
1974.

Note 7 Long Term Debt
Amount Outstanding
Funded debt (Expressed in Thousands) Maturity 1977 1976
The Consumers’ Gas Company
First Mortgage Sinking Fund Bonds
5% Series B 1978 $ 10,000 $ 10,000
5%% SeriesC 1983 13,448 14,086
4.85% Series D (U.S. $11,100,000; $11,550,000 in 1976) 1985 11,916 12,399
8 %%  SeriesE 1993 58,227 59,160
8% Series F (U.S. $14,778,000; $15,000,000 in 1976) 1993 14,510 14,728
8 %% SeriesG 1994 19,715 20,000
9 %% SeriesH 1995 30,000 30,000
11 %% Series | 1994 15,000 15,000
11 %% Series J 1996 20,250 20,250
10 %% Series K 1996 50,000 50,000
Sinking Fund Debentures
5 %% 1977 — 2,400
7% 1979 4,689 5,073
6 2% 1981 7,263 7,818
6% 1982 5,943 6,396
6 %% 1984 7,072 7,534
6 %% 1985 14,514 15,079
8 %% 1991 45,543 46,600
8 2% 1992 30,071 30,683
9.60% 1997 70,000 —
Convertible Sinking Fund Debentures
6% (convertible into commen shares at $21.922 per share). 1989 TETTa 7,777
St. Lawrence Gas Company, Inc.
First Mortgage Sinking Fund Bonds
5%% (U.S. $2,208,000; $2,280,000 in 1976) 1988 2,361 2,469
438,299 377,452
Less payable within one year included in current liabilities 13,004 3,874
$425,295 $373,578
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Following debentureholders meetings held in December, 1976 and January, 1977 the indentures under which the
debentures are outstanding were amended easing restrictions on the ability to issue additional debentures and increasing
effective January 15, 1977 by %2 of 1% the interest rates payable on all debentures outstanding at that date except the
$2,400,000 principal amount of 5 %% debentures that matured February 1, 1977.

The outstanding principal amounts of funded debt payable in U.S. funds are expressed as the equivalents in Canadian
funds at their respective dates of issue.

The aggregate principal of funded debt maturities and sinking fund requirements amount to approximately $8,955,000in
1979and $17,632,000in 1980.

Other (Expressed in Thousands) 1977 1976
Promissory notes maturing in 1977 and 1978 $ - $30,000
Promissory note of subsidiary company maturing in 1979 2,500 2,500
Term bank loans of subsidiary company maturing at various dates up to 1979 2,450 3,700
Mortgages payable and sundry indebtedness maturing at various dates up to 1995 1,400 527

$6,350 $36,727

Note 8 Preference Shares

Authorized
Group 1 — 147,689 shares of $100 each, issuable in series
Group 2 — 5,996,000 shares of $25 each, issuable in series
Group 3 — 7,999,650 shares of $20 each, issuable in series

Outstanding 1977 1976
Group 1 Shares Amount Shares Amount
5%% cumulative Series A, redeemable at a premium of 1% 41,865 § 4,186,500 42362 $ 4,236,200
5%% cumulative Series B, redeemable at a premium reducing
from 2% to 1% 81,849 8,184,900 84,886 8,488,600
5%  cumulative Series C, redeemable at a premium reducing
from 3% to 1% 23,975 2,397,500 23,975 2,397,500
Group 2
9%% cumulative, First Series, convertible into common shares
at $12.50 per share, redeemable at par 106,400 2,660,000 — —
Group 3

9%  cumulative, First Series, convertible into common shares
at $15.00 per share, redeemable at varying premiums
reducing from $1.40 999,650 19,993,000 999,850 19,997,000

$37,421,900 $35,119,300

A retirement fund for the purchase of each series of Group 1 preference shares is required to be maintained in the amounts
of $100,000 for the Series A shares, $200,000 for the Series B shares, and $60,000 for the Series C shares. These funds
are required to be augmented on January 2 of each year by the amounts necessary to re-establish them at the original
amounts to the extent that this obligation has not been satisfied by purchase of preference shares for cancellation in prior
years. At September 30, 1977 no balance remained in the retirement funds as they had been fully used to purchase
preference shares for cancellation.

A retirement fund for the purchase of Group 3 preference shares will begin operating in 1980.

During the year 497 Series A and 3037 Series B preference shares having an aggregate par value of $353,400 were
purchased for cancellation for $241,800. The amount of $111,600 by which the par value exceeded the purchase price is
included in contributed surplus.

