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Production:

Qil (barrels)
Natural Gas (thousand cubic feet)

Revenue:

Gross Sales
Royalties Paid (Net of Alberta Royalty Tax Credit)

Net Sales
Other

Expenses:
Production

General and administrative
Depreciation, depletion and amortization .

Interest

Profit before income taxes
Deferred Income Taxes

Net
Net Profit as

Add items not requiring working capital

First Quarter Statement of Earnings and Cash Flow
January 1 to March 31

(unaudited)

Profit

above

Cash Flow from operations

Cash Flow per share

1979 1978
34,034 32,558
714,376 682,080
$1,488,888 1,328,074
375,438 347,143
1,113,450 980,931
16,134 16,921
1,129,584 997,852
162,109 184,196
142,786 147,077
343,000 305,000
258,651 210,208
906,546 846,481
223,038 151,371
148,000 135,000
$§ 75,038 16,371
$ 75,038 16,371
491,000 440,000
$ 566,038 456,371
33

$ .40

Note: (1) Per share figures give effect to the conversion as noted in Note 8(a) to the December 31, 1978 financial statements.

(2) This statement does not give effect to the sale of certain oil & gas properties as more fully discussed in Note 8(b) to the
December 31, 1978 financial statements.



Report of the Directors to the Shareholders

On behalf of the Board of Directors, it is my
pleasure to present our 1978 Annual Report and
a brief summary for the first quarter of 1979.

First Quarter 1979

The statement of cash flow, with compara-
tive figures for the first quarter of 1978, is sum-
marized on the preceding page. Revenue from
production is up marginally and overall expense
is relatively unchanged, resulting in cash flow
similar to the first quarter of last year. This
statement does not reflect the sale of certain oil
and gas properties as more fully discussed
under “0il and Gas Programs”".

Financial

Comparative financial highlights are
summarized below. Cash flow increased 46% to
$1.29 per share and the net loss of 0.22¢ one
year ago improved to a modest profit of .02¢ in
1978. Outstanding debt and working capital defi-
ciency improved slightly while capital expendi-
tures were substantially less. Additional com-
ments are provided on page four.

Year Ending
December 31
1978 1977
Gross3ales . ¢ o=y : oo $5,422,363 5,052,416
Cash Flow from operations . 1,760,636 1,204,165
Per Share . . . . . . .. 1.29 .88
Net Earnings (Loss) . . . . . 26,439 (292,576)
Per Share . . . . . . .. .02 (.22)
Working Capital deficiency . . 748,952 883,846
Long Term Debt . . . . . . 11,314,394 11,622,810
Capital Expenditures . . . . 1,621,030 2,730,607
Total Common Shares
Qutstanding . . . . . . . 1,367,934 1,367,934

During the year, the Company received
$314,837 as an advance against the purchase of
natural gas to be delivered at a later date. Most
of this prepayment was a direct result of negotia-
tions between the producing industry and
TransCanada Pipelines which calls for the inter-
ruption of up to 20% of annual production, to be
paid for now and produced later.

Operations

Operating highlights are set out below with
comparative values for the previous year. Total
reserves of oil and gas showed an appreciable
increase although average daily production was
less. Further discussion is included on page five.

Year Ending
December 31
1978 1977
Qil (barrels perday) . . . . 347 432
Gas (million cubic feet
perday) . . . .. a1 6.794 7.612
Net Proved and
Probable Reserves
Qil (barrels) . . . . . . . 2,205,000 2,088,378
Gas (billion cubic feet) . . 38.465 30.189
Oil and Gas Lands
Gi0SsACBS « wn 7 © an 620,648 824,719
Net Acres . . . . . . . . 171,990 209,715

Development Program

The main thrust of the 1978 capital program
was in drilling and completing new wells with
only modest requirements for surface facilities.
The Company participated in 71 wells: 50 were
completed as gas wells, 11 as oil wells and 10
were dry. Of the four wells farmed out, three
were gas wells and one was dry. Of the 50 new
gas wells, 41 were infill wells in producing pro-
jects.

Reserves & Cash Flow

The summary of net reserves and their pro-
jected cash flows, at varying discount rates, are
presented on page six. This information has
been prepared by independent engineers as of
December 31, 1978.

Ranchmen’s Exploration Ltd. (R.E.L.)

This wholly-owned subsidiary company is
being activated and financed by a group of pri-
vate investors for a total of $10,014,200. Your
Company will own 20% of the equity shares of
R.E.L. and will be appointed manager.

