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ARC Energy Trust (the “Trust”) was formed in 1996 with the vision

of becoming the premier “blue chip” conventional oil and gas trust

in Canada as measured by quality of assets, management expertise and long-term investor returns.

Since its inception, the Trust has been a top performer in the royalty trust sector and has emerged as

a leader in the sector as investors increasingly discriminate on the basis of performance and positive

underlying fundamentals. Completion of the acquisitions of Starcor Energy Royalty Fund and Orion

Energy Trust in the first quarter of 1999 has enhanced the Trust’s leadership position and has further

advanced our progress towards realizing our vision.

v i s ion

Notice of Annual Meeting: The Annual Meeting of unitholders will be held on Wednesday, May 12, 1999, at 3:30 pm

at The Westin Hotel, Lakeview Room, 320 - 4th Avenue S.W., Calgary, Alberta.
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($ thousands, except 
market price amounts) 1998 1997 1996

Bank debt 72,499 65,955 37,998

Less: Working capital (1,688) 4,647 1,647

Less: Reclamation fund 4,504 3,016 908

Net debt obligations 69,683 58,292 35,443

Outstanding units 25,604 25,604 18,000

Market price at end of period $6.15 $10.45 $12.25

Total Trust capitalization 227,148 325,854 255,943

Debt as a percentage of

total capitalization 30.7% 17.9% 13.8%

U n i t h o l d e r  E q u i t y

No new equity was raised in 1998 and therefore the
number of units outstanding equalled 25,604,000 as
at December 31, 1998 and 1997. In the first quarter
of 1999, an additional 22 million units were issued in
conjunction with the Starcor and Orion acquisitions.

C a s h  D i s t r i b u t i o n s

Cash distributions of $0.10 per unit per month totalled
$1.20 per unit in 1998 ($1.40 in 1997) for total
cumulative distributions since inception of $78.5 million
($3.41 per unit). The Trust changed from quarterly to
monthly distributions effective July 1, 1997 and declared
a regular distribution of $0.10 per unit per month which
will be subject to change from time to time depending
on the business environment. Actual cash available for
distribution will be reviewed each quarter and, to the
extent excess undistributed cash is available, it will be
distributed to unitholders as an extra distribution.

In 1998, the Manager initiated a cash distribution
stabilization policy under which $4.2 million of
proceeds from minor property sales were utilized to
maintain the distributions at $0.10 per unit per month.

1996* 1997 1998
2.5

2.0

1.5

1.0

0.5

0

Debt as a Multiple of Annual Cash Flow

*for the six-month period

1996* 1997 1998
30

24

18

12

6

0

Outstanding Units (millions)

*for the six-month period

1996* 1997 1998
100

80

60

40

20

0

Cumulative Distributions ($ millions)

*for the six-month period

1996* 1997 1998
2.00

1.60

1.20

0.80

0.40

0

Distributions ($/unit)

*for the six-month period

ARC7453EnergyAR98forPDF  3/29/99 7:23 PM  Page 24



25

The managers of royalty trusts have flexibility in the
deductions that can be made from unitholder
distributions. We have developed policies which have
been reviewed by the Board of Directors under which
we have deliberately reduced distributions to make
reclamation fund contributions and pay for a portion
of capital expenditures incurred in the period. In our
internal benchmarking process, where we compare our
results to other royalty trusts, we found that our policies
are the most stringent in the sector, in that unitholder
distributions are reduced by a greater amount than other
trusts. We continue to believe that our policy of
contributing annually to the reclamation fund and
deducting up to 10 percent of funds otherwise available
for distribution for capital expenditures will be the most
prudent policies in the long term, and be more equitable
for all unitholders over the life of the Trust.

($ thousands,
except per unit amounts) 1998 1997 1996

Cash flow from operations 30,040 37,757 18,315

Add:

Property dispositions,

net of discretionary

debt repayments and

working capital 5,356 952 (1,615)

Less:

Reclamation fund

contributions and

actual costs (1,600) (2,143) (954)

Deductions to fund

capital expenditures (3,072) (3,324) (1,166)

Royalty distributions 30,724 33,242 14,580

Royalty distributions

per unit ($) 1.20 1.40 0.81

In 1998, 10 percent of distributions were taxable with
the remaining 90 percent being tax deferred for
Canadian investors holding the units outside a registered
pension plan. The taxable portion of distributions was
down from 22 percent in 1997 due to the decline in
oil prices and resulting decrease to taxable income.
Based upon our 1999 budget, which contains an oil
price forecast of $14.67 average for the year, we expect
1999 distributions to again be 10 percent taxable and
90 percent tax deferred.

R i s k  A s s e s s m e n t

Business Risks

The oil and gas business is subject to numerous 
risks, including, but not limited to, the following: 
(a) operational risk associated with the production of
oil and natural gas; (b) reserve risk in respect to the
quantity and quality of recoverable reserves; (c) market
risk relating to the availability of transportation systems
to move the product to market; (d) commodity risk as
oil and natural gas prices fluctuate due to market forces;
(e) financial risks such as the $Canadian/$US exchange
rate, interest rates and debt service obligations; 
(f) environmental and safety risks associated with well
and production facilities; and (g) changing government
royalty legislation, income tax laws and incentive
programs relating to the oil and gas industry.

