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A D V I S O R Y –  C e r t a i n  i n f o r m a t i o n  r e g a r d i n g  P r o g r e s s  s e t  f o r t h  i n  t h i s

d o c u m e n t ,  i n c l u d i n g  m a n a g e m e n t ’s  a s s e s s m e n t  o f  P r o g r e s s ’  f u t u r e  p l a n s

a n d  o p e r a t i o n s ,  m a y  c o n s t i t u t e  f o r w a r d - l o o k i n g  s t a t e m e n t s  u n d e r

a p p l i c a b l e  s e c u r i t i e s  l a w  a n d  n e c e s s a r i l y  i n v o l v e  r i s k s  a s s o c i a t e d  w i t h

o i l  a n d  g a s  e x p l o r a t i o n ,  p r o d u c t i o n ,  m a r k e t i n g ,  a n d  t r a n s p o r t a t i o n  s u c h

a s  l o s s  o f  m a r k e t ,  v o l a t i l i t y  o f  c o m m o d i t y  p r i c e s ,  c u r r e n c y  f l u c t u a t i o n s ,

i m p r e c i s i o n  o f  r e s e r v e  e s t i m a t e s ,  e n v i r o n m e n t a l  r i s k s ,  c o m p e t i t i o n  f r o m

o t h e r  p r o d u c e r s  a n d  a b i l i t y  t o  a c c e s s  s u f f i c i e n t  c a p i t a l  f r o m  i n t e r n a l

a n d  e x t e r n a l  s o u r c e s ;  a s  a  c o n s e q u e n c e ,  a c t u a l  r e s u l t s  m a y  d i f f e r

m a t e r i a l l y  f r o m  t h o s e  a n t i c i p a t e d  i n  t h e  f o r w a r d - l o o k i n g  s t a t e m e n t s .
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RESERVE LIFE INDEX

The Trust’s reserve life index using annualized fourth quarter production is 6.3 years proved and 8.1

years proved plus probable. Reserve life calculated using annualized fourth quarter production may be

more reflective of reserve life due to the active capital program and the level of new production added

in the fourth quarter. 

2 0 0 4 2 0 0 4 2003 2003
Using Using Using Using

Annualized 2005 GLJ Annualized 2004 GLJ
Q4 Forecast Q4 Forecast

Production Production Production Production

Production (mmboe) 6 . 7 0 4 6 . 8 2 1 3.100 3.362

Proved Reserves (mmboe) 4 2 . 4 4 4 2 . 4 4 23.09 23.09

Proved Reserve Life Index (years) 6 . 3 6 . 2 7.4 6.9

Production (mmboe) 6 . 7 0 4 7 . 2 2 1 3.100 3.705

Proved Plus Probable Reserves (mmboe) 5 4 . 2 8 5 4 . 2 8 29.21 29.21

Proved Plus Probable RLI (years) 8 . 1 7 . 5 9.4 7.9

RESERVE REPLACEMENT

The Trust’s 2004 exploration and development program replaced production by a factor of 1.9 times

on a proved basis and 2.4 times on a proved plus probable basis. The total capital program including

the Cequel acquisition replaced production by a factor of 4.9 times on a proved basis and 6.1 on a

proved plus probable basis.
2 0 0 4

Production (mmboe) 4 . 9 5

Proved reserve additions not including acquisitions and divestments (mmboe) 9 . 5 8

Proved replacement ratio 1 . 9

Proved reserve additions including acquisitions and divestments (mmboe) 2 4 . 3

Proved replacement ratio 4 . 9

Proved plus probable reserve additions not incl. acquisitions and divestments (mmboe) 1 2 . 0 0

Proved plus probable replacement ratio 2 . 4

Proved plus probable reserve additions incl. acquisitions and divestments (mmboe) 3 0 . 0 2

Proved plus probable replacement ratio 6 . 1
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RECYCLE RATIO

The recycle ratio is a measure for evaluating the effectiveness of a company’s reinvestment program.

The ratio measures the efficiency of capital investment. It accomplishes this by comparing the operating

netback per barrel of oil equivalent to that year’s reserve finding and development costs. 

2 0 0 4

Operating netback ($/boe) 2 4 . 4 1

Proved finding and development costs after revisions of prior periods 

and including the change in future development capital ($/boe) 1 1 . 1 3

Proved recycle ratio 2 . 2

Proved plus probable finding and development after revisions of prior periods 

and including the change in future development capital ($/boe) 9 . 0 0

Proved plus probable recycle ratio 2 . 7

NET ASSET VALUE – DISCOUNTED AT 10 PERCENT

The Trust’s net asset value is measured with reference to the present value of future estimated net cash

flows from reserves estimates prepared by GLJ, the independent reserve engineers, and including land,

seismic data, adjustments for working capital deficiency and bank debt at year end. This calculation

can vary significantly depending on the natural gas and oil price assumptions used by GLJ. This

calculation does not represent a “going-concern” value since it only assumes the reserves contained in

the GLJ report.

Progress’ net asset value per trust unit at December 31, 2004 was $8.13 per trust unit using GLJ constant

prices and $7.33 per trust unit using GLJ forecasted prices. 

($ thousands) 2 0 0 4 2 0 0 4

Constant Forecasted
Price Price

Proved plus probable reserve value 1 7 4 4 , 4 7 7 6 7 9 , 1 6 0

Undeveloped acreage 2 7 5 , 0 0 0 7 5 , 0 0 0

Seismic 3 2 0 , 0 0 0 2 0 , 0 0 0

Working capital deficiency ( 3 7 , 8 2 1 ) ( 3 7 , 8 2 1 )

Bank debt ( 1 3 3 , 7 2 2 ) ( 1 3 3 , 7 2 2 )

Net asset value 6 6 7 , 9 3 4 6 0 2 , 6 1 7

Units outstanding 8 2 , 1 8 9 8 2 , 1 8 9

Net asset value per unit $ 8 . 1 3 $ 7 . 3 3

1 Reserve values are based on before tax estimates of future cash flows as evaluated by our independent qualified reserve evaluators using their
future commodity price forecast as presented in the pricing assumptions on page 17.

2 Internal estimate based on land sales values as reported in the Daily Oil Bulletin.
3 Seismic inventory values are an estimate of replacement value.
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The following discussion and analysis of financial results is dated February 21, 2005 and is to be

read in conjunction with the accompanying audited consolidated financial statements for the years

ended December 31, 2004 and 2003. The financial data presented has been prepared in accordance

with Canadian generally accepted accounting principles (“GAAP”). The reporting and the

measurement currency is the Canadian dollar.

Management uses cash flow from operations (before changes in non-cash working capital) (“cash

flow”) to analyze operating performance and leverage. The term distributable cash is also used to

present the amount of cash that the Trust distributes to unitholders. Neither distributable cash nor

cash flow presented have any standardized meaning prescribed by GAAP and therefore it may not

be comparable with the calculation of similar measures for other entities. Distributable cash and

cash flow as presented are not intended to represent operating profit for the period nor should they

be viewed as an alternative to operating profit, net earnings or other measures of financial performance

calculated in accordance with Canadian GAAP. The reconciliation between net earnings and cash

flow can be found in the consolidated statements of cash flows in the year end audited consolidated

financial statements. All references to cash flow throughout the MD&A are based on cash flow before

changes in non-cash working capital.

Plan of Arrangement – Transformation to a Trust

On July 2, 2004 Progress Energy Ltd. and Cequel Energy Inc. (“Cequel”) amalgamated to create

Progress Energy Trust (“Progress” or the “Trust”) and two publicly listed, exploration-focused

companies, ProEx Energy Ltd. (“ProEx”) and Cyries Energy Inc. (“Cyries”), pursuant to a Plan of

Arrangement (“Arrangement”). The Arrangement resulted in Progress Energy Ltd. shareholders

receiving one trust unit or exchangeable share of the Trust and 0.2 of a share in each of ProEx and

Cyries. Cequel shareholders received 0.695 trust units or exchangeable shares of the Trust and 0.139

of a share in each of ProEx and Cyries. Upon completion of the Arrangement, 65.4 million trust

units and 16.0 million exchangeable shares were outstanding. As at February 21, 2005 there were

67.8 million trust units and 13.8 million exchangeable shares outstanding. An assessment of the

Trust’s unitholder base indicates that approximately 30 percent of the trust units are currently held

by non-residents of Canada.

The Arrangement resulted in the Trust owning approximately 90 percent of the combined producing

assets of Progress Energy Ltd. and Cequel. The remainder of the properties of Progress Energy Ltd.

and Cequel were transferred to ProEx and Cyries, respectively, consisting of certain prospective natural

gas weighted assets and undeveloped land. As a result of the Arrangement the Trust and ProEx have

joint interest in certain properties and undeveloped land. These joint interest properties are governed

by standard industry agreements and in addition the Trust has entered into a Protocol Arrangement

with ProEx that specifies how each company will govern the management of the joint lands in

specifically identified areas of interest. The Protocol Arrangement identifies methods and processes

to be followed on both existing and new lands, joint facilities, marketing, seismic and surface rights.