The Company sold assets as at January 1,
1979 in the amount of $4,441,600 to R.E.L. and
granted farmout rights on a similar basis as the
REDPAR 1977 Partnership. It is expected that
the Company and R.E.L. will participate in ongo-
ing oil and gas activity as joint venture partners.

The proceeds of sale will be used by the
Company to retire debt and for general corpo-
rate purposes.

Shareholders’ Equity

The 14,500 Series “B” Preferred Shares
owned by Canadian Oil & Gas Fund Ltd. were
recently exchanged for Class “C" Common Vot-



ing Shares, increasing the issued number of
Shares of that class to 109,462 shares.

At the special General Meeting to be held
June 25, 1979, the shareholders will be asked to
approve the consolidation of the Class “B"”
Common Shares into Class “"A” Common
Shares (three for two basis). If approved, the
total outstanding Common Shares will be re-
duced although the Class "A"” listed shares will
be increased to 1,221,800.

1979 Activity

During the early part of the current year, a
major capital program was undertaken at Deer
Mountain that included the construction of flow-
lines and battery and the drilling of two new ail
wells. More recently, a new oil well was com-
pleted at Kiron, south of the town of Camrose.

For the rest of the year, a drilling program
of 12 to 15 wells is being planned and another
five to ten wells will be drilled by farmout to
others.

Current Outlook

During the fall of 1978, the Province of Al-
berta had shut-in oil production capacity esti-
mated from 300,000 to 400,000 barrels per day.
The political crisis in Iran precipitated an inter-
ruption of crude production from that country
and a world-wide reduction of inventory re-
sulted. Canadian producers have been re-
guested to increase production rates and high
productivity will likely be required throughout
the current year. This development supports our
Company’s heavier emphasis on oil develop-
ment in 1978-1979.

In contrast to the shortage of crude ail,
natural gas is still in a condition of over-supply.
Producers continue to suffer from lack of new
contracts and contractual restrictions in existing
ones. The Company is fortunate in having most
of its gas reserves under contract.

The recently released report of the National
Energy Board found a small amount of gas (2.0
Trillion cubic feet) surplus to Canadian require-
ments. There is widespread feeling that the
Board has seriously under-estimated the coun-
try's gas reserves and that subsequent hearings
will lead to an increased surplus available for
export. Frontier reserves were not considered in
the report and recent discoveries in the
Eastcoast offshore and Arctic Islands will add
substantially to those reserves.

Current political discussions may lead to
the enlargement of the Canadian market
through lower priced gas. However, immediate
export would be most beneficial to the country
and the producing industry.

Staff

The employees of the Company have pro-
vided outstanding service during the past year
and the Directors are pleased to acknowledge
their continuing contribution.

On behalf of the Board of Directors

@wﬁ

R. J. White,
President



FINANCIAL

Key financial results for 1978 are sum-
marized on the following table with comparative
values for 1977:

1978 1977

Sales of Natural Gas

and Crude Qil . $5,422,363 5,052,416
Net Revenue . . . . . 4,039,062 3,905,986
Expenses — Cash . . 2,278,426 2,701,821

— Non Cash 1,734,197 1,496,741

Net Profit (Loss)

per share . . . . . .02 (.29
Cash flow from Opera-
tions per share . . . 1.29 .88

Capital Expenditures . 1,621,030 2,730,607
Working Capital defic-
iency at yearend . 748,952 883,846

Sales and net revenue showed a modest
increase over 1977, although a 16.66% working
interest in the Bluemount Lands was sold to
REDPAR 1977 at the beginning of the reporting
period which reduced the company’s share in a
number of producing properties from 72.17% to
55.51%.

Cash expense in 1978 was $423,395 less
than in 1977 as a direct result of the conversion
in late 1977 of $10 Million bank debt to income
debentures. This interest expense saving was
the main factor in cash flow increasing to
$1.29/share from $.88 during the previous
year. Similarly, net profit was $.02 compared to
a $.22 loss the year before. The income deben-
ture interest is equal to 1.5% plus one-half the
prime rate with a minimum of 5.5% and a
maximum of 7.5%. The rate has been at the
maximum since late 1978, however, this ex-
pense is not deductible for tax purposes. By
comparison, the current rate of interest on de-
mand loans is 13.5%, and is fully deductible.

Working capital deficit at year-end was
$748,952 compared to $883,846 at the same
time one year earlier. Of this amount $663,442 is
owing to the parent company. The Company
has arranged a new financing through Ranch-
men’s Exploration Ltd. (see Qil and Gas Pro-
grams) as a means of improving the Company's
working capital position.