The Trust’s policies and procedures to mitigate these
risks are as follows: (a) acquire mature production to
reduce technical risks; (b) acquire long life reserves to
ensure relatively stable production and to reduce the
economic risks associated with commodity price cycles;
(c) maintain a low-cost structure to maximize product
netbacks; (d) diversify properties to mitigate individual
property risk; (e) seek to maintain a relatively balanced
commodity exposure; (f) subject all property acquisitions
to rigorous review; (g) closely monitor pricing trends
and develop a mix of contractual arrangements for the
marketing of products; (h) implement a diversified
strategy of managing foreign currency and interest rate
transactions; (i) continuously obtain the services of
technical experts when required; (j) ensure strong third-
party operators for non-operated properties; (k) adhere
to the Trust’s safety program and keep abreast of current
operating practices; (l) carry insurance to cover losses
and business interruption; and (m) establish and build
cash resources to pay for future abandonment and site
restoration costs.
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Year 2000 Plan

The Year 2000 issue is a general term used to refer to
certain business implications associated with the arrival
of the Year 2000. These implications arise because it
has been normal practice for computer hardware and
software to use only two digits rather than four to record
the year in date fields. On January 1, 2000, when the
year is designated as “00”, many computer systems
could either fail completely or create erroneous data as
a result of misinterpretation of the year. The results of
failures may range from relatively minor processing
inaccuracies to complete system malfunctions. Failures
may not only affect hardware and software used to
process everyday business information but also the
embedded computers that control plant machinery,
office equipment and security systems. There can be no
assurance that third parties on which the Trust is
dependent, including pipeline companies, suppliers,
customers, joint venture participants and operators of
jointly owned facilities, will all be Year 2000 compliant.

The Manager has undertaken a review of the extent of
potential Year 2000 problems for the Trust by
identifying information systems issues and the extent
to which such systems may require remedial action. The
Manager’s policy is to acquire known technology rather
than developing its own technology in relation to the
Trust’s business systems. The Manager has been in
contact with the suppliers of the critical computer
systems to ensure they are Year 2000 compliant. The
outcome of this process is the upgrading of one major
computer application and the replacement of two
computer applications with programs that are Year
2000 compliant. Although the Manager believes that
the Trust has minimal risk with the Year 2000
compliance issue within its own administrative and field
operations, it is susceptible to third-party vendors
including outside operators of facilities.

The Manager has a Year 2000 plan in place to assess
and act on issues in order to ensure Year 2000
compliance. The Manager expects internal Year 2000
compliance issues will be identified and addressed by
June 1999. As the Manager and the Trust use new
technology, minimal costs have been incurred to date
and few future costs are foreseen to ensure compliance.

O u t l o o k

The outlook for 1999 is positive and definitively growth
oriented with the Trust acquiring the Starcor and Orion
trusts. These business combinations, which will be
accounted for as acquisitions by the Trust, will increase
production and reserves by approximately 85 and 
90 percent, respectively. Total assets will grow to
approximately $509 million. Debt will increase to
approximately $157 million and the market
capitalization will exceed $325 million with units
outstanding of approximately 48 million.

The following table sets out supplementary pro forma
combined financial information, incorporating the 
effect of the acquisitions as if they had occurred on
December 31, 1998.

($ thousands)

Working capital deficiency (3,227)

Reclamation fund 5,960

Total assets* 520,873

Long-term debt* 168,318

Unitholders’ equity 321,995

* After December 31, 1998, long-term debt was reduced by
$11.7 million of proceeds from a disposition by Starcor.

These acquisitions have a number of benefits. A major
financial benefit is improved access to new capital in
the future. A larger trust will be better positioned to
attract both individual and institutional investors with
a larger, more diverse property base, larger market
capitalization and corresponding increased liquidity.

Fiscal 1999 has started with a very challenging business
environment with oil prices at extremely low levels.
This low price environment has constrained the oil and
gas industry as a whole from raising new equity to
finance capital programs. With the Starcor and Orion
acquisitions, the Trust is in the enviable position of
having a number of development drilling programs
which will allow for continuing growth. In all properties,
cost cutting programs are being re-examined to increase
profitability and financial returns to the Trust unitholders.
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M A N A G E M E N T ’ S  R E S P O N S I B I L I T Y

ARC Financial Corporation (the “Manager”), as manager of ARC Energy Trust and ARC Resources Ltd., is responsible

for the preparation of the accompanying combined financial statements and for the consistency therewith of all

other financial and operating data presented in this annual report. The statements have been prepared in accordance

with the accounting policies detailed in the accounting policies note to the combined financial statements. In the

Manager’s opinion the combined financial statements are in accordance with generally accepted accounting principles,

have been prepared with acceptable limits of materiality, and have utilized supportable reasonable estimates.

Management maintains a system of internal controls to provide reasonable assurance that all assets are safeguarded,

transactions are appropriately authorized and to facilitate the preparation of relevant, reliable and timely information. 

