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Freehold Royalty Trust Announces First Quarter Results; Declares Extra

Distribution

CALGARY, Alberta/May 5,2004/CCN / - Freehold Royalty Trusttoday announced financial results for

the firstquarter ended M arch 31, 2004.

Production averaged 5,577 barrelsofoil equivalent (boe)perday,down 5%
Price realizations averaged $35.00 per boe, 15%low er than ayear ago
Operating netback was $31.18 per boe,down 16% from $37.18 lastyear

Distributions of $0.37 per TrustUnit ($0.30 regular plus $0.07 top-up related to the fourth quarter of 2003),

compared with $0.40 per TrustUnitin the firstquarter of 2003

Regular monthly distribution remains setat $0.10 per Trust U nit; declared extra distribution related to the first

quarter of $0.10 per TrustUnitto be paid in June

Since June 2002, Freehold’s monthly distribution rate has been stable at $0.10 per TrustUnit. Regular monthly

distributions are supplemented by quarterly top-ups,w hen excessincome isavailable.Higher than anticipated

price realizationsin the firstquarter have enabled the board ofdirectors to declare an extra distribution of $0.10
per TrustUnitpayable on June 15,2004 to Unitholdersofrecord on M ay 31,2004 (ex -distribution date M ay 27,
2004). Combined, the June 15th payment (regular monthly distribution and the top-up for the firstquarter), will
total $0.20 per TrustUnit. Including the above distribution, the trailing 12-month-distributions paid totals $1.57
per TrustUnit. Since inception in November 1996, the Trusthas distributed a total 0£$9.22 per TrustUnit. W e
currently estimate thatapproximately 25% of distributionswill be tax deferred to Unitholdersin 2004 and 75%

will be taxable.

Three Months Ended

March 31 %
Chang
RESULTS AT A GLANCE 2004 2003 e
Financial
Gross revenue ($000s) 17,951 21,754 -17
Net income’ ($000s) 7,674 12,929 -41
Per Trust Unit ($) 0.24 0.42 -42
Distributions to Unitholders ($000s) 11,640 12,398 -6
Per Trust Unif () 0.37 0.40 -8
Long-term debt ($000s) 18,000 17,500 +3
Trust Units outstanding 31,476,736 31,256,736 +1
Weighted average 31,454,483 30,621,875 +3
Operating
Average daily production
Oil (bbls/d) 3,696 3,707 -
NGLs (bbls/d) 248 309 -20
Natural gas (mcf/d) 9,797 10,989 -11
Oil equivalent (boe/d) 5,577 5,847 -5
Average price realizations ($/boe) 35.00 40.97 -15
Operating netback ($/boe) 31.18 37.18 -16

1 2003 restated.

2 Based on the number of Trust Units issued and outstanding at each record date.



The following discussion ismanagement’sopinion aboutFreehold Resources Ltd. and Freehold Royalty Trust’s
(the OTrustO) (collectively OFreehold (), operating and financial results for the three months ended M arch 31, 2004
and previous periods,and the outlook for Freehold based on information available asatM ay 5,2004. The
financial information contained herein has been prepared in accordance with Canadian generally accepted
accounting principles (GAAP).All comparative percentages are betw een the quartersended M arch 31, 2004 and
M arch 31,2003 and all dollar amounts are expressed in Canadian currency, unlessotherwise noted. This
discussion should be read in conjunction with the Trust’sannual M D &A and audited combined financial
statements for the yearsended December 31,2003 and 2002, together with the accompanying notes. These are
included on pages 15 through 44 of the Trust’s 2003 annual reportto Unitholders.

FORWARD-LOOKING STATEM ENTS

ThisM D &A offersour assessmentof Freehold’s future plansand operationsasatM ay 5,2004,and contains
forward-looking statements. By their nature, forw ard-looking statements are subject to numerousrisks and
uncertainties,some of which are beyond our control,including the impactofgeneral economicconditions,
industry conditions,volatility of commodity prices, currency fluctuations,imprecision of reserve estim ates,
environmental risks, competition from otherindustry participants, the lack ofavailability of qualified personnel or
management,stock marketvolatility and ability to access sufficientcapital from internal and external sources. You
are cautioned thatthe assumptions used in the preparation of such information, although considered reasonable
atthe time of preparation, may prove to be imprecise and, as such,undue reliance should nothe placed on
forward-looking statements. Our actual results, performance or achievementcould differ materially from those
expressed in,orimplied by, these forward-looking statements. N 0 assurance can be given thatany of the events
anticipated will transpire or occur,orifany ofthem do,whatbenefitswe will derive from them.W e disclaim any
intention or obligation to update or revise any forw ard-looking statements, w hether asaresultofnew information,
future eventsor otherwise.