Prepaid Gas

During 1978, the industry and the principal
gas purchaser, TransCanada, negotiated an ag-
reement that provided for a voluntary cutback in
gas production of up to 20%. The “take or pay"

agreement provides that the buyer must pay the
current price during shutdown period and when
the gas is taken at a subsequent time, he must
pay any incremental appreciation in gas price.
The Company also received payment from Syn-
crude for gas that was not taken in the Tower &
Wander projects in Northern Alberta.

The Company's gas paid for, but not
taken, amounted to $314,837 during the 1978
fiscal period and is set up as a liability for ac-
counting purposes.

“Take or pay’ payments received are
treated as non-refundable advances and will be
taken into income when the gas is delivered in
future years.

Capital Expenditures

Capital Expenditures of $1,621,030 were
less than the $2,730,607 invested in 1977. Dur-
ing the most recent reporting period, the de-
velopment emphasis was on drilling and com-
pletion operations whereas in 1977 substantial
funds were spent on gas plant facilities. In addi-
tion, capital requirements were reduced further
as a result of the sale of 16.66% of Bluemount
lands to REDPAR 1977.

Preferred Shares

In February of 1979, Canadian Oil & Gas
Fund Ltd. purchased the 14,500 Series "B"
Convertible Cumulative Redeemable Preferred
Shares which were subsequently exchanged in
April for 39,200 Class "C" Common Voting
Shares. Class “C" Common Voting Shares out-
standing now total 109,462.

Class “B"” Common Shares

At the special General Meeting set for June
25, 1979, the Shareholders will be asked to ap-
prove the consolidation of the Class “B" Com-
mon Non-Voting Shares with the Class "“A"
Common Non-Voting Shares, on a three for two
basis. Following the consolidation, outstanding
Class "A" Common Non-Voting Shares would
increase by 151,730 from 1,070,070 to
1,221,800, and total outstanding Common
Shares would be reduced by 75,872 to
1,331,262 Shares.

Class “B" Shares have received approxi-
mately $1.200,000 in dividends while the Class
“"A” and Class “C" have received none. The ef-
fective conversion of Class "“B" shares into a
smaller number of Class "A" takes this differ-
ence into account.



Qil and Gas Programs

The Company has arranged to activate its
wholly-owned subsidiary, Ranchmen's Explora-
tion Ltd. (R.E.L.). R.E.L. will be financed through
the sale of First Mortgage Bonds and common
shares to a group of private investors, with a
ratio of 40 Common Shares ($10.00 each) sold
with each $1,000 bond for a total of
$10,014,200. The transaction is expected to
close in early July. Ranchmen's will manage the
company and retain 20% of the Common
Shares. The Common Shares of R.E.L. are ex-
changeable for Class “A” Common Shares of
Ranchmen's Resources (1976) Ltd. on a one for
one basis until June 30, 1983.

Under the plan, Ranchmen’s will sell an in-
terest in the Bluemount Lands, Med. Hat #4,
and Princess to R.E.L. The proceeds of sale of
$4,441,600 will be used to reduce Company
debt, and for general corporate purposes.

R.E.L. will join with the two public partner-
ships (REDPAR 1976 & REDPAR 1977) and the
Company in the continuing development of the
Bluemount Lands, and will partner with the
Company exclusively in new projects.

Approximately 40% of the capital funds of
R.E.L. will be used to purchase property from
Ranchmen's and 60% for exploration and de-
velopment. R.E.L. will purchase 13.21% in the
Bluemount Lands and be granted a farmout
from the REDPAR 1976 Partnership and the
Company, under which it will increase its in-
terest in new wells by paying 26.42% of cost to
increase its interest from 13.21% to 19.815%.

OPERATIONS

Drilling Program

During 1978, the Company participated in a
total of 71 wells with 50 completed as gas wells,
11 as oil wells and 10 dry holes. The entire dril-
ling program was located in Alberta.

In southeastern Alberta, the Company par-
ticipated in four gas wells at Matziwin, 19 at
Princess, 10 at Hilda and eight more on the
Med. Hat #4 property. These four areas are
under contract and the wells were immediately
connected to producing facilities.

Two gas wells were drilled at Granor in
north-central Alberta, increasing to five the
shut-in gas wells within the Company's 36 sec-

tions of land. These reserves have been con-
tracted to Pan Alberta Gas Ltd., subject to gas
export approval from the National Energy
Board. However, because of the remoteness of
the area, production is not anticipated until the
early 1980's.