Arthur Andersen LLP, independent auditors appointed by the Trustee, have examined the combined financial statements

of the Trust. The Audit Committee, consisting of the independent directors of ARC Resources Ltd., has reviewed

these statements with management and the auditors, and has recommended them to the Board of Directors for

approval. The Board has approved the combined financial statements of the Trust.

Calgary, Alberta, John P. Dielwart (signed) Steven W. Sinclair (signed)

February 8, 1999. President and Director Vice-President Finance

A U D I T O R S ’  R E P O R T

To the Unitholders of ARC Energy Trust:

We have audited the combined balance sheet of ARC Energy Trust as at December 31, 1998 and 1997 and the

combined statements of income (loss) and accumulated earnings, royalty distributions and accumulated royalty

distributions and changes in financial position for the years then ended. These financial statements are the

responsibility of the Trust’s Management. Our responsibility is to express an opinion on these financial statements

based on our audits.

We conducted our audits in accordance with generally accepted auditing standards. Those standards require that

we plan and perform an audit to obtain reasonable assurance whether the financial statements are free of material

misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in

the financial statements. An audit also includes assessing the accounting principles used and significant estimates

made by management, as well as evaluating the overall financial statement presentation.

In our opinion, these combined financial statements present fairly, in all material respects, the financial position

of the Trust as at December 31, 1998 and 1997 and the results of its operations and the changes in its financial

position for the years then ended in accordance with generally accepted accounting principles.

Calgary, Alberta, Arthur Andersen LLP (signed)

February 8, 1999. Chartered Accountants
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C O M B I N E D  B A L A N C E  S H E E T

As at December 31, 1998 and 1997
($ thousands) 1998 1997

Assets

Current assets

Cash $ 1,390 $ 2,983

Accounts receivable 7,747 12,767

9,137 15,750

Reclamation fund (Note 3) 4,504 3,016

Property, plant and equipment (Notes 2 and 4) 245,374 275,402

Total assets $ 259,015 $ 294,168

Liabi l i t ies

Current liabilities

Accounts payable and accrued liabilities $ 7,535 $ 8,015

Royalty distributions payable 2,560 2,560

Payable to the Manager (Note 9) 730 528

10,825 11,103

Long-term debt (Note 5) 72,499 65,955

Future site reclamation and abandonment 8,368 4,970

Total liabilities 91,692 82,028

Unitholders ’  Equity

Unitholders’ capital (Note 6) 243,689 243,689

Accumulated earnings 2,180 16,273

Accumulated royalty distributions (78,546) (47,822)

Total unitholders’ equity 167,323 212,140

Total liabilities and unitholders’ equity $ 259,015 $ 294,168

Approved on behalf of the Board:

Mac H. Van Wielingen (signed) John P. Dielwart (signed)
Director Director

C O M B I N E D  S T A T E M E N T  O F  I N C O M E  ( L O S S )  A N D  A C C U M U L A T E D  E A R N I N G S

For the years ended December 31, 1998 and 1997
($ thousands) 1998 1997

Revenue

Oil, natural gas, natural gas liquids and sulphur sales $ 67,124 $ 74,103

Royalties (9,595) (12,254)

57,529 61,849

Expenses

Operating 18,803 17,760

General and administrative (Note 9), net of recoveries 3,246 2,735

Management fee (Note 9) 1,187 1,351

Interest on long-term debt 4,103 2,109

Capital taxes (Note 8) 150 137

Depletion, depreciation and amortization (Note 2) 44,133 28,592

71,622 52,684

Net income (loss) (14,093) 9,165

Accumulated earnings, beginning of the year 16,273 7,108

Accumulated earnings, end of the year $ 2,180 $ 16,273

A R C E N E R G Y  T R U S T
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C O M B I N E D  S T A T E M E N T  O F  C H A N G E S  I N  F I N A N C I A L  P O S I T I O N

For the years ended December 31, 1998 and 1997
($ thousands) 1998 1997

Operating activities

Net income (loss) $ (14,093) $ 9,165

Add items not involving cash:

Depletion, depreciation and amortization 44,133 28,592

30,040 37,757

(Increase) decrease in non-cash working capital accounts 4,742 (8,149)

34,782 29,608

Financing activities

Issue of Trust units, net of expenses – 75,383

Increase in long-term debt, net 6,544 27,957

Royalty distributions (30,724) (33,242)

(24,180) 70,098

Investing activities

Acquisition of properties, net of dispositions (60) (93,962)

Reclamation fund contributions and actual costs incurred (1,600) (2,138)

Purchase of capital assets (10,535) (8,755)

(12,195) (104,855)

Decrease in cash (1,593) (5,149)

Cash, beginning of the year 2,983 8,132

Cash, end of the year $ 1,390 $ 2,983

29

C O M B I N E D  S T A T E M E N T  O F  R O Y A L T Y  D I S T R I B U T I O N S  A N D  

A C C U M U L A T E D  R O Y A L T Y  D I S T R I B U T I O N S

For the years ended December 31, 1998 and 1997
($ thousands, except per unit amounts) 1998 1997

