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President's Report

CHARLES R. HETHERINGTON

Panarctic opened the year 1971 with the
successtul killing of the wild gas
discovery well on King Christian Island
and it closed the year with a new
discovery of inatural gas at Kristoffer
Bay on Ellef Ringnes Island. Between
these events, Panarctic completed the
drilling of five exploratory wells that it
was obligated to drill. Nine other
exploratory wells of which eight were
Panarctic obligations were completed or
were being drilled on Company lands by
tarmees. Panarctic also arranged tor the
financing of an additional $100 millior:
to cover forthcoming exploration
programs. Shortly after the close of the
fiscal year the Company's Romulus C 42
well on Ellesmere Island drill stem
tested crude oil. These occurrences are
the principal highlights of this fourth
annual report of the Company.

The retief well which killed the King
Christian wild gas well was deepened to
evaluate the productive gas sand and
was completed as a producing gas well.
A two-mile stepout well was then drilled
to satistfy the deeper exploratory drilling
obligation and to provide a confirmation
well. This well, Panarctic Tenneco et al
King Christian N-06, completed in the
King Christian sand., ranks as one of
the largest gas producers in North
America, actually flowing at rates up to
188 million cubic feet per day.

It is interesting to note that fuel tor the
dnlling of this stepout well was supplied
by natural gas piped two miles from the
compleled retiefl well, making this the
most northerly practical use of natural
gas n the world. The gas s of pipeline
quality in 1ts natural state so no
processing was required.

Panarctic now has alimost fulfilled its
obligations to dnll specitic wells. It still
retains options to drill certain blocks to
earn additional acreage. Accordingly,
well locations can be made having
regard to the most promising geological
ptospects and the need to evaluate
Company land holdings prior to
selecting leases. There are now nine
dnlling ngs in the Arctic Islands of
which five are under contract to
Panarctic and two are under contract to
others drilling on Panarctic lands in
pursuance af this program.

Last year's report stated that interest
expressed by purchasers of natural gas
both in Canada and the United States
suggests that Arctic Islands gas may be
marketable much sooner than had been
generally expected. A big step in this
direction was made when Panarctic
entered into a Gas Development
Arrangement with four United States
gas companies, Tenneco Oil & Minerals,
Ltd., Columbia Gas Development of
Canada Ltd., Texas Eastern Canada Ltd.
and Northern Natural Gas Company,
under which $75 million will be made
available for gas exploration on
Panarctic lands over the next live years.
‘When a market outlet is assured,
additional funds will be provided as
requested by Panarctic for the drilling of
all development wells required to deliver
gas in marketable quantities from
Panarctic lands. The expanded
exploration program will greatly enhance
the prospects for discovering the
threshold reserve of natural gas
necessary to support an economic
pipeline outlet to market.

In consideration of monies expended.
the gas companies will have the first
right to negotiate the purchase of gas
developed under this program and
declared available for export by the
National Energy Board and the
Government of Canada.

In the result Panarctic will be provided
with farge amounts of exploration
capital without diluting its stock equity
and without relinquishing Canadian
ownership or control. In the process of
dnrilling for gas, Panarctic’'s 60 mullion
acres will be more intensively explored
than Panarctic could otherwise do with
its present exploration budget, and in
the process the chances of finding
crude oil will be materia' - enhanced.

In addition to the new financing under
the arrangement just described,
Panarctic shareholders subscribed pro
rata to a $26 million expansion of the
Company's capitalization which will
carry Panarctic's basic exploration
program through the year 1972.

Panarctic’s land holdings of more than
60 million acres are distributed over a
vast region extending for sorme 1,000
miles from Banks Island in the
southwest to Ellesmere tsland in the
northeast. To put this into perspective
with exploration in other parts of
Canada: Panarctic's holdings are greater
than all oil and gas lands issued in
British Columbia or two-thirds of the
total lands issued in Alberta where more
than $3 bilion have been expended by
the oil and gas industry over the past
25 years. Panarctic holds its acreage
under Canada Oil and Gas Permits out
of which Panarctic must select Canada
leases as the Permits expire trom time
to time commencing in 1975. Since
Panarctic's large and widely distributed
land spread is underlain by a great
variety as well as a large number ot
geologica! prospects, Panarctic has been
seeking means to increase the pace ot
its exploration over the next five years.

Farmouts to other comparnies are a
means of financing regularly employed
in the oil and gas industry to obtain
additional exploration work over and
above that possible or even desirable
out of a company's own financial
resources. In such farmouts, partial
interests 1n selected land areas are
traded for commitments to undertake
additional exploration work. Panarctic
has availed itsel! of this means ot
financing and has made farmout
arrangements with six companies. These
farmouts will produce a total of $50
million to $75 million of additional
work. The consideration for this work
involves relinquishing less than 6% of
Panarctic’s gross land holdings and
Panarctic will still retain an average ot
52% of its original interest in the lands
farmed out. In each instance Panarctic




Exploration

G. P. CROMBIE

Vice-President Exploration

During 1971 Panarctic continued to add
not only to its geological knowledge of
the Arctic Islands. but also to its
experience in using the latest and most
advanced exploration tools to meet the
conditions unique to the Arctic. In the
process of the Company's exploration
statf and contracting firms have
emphasized and eniarged upon certain
new techniques and refinements in
exploration methods.
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has evaluated its land holdings,and has
obtamed dolar work commtingnts
compatible with the indicated value of
the land interests being relinguished. in
aiddition to obtaining valuable geological
wicrmation and land evaluations from
farmout drilling, Panarctic hopes that
the fartnee will discover oil and gas
aince Panarctic will still have a
substantial retained interest in any
discoveries.

In summary, with capital from the Gas
Development Arrangement. from
farmouts, and considering a
continuation of Panarctic's own
exploration program, over $200 mullion
15 slated for exploration on Panarctic
lands over the next five years. While this
15 a large expenditure 11 1s still a
relatively small number of dollars per
acre when compared to exploration
budgets spent in Western Canada over
the past 25 years. However, in the
Arctic Islands the geological features are
much larger and the potential reservoirs
are much thicker than in Western
Canada. Further, because the land
surface 15 largely free of vegetation and
because rock fermations outcrop at the
surface, many of these structural
features are evident during the two or
three summer months when the land is
bare of snow. These favourable factors
distinguish the Arctic Islands from
Western Canada and indicate that
exploration in the Arctic Islands could
be less costly per acre explored and
hopefully more productive.

~ Last summer field parties studied the
geology of the central and eastern
islands from Melville to Axel Heiberg
Geophysical crews shot almost 1,400
miles of seismic line. Gravity data from
over 10,000 stations were collected in
selected areas. Additional geophysical
data were obtained by trades with other
companies. This work not only provided
viluable regional nformation but
developed spec fic drilling locations for
wells now drilling and for a number of
wells to be drilled next year.

Last fall Panarctic conducted the largest
and most successful sealift ever carned
out in the High Arctic, employing three
ships to deliver 15,000 tons of supplies
including 3 mullion gallons of fuel to
Ellesmere Island and Panarctic’'s Rea
Point base. It is appropriate to
acknowledge the invaluable assistance

of the Canadian Coast Guard icebreaker
fleet in making such an operation
possible. This year ice conditions were
less severe than at any time in recent
history. However, this will not always be
so. More and larger capacity icebreaker
support will be required as Arctic
operations expand 2nd as shipping
requirements extenu to the more
icebound northwesterly islands.

