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C A LG A RY, A l b erta / M ay  5, 2004 / C C N /  - Freeh o l d  Ro y a l ty  Tru st to d ay  an n o u n ced  fi n an ci a l  resu l ts fo r  

th e  fi r st q u arter  en d ed  M arch  31, 2004. 

FIRST QUARTER HIGHLIGHTS 
 Pro d u cti o n  av erag ed  5,577 b arre l s o f o i l  eq u i v a l en t (b o e) p er  d ay , d o w n  5% 
 Pr i ce  rea l i z ati o n s av erag ed  $35.00 p er  b o e , 15% l o w er  th an  a  y ear  ag o  
 O p erati n g  n etb ack  w as $31.18 p er  b o e , d o w n  16% fro m  $37.18 l ast y ear 
 D i str i b u ti o n s o f $0.37 p er  Tru st U n i t ($0.30 reg u l ar  p l u s $0.07 to p -u p  re l ated  to  th e  fo u rth  q u arter  o f 2003), 

co m p ared  w i th  $0.40 p er  Tru st U n i t i n  th e  fi r st q u arter  o f 2003 
 Reg u l ar  m o n th l y  d i str i b u ti o n  rem ai n s set at $0.10 p er  Tru st U n i t; d ecl ared  ex tra  d i str i b u ti o n  re l ated  to  th e  fi r st 

q u arter  o f $0.10 p er  Tru st U n i t to  b e  p a i d  i n  Ju n e 

Si n ce  Ju n e  2002, Freeh o l d ’s m o n th l y  d i str i b u ti o n  rate  h as b een  stab l e  at $0.10 p er  Tru st U n i t. Reg u l ar  m o n th l y  

d i str i b u ti o n s are  su p p l em en ted  b y  q u arter l y  to p -u p s, w h en  ex cess i n co m e  i s av a i l ab l e . H i g h er  th an  an ti ci p ated  

p r i ce  rea l i z ati o n s i n  th e  fi r st q u arter  h av e  en ab l ed  th e  b o ard  o f d i recto rs to  d ecl are  an  ex tra  d i str i b u ti o n  o f $0.10 

p er  Tru st U n i t p ay ab l e  o n  Ju n e  15, 2004 to  U n i th o l d ers o f reco rd  o n  M ay  31, 2004 (ex -d i str i b u ti o n  d ate  M ay  27, 

2004). C o m b i n ed , th e  Ju n e  15th  p ay m en t (reg u l ar  m o n th l y  d i str i b u ti o n  an d  th e  to p -u p  fo r  th e  fi rst q u arter), w i l l  

to ta l  $0.20 p er  Tru st U n i t. In cl u d i n g  th e  ab o v e  d i str i b u ti o n , th e  tra i l i n g  12-m o n th -d i str i b u ti o n s p a i d  to ta l s $1.57 

p er  Tru st U n i t. Si n ce  i n cep ti o n  i n  N o v em b er  1996, th e  Tru st h as d i str i b u ted  a  to ta l  o f $9.22 p er  Tru st U n i t. W e  

cu rren tl y  esti m ate  th at ap p ro x i m ate l y  25% o f d i str i b u ti o n s w i l l  b e  tax  d eferred  to  U n i th o l d ers i n  2004 an d  75% 

w i l l  b e  tax ab l e . 

   
 Three Months Ended 
 March 31 % 

RESULTS AT A GLANCE    2004 2003 
Chang

e 
Financial       
Gross revenue ($000s)    17,951 21,754 -17 
Net income1 ($000s)    7,674 12,929 -41 
 Per Trust Unit ($)    0.24 0.42 -42 
Distributions to Unitholders ($000s)    11,640 12,398 -6 
 Per Trust Unit2 ($)    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. 



MANAGEMENT’S DISCUSSION AND ANALYSIS (MD&A) 

Th e  fo l l o w i n g  d i scu ssi o n  i s m an ag em en t’s o p i n i o n  ab o u t Freeh o l d  Reso u rces Ltd . an d  Freeh o l d  Ro y a l ty  Tru st’s 

(th e  ÒTru stÓ) (co l l ecti v e l y  ÒFreeh o l d Ó), o p erati n g  an d  fi n an ci a l  resu l ts fo r  th e  th ree  m o n th s en d ed  M arch  31, 2004 

an d  p rev i o u s p er i o d s, an d  th e  o u tl o o k  fo r  Freeh o l d  b ased  o n  i n fo rm ati o n  av a i l ab l e  as at M ay  5, 2004. Th e  

fi n an ci a l  i n fo rm ati o n  co n ta i n ed  h ere i n  h as b een  p rep ared  i n  acco rd an ce  w i th  C an ad i an  g en era l l y  accep ted  

acco u n ti n g  p r i n ci p l es (G A A P). A l l  co m p arati v e  p ercen tag es are  b etw een  th e  q u arters en d ed  M arch  31, 2004 an d  

M arch  31, 2003 an d  a l l  d o l l a r  a m o u n ts are  ex p ressed  i n  C an ad i an  cu rren cy , u n l ess o th erw i se  n o ted . Th i s 

d i scu ssi o n  sh o u l d  b e  read  i n  co n ju n cti o n  w i th  th e  Tru st’s an n u a l  M D &A  an d  au d i ted  co m b i n ed  fi n an ci a l  

statem en ts fo r  th e  y ears en d ed  D ecem b er  31, 2003 an d  2002, to g eth er  w i th  th e  acco m p an y i n g  n o tes. Th ese  are  

i n cl u d ed  o n  p ag es 15 th ro u g h  44 o f th e  Tru st’s 2003 an n u a l  rep o rt to  U n i th o l d ers.  

