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TA X E S Capital taxes paid by ARC Resources based on debt and equity levels at the end of the year equalled $257,000 in
1999 versus $150,000 in 1998.

D E P L E T I O N ,  D E P R E C I AT I O N  A N D  F U T U R E  S I T E  R E C L A M AT I O N  E X P E N S E S The 1999 and 1998 depletion and depreciation rates
were $5.66 and $5.58 per Boe, respectively, based on a 6:1 energy equivalent factor. The calculation of the 1999 rate
includes an estimated $69 million for future development costs of proved undeveloped reserves and excluded $12 million
for future net realizable salvage value of existing production facilities and $12 million for unevaluated properties. The
provision for future site reclamation and abandonment equalled $0.64 per Boe in 1999 compared to $0.76 per Boe in
1998. A ceiling test writedown of $14.7 million was charged to earnings as additional depletion, depreciation and
amortization in 1998.

C A P I TA L  E X P E N D I T U R E S ARC Resources completed a number of minor acquisitions and divestments in 1999 to enhance
its asset base in addition to the Starcor and Orion acquisitions. Also in 1999, development drilling occurred on a
number of properties to maintain or increase production. Total reserve acquisition and development costs for 1999 were
$5.94 per Boe. A breakdown of capital expenditures by category is shown below:

($ thousands) 1999 1998 1997 1996

Lease rentals and acquisition 346 593 857 109
Geological and geophysical expenditures 186 339 74 –
Development drilling 20,974 6,967 7,362 116
Plant and facilities 2,743 2,636 462 977
Producing property net acquisitions 

(net of post-closing adjustments) 231,482 60 93,962 206,231
Total capital 255,731 10,595 102,717 207,433

A B A N D O N M E N T S ARC Resources abandons wells and associated well and facility site locations on an ongoing basis, as
required. In 1999, actual abandonment and site reclamation costs incurred were $326,000, up from $113,000 in 1998.
The Trust, in conjunction with ARC Resources, has established a reclamation fund (the “Fund”) into which $2.4 million
cash was contributed, over and above the $326,000 used for actual expenditures in 1999, bringing the balance in the
Fund including interest earned on the Fund to $7.2 million as at December 31, 1999. The Fund is invested in short-
term market instruments to provide for future abandonment liabilities. Future contributions to the Fund are currently set
at a minimum of $2.4 million per year in order to fund the total estimated future abandonment and site reclamation over
a 20-year period.

E Q U I T Y  A N D  F I N A N C I A L  R E S O U R C E S Working capital at December 31, 1999 was $15.8 million after year-end accruals and
the inclusion of a $4.8 million receivable from the disposition of minor properties sold in December, which were subject
to rights of first refusal. Bank debt stood at $141 million at December 31, 1999 with $59 million of unutilized lines of
credit available based on a total $200 million credit facility in place with three major Canadian financial institutions.
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The debt is supported by the Trust’s diverse, mature, high-quality, long-life assets.

End-of-year debt to total capitalization was approximately 20 percent and debt to cash flow payout was approximately
one year based upon annualized fourth quarter cash flow.

($ thousands, except market price amounts) 1999 1998 1997 1996

Bank debt 141,000 72,499 65,955 37,998
Less: Working capital (deficiency) 15,761 (1,688) 4,647 1,647

Reclamation fund 7,165 4,504 3,016 908
Net debt obligations 118,076 69,683 58,292 35,443
Outstanding units 53,607 25,604 25,604 18,000
Market price at end of period $ 8.75 $ 6.15 $ 10.45 $ 12.25
Total Trust capitalization 587,136 227,148 325,854 255,943
Debt as a percentage of total capitalization 20.0% 30.7% 17.9% 13.8%

U N I T H O L D E R S ’  E Q U I T Y The acquisition of the Starcor and Orion net assets were made in part by the issuance of 21.3 million
Trust Units to the former Starcor and Orion unitholders. In addition 890,723 Trust Units were issued to the managers
of the Starcor and Orion trusts as compensation for the termination of their management contracts. The Manager of 
the Trust agreed to reinvest a portion of its fee earned on the acquisition which resulted in 392,799 Trust Units being
issued. All Trust Units issued in the Starcor and Orion transactions were issued at $6.57 per Trust Unit.