The Company owned Etlectra and Twin
Otter aircraft operated to near capacity
servicing and resupplying the
Company's contract drilling rigs and
geological and geophysical parties In
addition, contract aircraft were widely
employed, principally in moving dnlling
rigs from one location to another and in
keeping them furnished with supplies
and fuel Communication facilities were
upgraded and expanded although the
need fo: basic improvement stil
remains.

Mare than ever during 1971, Panarctic's
operations have effectively reinforced
the Canadian presence in the Arctic
Archipelago. Perhaps even more
importartly, Panarctic is helping to turn
a remote and barren region nto an
important economic asset for Canada.

The Company enlarged upon its
program for the protection of the Arctic
environment. A special task force
including outside consultants was
formed to check out, photograph and
report on all locations where the
Company has operated to date. Where
required, cleanup operations were
undertaken after which the task force
repeated its inspection. By this
procedure it 1s hoped to minimize
ecological damage and to leave the
arcas of activity in substantially the
same condition that existed prior to use.

The Company’'s program to employ
Eskimos and other northerners
underwent changes because of the
transportation problems involved
between Panarctic jobsites and the
isolated settlements, all of which are
quite far south of Panarctic’s area of
operations. in order to make the system
more workable and also to provide
employment for more northern
residents, Panarctic instituted special
company aircraft flights to Pond Inlet
and Arctic Bay. While only in its early
stages, this undertaking appears to be
working well and is providing
meaningful employment. It is hoped
that this effort will develop a pool of
trained northern residents for the
operation of field facilities when Arctic
oil and gas go into procuction.

This year's Report includes a page of
pictures of Company Directors, eleven of
whom are onginal directors having
served since formation of the Company
as an operating entity in the tail ot
1967. Mr. H. M. Pickard, Executive

Vice President of Canadian Pacific
Investments Limited, who also served as
one of the early directors, has resigned
and has been replaced by Mr. R. W,
Campbell, Chairman of the Board of
PanCanadian Petroleum Limited. Mr,
Campbell brings with him a weaith of
experience from a lifetime in the oil and
gas industry in Western Canada. Ouring
the year the membership of the Board
of Directors was expanded to eighteen
with the appointment of Mr. H. Basil
Robinson, Deputy Minister of Indian
Aftairs and Northern Development, Mr,
J. Austin, Q.C., Deputy Minister of
Energy, Mines and Resources, and
Markoosie, a Northerner who is an
experienced Arctic aircraft pilot.

The year under review reflects an
acceleration of Panarctic’s exploration
activities in the Arctic tslands. This is
directly attributable to increased
finances and to an accumulation of
experience, the development of
experuse, and a familiarity with Arctic
conditions which now make it possible
to proceed with increasing efficiency.

Activities and achievements in the year
to come promise to he even more
encouraging. and sincere thanks must
be extended to all Panarctic personnel
and the contracting companies who
have made this a year of considerable
achievement.

(k. K Hetegtn

Charles R. Hetherington
President

February 28, 1972
Calgary, Alberta, Canada
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tssentially, exploration for oit and gas 15
a process of wentitying targets. In the
Arctic Islands Panarctic starled with the
body of knowledpe assembled chiefly by
the Geologicat Survey of Canada, other
Governiment agencies, and J. C. Sproute
and Associates.

First to be studied was regional geology.
which provided a classification of
prospective areas. Surface geology
revealed many large structures of types
whech elsewhere contain oil and gas.
These are potential targets. Where
sedimentary rocks are exposed.
geologists can determine their nature.
thickness and sequence. In the Arctic,
however, surface geological work is far
from complete and last year surveys
were conducted on a number of islands
Since sedimentary rocks are exposed at
the surface throughout large areas of
the Arctic (slands. surface mapping by
photograrmmetry is most cffective and is
used extensively. Under the sea and
where surface beds mask the
configuration of deeper strata.
geophysical tools must be used to
determine whether there are structures
whiun could be targets for the drill. Even
where there 1s surface expression of a
structure, this may he musteading as to
the location of the subsurface structure
itself and hence inadequate for
purposes of selecting drilling locations.

The most accurate too! for selecting
drilling locations 1s the seismograph, but
it is also the most expensive. and like
everything else seismic work 15 even
more expensive in the Arctic. Panarctic
thrrefore uses gravity meter surveying
more than 1s usual in ather parts of
Canada. During 1971, measuremnents
were made at 10,292 grawvity stations,
located in areas throughout the Islands.

Where gravity surveys give indications of
structure which appear to be worth
examining in a more precise way, the
next step 1s seismic work. In addition to
defining subsurface structures,
seismograph work is helptul in
predicting the depths at which various
formations will be encountered. In 1971
two seisnuc crews shot 1,379 miles ot
line on six istands. An additional 150
miles of data were acquired last year by
trade,

Panarctic and its seismic contractors
have had to experiment and adjust
operating and interpretive techniques in
order to make the mos! meaningful use
of seismograph shooting. It has been
necessary to learn how to apply proper
allowances for the cftect of varying
depths of permafrost on seismograph
readings. It has been necessary to
develop similar expertise where seismic
has extended from the land onto the
sea 1ce which drasticaslly complicates
interpretation (n addilion. the presence
or absence of permafrost under the sea
bed contributes distortions .

Seismic crews have learned how to
contend with Arctic conditions for long
periods in total darkness as well as in
daylight hours. This has made it
possible to obtain more seismic
information and to establish drilling
locations at an increasing rate.

150,000

131,643

122,00t

100,000

50,000

NIL

1968 1969 1970 1971

FOOTAGE DRILLED BY INDUSTRY

Fosktem Rig  Atop o 2000 toot
mountain ane of the world's most
northetly witdcats. Panatchic fosherm
W 27 on [llesn.cre 1stand reached a
total depth of 14.022 feet to qualty ay
the deepest woll yet dalled v the Arctie
Istands

The seismic program conducted on
Brock Island last April is an interesting
case in point. In order to place seismic
crews and equipment on Brock Island,
advance equipment was flown into
Mackenzie King Island in February and
a 50-mile trek across sea ice was made
to Brock Island, emplaying tracked
vehicles to manoeuvre through difficult
ice conditions. This advance party
prepared a Hercules airstrip on

Brock Island to receive the seismic
party.

Seismic shaoting on Brock !sland was
completed in April, and the crew set off
for its next assignment on Eglinton
Island. This required a 200 mile journcy,
almost all over sea ice, touching land on
Prince Patrick Island in order to pick up
fuel.

The seismic crew moving largely out ol
sight of land used celestial navigation to
locate positions. The move began on
April 20 and the Eglinton Island
destination was reached on May 1. This
15 by far the longest seismic crew move
over ice ta date, and it proved
conclusively that this kind of operation
can be conducted without serious
ditficulty.