Net income (loss) $ (14,093) $ 9,165

Depletion, depreciation and amortization 44,133 28,592

Cash from operations $ 30,040 $ 37,757

Cash from operations (99 percent) $ 29,740 $ 37,380

Add (deduct):

General and administrative expense reimbursement (residual 1 percent) 300 377

Disposition of royalty interests 11,634 10,074

Capital expenditures (3,072) (3,324)

Discretionary debt repayment (11,020) (6,513)

Reclamation fund contributions and actual reclamation costs incurred (1,600) (2,143)

Current period accruals 4,742 (2,609)

Royalty distributions 30,724 33,242

Accumulated royalty distributions, beginning of the year 47,822 14,580

Accumulated royalty distributions, end of the year $ 78,546 $ 47,822

Royalty distributions per unit (Note 7) $ 1.20 $ 1.40
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A R C E N E R G Y  T R U S T

N O T E S  T O  T H E  C O M B I N E D  

F I N A N C I A L  S T A T E M E N T S

December 31, 1998 and 1997
(all tabular amounts in thousands, except per unit amounts)

1.  Structure of  the Trust

ARC Energy Trust (“the Trust”) is a closed-end investment trust

formed under the laws of the Province of Alberta pursuant to a

trust indenture (the “Trust Indenture”) dated May 7, 1996

between the Trust and Montreal Trust Company of Canada (the

“Trustee”). The beneficiaries of the Trust, which commenced

operations on July 11, 1996, are the holders of the trust units

(the “Unitholders”). Operations of the Trust consist of acquiring

and holding, as the Trust’s principal asset, a royalty in the properties

of ARC Resources Ltd. (“ARC Resources”).

ARC Resources acquires oil and gas properties and grants a royalty

to the Trust. The royalty in producing oil and gas properties

acquired from ARC Resources effectively transfers the economic

interest in the properties acquired by ARC Resources to the Trust.

The royalty constitutes a contractual interest in revenues from the

oil and gas properties owned by ARC Resources but does not

confer ownership in the underlying resource properties.

2.  Summary of  Accounting Pol ic ies

The Trust’s financial statements have been prepared following

accounting policies generally accepted in Canada. The preparation

of financial statements requires management to make estimates

and assumptions that affect the reported amounts of assets and

liabilities and disclosure of contingent assets and liabilities at the

date of the combined financial statements, and revenues and

expenses during the reporting period. Actual results could differ

from those estimated. 

In particular, the amounts recorded for depletion and depreciation

of the petroleum and natural gas properties and for site restoration

and abandonment are based on estimates of reserves and future

costs. By their nature, these estimates, and those related to the

future cash flows used to assess impairment, are subject to

measurement uncertainty and the impact on the financial

statements of future periods could be material.

The following significant accounting policies are presented to assist

the reader in evaluating these statements.

BASIS  OF ACCOUNTING

The Trust’s combined financial statements include the accounts

of the Trust and the accounts of ARC Resources. All inter-entity

transactions have been eliminated.

F INANCIAL INSTRUMENTS

Financial instruments of the Trust consist mainly of the accounts

receivable, reclamation fund investments, accounts payable and

accrued liabilities and the long-term debt. As at December 31, 1998

and 1997, there were no significant differences between the

carrying values of these amounts and their estimated market values.

CREDIT  R ISK

Virtually all of the Trust’s accounts receivable are customers in

the oil and gas industry and are subject to the normal industry

credit risks. The carrying value of accounts receivable reflects the

Trust’s assessment of the associated credit risks.

PROPERTY,  PLANT AND EQUIPMENT

The Trust follows the full cost method of accounting. All costs

of acquiring oil and natural gas properties and related

development costs are capitalized and accumulated in one cost

centre. Maintenance and repairs are charged against earnings,

and renewals and enhancements which extend the economic life

of the property, plant and equipment are capitalized. Gains and

losses are not recognized upon disposition of oil and natural gas

properties unless such a disposition would alter the rate of

depletion by 20% or more.

DEPLET ION,  DEPRECIATION AND AMORTIZATION

Depletion of petroleum and natural gas properties and

depreciation of production equipment, except for major gas plant

facilities which are depreciated on a straight-line basis over their

estimated useful life, are calculated on the unit-of-production

method based on:

a) total estimated proved developed and undeveloped reserves

net of royalties; 

b) total capitalized costs plus estimated future development costs

of proved undeveloped reserves less estimated salvage value

of production equipment and facilities after the proved reserves

are fully produced; and
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c) relative volumes of oil and natural gas reserves and production

converted at the energy equivalent conversion ratio of six

thousand cubic feet of natural gas to one barrel of oil.

Future site restoration and abandonment provisions are calculated

on the unit-of-production method. Actual site restoration costs are

charged against the future site restoration and abandonment liability.

