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McCoOLL-FRONTENAC OIL COMPANY
Limited

TO THE SHAREHOLDERS:—

In submitting your Company's eleventh Annual Report, your
Directors are going somewhat beyond the formal presentation of
the Company’s Balance Sheet, Profic and Loss Statement, and
Surplus Account with the usual comments thereon. In so doing,
your Directors are giving expression to their belief that the Share-
holders are interested in and should receive full explanations regard-
ing the various items in the Company's financial reports and as
much information as possible regarding the Company’s properties,
operations, and employee relationships, as well as the effect of
taxation, legislation, and other matters which may have a bearing
on the Company’s future trend.

Your Directors are submitting herewith the Balance Sheet as at
January 31st, 1939, and the Profit and Loss Statement and Surplus
Account of McColl-Frontenac Oil Company Limited and its Cana-
dian subsidiary companies for the twelve months’ period ending on
that date. In addition, your Directors are submitting herewith
separately the Balance Sheets, Profit and Loss Statements, and
Surplus Accounts of the Frontenac Pipe Line Company and the
Antilles Petroleuam Company (Trinidad) Limited, both wholly
owned subsidiary companies shown in your Company's Balance
Sheet under the item of “‘Investments in and Advances to Other
Subsidiary Companies.”” These are the only subsidiary companies
in which your Company has an interest outside of the Dominion of
Canada. All figures for the previous years used for comparison in
this report are the figures for the Company and its Canadian sub-
sidiary companies.

In presenting separately the Balance Sheet, Profit and Loss State-
ment, and Surplus Account of your Company and its Canadian sub-
sidiaries, your Directors are returning to the practice followed prior
to last year’s Report, thereby enabling the Sharcholders to see the
value of the Company’s assets in Canada and the profits obtained
from the use of these assets in the refining and marketing of petrol-
eum products in Canada. The Sharcholders may also more casily
make comparisons with the Company’s Canadian operations in
Ercvious years. Your Directors decided, however, that complete

nancial statements of the subsidiary companies outside the Do-
minion of Canada should be submitted, so that the Shareholders
might have all possible information available with respect to these
companies.

Profits from operations and income from investments of your
Company and its Canadian subsidiary companies amounted to
$2,726,551.77, as compared with $3,478,899.67 for the previous
year, and $2,445,493.00 for the year ending January 31st, 1937.
Net profits available for dividends on the Preferred and Com-
mon Stocks, after deduction of bond interest, bank interest, and
mortgage interest, and provision for depreciation, doubtful accounts,
amortization of bond discount, income and other corporation taxes,



amounts to $761,656.86, compared with §$1,266,540.68 for the pre-
vious year and $764,665.10 for the year ending January 31st, 1937.
After deduction of the Preferred Stock dividend of $473,224.50 there
remains a balance of $288,432.36, equivalent to 37.6¢ per share on
the 766,783 shares of Common Stock outstanding, compared with
$1.03 per share for the previous year on the 766,783 shares of Com-
mon Stock outstanding, and 45c¢ per share for the year ending
January 31st, 1937, on the 660,000 shares of Common Stock out-
standing.

The reduction in net profit was due to the lower prices received
for your Company’s products, particularly gasoline, the average
price of which declined over seven-tenths of a cent per gallon as
compared with the previous year. The net profit averaged less than
one-half cent per gallon on the total volume of products sold and,
when applied only to gasoline, amounted to less than three-quarters
of a cent per gallon on the Company’s total sales of gasoline. This
does not represent an adequate return on the capital used in the
refining, transportation, and marketing of the Company’s J}roducts.
It is well to bear in mind this small profit on gasoline and to com-
pare it with the 1.44c per gallon paid as taxes by the Company and
the 7c to 10c per gallon gasoline tax imposed on the motorist by
the various provincial governments. The present price of gasoline
as compared with previous prices and with the prices of other com-
modities is low: only the tax is high.

The reductions in the prices for refined products during the year
could not be offset by lower costs for crude oil, since crude oil prices
remained practically unchanged until the latter part of the year
and the reductions in crude oil prices made in October were offset
by further reductions in the prices of gasoline and other refined
products. In many cases these reductions were necessary to meet the
com(})etition resulting from the sale of imported gasoline by inde-
pendent jobbers, which gasoline was usually purchased at distress
prices. Since the reduction in the customs import duties on gasoline
in May, 1936, importations of gasoline into Canada have increased
from 19,077,873 gallons in the calendar year 1936 to 71,623,855
gallons in the calendar year 1938; which indicates the necessity for
your Company meeting the existing competitive price situation.

Operating, marketing, and administration expenses have been
reduced during the year. Your Directors, with the consent and
co-operation of the Management, have cancelled the Management
Participation Plan, which has been in effect since 1930.

During the year, three quarterly Common Stock dividends of 10c
per share were paid, amounting to a total of $230,034.70. On October
27th, 1938, your Directors decided to omit the Common Stock
dividend because of the Company’s lower profits and the desirability
of reducing the Company’s bank loans and building up a stronger
working capiral position.

The Surplus Account shows a capital surplus of $122,200.00 com-
Farcd with $30,400.00 as at January 31st, 1938. This increase arose

rom the purchase of the Company’s Preferred Stock for redemption
in accordance with the provisions attaching to the Preferred Stock.
The Earned Surplus baFancc of $2,285,636.95 is $1,360,231.82 less
than shown at January 31st, 1938, even after the addition of



$58,397.66, the balance from the current year's earnings after
deduction of Preferred and Common dividends. The Surplus Account
gives in detail the items credited to or deducted from the Account,
most of which are self-explanatory. The item pertaining to adjust-
ment of inventory value, however, requires some explanation.
Previously, the Company’s inventories were valued at departmental
cost which, while not in excess of market value, included certain
departmental profits, as for example the difference between the
actual cost and the rates charged by the Marine Department for the
transportation of crude oil and refined products. Your Directors
decided to eliminate all departmental profits from the Company's
inventories. The amount of $328,238.08 represented the depart-
mental profits in the Inventories for the years prior to February 1st,
1938, and, as such, was charged to Earned Surplus. The Company’s
inventories are now shown at cost or market value, whichever is
the lower.