Pursuant to the terms of an Executive Stock Purchase Plan established on November 10, 1976 the company loaned funds
at an interest rate of 10%% per annum for the purchase by a trustee of 110,400 9%% cumulative redeemable convertible

23



preference shares Group 2, First Series to be held by or for the benefit of certain executives. The shares were held by the

trustee as collateral security for repayment of the loans which aggregated $2,760,000. All such loans have been repaid in
full and the shares released by the trustee.

Note 9 Common Shares

During the year 900 shares were issued for cash under the Restricted Stock Option Plan and 8,266 shares were issued on
conversion of $104,000 of convertible preference shares.

354,758 common shares are reserved for issue on conversion of the outstanding 6% convertible sinking fund debentures.
Under the terms of the Restricted Stock Option Plan approved by the common shareholders on November 19, 19586,
890,874 common shares have been set aside for purchase by key employees. At September 30, 1977 802,017 shares had
been issued under this plan and options are outstanding on 11,707 shares at $14.07 per share and 56,550 shares at
$12.00 per share. The last of these options expires on July 5, 1982. A total of 106 employees hold options under the
Restricted Stock Option Plan.

Note 10 Extraordinary ltems

(Expressed in Thousands) 1977 1976
Loss on sale of common shares of Union Gas Limited net of income taxes of $206 $(6,480) $ —
Write off of investment in Gas Arctic — Northwest Project Study Group net of income taxes of

$4,013 (4,039) —
Gain on

Sale of 19 Toronto Street net of income taxes of $40 584 —

Sale of Community Antenna Television Ltd. 2,152 -
Share of extraordinary gains of Home Qil Company Limited 4,0,'% Rl 71 zﬂ
Net extraordinary gain (loss) $(7,379) $147

Note 11 Earnings per Share

Earnings per share have been calculated on the weighted average number of common shares outstanding during the year,
being 20,645,459 for 1977 and 20,643,424 for 1976. Fully diluted earnings per share assume the conversion of the
convertible debentures, the convertible preference shares and the exercise of the stock options from dates of issue.

Note 12 Remuneration of Directors and Senior Officers
In 1977 the companies paid $1,052,000 to directors and senior officers of the company (1976 $910,000).

Note 13 Retirement Plans

The companies have contributory retirement plans to cover substantially all employees. The normal retirement benefits
under these plans commence at age 65. The estimated unfunded past service liability of the companies at January 1, 1975
according to an independent actuarial calculation amounted to $10,200,000. In the opinion of the actuary this obligation
would be liquidated by equal annual instalments of $1,016,000 over 15 years from January 1, 1975. The instaiments for
past service are paid annually and charged to operations and the amounts estimated in the actuarial calculations to be
sufficient to fund all current costs of the plans are charged to operations in the year incurred.

Note 14 Anti-Inflation Program

The company is subject to the federal Anti-Inflation Act under which guidelines for the restraint of profit margins, prices,
dividends and employee compensation were established effective October 14, 1975.

The Anti-Inflation Act provides that if prices and profit margins are established or approved by another regulatory authority
the Anti-Inflation Board shall not monitor and control those prices and profit margins, but that such regulatory authority in
performing its function shall apply such of the guidelines as are applicable. Accordingly, the company filed with the Ontario
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Energy Board evidence of compliance with the guidelines and the Board has concluded that the company's prices and
profit margins comply with the guidelines.

The company is also complying with the Anti-Inflation Act and guidelines with respect to employee compensation and
dividends.

Note 15 Commitments and Subsequent Events

The company has undertaken to make sufficient use of the facilities of Tecumseh Gas Storage Limited to generate the
revenue required by Tecumseh to meet its obligations under Trust Indentures relating to its Series A and Series B
debentures. In the event that there is any deficiency, the company will be required to purchase subordinated securities in
an amount to make up the deficiency. The management of the company is of the opinion that Tecumseh will generate
sufficient revenue to meet its obligations. :

The company has agreed to sell substantially all of its proven and exploratory properties in the provinces of Saskatchewan,
Alberta and British Columbia for a cash consideration of $20.1 million. The sale is subject to approval under the Foreign
Investment Review Act (Canada). This sale, if approved, will remove reserves supporting the Western Canada area of
interest and necessitate a write-off of non-productive costs incurred in that area. The resulting net extraordinary gain from
disposition of the Western Canada resource property area of interest would be approximately $3.2 million.