CE IL ING TEST

The Trust places a limit on the aggregate cost of property, plant

and equipment which may be carried forward for amortization

against revenues of future periods (the “ceiling test”). The ceiling

test is a cost recovery test whereby the capitalized costs less

accumulated depletion, depreciation and site restoration are limited

to an amount equal to estimated undiscounted future net revenues

from proved reserves less recurring general and administrative

expenses, site restoration, management fees, future financing costs

and income taxes. As a result of using 1998 average prices received

by the Trust of $18.99 per barrel of oil and of $1.93 per Mcf of

natural gas field prices, a writedown of $14.7 million was charged

to earnings as additional depletion, depreciation and amortization

in 1998. Alternatively, if the ceiling test had been calculated using

year-end prices of $16.98 per barrel of oil and $2.39 per Mcf of

natural gas, a writedown of approximately $28 million would have

been charged to earnings in 1998. 

INCOME TAXES

The Income Tax Act (Canada) requires the Trust compute its

income or loss for a taxation year as though it were an individual.

The taxation year of the Trust is the calendar year. Each year the

Trustee has agreed to designate the full amount of taxable income

to the Unitholders (less any amount the Trust may want to bring

into income to utilize available deductions and loss carryforwards).

As such, no accounting for deferred income taxes is provided in

these combined financial statements as future tax liabilities will

be borne by the Unitholders. 

Periodically, current taxes may arise in ARC Resources depending

on the timing of income tax deductions and the timing of debt

repayments. Should such taxes prove to be unrecoverable, they

will be deducted from royalty distributions in accordance with

the Royalty Agreement.

3.  Reclamation Fund 

1998 1997

Opening balance $ 3,016 $ 908

Contributions, net of 

actual expenditures 1,338 2,081

Interest income on fund 150 27

Ending balance $ 4,504 $ 3,016

A reclamation fund was established solely to fund future site

restoration and abandonment costs. The Board has approved

contributions over a 20 year period which results in annual

contributions of $1.45 million per year based upon properties

owned as at December 31, 1998. Contributions to the

reclamation fund have been deducted from cash distributions to

the Unitholders. During the year $112,000 (1997 – $57,000) of

actual expenditures were charged against the Trust.

4.  Property,  P lant  and Equipment

1998 1997

Property, plant and equipment 

at cost $ 320,745 $ 310,150

Accumulated depletion and 

depreciation (75,371) (34,748)

Property, plant and equipment, net $ 245,374 $ 275,402

The calculation of 1998 depletion and depreciation included an

estimated $30.0 million ($18.3 million in 1997) for future

development costs of proved undeveloped reserves and excluded

$3.2 million ($7.8 million in 1997) for future net realizable value

of production equipment and facilities and $2.6 million

($1.5 million in 1997) for unevaluated petroleum and natural

gas properties.

5.  Long-term Debt

Long-term debt consists of a demand revolving credit facility to

a maximum of $100 million. The lender reviews the credit facility

by July 1 each year and determines whether it will extend the

revolving period for another year. In the event that the revolving

period is not extended the principal becomes repayable over five

years in equal quarterly instalments.

The loan bears interest at bank prime (6.75% at December 31,

1998, 6.0% at December 31, 1997) or at the ARC Resources’

option, bankers acceptance plus 6/10 of 1%.

The loan is the legal obligation of ARC Resources which has

granted security in the form of a floating charge on all lands and

an assignment and negative pledge on specific oil and gas

properties. The Unitholders have no direct liability to ARC

Resources should the properties securing this debt generate

insufficient revenue to repay the outstanding balance. 

The payment of the principal and interest are allowable

deductions in the calculation of the royalty available for

distribution to the Unitholders.

6.  Unitholders ’  Capital

During 1997, the Trust issued 1.1 million special warrants at

$11.00 per warrant, which were converted into trust units for

no additional consideration under a private placement and closed

a public issue of 6.5 million trust units at $10.45 per unit for net

proceeds under both offerings of $75.3 million after issue costs.

No trust units were issued in 1998.
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Number of Trust Units
Number of
Trust Units $

Initial public offering and balance 

as at December 31, 1996 18,000 $ 168,306

Private Placement of Special Warrants 1,100 11,466

Public offering 6,500 63,877

Exercise of Directors’ options 4 40

Balance as at December 31, 1997 

and December 31, 1998 25,604 $ 243,689

As at December 31, 1998 and 1997, 921,000 options to purchase

trust units were issued and outstanding. The options are

exercisable at $10.00 per unit and expire on July 10, 2001.

7.  Net Income (Loss)  and Cash F low 

From Operat ions per  Unit

1998 1997

Net income (loss) – basic and 

fully diluted $ (0.55) $ 0.40

Cash flow from operations(1)

– basic 1.17 1.65

– fully diluted 1.15 1.62

(1) Calculated by adding depletion, depreciation and amortization back
to net income (loss) and dividing by the number of trust units.

Fully diluted per unit calculations include inputed interest at 5%

per annum on the proceeds from the exercise of trust unit options.

Royalty distributions per unit reflect the amounts paid quarterly

up to July 1997 and amounts paid monthly thereafter to unitholders.

8.  Taxes

ARC Resources is subject to both the large corporations tax 

and income taxes. No current income taxes were payable in 1998

or 1997 but $150,000 (1997 – $137,000) of large corporations

tax was paid or payable at year end, charged to operations, and

deducted from royalty distributions.