A further three gas wells were drilled at
Kessler-Provost, Nestow, and Waskwei on lands
currently under contract, and are expected to
provide new revenue in 1979.

Three new wells drilled at Thompson Lake
and the single well at Bon Accord were not
completed due to gas contracts not being
available at this time. These wells were drilled to
preserve leases that were due to expire.

Two new Basal Quartz oil wells were drilled
at Bellshill Lake; one has been completed as a
producing well and the other will be tested in
the early summer. At Kiron, one well was com-
pleted as a marginal Viking oil well and two
others are awaiting completion. Of the remain-
ing six oil wells drilled, two were at Provost and
four were in the Warburg Belly River Unit.

A complete summary of the drilling pro-
gram follows:

Well Drilling Summary

% Company

Working

Interest Oil Gas Dry
Company
Participation
Alfdrie -5 5 wm 5 s 14 — 1
Bellshill Lake . . . . . . 24 - 47 2 — 1
Bon Accord . . . . . . . 47 — ) [
Granor . . . ... ... 6.25 — 2 —
Hilda Gas Unit . . . . . . 1.18 — 10 —
Holden . . . . . . . .. 12 == 1
Kessler-Provost . . . . . 47 — 1 1
Kiron . . . . . . . . .. 47 3 — —
Matziwin . . . . . . . . 575 — 4 —
Med. Hat #4 . . . . . . 235 — 8 —
Nestow . . . . . . . .. 16.67 — 1 1
Princess Project . . . . . 22 — 18 —
Princess . . « o« v s o - 65 — 1 —
Provost Veteran . . . . . 1.97 T = 1
Provost . aca s sms = s 42 1 — =
Springburn . . . . . .. 2.4 - — 1
Thompson Lake . . . . . 24 - 47 — 3 —
Warburg . . . . . . .. .68 4 — 2
Waskwei . . . . . . 11-20 —_ 1 1
Company Farmout
Bellshill Lake . . . . . . 8.32* — 1 =
Bhies : :ws v s mu 2 s 2.08* — 1 =
Horizon . . . . . . . .. 375" — 1 —
Wild River . . . . . . .. 13.9 S — 1

11 53 11

* Royalty Interest



The Company has extensive undeveloped
land holdings throughout Alberta, and intends to
encourage farmouts to other operators on those
lands which are not in close proximity to the
Company's prime prospects. Under the terms of
most farmout agreements, the other operator
pays all well costs to earn a large interest 'n the
farmout lands until the cost of the well has been
recovered, after which both parties share more
or less equally in the proceeds of production.
During 1978, farmouts resulted in three gas
wells, which are currently shut-in without gas
purchase contracts.

Deer Mountain

Construction of surface facilities to service
the producing wells at Deer Mountain was
started in late 1978. These include a central bat-
tery for treating and storage, flowlines connect-
ing individual wells to the battery, and service
roads to provide access to both. The initial
phase of the construction program is now es-
sentially complete.

The well drilling program planned for late
fall was delayed and drilling did not start until
early January of 1979. Two wells were drilled
and completed and will be placed on produc-
tion following spring break-up.

The total cost of this program to Ranch-
men's and its partners is estimated at $1.8
Million. Activity will be resumed in the last quar-
ter of 1979 with two to four wells planned.

Production and Reserves

Average daily oil production during 1978
was 347 barrels per day, a 20% decrease from
the 432 barrels per day in 1977. Natural gas
production was also lower at 6.794 million cubic
feet per day compared to 7.612 in 1977, a re-
duction of 11%.

Additions to reserves during the year, after
deducting annual production, was 116,632 bar-
rels of oil and 8.276 billion cubic feet of gas for
an increase of 6% and 27%, respectively.

Lower production rates during the year re-
sulted mainly from the sale of 16.66% interest in
certain lands to REDPAR 1977, a public
Partnership. The effect of this sale on reserves
was more than offset by the addition of new re-
serves. Reserve additions are attributable to two
factors:

1. participation in 61 successful wells,

2. revision of Crown Royalties on gas re-
serves, which reduced royalties payable
on low deliverability wells, thereby ex-
tending their producing life.

Land

The Company's net land inventory was re-
duced 18% from 209,715 acres to 171,990
acres, while the gross interest was reduced
24% from 824,719 to 620,648. While some of
this change reflects the normal expiration of
leases, most of the reduction is reflected in the
surrender of lands in the Northwest Territories
and the sale of a 16.66% interest in certain
property to the REDPAR 1977 Partnership.