SUPPLEM ENTAL DISCLOSURE

W e believe thatdistributions to Unitholders, cash flow and netback are useful supplemental measures. You are
cautioned thatdistributions to Unitholdersshould notbe construed as an alternate to netincome asdetermined by
GAAP.Cash flow,as used in thisreport, refers to funds generated from operations derived from our Combined
Statements of Cash Flow s. Cash flow represents cash provided by operating activities, before changesin non-cash
working capital. W e use cash flow to analyze operating performance,leverage and liquidity. O perating netback,
which is calculated as average unitsales price lessroyaltiesand operating expenses;and investor netback,w hich
deductsadministrative and interestexpense and income and capital taxes, represent the cash margin for product
sold, calculated on aperboe basis.Distributions to Unitholders, cash flow and netback do nothave any
standardized meanings prescribed by GAAPand therefore may nothe comparable with the calculations ofsimilar
measure for other entities.

CONVERSION OF NATURAL GASTO OIL EQUIVALENT

To provide asingleunitofproduction for analytical purposes,natural gasproduction and reservesvolumesare
mathematically converted to equivalentbarrelsofoil (boe). We use the international conversion ofsix thousand
cubicfeetofnatural gasto one barrel ofoil (6mcf= 1bbl). The 6:1boe ratio approximates an equivalentenergy
value atthe burner tip and doesnotrepresentavalue equivalency atthe wellhead. W hileitis useful for
comparative measures,itmay notaccurately reflectindividual productvaluesand may be misleading ifused in
isolation.



RESULTS OF OPERATIONS

Freehold posted solid financial results for the firstquarter 0f 2004, in line with results for the last three quarters.
Production volumes declined 5%, asincreasesin working interestproduction did notoffsetdeclinesin royalty
volumes. Royalty volumesin the firstquarter 0f 2003 included a positive adjustmentof260boe/d.Compared with
the firstquarter oflastyear,revenue and distributionswere lower, mainly due to record high comm odity prices
during the firstquarter 0f 2003 and a higher Canadian dollar in 2004. These factors tend to obscure whatwas a
fairly strong quarter.

Quarterly Results 2004 2003 2002
($000s, except as noted) o] Q4 Q3 Q2 Q1 Q4 Q3 Q2
Revenue, net of royalty expense 17,250 15,230 16,865 17,070 20,804 16,711 15,806 15,586
Funds generated from operations 14,380 12,691 14,714 14,922 18,365 14,495 13,684 13,318
Distributions to Unitholders 11,640 12,575 12,545 15,631 12,398 11,477 11,169 9,653
Per Trust Unit ($) 0.37 0.40 0.40 0.50 0.40 0.38 0.37 0.32
Payout ratio (%) 81% 99% 85% 105% 68% 79% 82% 72%
Net income 7,674 5,890 8,863 9,340 12,933 7,318 8,016 7,703
Per Trust Unit, diluted ($) 0.24 0.19 0.28 0.30 0.42 0.24 0.27 0.26
Long-term debt 18,000 18,000 17,500 18,500 17,500 30,000 30,500 30,500
Daily production (boe/d) 5,577 5,768 5,909 5,746 5,847 6,033 5,922 6,015
Average selling price ($/boe) 35.00 29.51 32.15 33.49 40.97 31.27 29.81 29.27
Operating netback ($/boe) 31.18 25.88 28.61 30.47 37.18 28.08 26.78 26.11

U.S./Cdn. $ exchange rate (Cdn. $) 0.7590 0.7600 0.7247 0.7158 0.6626  0.6372  0.6398 0.6435

PRODUCTION

Average daily production volumesin the firstquarter 0f 2004 w ere 5% 1low er than the same period lastyear,due to
apositivevolume adjustmentin the firstquarter of 2003, and natural reservoir depletion.Our royalty production
isinfluenced by the drilling activitiesofthe operatorsofour properties. Production from working interest
propertiesrose 12%quarter over quarter,largely due to new wellsdrilled atHayter during the lasthalf of 2003.