To ensure good governance practices, both the Trust and ProEx have each created independent

committees of their Board of Directors to monitor compliance with the Technical Services Agreement

and the Protocol Arrangement. 

M A N A G E M E N T ’ S  D I S C U S S I O N  A N D  A N A LY S I S
Progress Energy Trust
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In conjunction with the Arrangement, the Trust entered into a Technical Services Agreement with

ProEx where the Trust provides personnel and certain administrative and technical services in

connection with the management, development, exploitation and operation of the assets of ProEx.

The Technical Services Agreement has no set termination date and will continue until terminated

by either party with one year prior written notice to the other party or some other date as mutually

agreed. The Trust provides these services to ProEx on an expense reimbursement basis, based on

ProEx’s monthly capital activity and production levels relative to the combined capital activity and

production levels of both the Trust and ProEx. 

The conversion of Progress Energy Ltd. to a Trust has been accounted for as a continuity of interest.

Accordingly, the consolidated financial statements for 2004 reflect the financial position, results of

operations and cash flows as if the Trust had always carried on the business formerly carried on by

Progress Energy Ltd. The year ended December 31, 2004 reflect the results of operations and cash

flows of Progress Energy Ltd. and its subsidiaries for the period January 1 to July 1, 2004 and the

results of operations and cash flows of the Trust and its subsidiary for the period July 2 to December 31,

2004. The comparative figures are the results of Progress Energy Ltd. and its subsidiaries. Due to

the conversion into an energy trust, certain information included in the MD&A for prior periods

may not be directly comparable.

The term “units” has been used to identify both the trust units and exchangeable shares of the Trust

issued on or after July 2, 2004 as well as the common shares of the corporation outstanding prior

to the conversion on July 2, 2004.

Description of Business

Progress is an open-ended, unincorporated investment trust governed by the laws of the province

of Alberta. The Trust’s unitholders and shareholders are the sole beneficiaries of the Trust. The trust

structure allows individual unitholders to participate in the cash flow of the business. Cash flow is

realized from the Trust’s ownership of natural gas and petroleum properties and related facilities.

Progress is a Calgary based, natural gas focused, trust targeting sustainable production and reserves

per trust unit through utilization of its technical capability and capital investment efficiencies. Primary

operating areas include the deep basin of northwest Alberta and the shallow foothills and plains

regions of northeast British Columbia. Trust units of Progress trade on the Toronto Stock Exchange

(“TSX”) under the symbol PGX.UN. Exchangeable shares and 6.75 percent convertible unsecured

subordinated debentures of Progress trade on the TSX under the symbols PGE and PGX.DB

respectively.
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O P E R AT I N G  S U M M A R Y

In accordance with Canadian industry practice, production volumes, reserve volumes and revenues

are reported on a Trust interest basis (working interest plus royalty interest), before deduction of

Crown and other royalties, unless otherwise indicated. The Trust’s results of operations are dependent

on production volumes of natural gas, crude oil and natural gas liquids and the prices received for

this production. Prices for these commodities have shown significant volatility during recent years

and are determined by supply and demand factors, including weather and general economic

conditions and changes in the Canadian/US currency exchange rate.

In this MD&A, production and reserves information may be presented on a “barrel of oil equivalent”

or “boe” basis with six thousand cubic feet (“mcf”) of natural gas being equivalent to one barrel of

crude oil or natural gas liquids. Boe’s may be misleading, particularly if used in isolation. A boe

conversion ratio of 6 mcf:1 bbl is based on an energy equivalency conversion method primarily

applicable at the burner tip and does not represent a value equivalency at the well-head.

Production
2 0 0 4 2003 % Change

Daily Production

Natural gas (mcf/d) 6 2 , 2 2 1 28,936 115%

Crude oil (bbls/d) 2 , 3 3 5 2,337 0%

Natural gas liquids (bbls/d) 814 299 172%

Total daily production (boe/d) 1 3 , 5 1 9 7,459 81%

Natural gas as a % of total production 7 7 % 65%

Production in 2004 averaged 13,519 boe per day consisting of 62,221 mcf per day of natural gas,

2,335 bbls per day of crude oil and 814 bbls per day of natural gas liquids. This compares favorably

to average production of 7,459 boe per day for the same period in 2003 mainly due to the Cequel

acquisition and successful drilling at the shallow foothills, northeast British Columbia core area,

partially offset by the transfer of assets to ProEx as part of the Arrangement. The Trust’s production

portfolio in 2004 was weighted 77 percent to natural gas, 17 percent to crude oil and six percent

to natural gas liquids. 

The Trust’s 2004 fourth quarter production averaged 18,368 boe per day, comprising of 86,998

mcf per day of natural gas, 2,475 boe per day of crude oil and 1,394 boe per day of natural gas liquids.

Management anticipates production to average between 18,500 and 19,500 boe per day in 2005.

M D & A (continued)
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Production Reconciliation
Production
Equivalent

(boe/d)

Production fourth quarter 2003 8,483

Decline on base production (1,660)

Exploration program production additions during 2004 5,666

Decline on new 2004 production (1,726)

2004 acquisition of Cequel 8,753

2004 transfer to ProEx (1,003)

2004 dispositions (145)

Production fourth quarter 2004 18,368

The 2004 exploration program produced production additions for the year of 5,666 boe per day.

With a capital expenditure program of $106.4 million this resulted in production being added at

a cost of $18,783 per boe per day. The production additions were mainly the result of successful

drilling results in the shallow foothills of northeast British Columbia. 

The Cequel acquisition accounted for all production additions through acquisitions during the year. 

The Trust continues to divest non-core assets. During the year the Trust transferred assets to ProEx

as part of the Arrangement and sold several minor properties in southwestern Saskatchewan, reducing

2004 fourth quarter production compared to 2003 fourth quarter production by 1,148 boe per day.

Key Producing Areas The following table summarizes the Trust’s average production by key producing

areas for the years ended December 31, 2004 and 2003 and the three months ended December 31,

2004:

Principal Producing Core Areas (boe/d)
F o u r t h

Q u a r t e r
2 0 0 4 2 0 0 4 2003 % Change

Fort St. John plains 2 , 7 8 3 3 , 0 4 9 2,280 34%

Shallow foothills 2 , 9 5 1 2 , 8 1 3 1,206 133%

Total British Columbia 5 , 7 3 4 5 , 8 6 2 3,486 68%

Gold Creek 9 , 0 2 3 4 , 1 7 4

Gilby 1 , 4 5 1 1 , 2 2 6 1,305 (6%)

Other 1 , 7 0 2 1 , 7 5 9 2,059 (15%)

Total Alberta 1 2 , 1 7 6 7 , 1 5 9 3,364 113%

Saskatchewan/Manitoba 4 5 8 4 9 8 609 (18%)

Total daily production 1 8 , 3 6 8 1 3 , 5 1 9 7,459 81%

Successful drilling in the shallow foothills of northeast British Columbia and the addition of the

Gold Creek properties as part of the Cequel acquisition contributed a substantial portion of the

production growth during the year.
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Pricing and Risk Management

Commodity prices through 2004 remained very robust with West Texas Intermediate (“WTI”) crude

oil hitting a new record level of US$53.00 per barrel in the fourth quarter and both the US New

York Mercantile Exchange (“NYMEX”) price and Canadian Alberta Energy Company interconnect

with the Nova System (“AECO”) prices trading up over $7.00 per MMbtu at times during the year.

Continuing political uncertainty and low refined product inventories caused ongoing uncertainties

in the crude oil markets with the 2004 WTI price starting the year at US$34.00 per barrel and

settling in at US$43.00 to US$48.00 per barrel at year end. Strong oil prices helped support the

natural gas prices as storage inventories hit highs in the fall. Reduced demand from space heating

due to a warmer than normal winter so far this year has resulted in storage levels remaining at surplus

levels in the US and close to normal in Canada.

As we look forward to 2005, we expect to see WTI oil prices remain in the US$40.00 to US$45.00

per barrel range and natural gas at AECO to trade between $6.00 to $7.25 per MMbtu. Progress

produces predominantly light oil and high heat content liquids rich natural gas that attract premium

prices in the market. This contributes to the Trust’s attractive netbacks that are illustrated on the

following tables.

Commodity Prices
2 0 0 4 2003 % Change

Average Benchmark Prices

AECO (daily) natural gas ($/mcf ) 6 . 5 1 6.70 (3%)

WTI crude oil (US$/bbl) 4 1 . 4 0 31.04 33%

Edmonton par price (Cdn$/bbl) 5 2 . 5 4 43.16 22%

Exchange rate (US$/Cdn$) 0 . 7 6 8 5 0.7138 8%

Average Realized Prices

Natural gas – before hedging ($/mcf ) 7 . 0 8 6.66 6%

Hedging settlements ($/mcf ) 0 . 1 3 0.07

Amortization of hedge premiums ($/mcf ) ( 0 . 0 3 ) (0.07)

Amortization of commodity sales contract ($/mcf ) 1 0 . 0 3 0.08

Change in fair value of financial instruments ($/mcf ) 2 ( 0 . 0 8 ) –

Natural gas – after hedging ($/mcf ) 7 . 1 3 6.74 6%

Crude oil – before hedging ($/bbl) 5 0 . 7 2 39.87 27%

Hedging ($/bbl) ( 5 . 0 5 ) (1.78)

Amortization of hedge premiums ($/bbl) ( 0 . 2 3 ) (0.13)

Change in fair value of financial instrument ($/bbl) 2 – 0.44

Crude oil – after hedging ($/bbl) 4 5 . 4 4 38.40 18%

Natural gas liquids ($/bbl) 4 5 . 4 0 33.02 37%

1 Amortization of physical natural gas sales contract acquired in conjunction with the acquisition of Campion Resources Ltd. on June 3, 2002.
Contract expires in 2008. 