The federal government has announced an increase in the price of natural gas of approximately 17¢ per Mcf effective
February 1, 1978 which would increase the company’s cost of gas by approximately $52,000,000 annually. The company’s
current application to the Ontario Energy Board seeks approval of an increase in rates to its customers to offset this
additional cost of purchased gas.

Subsequent to September 30, 1977 the company acquired an additional 525,000 Class A shares of Home Oil Company
Limited for an aggregate consideration of $21.6 million. This acquisition will increase the company’s participation in Home's
equity and earnings to 31.6%.

AUDITORS’ REPORT

To the Shareholders of The Consumers’ Gas Company

We have examined the consolidated balance sheet of The Consumers' Gas Company as at September 30, 1977 and the
consolidated statements of income, reinvested earnings and changes in financial position for the year then ended. Qur
examination was 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 the company as at
September 30, 1977 and the results of its operations and the changes in its financial position for the year then ended in
accordance with generally accepted accounting principles applied on a basis consistent with that of the preceding year.

Toronto, Canada %W’/

November 7, 1977 Chartered Accountants
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FINANCIAL STATISTICS
The Consumers’ Gas Company

Condensed Consolidated Balance Sheet (5000’s) 1977 1976 1975
Assets
Currentassets (note 1) $181,832 $129,082 $ 97,164
Investments 84,182 79,395 72,141
Property, plantand equipment 746,922 694,950 647,442
Accumulated depreciation and depletion 127,453 113,125 101,312
619,469 581,825 546,130
Other assets and deferred charges 29,616 50,340 25,836
$915,099 $840,642 $741.271
Liabilities
Current liabilities $159,069 $119,792 $111,027
Long term debt 431,645 410,305 341,341
Deferred income taxes 28,253 28,935 21,382
Minority interestin subsidiary companies 1,479 1,295 1221
Shareholders’ Equity
Preference shares 37,422 35,119 35,376
Common shares 125,280 125,164 125,161
Contributed surplus 3,745 3,633 3,523
Appraisal adjustment 13,489 14179 14,494
Reinvested earnings 114,717 102,220 87,746
294,653 280,315 266,300
$915,099 $840,642 $741,271

Note 1: For years prior to 1975 current assets include the long term portion of accounts receivable on the merchandise finance plan.
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1974 1973 1972 1971 1970 1969 1968
$ 81,475 $ 63,132 § 51,426 $ 52,943 $ 58,734 $ 44189 $ 32,242
B2.91r 64,307 59,051 45,532 17,749 17,058 16,790
601,649 549,692 506,172 460,944 419572 394,488 369,410
90,898 82,639 77,005 68,420 60,966 58,864 56,329
210,751 467,053 429,167 392,524 358,606 335,624 313,081
23,504 25,706 17,635 14,588 T AGT 11,697 14,058
$683,647 $620,198 $557,279 $505,587 $447,086 $408,568 376,171
SI17,133 $ 71476 $105,603 $ 76,926 $ 81,322 $ 45,136 $ 69,867
362,339 357,087 261,870 236,106 185,580 190,485 136,716
18.403 15,922 12,016 8,846 6,529 5,389 5,109
1,197 2114 12,482 15,549 727 - -
15,790 16,012 16,320 16,753 17176 17,645 17,825
72,940 72,940 72,926 72,712 72,578 72,418 72,311
3,364 3,293 3,233 3,195 3,136 3,025 2,980
14,808 15,024 15,761 17.576 17925 18,498 20,606
FT6iC 66,330 57,068 57,924 62,113 239972 50,597
184,575 173,594 165,308 168,160 172,928 167,558 164,479
$620,198 $557 279 $505,587 $447,086 $408,568 $376,171

$683,647
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FINANCIAL STATISTICS
The Consumers’ Gas Company