FORWARD-LOOKING STATEM ENTS 

Th i s M D &A  o ffers o u r  assessm en t o f Freeh o l d ’s fu tu re  p l an s an d  o p erati o n s as at M ay  5, 2004, an d  co n ta i n s 

fo rw ard -l o o k i n g  statem en ts. By  th ei r  n atu re , fo rw ard -l o o k i n g  statem en ts are  su b ject to  n u m ero u s r i sk s an d  

u n certa i n ti es, so m e  o f w h i ch  are  b ey o n d  o u r  co n tro l , i n cl u d i n g  th e  i m p act o f g en era l  eco n o m i c co n d i ti o n s, 

i n d u stry  co n d i ti o n s, v o l ati l i ty  o f co m m o d i ty  p r i ces, cu rren cy  fl u ctu ati o n s, i m p reci si o n  o f reserv e  esti m ates, 

en v i ro n m en ta l  r i sk s, co m p eti ti o n  fro m  o th er  i n d u stry  p arti ci p an ts, th e  l ack  o f av a i l ab i l i ty  o f q u al i fi ed  p erso n n el  o r  

m an ag em en t, sto ck  m ark et v o l ati l i ty  an d  ab i l i ty  to  access su ffi ci en t cap i tal  fro m  i n tern a l  an d  ex tern a l  so u rces. Yo u  

are  cau ti o n ed  th at th e  assu m p ti o n s u sed  i n  th e  p rep arati o n  o f su ch  i n fo rm ati o n , a l th o u g h  co n si d ered  reaso n ab l e  

at th e  ti m e  o f p rep arati o n , m ay  p ro v e  to  b e  i m p reci se  an d , as su ch , u n d u e  re l i an ce  sh o u l d  n o t b e  p l aced  o n  

fo rw ard -l o o k i n g  statem en ts. O u r  actu al  resu l ts, p erfo rm an ce  o r  ach i ev em en t co u l d  d i ffer  m ater i a l l y  fro m  th o se  

ex p ressed  i n , o r  i m p l i ed  b y , th ese  fo rw ard -l o o k i n g  statem en ts. N o  assu ran ce  can  b e  g i v en  th at an y  o f th e  ev en ts 

an ti ci p ated  w i l l  tran sp i re  o r  o ccu r , o r  i f an y  o f th em  d o , w h at b en efi ts w e  w i l l  d er i v e  fro m  th em . W e  d i scl a i m  an y  

i n ten ti o n  o r  o b l i g ati o n  to  u p d ate  o r  rev i se  an y  fo rw ard -l o o k i n g  statem en ts, w h eth er  as a  resu l t o f n ew  i n fo rm ati o n , 

fu tu re  ev en ts o r  o th erw i se . 

SUPPLEM ENTAL DISCLOSURE 

W e  b el i ev e  th at d i str i b u ti o n s to  U n i th o l d ers, cash  fl o w  an d  n etb ack  are  u sefu l  su p p l em en ta l  m easu res. Yo u  are  

cau ti o n ed  th at d i str i b u ti o n s to  U n i th o l d ers sh o u l d  n o t b e  co n stru ed  as an  a l tern ate  to  n et i n co m e  as d eterm i n ed  b y  

G A A P. C ash  fl o w , as u sed  i n  th i s rep o rt, refers  to  fu n d s g en erated  fro m  o p erati o n s d er i v ed  fro m  o u r  C o m b i n ed  

Statem en ts o f C ash  Fl o w s. C ash  fl o w  rep resen ts cash  p ro v i d ed  b y  o p erati n g  acti v i ti es, b efo re  ch an g es i n  n o n -ca sh  

w o rk i n g  cap i ta l . W e  u se  cash  fl o w  to  an a l y z e  o p erati n g  p erfo rm an ce , l ev erag e  an d  l i q u i d i ty . O p erati n g  n etb ack , 

w h i ch  i s ca l cu l ated  as av erag e  u n i t sa l es p r i ce  l ess ro y a l ti es an d  o p erati n g  ex p en ses; an d  i n v esto r  n etb ack , w h i ch  

d ed u cts ad m i n i strati v e  an d  i n terest ex p en se  an d  i n co m e  an d  cap i ta l  tax es, rep resen t th e  cash  m arg i n  fo r  p ro d u ct 

so l d , ca l cu l ated  o n  a  p er  b o e  b asi s. D i str i b u ti o n s to  U n i th o l d ers, cash  fl o w  an d  n etb ack  d o  n o t h av e  an y  

stan d ard i z ed  m ean i n g s p rescr i b ed  b y  G A A P an d  th erefo re  m ay  n o t b e  co m p arab l e  w i th  th e  ca l cu l ati o n s o f si m i l ar  

m easu re  fo r  o th er  en ti ti es. 

CONVERSION OF NATURAL GAS TO OIL EQUIVALENT 

To  p ro v i d e  a  si n g l e  u n i t o f p ro d u cti o n  fo r  an a l y ti ca l  p u rp o ses, n atu ra l  g as p ro d u cti o n  an d  reserv es v o l u m es are  

m ath em ati ca l l y  co n v erted  to  eq u i v a l en t b arre l s o f o i l  (b o e). W e  u se  th e  i n tern ati o n a l  co n v ersi o n  o f si x  th o u san d  

cu b i c feet o f n atu ra l  g as to  o n e  b arre l  o f o i l  (6 m cf =  1 b b l ). Th e  6:1 b o e  rati o  ap p ro x i m ates an  eq u i v a l en t en erg y  

v a l u e  at th e  b u rn er  ti p  an d  d o es n o t rep resen t a  v a l u e  eq u i v a l en cy  at th e  w el l h ead . W h i l e  i t i s u sefu l  fo r  

co m p arati v e  m easu res, i t m ay  n o t accu rate l y  refl ect i n d i v i d u a l  p ro d u ct v a l u es an d  m ay  b e  m i sl ead i n g  i f u sed  i n  

i so l a ti o n . 



RESULTS OF OPERATIONS 
Freeh o l d  p o sted  so l i d  fi n an ci a l  resu l ts fo r  th e  fi r st q u arter  o f 2004, i n  l i n e  w i th  resu l ts fo r  th e  l ast th ree  q u arters. 

Pro d u cti o n  v o l u m es d ecl i n ed  5%, as i n creases i n  w o rk i n g  i n terest p ro d u cti o n  d i d  n o t o ffset d ecl i n es i n  ro y a l ty  

v o l u m es. Ro y a l ty  v o l u m es i n  th e  fi r st q u arter  o f 2003 i n cl u d ed  a  p o si ti v e  ad ju stm en t o f 260 b o e / d . C o m p ared  w i th  

th e  fi rst q u arter  o f l ast y ear , rev en u e  an d  d i str i b u ti o n s w ere  l o w er , m ai n l y  d u e  to  reco rd  h i g h  co m m o d i ty  p r i ces 

d u r i n g  th e  fi r st q u arter  o f 2003 an d  a  h i g h er  C an ad i an  d o l l ar  i n  2004. Th ese  facto rs ten d  to  o b scu re  w h at w as a  

fai r l y  stro n g  q u arter . 