During the year Fixed Assets increased by a net amount of
$324,382.52 after giving effect to necessary write-offs. Provision for
Depreciation made during the year amounted to $982,175.83. After
adjustments for necessary write-offs, the total Depreciation Reserve
shows an increase of $528,856.25 and now amounts to $5,646,654.80.
These write-offs from the Fixed Asset and Depreciation Reserve
Accounts are due to the Company’s policy of writing off any fixed
asset which is considered of no further value to the Company.

Premium paid on purchase of subsidiary companies’ Common
Stock represents the difference between the price paid by your
Company for the Capital stocks of Canadian subsidiaries and the
book value of the Capital stocks of such subsidiaries.

Investments in and Advances to Subsidiary Companies outside of
Canada are shown at $3,505,948.05. Of this amount $112,483.51
represents investment in and advances to the Frontenac Pipe Line
Company. The balance of $3,393,464.54 represents investment in
and advances to the Antilles Petroleum Company (Trinidad)
Limited. Since the financial statements submitted for these com-
panies are expressed in United States and Trinidad dollars respect-
wvely, they will, therefore, not check exactly with the amount
shown under this item on your Company's Balance Sheet. Your
Directors feel that, as the audited statement of the Antilles Petro-
leum Company (Trinidad) Limited shows it has incurred a deficit
of $2,043,259.96, this undoubtedly affects the value of this item on
your Company's Balance Sheet. Accordingly, they have deemed it
advisable that this amount should be written off this item and a
corresponding reduction made in the Paid-up Capital: all of which
is provided for in a By-law passed by your Directors on May 2nd,
1939, which By-law will be submitted for your approval at a
Special General Meeting of the Company to be held immediately
following the Annual Meeting.

Mortgages, Loans and Other Investments, after deduction of
reserves, are shown at $450,087.00, as compared with $655,159.00
for the previous year. Of this amount $450,086.00 is represented by
Mortgages and Loans, while ""Other Investments’’ are shown at
$1.00. Mortgages and Loans are made to the Company’s customers
and the amount shown is after providing a reserve of $87,068.00.



Since your Directors consider *‘Other Investments’’ to have little or
no value, the cost thereof amounting to $252,479.00 has been written
down to $1.00. The total additional reserve required during the year
for this purpose, amounting to $147,398.57, has been charged
against Earned Surplus Account, since the investments were all made
in prior years. Marketable Securities at quoted values are shown at
$43,450.88 after providing a reserve of $98,031.37.

Current Assets at $6,969,485.83 are $1,384,444.55 less than the
previous ‘year, due chiefly to a reduction in Inventories of $1,166,-
633.36. Current Liabilities at $1,355,100.11 are $3,668,576.50 less
than the previous year, due chiefly to the elimination of the Bank
Loan, which amounted to $3,400,000.00 the previous year. The ratio
of Current Assets to Current Liabilities is 5.1 to 1, as compared
with 1.7 to 1 the previous year.

Net Working Capital, that is the excess of Current Assets over
Current Liabilities, amounts to $5,614,385.72, as compared with
$3,330,253.77 for the previous year and is the largest in the history
of the Company.
New Financing
In the month of July, 1938, your Directors arranged for the rcdcmdp-
tion on October 1st, 1938, of the Company's then existing 6% Bonds,
and signed an underwriting agreement for the sale of a new issue
of $12,500,000.00 First Mortgage and Collateral Trust Bonds, Series
“A", at a price of $97.00 for each $100.00 of Bonds. Of the total
issue, $1,200,000 are 3 9 Serial Bonds, due in the amount of $300,000
per annum on October the 1st, 1939, 1940, 1941, and 1942; $1,200,000
are 3 149, Serial Bonds, due in the amount of $300,000 per annum on
October the 1st, 1943, 1944, 1945, and 1946; and the balance of
$10,100,000 are 4 14 9, Eleven-year Bonds, due October the 1st, 1949.
Sinking Fund provision on the 4149 Eleven-year Bonds will not
commence until October the 1st, 1947. All Bonds are payable, both
as to interest and principal, in Canadian currency. For your informa-
tion, the Sinking Fund requirements on the $9,070,000 balance
remaining of the former 6% Bonds were estimated to average
$343,950 per annum for the ten years ending October 1lst, 1948,
withourt including the foreign exchange premiums. This would have
been considerably in excess of the amount of $300,000 required
annually for the serial redemption and Sinking Fund requirements
of the Trescnt $12,500,000 issue. By this refinancing, your Directors
not only greatly reduced the Bond interest rate Euc, at the same
time, eliminated the foreign exchange risk of the former 6% Bonds,
which were payable as to interest and principal at the option of the
holder in Canadian, Sterling, and United States currencies. The cost
of foreign exchange on interest only during the past eight years has
amounted to $207,354.32. The additional money secured by the new
issue was necessary to reduce the Company's Bank Loan, which last
summer amounted to approximately $5,000,000, and to increase the
Company's working capital. Your Directors estimate that the saving
on the Bond and Bank interest and foreign exchange due to the new
Bond issue will amount to approximately $200,000 per annum.