[&;]




H. J. STRAIN

Vice-President Operations

The Panarclic Operations Department 1s
responsible for carrying out the
Company's drilling program and
providing supply, transportation and
support for all ot the Company's Arctic
activities. The year 1971 was this
Department’s most active 1n all

phases of ifs responstbility.

Four drilling rigs were under contract
for most of 1971, compared with three

rigs in 1970. The Company now has five

rigs under contract. Approximately
63.000 teet of hole were dnlled during
1971, compared with 40,000 feet in
1970 and 29.000 feet in 1969.
Transportation and supply funclions of
the department were expunded to meet
the requirements of this enlarged
drilting program.

During 1971 «t became increasingly
apparent that the Company is making a
major contnbution to the rapid
development of technology and general
know-how required for cfficient
petroleum exploration in the High Arctic.
This is demonstrated in particular by
developments in drilling techmques.

P W VW e v

DRILLING

Blowout Prevention and Contro!. Sate
dnthing operations in the Arctic Islands
require not only better equipment but
better trained and better alerted aniling
personnet than are required in less
difficult exploration areas such as
Western Canada. The sedimentary
sections 1N many structures in the Arctic
are thick. reservoir rocks are often
tighly permeable and prolific. Reservoir
pressures tend to be somewhat higher
than the norm tor Canada, and
hydrocarbons can be ercountered at
relatively shallow depths. Drlling crews
must therefore be prepared for
occurrences outside the pattern of ther
previous experience. and they must be
alert and trained to deal with them at
any moment from the time a well 1s
spudded.

Panarctic has developed a threefold
program to cope with inherently diticult
or dangerous dridting conditions. This
involves the upgrading of blowout
prevantian equipment. the use of
sophisticated early-detection
mstrumentation and devices. and the
continued troiming of crews and
supervisory personnel

Extra blowout prevention equipment has
been added to each Panarctic ng. along
with improved actuating devices. and
automatic over-pressure control valves.
Each nig 1s also equipped with recorders.
detection devices and alarms designed
to give early indication of possible
problems.

To ensure that crews and all other
personnel make tull and proper use ol
these systems and equipment, Panaictic
in company with the dilling contractors
puts all drithng crews and supervisory
personnel thiough intensive blowout
prevention courses. Further instruction
is then continued at the nig sites.

1he pas tare trum Panarctie Tenneco et
al Kang Choostran N OG. marks the
compietion of one of the largest pas
producers i North Amencd This well
actually tawed at tates up to 188
mull:on Fubie test per day.




In 1971 six wells were completed by
Panarctic and at year end two wells
were dnting Shortly after year end
Panarctic spudded twn more wells
Seven other wells were completed and
at year end two wells were being drilled
by farmees on Panarclic lands. Two
other wells were drilled i the Arclic
Islands by others off Panarctic lands
These weils are:

1971 Arctic Islands Drilling

WELL NAME
Drilled by Panarctic
Panarctic Amund Central Dome H 80
Panarctic Foshem N 27
Panarctic Deminex Garrier 0 21
Panarctic Tenneco et al King Chnistian N 06
Panarctic BP Skelly Tenneco et al Brock €50
Panarctic Deminex Cornwallis Central Dome K 40
Panarctic Gulf Dumbbelis £-49
Panarctic King Chrishian D 18A
Panarctic Romulus C 47
Panarctic Tenneco et ai Knistotfer Bay G 06

Orilled by farmees on Panarctic lands
Sun KR Panarctic Kitson R C-71

Sun KR Panarctic Atlison R. N 12

BP et al Panarctic Hotspur J 20

BP et al Panarctic Satellite F.68

Sun KR Panarctic Skybattle Bay C-15
Sun KR Panarctic Young Intet D 2}
EY et al Storkerson Bay P14

Sun Panarctic Russell H.92

Imperial Panarctic et al Devon E 4%

Other wells drilled in the Arctic Islands
Elf Wilkins [ 60
ENl Jameson Bay F 31

There are now live dnlling rigs under
conlract to Panarctic. At year end, one
was drilling ahead at the discovery well
at Kristoffer Bay on Ellef Ringnes
Island, one was drilling the first of two
wildcats scheduled for Brock Island, one
was rigging down on the Fosheim
abandonment on Ellesmere Island and
had jusl started @ 40 mile overland
move to the Romulus location. and one
was nigging up on the Panarctic Gulf
Oumbbells location on Ellel Ringnes
Island. The fifth rig was subcontracted
out for the drilling of the Imperial
Panarctic wildcat on Devon (sland. but
has now been returned to Panarctic for
the drilling of a well on the western
shore of Amund Ringnes Island on
lands farmed out to Gulf O Canada.

Island 1.0 Status
Amund Ringnes 11.030 D& A
L.llesmere 14,022 D& A
Somerset 6.515 D&A
King Christian 11.020 gaswel!
Brock dniling
Cornwaliis 10,052 D&A
Ettef Ringnes NEgINg up
King Christian 2.779 gaswell
Ellesmere moving in
Eliet Ringnes gaswell

drilhing
Melville 9.075 D& A
Bathurst 11,761 D&A
Vamer 12,584 D&A
Prince Patrick drilling
Lougheed 12,000 D& A
Bathurst 6.058 D& A
Banks 6.719 D& A
Prince of Wales 6.020 D&A
Devon driling
Mackenzie King 11.140 D&A
Prince Patrick 8,327 D&A

Discoveries The King Christian D-18A
relief well was deepened to evaluate the
gas sand fron. which the original

King Christian well blew out. Nearly 500
feet of high-quality sand reservoir above
the gas-water contact was conlirmed.
The gas is of pipeline quality containing
96% methane.

During the summer a stepout well. King
Christian N-06. was drilled about two
miles southeast of the discovery, and
gas was encountered in the same
horizon as in the discovery well. The
stepout was then deepened to 11.020

Fanarctic Homulus C 42 on Elesmere
Islang 15 the fitst of giscovery in the
Arclic Istands

feet lo evaluate deeper horizons, and in
September it was plugged back and
completed with large-diameter casing for
better evaluation of the King Christian
gas reservoir. Absolute open flow
potential 1s calculated at 410 million
cubic feet per day. on the basis of
actual production rates measured at up
to 188 million cubic feet per day. This
qualities King Christian N-06 as one of
the most productive gas wells in North
America.

In the Kristoffer Bay discovery. a
substantial thickness of gas sand was
cemented behind 5,300 feet of 9% inch
intermediate casing. Production testing,
however, has been deferred until after
drilling to total depth of 12,500 feet for
evaluation of deeper horizons.

On February 24, 1972 the well Panarctic
Romulus C-42, which had been drilled to
a depth of 3.425 feet, drill stem tested
clean crude oil of 28.6° API gravity and
0.07% sulphur. This discovery is most
significant as it is the first recovery of
oil in the High Arctic where previously,
except for minor oil shows, only gas had
been encountered. The well is drilling
ahead to test deeper prospective
horizons.




Safe anthng unperations « the Arche
require not only belter equipment bhut
tetter Liamed and alected petsonnel

In contrast. but still demonstrating
versatiity, 1s Adeco nig No. 4 which s o
large capacity nig. transportable by
helicopter. and designed in particular to
dnill deep wells in mountamnous o
otherwise inaccessible focations The
most highly designed. heavy-capacity rig
in the Arctic Islands at present 15
Commonwealth Hi Tower Rig No 3
which owes its effectiveness to
experimentation and the accumulation
of experience in the Arctic Islands.