2004 2003 2002 Quarterly Results 
($000s, except as noted) Q1 Q4 Q3 Q2 Q1 Q4 Q3 Q2 
Revenue, net of royalty expense  17,250 15,230 16,865 17,070 20,804 16,711 15,806 15,586 
Funds generated from operations 14,380 12,691 14,714 14,922 18,365 14,495 13,684 13,318 
Distributions to Unitholders 11,640 12,575 12,545 15,631 12,398 11,477 11,169 9,653 
 Per Trust Unit ($) 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 

A v erag e  d ai l y  p ro d u cti o n  v o l u m es i n  th e  fi r st q u arter  o f 2004 w ere  5% l o w er  th an  th e  sam e  p er i o d  l ast y ear , d u e  to  

a  p o si ti v e  v o l u m e  ad ju stm en t i n  th e  fi rst q u arter  o f 2003, an d  n atu ra l  reserv o i r  d ep l eti o n . O u r  ro y a l ty  p ro d u cti o n  

i s i n fl u en ced  b y  th e  d r i l l i n g  acti v i ti es o f th e  o p erato rs o f o u r  p ro p erti es. Pro d u cti o n  fro m  w o rk i n g  i n terest 

p ro p erti es ro se  12% q u arter  o v er  q u arter , l arg e l y  d u e  to  n ew  w el l s d r i l l ed  at H ay ter  d u r i n g  th e  l ast h a l f o f 2003. 

   
 Three Months Ended 
 March 31 

 
% 

Average Daily Production    2004 2003 
Chang

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 -11 
 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 

C o m p ared  w i th  th e  fi rst q u arter  l ast y ear , W TI cru d e  o i l  p r i ces ro se  4%, w h i l e  th e  av erag e  p r i ce  fo r  Bo w  Ri v er  

h eav y  o i l  d ecl i n ed  12%. A EC O  n atu ra l  g as p r i ces, w h i ch  w ere  ex cep ti o n a l l y  stro n g  i n  th e  fi r st q u arter  o f 2003, fe l l  

17%. Th e  C an ad i an  d o l l ar  stren g th en ed  to  U .S.$0.7590 i n  th e  fi r st q u arter  o f 2004, r i s i n g  n ear l y  10 cen ts ag a i n st i ts 

U .S. co u n terp art fro m  a  y ear  ag o . 

 

  
  Three Months Ended 

 March 31 
 

% 

Average Benchmark Prices 
   2004 2003 Chang

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 

A s o i l  an d  g as p r i ces are  d en o m i n ated  i n  U .S. d o l l ars, rea l i z ed  se l l i n g  p r i ces i n  C an ad i an  d o l l ars are  i n fl u en ced  

b y  cu rren cy  ex ch an g e  rates. Th e  i m p act o f a  stro n g er  C an ad i an  d o l l ar  m o re  th an  o ffset th e  4% i n crease  i n  th e  

av erag e  W TI o i l  p r i ce , tran sl ati n g  i n to  l o w er  C an ad i an  d o l l ar  rea l i z ati o n s i n  th e  fi r st q u arter  re l ati v e  to  th e  fi r st 

q u arter  o f 2003. N o n eth el ess, at $35.00 p er  b o e , o u r  av erag e  p r i ce  rea l i z ati o n  rem ai n s at th e  h i g h  en d  o f th e  

h i sto r i ca l  ran g e  an d  i s 19% h i g h er  th an  th e  fo u rth  q u arter  av erag e  se l l i n g  p r i ce  o f $29.51. W e  d o  n o t h av e  an y  

co m m o d i ty  p r i ce  o r  fo rei g n  cu rren cy  h ed g es i n  p l ace . 

   
 Three Months Ended 
 March 31 % 

Average Selling Prices    2004 2003 
Chang

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 
Oil equivalent ($/boe)    35.00 40.97 -15 
Potash ($/tonne)    149.35 131.54 +14 
 

REVENUE 

W e  recei v e  rev en u e  fro m  m o re  th an  200 i n d u stry  o p erato rs. G ro ss rev en u e  o f $18.0 m i l l i o n  fo r  th e  fi rst q u arter  o f 

2004 w as d o w n  17% fro m  a  y ear  ag o , o n  l o w er  p r i ces an d  p ro d u cti o n  v o l u m es. Th e  acco m p an y i n g  tab l e  

d em o n strates th e  n et effect o f p r i ce  an d  v o l u m e  v ar i an ces o n  g ro ss rev en u es.  

 

  
 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 

Ro y a l ti es are  p a i d  o n  p ro d u cti o n  re l ati n g  to  o w n ersh i p  i n  w o rk i n g  i n terest p ro d u cti o n . Th ese  ex p en ses, w h i ch  are  

d i rectl y  ti ed  to  co m m o d i ty  p r i ces an d  p ro d u cti o n  v o l u m es, w ere  24% l o w er  (o n  a  p er  b o e  b asi s) th an  th e  fi rst 

q u arter  o f l ast y ear .  

   
 Three Months Ended 
 March 31 % 

Royalty Expenses (net of 
ARC)    2004 2003 

Chang
e 

Working interest properties ($000s)    701 950 -26 
 Per boe ($)    3.91 6.02 -35 
Total royalty expenses ($000s)    701 950 -26 
 Total Trust1 ($/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 

O p erati n g  ex p en ses o n  o u r  w o rk i n g  i n terest p ro p erti es w ere  $7.95 p er  b o e  fo r  th e  fi rst q u arter , sl i g h tl y  h i g h er  th an  

th e  fi r st q u arter  o f 2003. Th e  i n d u stry  i s ex p er i en ci n g  r i si n g  co sts  as a  resu l t o f i n creased  co m p eti ti o n  fo r  o i l fi e l d  

g o o d s an d  serv i ces. O n  a  to ta l  Tru st b asi s, o p erati n g  co sts p er  b o e  w ere  20% h i g h er , refl ecti n g  l o w er  ro y a l ty  

p ro d u cti o n  v o l u m es.   

 

   
 Three Months Ended 
 March 31 

 
% 

Operating Expenses    2004 2003 
Chang

e 
Working interest properties ($000s)    1,427 1,238 +15 
 Per boe ($)    7.95 7.84 +1 
Total operating expenses ($000s)    1,427 1,238 +15 
 Total Trust1 ($/boe)    2.81 2.35 +20 
1 Freehold does not incur operating costs on its royalty lands. 