Three Months Ended

March 31 %
Chang
Average Daily Production 2004 2003 e
Royalty lands
Oil (bbls/d) 2,192 2,496 -12
NGLs (bbls/d) 201 211 -5
Natural gas (mcf/d) 7,270 8,316 -13
Oil equivalent (boe/d) 3,605 4,093 -12
Working interest properties
Oil (bbls/d) 1,504 1,211 +24
NGLs (bbls/d) 47 98 -52
Natural gas (mcf/d) 2,527 2,673 -5
Oil equivalent (boe/d) 1,972 1,754 +12
Total Trust
Oil (bbls/d) 3,696 3,707 -
NGLs (bbls/d) 248 309 -20
Natural gas (mcf/d) 9,797 10,989 -1
Oil equivalent (boe/d) 5,577 5,847 -5
Number of days in period (days) 91 90 +1
Total volumes during period (mboe) 507.5 526.2 -4

Potash (tonnes/d) 6.8 9.2 -26




BENCHM ARK PRICES

Compared with the firstquarter lastyear,W Tl crude oil prices rose 4%, w hile the average price for Bow River
heavy oil declined 12%. A ECO natural gas prices,which were exceptionally strong in the firstquarter of 2003, fell
17%. The Canadian dollar strengthened to U.S.$0.7590in the firstquarter of 2004, rising nearly 10 cents againstits
U.S.counterpartfrom ayear ago.

Three Months Ended

March 31 %

2004 2003 Chang

Average Benchmark Prices e
WTI crude oil (US$/bbl) 35.14 33.86 +4
Bow River heavy oil (C$/bbl) 34.93 39.79 -12
AECO natural gas (C$/mcf) 6.61 7.92 -17
U.S./Cdn. $ exchange rate (Cdn. $) 0.7590 0.6626 +15

REALIZED PRICES

Asoil and gas pricesaredenominated in U.S.dollars, realized selling pricesin Canadian dollarsare influenced
by currency exchange rates. Theimpactofa stronger Canadian dollar more than offset the 4%increase in the
average W Tl oil price, translating into low er Canadian dollar realizationsin the firstquarter relative to the first
quarter of 2003. Nonetheless, at $35.00 per boe,our average price realization remains atthe high end ofthe
historical range and is 19%higher than the fourth quarter average selling price 0f $29.51.W e do nothave any
commodity price or foreign currency hedgesin place.

Three Months Ended

March 31 %

Chang

Average Selling Prices 2004 2003 e
Oil ($/bbl) 34.04 39.98 -15
NGLs ($/bbl) 33.28 36.36 -8
Oil and NGLs ($/bbl) 33.99 39.70 -14
Natural gas ($/mcf) 6.24 7.29 -14
Qil equivalent ($/boe) 35.00 40.97 -15
Potash ($/tonne) 149.35 131.54 +14

REVENUE

W e receive revenue from more than 200industry operators. Grossrevenue of $18.0million for the firstquarter of
2004 wasdown 17% from ayear ago,on lower pricesand production volumes. The accompanying table
demonstrates the neteffectofprice and volume variances oh gross revenues.

Three Months Ended

March 31
Gross Revenue Variances ($000s) 2004 vs. 2003 2003 vs. 2002
Oil and NGLs
Production increase (decrease) (83) (1,057)
Price increase (decrease) (2,065) 5,611
Net increase (decrease) (2,148) 4,554
Natural gas
Production increase (decrease) (608) 378
Price increase (decrease) (1,039) 3,917
Net increase (decrease) (1,647) 4,295
Other (8) 61

Gross revenue increase (decrease) (3,803) 8,910




ROYALTIES PAID

Royalties are paid on production relating to ow nership in working interestproduction. These expenses,w hich are
directly tied to commodity pricesand production volumes,were 24%lower (on a per boe basis) than the first
quarter of lastyear.

Three Months Ended

March 31 %

Royalty Expenses (net of Chang
ARC) 2004 2003 e
Working interest properties ($000s) 701 950 -26
Per boe ($) 3.91 6.02 -35
Total royalty expenses ($000s) 701 950 -26
Total Trust' ($/boe) 1.38 1.81 24

1 We do not incur royalty expenses on production from our royalty lands. As the royalty owner, we receive the royalty as income
from other companies.

OPERATING EXPENSES

Operating expenseson our working interestproperties were $7.95per boe for the firstquarter, slightly higher than

the firstquarter of 2003. The industry isexperiencing rising costs asaresultofincreased competition for oilfield

goods and services.On a total Trustbasis,operating costs per boe were 20%higher, reflecting low er royalty

production volumes.