Rig Moves. While the versatiity of
drilling ngs has contnibuted
substantially to Panarctic's best
exploratory dnthng year yel, the
methods deveioped to move rigs have
made an equally useful contribution.
The key to the swift establishment of a
new drilling operation lies in carelul
preplanning well in advance of the
move. the efficient establishment of an
advance camp and the careful
preparation of the drili site prior to the
delivery ot the ng.

Two new ngs were moved in by
Hercules airciaft trom Yellowknife, one
to King Christian and the other to
Ellesmere (sland . Hercules were also
used ‘or five other intersland g
moves

The move from Lougheed Istind 10 the
Dumbbelis lucation on Ellet Ringnes
boland, 1nvolving 76 1aps by Hercules
was completed i 11 days = a record
for moving a ng of this size. 1tas
Panatchic's taslest and most efficient
move to date. and 1t was achieved in
total Arctic darkness

Untortunately, diffticulties posed hy poor
flying weather n the early tall ot 197]
caused the move from Cornwalhis Istand
to Knistoffer Bay and the move from
King Christian to Brock lsland to take
approximately five weeks each. First
there was an enforced wait until
airstnns were frozen hard enough to
take heavy aircraft. Then there was a
penod of fast diopping temperatures
and large areas of open water offshore,
which produced dense fog lasting well
into winter

At the end of 1971 Panarctic made an
overland rig move between dnlling
locations, and it was an extremely
successful apphcation of the lessons in
planning which the Company had
learned in eather moves. This was the

A0 -mike move from Fosheim to Romulus,

made by trucks in the tolal darkness of
Arctic winter . An advance camp had
been set up at the new location and
delling supplies and tuel stockpiled
during the summer seahitt 1o Ellesmere
Istand The route was well marked. and

the operation was ¢o ordinated by radio,

50 that assistance could be sent
immediately to any vehicle in ditficulty
11 will be possible 10 use the know how
perlected by this success in planning
and executing several 1 moves
scheduled for 1972. Thanks to the

AIRCRAFT UTILIZATION-1971
HOURSFIOWN  fOnMULS FlowN

1
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proxinuty of proposed locations o
wildcats cutrently being drilfed, moves
following the Foshenn Romulus pattern
are expected to effect considerable
savings 1n time and money

SUPPLY AN
TRANSPORTATION

Arctic Base Camp. Panarctic’s base
camp at Rea Point was more than ever
the tocus of supply and support for field
operatrons during 1971. In addition to
serving drilling sites, Rea Point served
as a base for seismic and field geology
operations lor much of the year. The
camp was fully utilized. and
improvements were made which wiit
further increase its usefulness.

Apart from general /mprovernents to the
camp as a whole and to the vebhicle
repair shop in particular, storage tents
were used for the first time to protect
dnlling expendables brought in during
the sealift. A ""bladder farm'" was
mnstalled on the beach for the fuel
brought in by tanker. With a capacity of
almost two million gallons thss is the
largest assemblage of nylon reinforced
synthetic rubber pillow tanks. or
bladders. anywhere in the Arctic Istonds.

Panarglic owns and opetate, 3 four engine framghl configuration locknend

Electra used 107 RurN-south subport. and two twin engine De Havllang
Qtters which support inter island vperations




Additionally a policy manual covenng all
phases of driling procedures has been
prepated by Panarctic prescriting
standards of driling practice. Under ttus
policy, arong other requirements. a
blowout drill 1s conducted each time a
crew returns for a tour of duty

Air Drilling. Virtually every aspect of
exploration driling has been subjected
to scrutiny, modification or
improvement during Panarctic’s time in
the Arctic Islands. For instance,
air-drlling methods liave been adapted
to Arctic conditions with encouraging
success.

The use ol ar rather than mud as a
drifting medium. allows penetration al
rates two to three imes laster Thus
procedure has been well proven
elsewhere and had initally been
evaluated by Panarctic at its Towson
Point well n 1970. This test was
successtul, and air dnilling proved ts
value agoin twice duning 1671

One-third of the 6,000 foot Garnier well
on Somerset Island was dnlled by air,
and 6,200 feet of Cornwallis Istand K 40

Deepest Wildcat. [ ach ¢xploratory we!l
Panarctic has drilted has contabuted
new knowledge and expertise The
Panarctic Fosheim N.27 gave valuable
insight inta the driling of deep wells 1n
exteemely hard formations

ihis wel. at o north latitude of dimost
80 deprees was unlil recently the most
neethetly widcat in the world (It has
since heen displaced ty the Romulus
well.) At 3 total depth ol 14 027 feet
when abandoned in December. it was
also the deepest well yet dulled i the
Islands. In the opimon of drillers ang it
manufacturers, the well encountered
some of the hardest matenals over
drifled in Canada.

A 10tal of 136 bits were used, including
73 diamond bits. The balance were the
hardest available types of
tungsten-carbide ity Cumuliative time
on boltem, rotating, was 3,525 hours
Hapsed tiune from spud date 1o ng
release was 207 days, 47 days over the
orginal estirnate.

Rig Versatility. The special dficulties
imposed by Arctic Island drilling,
operations have resulted in the
development of special rigs

in August some 4500 tons ot supphes and o two muihon galion fus! storage tacelly
aere localed at Hea Point heacdguarters 1or Panarchic's Arctic operations

well was dnilled in the same manner,
making 1t possible to establish an Arctic
Istands speed record for drlhing to
10.000 teet.

While air-drilling methods cannot be
employed when water-beanng zones are
encountered. they are expected to prove
extiemely effective in drilling the harder
water-free formations outside the
Sverdrup Basin.

Commonwealth Hi Tower Ry No. 2, for
instance, has demonstrated its
versatility on a number of occasions

1ts advantage lies 1n its light weight and
ease of transport. It can be moved by
helicopter even when the ground is
thawed. A slim-hole rig capable of being
broken into sections, it proved its
cffectiveness n 1970 when it was
moved by helicopter to kill the Drake
Point wild well. In the same year il was
moved quickly by Hercules to drill the
King Christian reliet well.

Commonwegith H: Tower Rig No 2
yruied the celiet weil for Urake and King
Chrstian (ightweight and sersatile o
€aAn Le Moved Ly hercapler

Weathor vlormatign trgm gt
Panattlie bares helps Governinent
weather staliuns develop accurate
torecasts. vital to Panarctic s
tight operations

In 1971 it proved its worth again when
no site for a Hercules airstrip could be
located near the proposed Garnier
wildcat on Somerset Island. A strip was
improwised by clearing the ice on a
small lake "he ng was then moved in
from Resolute: Bay by two Bristol
aircraft and & helicopter,




Land and Administration

R. G. S. CURRIE

Vice-President
Land & Administration

LAND HOLDINGS

The Company's land holdings,
aggregating over 60 million gross Permit
acres, are all located in the Canadian
Arctic Islands.