2 Change in fair value of financial instrument of ineffective hedges or contracts that did not qualify for hedge accounting.

M D & A (continued)
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Natural Gas Pricing US natural gas prices are typically referenced off NYMEX at Henry Hub, Louisiana

while Alberta natural gas is referenced off Nova Inventory Transfer or the AECO Hub and British

Columbia natural gas off of Sumas Washington or Station #2 market centers. Virtually all of Progress’

natural gas is sold at market prices at one of the Alberta or British Columbia hubs.

Natural Gas Production and Prices by Province
2 0 0 4 2003

mcf/d $/mcf mcf/d $/mcf

Alberta 3 0 , 1 0 6 7 . 2 2 11,559 6.82

British Columbia 3 0 , 7 6 2 6 . 9 7 16,495 6.64

Saskatchewan and Manitoba 1 , 3 5 3 6 . 0 8 882 4.80

Total production and average sales price 1 6 2 , 2 2 1 7 . 0 8 28,936 6.66

1 Before the impact of hedging

Alberta Natural Gas Prices
2 0 0 4 2003

NYMEX (US$/mmbtu 12 month average – last 3 days) 6 . 0 9 5.44

Less: AECO basis differential to Henry Hub (US$/mmbtu) ( 1 . 0 9 ) (0.66)

AECO (US$/mmbtu) 5 . 0 0 4.78

Average exchange rate 1 . 3 0 1 2 1.4010

AECO price (Cdn$/mmbtu daily average) 6 . 5 1 6.70

Variance: Progress pool price vs spot 0 . 7 1 0.12

Progress average realized Alberta price (Cdn$/mcf ) 7 . 2 2 6.82

British Columbia Natural Gas Prices
2 0 0 4 2003

NYMEX (US$/mmbtu 12 month average – last 3 days) 6 . 0 9 5.44

Less: Station #2 basis differential to Henry Hub (US$/mmbtu) ( 1 . 1 2 ) (0.76)

Station #2 (US$/mmbtu) 4 . 9 7 4.68

Average exchange rate 1 . 3 0 1 2 1.4010

Station #2 price (Cdn$/ mmbtu daily average) 6 . 4 6 6.56

Variance: Progress pool price vs. spot 0 . 5 1 0.08

Progress average realized British Columbia price (Cdn$/mcf ) 6 . 9 7 6.64
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Risk Management

The Trust’s hedging activities are conducted pursuant to the Trust’s Risk Management Policy approved

by the Board of Directors. The Risk Management Policy has the following objectives:

• To reduce risk exposure to budgeted annual cash flow projections resulting from uncertainty or

changes in commodity prices, interest rates or foreign exchange

• To provide greater certainty and stability to monthly distributions.

• To limit the permissible structures to ensure hedging effectiveness.

• To limit hedging up to a maximum of 50 percent of budgeted production.

• To limit hedging activity to counter-parties that provide sufficient collateral in support of payment

or have investment grade credit ratings.

In 2004, the Trust entered into a number of financial transactions for natural gas and crude oil as

well as physical transactions for natural gas whereby it entered into monthly index swaps, bought

put options and entered into collar transactions. Progress’ commodity risk management positions

are fully described in Note 10 in the consolidated financial statements attached. As at December 31,

2004 the Trust would have received $3.7 million on the termination of these contracts. 

The Trust currently has natural gas financial contracts in place for the following production volumes:

Financial Price Risk Contract Natural Gas % of Estimated Natural Gas 
Management Volumes (’000 GJ/d) Production Net of Royalties

First quarter of 2005 45.0 70

Second quarter of 2005 30.0 50

Third quarter 2005 30.0 50

Fourth quarter 2005 10.0 15

Sensitivities
Estimated Effect on 2005
Cash Flow per Trust Unit

Change of $0.25 per mcf in the price of natural gas $0.07

Change of US$5.00 per barrel in the price of WTI $0.07

Change of 5,000 mcf/d in natural gas production $0.10

Change of 500 bbls/d in crude oil production $0.07

Change of $0.01 in the US$/Cdn$ exchange rate $0.03

Change of 1% in prime interest rate $0.02

These sensitivities reflect all commodity contracts as described in Note 10 of the consolidated financial

statements. They apply to prices, production, interest and exchange rates within the context of current

market rates. The sensitivities above will no longer apply above the ceiling or below the floor price

limits set by existing commodity contracts.

M D & A (continued)
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Revenue

Petroleum and natural gas revenue increased 100 percent to $214.7 million in 2004 from 

$107.5 million in 2003 mainly due to higher production volumes as a result of the Cequel acquisition

and successful drilling at the shallow foothills, northeast British Columbia core area, partially offset

by the transfer of properties to ProEx. Production increased 81 percent from 7,459 boe per day in

2003 to 13,519 boe per day in 2004 while realized commodity prices increased 10 percent from

$39.50 per boe in 2003 compared to $43.39 per boe in 2004. Petroleum and natural gas revenue

in 2004 before hedging consisted of $161.2 million from natural gas sales, $43.3 million from crude

oil sales and $13.5 million from the sale of natural gas liquids. 

($ thousands) 2 0 0 4 2003 % Change

Natural gas sales 1 6 1 , 1 7 0 70,314 129%

Crude oil sales 4 3 , 3 4 4 34,002 27%

Natural gas liquids sales 1 3 , 5 2 6 3,611 275%

Hedge settlements ( 1 , 6 5 8 ) (716)

Amortization of hedge premiums ( 7 0 9 ) (883)

Amortization of a commodity sales contract 1 7 6 2 838

Change in the fair value of financial instruments 2 ( 1 , 7 4 6 ) 373

Petroleum and natural gas revenue 2 1 4 , 6 8 9 107,539 100%

1 Amortization of physical natural gas sales contract acquired in conjunction with the acquisition of Campion Resources Ltd. on June 3, 2002.
Contract expires in 2008. 

2 Change in fair value of financial instrument of ineffective hedges or contracts that did not qualify for hedge accounting.

Royalties

Royalty expense consists of royalties paid to provincial governments, freehold landowners and

overriding royalty owners. Royalties increased 137 percent to $53.4 million in 2004 from $22.6 million

in 2003 due to increased revenue primarily as a result of the Cequel acquisition and successful drilling

in British Columbia. The Trust’s average royalty rate in 2004 was 24.5 percent (before the impact

of hedging charges) compared to 22.6 percent in 2003. The higher royalty rate in 2004 is attributable

to the increase gas weighting of the Trust’s production, as the Trust’s effective royalty rate on natural

gas (26.1 percent) is higher than crude oil (17.9 percent).

($ thousands) 2 0 0 4 2003

Royalties

Crown 4 4 , 4 8 2 17,990

Freehold and other 8 , 9 4 0 4,597

5 3 , 4 2 2 22,587

Total ($/boe) 1 0 . 8 0 8.30

Average royalty rate (after impact of hedging charges – %) 2 4 . 9 22.6

Average royalty rate (before impact of hedging charges – %) 2 4 . 5 22.5
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Royalties by Product

The following table provides a break down of royalties by product. Rates are calculated before the

impact of hedging activities and Alberta royalty tax credit:

($ thousands) 2 0 0 4 2003

Natural gas royalties 4 2 , 0 3 7 16,675

$/boe 1 1 . 0 8 9.47

Average natural gas royalty rate (%) 2 6 . 1 25.9

Crude oil royalties 7 , 7 7 3 5,393

$/boe 9 . 1 0 6.32

Average crude oil royalty rate (%) 1 7 . 9 16.7

Natural gas liquids royalties 3 , 6 1 2 986

$/boe 1 2 . 1 2 9.03

Average natural gas liquids royalty rate (%) 2 6 . 7 27.3

Management anticipates, based on current commodity prices that the average royalty rate for 2005,

before the impact of hedging, will be approximately 25 percent.

Operating Expenses

Operating expenses increased 90 percent to $29.1 million in 2004 compared to $15.3 million in

2003. The increase in operating expenses is mainly attributable to the Cequel acquisition. On a boe

basis, operating expenses for 2004 increased four percent to $5.87 from $5.63 in 2003. The increase

in 2004 is primarily the result of increased operating expense per boe on the Trust’s crude oil properties

acquired as part of the Cequel acquisition. 