Three Months Ended

March 31 %

Chang

Operating Expenses 2004 2003 e
Working interest properties ($000s) 1,427 1,238 +15
Per boe ($) 7.95 7.84 +1
Total operating expenses ($000s) 1,427 1,238 +15
Total Trust' ($/boe) 2.81 2.35 +20

1 Freehold does not incur operating costs on its royalty lands.

GENERAL AND ADMINISTRATIVE EXPENSES (G&A)

Weincurexpensesto administer ourinterestsin more than 16,000 wellsin western Canada.Aswedo notoperate
any ofourroyalty production,our overhead recoveriesare minimal. G &A expenses for the firstquarter of 2004
were 30%higher than the same period in 2003. Thisincrease results partly from timing differences. In addition,
we experienced higher costsin 2004 as a resultofnew reporting requirements stemming from new Securities

regulations.
Three Months Ended
March 31 %
G&A Expenses 2004 2003 Change
G&A expenses ($000s) 1,167 895 +30
Per boe ($) 2.30 1.70 +35
MANAGEM ENT FEES

The M anager of the Trustreceivesitsmanagementfeein TrustUnits. For the firstquarter, the M anager received
22,500 Trust U nits, with an ascribed value of $332,000 ($14.75 per TrustUnit)compared with the same number of
TrustUnitswith an ascribed value of $265,000 ($11.78 per TrustUnit)in the firstquarter 0f 2003. The change in
thevalue of managementfees reflects the higher marketprice of the TrustUnits atM arch 31,2004 versus M arch
31, 2003.



Three Months Ended

March 31 %
Management Fees Chang
($000s, except as noted) 2004 2003 e
Management fees (paid in Trust Units) 332 265 +25
Acquisition fees (1.5%) - - -
Total 332 265 +25
Per boe ($) 0.65 0.50 +30
NETBACKS

Our firstquarter operating netback was $31.18 per boe,down 16% from the firstquarter lastyear,during which
period the Trustenjoyed exceptionally high selling prices.W e have consistently delivered asuperior nethack,
relative to our peergroup,aswedonotincur royalty oroperating expenseson our royalty lands.

Three Months Ended

March 31 %

Operating Netbacks Chang
($/boe) 2004 2003 e
Gross revenue' 35.37 41.34 -14
Royalty expenses (net of ARC) (1.38) (1.81) -24
Operating expenses (2.81) (2.35) +20
Operating netback 31.18 37.18 -16

1 Gross revenue includes potash revenue, sulphur revenue and other.

NET INCOM E AND FUNDS GENERATED FROM OPERATIONS

Low er average selling pricesand production volumesled to areductionin netincome and funds generated from
operations (cash flow) for the first three months 0f 2004 relative to the first three months of 2003. Record high
commodity pricesin thefirstquarter of 2003 tend to overshadow whatw as a fairly strong firstquarter. Com pared
to the fourth quarter of 2003, netincome was up 30%and cash flow was 13%higher.

Three Months Ended

Net Income and Funds March 31 %
Generated from Operations Chang
($000s, except as noted) 2004 2003 e
Net income 7,674 12,929 -41

Per Trust Unit ($) 0.24 0.42 -43
Funds generated from operations 14,380 18,365 -22

Per Trust Unit ($) 0.46 0.60 -23

DISTRIBUTIONS TO UNITHOLDERS
Distributions to Unitholders for the firstquarter were $11.6 million or $0.37 per TrustUnit,down 8% from last
year.Since inception,we have paid outa total of 84%of cash flow .

Three Months Ended

Analysis of Distributions to March 31 %
Unitholders Chang
(3000s, except as noted) 2004 2003 e
Funds generated from operations 14,380 18,365 -22
Deduct:
Site reclamation fund contributions (104) (79) +32
Provision for capital expenditures (1,000) (1,250) -20
Debt repayment from cash flow - (3,200) -
Property and royalty acquisitions - - -
Working capital changes (1,636) (1,438) +14
Distributions to Unitholders 11,640 12,398 -6

Per Trust Unit ($) 0.37 0.40 -8




LIQUIDITY AND CAPITAL RESOURCES

Attheend ofthe firstquarter,we had no short-term debtoutstanding and long-term debtw as $18.0 million,
unchanged from December 31,2003. Freehold’s ratio of netdebt (long-term debtless positive working capital) to
trailing funds generated from operationsremainsamong the lowestin the energy trustsector. A t0.2:1, this ratio
demonstrates the Trust’s healthy financial condition.W e have approximately $47.0 million ofavailable capacity
underour creditfacilities,which isan importantpartofour acquisitions strategy.