Original farmin agreements from a large
number of companies provided
Panarctic with the opportunity to earn
varying interests n 45.1 million gross

Permit acres subject to certam specific
obhigations and options. By the end of
1967 the Company had, by direct
acquisition, added 2.5 million gross
acres, so that with the commencement
of ficld operations early in 1968 acreage
holdings amounted to 47.6 million.
From that time to the present, further
acquisitions both direct and by farmun,
and for different interests, amounted to
12.8 million gross acres, bringing total
current holdings to 60.4 mithon gross
Permit acres.

Panarctic’s rights to earn under its
original farmins were based on
undertakings to expend specified
amounts of money. undertakings to drill
certain obhgatory wells and options to
drill several earning wells. The
undertakings to expend monies have
been fulfilled and all the obligatory wells
are now being satisfied. Acreage being
earned aggregates 42.3 million net
Permut acres.

The Company can earn an additional
3.6 million net Permit acres by driting
seven more wells. Two of these wells are
scheduled to be drifled under farmouts
to other companies and three others are
in the advanced planning stage.

PERMIT CONVERSION DATES

Gross Permit
YEAR ] Acrestolease
1975 20,910,926
1976 . 1,148,833
1977 2,407,966
1978 8,440,052
1979 204,272
1880 11,995,179
1981 15,332,188

o 5 10 15 20 25 60,439,416
MILLIONS OF ACRES

Initially the Company's exploration
program focused attention on meeting
contractual farmin obligations. However,
fand management requirements are of
equal importance and are now
assuming the focus of attention. Many
of the Company's Permits will be
entering their final year in 1974 and
prior to the expiry dates in 1975, leases
will have to be selected out of these
Permits. In order to make the most
intelligent selection ot leases, maximum
geological and other exploration
information must be availlable. The
Company’s exploration program has
therefore been designed not only to
meet contractual commiiments but also
to obtain maximum information
essential for lease selection. In some
respects, the meeting of this latter
objective has had to be hurried

because seven years had elapsed in the
life of some of these Permits before
Panarctic commenced exploration.

In desigrning its exploration program
Panarctic is availing itself of three
principal sources of exploration
expenditures; its own internally
budgeted drilling program, the drilling
program under the Gas Development

. Arrangement with the four U.S. gas

comparies, and tarnmouts to other
companies. |n total, the Company has
negotiated six farmout agreements
providing for 1,300 miles of
seismograph survey and the drilling of
21 exploratory wells. Farmees hold
options to drill an additional eight
exploratory wells. Depending upon the
number of wells drilled, it is estimated
that $50 to $75 muillion of exploratory
work will be done on Company lands
under these farmouts over the next live
years.

If all wells are drilled and all farmout
obligations fulfilled, the farmees will
earn a total of 3.6 million net Permit
acres. During the period that the
Company has been arranging farmouts,
land acquisitions exceed land which may
be relinquished under tarmouts, by 8.7
million net Permit acres, thus
maintairung Panarctic as the leading
landholder in Canada's Arctic Islands.




The two most significant aspects of Rea
Point's place in the scheme of
operations have to do with radio
communication and flying. in both
areas Rea Point proved stself again last
year.

The base has developed rapidly as a
communications centre. Weather reports
are recewved from all ngs 12 times every
day. This information. combined with
reports from other points, helps
government weather stations develop
accurate forecasts of Arctic Islands
weather, which in turn aild materially «n
scheduling inter-island fhghts (most of
which are made by small aiwrcraft).
Accurate weather information and
forecasts are equally vital fo the
operation of the Company's Electra,
which makes a return flight out of
Edmonton every second day with crew
changes and treight.

Other electronic facilities, including
non-directional beacon, V.O.R.,
continuous H.F. and V.H.F. radio
service, make Rea Point the
best-equipped airstrip in the Arclic
Islands. These aids are made even more
effective by the obstacle free runway
approaches, one of the reasons for
which this site was selected.

The 5.000-foot sand runway stood up to
Electra and Hercules traffic all summer,
thus eliminating the need. experienced
in 1969 and 1970. to open nearby
Sherard Bay as an alternate summer
airstrp.

Sealift. Panarctic's largest and most
successful sealift was completed in
September. [ce conditions were the best
i many years, and there were large
areas of open water. Two ships, Sir
John Croshie and Percy M. Crosbie.
delivered 4,500 tons of drilling supplies
to Rea Point. The tanker Edouard
Simard discharged one million gallons
of fuel at the Slidre Fiord bladder farm
near Eureka, then carried on to Rea
Point and delivered 1.8 million gallons
of turbo and diesel fuel into storage
facilities there.

All ships were unloaded n record time,
Percy M. Croshie in four days and Su
John Crosbie in two Simard discharged
one million gallons at Stdre in 13 hours
and 1.8 mullion gallons at Rea in just 21
hours. In addition, some 350 tons ot
dry cargo were taken 1o Eureka on a
ship chartered by the Mimistry of
Transport, and another 400 tons
(marnly casing. cement and mud
matenals) were taken tn Resolute in a
vessel chartered by Cardwell Supply

All ships used in the 1971 sealft were
of Canadian registry. and vriually all
the supphes were purchased in Canada
— a substantial portion of them in
Eastern Canada.

Company Aircraft. The company owns
two De Havilland Twin Otters, which
flew a total of 3050 hours in support of
drilhing and seismic operations during
1971, compared with 2477 hours during
1970. As all wellsite awrstrips remained
sufficiently firm for use by Twin Otters
throughout the summer of 1971, the
usc of helicopters was virtnally
ehiminated

The Otlers were flown by company
pilots for the entire year. Stalf operation
has resulted not only in high utilization
ot the arcrafl but also in substantial
savings compared with former contract
operation.

The Panarctic Lockheed Electra
completed its second successful year of
operations, and in December the
Company exercised its option to
purchase this aircralt. Fhight crews have
heen hired to replace those who
formerly operated the arrcratt under
contract. The main use of this aircraft
during 1971 was to haul passengers
and freight between Edmonton and "Hle
various drilling sites. Freight and fuel
movements from the Rea Point hasé
camp o the drilling rigs were also
undertaken. A total ot 7350 passengers
and 2100 tons of freight was carried
during 1971. compared with 5803
passengers and 2900 tons of freight in
1970.

Contract Aircraft. Various aircraft are
chartered for personnel and freight
movements which cannot be handled by
Company aircraft. The Lockheed
Hercules is the type most frequently
employed in this way, and is used to

In the summer of 1971 thiee ships
delivered tuet and drdhing supphes lo
tao Arclic locations. fce conditions lor
this yedr's seali!t were the bast to dale

move heavy freight and bulk fuel from
Rea Point and Resolute to the drilling
sites. In addition, most major rig
components are either too heavy or loo
bulky to be carried by any other aircraft
available. Hercules hours flown for
Panarctic in 1971 totailed 2100,
compared with 1900 in 1970,

Large amounts of Bristo! and DC-3 time
were also chartered, mainly in support
of drilling operations on King Christian
Island during the summer and of
seismic operations during the spring
and fall. Approximately 770 Bristol
hours and 1200 DC-3 hours were flown
during the year.