SUMMARY OF NET RESERVES

Proven plus
Probable
Proven Additional
Property Qil Gas Qil Gas
(barrels) (billion (barrels) (billion
cubic cubic
feet) feet)
Amisk . . . . 85,491 85,491
Belishill
Lake . . - 112,495 112,495
Deer
Mountain . . 216,611 1,547,609
Provost
Project 10 . . 90,027 90,027
Other Oil . . . 369,432 369,432
Kessler
Provost . . . 3.806 4.261
Princess . . . 1.997 1.997
Medicine
Hat #4 . . . 8.041 8.041
Rosalind . . . 2.710 3.342
Other Gas . . 16.032 208211
Fotal « .. s 874,056 32.586 2,205,054 38.465
CASH FLOW SUMMARY
Proven Plus Probable Reserves
(thousands of dollars)
Discounted at
Property 0% 9% 15% 20%
Qil
Amisk . . . . 664 212 131 96
Bellshill
Lake . . . . 1,630 1,057 851 732
Deer
Mountain . . 22,303 5,767 2,644 1,340
Provost
Project 10 . . 1,140 810 675 593
Other ... « : 5,869 3,032 2,329 1,969
Sub-Total . 31606 10,878 6,630 4,730
Gas
Kessler
Provost . : 8,716 3,743 2,528 1,945
Princess . . . 5,085 1,636 1,077 832
Medicine
Hat #4 15,300 7,534 5,298 4,160
Rosalind . . . 6,998 4,031 3,073 2,552
Other . . . . 49,421 17,931 11,714 8,905
Sub-Total . 85,520 34,875 23,688 18,394
Total . . . . 117,126 45,753 30,318 23,124

The Fair Market Value of the undeveloped lands is $2,526,000.






RANCHMEN'’S RESOURCES (1976) LTD.

Consolidated Balance Sheet

DECEMBER 31, 1978
(with comparative figures for 1977)

Assets

Current assets:
Cash
Accounts receivable
Inventory of material and supplies, at cost

Total current assets

Non-current investments and receivables:
Mortgages receivable, net of current portion
Real-estate heldfortesalejiat cost v Wi bals s s 0 = g

Property and equipment, at cost less depreciation
and depletion:
Oil and gas properties
Production equipment
Office equipment

Less accumulated depreciation and depletion

Other assets:
Unamortized financing costs
Sundry, at cost

Approved on behalf of the Board:
.—’/“) ¥ /") /7
,‘l\/ ;_'jﬁ ()L Director

———e S e S Director

See accompanying notes.
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1978 s

$ 588,028 443,716
1,469,994 1,073,965
186,929 123,495
2,244,951 1,641,176
279,322 271,029
369,104 373,690
648,426 644,719
18,036,639 16,671,077
2,301,147 2,099,633
73,345 69,391
20,411,131 18,840,101
2,445,797 1,283,016
17,965,334 17,557,085
334,949 395,146
166,688 116,081
501,637 511,227
$21,360,348 20,354,207




Liabilities and Shareholders’ Equity

Current liabilities:

Accounts payable and accrued liabilities . . . . . . .. . . .. ..
Clunmentporionietllongtenmdebin et Tail L de B B
Due to parent company, Canadian Oil & Gas Fund Ltd. . . . . . . .

Totalclirrentiinbiinesd e il =t W i st et - Dol sa L G

Long-term debt (Note 3):
Bank loans — net of current portion
Income debentures

Prepayment for future gas production . . . . . . . . . . . |
Deferred Incometaxes .« -t giest s i DL arEE S S
Minority.Interestin subsidiary ...« . = 0 ioniai w oo

Shareholders’ equity:
Share capital (Note 4):
Preferred shares with a nominal or par value of $10 per share
Authorized: 1,400,000 Shares
Issued: 14,500 Series "B" 8% Convertible

Cumulative Redeemable Preferred Shares (Note 8(a)) . . . . .

Common shares without nominal or par value
Authorized 5,000,000 Shares divided into
4,400,000 Class “A” Common Non-Voting Shares
300,000 Class “B" Common Non-Voting Shares
300,000 Class “C” Common Voting Shares
Issued: 1,070,070 Class “A” Common Non-Voting Shares
227,602 Class "B" Common Non-Voting Shares .
70,262 Class “C" Common Voting Shares (Note 8(a))

Contributed surplus-5i o anw (8780 s oh D i ol e s

Deficit

Commitment and contingent liability (Note 5)

See accompanying notes.