CAPITAL EXPENDITURES

W earenotresponsible for capital expenditures to develop our royalty properties. Therefore our capital
requirements are modest, relative to mostenergy trusts.Our developmentexpenditures for working interest
propertieswill be $4.7 million in 2004. Provision for capital expendituresin the firstquarter totalled $1.0 million
(2003 -$1.3 million).

CHANGE IN ACCOUNTING POLICY

Asset Retirement Obligations

On January 1,2004,we adopted CICA Handbook Section 3110, Asset Retirement O bligations (A RO ). This change in
accounting policy has been applied retroactively with restatementofprior periods presented for com parative
purposes.

Wenow recognize the fair value ofan ARO in the period in which itisincurred when areasonable estimate of the
fairvalue can be made. The fair value of the estimated ARO isrecorded asalong-term liability,with a
corresponding increasein the carrying value the asset. In periods subsequentto initial measurement, the passage
oftime resultsin liability changes and the amountofaccretion ischarged againstcurrentperiod income. The
liability is also adjusted for revisions to previously used estim ates.

Previously,we recognized aprovision for estimated future abandonmentand site restoration costs calculated on
the unit-of-production method over the remaining proved reserves. The annual charge was expensed asprovision
for future site restoration, with abandonmentand site restoration expenditures charged to the accum ulated
provision asincurred.

This change in accounting policy resulted in the following increases (decreases)to our financial results:

March 31, December 31,

($000s) 2003 2003
Net income (for the quarter and year end) (4) (52)
Petroleum and natural gas interests, net of

accumulated depletion and depreciation 1,777 1,732
Asset retirement obligation 3,375 3,606
Provision for future site restoration (1,440) (1,773)

The opening adjustmentto 2004 retained earningswas a reduction of $101,000 (2003 - $153,000). This reflects the
cumulative impactofaccretion and depletion expense,netofthe previously recorded cum ulative site restoration
provision.

Our ARO results from our responsibility to abandon and reclaim our netshare ofall working interestproperties.
Wehaveno ARO onourroyalty income properties. The netpresentvalue ofour total ARO obligationsis estim ated
to be $3.7million ($9.8 million,undiscounted). Payments to settle the obligations are expected to occur continually
over thenext50years,with the majority ofobligations being over 15yearsaw ay.

Petroleum and Natural Gas |Interests

On January 1,2004,we adopted CICA Accounting Guideline 16, Oil and Gas Accounting— Full Cost. This guideline
modifies the ceiling testcalculation, requiring thatan impairmentlossbe recognized when the carrying amountof



assetsis greater than the sum ofthe undiscounted cash flows. Freehold’s calculation, performed atJanuary 1,
2004, resulted in no impairmentloss. The future prices Freehold used in estimating cash flowswere based on
forecasts by an independentreserves evaluator, adjusted for Freehold’s quality, transportation, and contract

differences.

DEVELOPMENT ACTIVITIES

ROYALTY LANDS

Industry-wide, the firstquarter 0f 2004 w as the busiestfirstquarterin drilling history,with more than 6,000 w ells
drilled in western Canada. Lesseesdrilled 237 wellson our royalty landsin the quarter,including 193 low royalty
interestunitwells.On anetroyalty interesthbasis, thisis the equivalentof2.2netwells,down from 4.1netwellsin
the firstquarter 0£ 2003. These wellswere drilled atno costto Freehold. There are currently 49 (1.9 net) licensed
drilling locationson our royalty lands,compared with 51 (2.8 net)locations atthistime lastyear.

Three Months Ended

Royalty Lands March 31 %
Drilling Summary Chang
(includes unitized wells) 2004 2003 e
Gross 237 142 +67
Net royalty interest basis 2.2 41 -46

WORKING INTEREST PROPERTIES

In the firstquarter of 2004, we spent $0.9 million on facilitiesand the drilling of 30 (0.6 net) wells. This resulted in
21 (0.4net)natural gaswellsand 9 (0.2net)oil wells, for a 100% success rate. Our 2004 drilling programs at
Hayter and Pembina Cardium UnitNo.9are expected to commence in the third quarter.