Casual charter of Twin Otters,
single-engine Otters and other small
aircrait was required intermittently. Two
small helicopters were used for short
periods in support of setsmic and
surface geological parties.
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ACREAGE COMMITTED TO PANARCTIC

Panarctic has made farmout
arrangements with Sunoco E & P
Limited, BP Oil & Gas Ltd., Deminex
(Canada) L1d.. Gulf Oil Canada Limited,
Impenal Oil Limited and Total Petroleum
(North America) Ltd.

Panarctic land holdings cover a vast

“G'm NMa:imum Ne'E Acv:dazo area all located north of the 71st
creage et Acreage arn parallel. Panarctic's most southerly
ORlGlNAL AGREEMENTS Committed Earnable To Date Permit on Banks Island is 1,328 miles
Acroll Oit & Gas Ltd. (3 agreements) 352.569 352,569 352,569 north of Calgary, while the most
Alminex Limited 1,986,823 1.688.799 1,688.799 northerly Permit located on Ellesmere
Ashland Ol Canada Limited . L 1,316,547 1,053,238 1.053.238 Island at about 80" north latitude is
Bankeno Mines Limited & Cominco Ltd. 3637783 2910227 2910227 only 600 miles from the North Pole. In
Bankeno Mines Limited & Cominco Ltd. et af 1920934 1,536.747 1.536,747 total, Panarctic holds interest ranging
BP Exploration Canada Limited 3,297,362 2.637.890 2,637.890 from 16% to 100% n 1,362 Permits
Canada Southern Petroleum L1d. 709,135 567,308 567,308 varying in size from 82,470 acres to
Canada Southern Petroleurn Ltd. & BP 20.735 acres. Petroleum land
Exploration Canada Limite¢ . ) 62.650 50.120 50,120 management can be complex and
Canada Southem Petroleum Ltd . Canachan costly. The Permits in the portfolio have
Clark Ol L1d. & Skelly Oil Canada Ltd. . 57.210 45.768 45,768 different combinations of rntgresls.
Canadian Homestead Oils Limited . 1.225.652 1,041,805 1,041,805 different anniversary dates, different
Canadian Industrial Gas & Oil Ltd. . 822.704 699.299 699,299 work requirements and work credit
Canadian-Montana Gas Company Limited 495.398 396,318 396,318 provisions. And there are frequent
Consumers’ Ca.operative Refineries changes. To keep track of all this. to
Limited 1,482,544 1.260.162 1,260,162 ensure that credits are applied, to
Dome Petroleum Limited 2.616.732 1.216.020 510.937 arrange for Permit renewals and to
Domex Group 4,030,395 3.022.796 3.022.796 claim earned interests by conventional
£If Exploration and Production clencal methods would be most difficult.
Canada Ltd. 2,327,187 1,861,750 ‘
Francana Oil & Gas Ltd. .. . . . . 1,779,247 1,512,360 1,512,360 Panarctic has, therelore, developed a*
Great Plains Oil & Gas Ltd. et al 3.863.359 2,129,530 1,262,298 land management computer program.
Lassiter Kuma Oils Ltd. .. 722,637 650,373 650,373 This pioncering venture has already
Norpet Oil & Gas Ltd. ) 449,365 381 961 381,961 prov_ed its worth, and maximum benetfit
Northwest Gas & Oi! Exploration Co. 85,490 68,392 68,392 is slill to come. Once all earning
Pembina Pipe Line Ltd. 660,983 528,786 528,786 requirements have been met, Panarctic
Plains Petroleums Limited et al 1.303.878 873.598 873,598 will be involved in joint operations with
Prame Ot Royalties Company Ltd. 1.526.214 1,182,816 1.182,816 68 other companies, and will be
Standard Oil Company of British required to do the land bookkeeping for
Columbia Limited 960.086 160.018 160.018 all. Without the computer program this
Thouvenelie B £ 162,663 138,264 138,264 task would burden the Company with a
Triceetee Group. . . 3,687,097 2,949,678 2.949,678 massive, costly and wasteful use of
United Canso Ol & Gas Ltd. 2,783,731 1,997,553 1,997,553 manpower.
Western Minerals Ltd. 792,620 713,358 713,358
SUB TOTAL 45,118,995 33.627,503 30,193,438 Panarctic has the responsibiity af
explonng any proteching some 60
mulkon acres in the Arclig istanas
SUBSEQUENT ACQUISITIONS
Acrol! Oif & Gas Ltd. ct al 60,749 30.374
Axel Heiberg Oil Company et al 50,831 12,708 12,708
Canada Southern Petroleum Ltd. 3,650.607 1,825,303 1,825,303
Canadian Homestead Oils Limited et a) 30,420 15,210 15.210
Magnorth Petroleum Ltd. 405,707 108.799
Pan Occan (Canada) Ltd et al 1,294,139 657,149 657,149
Sunoco E & P Limited et al . 143,369 17,204
Thouvenelle 8.C. 00,466 86,397 85,397
Zorayda Qil Co. Ltd. et al. . 40,529 10,132 10,132
Panarctic Oits Ltd. whotly owned tands 9 543,604 9,543,604 9,543,604
SUB TOTAL . 15,320,421 12,305,880 12,149,503
GRAND TOTAL 60439416 45933383 42,342,941

* SUBJECT TO 10% NET PROFITS AGREEMENTS
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INDUSTRY DRILLING IN THE ARCTIC ISLANDS
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Panarctic's environmental tash force
inspects company operations to guary
against both physical and aesthetic
damage (¢ the ecology

ENVIRONMENTAL
PROTECTION

Panarctic 1s dedicated to carrying out its
operations in the Arctic Islands in a
manner designed to guard against hoth
physical and aesthetic damage 1o the
ecology. This 1s recognized as a
corporate responsibility, which Panarctic
Oils Ltd. readily accepts.

in 1971 Panarctic set up an
environmental task force to inspect the
Company's operations. The force is
headed by an experienced biologist and
an Arctic expert recruited from the stafi
of an Alberta University. Also included
are an industrial photographer, and a
senior Panarctic representative. The
objectives are to determine possible
ecological upsets. aesthetic
tisturbances, and physical damage
caused by Company operations, to
make recommendations for repair and
restoration wherever required, and to
make changes in operating practices
wherever ecological sateguards are
indicated.

The task force made two inspections
during the year, covering all of the
Company's past operations, as well as
its current activities and areas in which
work 1s planned. Following the first trip
the task torce recommended cleanup
waork where necessary, which work was
undertaken by the Company's

Arctic Hare (Lepus archicusi nated (or long, haity ears Among the farpes!
of the tundra hares. an average male may weigh up 10 31 bs
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Operations Department. A second
inspection was then made to assure
that the Company had left the sites that
it occupied in essentially the same
condition in which it found them. A
complete documentation of the
investigations, both in wnitten and
photographic form was made and a hist
of specific and generalized
recommendations was drawn up. Copies
of these reports have been supplied fo
the Department of Indian Affairs and
Northern Development and to the Arctic
Petr :leum Operators Association.

The tash force concluded that certain
cleanup work was still desirable. After
further cleanup work, it reported that all
of the sites previously occupted by
Panarctic had been suitably restored
except for a few areas which still served




as storage points and the driling
locations at Drake Point and King
Christian where it had not been possible
ta eftect complete cleanup prior 1o
freeze-up last fall. This work will be
completed during the forthcomung ycat

Elsewhere terrain damage has been
mimimal, and Company operations are
currently being carned out in an
efficient manner designed 1o prevent
ecological damage and to restore the
terrain where disturbed.