9

1978 SaudnE

$ 1,922,553 1,573,672
407,908 341,928
663,442 609,422
2,993,903 2,525,022
1,282,450 1,587,504
10,000,000 10,000,000
31,944 35,306
11,314,394 11,622,810
314,837 =
922,074 406,074
3,423 3,423
145,000 145,000
4,512,085 4,512,085
1,138,012 1,138,012
351,312 351,312
1,737,590 1,737,590
(2,072,282) (2,087,121)
5,811,717 5,796,878
$21,360,348 20,354,207




RANCHMEN’S RESOURCES (1976) LTD.

Consolidated Statement of Earnings and Deficit

Year Ended December 31, 1978
(with comparative figures for 1977)

£ ADIDT T

Revenues:
saestalitatialigasiand crade ol Leiyr v sl L g et e Y $5,422,363 5,052,416

Less royalties (net of Alberta Royalty Tax Credit

O SEYS 000 187 = SOBRHO0Y: = s iR s B e e 1,426,151 1,307,562
Eroductionreventie & aliis oo ks s 8 e - e he T Sl R 3,996,212 3,744,854
Ofheids agl = s R e e el s L R e 42,850 161,132
_ 4,039,062 _ 3,905,986

Expenses:
GioeraHne st e el it e i pe & RSBSOS e e 805,113 680,041
Geperalandradminisalive S e (e kLt i DR Sl e g 427,518 457,760
Expenses of assessing corporate acquisitons . . . . ., . . . . . . — 84,468
Qtsideicansulindifeest ol i T aiie e L L R 140,355 123,513
Peprecigtiofe S vt i e s T e 131,000 158,000
DenlehonAet s L e i o= Ty B i g Lo gl S e 1,027,000 1,106,544
Amottizaiomor finaheiigioxpenses & et i E il s b 60,197 60,197
Interesre—tlona:temrmedbhiimndg) = Sy S itein s TG sy o ook et o8 874,843 1,332,206
s el (n e LA B s o e SR T T e e SR T e e ) 30,597 23,833
(3496623 4,026,562
Earnings (loss) before deferred income taxes . . . . . . . . . 542,439 (120,576)
Deferred incometaxes(Note 7). -~ '« . .- . . . Gl b0 e 516,000 172,000
Bletoalnines (lossllme Sl ar i Be-w = didiite n AR RS TR bl e 26,439 (292,576)
Belieily DEFimng gupenos s o Dl e e e 2,087,121 697,283
Bividend paid on Elass B Gommon iShares.” - “o 51 0 i@ — 1,085,662
Bividendsigaldion Preferred/Shares, @ 00 s e 11,600 11,600
Baifil fend offpetioeliane o sey AT RaE R RE egl  E $2,072,282 2,087,121
Eamirgsiiossiibershans’ i oilic s L P i e Tl et R s A St g $ .02 (.22)

See accompanying notes.
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RANCHMEN’S RESOURCES (1976) LTD.

Consolidated Statement of Changes in Financial Position

Year ended December 31, 1978
(with comparative figures for 1977)

Source of funds:
Operations:

Netiaarnific SilosS) 2w lies DRl S i SR il deiitge © Dl gl Rl e sl

Add items not requiring working capital:
Depreciation
Deplation it et et el Ll il le S sl TR S B
Amortization of financing expenses
B e e les T Rt T o s e Oy e el St S S i e »

Working capital provided from operations

Piepaymerufordtliiie gas proguetions o s Sl G U Lo e g
Mortgage receivable becoming current
Ingteaseliptbng-lermi el - wer e ls iRl R el B8 g
Proceeds on sale of property and equipment . . . . . . . . . . . .
Reduction of advances to Class “B” Common Shareholders . . . . .

Use of funds:
Reduction of long-term debt
Additions to property and equipment
Bividend paid on'Class © B Commom Shares 4= s i e l8 e e iF
Bridendsipate on BreferedsShares ™ il b S 5 i et i
EIRAFGINGECOSIE & 2 - el i b e R sl L RO Sl e € 2
Advances to Class "B" Common Shareholders . . . . . . . . . ..
&Pl S st e W L L R SRR s e S T

(ncrease |nWaTKING Gapilalty 5o g v L sl i el fl e S Cha e
Working capital deficiency, beginning of period . . . . . . . . . . . .

Working capital deficiency, end of period

See accompanying notes.