The Trust purchased eight previously leased gas compressors in the fourth quarter of 2004 for a

total purchase price of $3.0 million. These purchases will reduce operating expenses by $1.0 million

in 2005 as the result of eliminating compressor rental fees. Management anticipates operating expenses

for 2005 to be between $5.25 and $5.50 per boe. 

($ thousands) 2 0 0 4 2003 % Change

Total operating expenses 2 9 , 0 5 0 15,328

$/boe 5 . 8 7 5.63 4%

Natural gas properties operating expenses 1 9 , 2 0 3 8,786

$/boe 4 . 8 2 4.82 0%

Crude oil properties operating expenses 9 , 8 4 7 6,542

$/boe 1 0 . 2 0 7.26 40%
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Transportation Expenses

Transportation expenses increased 50 percent to $11.4 million in 2004 compared to $7.6 million

in 2003. On a boe basis, transportation expenses in 2004 decreased 18 percent to $2.31 compared

to $2.81 in 2003. The decrease on a boe basis is mainly attributable to a decrease in the proportion

of production from British Columbia. As a result of the Cequel acquisition the Trust’s production

in British Columbia went from representing 47 percent of total production in 2003 to 43 percent

in 2004. In British Columbia, there is an infrastructure owned by Duke Energy that enables gas

producers to avoid facility construction in exchange for regulated gathering, processing and

transmission fees. This all-in charge is included in transportation expenses. 

Operating Netbacks 

Although many wells produce both crude oil and natural gas, a well is categorized as a natural gas

well or an oil well based upon the proportion of natural gas or crude oil production. The following

table summarizes the operating netbacks for natural gas and oil properties:

2 0 0 4 2003

Natural Gas Properties ($/mcf )

Sales price – before hedging 7 . 1 0 6.59

Hedging settlements 0 . 1 0 0.07

Amortization of hedge premiums ( 0 . 0 2 ) (0.07)

Amortization of commodity sales contract 0 . 0 3 0.08

Change in fair value of financial instruments ( 0 . 0 6 ) –

Royalties ( 1 . 8 1 ) (1.60)

Operating expenses ( 0 . 8 0 ) (0.80)

Transportation expenses ( 0 . 3 2 ) (0.54)

Operating netback – natural gas properties 4 . 2 2 3.73

Oil Properties ($/bbl)

Sales Price – before hedging 4 8 . 1 0 39.88

Hedging settlements ( 4 . 4 7 ) (1.68)

Amortization of hedge premiums ( 0 . 2 1 ) (0.12)

Change in fair value of financial instrument – 0.41

Royalties ( 1 0 . 6 1 ) (6.23)

Operating expenses ( 1 0 . 2 0 ) (7.26)

Transportation expenses ( 1 . 8 8 ) (1.94)

Operating netback – oil properties 2 0 . 7 3 23.06
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General and Administrative Expenses

General and administrative expenses net of overhead recoveries on operated properties, (“G&A”)

increased 55 percent to $5.6 million ($1.14 per boe) in 2004 compared to $3.6 million ($1.34 per

boe) in 2003. The increase in G&A expense is due to the increase in full-time and contract staff

required as a result of the increased size of the Trust’s operations due to the Cequel acquisition.

($ thousands) 2 0 0 4 2003

Gross G&A 9 , 4 6 3 6,359

Performance Unit Incentive Plan 5 0 2 –

Stock based compensation cost – 246

Operator recoveries ( 2 , 8 3 3 ) (2,017)

Capitalized expenses ( 1 , 4 9 2 ) (943)

Net G&A 5 , 6 4 0 3,645

Net G&A ($/boe) 1 . 1 4 1.34

In conjunction with the Arrangement, the Trust entered into a Technical Services Agreement with

ProEx where the Trust provides personnel and certain administrative and technical services in

connection with the management, development, exploitation and operation of the assets of ProEx.

The Technical Services Agreement has no set termination date and will continue until terminated

by either party with one year prior written notice to the other party or some other date as mutually

agreed. The Trust provides these services to ProEx on an expense reimbursement basis, based on

ProEx’s monthly capital activity and production levels relative to the combined capital activity and

production levels of both the Trust and ProEx. Total expenses reimbursed by ProEx and netted against

gross G&A expenses above for 2004 were $0.6 million.

The Progress Performance Unit Incentive Plan (the “Plan”) is a long-term incentive program approved

in conjunction with the Arrangement and finalized by the Board of Directors in December 2004.

The Plan provides for employees, directors and contract employees (“service providers”) to be granted

trust units and accumulated distributions over a three year performance period. At the end of the

performance period service providers will earn and be paid from 0.5 to 1.5 times their initial trust

unit grant based on the performance of the Trust as it compares to its peers. Performance will be

measured based on total trust unit return (change in trust unit price and accumulated distributions)

of Progress compared to a peer group of 12 trusts. Payment may be in the form of cash or trust

units, at the Trust’s option. Management anticipates, at the end of the performance period,

accumulated distributions will be paid in cash and trust units will be paid from treasury. As a result,

accumulated distributions are accounted for as a reduction to cash flow and the amortization of the

trust unit grants are accounted for as a non-cash charge. 

The magnitude of operator recoveries is a function of activity levels and the degree to which operations

are operated by the Trust. Progress operates 89 percent of its production and generally operates all

of the drilling and construction activity. Operator recoveries for 2004 were $2.8 million compared

to $2.0 million in 2003. This increase is primarily a result of a larger exploration and development

capital program during the year. 
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The Trust capitalized approximately $1.5 million of G&A in 2004 and $0.9 million in 2003. The

majority of these costs represent geological and geophysical salaries.

Management anticipates G&A expense to average approximately $1.25 per boe in 2005.

Interest and Financing Expenses

Interest and financing expenses in 2004 increased 65 percent to $3.4 million compared to $2.1 million

in 2003. The increase is primarily due to higher average debt levels due to the assumption of Cequel’s

debt, net of $10.0 million of debt assumed by ProEx (refer to Plan of Arrangement).

($ thousands) 2 0 0 4 2003

Financing charges 3 , 4 3 1 2,084

Cost ($/boe) 0 . 6 9 0.77

Average total debt outstanding 9 9 , 1 7 9 51,883

Average interest rate (%) 3 . 5 4.0

Subsequent to year end the Trust issued $100 million principal amount of 6.75 percent convertible

unsecured subordinated debentures (the “Debentures”). The Debentures pay interest semi-annually,

have a maturity date of June 30, 2010 and are convertible, at the option of the holder, at any time

into fully paid trust units of Progress at a conversion price of $15.00 per trust unit. The net proceeds

of the financing were used to reduce outstanding bank indebtedness. Management anticipates as a

result of this transaction the Trust’s interest rate for 2005 will increase to approximately six percent.

Depletion, Depreciation and Accretion

Depletion and depreciation of property, plant and equipment and the accretion of the asset retirement

obligations (“DD&A”) increased 131 percent to $58.6 million in 2004 from $25.3 million in 2003.

The increase is due to both higher production and a higher depletable base in 2004 as a result of

the Cequel acquisition. On a boe basis DD&A has increased due to the acquisition of Cequel and

the inclusion of these assets at their fair market value. DD&A per boe in 2004 was $11.84 compared

to $9.30 in 2003. 

($ thousands) 2 0 0 4 2003

Depletion 1 5 7 , 1 2 9 24,169

Depreciation 3 7 6 171

Accretion of asset retirement obligation 1 1 , 0 8 3 972

Depletion, depreciation and accretion expense 5 8 , 5 8 8 25,312

DD&A ($/boe) 1 1 . 8 4 9.30

DD&A (%) 1 3 . 8 12.7
1 The above amounts have been restated for the change in accounting policy related to asset retirement obligations.
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Income and Capital Taxes

Capital taxes were $1.5 million in 2004 and $0.8 million in 2003. This increase is primarily

attributable to the Cequel acquisition. The provision for future income taxes in 2004 decreased to

a recovery of $4.2 million from an expense of $8.9 million in 2003. The Trust is a taxable entity

under the Income Tax Act (Canada) and is taxable only on income that is not distributed or

distributable to unitholders. It is expected the Trust will not incur any cash income taxes in the future

and as such the future tax liability recorded on the balance sheet will recover through future

net earnings.

Net Earnings and Cash Flow 

Net earnings increased 147 percent to $52.6 million in 2004 compared to $21.2 million in 2003.

The increase was primarily due to the Cequel acquisition and the reorganization into a trust which

resulted in the Trust recording an income tax recovery during the third and fourth quarter of 2004.

Basic net earnings in 2004 were $0.91 per trust unit compared to $0.68 per trust unit in 2003.

Similarly, diluted net earnings in 2004 were $0.89 per trust unit compared to $0.63 per trust unit

in 2003. 

Cash flow increased 104 percent to $110.5 million in 2004 compared to $54.3 million in 2003

mainly due to higher natural gas production as a result of the Cequel acquisition. Diluted cash flow

in 2004 was $1.87 per trust unit compared to $1.62 per trust unit in 2003.