FronTENAC PreE Line Comrany
In 1934 your Company caused to be incorporated in the State of



Texas, U.S.A., the Frontenac Pipe Line Company, which owns and
operates a gathering system for crude oil in the East Texas Field,
and also crude oil storage tanks and other equipment. This Company
was created for the purpose of purchasing and gathering East Texas
crude oil for sale to McColl-Frontenac Oil Company Limited.
During the past four years it has purchased and gathered 4,461,327
barrels of East Texas crude oil. During the past year your Company
sold to the Frontenac Pipe Line Company the Capital Stock of
McColl Brothers Incorporated, which was a wholly-owned sub-
sidiary company incorporated in the State of New York, U.S.A., in
1925rgy McColl Brothers Limited. McColl Brothers Incorporated
owns land, crude oil storage tanks, and loading facilities at Buffalo,
N.Y., having an asset vafuc of $45,657.72. The statements of this
Company have been consolidated with those of the Frontenac Pipe
Line Company. Fixed Assets are shown at $184,866.00, against
which there is a depreciation reserve of $67,014.00. Advance Pur-
chase Contracts in the amount of $111,029.73 represent pre-payments
to oil producers under contract to sell and deliver their production
of crude oil to the Frontenac Pipe Line Company. Your Company’s
capital investment in the Frontenac Pipe Linc Company has not
been increased from the original $50,000.00. Since incorporation,
the Frontenac Pipe Line Company has, from time to time, secured
money from United States banks by discounting notes of McColl-
Frontenac Oil Company Limited. When such notes are under discount
they constitute a contingent liability of the Frontenac Pipe Line
Company, and must be so shown on the Balance Sheet.

Operating Profits of the Frontenac Pipe Line Company and sub-
sidiary during the year amounted to $36,143.31 and, after deduction
of bank and other interest, provision for depreciation, bad debts,
income and other taxes, there remained a net profit for the year of
$11,422.02. Earned Surplus balance as at January 31st, 1939, amounted
to $12,798.01. Since incorporation, the Frontenac Pipe Line Com-
pany has paid to McColl-Frontenac Oil Company Limited interest
amounting to $25,024.04 on all direct advances and also dividends
amounting to $10,000.00 on the investment of $50,000.00. !

AntiLLes PerroLEum Company (TriNipap) LimiTED

In 1935 your Company caused to be incorporated in Trinidad,
British West Indies, the Antilles Petrolenm Company (Trinidad)
Limited, which is 2 wholly-owned subsidiary company and which
immediately thereafter acquired control of o1l leases on 2,660 acres
of land in the Brighton-Vessigny Area of Trinidad. Drilling was
commenced on these leases early in 1936 and the first well drilled
was a producer. Up to January 31st, 1939 there have been 67 wells
completed on the Brighton-Vessigny Leases, of which 52 were
producers, and 15 were dry-holes. There are also 2 wells still un-
completed. Of the original producers, 50 wells are still producing:
which in addition to the 11 wells taken over by the Company from
the former operators, makes a total of 61 producing wells on the
Brighton-Vessigny Leases. In all, a total of 189,939 ft. has been drilled
on these leases and as at January 31st, 1939, a total of 984,569 barrels
of crude oil had been produced therefrom. Unfortunately, the crude
oil produced was a heavy crude oil averaging about 18° A.P.L.



gravity and was not suitable for your Company's requirements. The
oil has, therefore, been sold abroad as accumulated. Due to an
intensive drilling programme during the year 1937, in which three
drilling rigs were used, the Company was able to attain its maximum
production. Serious difficulties were encountered, however, in keep-
ing the wells on the Brighton-Vessigny Leases from sanding up and
groduction started to decline, while production costs became greater

uring the latter part of that year. During the past year production
continued to decline and total production amounted to only 315,441
barrels, as compared with 499,722 barrels for the previous year and
169,406 barrels for the year ending January 31st, 1937. At the
present time production is at approximately 24,000 barrels per
month. Practically all of the crude oil from the Brighton-Vessigny
Leases was produced from relatively shallow horizons of from 1,500
to 2,000 ft. and was similar to production previously obtained by
the former operators of the property. A number of attempts have
been made to locate deeper sands on these leases, from which it was
hoped that a lighter grade of crude oil would be obtained, but
without success to date. Because of the disappointing results ob-
taied from the existing shallow-producing wells and the failure
to locate deeper producing sands, drilling has been discontinued on
the Brighton-Vessigny Leases.

It was felt that, if suitable crude oil were to be obtained, other
%ropcrtics must be acquired, and since the l}laurchasc: of the Brighton-

essigny Leases the Antilles Company has continued to acquire
control of acreage under oil leases and oil licenses. As at January
31st, 1939, a total of 41,753 acres were so held at various locations
on the Island of Trinidad. In October, 1937, drilling was commenced
on a lease located in the Pointe Ligoure District and, in spite of
numerous technical difficulties, this well was brought into pro-
duction in May, 1938, at a depth of 7,200 ft. This well produced
initially at a rate of approximately 300 barrels per day and is still
producing at the rate of[;pproximately 45 barrels per day. Since the
oil obtained was of 32° A.P.L. gravity and very desirable for your
Company’s refineries, the drilling of another well nearby was under-
taken. This second well is now at a depth of approximately 8,000
ft., but is in such condition that it may have to be abandoned.
Early in 1938 a well was drilled to 3,880 ft. on a lease in the Erin
District, but resulted in a dry hole.