9.  Related Party Transact ions

A management agreement was signed on July 11, 1996 with ARC

Financial Corporation (“the Manager”) to provide management,

advisory and administrative services. The fees payable to the

Manager include a fee equal to 3% of net production revenue;

and fees of 1.5%, and 1.25% of the purchase price of acquisitions

and selling price of dispositions, respectively. In 1998, total

acquisition and disposition fees paid to the Manager were

$375,000 ($1,639,000 in 1997).

During 1998, the Manager was reimbursed $3,385,000

($2,578,000 in 1997) for general and administrative expenses

incurred on behalf of the Trust.

During 1997, in connection with the acquisition of oil and gas

properties, a company under common control with the Manager

sold its 10.5% interest in certain properties to the Trust for

$3.6 million. The acquisition price to the Trust was based on the

same reserve value, and on the same terms and conditions, as

agreed to with the independent owner of the remaining working

interest in the properties.

10.  Year 2000 Uncertainty

Most entities depend on computerized systems and therefore are

exposed to Year 2000 conversion risk, which, if not properly

addressed, could affect an entity’s ability to conduct normal

business operations. Management is addressing this issue,

however, given the nature of this risk, it is not possible to be certain

that all aspects of the Year 2000 issue affecting the Trust and

those with whom it deals will be fully resolved without adverse

impact on the Trust’s operations.

11.  Events  Subsequent to December 31,  1998

The Trust has agreed, in separate transactions, to acquire all of

the net assets of two royalty trusts unrelated to the Trust, Starcor

Energy Royalty Fund (“Starcor”) and Orion Energy Trust (“Orion”),

with the combined entity to be managed by the Manager.

Under the terms of the agreement between the Trust and Starcor,

as amended, the Trust will acquire the net assets of Starcor and

each unit of Starcor is to be exchanged for $1.50 in cash, 0.965

of a trust unit and 0.193 of a warrant to purchase a trust unit

at a price of $7.25 until June 15, 2000.

Under the terms of the agreement between the Trust and Orion,

the Trust will acquire the net assets of Orion and each unit of Orion

is to be exchanged for 0.875 of a trust unit and 0.175 of a warrant

to purchase a trust unit at a price of $7.25 until June 15, 2000.

The transaction will result in a termination fee payable to the

existing manager of Starcor and Orion of $7.8 million as well as

the normal acquisition fee of 1.5% to the Manager. Employee

severance costs and lease termination fees totalling $2.2 million

will also be paid by the Trust.

The completion of each proposed acquisition is subject to

satisfaction of all regulatory requirements and receiving 

approval by each of Starcor’s and Orion’s unitholders for their

respective transactions.

If both mergers occur, the transactions will be accounted for in

1999 by the Trust under the purchase method of accounting.

The following table sets out supplementary pro forma combined

financial information, incorporating the effect of the potential

acquisitions as if they had occurred on December 31, 1998.

(unaudited)

Working capital deficiency $ (3,227)

Reclamation fund $ 5,960

Total assets $ 520,873

Long-term debt $ 168,318

Unitholders’ equity $ 321,995

ARC7453EnergyAR98forPDF  3/29/99 7:23 PM  Page 32



33

A R C E N E R G Y  T R U S T

ARC Energy Trust is a closed-end investment trust
which offers investors indirect ownership in cash-
generating assets plus the market liquidity of a publicly-
traded security. The royalty trust structure allows net
cash flow from oil and gas properties to flow directly
to unitholders in a tax-efficient manner. Business risk
is minimized through the avoidance of exploration and
related high-risk reinvestment activities and through
property and commodity diversification.

ARC Resources was formed to acquire oil and natural
gas producing properties and to grant a royalty to the
Trust. The royalty paid to unitholders consists of 
99 percent of the net cash flow generated by the
properties acquired by ARC Resources. Net cash flow
is production revenue less operating costs, royalties,
general and administrative expenses, management fees,
interest charges and any taxes payable by ARC
Resources. The residual one percent income from ARC
Resources also accrues to the benefit of the Trust as it
is used by ARC Resources to defray general and
administrative costs and management fees.

M a n a g e r  a n d  Tr u s t e e

ARC Financial Corporation is Manager of ARC Energy
Trust and ARC Resources Ltd., providing both advisory
and management services. Montreal Trust Company of
Canada (the “Trustee”) is Trustee of the Trust.

C a s h  D i s t r i b u t i o n s

Cash distributions of royalty income are paid to
unitholders after deductions for debt principal
repayments, capital expenditures and reclamation
fund contributions. Cash distributions are made on a
monthly basis on the 15th of the month to unitholders
of record on the last day of the previous month. To be
a unitholder of record on the last day of a month, new
unitholders should take into account the normal three-
day settlement period.

A direct deposit plan has been established for the Trust
to provide unitholders who have Canadian bank accounts
with a method of receiving cash distributions as a direct
deposit into their bank account. In addition, cash
distributions can be made by the Trustee in US funds,
with the amount of US dollar distributions reflecting
the current Canada/US exchange rate.