Three Months Ended

March 31
2004 2003

Working Interest Properties (gros

Drilling Summary s) (net) (gross) (net)
Qil 9 0.2 13 1.8
Natural gas 21 0.4 26 0.1
Total 30 0.6 39 1.9
OUTLOOK

Oiland gascommodity pricing continues to be very strong. W e are now in 16th quarteroutofthe last 18 w here
W Tl priceshave averaged above U.S.$25 per barrel.Continued economicgrow th in North Americaand Europe,
combined with economicgrow th and energy demand increasesin Chinaand India, may be signalling a step
changein commodity prices.

DISTRIBUTION GUIDANCE

The monthly cash distribution rate remains setat $0.10 per TrustUnit. In keeping with our stated practice, a
portion ofany excessincome available for distribution may be directed tow ard repaymentoflong-term debt
and/orworking capital improvementw here the board of directors consideritappropriate or necessary, and extra
distributions may be declared from time to time atthe board’s discretion. W e caution thatsignificantchangesin
production rates,commodity pricesor foreign exchange rates (positive or negative) will resultin adjustments to
the distribution level. Freehold is particularly vulnerable to swingsin the light/heavy oil price differential, as
approximately 38% ofour total boe production isheavy oil.An analysisofthe potential impactofkey variableson
distributableincomeisprovided on page 31 of the Trust’s 2003 annual reportto Unitholders.

W e continue to maintain a conservative outlook on commodity pricing. Based on the assumptions below, and
average production volumesof5,755boe per day for the year, w e estim ate that cash distributions for 2004 w ill
total $1.50 per TrustUnit, up slightly from our earlier guidance. Itisexpected thatapproximately 25%of



distributions to Unitholderswill be tax-deferred to Unitholdersin 2004 and 75%will be taxable. The board of
directorswill evaluate the distribution outlook throughoutthe yearand we will provide additional guidance as

warranted.

2004 Distribution Outlook May 5, 2004 February 19, 2004

Estimated cash distributions ($ per Trust Unit) 1.50 1.40

2004 Assumptions
Average daily production, excluding acquisitions (boe/d) 5,755 5,755
Average WTI oil price (U.S.$/bbl) 31.80 30.00
Average AECO natural gas price (Cdn.$/mcf) 5.45 5.25
Average light/heavy oil price differential (Cdn.$/bbl) 10.60 10.00
Average Canadian/U.S. dollar exchange rate (Cdn.$) 0.76 0.76
Capital expenditures ($ millions) 4.7 4.7

In the firstthree months 0f 2004, drilling activity in western Canada achieved arecord for firstquarter activity.
With continued strong commodity prices, the outlook for remainder of 2004 suggests a near-record year for
drilling.Wewould expectthatdrilling on our royalty landswould likewisebe athigh levels.

Oiland gas property salesand corporate transactions are also continuing atavery high pace. Recenttransactions
are clearly based on higher developmentactivity levelsand price forecasts than the major engineering firms are
incorporating in published evaluations.W e continue to be very active in seeking and evaluating acquisition
prospectsbutfind them very expensive. Itis therefore fortunate thatwe hold the propertieswe do —ourroyalty
assets -which,with continued developmentby our lesseeshelpsminimize our production rate decline whilewe
look for acquisitions thatwill be accretive to our presentand future Unitholders.

For furtherinformation please contact:

David Sandmeyer, President & C.E.O. (403) 221-0848
JoeHolowisky, Vice-President, Finance & C.F.0. (403) 221-0855
Karen Taylor, M anager, Investor Relations (403) 221-0891

Freehold Royalty Trust

Phone: (403) 221-0802

Fax: (403)221-0888

(toll freein Canada/U .S. 1-888-257-1873)
E-mail: ir@freeholdtrust.com

W ebsite: www .freeholdtrust.com




March 31

December 31

($000s) 2004 2003
(unaudited) (restated—note 2)
Assets
Current assets:
Cash 6 57
Accounts receivable 12,839 11,629
12,845 11,686
Reclamation fund 1,388 1,289
Petroleum and natural gas interests, net of accumulated
depletion and depreciation of $161,551 (2003 — $155,258) 193,564 198,897
207,797 211,872
Liabilities and Unitholders’ Equity
Current liabilities:
Distributions payable to Unitholders 3,148 3,145
Accounts payable and accrued liabilities 3,635 4,174
6,783 7,319
Asset retirement obligation (notes 2 and 5) 3,676 3,606
Long-term debt (note 3) 18,000 18,000
Future income tax liability 1,980 1,955
Unitholders’ equity (note 4) 177,358 180,992
207,797 211,872