In July 1999, the Trust completed an equity financing which raised $36.3 million of gross proceeds ($34.3 million net)
on the issuance of 4.6 million Trust Units. Net proceeds of the offering were applied against debt.

In conjunction with the Starcor and Orion acquisitions, 4,261,899 warrants to acquire Trust Units were issued to the
former unitholders of Starcor and Orion. The warrants are exercisable at any time up to June 15, 2000 at $7.25 per
warrant to obtain one Trust Unit. As at December 31, 1999, a total of 766,948 warrants had been exercised.

Unitholders electing to reinvest distributions or make optional cash payments to acquire Trust Units from treasury under
the Distribution Reinvestment Incentive Plan (“DRIP”) resulted in 43,317 Trust Units being issued in 1999.

At the Trust’s annual meeting held June 7, 1999, the prior Trust option plan was terminated and all options cancelled.
A new Trust Unit Rights Incentive Plan was approved under which 1,200,000 rights were issued to all office and field
employees, long-term consultants and independent directors. The rights were issued at an initial exercise price of $8.20
per Trust Unit which is adjusted downward over time by the amount, if any, that distributions for the quarter exceed 
2.5 percent of net book value of property, plant and equipment. As at December 31, 1999, rights to purchase 1,192,000
Trust Units were outstanding at an exercise price of $7.86 subject to vesting provisions. These rights expire in May, 2004.

C A S H  D I S T R I B U T I O N S Cash distributions of $0.10 per Trust Unit per month for nine months and $0.15 per Trust Unit per
month for three months in 1999 resulted in a total of $1.35 per Trust Unit distribution in 1999 ($1.20 in 1998) for total
cumulative distributions since inception of $142.3 million ($4.76 per Trust Unit). Actual cash available for distribution is
reviewed each quarter and, to the extent excess undistributed cash is available, it is distributed to Unitholders as an extra
distribution. As previously stated, the Trust has implemented a policy which splits cash that is available for distribution
above $0.10 per Trust Unit per month between the Unitholders and debt reduction. This resulted in an $8.0 million
discretionary debt repayment in 1999.
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A S S E S S M E N T  O F  B U S I N E S S  R I S K S 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 dollar 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 include: (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 hedging program to hedge commodity prices and foreign currency rates;
(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.

Y E A R  2 0 0 0 As at March 31, 2000, the Manager has not experienced any significant year 2000 computer problems and 
all office and field operations continue as normal. A nominal amount was spent on upgrading software to avoid potential
year 2000 problems.

O U T L O O K The outlook for 2000 is positive with the current oil prices in excess of $25 US per Bbl for the benchmark WTI
and with a significant acquisition of new properties in the first quarter of 2000. This acquisition is accretive on all measures
and will increase production and reserves by approximately 33 percent and 27 percent, respectively. This acquisition of
$135 million will also increase total assets to approximately $640 million. With the Trust raising $52.6 million of net
proceeds by issuing 6.4 million Trust Units, debt will increase to approximately $217 million. The debt will be 1.8 times
estimated year 2000 cash flow, a level which is commensurate with the current average for the overall royalty trust sector.
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Management ’s  Respons ib i l i ty

Audi to r s ’ Repor t

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 within 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.

( S I G N E D )

J O H N  P.  D I E LW A R T

P R E S I D E N T  A N D  D I R E C T O R

( S I G N E D )

S T E V E N  W.  S I N C L A I R

V I C E - P R E S I D E N T  F I N A N C E

Calgary, Alberta. February 4, 2000.

To the Unitholders of ARC Energy Trust:

We have audited the combined balance sheet of ARC Energy Trust as at December 31, 1999 and 1998 and the
combined statements of income (loss) and accumulated earnings, cash flows, and cash distributions and accumulated cash
distributions 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, 1999 and 1998 and the results of its operations and its cash flows for the years then ended in
accordance with generally accepted accounting principles.