GENERAL AND ADM INISTRATIVE EXPENSES (G&A) 

W e  i n cu r  ex p en ses to  ad m i n i ster  o u r  i n terests i n  m o re  th an  16,000 w el l s i n  w estern  C an ad a . A s w e  d o  n o t o p erate  

an y  o f o u r  ro y a l ty  p ro d u cti o n , o u r  o v erh ead  reco v er i es are  m i n i m al . G &A  ex p en ses fo r  th e  fi rst q u arter  o f 2004 

w ere  30% h i g h er  th an  th e  sam e  p er i o d  i n  2003. Th i s i n crease  resu l ts p artl y  fro m  ti m i n g  d i fferen ces.  In  ad d i ti o n , 

w e  ex p er i en ced  h i g h er  co sts i n  2004 as a  resu l t o f n ew  rep o rti n g  req u i rem en ts stem m i n g  fro m  n ew  secu r i ti es 

reg u l ati o n s.  

 

   
 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 
 

M ANAGEM ENT FEES 

Th e  M an ag er  o f th e  Tru st recei v es i ts m an ag em en t fee  i n  Tru st U n i ts. Fo r  th e  fi rst q u arter , th e  M an ag er  recei v ed  

22,500 Tru st U n i ts, w i th  an  ascr i b ed  v a l u e  o f $332,000 ($14.75 p er  Tru st U n i t) co m p ared  w i th  th e  sam e  n u m b er  o f 

Tru st U n i ts w i th  an  ascr i b ed  v a l u e  o f $265,000 ($11.78 p er  Tru st U n i t) i n  th e  fi r st q u arter  o f 2003. Th e  ch an g e  i n  

th e v al u e o f m an ag em en t fees refl ects th e  h i g h er  m ark et p r i ce  o f th e  Tru st U n i ts at M arch  31, 2004 v ersu s M arch  

31, 2003. 

 



   
 Three Months Ended 
 March 31 

 
% 

Management Fees 
($000s, except as noted)    2004 2003 

Chang
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 

O u r  fi r st q u arter  o p erati n g  n etb ack  w as $31.18 p er  b o e , d o w n  16% fro m  th e  fi r st q u arter  l ast y ear , d u r i n g  w h i ch  

p er i o d  th e  Tru st en jo y ed  ex cep ti o n a l l y  h i g h  se l l i n g  p r i ces. W e  h av e  co n si sten tl y  d el i v ered  a  su p er i o r  n etb ack , 

re l ati v e  to  o u r  p eer  g ro u p , as w e  d o  n o t i n cu r  ro y a l ty  o r  o p erati n g  ex p en ses o n  o u r  ro y a l ty  l an d s.  

 

   
 Three Months Ended 
 March 31 

 
% 

Operating Netbacks 
($/boe)    2004 2003 

Chang
e 

Gross revenue1    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 

Lo w er  av erag e  se l l i n g  p r i ces an d  p ro d u cti o n  v o l u m es l ed  to  a  red u cti o n  i n  n et i n co m e  an d  fu n d s g en erated  fro m  

o p erati o n s (cash  fl o w ) fo r  th e  fi r st th ree  m o n th s o f 2004 re l ati v e  to  th e  fi r st th ree  m o n th s o f 2003. Reco rd  h i g h  

co m m o d i ty  p r i ces i n  th e fi r st q u arter  o f 2003 ten d  to  o v ersh ad o w  w h at w as a  fa i r l y  stro n g  fi r st q u arter . C o m p ared  

to  th e  fo u rth  q u arter  o f 2003, n et i n co m e  w as u p  30% an d  cash  fl o w  w as 13% h i g h er . 

 

   
 Three Months Ended 
 March 31 

 
% Net Income and Funds 

Generated from Operations  
($000s, except as noted)    2004 2003 

Chang
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 

D i str i b u ti o n s to  U n i th o l d ers fo r  th e  fi r st q u arter  w ere  $11.6 m i l l i o n  o r  $0.37 p er  Tru st U n i t, d o w n  8% fro m  l ast 

y ear . Si n ce  i n cep ti o n , w e  h av e  p a i d  o u t a  to ta l  o f 84% o f cash  fl o w . 

 

   
 Three Months Ended 
 March 31 % Analysis of Distributions to 

Unitholders  
($000s, except as noted)    2004 2003 

Chang
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 
A t th e  en d  o f th e  fi rst q u arter , w e  h ad  n o  sh o rt-term  d eb t o u tstan d i n g  an d  l o n g-term  d eb t w as $18.0 m i l l i o n , 

u n ch an g ed  fro m  D ecem b er  31, 2003. Freeh o l d ’s rati o  o f n et d eb t (l o n g-term  d eb t l ess p o si ti v e  w o rk i n g  cap i tal ) to  

tra i l i n g  fu n d s g en erated  fro m  o p erati o n s rem ai n s am o n g  th e  l o w est i n  th e  en erg y  tru st secto r . A t 0.2:1, th i s rati o  

d em o n strates th e  Tru st’s h ea l th y  fi n an ci a l  co n d i ti o n . W e  h av e  ap p ro x i m ate l y  $47.0 m i l l i o n  o f av a i l ab l e  cap aci ty  

u n d er  o u r  cred i t faci l i ti es, w h i ch  i s an  i m p o rtan t p art o f o u r  acq u i si ti o n s strateg y . 

CAPITAL EXPENDITURES 

W e  are  n o t resp o n si b l e  fo r  cap i tal  ex p en d i tu res to  d ev el o p  o u r  ro y a l ty  p ro p erti es. Th erefo re  o u r  cap i tal  

req u i rem en ts are  m o d est, re l ati v e  to  m o st en erg y  tru sts. O u r  d ev el o p m en t ex p en d i tu res fo r  w o rk i n g  i n terest 

p ro p erti es w i l l  b e  $4.7 m i l l i o n  i n  2004. Pro v i si o n  fo r  cap i ta l  ex p en d i tu res i n  th e  fi r st q u arter  to ta l l ed  $1.0 m i l l i o n  

(2003 - $1.3 m i l l i o n ).  

CHANGE IN ACCOUNTING POLICY 
Asset Retirement Obl igations 

O n  Jan u ary  1, 2004, w e  ad o p ted  C IC A  H an d b o o k  Secti o n  3110 , Asset  Ret iremen t  O bligation s (A RO ). Th i s ch an g e  i n  
acco u n ti n g  p o l i cy  h as b een  ap p l i ed  retro acti v e l y  w i th  restatem en t o f p r i o r  p er i o d s p resen ted  fo r  co m p arati v e  
p u rp o ses . 