(unaudited)
($000s, Except per Unit Data)

Three Months Ended
March 31
2004 2003

(restated—note 2)

Revenue:
Royalty income and working interest sales 17,951 21,754
Royalty expense (net of ARC) (701) (950)
17,250 20,804
Expenses:
Operating 1,427 1,238
General and administrative 1,167 895
Interest on long-term debt 171 240
Depletion and depreciation 6,293 5,000
Accretion of asset retirement obligation 56 51
Management fee 332 265
9,446 7,689
Net income before taxes 7,804 13,115
Income and capital taxes 105 66
Future income tax provision 25 120
Net income 7,674 12,929
Net income per Trust Unit, basic and diluted 0.24 0.42

(unaudited) March 31 December 31
($000s) 2004 2003
Unitholders’ equity, beginning of period, as previously reported $ 181,093 $ 185,480
Retroactive adjustment for change in accounting policy (note 2) (101) (153)
As restated 180,992 185,327
Net income 7,674 37,078
Distributions to Unitholders (11,640) (53,149)
Issue of new Trust Units 332 11,736
Unitholders’ equity, end of period $ 177,358 $ 180,992




Three Months Ended
(unaudited) March 31
($000s) 2004 2003

(restated-note 2)
Cash provided by (used in):

Operating:
Net income 7,674 12,929
Items not involving cash:
Depletion and depreciation 6,293 5,000
Future income tax provision 25 120
Accretion of asset retirement obligation 56 51
Trust Units issued in lieu of management fee 332 265
Funds generated from operations 14,380 18,365
Expenditures on site reclamation (5) 3)
Changes in non-cash working capital (1,749) (1,816)
12,626 16,546
Financing:
Trust Units issued upon exercise of options - 9,300
Long-term debt - (12,500)
Distributions paid (11,638) (12,292)
(11,638) (15,492)
Investing:
Development expenditures (940) (1,235)
Increase in site reclamation fund (99) (76)
(1,039) (1,311)
Decrease in cash (51) (257)
Cash, beginning of period 57 316

Cash, end of period 6 59




For the period ended M arch 31,2004

1. SIGNIFICANT ACCOUNTING POLICIES

Theinterim combined financial statements of Freehold Royalty Trust OFreeholdOhave been prepared by
managementin accordance with accounting principles generally accepted in Canada. The interim combined
financial statements have been prepared following the same accounting policiesand methodsofcomputation as
the combined financial statements for the fiscal year ended D ecember 31,2003, unless otherwise identified. The
interim combined financial statements should be read in conjunction with the combined financial statements and
the notes thereto in the Trust’sannual reportfor the year ended D ecember 31, 2003.

2. CHANGE IN ACCOUNTING POLICY

Asset Retirement Obligations

On January 1,2004, Freehold adopted CICA Handbook Section 3110 OA sset Retirement ObligationsO. This change
inaccounting policy hasheen applied retroactively with restatementofprior periods presented for com parative
purposes.

Freehold now recognizes the fair value ofan A sset RetirementObligation (ARO)in the period in which itis
incurred when areasonable estimate of the fair value can be made. The fair value of the estimated A RO is recorded
asalong-term liability,with a corresponding increase in the carrying value the asset. In periods subsequentto
initial measurement, the passage of time resultsin liability changes and the amountofaccretion is charged against
currentperiod income. The liability is also adjusted for revisions to previously used estim ates.

Previously, Freehold recognized a provision for estimated future abandonmentand site restoration costs
calculated on the unit-of-production method over the remaining proved reserves. The annual charge w as
expensed as provision for future site restoration, with abandonmentand site restoration expenditures charged to
the accum ulated provision asincurred.

This changein accounting policy resulted in the following increases (decreases) to Freehold’s financial results:

March 31, December 31,

($000s) 2003 2003
Net income (for the quarter and year end) (4) (52)
Petroleum and natural gas interests, net of

accumulated depletion and depreciation 1,777 1,732
Asset retirement obligation 3,375 3,606
Provision for future site restoration (1,440) (1,773)

The opening adjustmentto 2004 retained earningswas a reduction of $101,000 (2003 - $153,000). This reflects the
cumulative impactofaccretion and depletion expense,netofthe previously recorded cumulative site restoration
provision.