Years ended September 30
Consolidated Statement of Income ($000’s) 1977 1976 1975
Gas sales
Residential $180,373 $137,549 $102,859
Commercial 200,603 153,935 107,191
Industrial and other 245,700 206,557 146,634
Total gas sales 626,676 498,041 356,684
Other revenue 231 46__ 24,725 23,393
649,822 522,766 380,077
Gas costs 479,646 375,242 244 605
Operation and maintenance 52,362 45,904 44,063
Depreciation and depletion 19,908 18,191 17,440
Municipal and other taxes 7.821 6,583 5,740
Interest and amortization—Ilong term debt 35,620 3,109 27,585
Other interest 3,733 3217 3,524
599,090 480,246 342 957
50,732 42,520 37,120
Equity in earnings before extraordinary items
Home Oil Company Limited 8,195 5,614 4,580
Tecumseh Gas Storage Limited and other companies 1,628 A 1,286 1,623
Income before income taxes and extraordinary items 60,555 49,420 43,323
Income taxes
Current 11,593 4,585 7,298
Deferred 7{4,722877 7,554 Lol 2,979
15,851 12,139 10,277
Income before extraordinary items 44,704 37,281 33,046
Extraordinary items (7.379) 147 (529)
Netincome for the year available for dividends and
reinvestmentinthe business 37,325 37,428 32,517
Preference share dividends 2,832 S 72,626 I 2,496
Netincome available for common share dividends and
reinvestmentin the business $ 34493 $ 34,802 $ 30,021
Basic earnings per common share
Before extraordinary items $ 203 $ 168 $1.68
After extraordinary items’ b« 167 $ 169 $1.65
Fully diluted earnings per common share
Before extraordinary items $ 195 $ 164 $1.46
After extraordinary iterns ~$ 163 A $1.43
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1974 1973 1972 1971 1970 1969 1968
$ 84,061 $ 75,271 $ 70,122 $ 67,325 $ 65,177 $ 59,737 $ 58,860
77,333 62,603 55,178 46,406 40,041 33,934 27,532
101,004 79,766 72,113 44 549 39,599 36,086 30,982
262,398 217,640 197,413 158,280 144,817 129,757 117,374
20,358 17,330 15,036 13,011 11,573 9,788 8,791
282,756 234,970 212,449 171,291 156,390 139,545 126,165
163,565 127,425 115,596 85,413 77,294 68,753 59,605
39,385 34,553 31,513 27,023 24,107 21,088 20,226
15,954 14,745 13,049 11,237 10,114 9,259 8,541
4,770 4,271 4,261 4177 3,865 3,725 2,958
26,608 22,985 15,878 12,922 10,389 9,463 7,560
3,187 1,995 2,865 2,254 2,116 1,683 1,519
253,469 205,974 183,162 143,026 127,885 113,971 100,409
29,287 28,996 29,287 28,265 28,505 25,574 25,756
3,335 2,382 915 116 — = =
1,194 1,051 876 832 635 567 586
33,816 32,429 31,078 29,213 29,140 26,141 26,342
2,627 2,419 3,556 3,904 7,841 7,440 8,373
2,918 3,906 3,170 24107 1,140 280 54
5,545 6,325 6,726 6,221 8,981 7.720 8,427
28,271 26,104 24,352 22,992 20,159 18,421 17,915
(745) 1,621 - — (367) = =
27,526 27,725 24,352 22,992 19,792 18,421 17,915
862 875 901 919 940 964 973
$ 26,664 $ 26,850 $ 23,451 $ 22,073 $ 18,852 $ 17,457 $ 16,942
$1.57 $1.44 $1.34 $1.26 $1.10 $1.00 $ 97
$1.52 $1.53 $1.34 $1.26 $1.08 $1.00 $ 97
$1.45 $1.34 $1.25 $1.18 $1.04 $ 97 $ 97
$1.41 $1.42 $1.25 $1.18 $1.02 $ 97 $ 97
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FINANCIAL STATISTICS
The Consumers’ Gas Company

Consolidated Statement of Changes in Financial Position (3000’s) 1977 1976 1975
Source of Working Capital
Cash flow from operations $63,830 $ 58,565 $ 50,447
Issue of long term debt 70,000 80,000 41,900
Issue of preference and common shares 2072 — 20,000
Sale of investment in shares of other companies 9,357 1,563 —
Reduction (investment) in mortgages and non-current

receivables and other assets, net 14,017 (21,240) 2,697
Issue of common shares for convertible debentures — — 52224

159,976 118,888 167,265

Use of Working Capital
Net additions to property, plant and equipment 56,888 53,886 52,817
Investment in shares of subsidiary companies adjusted for working

capital position at dates of acquisition — — 43
Investment in shares and warrants of Home Oil Company Limited 9,748 3,441 -
Investment in shares of other companies — — 5
Investment in Gas Arctic—Northwest Project Study Group 2,375 1,989 1,288
Deferral of increased cost ofgas — - —
Other reductions in non-current portion of long term debt excluding

mortgages payable 48,660 11,036 10,232
Preference shares purchased for cancellation 241 144 255
Capital stock and debt issue costs, net 1,586 1,139 1,909
Dividends on preference and common shares 25,130 23,269 20,789
Decrease in mortgages payable, net 20 20 40
Miscellaneousitems 1,855 810 194
Exchange of convertible debentures for common shares - — 52,221