W e  n o w  reco g n i z e  th e  fa i r  v a l u e  o f an  A RO  i n  th e  p er i o d  i n  w h i ch  i t i s i n cu rred  w h en  a  reaso n ab l e  esti m ate  o f th e  
fa i r  v a l u e  can  b e  m ad e . Th e  fa i r  v a l u e  o f th e  esti m ated  A RO  i s reco rd ed  as a  l o n g-term  l i ab i l i ty , w i th  a  
co rresp o n d i n g  i n crease  i n  th e  carry i n g  v a l u e  th e  asset. In  p er i o d s su b seq u en t to  i n i ti a l  m easu rem en t, th e  p assag e  
o f ti m e  resu l ts i n  l i ab i l i ty  ch an g es an d  th e  am o u n t o f accreti o n  i s ch arg ed  ag a i n st cu rren t p er i o d  i n co m e . Th e  
l i ab i l i ty  i s a l so  ad ju sted  fo r  rev i si o n s to  p rev i o u sl y  u sed  esti m ates. 

Prev i o u sl y , w e  reco g n i z ed  a  p ro v i si o n  fo r  esti m ated  fu tu re  ab an d o n m en t an d  si te  resto rati o n  co sts ca l cu l ated  o n  
th e  u n i t-o f-p ro d u cti o n  m eth o d  o v er  th e  rem ai n i n g  p ro v ed  reserv es. Th e  an n u a l  ch arg e  w as ex p en sed  as p ro v i si o n  
fo r  fu tu re  si te  resto rati o n , w i th  ab an d o n m en t an d  si te  resto rati o n  ex p en d i tu res ch arg ed  to  th e  accu m u l ated  
p ro v i si o n  as i n cu rred . 

Th i s  ch an g e  i n  acco u n ti n g  p o l i cy  resu l ted  i n  th e  fo l l o w i n g  i n creases (d ecreases) to  o u r  fi n an ci a l  resu l ts: 

 

($000s)   
March 31, 

2003 
December 31, 

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) 

 

Th e  o p en i n g  ad ju stm en t to  2004 reta i n ed  earn i n g s w as a  red u cti o n  o f $101,000 (2003 - $153,000). Th i s refl ects th e  
cu m u l ati v e  i m p act o f accreti o n  an d  d ep l eti o n  ex p en se , n et o f th e  p rev i o u sl y  reco rd ed  cu m u l ati v e  si te  resto rati o n  
p ro v i s i o n . 

O u r  A RO  resu l ts fro m  o u r  resp o n si b i l i ty  to  ab an d o n  an d  recl a i m  o u r  n et sh are  o f a l l  w o rk i n g  i n terest p ro p erti es. 
W e  h av e  n o  A RO  o n  o u r  ro y a l ty  i n co m e  p ro p erti es. Th e  n et p resen t v a l u e  o f o u r  to tal  A RO  o b l i g ati o n s i s esti m ated  
to  b e  $3.7 m i l l i o n  ($9.8 m i l l i o n , u n d i sco u n ted ). Pay m en ts to  settl e  th e  o b l i g ati o n s are  ex p ected  to  o ccu r  co n ti n u a l l y  
o v er  th e  n ex t 50 y ears, w i th  th e  m a jo r i ty  o f o b l i g ati o n s b e i n g  o v er  15 y ears aw ay . 

Petroleum and Natural  Gas Interests  

O n  Jan u ary  1, 2004, w e  ad o p ted  C IC A  A cco u n ti n g  G u i d e l i n e  16, O il an d Gas Accou n t in g – Fu ll Cost . Th i s g u i d e l i n e  

m o d i fi es th e  ce i l i n g  test ca l cu l ati o n , req u i r i n g  th at an  i m p a i rm en t l o s s b e  reco g n i z ed  w h en  th e  carry i n g  am o u n t o f 



assets i s g reater  th an  th e  su m  o f th e  u n d i sco u n ted  cash  fl o w s. Freeh o l d ’s ca l cu l ati o n , p erfo rm ed  at Jan u ary  1, 

2004, resu l ted  i n  n o  i m p a i rm en t l o ss. Th e  fu tu re  p r i ces Freeh o l d  u sed  i n  esti m ati n g  cash  fl o w s w ere  b ased  o n  

fo recasts b y  an  i n d ep en d en t reserv es ev a l u ato r , ad ju sted  fo r  Freeh o l d ’s q u a l i ty , tran sp o rtati o n , an d  co n tract 

d i fferen ces. 

DEVELOPMENT ACTIVITIES 

ROYALTY LANDS 

In d u stry -w i d e , th e  fi r st q u arter  o f 2004 w as th e  b u si est fi r st q u arter  i n  d r i l l i n g  h i sto ry , w i th  m o re  th an  6,000 w el l s 

d r i l l ed  i n  w estern  C an ad a . Lessees d r i l l ed  237 w el l s o n  o u r  ro y a l ty  l an d s i n  th e  q u arter , i n cl u d i n g  193 l o w  ro y a l ty  

i n terest u n i t w el l s. O n  a  n et ro y a l ty  i n terest b asi s, th i s i s th e  eq u i v a l en t o f 2.2 n et w el l s, d o w n  fro m  4.1 n et w el l s i n  

th e  fi r st q u arter  o f 2003. Th ese  w el l s w ere  d r i l l ed  at n o  co st to  Freeh o l d . Th ere  are  cu rren tl y  49 (1.9 n et) l i cen sed  

d r i l l i n g  l o cati o n s o n  o u r  ro y a l ty  l an d s, co m p ared  w i th  51 (2.8 n et) l o cati o n s at th i s ti m e  l ast y ear .  

 

   
 Three Months Ended 
 March 31 

 
% Royalty Lands 

Drilling Summary 
(includes unitized wells)    2004 2003 

Chang
e 

Gross    237 142 +67 
Net royalty interest basis    2.2 4.1 -46 
 

WORKING INTEREST PROPERTIES 

In  th e  fi r st q u arter  o f 2004, w e  sp en t $0.9 m i l l i o n  o n  faci l i ti es a n d  th e  d r i l l i n g  o f 30 (0.6 n et) w el l s. Th i s resu l ted  i n  

21 (0.4 n et) n atu ra l  g as w el l s an d  9 (0.2 n et) o i l  w el l s, fo r  a  100% su ccess rate . O u r  2004 d r i l l i n g  p ro g ram s at 

H ay ter  an d  Pem b i n a  C ard i u m  U n i t N o . 9 are  ex p ected  to  co m m en ce  i n  th e  th i rd  q u arter . 