Panarctic is satisfied with the manner in
which its Arctic operations are being
conducted. H s the intention of the
Company to continue with this policy of
environmental protection and cleanup,
improving the procedures wherever
indicated

PERSONNEL

On January 1, 1971 Panarctic took over

complete responsibidity tor 1ts own
admimistration and operation from the
previous contract operator. Duning the

year the Company completed the task ot

recruiling and orgamizing the
experienced personnel necessary to the
exccution of its planned programs. The
process of integration and adjustment
can now be considered vintually
complete.

In addition to management and
technical staft based in Calgary,
Panarctic has dnilling supervisors,
awcraft flight crews and certain other
trained techmicians based i the Arctic.
All other Arctic personnel are provided
by drilling contractors, contract
scismograph operators and other
contractors
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The Company's requirements call for
more than normal oil field experience
since in this remote and often
inaccessible area, a Company foreman
must be totally responsible and selt
sufficient. The Company's Rea Point
base and each drilling location are
directed by Company foremen, and
Panarctic has had excellent success in
recruiting highly quaified and rehable
individuals. Panarctic has taken over the
maintenance of mobile equipment based
in the Arctic and has recruited o
competent staff of heavy-duty
mechanics.

In connection with the Company's
program to provide air support to and
within the Arctic Islands. the Company
has recruited and trained air crews,
ntenanue chpitieeds and 10ndinasters
for the operation of the Company’s
Eiectea and Twin Otter aircraft Major
long term maintenance checks are
performed under contract in Calgary

NATIVE EMPLOYMENT

From inception, Panarctic has pursued
the policy of employing northern
residents. The Company's operations,
however, are conducted tar to the north
and west of any significant Eskimo
settlernent and out of the path of
regular air service, so that recruitinent
and transportation between the
settlements and Panarctic jobsites have
posed difficult problems. Recently the
Company improved on the system of
recruitment and 1s now transporting
Eskimo employees on an arlift shuttle
service between the settlements ol Pond
Inlet and Arctic Bay on Batfin Island
and the vanous jobsites Panarctic's
own aircraft provide the shuttle
transportation.

Northern residents are employed on the
same wage scale and working schedule
as the rest of Panarctic's work force. 20
days on the job followed by 10 days’
leave. The majority of the Eskimo work
force is employed as labourers.
However, as each individual shows
aptitude and proficiency n more shilled
work, he is given the opportunity to
advance. Some who have had continued
expenence with the Company have
becorne mechanic’s helpers. equipment
operators and crew members on the
dnlling rigs. To date the program has
worhked with considerable success and
there is every reason to bhelieve that it
will continue to do so.




Financial

Panarctic's exploration and dnlling
program was expanded during 1971 as
a result of exploration work on ils lands
carned out under Farmout Agreements
made to others and under the Gas
Development Agreement announced in
the early summer. Exploration
expenditures in the year for the account
of Panarctic participants were
$11.175,949 on drilling, exploration,
acquisition of capital equipment and
admunistrative costs while an additional
$12,420,503 provided by others was
expended under the direct
administration of the Panarctic statf for
a total gross expenditure of
$23,596.452. Not included in these
amounts are expenditures for seisrmic
work, six test wells cornpleted in 1971,
and Farmout wells being dnlled at year
end by Farmees under therr own
supervision,

During 1971 Panarctic’s shareholders
subscnibed for an additional
$26,000,000 of preferred shares
bringing to $76,126.300 the total
investment committed since 1967 1o the
Program. At December 31, 1971
$3.700,000 of the Government of
Canada's 45% share of this latest
expanston had been received, with the
balance of $8,000.000 being recewable
during 1972. Panarctic's industry
patticipants have committed as their
share of the expansion 1o make
additional exploration expenditures of
$14.300.000 on Company lands
scheduled for 1972

Gas Development Agreement
Ot particular significance duning the
1971 fiscal year was the signing of a
Gas Development Agreement vith
Tenneco Oil & Minerals, Ltd., Columbia
Gas Development of Canada Ltd., Texas
Eastern Canada Ltd. and Northern

Natural Gas Company. Under this
agreement the gas company partners
undertake to provide $75.000.000 for
drilling operations an Panarctic lands
over the next five years. Tenneco will
invest one-half of the funds committed
and the other three gas comparies will
invest the remainder. Of these funds.
$50,000,000 will be provided exclusively
for exploration drilling and up to
$25,000,000 will be provided for
delineation dntling as and when
required to confirm the extent of gas
reserves indicated by major gas
discoveries on Panarctic lands. The
agreement also provides that when a
markel outlet for gas is assured then
under circumstances provided in the
agreement and, if requested by
Panarctic. the gas company partners
will carry out the driling of development
wells to deliver the gas in marketable
quantities, completing such work upon
completion of the marketing facilities.

When production commences the gas
company partners will recover therr
investment, plus a return not to exceed
7% per annum on the unrecovered
balance, from 25% of Panarctic’s net
revenue at the wellhead from the sale of
reserves developed under the
agreement. It gas 1s sold to other than
the gas company partners or their
aftihated companies, repayment is from
33'4% of net gas revenues therefrom.
Under certain circumstances in which a
well drilled by the gas company partners
discovers an oilfield. they can receive
10% of Panarctic’s net wellhead oil
revenue until recovery 1s completed
Upon recovery of all investment and
return thereof, the gas company partners
will have a 1% interest in the reserves
developed under the agreement. The
agreement is for an initial term of five
years with provision for five annual
extensions upon the commitment to
expend $10.000,000 in exploration
drilling and up to $5.000.000 on
delineation drilling respectively for each
year of extension.

J. G. ARMSTRONG

Treasurer & Comptrolier

The gas company partners will have a
first right 1o purchase gas developed
under this agreement and approved for
export from Canada at a price or prices
to be negotiated at that time. This right
extends for five years beyond the initial
term or any extension thereof, and the
accrual of return on investment ceases
after such five years, if during the term,
arrangements for marketing of gas are
not proceeding. All parties acknowledge
that all sales of gas for export from
Canada are subject to the laws and
regulations of Canada and specifically
to the findings of the National Energy
Board and the actions of the Governor
in Council.

The agreement was effective May 1,
1971 and expenditures during 1971 by
the gas company partners pursuant to
this agreement totalied $6,656,312.

19




Balance Sheet

DECEMBER 31,

panarciic
Glls Itd

1971

ASSETS

Current assets:

Cash.. .. ...

Accounts receivable ...

Que from Panarctic Oil Operators Ltd

Government of Canada cash grants to be made
n 1972 (Note 1)

Estimated amount recoverable from msur:mce
claims

Inventory of drilling supphes in the Arctnc
at cost including freight U

Prepaid insurance and sundry ddvanccs

Investment in Alexbow Canada Ltd.:

Shares. at cost
Advances

Capita! assets, at cost:

Trucks and tracked vehicles
Furmiture and office equipment
Awrcraft .
Barge .
Camp and portablo buildings
Storage facilities

Radio and navigational vqurpmpm
Other equipment .