In addition to drilling equipment, well equipment, pipe lines,
and storage tanks, it has been necessary to provide living quarters,
offices, warehouses, machine shops, and other service departments.
This part of the investment, however, has been kept at a minimum.
Fixcdp Assets, which include well equipment, pipe lines, storage
tanks, buildings, etc., are shown at $1,120,113.00, against which
there has been set up a depreciation reserve of $440,554.75. Cost of
Qil Leases and Licenses are shown at $880,732.24, with amortization
at $742,043.77. Of the total cost $720,000.00 represents the cost of
the original Brighton-Vessigny Leases. Intangible Oil Well Costs
are shown at $1,325,819.37, against which amortization is shown
- at $1,163,528.65. Current Assets of $387,174.00 exceed Current
Liabilities of $53,057.00 by $352,117.00.

During the year Profit from production of crude oil and gas



amounted to $79,870.19. After deduction of oil lease rentals on non-
Eroducing roperties, amounting to $39,612.58, there remains a

alance of 540,257.61. During the year a total of $587,491.07 was
written off for Amortization of Well Costs, Amortization of Lease
Costs, and Depreciation of Fixed Assets, resulting in a deficic for
the year of $547,233.46. To this amount must be added the deficit
balance as at January 31st, 1938, of $297,033.05, plus additional
write-offs applicable to the years prior to February lst, 1938,
amounting to $1,198,993.45, bringing the total deficit balance as at
January 31st, 1939, to $2,043,259.96. The adjustments applicable to
the years prior to February 1st, 1938, were made for the following
reasons: (a) The Company’s experience during the past year has
been such that it was considered advisable to write off the total
cost of completed wells during the year in which they were incurred
instead of following the prior years’ policy of amortizing same over
a period of years. (b) It was likewise considered advisable to write
off certain leases instead of amortizing same over a period of years.

Undoubtedly, your Directors have been, and still are, faced with
a serious problem in connection with the Antilles Petroleum Com-
pany (Trinidad) Limited. The investments in and advances to this
Company since its incorporation have amounted to $3,393,464.54,
Canadian currency, and have been a severe drain on your Company’s
cash resources and the main cause for the large Bank Loans Suring
the past three years. In order to reduce the cash requirements, your
Directors during the past year drastically curtailed the drilling and
other development expenses of the Antilles Company, with the
result that advances required from your Company during the year
were reduced to $535,643.39, as compared with $1,546,506.67 for
the previous year. While the Antilles Company’s propertics may
prove to be valuable, further exploration drilling would require a
substantial amount of money. Your Directors feel, that for the time
being further advances to this Company must be so reduced as not to
impair the present strong working capital position of your Company.

CompaNY OPERATIONS

Crude 0il—During the year a total of 4,354,066 barrels of crude
oil were purchased and transported to your Company's Refineries
at Montreal and Toronto, including purchases from the Frontenac
Pipe Line Company. Other purchases were from various companies
in the United States and no one company supplied more than 24.43 %
of the total amount. Your Management is continuing to purchase
its supplies of crude oil at the lowest possible cost to the Company.

Ocean Transportation—The Company has continued its policy of
securing its ocean tanker tonnage by time charters over periods of
from five to ten years. Recent time charters, however, have been
made for the navigation season only, so as to relieve your Company
of the necessity of re-chartering cf:lring the winter months when
the St. Lawrence River is closed to navigation. Out of the seven
ocean tankers presently under charter, five vessels are now diesel-
engine-driven. Costs per barrel from Texas, or other Gulf Ports, to
Montreal have been steadily reduced and are considered very satis-
factory.



Refineries—The Company's two Refineries, located at Toronto and
Montreal, have a present combined refining capacity of 23,000
barrels of crude oil per day. During the year no additional capacity
was installed. Capital expenditures were made for the purpose of
increasing efficiency and lowering costs and for the improvement of
refined products.

Distribution—The Company owns and operates 145 tank cars and
operates approximately 60 more under lease for the movement of
refined products by rail. It also owns approximately 260 mortor
trucks and, through subsidiary companies, three lake tankers. The
relatively high cost of rail movement has resulted, during the past
several years, in the handling of a large quantity of rcﬁncf products
by lake tankers to marine terminals located on the Great Lakes and
St. Lawrence River, from which further transportation is made
either by rail or motor truck. Transportation costs constitute one
of the most important factors in your Company's operations and
every effort has been made to reduce these costs to 2 minimum.

Marketing—Your Company operates 178 storage warchouses and
bulk plants throughout the Dominion of Canada. More than 430
Company-owned service stations, in addition to approximately
3,070 independent dealers, take care of the retail sales of your
Company’s products. These products are marketed under various
trade names, including Cyclo-Ethyl Gasoline, Marathon Blue Gaso-
line, and Red Indian Motor Oils, and all retail outlets are easily
identified by the well-known Red Indian service station signs.
Shareholders will probably be interested in the enclosed map show-
ing the locations of the Company’s properties and distribution
facilities throughout the Dominion of Canada. In accordance with
a long-established policy, most of the Company-owned service
stations are leased to independent operators.

Sales—During the past year the sales volume, both in gallons and
dollar value, was the largest in the history of the Company and was
entirely satisfactory to your Directors.