 

  
 Three Months Ended 
 March 31 

    2004 2003 
Working Interest Properties 
Drilling Summary     

(gros
s) (net) (gross) (net) 

Oil      9 0.2 13 1.8 
Natural gas      21 0.4 26 0.1 
Total      30 0.6 39 1.9 
 

OUTLOOK 
O i l  an d  g as co m m o d i ty  p r i ci n g  co n ti n u es  to  b e  v ery  stro n g . W e  are  n o w  i n  16th  q u arter  o u t o f th e  l ast 18 w h ere  

W TI p r i ces h av e  av erag ed  ab o v e  U .S.$25 p er  b arre l . C o n ti n u ed  eco n o m i c g ro w th  i n  N o rth  A m er i ca  an d  Eu ro p e , 

co m b i n ed  w i th  eco n o m i c g ro w th  an d  en erg y  d em an d  i n creases i n  C h i n a  an d  In d i a , m ay  b e  si g n a l l i n g  a  step  

ch an g e  i n  co m m o d i ty  p r i ces. 

DISTRIBUTION GUIDANCE 

Th e  m o n th l y  cash  d i str i b u ti o n  rate  rem ai n s set at $0.10 p er  Tru st U n i t. In  k eep i n g  w i th  o u r  stated  p racti ce , a  

p o rti o n  o f an y  ex cess i n co m e  av a i l ab l e  fo r  d i str i b u ti o n  m ay  b e  d i rected  to w ard  rep ay m en t o f l o n g-term  d eb t 

an d / o r  w o rk i n g  cap i ta l  i m p ro v em en t w h ere  th e  b o ard  o f d i recto rs co n si d er  i t ap p ro p r i ate  o r  n ecessary , an d  ex tra  

d i str i b u ti o n s m ay  b e  d ecl ared  fro m  ti m e  to  ti m e  at th e  b o ard ’s d i screti o n . W e  cau ti o n  th at si g n i fi can t ch an g es i n  

p ro d u cti o n  rates, co m m o d i ty  p r i ces o r  fo re i g n  ex ch an g e  rates (p o si ti v e  o r  n eg ati v e) w i l l  resu l t i n  ad ju stm en ts to  

th e  d i str i b u ti o n  l ev e l . Freeh o l d  i s p arti cu l ar l y  v u l n erab l e  to  sw i n g s i n  th e  l i g h t / h eav y  o i l  p r i ce  d i fferen ti a l , as 

ap p ro x i m ate l y  38% o f o u r  to ta l  b o e  p ro d u cti o n  i s h eav y  o i l . A n  an a l y si s o f th e  p o ten ti a l  i m p act o f k ey  v ar i ab l es o n  

d i str i b u tab l e  i n co m e  i s p ro v i d ed  o n  p ag e  31 o f th e  Tru st’s 2003 an n u a l  rep o rt to  U n i th o l d ers. 

W e  co n ti n u e  to  m ai n tai n  a  co n serv ati v e  o u tl o o k  o n  co m m o d i ty  p r i ci n g . Based  o n  th e  assu m p ti o n s b e l o w , an d  

av erag e  p ro d u cti o n  v o l u m es o f 5,755 b o e  p er  d ay  fo r  th e  y ear , w e  esti m ate  th at cash  d i str i b u ti o n s fo r  2004 w i l l  

to ta l  $1.50 p er  Tru st U n i t, u p  sl i g h tl y  fro m  o u r  ear l i er  g u i d an ce . It i s ex p ected  th at ap p ro x i m ate l y  25% o f 



d i str i b u ti o n s to  U n i th o l d ers w i l l  b e  tax -d eferred  to  U n i th o l d ers i n  2004 an d  75% w i l l  b e  tax ab l e . Th e  b o ard  o f 

d i recto rs w i l l  ev a l u ate  th e  d i str i b u ti o n  o u tl o o k  th ro u g h o u t th e  y ear  an d  w e  w i l l  p ro v i d e  ad d i ti o n a l  g u i d an ce  as 

w arran ted . 

 

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  th e  fi r st th ree  m o n th s o f 2004, d r i l l i n g  acti v i ty  i n  w estern  C an ad a  ach i ev ed  a  reco rd  fo r  fi rst q u arter  acti v i ty . 

W i th  co n ti n u ed  stro n g  co m m o d i ty  p r i ces, th e  o u tl o o k  fo r  rem ai n d er  o f 2004 su g g ests a  n ear-reco rd  y ear  fo r  

d r i l l i n g . W e  w o u l d  ex p ect th at d r i l l i n g  o n  o u r  ro y a l ty  l an d s w o u l d  l i k ew i se b e  at h i g h  l ev e l s.  

O i l  an d  g as p ro p erty  sa l es an d  co rp o rate  tran sacti o n s are  a l so  co n ti n u i n g  at a  v ery  h i g h  p ace . Recen t tran sacti o n s 

are  cl ear l y  b ased  o n  h i g h er  d ev el o p m en t acti v i ty  l ev e l s an d  p r i ce  fo recasts th an  th e  m a jo r  en g i n eer i n g  fi rm s are  

i n co rp o rati n g  i n  p u b l i sh ed  ev a l u ati o n s. W e  co n ti n u e  to  b e  v ery  acti v e  i n  seek i n g  an d  ev a l u ati n g  acq u i si ti o n  

p ro sp ects b u t fi n d  th em  v ery  ex p en si v e . It i s th erefo re  fo rtu n ate  th at w e  h o l d  th e  p ro p erti es w e  d o  – o u r  ro y al ty  

asse ts  - w h i ch , w i th  co n ti n u ed  d ev el o p m en t b y  o u r  l essees h el p s m i n i m i z e  o u r  p ro d u cti o n  rate  d ecl i n e  w h i l e  w e  

l o o k  fo r  acq u i si ti o n s th at w i l l  b e  accreti v e  to  o u r  p resen t an d  fu tu re  U n i th o l d ers.  

Fo r  fu rth er  i n fo rm ati o n  p l ease  co n tact: 
 
D av i d  San d m ey er , Presi d en t & C .E.O .  (403) 221-0848 
Jo e  H o l o w i sk y , Vi ce-Presi d en t, Fi n an ce  & C .F.O .  (403) 221-0855 
Karen  Tay l o r , M an ag er , In v esto r  Re l ati o n s  (403) 221-0891 
 
Freeh o l d  Ro y a l ty  Tru st 
Ph o n e :  (403) 221-0802 
Fax :  (403) 221-0888 
(to l l  free  i n  C an ad a / U .S. 1-888-257-1873) 
E-m ai l :  i r@freeh o l d tru st.co m  
W eb si te :  w w w .freeh o l d tru st.co m  
 

 



COMBINED BALANCE SHEETS 
 

 ($000s) 
March 31 

2004 
December 31 

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 
 

 

 



COMBINED STATEMENTS OF INCOME 
 

(unaudited)   
 Three Months Ended 
 March 31 

($000s, Except per Unit Data)   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 
 