Petroleum and Natural Gas Interests

Petroleum and natural gasinterests are evaluated in each reporting period to determine thatthe carrying amount
isrecoverable and doesnotexceed the fair value ofthe properties.



The carrying amountis assessed to be recoverable when the sum ofthe undiscounted cash flow s expected from the
production of proved reserves, the lower ofcostand marketofunproved properties and the costofmajor
developmentprojects exceeds the carrying amount. W hen the carrying amountis notassessed to be recoverable,
an impairmentlossisrecognized to the extentthatthe carrying amountexceeds the sum ofthe discounted cash
flows expected from the production of proved and probable reserves, the lower ofcostand marketofunproved
properties and the costofmajor developmentprojects of the costcentre. The cash flow s are estim ated using
expected future productpricesand costsand are discounted using a risk-free interestrate.

Prior to January 1,2004 the ceiling testamountw as the sum ofthe undiscounted cash flow s expected from the
production ofproved reserves, the lower ofcostor marketofunproved properties and the costofmajor
developmentprojects less estimated future costs for administration, financing and site restoration. The cash flow s
were estimated using period end prices and costs.

Freehold’s calculation, performed atJanuary 1,2004, resulted in noimpairmentloss. The future prices Freehold
used in estimating cash flowswere based on forecasts by an independentreservesevaluator,adjusted for
Freehold’s quality, transportation, and contract differences.

3. LONG-TERM DEBT

Freehold has a $50.0million committed production facility on which $18.0 million was drawn atM arch 31, 2004.
The facility isstructured asa one-year committed revolving credit facility, extendible annually. In the event that
the lender doesnotconsentto such extension, the revolving creditfacility will revertto a three-year,non-revolving
amortizing term loan with equal quarterly principal repayments. A tM arch 31,2004, the entire amount
outstanding under the production facility is presented aslong-term based on Freehold’s ability to refinance this
amountwith theundrawn portion of the facility. Borrowings under the facility bear interestatthe Bank’sprime
lending rate,bankers’ acceptance or LIBOR rates plus applicable margins, ranging from 90 to 165 basis points.

In addition, Freehold has available a $15.0 million demand operating facility and a U .S. $10.0 million sw ap
facility which wasunused atM arch 31,2004. Borrowings under these facilities bear interestatthe Bank’sprime
lending rate.

Cash interestpaid during the three monthsended M arch 31, 2004 w as $165,000 (2003 - $176,000).

4. UNITHOLDERS’ EQUITY

During the quarter, the Trustissued 22,500 TrustUnitsin paymentfor the management fee to Rife Resources
M anagementLtd. (Othe M anager0).

The total outstanding TrustUnits atM arch 31,2004 w as 31,476,736 (2003 — 31,256,736). The weighted average
numberof TrustUnitsoutstanding for the three months ending M arch 31,2004 w as 31,454,483 (2003 -
30,621,875).

For the three monthsended M arch 31, 2004, the M anager charged the Trust $737,000in general and
administrative costs. AtM arch 31,2004 there w as $544,000in accounts payable relating to these costs.Aswell,
the M anager earns a fee of 1.5% of the purchase price ofoil and gas properties acquired by Freehold,with no fee
being charged for the currentquarter.

5. ASSET RETIREMENT OBLIGATIONS

Freehold hasno assetretirementobligations (ARO)on itsroyalty income properties. Freehold’s ARO results from
its responsibility to abandon and reclaim itsnetshare ofall working interestproperties. The netpresentvalue of
Freehold’s total ARO isestimated to be $3.7million,with the undiscounted value being $9.8 million. Paym ents to
settle the obligations are expected to occur continually over the next 50years,with the majority ofobligations



being over 15yearsaway.A creditadjusted risk free rate 0f 6.25% w as used to calculate the presentvalue of the
ARO.

6. COMPARATIVE FIGURES
Certain comparative figures have been restated to conform to the currentyear’s financial statementpresentation.

7. DISTRIBUTIONS TO UNITHOLDERS

Three Months Ended

(unaudited) March 31

($000s, Except per Unit Data) 2004 2003
Funds generated from operations $ 14,380 $ 18,365
Site reclamation fund contributions (104) (79)
Provision for capital expenditures (1,000) (1,250)
Debt repayment from cash flow - (3,200)
Working capital change (1,636) (1,438)
Distributions to Unitholders $ 11,640 $ 12,398

Per Trust Unit $ 0.37 $ 0.40