Taxation—Taxation continues to be one of the main items of
expense. In order to appreciate the effect of taxation on your Com-
pany’s position, it should be divided into two classes: first, the
Provincial Gasoline Tax paid by the motorist; and, second, the
various other taxes, such as excise, sales, corporation, etc., which
the Company must absorb. The Provincial Gasoline Tax, although
gaid by the motorist, has now reached a point where it will un-

oubtedly affect consumption of gasoline and, indirectly, your
Company's earning power. An amount of $4,739,495.70 was col-
lected by the Company on behalf of the various provincial govern-
ments during the year. This amount represents, however, only
approximately 75% of the total Provincial Gasoline Tax actually
paid, since a considerable amount of gasoline was sold to licensed
jobbers who paid the tax direct. In addition, your Company absorbed
a total of $1,545,201.92, paid out in sales, excise, income, corporate,
and other taxes, representing $2.02 per share on the 766,783 shares
outstanding. This compares with an amount of $229,866.61 for the
fiscal year ending January 31st, 1930, which represents 46¢ per share
on the 500,000 shares then outstanding. This drastic increase in



taxation, together with declining prices, has more than offset the
Management's best efforts in respect to reduction of expenses,
improved yields, and increased efficiency, with a consequent reduc-
tion in net earnings. Chart No. 1 shows the average service station
price Jxr gallon of gasoline in effect in nine representative cities of
Canada, over the past thirteen years as compared with the average
Provincial Gasoline Tax in effect during these years. It clearly shows
the decline in the service station price of gasoline as compared with
the increase in the Provincial Gasoline Tax. Chart No. 2 shows the
amount of taxation paid by the Company, exclusive of the Provincial
Gasoline Tax, calculated on the basis of the amount per share of the
Common Stock outstanding during the past ten years, as compared
with the earnings per share of Common Stock during the same period.

Public Relations—The Oil Industry is a highly competitive one
which gives a good service to the public at a very small profic. The
Industry has gone to great lengths in providing its present highly
efficient and convenient services for the benefit of the motorists.
It must be admitted that the system is well adapted to the needs of
the public and that it contributes to the support of a large number
of individuals. Your Directors feel that the Sharcholders and
Employees of the Company can do a great deal to enlighten the
public in general in regard to the function of the Oil Industry, the
small profit made in the Industry in the manufacrure and sale of
gasoline, and the necessity of treating the Industry fairly in matters
of taxation and legislation.

Emplovee Relations—Under the Group Life Insurance Plan, since
1931 each employee has had in effect life insurance equal to one
year’s salary or wage, the premiums for which are paid by the
Company. In addition, each employee may take out at the same
rate additional insurance of an equal amount, with the premiums
anable by the employee, the maximum amount for any individual

eing limited to $10,000.00. Under the Group Sickness and Accident
Policy, all wage-earners are entitled to take out insurance against
sickness and non-occupational accident, the premium for which is
divided equally between the Company and the cmfloyec. The Com-

any has had under consideration a Pension Plan for the employees
gut, owing to the reduced earnings of the Company, the original
plan has had to be modified and is at the present time receiving the
consideration of the Directors.

General—At the last date of record your Company had a total of
3,501 Preferred Stockholders and 7,680 Common Stockholders.

Your Directors would like to thank the Shareholders for their
continued support and co-operation; and, together with the Manage-
ment, would appreciate any criticism or suggestion which might be
helpful in improving your Company’s products, service, ot earnings.

Your Directors again desire to express their appreciation of the
faithful and efficient service rendered by the officers and employees
of your Company and its Subsidiary Companies.

On behalf of the Board,

J. A. WALES,

President.
Montreal, May 17th, 1939.
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McCOLL-FRONTENAC
AND ITS CANADIAN

CONSOLIDATED BALANCE SHEET

ASSETS
CURRENT ASSETS:
CashonHandandin Bank.................. ... ... $ 176,176.17
Marketable Securities at quoted values. . .................. 43,450.88
Accounts and Bills Receivable, less reserves. ............... 2,330,467.37

Inventories of raw materials, supplies, merchandise in process
and finished products, etc., as determined and certified by
the Management and valued at cost or macker whichever
was the JOWEr o ot e S s e e e S 4,419,391.41
——% 6,969,485.83
INVESTMENT IN AND ADVANCES to Subsidiary Companies
outside of Canada (see footnote):

IOVESEMENTS. . . oo vt ve e ete e eaeee e ea et e e eaann $ 950,497.85
Advancest oo rtanie s s e s e s e 2,555,450.20
— 3,505,948.05
MORTGAGES, LOANS AND OTHER INVESTMENTS,
E S = T T e . * SO SR s AP 450,087.36
COST OF 12,237 COMMON SHARES of the Company pur-
chased under By-Law “‘E" for sale to employees—balance (see
(Tt E T e SR S S 135,206.12
DEFERRED CHARGES:
Insurance, Taxes and Other Prepaid Expenses. ............. § 285,829.70
Bond Discount and Expense, less amortization. ............ 438,971.19
—  724,800.89
COST OF PROPERTIES:
Land, Buildings and Plant, including Transportation and other
EQUIPIMIENT . . . .+ e\ eveeeee e eeeee e eeeeeeeeens $21,955,224.38
Trade Marks, Processes and Goodwill. . ................... 831,037.66
Premium paid on purchase of Subsidiary Companies’ Capital
ST R C e 0o Cena A BTN B AT aE D AU BHe HEETS AT 0 OREEG0000T 7,478,537.48 :
————————1 30,264,799 52
$42,050,327.77

NOTE: By-law "I'" cnacted by the Directors on May 20d, 1939, will be submitted for consideration of the shareholders
at a Special General Mecting to be held on May 30th, 1939, which, if approved and confirmed by Supplementary Letters Patent,
will result in the reduction of the paid-up capital of the Company as represented by its gommm Shares by writing off
$2,043,259.96 from "'Investments in and advances to Subsidiary Companies outside of Canada," being the deficit shown by
the audited Balance Sheet of the Antilles Petroleum Company (Trinidad) Limited, and by climination of §135,206.12 “"Cost
of 12,237 Common Shares of the Company purchased under by-law ‘E’ for salc to employees—balance.™

By-law "'I'" also provides for the cancellation of 1,222 Preferred Shares redeemed and of the above 12,237 Common

Shares.