146,503 95,734 139,793

Increase (decrease) in working capital position $13,473 $ 23,154 $ 27472
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1974 1973 1972 1971 1970 1969 1968

$ 45,053 $ 43,825 $ 40,613 $ 36,324 $ 30,602 $ 27,572 $ 25,695

30,000 104,728 32,000 50,000 — 60,000 =
= 14 212 134 160 47 114
3,552 - = o — = -
1,134 800 206 (482) (370) 2,545 2,505
79,739 149,367 73,031 85,976 30,392 90,164 28,314
59,628 53,059 51,176 43,569 33,051 33,087 31,476
344 15,405 4,184 20,558 338 — =,
3,600 = 21,070 = - - A
898 1,128 101 80 - = 12,846
828 1,572 o = = = =
=2 3,703 3,560 L s — -
23,610 9,947 6,616 5,073 4,856 5,068 4,399
151 248 377 423 469 280 75
338 1,503 660 1,014 127 1,399 =
16,796 16,284 16,307 15,263 13,873 13,541 12,497
96 (436) (382) (199) 49 1,163 720
764 1,121 (444) 1,590 (730) (1,052) (722)
107,053 103,534 103,225 87,371 52,033 53,486 61,291
$(27,314)  $ 45833 $ (30,194) $(1,395)  $(21,641) & 36,678 $(32,977)
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OPERATING STATISTICS
The Consumers’ Gas Company

1977 1976 1975
Gas supply and sendout—MMcf
Natural gas purchased 321,494 308,376 310,143
Natural gas produced 2,011 1,622 3:332
Total gas supply 323,505 309,998 313475
Gasintostorage (65,522) (51,456) (56,439)
Gasout of storage MY 61,772 51,055 56,462
Totalgas sengio_t_ﬂ ) 319,755 309,597 313,498
Gas sales to customers—MMcf
Residential 73,265 65,935 63,932
Commercial 101,407 93,835 90,536
B I_Qciusirial andother 143,992 147,007 156,842
Total sales 318,664 306,777 311,310
Use by company 383 424 539
Unbilled and unacpounted for 708 2,396 1,649
3 _ 319,755 309,597 313,498
Maximum daily sendout Mcf 1,673,000 1,589,700 1,450,800
Minimum daily sendout Mcf 243,100 320,300 306,100
Average daily sendout Mcf 876,000 846,000 859,000
Degree day deficiency (note 1) 4,355 4,026 3987
Number of active customers (year end)
Residential 483,143 462,195 443,247
Commercial 45,951 43,214 42,295
Industrial and other 7 7 - . 5734 5,?62} a0 E,_?_OO
Total 534,828 511,177 491,242
Costtocustomers
Average revenue per Mcf
Residential $2.46 $2.09 $1.61
Commercial $1.98 $1.64 $1.18
Industrial and other $1.71 $1.41 $ 93
Average use per residential customer—Mct 150.3 141.4 142.6
Number of employees (year end) 2,696 2,706 2011
Kilometers of mainsin use (year end) 14,537 14,243 13,969
Population of area served 4,443,000 4.;378,000 4,305,000

Note 1: Degree day deficiency figures given, expressed in Celcius, are those for the Toronto area. The deficiency is a measure of coldness
during the heating season and is calculated by adding together the total number of degrees by which the daily mean temperature fell below 18°
onthose dayswhenitdidso.
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1974 1973 1972 1971 1970 1969 1968
303,571 277,030 229,907 174,966 177,342 148,742 127,180
3,002 3,006 2,651 1,676 1,581 764 270
306,573 280,036 232,558 176,642 178,923 149,506 127,450
(51,289) (46,612) (32,399) (26,186) (40,908) (24,039) (22,256)
36.984 30,704 42,281 30,979 25457 20,344 21,321
292 268 264,128 242 440 181,435 163,472 145,811 126,515
62,538 59,249 55,320 53,465 51,568 46,942 46,326
82,814 73,794 65,969 54,651 46,782 38,971 30,114
144,534 128,188 118,757 70,548 63,110 57,939 49,124
289,886 261,231 240,046 178,664 161,460 143,852 125,564
468 507 453 385 374 386 231
1914 2390 1,941 2.386 1,638 1,573 720
292,268 264,128 242,440 181,435 163,472 145,811 126,515
1,435,700 1,257,600 1,148,300 977,900 855,300 739,800 719,800
272,600 286,300 236,600 158,000 134,400 135,100 126,700
801,000 724,000 662,000 497,100 447,900 399,500 346,600
4137 4,057 4,196 4,230 4,099 4,161 4,258
427.181 406,596 391,270 375,275 363,365 352,597 339,145
39,465 35,384 32,985 30,755 28,428 26,342 24,503
5585 5815 5265 5,176 4,876 4,630 4,178
472,231 447395 429,550 411,206 396,669 383,569 367,826
$1.34 $1.27 $1.27 $1.26 $1.26 $1.27 $1.27
$ 93 $ .85 $ 84 $ .85 $ .86 $ .87 $ .91
S 69 $ .62 $ 61 $ .63 $ .63 $ 62 $ 63
145.0 1432 141.0 1417 141.0 132.8 135.8
2703 2,550 2.379 2,322 2377 9.5 2142
13,656 13,297 12,766 12,293 12,005 11,779 11,398
4.238,000 4,180,000 4085000 3,960,000 3,862,000 3,765,000 3,682,000
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CORPORATE INFORMATION