U N I T H O L D E R S

ARC ENERGY TRUST

ARC FINANCIAL CORPORATION

RECLAMATION FUND

LENDER
OIL & GAS PROPERTIES

ARC RESOURCES LTD.

Contribution

Management Services & Fees

Debt Service

Cash Distributions

Royalty

Cash Flow 

Management Services & Fees

F A C T S  A N D  S T R U C T U R E
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C a p i t a l  E x p e n d i t u r e s

Under the terms of the royalty agreement, capital
expenditure deductions will not exceed 10 percent of
annual net cash flow from the oil and gas properties;
capital requirements in excess of this level will be
financed with bank debt or through the issuance of
additional Trust units. Capital expenditures are
generally directed towards maintaining or improving
production from the oil and gas properties and
development drilling upon existing proven oil and gas
fields. ARC Resources does not initiate any exploratory
drilling, nor does it directly participate in exploration
activities initiated by other operators.

B o r r o w i n g

ARC Resources may borrow funds to purchase
additional oil and gas properties or for capital
expenditures on existing assets. The Trust had a 
$100 million revolving credit facility at December 31,
1998. The credit facility permits borrowing at the
bank’s prime rate or at bankers’ acceptance rates plus
60 basis points. ARC Resources intends to repay this
debt from time to time through cash flow and the
issuance of additional Trust units in conjunction with
the financing of new acquisitions.

R e c l a m a t i o n  F u n d

ARC Resources established a reclamation fund to which
it currently makes annual contributions of $1.45 million,
less current year site reclamation and abandonment
costs. The intent of the fund is to ensure that estimated
future environmental and reclamation obligations
associated with ARC Resources’ properties are funded
over 20 years. Contributions to the fund may be adjusted
from time to time based on revised assessments of the
environmental obligations or as a result of new acquisitions.

Ta x  C o n s i d e r a t i o n s  f o r  A R C  E n e r g y  Tr u s t

Under the Income Tax Act of Canada, the Trust is entitled
to claim various tax deductions such as Canadian Oil
and Gas Property Expense, resource allowance and issue
expenses. These deductions will be used to shelter most
of the Trust’s income. Any remaining taxable income
is allocated to unitholders on a pro rata basis such that
the Trust does not pay income taxes.

Ta x  C o n s i d e r a t i o n s  f o r  U n i t h o l d e r s

The Trust’s 1998 cash distributions were 90 percent tax
deferred. Unitholders holding the units outside of a
registered pension plan are required to report the
remaining 10 percent of 1998 cash distributions as
taxable income on their 1998 income tax returns.

At this time, it is anticipated that the majority of 
1999 cash distributions will also be tax deferred, 
with approximately 10 percent expected to be taxable
for unitholders. 

D i s p o s i t i o n  o f  A R C  E n e r g y  Tr u s t  U n i t s

The tax deferred or non-taxable portion of cash
distributions received by a unitholder is considered a
return of capital. The adjusted cost base of a Trust unit
is calculated by deducting all tax deferred distributions
received by the unitholder from the original cost of the
unit. Capital gains or losses relative to this adjusted cost
base will be realized by the unitholder holding the units
outside of a registered pension plan, upon the actual
sale or deemed disposition of the Trust unit.

D i s t r i b u t i o n  R e i n v e s t m e n t  P l a n  a n d  

C a s h  I n v e s t m e n t  P r o g r a m

Unitholders may elect to participate in a cash
distribution reinvestment plan that will automatically
reinvest all or part of the distributions from the Trust
in additional Trust units. An optional cash investment
program is also available to allow cash payments of up
to $3,000 per distribution. Both plans facilitate
investment in additional Trust units at prevailing market
prices with no brokerage commission or Trust fees.

An application form for this purpose and a brochure
detailing the terms of these programs are available from
the Trustee in Calgary, Alberta. Unitholders who are
interested in these plans should complete the form and
return it directly to the Trustee.
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A R C E N E R G Y  T R U S T

H I S T O R I C A L  R E V I E W

Year Ended Year Ended Six Months Ended
($ thousands, except per unit amounts) December 31, 1998 December 31, 1997 December 31, 1996

Financial

Revenue before royalties 67,124 74,103 31,908

Per unit 2.62 3.24 1.77

Cash flow 30,040 37,757 18,315

Per unit 1.17 1.65 1.02

Net income (14,093) 9,165 7,108

Per unit (0.55) 0.40 0.39

Cash distributions 30,724 33,242 14,580

Per unit* 1.20 1.40 0.81

Working capital (1,688) 4,647 1,647

Long-term debt 72,499 65,955 37,998

Unitholders’ equity 167,323 212,140 160,834

Weighted average units (thousands) 25,604 22,837 18,000

Units outstanding at year end (thousands) 25,604 25,604 18,000

* Based on the number of units outstanding at each cash distribution date

Operat ing

Production

Crude oil (Bbl/d) 4,439 3,656 2,922

Natural gas (Mmcf/d) 37.68 38.40 29.47

Natural gas liquids (Bbl/d) 2,018 1,929 1,732

Total (Boe/d) 10,225 9,425 7,600

Average prices

Crude oil ($/Bbl) 18.99 26.35 29.76

Natural gas ($/Mcf) 1.93 1.82 1.61

Natural gas liquids ($/Bbl) 13.17 18.27 20.31

Oil equivalent ($/Boe) 17.99 21.54 22.31

Proved plus probable reserves

Crude oil and NGL (Mbbl) 35,034 32,373 22,514

Natural gas (Bcf) 121.9 148.2 112.0

Total (Mboe) 47,224 47,190 33,710

1998 1997 1996

Trust  Unit  Trading

Prices ($)