( S I G N E D )

A R T H U R  A N D E R S E N  L L P

C H A R T E R E D  A C C O U N TA N T S

Calgary, Alberta. February 4, 2000 (except as to note 15, which is as of February 9, 2000).
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Combined Ba lance  Shee t

Combined Sta t ement  o f  In come (Los s )  and Ac cumula t ed  Ear n ings

As at December 31,
($ thousands) 1999 1998

A S S E T S

Current Assets
Cash $ 9,240 $ 1,390
Properties held for sale (Note 3) 4,800 –
Accounts receivable 29,145 7,747

43,185 9,137
Reclamation Fund (Note 5) 7,165 4,504
Property, Plant and Equipment (Notes 4 and 6) 455,269 245,374
Total Assets $ 505,619 $ 259,015

L I A B I L I T I E S

Current Liabilities
Accounts payable and accrued liabilities $ 21,386 $ 7,535
Cash distributions payable 5,361 2,560
Payable to the Manager (Note 12) 677 730

27,424 10,825
Long-Term Debt (Note 7) 141,000 72,499
Future Site Restoration and Abandonment 13,185 8,368
Total Liabilities 181,609 91,692

U N I T H O L D E R S ’  E Q U I T Y

Unitholders’ Capital (Note 9) 434,314 243,689
Accumulated Earnings 32,015 2,180
Accumulated Cash Distributions (142,319) (78,546)
Total Unitholders’ Equity 324,010 167,323
Total Liabilities and Unitholders’ Equity $ 505,619 $ 259,015

Approved on behalf of the Board:

( S I G N E D )  ( S I G N E D )

M A C  H .  VA N  W I E L I N G E N ,  D I R E C T O R J O H N  P.  D I E LW A R T,  D I R E C T O R

For the years ended December 31,
($ thousands) 1999 1998

R E V E N U E

Oil, natural gas, natural gas liquids and sulphur sales $ 155,191 $ 67,124
Royalties (23,616) (9,595)

131,575 57,529
E X P E N S E S

Operating 35,730 18,803
General and administrative (Note 12), net of recoveries 4,381 3,246
Management fee (Note 12) 2,965 1,187
Interest on long-term debt 7,428 4,103
Capital taxes (Note 11) 257 150
Depletion, depreciation and amortization (Note 2) 50,979 44,133

101,740 71,622
N E T  I N C O M E  ( L O S S ) 29,835 (14,093)
A C C U M U L AT E D  E A R N I N G S ,  B E G I N N I N G  O F  Y E A R 2,180 16,273
A C C U M U L AT E D  E A R N I N G S ,  E N D  O F  Y E A R $ 32,015 $ 2,180
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Combined Sta t ement  o f  Cash Flows

Combined Sta t ement  o f  Cash Dis t r i bu t ions  and Ac cumula t ed  Cash Dis t r i bu t ions

For the years ended December 31,
($ thousands) 1999 1998

C A S H  F L O W S  F R O M  O P E R AT I N G  A C T I V I T I E S

Net income $ 29,835 $ (14,093)
Add items not involving cash:

Depletion, depreciation and amortization 50,979 44,133
80,814 30,040

Change in non-cash working capital accounts (11,147) 5,938
69,667 35,978

C A S H  F L O W S  F R O M  F I N A N C I N G  A C T I V I T I E S

Increase (decrease) in long-term debt, net (5,499) 6,544
Issue of Trust Units and warrants, net of expenses 40,255 –
Cash distributions (60,972) (30,724)

(26,216) (24,180)
C A S H  F L O W S  F R O M  I N V E S T I N G  A C T I V I T I E S

Acquisition of Starcor and Orion, net of cash received (Note 4) (21,980) –
Proceeds on disposition of properties, net of acquisitions 10,964 (60)
Purchase of capital assets (21,598) (11,730)
Reclamation fund contributions (2,661) (1,488)
Site restoration and abandonment (326) (113)

(35,601) (13,391)

I N C R E A S E  ( D E C R E A S E )  I N  C A S H 7,850 (1,593)
C A S H ,  B E G I N N I N G  O F  Y E A R 1,390 2,983
C A S H ,  E N D  O F  Y E A R $ 9,240 $ 1,390

At December 31, 1999, interest paid was $7,840,000 compared to $4,103,000 at December 31, 1998. Large corporation taxes paid totalled $296,000 in 1999
and $119,000 in 1998.