 

 

 

COMBINED STATEMENTS OF UNITHOLDERS’ EQUITY 
 

(unaudited) 
($000s) 

 March 31 
 2004 

 December 31
 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 
 

 



COMBINED STATEMENTS OF CASH FLOWS 
 

(unaudited)   
 Three Months Ended 
 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 
 

 



NOTES TO INTERIM COMBINED FINANCIAL STATEMENTS 

Fo r  th e  p er i o d  en d ed  M arch  31, 2004 

1. SIGNIFICANT ACCOUNTING POLICIES 

Th e  i n ter i m  co m b i n ed  fi n an ci a l  statem en ts o f Freeh o l d  Ro y a l ty  Tru st ÒFreeh o l d Ó h av e  b een  p rep ared  b y  

m an ag em en t i n  acco rd an ce  w i th  acco u n ti n g  p r i n ci p l es g en era l l y  accep ted  i n  C an ad a . Th e  i n ter i m  co m b i n ed  

fi n an ci a l  statem en ts h av e  b een  p rep ared  fo l l o w i n g  th e  sam e  acco u n ti n g  p o l i ci es an d  m eth o d s o f co m p u tati o n  as 

th e  co m b i n ed  fi n an ci a l  statem en ts fo r  th e  fi sca l  y ear  en d ed  D ecem b er  31, 2003, u n l ess o th erw i se  i d en ti fi ed . Th e  

i n ter i m  co m b i n ed  fi n an ci a l  statem en ts sh o u l d  b e  read  i n  co n ju n cti o n  w i th  th e  co m b i n ed  fi n an ci a l  statem en ts an d  

th e  n o tes th ereto  i n  th e  Tru st’s an n u a l  rep o rt fo r  th e  y ear  en d ed  D ecem b er  31, 2003. 

2. CHANGE IN ACCOUNTING POLICY 

Asset Retirement Obl igations 

O n  Jan u ary  1, 2004, Freeh o l d  ad o p ted  C IC A  H an d b o o k  Secti o n  3110 ÒA sset Reti rem en t O b l i g ati o n sÓ. Th i s ch an g e  
i n  acco u n ti n g  p o l i cy  h as b een  ap p l i ed  retro acti v e l y  w i th  restatem en t o f p r i o r  p er i o d s p resen ted  fo r  co m p arati v e  
p u rp o ses . 

Freeh o l d  n o w  reco g n i z es th e  fai r  v a l u e  o f an  A sset Reti rem en t O b l i g ati o n  (A RO ) i n  th e  p er i o d  i n  w h i ch  i t i s 
i n cu rred  w h en  a  reaso n ab l e  esti m ate  o f th e  fai r  v a l u e  can  b e  m ad e . Th e  fai r  v a l u e  o f th e  esti m ated  A RO  i s reco rd ed  
a s  a  l o n g-term  l i ab i l i ty , w i th  a  co rresp o n d i n g  i n crease  i n  th e  carry i n g  v a l u e  th e  asset. In  p er i o d s su b seq u en t to  
i n i ti a l  m easu rem en t, th e  p assag e  o f ti m e  resu l ts i n  l i ab i l i ty  ch an g es an d  th e  am o u n t o f accreti o n  i s ch arg ed  ag a i n st 
cu rren t p er i o d  i n co m e . Th e  l i ab i l i ty  i s a l so  ad ju sted  fo r  rev i si o n s to  p rev i o u sl y  u sed  esti m ates. 

Prev i o u sl y , Freeh o l d  reco g n i z ed  a  p ro v i si o n  fo r  esti m ated  fu tu re  ab an d o n m en t an d  si te  resto rati o n  co sts 
ca l cu l ated  o n  th e  u n i t-o f-p ro d u cti o n  m eth o d  o v er  th e  rem ai n i n g  p ro v ed  reserv es. Th e  an n u al  ch arg e  w as 
ex p en sed  as p ro v i si o n  fo r  fu tu re  si te  resto rati o n , w i th  ab an d o n m en t an d  si te  resto rati o n  ex p en d i tu res ch arg ed  to  
th e  accu m u l ated  p ro v i si o n  as i n cu rred . 

Th i s ch an g e  i n  acco u n ti n g  p o l i cy  resu l ted  i n  th e  fo l l o w i n g  i n creases (d ecreases) to  Freeh o l d ’s fi n an ci a l  resu l ts: 

 

($000s)   
March 31, 

2003 
December 31, 

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) 

 

Th e  o p en i n g  ad ju stm en t to  2004 reta i n ed  earn i n g s w as a  red u cti o n  o f $101,000 (2003 - $153,000). Th i s refl ects th e  
cu m u l ati v e  i m p act o f accreti o n  an d  d ep l eti o n  ex p en se , n et o f th e  p rev i o u sl y  reco rd ed  cu m u l ati v e  si te  resto rati o n  
p ro v i s i o n . 

Petroleum and Natural  Gas Interests  

Petro l eu m  an d  n atu ra l  g as i n terests are  ev a l u ated  i n  each  rep o rti n g  p er i o d  to  d eterm i n e  th at th e  carry i n g  am o u n t 
i s reco v erab l e  an d  d o es n o t ex ceed  th e  fai r  v a l u e  o f th e  p ro p erti es. 



Th e  carry i n g  am o u n t i s assessed  to  b e  reco v erab l e  w h en  th e  su m  o f th e  u n d i sco u n ted  cash  fl o w s ex p ected  fro m  th e  
p ro d u cti o n  o f p ro v ed  reserv es, th e  l o w er  o f co st an d  m ark et o f u n p ro v ed  p ro p erti es an d  th e  co st o f m a jo r  
d ev e l o p m en t p ro jects ex ceed s th e  carry i n g  am o u n t. W h en  th e  carry i n g  am o u n t i s n o t assessed  to  b e reco v erab l e, 
an  i m p a i rm en t l o ss i s reco g n i z ed  to  th e  ex ten t th at th e  carry i n g  am o u n t ex ceed s th e  su m  o f th e  d i sco u n ted  cash  
fl o w s ex p ected  fro m  th e  p ro d u cti o n  o f p ro v ed  an d  p ro b ab l e  reserv es, th e  l o w er  o f co st an d  m ark et o f u n p ro v ed  
p ro p erti es an d  th e  co st o f m a jo r  d ev el o p m en t p ro jects o f th e  co st cen tre . Th e  cash  fl o w s are  esti m ated  u si n g  
ex p ected  fu tu re  p ro d u ct p r i ces an d  co sts an d  are  d i sco u n ted  u si n g  a  r i sk -free i n terest rate. 