High 11.40 13.00 12.85

Low 6.10 10.15 9.90

Close 6.15 10.45 12.25

Average daily volume (thousands) 32 55 98
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A R C E N E R G Y  T R U S T

Q U A R T E R L Y  R E V I E W

1998 1998 1998 1998 1997 1997 1997 1997
($ thousands, except per unit amounts) 4Q 3Q 2Q 1Q 4Q 3Q 2Q 1Q

Financial

Revenue before royalties 16,767 16,362 16,474 17,521 23,056 19,122 15,593 16,332

Per unit 0.65 0.64 0.64 0.68 0.90 0.75 0.71 0.90

Cash flow 7,693 6,294 7,801 8,252 11,593 9,372 7,739 9,053

Per unit 0.30 0.25 0.30 0.32 0.45 0.37 0.35 0.50

Net income (14,563) (253) 287 436 3,110 1,589 753 3,713

Per unit (0.57) (0.01) 0.01 0.02 0.15 0.06 0.03 0.21

Cash distributions 7,681 7,681 7,681 7,681 9,730 7,680 8,192 7,640

Per unit* 0.30 0.30 0.30 0.30 0.38 0.30 0.32 0.40

Working capital (1,688) 3,968 8,389 5,382 4,647 5,370 3,080 (1,402)

Long-term debt 72,499 63,633 63,296 69,550 65,955 67,161 26,173 26,308

Unitholders’ equity 167,323 189,566 197,501 204,895 212,140 218,720 224,817 168,932

Weighted average units (thousands) 25,604 25,604 25,604 25,604 25,604 25,600 21,957 18,085

Units outstanding at quarter end 
(thousands) 25,604 25,604 25,604 25,604 25,604 25,600 25,600 19,100

* Based on the number of units outstanding at each cash distribution date

Operat ing

Production

Crude oil (Bbl/d) 4,420 4,498 4,472 4,365 4,461 3,961 3,472 2,707

Natural gas (Mmcf/d) 34.83 36.18 38.74 41.05 47.60 44.34 32.96 28.42

Natural gas liquids (Bbl/d) 2,085 2,041 1,834 2,113 2,080 2,058 1,797 1,775

Total (Boe/d) 9,988 10,157 10,180 10,583 11,302 10,453 8,564 7,324

Average prices

Crude oil ($/Bbl) 18.42 18.61 18.85 20.13 25.00 25.37 26.10 29.41

Natural gas ($/Mcf) 2.12 1.92 1.88 1.83 1.91 1.62 1.46 2.24

Natural gas liquids ($/Bbl) 13.16 11.65 13.09 14.75 17.31 17.55 16.84 21.24

Oil equivalent ($/Boe) 18.25 17.51 17.78 18.40 22.17 19.88 20.01 24.78

1998 1998 1998 1998 1997 1997 1997 1997
(based on daily closing price) 4Q 3Q 2Q 1Q 4Q 3Q 2Q 1Q

Trust  Unit  Trading

Prices ($)

High 8.65 9.25 10.50 11.40 12.95 13.00 12.00 12.30

Low 6.10 7.00 8.85 9.40 10.15 11.95 10.35 10.60

Close 6.15 8.95 9.25 10.25 10.45 13.00 11.95 10.90

Average daily volume (thousands) 35 25 33 35 48 63 61 47
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A R C E N E R G Y  T R U S T
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Abbreviations

ARTC Alberta Royalty Tax Credit
Bbl barrels
Bcf billion cubic feet
Boe barrels of oil equivalent
Mboe thousand barrels of oil equivalent
Mcf thousand cubic feet
Mmbbl million barrels
Mmboe million barrels of oil equivalent
MmBtu million British thermal units
Mmcf million cubic feet
/d per day
WTI West Texas Intermediate

Barrel of oil equivalence 10 Mcf = 1 Bbl

Mac H. Van Wielingen

Director, Vice-Chairman 
and Chief Executive
Officer

John P. Dielwart

Director and President

Nancy V. Lever

Vice-President, Planning

Doug J. Bonner

Vice-President,
Engineering

Steven W. Sinclair

Vice-President, Finance

Myron M. Stadnyck

Manager, Operations

Susan D. Healy

Manager, Land

ARC7453EnergyAR98CoverforPDF  3/29/99 7:24 PM  Page 3



4300, 400 - 3rd Avenue S.W.
Calgary, Alberta

T2P 4H2
www.arcfinancial.com

ARC7453EnergyAR98CoverforPDF  3/29/99 7:24 PM  Page 4