The Trust has adopted the Canadian Institute of Chartered Accountants’ recommendations regarding cash flow statements effective January 1, 1999.

For the years ended December 31,
($ thousands, except per unit amounts) 1999 1998

N E T  I N C O M E  ( L O S S ) $ 29,835 $ (14,093)
Depletion, depreciation and amortization 50,979 44,133

C A S H  F R O M  O P E R AT I O N S $ 80,814 $ 30,040

C A S H  F R O M  O P E R AT I O N S  ( 9 9  P E R C E N T ) $ 80,006 $ 29,740
Add (deduct):

General and administrative expense reimbursement (residual 1 percent) 808 300
Capital expenditures – 11,634
Proceeds from disposition of royalty interests 21,566 (3,072)
Discretionary debt repayment (24,472) (11,020)
Reclamation fund contributions and actual reclamation costs incurred (2,988) (1,600)
Current period accruals (11,147) 4,742

C A S H  D I S T R I B U T I O N S 63,773 30,724
A C C U M U L AT E D  C A S H  D I S T R I B U T I O N S ,  B E G I N N I N G  O F  Y E A R 78,546 47,822
A C C U M U L AT E D  C A S H  D I S T R I B U T I O N S ,  E N D  O F  Y E A R $ 142,319 $ 78,546

C A S H  D I S T R I B U T I O N S  P E R  U N I T (Note 10) $ 1.35 $ 1.20
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Notes  to  the  Combined Financ ia l  S ta t ement s

December 31, 1999 and 1998
(all tabular amounts in thousands, except per unit amounts)

1. St ru c tu r e  o f  the  Trus t

ARC Energy Trust (“the Trust”) was formed on May 7, 1996 pursuant to a trust indenture (the “Trust Indenture”).
The Trust was created for the purposes of issuing Trust Units to the public and investing the funds so raised to purchase
a royalty in the properties of ARC Resources Ltd. (“ARC Resources”). The Trust Indenture has been amended from
time to time and was amended and restated as of June 7, 1999, to convert the Trust from a closed-end to an open-ended
investment trust. The Trust is now entitled to invest in securities of a company or other such entities to fund the
acquisition, development, exploitation and disposition of all types of petroleum and natural gas related assets. Montreal
Trust Company of Canada (the “Trustee”) has been appointed as Trustee under the Trust Indenture. The beneficiaries
of the Trust are the holders of the Trust Units.

The operations of the Trust consist of the acquisition, development, exploitation and disposition of all types of
petroleum and natural gas related assets and the distribution of net cash proceeds from these activities to the unitholders.

2. Summary o f  Ac count ing  Po l i c i e s  

The combined 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.

B A S I S  O F  A C C O U N T I N G The combined financial statements include the accounts of the Trust and its subsidiaries and the
accounts of ARC Resources. All inter-entity transactions have been eliminated.

H E D G I N G The Trust uses derivative instruments to reduce its exposure to commodity price fluctuations. Gains and losses on
these contracts, all of which constitute effective hedges, are deferred and recognized as a component of the related transaction.

P R O P E R T Y,  P L A N T  A N D  E Q U I P M E N T 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 percent or more.

D E P L E T I O N ,  D E P R E C I AT I O N  A N D  A M O R T I Z AT I O N 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;
(b) total capitalized costs plus estimated future development costs of proved undeveloped reserves less estimated net

realizable value of production equipment and facilities after the proved reserves are fully produced; and
(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.

C E I L I N G  T E S T 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 reclamation, management fees, future financing costs and income taxes. In calculating the 1999 ceiling test,
year-end prices for oil and natural gas were used. No writedown of property, plant and equipment was required at
December 31, 1999.
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For the purposes of the 1998 ceiling test, average prices for oil and natural gas were used. As a result of using 1998
average prices received by the Trust of $18.99 per Bbl of oil and of $1.93 per Mcf of natural gas, a writedown of 
$14.7 million was charged to earnings as additional depletion, depreciation and amortization. If the 1998 ceiling test 
had been calculated using year-end prices of $16.98 per Bbl of oil and $2.39 per Mcf of natural gas, a writedown of
approximately $28 million would have been charged to earnings.