The Consumers’ Gas Company

Incorporated under the laws of the Province of Canada March 23, 1848 and continued as if incorporated under the laws of

the Province of Ontario
Head Office

Suite 4200, 1 First Canadian Place, P.O. Box 90, Toronto, Ontario M5X 1C5

Registrar and Transfer Agents
Common Shares and Preference Shares, Group 1

Canada Permanent Trust Company, 20 Eglinton Ave. West, Toronto, M4R 2E2 and in St. John's, Halifax, Charlottetown,
Saint John, Montreal, Winnipeg, Saskatoon, Calgary and Vancouver

Bradford Trust Company, New York

Registrar and Transfer Agent
Convertible Preference Shares, Group 3

The Canada Trust Company, 110 Yonge St., Toronto M5C 1T4 and in Halifax, Montreal, Winnipeg, Regina, Calgary and

Vancouver

Trustee and Registrar
Bonds

5%, 5%%, 4.85%, 8%%, 8%, 8%%, 9%%, 11%%, 11'2% and 10%% First Mortgage Sinking Fund Bonds

Canada Permanent Trust Company, 20 Eglinton Ave. West, Toronto M4R 2E2

Trustee and Registrar
Debentures

7%, 6%2%, 6%, 6% %, 6%% and 8%2% Sinking Fund Debentures

Crown Trust Company, 302 Bay Street, Toronto M5H 2P4

Trustee and Registrar
Debentures
8%% and 9.60% Sinking Fund Debentures

National Trust Company, Limited, 21 King Street East, Toronto M5C 1B3

Trustee and Registrar
Convertible Debentures
6% Convertible Sinking Fund Debentures

The Royal Trust Company, Royal Trust Tower, Toronto-Dominion Centre, Toronto M5SW 1P9

Common Share Information 1977 1976 1975 1974 1973
Shares Authorized 75,000,000 75,000,000 75,000,000 75,000,000 75,000,000
Shares issued at September 30 20,652,710 20,643,544 20,643,344 17,510,173 17,510,173
Weighted average number of common

shares outstanding during the year 20,645,459 20,643,424 18,219,408 17,510,173 17,509,896
Additional shares which may be issued upon:

Conversion of debentures 354,758 354,758 354,758 2,549,915 2,549,915

Conversion of preference shares 1,545,667 1,333,133 1,333,333 — -

Exercise of Stack Options 68,257 76,457 37,5657 86,957 89,757
Dividends declared per share $1.08 $1.00 $1.00 $ 91 $ .88
Number of Shareholders at September 30 30,097 29,745 29,517 27:323 28,026
Distribution of Shares at September 30

Canada 97.8% 98.0% 97.9% 97.3% 97.1%

Other 2.2% 2.0% 2.1% 2.7% 2.9%
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The operations of the Company are
carried out primarily through the
following subsidiary and associated
corporate entities:

Natural Gas Operations

The Consumers’ Gas Company
Tecumseh Gas Storage Limited
Societe Gazifere de Hull, Inc.

St. Lawrence Gas Company, Inc.
Niagara Gas Transmission Limited
Shorgas Limited

Oil and Gas Exploration, Development

and Production

Home Oil Company Limited
Scurry-Rainbow Qil Limited

Underwater Gas Developers Limited

Sogepet Limited

Other Operations
Cygnus Corporation Limited
Consumers' Realty Limited
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