Quarterly Financial Summary 1, 2

($ thousands, except per unit amounts) Three Months Ended

Dec. 31 Sept. 30 Jun. 30 Mar. 31 Dec. 31 Sept.30 Jun. 30 Mar. 31
2004 2004 2004 2004 2003 2003 2003 2003

Petroleum and natural 
gas revenue 76,767 68,299 38,811 30,812 28,370 24,939 24,784 29,446

Cash flow 41,344 36,355 17,833 14,928 13,391 12,317 12,502 16,045

Per unit basic 0.50 0.45 0.52 0.44 0.41 0.39 0.40 0.52

Per unit diluted 0.50 0.45 0.49 0.41 0.39 0.37 0.37 0.48

Net earnings 22,717 19,149 4,464 6,247 4,293 3,647 6,835 6,470

Per unit basic 0.28 0.24 0.13 0.19 0.13 0.12 0.22 0.21

Per unit diluted 0.28 0.24 0.12 0.17 0.12 0.11 0.20 0.20
1 The above amounts have been restated for changes in accounting policies related to asset retirement obligations and transportation expense.

Refer to Note 1 in the consolidated financial statements attached. 
2 Quarterly petroleum and natural gas revenue and cash flow remained relatively constant in 2003 and increased in the first two quarters

of 2004 primarily due to increasing production due to successful drilling in British Columbia. Third and fourth quarter 2004 petroleum
and natural gas revenue and cash flow increased primarily due to the Cequel acquisition and successful drilling at the shallow foothills,
northeast British Columbia core area, partially offset by the transfer of assets to ProEx as part of the Arrangement.
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FOURTH QUARTER ANALYSIS
Q 4 Q3 Q4

2 0 0 4 2004 2003

Operational Highlights

Daily Production

Natural gas (mcf/d) 8 6 , 9 9 8 81,783 33,237

Crude oil (bbl/d) 2 , 4 7 5 2,475 2,629

Natural gas liquids (bbl/d) 1 , 3 9 4 1,197 315

Total daily production (boe/d) 1 8 , 3 6 8 17,302 8,483

Average Benchmark Prices

AECO (daily) natural gas ($/mcf ) 6 . 4 3 6.21 5.72

WTI crude oil (US$/bbl) 4 8 . 2 8 43.88 31.18

Edmonton par price (Cdn$/bbl) 5 7 . 7 4 56.15 39.58

Exchange rate (US$/Cdn$) 0 . 8 1 9 2 0.7650 0.7600

Average Realized Prices

Natural gas – before hedging ($/mcf ) 7 . 3 2 6.94 5.89

Natural gas – after hedging ($/mcf ) 7 . 4 5 6.99 6.04

Crude oil – before hedging ($/bbl) 5 5 . 6 9 53.35 37.73

Crude oil – after hedging ($/bbl) 4 8 . 2 1 47.31 36.35

Natural gas liquids ($/bbl) 4 8 . 2 4 45.09 32.71

Financial Highlights
($ thousands, except per unit amounts)

Petroleum and natural gas revenue 7 6 , 7 6 7 68,299 28,370

Royalties ( 1 9 , 5 7 2 ) (16,750) (6,053)

Operating expenses ( 9 , 3 8 3 ) (9,255) (4,432)

Transportation expenses ( 3 , 3 0 9 ) (3,152) (2,303)

General and administrative expenses ( 2 , 0 9 5 ) (1,938) (1,403)

Cash flow from operations 4 1 , 3 4 4 36,355 13,391

Depletion, depreciation and accretion 2 2 , 5 4 0 20,645 7,329

Net earnings 2 2 , 7 1 7 19,149 4,293

Per unit basic 0 . 2 8 0.24 0.13

Per unit diluted 0 . 2 8 0.24 0.12

Balance Sheet

Capital expenditures 3 3 , 9 9 4 12,112 18,858

Production

Production during the fourth quarter of 2004 increased by six percent to 18,368 boe per day

compared to 17,302 boe per day in the third quarter of 2004, and increased 117 percent compared

to the fourth quarter of 2003 at 8,483 boe per day. The production increase from the third quarter

to the fourth quarter in 2004 was primarily the result of wells returning to production after scheduled

plant maintenance at McMahon, Gold Creek and Thorsby during the third quarter. The production

increase from the fourth quarter of 2004 compared to the fourth quarter of 2003 was primarily due
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to the Cequel acquisition and successful drilling at the shallow foothills, northeast British Columbia

core area, partially offset by the transfer of assets to ProEx as part of the Arrangement. 

Revenue

Petroleum and natural gas revenue for the fourth quarter of 2004 increased 12 percent to 

$76.8 million compared to the third quarter of 2004 of $68.3 million and increased 171 percent

over the $28.4 million recognized for the fourth quarter of 2003. The increase in petroleum and

natural gas revenue in the fourth quarter of 2004 compared to the third quarter of 2004 was primarily

the result of increased production. The increase from the fourth quarter of 2004 to the fourth quarter

of 2003 is primarily the result of increased production and higher natural gas prices.

Royalties

Royalties for the fourth quarter of 2004 increased 17 percent to $19.6 million compared to the

third quarter of 2004 of $16.8 million and increased 223 percent over the $6.1 million recognized

for the fourth quarter of 2003. The average royalty rate (before the impact of hedging charges)

remained relatively consistent with the fourth quarter of 2004 at approximately 25.3 percent

compared to 24.2 percent in the third quarter of 2004. The higher royalty rate in the fourth quarter

of 2004 compared to a royalty rate of 21.9 percent in the fourth quarter of 2003 is attributable to

the increased gas weighting of the Trust’s production, as the Trust’s effective royalty rate on natural

gas is higher than crude oil.

Operating Expenses

Operating expenses for the fourth quarter of 2004 increased one percent to $9.4 million over the

third quarter of 2004 of $9.3 million and increased 112 percent over the fourth quarter of 2003 of

$4.4 million. Operating expenses during the fourth quarter of 2004 averaged $5.55 per boe compared

to $5.81 per boe during the third quarter of 2004 and $5.68 per boe during the fourth quarter of

2003. Higher operating expense per boe in the third quarter of 2004 was the result of scheduled

plant maintenance at several facilities. 

Transportation Expenses

Transportation expenses for the fourth quarter of 2004 increased five percent to $3.3 million over

the third quarter of 2004 of $3.2 million and increased 44 percent over the fourth quarter of 2003

of $2.3 million. Transportation expenses during the fourth quarter of 2004 averaged $1.96 per boe

compared to $1.98 per boe during the third quarter of 2004 and $2.95 per boe during the fourth

quarter of 2003. As a result of the Cequel acquisition, the Trust’s production in British Columbia

went from representing 47 percent of total production in 2003 to 43 percent in 2004, resulting in

reduced transportation expense per boe. In British Columbia, there is an infrastructure owned by

Duke Energy that enables gas producers to avoid facility construction in exchange for regulated

gathering, processing and transmission fees. This all-in charge is included in transportation expenses. 

General and Administrative Expense

G&A for the fourth quarter of 2004 increased eight percent to $2.1 million compared to the third

quarter of 2004 of $1.9 million and increased 49 percent over the fourth quarter of 2003 of 

$1.4 million. G&A expenses averaged $1.24 per boe during the fourth quarter of 2004 compared
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to $1.22 in the third quarter of 2004 and $1.80 during the fourth quarter of 2003. In the fourth

quarter of 2003 G&A expenses include annual provisions for year end audit, reserve report and

employee bonuses. 

G&A expenses are forecasted to be approximately $1.25 per boe for 2005.

Income and Capital Taxes

Capital taxes for the fourth quarter decreased nine percent to $0.5 million compared to the third

quarter of 2004 of $0.6 million and increased 130 percent over the fourth quarter of 2003 of 

$0.2 million. This increase from 2003 is primarily attributable to the Cequel acquisition. The

provision for future income taxes in the fourth quarter of 2004 decreased to a recovery of $4.5 million

from an expense of $1.8 million in the fourth quarter of 2003. The Trust is a taxable entity under

the Income Tax Act (Canada) and is taxable only on income that is not distributed or distributable

to unitholders. It is expected the Trust will not incur any cash income taxes in the future and as

such the future tax liability recorded on the balance sheet will recover through future net earnings.

Depletion, Depreciation and Accretion

DD&A expense for the fourth quarter of 2004 was $22.5 million compared to $20.6 million for

the third quarter of 2004 and $7.3 million for the fourth quarter of 2003. The increase in the fourth

quarter is due to both higher production and a higher depletable base in 2004 due to the Cequel

acquisition. This resulted in depletion and depreciation of $13.34 per boe for the fourth quarter of

2004 compared to $12.97 per boe for the third quarter of 2004 and $9.39 for the fourth quarter

of 2003. On a boe basis, DD&A in 2004 increased due to the acquisition of Cequel and the inclusion

of these assets at their fair market value.

Net Earnings and Cash flow

Net earnings for the fourth quarter of 2004 were $22.7 million compared to $19.1 million for the

third quarter of 2004 and $4.3 million for the fourth quarter of 2003. The increase in net earnings

over both the third quarter of 2004 and fourth quarter of 2003 is mainly due to higher revenue

from increased production. 