Submitted with our report to the Sharcholders dated May 2, 1939.

P. S. ROSS & SONS,
PRICE, WATERHOUSE & CO.,
Montreal, May 2, 1939. Chartered Acconntants.



OIL COMPANY LIMITED
SUBSIDIARIES

- JANUARY 31, 1939

LIABILITIES
CURRENT LIABILITIES:
Accounts and Notes Payable and Accrued Liabilities. ....... $ 803,472.02
Bood Interest Accraed o vaims mssarenn sea s v sasan 169,083.32
Reserve for Income, Gasoline and Other Taxes. . ........... 382,544.77
——§ 1,355,100.11
BALANCE owing to Subsidiary Companies outside of Canada. . 239,644.66,
MORTGAGES PAYABLE. ....... ... . i 245,861.25
RESERVE FOR DEPRECIATION. .. ...cchoceeiniieunssanis 5,646,654.89

FIRST MORTGAGE AND COLLATERAL TRUST BONDS:
(Authorized Issue—$15,000,000.00)
3%, Serial Bonds due October 1, 1939 to October 1, 1942. . .$ 1,200,000.00
314% Serial Bonds due October 1, 1943 to October 1, 1946, . 1,200,000.00

414 % Sinking Fund Bonds due October 1,1949............. 10,100,000.00
——5$12,500,000.00
PREFERRED STOCK: 440
6% Cumulative Sinking Fund Preferred Shares of $100.00 each el
(Authorized Issue). .. .......oooevneenn... 93,121 Shares ol WY
Jagnedot oo Do ponnnins sonam ) 79,996 Shares $7,999,600.00
Deduct:
Redeemed to date......... 1,168 Shares
Held for Redemption. .. ... 54 Shares 1,222 Shares 122,200.00
78,774 Shares $ 7,877,400.00
Redeemable at $105.00 on any dividend date on thirty days’ 44
notice. 2

. @

COMMON STOCK AND SURPLUS:
Common Shares of No Par Value—

Authorized...............0cvcinen.. 2,500,000 Shares
| £ T s e e N 766,783 Shares  $11,777,830.00
ERPIEa] SUTPIOE' oot totenteri s s osiarsieraie el rne s ata i assase 122,200.00
L s e T LI00 T DI e i S 2,285,636.95
—  §14,185,666.595
$42,050,327.77
& 1
an ; B
Approved on behalf of the Board: 1\ \

J. A. WALES, Director.
J. M. PRITCHARD, Director.



MCCOLL-FRONTENAC
AND ITS CANADIAN

CONSOLIDATED STATEMENT OF SURPLUS
JANUARY 31, 1939

EARNED SURPLUS:

Balance, February 1, 1938, after elimination of Net
Deficit balances of $299,813.50 (as at that date)
of Subsidiary Companies outside of Canada not
now:consolidated’s® o coc v n e i $3,645,868.77

Deduct:

Adjustment resulting from change from depart-
mental to actual cost basis for valuation of in-
ventories as at February 1, 1938, as authorized

by Board of Directors. ... cicaiiasis st $328,238.08
Reserve for INVestments .. c.«.con e e mnicns 147,398.57
Discount and Expense on Bonds retired—(Balance)  468,058.26
Premium and Exchange on Bonds retired. ....... 375,520.16
Miscellaneous adjustments affecting prior years..  15,483.56
— 1,334,698.63
—F—  $2,311,170.14
Add:
Net Profit for the year ending January 31, 1939,
as per statement attached.................. 761,656.86
$3,072,827.00
Deduct:
Dividends Paid—
On Preferred Shares. .. ovvveee et e iine e snnnnen $473,224.50
O Common ShRres &= s e s St e s e e 230,034.70
—  703,259.20
$2,369,567.80
Deduct also
Cost of Preferred Shares purchased for Redemp-
G0 ek s et s el s noanionornoonaoa990 83,930.85
Balance at Credit Jaauary 31, 1939............ $2,285,636.95
CAPITAL SURPLUS:
Balance February 1, 1938. .. .cccvveeeeneianennen $ 30,400.00
Add:
Par Value of Preferred Shares purchased for re-
demption in T8, .z ons v lvvane iehinneas 91,800.00

Balance at Credit January 31,1939............ $ 122,200.00




OIL COMPANY LIMITED
SUBSIDIARIES

CONSOLIDATED STATEMENT OF PROFIT AND LOSS
YEAR ENDING JANUARY 31, 1939
PRI FROM OPERATIONS 22 o i i oo $2,700,627.29
INCOME FROM INVESTMENTS........cctiiinvaaancinanns 25,924.48
—%2,726,551.77
Deduct:
Provision for the undernoted items:
EIEDECCIALION o srviviimint ot s etarr e et ate S e s e R A a5 $ 982,175.83
Doubtful Accounts. ... ... ... ...iiiiiiiiiiiiiiaaans 75,001.91
Amortization of Bond Discount, €tc..........oevvuevn.nn 56,781.81
— 1,113,959.55
Deduct also: $1,612,592.22
Bank and Other Interest. ... ........oiiiiiinrnnnnnninnnns $ 179,994.61
Boad'and Mortgage Jaterese - s e 560,297.59
—— 40292 2]
§ 872,300.02
Provisiondor Income Taxes. . oiee b siteeesn: 110,643.16
Net Profit for the year—(Transferred to Earned Surplus)........ $ 761,656.86

NOTE: The year’s operations have been charged with the following: Legal Fees, $22,391.65;
Remuneration of Directors and Executive cers who devote the whole of their time to
the business of the Company, $143,541.65; and Fees of other Directors $6,433.33.