Pr i o r  to  Jan u ary  1, 2004 th e  ce i l i n g  test am o u n t w as th e  su m  o f th e  u n d i sco u n ted  cash  fl o w s ex p ected  fro m  th e  
p ro d u cti o n  o f p ro v ed  reserv es, th e  l o w er  o f co st o r  m ark et o f u n p ro v ed  p ro p erti es an d  th e  co st o f m a jo r  
d ev e l o p m en t p ro jects l ess esti m ated  fu tu re  co sts fo r  ad m i n i strati o n , fi n an ci n g  an d  si te  resto rati o n . Th e  cash  fl o w s  
w ere  esti m ated  u si n g  p er i o d  en d  p r i ces an d  co sts. 

Freeh o l d ’s ca l cu l ati o n , p erfo rm ed  at Jan u ary  1, 2004, resu l ted  i n  n o  i m p a i rm en t l o ss. Th e  fu tu re  p r i ces Freeh o l d  
u sed  i n  esti m ati n g  cash  fl o w s w ere  b ased  o n  fo recasts b y  an  i n d ep en d en t reserv es ev a l u ato r , ad ju sted  fo r  
Freeh o l d ’s q u a l i ty , tran sp o rtati o n , an d  co n tract d i fferen ces. 

3. LONG-TERM DEBT 

Freeh o l d  h as a  $50.0 m i l l i o n  co m m i tted  p ro d u cti o n  faci l i ty  o n  w h i ch  $18.0 m i l l i o n  w as d raw n  at M arch  31, 2004. 

Th e  faci l i ty  i s stru ctu red  as a  o n e-y ear  co m m i tted  rev o l v i n g  cred i t faci l i ty , ex ten d i b l e  an n u al l y . In  th e  ev en t th at 

th e  l en d er  d o es n o t co n sen t to  su ch  ex ten si o n , th e  rev o l v i n g  cred i t faci l i ty  w i l l  rev ert to  a  th ree-y ear , n o n -rev o l v i n g  

am o rti z i n g  term  l o an  w i th  eq u a l  q u arter l y  p r i n ci p a l  rep ay m en ts. A t M arch  31, 2004, th e  en ti re  am o u n t 

o u tstan d i n g  u n d er  th e  p ro d u cti o n  faci l i ty  i s p resen ted  as l o n g-term  b ased  o n  Freeh o l d ’s ab i l i ty  to  refi n an ce  th i s 

am o u n t w i th  th e  u n d raw n  p o rti o n  o f th e  faci l i ty . Bo rro w i n g s u n d er  th e  faci l i ty  b ear  i n terest at th e  Ban k ’s p r i m e  

l en d i n g  rate , b an k ers’ accep tan ce  o r  LIBO R rates p l u s ap p l i cab l e  m arg i n s, ran g i n g  fro m  90 to  165 b asi s p o i n ts. 

In  ad d i ti o n , Freeh o l d  h as av a i l ab l e  a  $15.0 m i l l i o n  d em an d  o p erati n g  faci l i ty  an d  a  U .S. $10.0 m i l l i o n  sw ap  

faci l i ty  w h i ch  w as  u n u sed  a t M arch  31, 2004. Bo rro w i n g s u n d er  th ese  faci l i ti es b ear  i n terest at th e  Ban k ’s p r i m e  

l en d i n g  rate .   

C ash  i n terest p a i d  d u r i n g  th e  th ree  m o n th s en d ed  M arch  31, 2004 w as $165,000 (2003 - $176,000). 

4. UNITHOLDERS’ EQUITY 

D u r i n g  th e  q u arter , th e  Tru st i ssu ed  22,500 Tru st U n i ts i n  p ay m en t fo r  th e  m an ag em en t fee  to  Ri fe  Reso u rces 

M an ag em en t Ltd . (Òth e  M an ag erÓ).  

Th e  to ta l  o u tstan d i n g  Tru st U n i ts  a t M arch  31, 2004 w as  31,476,736 (2003 – 31,256,736). Th e  w ei g h ted  av erag e  

n u m b er  o f Tru st U n i ts o u tstan d i n g  fo r  th e  th ree  m o n th s  en d i n g  M arch  31, 2004 w a s  31,454,483 (2003 – 

30,621,875). 

Fo r  th e  th ree  m o n th s en d ed  M arch  31, 2004, th e  M an ag er  ch arg ed  th e  Tru st $737,000 i n  g en era l  an d  

ad m i n i strati v e  co sts. A t M arch  31, 2004 th ere  w as $544,000 i n  acco u n ts p ay ab l e  re l ati n g  to  th ese  co sts. A s w el l , 

th e  M an ag er  earn s a  fee  o f 1.5% o f th e  p u rch ase  p r i ce  o f o i l  an d  g as p ro p erti es acq u i red  b y  Freeh o l d , w i th  n o  fee  

b ei n g  ch arg ed  fo r  th e  cu rren t q u arter . 

5. ASSET RETIREMENT OBLIGATIONS 

Freeh o l d  h as n o  asset reti rem en t o b l i g ati o n s (A RO ) o n  i ts ro y a l ty  i n co m e  p ro p erti es. Freeh o l d ’s A RO  resu l ts fro m  

i ts resp o n si b i l i ty  to  ab an d o n  an d  recl a i m  i ts n et sh are  o f a l l  w o rk i n g  i n terest p ro p erti es. Th e  n et p resen t v a l u e  o f 

Freeh o l d ’s to ta l  A RO  i s esti m ated  to  b e  $3.7 m i l l i o n , w i th  th e  u n d i sco u n ted  v a l u e  b ei n g  $9.8 m i l l i o n . Pay m en ts to  

settl e  th e  o b l i g ati o n s are  ex p ected  to  o ccu r  co n ti n u a l l y  o v er  th e  n ex t 50 y ears, w i th  th e  m a jo r i ty  o f o b l i g ati o n s 



b ei n g  o v er  15 y ears aw ay . A  cred i t ad ju sted  r i sk  free  rate  o f 6.25% w as u sed  to  ca l cu l ate  th e  p resen t v a l u e  o f th e 

A RO . 

6. COMPARATIVE FIGURES 

C erta i n  co m p arati v e  fi g u res h av e  b een  restated  to  co n fo rm  to  th e  cu rren t y ear ’s fi n an ci a l  statem en t p resen tati o n . 

7. DISTRIBUTIONS TO UNITHOLDERS 
 

(unaudited)   
 Three Months Ended 
 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 

 

 