Capital Expenditures

During the fourth quarter the Trust incurred $28.3 million on exploration and development capital

including $0.8 million in land acquisition and retention, $0.4 million in geological and geophysical,

$18.5 million in drilling and completions and $8.6 million in facility construction. During the fourth

quarter the Trust drilled 21 gross wells (9.7 net) with 10 gross wells drilled in the shallow foothills

of northeast British Columbia, three gross wells in the Fort St John plains, British Columbia core

area and eight gross wells drilled in Alberta. Included in facility charges in the fourth quarter is the

purchase of nine gas compressors for a total purchase price of $4.0 million. 

Net capital investment during the fourth quarter was $34.0 million compared to $12.1 million in

the third quarter of 2004 and $18.9 million in the fourth quarter of 2003. Net property acquisitions

during the fourth quarter were $5.3 million, primarily the result of undeveloped land purchased

from a third party in the shallow foothills of northeast British Columbia.
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D I S T R I B U TA B L E  C A S H  A N D  D I S T R I B U T I O N S

Management monitors the Trust’s distribution payout policy with respect to forecasted net cash flow,

debt levels and capital expenditures. Progress expects to distribute approximately 70 percent of its

annual cash flow to unitholders and retain the remaining cash flow for capital expenditures and

debt repayment. Exchangeable shares are convertible into trust units of the Trust based on the exchange

ratio, which is adjusted monthly to reflect that distributions are not paid on the exchangeable shares

and cash flow related to the exchangeable shares is retained by the Trust for additional capital expenditures

or debt repayment. The key drivers of Progress’ cash flow, as is generally the case with other energy

trusts, are commodity prices and production. Since the Trust’s production is heavily weighted to

natural gas (77 percent in 2004), natural gas prices have a significant effect on its cash flow. 

Distributable cash is not a measure under GAAP and there is no standard measure of distributable

cash. Distributable cash, as presented, may not be comparable to similar measures presented by other

trusts. Progress’ initial cash distribution declared was $0.14 per trust unit for the month of July.

The Trust maintained this cash distribution per unit throughout the year.

Six Months Ended
($ thousands, except per unit amounts) December 31, 2004

Cash flow from operations before changes in non-cash working capital 7 7 , 7 1 2

Cash withheld to fund capital expenditures 2 2 , 0 0 7

Cash distributions declared 5 5 , 7 0 5

Accumulated cash distributions, beginning of period –

Accumulated cash distributions, end of period 5 5 , 7 0 5

Cash distributions per unit 1 0 . 8 4

Accumulated cash distributions per unit, beginning of period –

Accumulated cash distributions per unit, end of period 0 . 8 4

1 Cash distributions per trust unit reflect the sum of the per trust unit amounts paid and declared to unitholders.

Capital Expenditures

The Trust invested approximately $106.4 million in net capital expenditures in 2004 compared to

$84.3 million in 2003. 

($ thousands) 2 0 0 4 2003

Land acquisitions and retention 9 , 8 8 3 11,999

Geological and geophysical 7 , 2 2 5 6,522

Drilling and completions 5 7 , 1 7 7 45,674

Equipping and facilities 3 2 , 6 7 9 23,917

Net property acquisitions (dispositions) ( 1 , 9 8 6 ) (4,160)

Corporate assets 1 , 4 4 4 342

Total net capital expenditures 1 0 6 , 4 2 2 84,294

Progress drilled 64 gross wells (41.9 net) with an 89 percent success rate in 2004. Included in this

drilling activity are 26 gross wells (18.2 net) drilled in the shallow foothills of northeast British

Columbia. Additionally, eight wells (1.6 net) were drilled in the Gundy field. The success of the
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drilling program in the shallow foothills of northeast British Columbia continues to support the

long-term development potential of this tight, multi-zone gas region. In the Trust’s largest producing

region, Gold Creek in northwest Alberta, the Trust drilled nine gross wells (5.0 net) during the year.

The Trust expects to drill 75 to 80 gross wells, or 40 to 45 net, in 2005 with approximately 45 gross

wells (24 net) focused in the foothills and plains regions of northeast British Columbia and

approximately 30 gross wells (17 net) planned in the Gold Creek area of northwest Alberta on a

capital program totaling approximately $70.0 to $75.0 million. The Trust’s capital investment program

is expected to be split approximately 65 percent to drilling and completions, 20 percent to facilities

with the remaining 15 percent allocated to land and seismic expenditures. The Trust does not set

a budget for property acquisitions. 

Undeveloped Land 

Undeveloped land at year end increased 59 percent to 569,479 acres compared to 358,602 acres in

2003 due to the acquisition of Cequel and an active land acquisition program. The Trust purchased

approximately 94,000 net acres at Crown land sales during 2004 and acquired 14,000 net freehold

acres in Progress’ core areas. Two fourth quarter acquisitions in the shallow foothills of northeast

British Columbia added an additional 25,000 net acres of which 8,000 net acres have a commitment

by ProEx to shoot seismic and drill at their cost to evaluate prospectivity. Progress continues to

maintain a high working interest in its undeveloped land. Progress’ average working interest in its

undeveloped land at year end was 70 percent. 

2 0 0 4 2003

(acres) G r o s s N e t Gross Net

Alberta 4 1 2 , 2 3 8 3 3 3 , 2 4 5 174,184 139,227

British Columbia 3 2 2 , 3 1 6 1 6 4 , 2 7 6 196,659 137,592

Saskatchewan 7 7 , 1 4 1 7 1 , 9 5 8 86,476 81,783

Total undeveloped land 8 1 1 , 6 9 5 5 6 9 , 4 7 9 457,319 358,602

At year end the Trust had an option to earn an interest in 18,000 gross acres of undeveloped land

in British Columbia. The Trust, at its option, can earn an interest in part or all of these lands by

drilling up to four wells.

Over the next 12 months 125,000 net acres or 22 percent of Progress’ undeveloped land will be

subject to expiry. The Trust has an active farmout strategy in place with 112,000 net acres of

undeveloped land committed under farmout agreements at standard industry terms.

Goodwill

The Trust recorded goodwill of $405.7 million in 2004 as a result of the acquisition of Cequel. In

2002 Progress attributed $9.0 million of value to goodwill in the acquisition of Campion

Resources Ltd., resulting in a total of $414.7 million of goodwill recorded on Progress’ balance sheet

at year end. In accordance with Canadian GAAP goodwill is not amortized but is subject to an

impairment test. Progress conducts a goodwill impairment test on an annual basis at its fiscal year

end. Goodwill may be tested for impairment between annual tests in certain situations. There was

no impairment of goodwill as a result of the tests conducted at December 31, 2004 and 2003.
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Liquidity and Capital Resources
($ thousands) 2 0 0 4 2003

Working capital deficiency 3 7 , 8 2 1 10,360

Bank debt 1 3 3 , 7 2 2 45,073

Total debt 1 7 1 , 5 4 3 55,433

At December 31, 2004 the Trust had $133.7 million outstanding on its credit facility and a working

capital deficiency of $37.8 million, resulting in $171.5 million of total debt. In conjunction with

the Arrangement, the Trust entered into new credit facilities with a syndicate of banks and currently

has a $200 million extendible revolving term credit facility and a $15 million working capital credit

facility. The facilities are available on a revolving basis for a period of at least 364 days until May 31,

2005, and such initial term out date may be extended for further 364 day periods at the request of

the Trust, subject to approval by the banks. Following the term out date, the facilities will be available

on a non-revolving basis for a one year term, at which time the facilities would be due and payable.

The credit facilities are secured by a $500 million fixed and floating charge debenture on the assets

of the Trust and by a guarantee and subordination provided by Progress in respect of the Trust’s

obligations. The $215 million borrowing base is subject to semi-annual review by the banks. 

Bank debt increased from $45.1 million as at December 31, 2003 to $133.7 million as at 

December 31, 2004. This increase is primarily the result of the assumption of Cequel’s debt, net

of $10.0 million of debt assumed by ProEx and capital expenditures. Working capital deficiency

increased from $10.4 million as at December 31, 2003 to $37.8 million as at December 31, 2004

due to increased accounts payable and accrued liabilities as a result of increased capital spending in

the fourth quarter of 2004.

Subsequent to year end, on February 2, 2005, the Trust issued $100 million principal amount of

6.75 percent convertible unsecured subordinated debentures. The Debentures pay interest semi-

annually, have a maturity date of June 30, 2010 and are convertible, at the option of the holder, at

any time into fully paid trust units of Progress at a conversion price of $15.00 per trust unit. The

net proceeds of the financing were initially used to reduce outstanding bank indebtedness. The

Debentures are listed for trading on the Toronto Stock Exchange under the symbol PGX.DB.

The Trust’s investing activities for 2004 primarily consists of expenditures on its capital program

and distributions to unitholders. Management anticipates that the Trust will continue to have adequate

liquidity to fund future working capital and forecasted capital expenditures during 2005 through

a combination of cash flow and debt. Cash flow used to finance these commitments may reduce

the amount of cash distributions paid to unitholders.