AUDITORS" REPORT TO THE SHAREHOLDERS

We have made an examination of the consolidated balance sheet of McColl-Frontenac
Oil Company Limited and its Canadian subsidiary companies as at January 31, 1939, and of
the consolidated statements of surplus and profit and loss for the year ended on that date.
In connection therewith, while we did not make a detailed audit of the transactions, we
examined or tested accounting records and other supporting evidence of the companies and
obtained all the information and explanations which we required; we also made a general
review of the accounting methods and of the operating and income accounts for the year.

The assets and liabilities of the subsidiary companies outside of Canada are not included
in the attached Consolidated Balance Sheet and in accordance with Section 114 of the Com-
panics Act 1934, we report that the net accumulated deficit of these companies at January
31,1939, amounted to $2,030,461.95, of which $535,811.34 arose during the year under review.
No provision has been made in the attached consolidated statements for this deficit.

n our opinion, based upon the examination referred to above, we report that the attached
Consolidated Balance Sheet of the Company and its Canadian subsidiaries, together with the
note appearing thercon, and related Statement of Surplus and Profit and Loss are pro¥crly
drawn up so as to show a truc and correct view of the state of the combined affairs of the
companies consolidated herein, according to the best of our information and the explanations
given to us and as shown by the books of the companies.

P. S. ROSS & SONS,
PRICE, WATERHOUSE & CO.,
Montreal, May 2nd, 1939. Chartered Accountants.



ANTILLES PETROLEUM COMPANY

BALANCE SHEET AS AT

ASSETS
CURRENT ASSETS:
CaslviniBankiandioniHand .. ovcnnnssmsra s v $ 8,108.13
DCCOUNtS RECEINRDIC . s i s e e eTavardiats 3,472.72
Inventory of Stores and Supplies. . ...........c.ooiiiiiinnnnn, 334,264.94
Invetory O Crud Ol o oonmn i i s 41,329.08
—% 387,174.87
DEFERRED CHARGES:
Prepaidiand Deferred EXpenses. . .. o.ov e s 29,940.33
OIL WELLS:
Intangible Well Costs: -cone s omnnnmvsavannnren s $1,325,819.37
Less: AMOTTIZATION. - . o\ttt t e ena e e eiiaetetinannann 1,163,528.65
——  162,290.72
OIL LEASES:
Cost of Leases, and Development Cost....................... $ 880,732.24
B A MO AR CION 5. i ovan it i oo et oo stons (s AU oy Kot o et te 742,043.77
— 138,688.47
FIXED ASSETS:
Plant, Buildings, Drilling and Oil Well Equipment, Storage
Tanks, Pipe iincs, EEC,, AL KCOBE . 110 o simieisinteim aetois a8 iaes mermrabeia 1,120,113.42
DEFICIT: $1,838,207.81
Balaancetat!|anuary 318¢, 1939, - co oo scisioisns mo i ss s 2,043,259.96
$3,881,467.77
STATEMENT OF PROFIT AND LOSS AND DEFICIT ACCOUNT
YEAR ENDING JANUARY 31, 1939
Profit from Production of Crude Oil and Gas. .................. $ 79,870.19
Deduct: Oil Lease Rentals on Non-Producing Properties........ 39,612.58
$ 40,257.61
Deduct also: Amortization of Well Costs. . ................... $ 389,458.51
Amortization of Lease Costs. ...........teeeua.. 18,070.75
Depreciation of Fixed Assets.................... 179,961.81
587,491.07
$ 547,233.46
Add: Deficit, Balance at January 31st, 1938............ $ 297,033.05
Prior Years  Adjustments . . ... sinimisieioniavas 1,198,993.45
— 1,496,026.50

DEFICIT—BALANCE AT JANUARY 31, 1939.............. $2,043,259.96




(TRINIDAD) LIMITED

JANUARY 31, 1939

LIABILITIES
CURRENT LIABILITIES:
AccoanterFayable. o oo oo s s e sl § 26,856.09
Royaley Payable. . ... ..o 8,201.70
————§ 35,057.79
BALANCE OF ADVANCES from McColl-Frontenac Qil Co., Led. 2,445,855.23
RESERVE FOR DEPRECIATION ..o coveii i tatemiinsines 440,554.75
CAPITAL:
Authorized and Issued:
200,000 Ordinary Shares at £1 each, fully paid............. 960,000.00
NOTE : The above Balance Sheet is expressed
in Trinidad Dollars, which are fixed to the
Pound Sterling at $4.80 to the Pound.
$3,881,467.77

AUDITORS' REPORT TO THE SHAREHOLDERS

We have made an examination of the Books and Accounts of Antilles Perroleum Com-
pany (Trinidad) Limited to 31st January, 1939, and have obtained all the information and
explanations which we have required. In our opinion the above Balance Sheet is properly
drawn up so as to exhibit a true and correct view of the state of the Company's affairs at
31st January, 1939, according to the best of our information and the explanations given to
us and as shown by the Books of the Company.

FITZPATRICK, GRAHAM & CO., Auditors,
Chartered Accountants.

Trinioap, 28th April, 1939.

Approved on behalf of the Board.