1]

1978 1977
$ 26,439 (292,576)
131,000 158,000
1,027,000 1,106,544
60,197 60,197
516,000 172,000
1,760,636 1,204,165
314,837 —
= 5,757
— 15,182,625
54,781 3,047,636
— 1,085,662
2,130,254 20,525,845
308,416 15,450,116
1,621,030 2,730,607
— 1,085,662
11,600 11,600
- 150,000
—_ 455,205
54,314 48,809
1,995,360 19,931,999
134,894 593,846
883,846 1,477,692
$ 748,952 883,846




RANCHMEN'’S RESOURCES (1976) LTD.

Notes to Consolidated Financial Statements
DECEMBER 31, 1978

Significant Accounting Policies:
a) Principles of Consclidation:

The consolidated balance sheet includes the accounts of Ranchmen's Resources (1976) Ltd. and its wholly-owned subsidiaries,
Ranchmen’s Exploration Ltd., Bluemount Minerals Inc., Bluemount Minerals Ltd., Brady Oil and Gas Limited and that company's
60% owned subsidiary, Greenvalley Holdings Limited (inactive). All significant intercompany transactions have been eliminated on
consolidation.

Accounts of the United States subsidiary are immaterial.

b) Property and Equipment:
The Company follows the full cost method of accounting whereby all costs and expenses of exploring for and developing oil and
gas reserves, including applicable administration costs, are capitalized, and these costs, together with production equipment, are
being depleted or depreciated on the composite unit of production method based on estimated proven reserves as determined by

independent engineers. Proceeds on minor property sales are credited to the net book value of property and equipment without
recognizing any gain or loss on disposition. Gains or losses on major property sales are recognized in earnings.

c) Joint Venture Accounting:

Substantially all of the Company’s exploration and production activities related to oil and gas are conducted jointly with others and
accordingly the accounts reflect only the Company’s proportionate interest in such activities.

d) Financing Costs:
The Company is amortizing its financing costs over an eight year period.

Changes in Accounting Policy:

With effect from January 1, 1978 the Company adopted a policy of capitalizing administrative costs related to the acquisition and
development of oil and gas properties. Such charges capitalized in the year ended December 31, 1978 aggregating $110,000, had the
effect of increasing net earnings by approximately $80,000.

Long-term debt:

Although the bank loans, which bear interest at 1.5% above prime bank rate, are payable on demand, under the agreed terms of
repayment $400,000 will be repaid within the next twelve months. The bank loans are secured by an assignment of oil and gas
properties under Section 82 of the Bank Act and by a floating charge debenture on the Company's assets, both present and future, in
the amount of $1,749,135.

The Floating Rate Secured Serial Income Debentures bear interest at 1.5% plus one-half of the prime bank rate with a minimum of 5.5%
and a maximum of 7.5% per annum payable semi-annually to the extent of available profit with a provision for deferral, if necessary. The
debentures have been issued in five series of $2,000,000 principal amounts, maturing on each of December 22 of 1981, 1982, 1983,
1984 and 1985. The debentures are secured by a first fixed mortgage on certain oil and gas properties and a floating charge on all
assets, and are redeemable by the Company on or after December 19, 1979 with accrued interest to the date of redemption. The
Company has issued warrants entitling the subscriber to purchase shares of the Company (see Note 4).

The mortgage payable which bears interest at 11.75%, is repayable in monthly instalments of $1,040, principal and interest.

Share Capital:

The Series “B" 8% Convertible Cumulative Redeemable Preferred Shares are redeemable at par at the option of the Company after
June 30, 1978 and after June 30, 1980 at the option of the holder thereof. The Series “B" Preferred Shares are convertible by the holder
at certain specified dates into 39,200 Class "C" Common Voting Shares.

The Company has reserved 85,328 Class “A" Common Non-Voting Shares and 3,552 Class “C” Common Voting Shares, pursuant to an
agreement entered into by Cogfac Resources Ltd. (a predecessor company) on June 24, 1975 which may be issued and exchanged
for 40,000 10% Series “A" Preferred Shares (having a nominal or par value of $10 per share) of Canadian Qil & Gas Fund Ltd. In
addition, the Company has reserved 39,200 Class “C" Common Voting Shares for conversion of the Series “B" Preferred Shares.

The Company has reserved 23,334 Class "A" Common Non-Voting Shares pursuant fo certain option agreements entered into by
Bluemount Resources Ltd., whereby the optionee could purchase 35,000 shares of that company at any time prior to March 15, 1979 for
$5 per share. The Company has reserved 100,000 Class “A” Common Non-Voting Shares pursuant to a share purchase warrant
indenture with the income debenture holders whereby the warrant holders may purchase 100,000 shares at any time prior to December
19, 1979, 1981, and 1983 at $3.50, $4.00 and $5.00 per share respectiveiy.