Less: Accumulated depreciation (Note 4)

Petroleum and natural gas permits
Exploration expenditures (Note 3) .

Other assets:

Exploration and drilling expenditures to
be incurred by Panarclic Syndicate (Note 1)
Advance to Panarctic Syndicate

1971 1970
$ 33437 § 207,390
1,054.831 803,343
623.440 -
8.000,000 4,522.500
- 1,184,692
3,088,197 2,208,589
23,468 104,204
12,823,373 9,030.718-
6 6
157.612 140,067
157.618 140,073
1.825.441 1,587,762
169,766 116,299
1.769.433 1,063.806
236,780 236,780+~
868,329 893.356
1,101,933 621,301
375.560 354.579
796.221 773.929
7.143.463 5.647.812
3.164.667 2.256.387
3.978.796 3.391.425
107.041 68.984
45.010.658 34,549,678
49,096.495 38.010,087
14.774 850 7,527,500
229.214 -
15.004.064 7.527.500
$77.081.550  $54.708.378




LIABILITIES

Current liabilities:
Bank loan (secured)
Accounts payable and accrued Imbllllu.s
Due to Panarctic Syndicate .

Shareholders’ equity:
Preterred shares (Note 1) —
Authorized ~
7.600.000 6% non-cumulative redeemable
preferred shares of a par value of
$10 each

Issued —

For an undertaking by the Government of Canada to

make cash grants .

For participants’ exploratron commulments JTUTE

Common shares (Note 1) —
Authorized —
1.500.000 shares of no par value

lssued —

For an undertaking by the
Government of Canada to make

cash grants .
For participants’ exploranon commulments
For cash . .

APPROVED ON BEHALF OF THE BOARD:

—
/

Director

Che K1,

1971 1970
$  200.000 $ 2,250.000
755.249 753.092
- 1,579,035
955.249 4.582,127
Number
of sh_ares
3,420,000 34,200,000 22.500,000
4.180.000 41.800.000 27.500.,000
7.600.000 76.000,000 50.000,000
562.500 56,250 56,250
687.500 68.750 68.750
13.005 1,301 1,251
1,263,005 126.301 126,251
$77.081,550 $54,708,378
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Statement of Source and Application of Funds

FOR THE YEAR ENDED DECEMBER 31. 1971

1971 1970
Source of funds:
Issuance of capital stock (Note 1) —
To the Government of Canada for an undertaking
to make cash grants . . o $11.700.000 $13.533.750
To industry participants for exploration
commitments ... ... S 14,300.000 11,027,500
For cash 50 750
26,000.050 24,562,000
Application of funds:
Exploration expenditures . . 10,460,980 16,184,943
Less. Depreciation and other non cash charges 1,175,711 1,337.628
9,285,269 14,847,315
Purchase of capital assets (net) . . 1,763,082 1,689,553
Acquisition of petroleum and natural gas
permits L . . 38.057 -
Net increase in other assets 7,476,564 2,191,594
Advances to Alexbow Canada Ltd. 17.545 33.835
18,580,517 18.762,297
Increase in working capital $ 7,419,533 $ 5.799.703
Statement of Exploration Expenditures
CAPITALIZED TO DECEMBER 31. 1971
From
inception to
December 31
1971 1970 1971
Geophysical . . $ 3.853.848 $ 900.870 $10.819.841
Geological 143,341 176,834 773.875
Drihng TR 4,519,625 12,491,276 26,357.310
Administrative and general. . ... 1,474,319 1.364.582 4,524 .505
Interest income Do (178.848) (86.247) (450.465)
Administrative costs recovered .. . (437,475) - (437.475)
Depreciation (Note 4) ... ) 1,086.170 1.337.628 3.423.067
$10.460,980 $16.184.943 $45.010.658
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NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 1971

1. Share capital:

During the year the authorized share
capital was increased trom 5,000,000 to
7,600,000 6% non-cumulative
redeemable preferred shares of a par
value of $10 each. The preferred shares
may be redeemed at any time out ot
capital on payment of the amount pad
up thereon, plus a premium of 6% and
all dividends declared thereon and
unpaid.

Industry participants have been issued
shares of the Company (including
1,430,000 preferred shares tssued in
1971), the consideration being an
undertaking to incur expenditures of
$41.868,750 in the conduct of
exploration operations on Company
lands of which $14,774,850 remains to
be expended at December 31, 1971.

The Government of Canada has heen
issued shares of the Company (including
1.170.000 preferred shares issued in
1971) for an undertaking to make cash
grants aggregating $34,256,250 of
which $8,000.000 remains to be paid at
December 31, 1971.

During the year 500 common shares at
10¢ per share were allotted and issued
to employees of the Company under the
employees’ share incentive plan. As at
December 31, 1971 2,000 common
shares are reserved for future issuance
to officers and employees.

2. Income taxes:

By agreement the Company has
undertaken that it will not claim for
income tax purposes expenditures which
would otherwise be deductible under the
Income Tax Act until the aggregate
amounts of such expenditures, together
with 45% of the Company's
non-deductible amounts, 1s equal to the
cash grants made by the Government of
Canada. The Company has also
undertaken to waive forever all clasm to
a deduction in respect of such allowable
deductions.

3. Exploration expenditures:

The activities of the Company are in the
exploratory stage and all expenses. less
sundry income, have been capitalized,
including exploration expenditures
actually made by shareholders pursuant
to the commitments referred to in Note

1, the Company 15 deemed to have
earned no profit and sustamed no loss
and theiefore no statement of protit
and loss 15 submitted

4. Capital assets:

During the year the Company
determined that the useful Iife of capital
assets operating under Arctic conditions
was in excess of that originally
estimated. Accordingly, depreciation
rates in respect of certain assets were
reduced effective January 1, 1971
resulting in a reduction of $462,879 in
the provision for depreciation for the
year.

5. Statutory information:

Dur'ng 1971 there were eighteen
directors and nine othcers (as defined
by the Canada Corporations Act) of
whom four were also directors.

No directors fees were paid in 1971 or
1970. Officers’ remuneration for 1971
and 1970 amounted to $156.000 and
$121,203 respectively.

Auditors’ Report

To the Shareholders of
Panarctic Oils Ltd

We have examined the balance sheet of
Panarctic Oils Ltd. as at December 31.
1971 and the statements of exploration
expenditures and source and application
of funds for the year then ended. Our
examination included a general review
of the accounting procedures and such
tests of accounting records and other
supporting evidence as we considered
necessary in the circumstances.

In our opinion these financial
statements present fairly the financial
position of the Company as at

December 31, 1971 and the results of
its operations and the source and
application of its funds for the year
then ended. in accordance with
generally accepted accounting principles
applied on a basis consistent with that
of the preceding year.

As explained in Note 3 to the financial
statements the Company's activities are
still in the exploratory stage and all
expenses, less income, have been
capitalized from inception to December
31, 1971. The Company is deemed to
have realized no profit and sustained no
loss to December 31, 1971 and
therefore no profit or loss account is
submifted.

\14«4/ t)adiidlie o2y

Price Waterhouse & Co.
Chartered Accountants
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