U N I T- B A S E D  C O M P E N S AT I O N  P L A N The Trust has a unit-based compensation plan for employees, independent directors and
long-term consultants, which is described in Note 9. No compensation expense is recognized for the plan when unit
rights are issued. Any consideration received by the Trust on exercise of unit rights is credited to unitholders’ capital.

I N C O M E  TA X E S The Income Tax Act (Canada) requires the Trust to 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 and the Trust’s subsidiaries 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. Prope r t i e s  He ld  f o r  Sa l e

Properties held for sale represent dispositions of oil and gas properties, which were subject to rights of first refusal.
Subsequent to year end, the dispositions were completed and the Trust received all amounts due.

4. Acqui s i t i ons

Effective March 12, 1999, the Trust acquired all of the outstanding trust units of Starcor Energy Royalty Fund
(“Starcor”) and Orion Energy Trust (“Orion”) for total consideration of 22.6 million Trust Units, 4.3 million warrants,
the assumption of $74 million of debt and a cash payment of $22.9 million. These acquisitions were accounted for using
the purchase method of accounting as follows:

Total

Net assets acquired:
Cash $ 923
Working capital 2,904
Reclamation fund 1,718
Property, plant and equipment 241,728

Total net assets acquired $ 247,273

Financed by:
Cash $ 22,903
Trust Units issued 148,386
Warrants issued 1,984
Long-term debt acquired 74,000

Total purchase price $ 247,273

5. Rec lamat ion Fund

1999 1998

Opening balance $ 4,504 $ 3,016
Contributions, net of actual expenditures 2,430 1,338
Interest income on fund 231 150
Ending balance $ 7,165 $ 4,504

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 a minimum of $2.4 million per year based
upon properties owned as at December 31, 1999. Contributions to the reclamation fund have been deducted from cash
distributions to the unitholders. During the year, $326,000 ($113,000 in 1998) of actual expenditures were charged
against the reclamation fund.
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6. Prope r ty, P lant  and Equipment

1999 1998

Property, plant and equipment, at cost $ 576,476 $ 320,745
Accumulated depletion and depreciation (121,207) (75,371)
Property, plant and equipment, net $ 455,269 $ 245,374

The calculation of 1999 depletion and depreciation included an estimated $69.0 million ($30.0 million in 1998) for future
development costs of proved undeveloped reserves and excluded $12.0 million ($3.2 million in 1998) for future net
realizable value of production equipment and facilities and $12.0 million ($2.6 million in 1998) for unevaluated properties.

7. Long-Term Debt  

Long-term debt consists of three demand revolving credit facilities to a combined maximum of $200 million. The lenders
review the credit facilities by July 1 each year and determine whether they will extend the revolving periods for another
year. In the event that the revolving periods are not extended, the principal becomes repayable over approximately five
years in quarterly instalments.

The loans bear interest at bank prime (6.5 percent at December 31, 1999, 6.75 percent at December 31, 1998) or, at the
Trust’s option, bankers acceptance plus a stamping fee.

Collateral for the loans is in the form of floating charges on all lands and assignments and negative pledges on specific oil
and gas properties. The unitholders have no direct liability should the properties securing this debt generate insufficient
revenue to repay the outstanding balances.

The payment of the principal and interest are allowable deductions in the calculation of the cash available for distribution
to the unitholders.

8. Financ ia l  Ins t rument s

Financial instruments of the Trust, carried on the balance sheet, consist mainly of current assets, reclamation fund
investments, current liabilities and long-term debt. As at December 31, 1999 and 1998, there were no significant
differences between the carrying values of these amounts and their estimated fair value. Substantially all of the Trust’s
accounts receivable are due from 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.

The Trust utilizes a variety of derivative instruments to reduce its exposure to changes in commodity prices. The fair
values of these derivative instruments are based on an approximation of the amounts that would have been received from
or paid to counterparties to settle these instruments prior to maturity.

The Trust is exposed to losses in the event of default by the counterparties to these derivative instruments. The Trust
controls this risk by dealing only with financially sound counterparties.