Commitments

The Trust contracts for firm transportation on the TransCanada PipeLines Limited and ATCO Ltd.

systems in Alberta and the Duke Energy Corp. system in British Columbia. Service is contracted

on a term basis with revolving renewals.

M D & A (continued)



MD&AManag emen t’ s  D i s c u s s i on  and  Ana l y s i s P R O G R E S S  E N E R G Y  T R U S T 41

The Trust must pay Crown royalty, surface rentals, mineral taxes and abandonment and reclamation

costs with respect to its ongoing ownership of hydrocarbon production rights. The amounts paid

with respect to these burdens will depend on the future ownership, production, prices and legislative

environment at the time.

Reserves producing approximately five percent of Progress’ current production are dedicated to certain

aggregator sales arrangements. Under these arrangements, Progress’ receives a price based on the

average netback price of the pool, net of transportation expenses incurred by the aggregator for the

life of the reserves.

Progress has the following minimum annual commitments:
Minimum Annual

Commitment

($ thousands) Total 2005 2006 2007 – 2009

Bank debt 1 133,722 – 133,722

Pipeline commitments 21,612 11,105 8,843 1,664

Total commitments 155,334 11,105 142,565 1,664

1 Based on the existing terms of the revolving credit facilities which are subject to renewal on or before May 31, 2005. If not extended, the
facilities would be available on a non-revolving basis for a one-year term at which time the facilities would be due and payable.

In addition, the Trust has commitments related to its commodity risk management program (refer

to Note 10 of the consolidated financial statements of Progress).

TA X  I N F O R M AT I O N  

This information is intended to provide general guidance regarding taxation matters to any particular

holder or potential holder of Progress trust units and exchangeable shares. It is not meant to be an

exhaustive discussion of all possible income tax considerations nor is it intended to be legal or tax

advice to any particular holder or potential holder of Progress trust units. Holders or potential holders

of trust units or shares should consult their own tax advisor as to the particular income tax

consequences of holding the trusts units.

Exchangeable Shareholders The exchangeable shares are listed on the TSX under the symbol “PGE”

and are convertible into trust units, at the option of the shareholder, based on the then current

exchange ratio. Exchangeable shareholders are not eligible to receive monthly cash distributions,

however the exchange ratio increases on a monthly basis by an amount equal to the current month’s

trust unit distribution multiplied by the then current exchange ratio and divided by the five day

weighted average trading price of the trust units at the end of each month. The gain realized as a

result of the monthly increase in the exchange ratio is, in most circumstances, taxed as a capital gain

rather than income and is therefore subject to a lower effective tax rate. Tax on the exchangeable

share is deferred until the exchangeable share is sold or converted into trust units.

Canadian Individual Trust Unitholders The Trust currently qualifies as a mutual fund trust under the

Income Tax Act (Canada) and, accordingly, trust units of the Trust are qualified investments for

RRSP’s, RRIF’s, RESP’s and DPSP’s. Each year, the Trust is required to file an income tax return

and any taxable income in the Trust is allocated to unitholders. Unitholders are generally required
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to include in computing income, their pro-rata share of any taxable income earned by the Trust in

that year. An investor’s adjusted cost base (“ACB”) in a trust unit equals the purchase price of the

trust units less any non-taxable cash distributions received from the date of acquisition. To the extent

a unitholder’s ACB is reduced below zero, such amount will be deemed to be a capital gain to the

unitholder and the unitholder’s ACB will be brought to $nil.

Progress declared cash distributions of $0.84 per trust unit in respect of 2004. For Canadian tax

purposes, 10 percent of these distributions or $0.084 per trust unit was a tax deferred return of

capital, 90 percent or $0.756 per trust unit was taxable to unitholders as other income.

Management estimates that approximately 90 percent of the distributions to Canadian unitholders

in 2005 will be taxable and the remaining 10 percent will be treated as a tax deferred return of capital.

Actual taxable amounts may vary depending on actual distributions which are dependant upon

production, commodity prices and cash flow experienced throughout the year.

United States Resident Unitholders United States (“US”) resident unitholders who receive cash

distributions are generally subject to a 15 percent Canadian withholding tax, applied to 100 percent

of the cash distributions to US unitholders in 2005 as computed under Canadian tax law. US tax

payers may be eligible for a foreign tax credit with respect to Canadian withholding taxes paid. The

foreign tax credit limitations are very complex and US taxpayers should consult with their tax advisors

regarding its application. 

Progress elected to be treated as a corporation for US tax purposes. The taxable portion of the cash

distribution for US tax purposes is determined by Progress in relation to its current and accumulated

earnings and profits using US income tax principles. The taxable portion determined is considered

to be a dividend for US tax purposes. For most US taxpayers this should be a “Qualified Dividend”

eligible for the reduced tax rate.

The non-taxable portion of the cash distribution is a return of the cost (or other basis). The cost

(or other basis) is reduced by this amount for computing any gain or loss arising from disposition.

However, if the full amount of the cost (or other basis) has been recovered, any further non-taxable

distributions should be reported as gains.

Progress paid US$0.56 per trust unit in respect of 2004. For US tax purposes, 14.2 percent of these

distributions or US$0.08 per trust unit was a tax deferred return of capital, approximately 85.8 percent

or US$0.48 per trust unit was taxable dividend.

Management estimates that approximately 90 percent of cash distributions may be taxable dividend

and 10 percent may be a tax deferred return of capital for tax purposes for 2005. Actual taxable

amounts may vary depending on actual distributions which are dependant upon production,

commodity prices and cash flow experienced throughout the year.
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C R I T I C A L  A C C O U N T I N G  E S T I M AT E S  

The financial statements have been prepared in accordance with Canadian GAAP. A summary of

significant accounting policies are presented in Note 1 to the consolidated financial statements.

Certain accounting policies are critical to understanding the financial condition and results of

operations of Progress.

Depletion and Depreciation Expense 

The Trust uses the full cost method of accounting for exploration and development activities whereby

all costs associated with these activities are capitalized, whether successful or not. The aggregate of

capitalized costs, net of certain costs related to unproved properties, and estimated future development

costs is amortized using the unit-of-production method based on estimated proved reserves (refer

to Risk Factors and Risk Management, Reserve Estimates). Changes in estimated proved reserves

or future development costs have a direct impact on depletion and depreciation expense. 

Certain costs related to unproved properties and major development projects may be excluded from

costs subject to depletion until proved reserves have been determined or their value is impaired.

These properties are reviewed quarterly to determine if proved reserves should be assigned, at which

point they would be included in the depletion calculation, or for impairment, for which any write-

down would be charged to depletion and depreciation expense. 

Full Cost Accounting Ceiling Test 

The carrying value of property, plant and equipment is reviewed at least annually for impairment.

Impairment occurs when the carrying value of the assets is not recoverable by the future undiscounted

cash flows. The cost recovery ceiling test is based on estimates of proved reserves, production rates,

petroleum and natural gas prices, future costs and other relevant assumptions. By their nature, these

estimates are subject to measurement uncertainty and the impact on the financial statements could

be material. Any impairment would be charged as additional depletion and depreciation expense. 

Asset Retirement Obligations

The asset retirement obligations is estimated based on existing laws, contracts or other policies. The

fair value of the obligation is based on estimated future costs for abandonments and reclamations

discounted at a credit adjusted risk free rate. The liability is adjusted each reporting period to reflect

the passage of time, with the accretion charged to earnings and for revisions to the estimated future

cash flows. By their nature, these estimates are subject to measurement uncertainty and the impact

on the consolidated financial statements could be material. 

Income Taxes 

The determination of the Trust’s income and other tax liabilities requires interpretation of complex

laws and regulations often involving multiple jurisdictions. All tax filings are subject to audit and

potential reassessment after the lapse of considerable time. Accordingly, the actual income tax liability

may differ significantly from that estimated and recorded. 
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C H A N G E  I N  A C C O U N T I N G  P O L I C I E S  

Full Cost Accounting Guideline

Effective January 1, 2004, the Trust adopted the new Canadian accounting guideline for oil and

gas accounting using the full cost method. In accordance with the new guideline, the Trust evaluates

its oil and gas assets to determine that the costs are recoverable and do not exceed the fair value of

the properties. The costs are assessed to be recoverable if the sum of the undiscounted cash flows

expected from the production of proved reserves and the lower of cost and market of unproved

properties exceed the carrying value of the oil and gas assets. If the carrying value of the oil and gas

assets is not assessed to be recoverable, an impairment loss is recognized to the extent that the carrying

value exceeds the sum of the discounted cash flows expected from the production of proved and

probable reserves and the lower of cost and market of unproved properties. The cash flows are

estimated using the future product prices and costs and are discounted using the risk-free rate.

Asset Retirement Obligations

Effective January 1, 2004, the Trust adopted the new Canadian accounting standard for asset

retirement obligations. The year ended December 31, 2003 consolidated financial statements have

been restated to reflect this change resulting in a reduction of $0.2 million to net earnings. 