Pursuant to the Amalgamation Agreement under which the Company was formed, no further dividends may now be declared or paid on
Class “B" Common, Non-Voting Shares unless and until dividends aggregating $1,500,000 have been paid on the total of the issued
and outstanding Class “A" Common Non-Voting Shares and Class “C" Common Voting Shares. Thereafter all common shares shall rank
pari passu as to dividends.
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5. Commitment and Contingent Liability:
a) The Company has entered into a 25 year management agreement with a shareholder, Canadian Qil & Gas Fund Ltd., wherein the
Company will pay reasonable administrative costs and 5% of the cost of property acquired and of shares of corporations acquired
on behalf of the Company.

b) In April, 1977, an action was commenced in the United States District Court of Michigan by certain minority former shareholders of
Ark Explorations Limited (a predecessor company) against the company, and certain other named parties. The plaintiffs alleged
non-compliance by the Company with the provisions of the Securities Act of 1933 (U.S.) and Securities Exchange Act of 1934
(U.S.). The claim is for an order directing the Company to purchase the shares of the Company held by the plaintiffs for $438,100
(U.S.) and for exemplary damages in the amount of $1,000,000 (U.S.). The Company has denied the plaintiffs claim, has retained
United States counsel and is vigorously defending the action. Management of the Company believes that it has good and meritori-
ous defences to both claims and has received the opinion of United States counsel that the claim for exemplary damages has little
or no merit. The Company served a Counterclaim on the plaintiffs alleging inducement, misrepresentation and fraud under the
Securities Exchange Act of 1934 (U.S.) and claiming damages of not less than $250,000 plus costs.

6. Remuneration of Directors and Senior Officers:

The aggregate management fees and remuneration paid to directors and senior officers (which includes the five highest paid
employees) for the period ended December 31, 1978 was approximately $212,600. (1977 — approximately $210,000).

7. Deferred Income Taxes:
The reported income or loss is reconciled with the income for purposes of the income tax provisions as follows:

1978 1977

Earnings (loss)ibeloa iipome taxes 5t - s slin bl aip e S = ol e o a5 $ 542,439 (120,576)
Add non-allowable items, including crown royalties,

debenture interest and depletion on assets which

arenotdeductibie formemeiae PUnDEaE.. F= il g miS il s T £ v ST o T 2,157,830 1,390,910
Income for purposes of income tax calculations

before earned depletion and resource allowance . . . . . . . . . . A £ ) 2,700,269 1,270,334
Deduct:

egried dapleliohzallewancas T an-C oL anh el S nlsing S flil Kot T RIRe e 0 477,227 159,250

Federal resoafge sllawanbas === w ol ihe el il Sl ity o Y e o Sl i 872,616 636,361

Iricome foEpUrposes of incormnetax Provisiont =5 is i Sk Rl e L S8 e s i $1,350,426 474,723

8. Subsequent Events:

a) On April 25, 1979 the 14,500 Series ""B" Preferred Shares were converted into 39,200 Class “C" Common Shares.

b) Subsequent to the year end a wholly-owned subsidiary, Ranchmen's Exploration Ltd., which has been inactive since incorporation,
arranged to issue, subject to certain conditions, a combination of debt and Class “A” Common Shares aggregating $10,014,200.
The said Class “A" Common Shares will be exchangeable at the option of the holder for a maximum of 286,120 Class “A” Common
Shares of the Company. As a result of this issue the Company's percentage ownership in Ranchmen’s Exploration Ltd., will
decrease to 20%. $4,441,600 of the proceeds of this issue will be used to acquire an interest in certain oil and gas properties from
the Company, which in turn will use the proceeds for the retirement of debt, and for general corporate purposes.

Auditors’ Report to the Shareholders

We have examined the consolidated balance sheet of Ranchmen'’s Resources (1976) Ltd. as at December 31,
1978 and the consolidated statements of earnings and deficit and changes in financial position for the year then
ended. Our 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.

The Company is involved in litigation relating to the 1977 amalgamation as discussed in note 5.

In our opinion, subject to the effect, if any, of the ultimate resolution of the litigation referred to in the preceding
paragraph, these consolidated financial statements present fairly the financial position of the Company as at
December 31, 1978 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, which except for the change in the method
of accounting for certain administrative costs as more fully described in note 2, have been applied on a consis-
tent basis.

Calgary, Canada Peat, Marwick, Mitchell & Co.
April 30, 1979 Chartered Accountants
(Except for Note 8(b)

_which is dated May 25, 1979)
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