A summary of the contracts outstanding as at December 31, 1999 were as follows (no contracts were outstanding at
December 31, 1998):

Quantity Average Contract Prices
(Bbl/d) ($/Bbl) Term

Crude oil fixed price contracts 800 31.38 January to December, 2000
900 34.00 January to September, 2000

Crude oil collared contracts 600 28.25 – 44.50 January to March, 2000
1,200 30.00 – 41.00 January to March, 2000
1,800 30.00 – 33.35 April to June, 2000

As at December 31, 1999, the Trust would have had to pay approximately $457,000 to settle these contracts.

9. Uni tho lde r s ’ Capi ta l

In March 1999, the Trust issued 22.6 million units at $6.57 per unit and 4.3 million warrants to acquire Starcor and
Orion. The warrants have an exercise price of $7.25 and expire June 15, 2000.

In July 1999, the Trust issued 4.6 million units at $7.90 per unit for net proceeds of $34.3 million.
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Number of 
T R U S T  U N I T S Trust Units $

Balance as at December 31, 1997 and December 31, 1998 25,604 $ 243,689
Issued on acquisition of Starcor and Orion 22,593 148,386
Issued for cash 4,600 34,335
Issued on exercise of warrants 767 5,921
Dividend reinvestment program 43 359
Balance at December 31, 1999 53,607 $ 432,690

Number of
W A R R A N T S Warrants $

Balance as at December 31, 1997 and December 31, 1998 – $ –
Issued on acquisition of Starcor and Orion 4,262 1,984
Exercised (767) (360)
Balance as at December 31, 1999 3,495 1,624
Total Unitholders’ Equity as at December 31, 1999 $ 434,314

During 1999, the Trust established the Trust Unit Incentive Rights Plan, whereby the Trust is authorized to grant up 
to 4,000,000 rights to its employees, directors and long-term consultants to purchase units. The initial exercise price of
each right may not be less than the market price of the units on the date of grant, and a right’s maximum term is not 
to exceed ten years. The exercise price is to be adjusted downwards from time to time by the amount, if any, that
distributions to unitholders in any calendar quarter exceed a percentage of the Trust’s net book value of property, plant
and equipment, as determined by the Trust (the “Excess Distribution”).

The Trust Unit Incentive Rights Plan replaced the existing option plan. All options previously granted under the former
plan were cancelled.

During the year, the Trust granted 1,200,000 rights to employees, independent directors and consultants to purchase
units at an exercise price of $8.20 per unit, subject to a downward adjustment to the extent that distributions to
unitholders in any given calendar year exceed 2.5 percent of the Trust’s property, plant and equipment. These rights 
vest annually over a three-year period, and expire in May, 2004. The exercise price of the rights was reduced to 
$7.86 per unit during the year, as a result of Excess Distributions to unitholders.

A summary of the plan as at December 31, 1999 is as follows:
Rights Exercise Price

Initial grant 1,200 $ 7.86(1)

Rights exercised – –
Rights cancelled (8) 7.86
Rights outstanding at December 31, 1999 1,192 $ 7.86

Rights exercisable at December 31, 1999 nil

(1) Exercise price of r ights has been adjusted to reflect the impact of Excess Distr ibutions.

The Trust has adopted a Unitholders Rights Plan which provides for the issuance of additional units in certain events
when one party acquires more than 20 percent of the outstanding units of the Trust.

10. Net  In come (Los s )  and Cash Flow f rom Opera t i ons  pe r  Uni t

1999 1998

Net income (loss) – basic (1) $ 0.64 $ (0.55)
Fully diluted (2) 0.61 (0.55)
Cash flow from operations (3)

– basic (1) 1.74 1.17
– fully diluted (2) 1.60 1.15

(1) Basic per unit calculations are based on the weighted average number of units outstanding in 1999 of 46,480 (25,604 in 1998).
(2) Fully-diluted calculations include additional interest of $1,666 in 1999 ($461 in 1998), based on the assumed exercise of additional units of 5,124 in 1999

(910 in 1998).
(3) Calculated by adding depletion, depreciation and amortization back to net income (loss) and dividing by the number of units.

Cash distributions per unit reflect the sum of the per unit amounts paid monthly to unitholders.
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11. Taxes

No current income taxes were payable in 1999 or 1998, but $257,000 ($150,000 in 1998) of large corporations tax was
paid or payable at year end, charged to operations, and deducted from cash distributions.