D. F. JONES, Director.
P. E. TAAFFE O'CONNOR, Director,



FRONTENAC PIPE LINE
AND SUBSIDIARY COMPANY, McCOLL

CONSOLIDATED BALANCE SHEET

(Expressed in United
ASSETS
CURRENT ASSETS:
Gaghiin Baoks'and oo Hand: s osmniniinsnss weveanane $ 13,627.73
Accounts and Notes Receivable (less Reserve). . ....ovvuvnnnn. 2,714.03
Inventories of Crude Oil and Supplies. . .......ovvvienninn. 9,651.33
— § 25,993.09
DEFERREDCHARGES. . -0 ivie oo s sisiaite s siis seraaaits 989.43
FIXED ASSETS:
Land, Pipe Line Systems, Storage Tanks, Buildings, Equipment,
CEE Rt CORES - s 1aaiararovste a1 oisiaisialaless aso iolnlmimimere pism it pLbies 184,866.56
ADVANCE PURCHASE CONTRACTS:
Net Cash Outlay, payment contingent upon oil production
(valuations not appraised). . . . ....iieiiiinaariieieienas 111,029.73
TEOIDN ks oy 60 510 6 OB BB E IO HEHGATEE CODACI0OISERADE $ 322,878.81
STATEMENT OF PROFIT AND LOSS AND SURPLUS
YEAR ENDED JANUARY 31, 1939
Profit and Income from Operations and Investments, before De-
PIEECTAEION 10 it s atutetasstosebatmiata i i i et s i et i) $ 36,143.31
Deduct: Bank and Other Interest. . . ... .cooiiiiiiiiiieninnannns 6,849.41
— § 29,293.90
Deduct also—Provision for:
TDIEPECCERTION - = o wrvisis i /e e aiara s afeT el it 14 e e iyt $§ 15,079.18
BaAdIIIERER. .. ool i e e e e S A e S e 1,200.00
TOCOMIE TAX & s o as «eieraisroeinisie sia nlasie arsibie /618 as.s 8/ 10 00 0 0 0.0 00 5w 1,592.70
—_— 17,871.88
Net Income forthe Period . ... ... oiieiiiiniinonans $ 11,422.02
Balance of Surplus, Beginning of Period. .. ................ 1,375.99

EARNED SURPLUS BALANCE, January 31,1939............ $ 12,798.01




COMPANY (TEXAS)
BROTHERS, INC., (NEW YORK)

- JANUARY 31, 1939

States Currency)
LIABILITIES
CURRENT LIABILITIES:
Crude Oil Accounts Payable. . .............................. $ 139,164.06
Bher Acconnes Payable). ot oa il e e o 3,209.93
Provision for Income and Other Taxes. ...................... 2,254.34
Miscellaneous Accrued Liabilities. .......................... 598.76
$ 145,227.09
McCOLL-FRONTENAC OIL CO. LTD........covveeennn. .. 47,838.85
RESKREVE FOR DEPRECIATION.. . i v i it st s 67,014.86
CAPITAL STOCK AND SURPLUS:
Common Stock—Authorized, Issued and Outstanding,
500 Shares of $100.00 Par Value ..................... SRR $ 50,000.00
Barned Sumplug -, oo e e e 12,798.01
—— S62798.01
L B e R N § 322,878.81

NOTE: Contingent liability of $225,000.00 on discounted notes
receivable from McColl-Frontenac Qil Co., Ltd.

AUDITORS' CERTIFICATE

We have made an examination of the books and accounts of the Frontenac Pipe Line
Company and have been furnished with a certified andited statement of the financial con-
dition of its subsidiary, McColl Brothers, Inc. We obtained information and explanations
from officers and employees as required during our examination of the accounts; we did not
make a detailed audit of the transactions. In our opinion, based upon such examination
and the audited statement which was furnished us, the accompanying consolidated balance
sheet and related statement of profit and loss and surplus fairly present the combined financial
position of the company and its subsidiary at January 31, 1939, and the results of the opera-
tions for the period.

ARTHUR SQUYRES & CO.,
Tyler, Texas, March 23, 1939. Certified Public Accountants,

-



McCOLL-FRONTENAC AUTOMOTIVE
PrRoODUCTS

GASOLINES

Cyclo-Ethyl Motor Fuel
Marathon Blue Gasoline

RED INDIAN LUBRICANTS

Red Indian Motor Oils
Aviation Oil for Motor Cars
Hytak—The successor to grease
High Pressure Grease
Wheel Bearing Grease
Universal Joint Grease
Water Pump Grease
Steering Gear Lubricant

Cup Greases

Covered Spring Grease
Extreme Pressure Lubricants
Hypoid Lubricants

Ford Spring Lubricants
Brake Fluid

Protexall Anti-freeze

A

INDUSTRY . ... MINES . . : MARINE . .-

A complete lubrication service for industry is provided by a
special department of the Company, with Marathon Industrial
Lubricants for all types of machinery, transportation and power.



INTERNATIONAL CREDIT
CARD SERVICE

For the convenience of motorists throughout the country your
Company provides a retail credit service by issuing Credit Cards.
Purchases of gasolines, oils and lubrication service can be made on
monthly credit by showing this Credit Card at any service station
or dealer displaying the identification sign as shown below.

The use of this Credit Card obviates the need of carrying the
needed cash for car operation on trips from your own neighborhood
and also assists in identifying you in parts of the country in which
you are not known.

In addition this Credit Card is also honored at over 45,000
Texaco dealers in #l] of the 48 States of the Union to the South of
our border, which is an added convenience when travelling in that
country on pleasure or on business.

By the use of a McColl-Frontenac Credit Card you will also have
a clear-cut monthly record of the operating costs of your motor
vehicle without personally having to worry about the detail of
such a record.

Ask your neighborhood service station or dealer to secure a
McColl-Frontenac Credit Card—for your convenience and pleasure.
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