12. Re la t ed  Par ty  Transa c t i ons

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 percent 
of net production revenue; and fees of 1.5 percent, and 1.25 percent of the purchase price of acquisitions and selling
price of dispositions, respectively. In 1999, total acquisition and disposition fees paid to the Manager were $3,913,000
($375,000 in 1998). These fees are accounted for as either part of the purchase price, or as a reduction of proceeds of
disposition of property, plant and equipment.

During 1999, the Manager was reimbursed $1,549,000 ($3,385,000 in 1998) for general and administrative expenses
incurred on behalf of the Trust.

As part of the Starcor and Orion acquisitions, the Manager agreed to reinvest a portion of its acquisition fees into new
Trust Units resulting in 392,799 units being issued for $2.6 million.

13. Unce r ta in ty  Due to  the  Yea r  2000 I s sue

Most entities depend on computerized systems and therefore are exposed to the Year 2000 conversion risk, which, if not
properly addressed, could affect an entity’s ability to conduct normal business operations. The effects of the Year 2000
Issue may be experienced before, on, or after January 1, 2000. Although the change in date has occurred, it is not
possible to conclude that all aspects of the Year 2000 Issue that may affect the entity, including those related to
customers, suppliers or other third parties, have been fully resolved.

14. Commitment s  and Cont ingen t  Liab i l i t i e s

Operating leases and facility leases have been entered into with the following commitments:
Year $

2000 $ 1,616
2001 1,925
2002 1,848
2003 1,770
2004 1,693
Remaining 6,301
Total $ 15,153

The Trust is involved in litigation and claims associated with normal operations, and is of the opinion that any resulting
settlements would not materially affect its financial position or reported results of operations.

15. Event s  Subsequent  to  Decembe r  31, 1999

On January 31, 2000, the Trust entered into an agreement to acquire producing oil and gas properties in Alberta and
Saskatchewan for the sum of $135 million.

On February 9, 2000, the Trust entered into an underwriting agreement with a syndicated group of underwriters to
issue and sell a minimum of five million units for net proceeds of approximately $40.8 million.
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His to r i ca l  Rev i ew

Year Ended Year Ended Year Ended Six Months Ended
December 31, December 31, December 31, December 31,

($ thousands, except per unit amounts) 1999 1998 1997 1996

F I N A N C I A L

Revenue before royalties 155,191 67,124 74,103 31,908
Per unit $ 3.34 $ 2.62 $ 3.24 $ 1.77

Cash flow 80,814 30,040 37,757 18,315
Per unit $ 1.74 $ 1.17 $ 1.65 $ 1.02

Net income 29,835 (14,093) 9,165 7,108
Per unit $ 0.64 $ (0.55) $ 0.40 $ 0.39

Cash distributions 63,773 30,724 33,242 14,580
Per unit* $ 1.35 $ 1.20 $ 1.40 $ 0.81

Working capital 15,761 (1,688) 4,647 1,647
Long-term debt 141,000 72,499 65,955 37,998
Unitholders’ equity 324,010 167,323 212,140 160,834
Weighted average units (thousands) 46,480 25,604 22,837 18,000
Units outstanding at year-end (thousands) 53,607 25,604 25,604 18,000

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

O P E R AT I N G

Production
Crude oil (Bbl/d) 8,408 4,439 3,656 2,922
Natural gas (Mmcf/d) 66.46 37.68 38.40 29.47
Natural gas liquids (Bbl/d) 2,687 2,018 1,929 1,732
Total (Boe/d) 17,741 10,225 9,425 7,600

Average prices
Crude oil ($/Bbl) 24.85 18.99 26.35 29.76
Natural gas ($/Mcf) 2.54 1.93 1.82 1.61
Natural gas liquids ($/Bbl) 17.43 13.17 18.27 20.31
Oil equivalent ($/Boe) 23.97 17.99 21.54 22.31

Established (proved plus risked probable) reserves
Crude oil and NGL (Mbbl) 59,712 35,034 32,373 22,514
Natural gas (Bcf) 241.0 121.9 148.2 112.0
Total (Mboe) 83,813 47,226 47,190 33,710

(based on daily closing price) 1999 1998 1997 1996

T R U S T  U N I T  T R A D I N G

Prices ($)

High 9.25 11.40 13.00 12.85
Low 6.15 6.10 10.15 9.90
Close 8.75 6.15 10.45 12.25

Average daily volume (thousands) 68 32 55 98
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Quar t e r ly  Rev i ew

1999 1999 1999 1999 1998 1998 1998 1998
($ thousands, except per unit amounts) 4Q 3Q 2Q 1Q 4Q 3Q 2Q 1Q

F I N A N C I A L

Revenue before royalties 53,647 43,849 35,811 21,884 16,767 16,362 16,474 17,521
Per unit $ 1.00 $ 0.85 $ 0.74 $ 0.66 $ 0.65 $ 0.64 $ 0.64 $ 0.68

Cash flow 30,818 23,223 17,211 9,562 7,693 6,294 7,801 8,252
Per unit $ 0.58 $ 0.45 $ 0.36 $ 0.29 $ 0.30 $ 0.25 $ 0.30 $ 0.32

Net income 16,444 9,549 3,636 206 (14,563) (253) 287 436
Per unit $ 0.31 $ 0.19 $ 0.08 $ 0.01 $ (0.57) $ (0.01) $ 0.01 $ 0.02

Cash distributions 21,377 18,099 14,396 9,901 7,681 7,681 7,681 7,681
Per unit* $ 0.40 $ 0.35 $ 0.30 $ 0.30 $ 0.30 $ 0.30 $ 0.30 $ 0.30

Working capital 15,761 (1,958) 230 (2,473) (1,688) 3,968 8,389 5,382
Long-term debt 141,000 130,870 168,135 162,351 72,499 63,633 63,296 69,550
Unitholders’ equity 324,010 325,508 297,811 307,997 167,323 189,566 197,501 204,895
Weighted average units (thousands) 53,461 51,469 48,249 33,386 25,604 25,604 25,604 25,604
Units outstanding at 

year-end (thousands) 53,607 53,153 48,276 48,197 25,604 25,604 25,604 25,604

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

O P E R AT I N G

Production
Crude oil (Bbl/d) 9,144 9,250 9,005 6,192 4,420 4,498 4,472 4,365
Natural gas (Mmcf/d) 73.75 71.66 71.93 48.20 34.83 36.18 38.74 41.05
Natural gas liquids (Bbl/d) 3,088 2,614 2,778 2,262 2,085 2,041 1,834 2,113
Total (Boe/d) 19,607 19,030 18,975 13,270 9,988 10,157 10,180 10,583

Average prices
Crude oil ($/Bbl) 33.38 25.33 20.45 17.69 18.42 18.61 18.85 20.13
Natural gas ($/Mcf) 2.82 2.70 2.32 2.21 2.12 1.92 1.88 1.83
Natural gas liquids ($/Bbl) 22.60 18.75 15.10 11.54 13.16 11.65 13.09 14.75
Oil equivalent ($/Boe) 29.74 25.05 20.74 18.32 18.25 17.51 17.78 18.40

(based on daily closing price)

T R U S T  U N I T  T R A D I N G

Prices ($)

High 9.20 9.25 8.25 7.50 8.65 9.25 10.50 11.40
Low 8.40 7.85 7.15 6.15 6.10 7.00 8.85 9.40
Close 8.75 9.25 8.0 7.30 6.15 8.95 9.25 10.25

Average daily volume (thousands) 51 101 63 55 35 25 33 35

T R U S T  W A R R A N T  T R A D I N G  (Warrants began trading on March 17, 1999)

Prices ($)

High 1.94 1.95 1.03 0.80 – – – –
Low 1.01 0.86 0.55 0.11 – – – –
Close 1.30 1.95 0.93 0.55 – – – –

Average daily volume (thousands) 8 21 24 34 – – – –
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L E F T  T O  R I G H T:

Mac H. Van Wielingen

John P. Dielwart

Nancy V. Lever

Doug J. Bonner

B O T T O M  

L E F T  T O  R I G H T:

Steven W. Sinclair

Myron M. Stadnyck

Susan D. Healy

A B B R E V I AT I O N S

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
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