Transportation Expenses

Effective January 1, 2004, and consistent with the adoption of the new Canadian accounting standard

for generally accepted accounting principles, transportation expenses have been reclassified as an expense

in the consolidated statements of earnings and accumulated earnings for year ended December 31,

2004 and 2003. Previously, as was industry practice, transportation expenses were netted off revenue. 

Hedging Relationships

Effective January 1, 2004, the Trust adopted the new Canadian guidelines for hedging relationships.

The adoption of this guidelines had no impact on the results of operations or financial position of

the Trust.

Exchangeable Shares

On January 19, 2005, a new accounting abstract, “Exchangeable Securities Issued by Subsidiaries

of Income Trusts”, was issued effective for financial statements issued after the date of issue of this

abstract. The abstract specifies that exchangeable shares are presented as equity only if certain

circumstances exist, otherwise they are classified as non-controlling interest. The adoption of this

abstract had no impact on the Trust’s financial position or results of operations for the year ended

December 31, 2004.

Per Unit Information

Per unit information is calculated on the basis of the weighted average number of trust units and

issuable exchangeable shares outstanding during the fiscal year. Diluted per unit information reflects

the potential dilution that could occur if securities or other contracts to issue units were exercised

or converted to units. Diluted per unit information is calculated using the treasury stock method

that assumes any proceeds received by the Trust upon the exercise of in-the-money unit options

plus the unamortized unit compensation cost would be used to buy back trust units at the average

market price for the period. 
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R I S K  FA C T O R S  A N D  R I S K  M A N A G E M E N T

Investors that purchase trust units are participating in the net cash flow from a portfolio of natural

gas and crude oil producing properties. As such, the cash flow paid to investors and the value of

Progress’ units is subject to numerous risk factors. Some of the risks are common to all businesses

while many are associated with the oil and gas industry. The following information is only a summary

of certain risk factors which could affect the Trust’s future results:

Volatility of Commodity Prices

The Trust’s results of operations and financial condition are dependent on prices received for the

production of natural gas and crude oil. With the Trust’s production heavily weighted to natural

gas, changes to natural gas pricing have the most material effect on its cash flow. Prices for natural

gas and crude oil have fluctuated significantly during recent years and are determined by supply

and demand factors, including weather and general economic conditions as well as conditions in

other oil producing regions, which are beyond the control of the Trust. Prices received from

production in Canada also reflect changes in Canadian/US currency exchange rate. Any decline in

the prices for natural gas and crude oil could have a material adverse effect on the Trust’s operations,

financial condition and the level of capital expenditures provided for the development of its natural

gas and crude oil reserves. 

Progress uses financial derivative instruments in an effort to limit a portion of the potential adverse effects

resulting from volatility in natural gas and oil commodity prices, while retaining exposure to upside price

movements. The Trust’s hedging activities are conducted pursuant to the Trust’s Risk Management Policy

approved by the Board of Directors. To the extent commodity price exposure is hedged, the benefits that

would otherwise be experienced if commodity prices were to increase would be foregone.

Operational Matters

The ownership and operation of oil and natural gas wells, pipelines and facilities involves a number

of operating and natural hazards which may result in blowouts, environmental damage and other

unexpected or dangerous conditions resulting in damage to the Trust’s natural gas and oil properties

and assets as well as possible liability to third parties. The Trust may become liable for damages arising

from such events against which it cannot insure or against which it may elect not to insure because

of high premium costs or other reasons. Costs incurred to repair such damage or pay such liabilities

will reduce the cash flow of Progress.

Progress employs prudent risk management practices and maintains suitable liability insurance, where

available. Business interruption insurance is also purchased for selected facilities, to the extent that such

insurance is reasonably available.

Reserve Estimates

Estimates of economically recoverable natural gas and crude oil reserves (including natural gas liquids)

and the future net cash flows therefrom are based upon a number of variable factors and assumptions,

such as commodity prices, projected production from the properties, the assumed effects of regulation

by government agencies and future operating expenses. All of these estimates may vary from actual

results. Estimates of the recoverable natural gas and crude oil reserves attributable to any particular
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group of properties, classifications of such reserves based on risk of recovery and estimates of future

net revenues expected therefrom, may vary. The Trust’s actual production, revenues, taxes, development

and operating expenditures with respect to its reserves may vary from such estimates, and such

variances could be material.

Each year, a firm of independent engineers evaluates a significant portion of proved and probable reserves.

At December 31, 2004, 100 percent of the reserves were evaluated. 

Exploration and Development Risks

Oil and gas exploration and development requires manpower and capital to generate, develop and

test exploration concepts. The eventual testing of a concept will not necessarily result in the discovery

of economical reserves.

Progress attempts to minimize the risk of developing existing and new reserves by ensuring that: (a) the

majority of prospects have multi-zone potential; (b) activity is focused in core regions were expertise and

experience is greatest; (c) number of wells drilled is large enough to increase the probability of statistical

success rates; (d) geophysical techniques are utilized where appropriate; (e) by focusing its activities in core

areas and major play types allowing it to leverage off its experience and knowledge in these areas further

aiding efficiencies; and (f ) farm-outs are entered into to minimize risk on plays it considers higher risk.

Access to Capital Markets

The Trust distributes the majority of its cash flow to unitholders. Access to equity and debt markets

is required for the Trust to finance acquisition and development activity to maintain and grow value

to unitholders.

Progress’ trust units are listed on the TSX and the Trust maintains an active investor relations program

designed to facilitate access to the equity capital markets. Progress also maintains a prudent capital structure

by retaining a portion of its net cash flow for debt repayment when appropriate, managing capital

expenditures within rate of return risk parameters and by utilizing equity markets.

Regulatory Risk

There can be no assurance that government royalties, income tax laws, environmental laws and

regulatory requirements relating to the oil and gas industry, such as the status of mutual fund trusts,

will not be changed in a manner which adversely affects the Trust or its unitholders.

Although the Trust has no control over these regulatory risks, Progress continuously monitors changes in

these areas to assess the impact of such changes on the Trust’s financial and operating results.

Environment and Safety Risks

The Canadian oil and natural gas industry is subject to environmental and safety regulation pursuant

to local, provincial and federal legislation. A breach of such legislation may result in the imposition

of fines or issuance of clean up orders in respect of the Trust or its properties. Such legislation may

be changed to impose higher standards and potentially more costly obligations on the Trust.

The Board of Directors has reviewed and approved policies and procedures covering environmental risks,

emergency response and employee safety. These policies and procedures are designed to protect and maintain
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the environment with respect to all corporate operations on behalf of unitholders, employees and the public

at large. The Trust mitigates environmental and safety risks by maintaining its facilities, complying with

all provincial and federal environmental and safety regulations and maintaining adequate insurance.

Credit Risks

The Trust assumes customer credit risk associated with natural gas and crude oil sales, financial

hedging transactions and joint venture participants.

Management has established controls designed to mitigate the risk of default or nonpayment with respect

to natural gas and crude oil sales, financial hedging transactions and joint venture participants.

O U T L O O K  A N D  2 0 0 5  F O R E C A S T

Progress will continue to pursue a disciplined approach to long-term sustainability on a per unit

basis. Our technical approach and cost control will be primary contributors to sustained value creation

for unitholders. Internally generated opportunities will be drilled at a more modest pace than when

we were an aggressive growth company. Our inventory of drilling locations currently supports

approximately two to three years of activity for Progress, while our nearly 600,000 net acres of

undeveloped land provides the opportunity for our technical team to create incremental value.

In creating our new Trust, we ensured that we would have access to strong technical and financial

people by having all employees invest in Progress. This creates strong alignment with our unitholders

and ensures that we have the professional staff to execute our business plan. Employees, management

and directors hold a 13 percent direct ownership interest in our Trust.

The following table summarizes the Trust’s 2005 forecast provided throughout the MD&A. Progress

does not forecast commodity prices and as a result, the Trust does not forecast cash distributions to

unitholders.

2005 Forecast Target

Production 18,500 to 19,500 boe/d

Royalty rate before hedging charges 25 percent

Operating expenses $5.25 to $5.50 per boe

G&A expenses $1.25 per boe

Average interest rate 6 percent

Capital expenditures $70 to 75 million

Drilling activity 75 to 80 gross or 40 to 45 net wells

Cash flow pay-out ratio 70 percent

A D D I T I O N A L  I N F O R M AT I O N

Additional information regarding the Trust and its business and operations, including the annual

information form (“AIF”) is available on the Trust’s company profiles at www.sedar.com. Copies 

of the AIF can also be obtained by contacting the Trust at Progress Energy Trust 1400, 440 – 2nd

Avenue S.W., Calgary, Alberta, Canada T2P 5E9 or by e-mail at ir@progressenergy.com. This

information is also accessible on the Trust’s web site at www.progressenergy.com
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R E P O R T  O F  M A N A G E M E N T
Progress Energy Trust

The accompanying consolidated financial statements of Progress Energy Trust and all the information

in this annual report are the responsibility of management and have been approved by the Board

of Directors.

The financial statements have been prepared by management in accordance with generally accepted

accounting principles. When alternative accounting methods exist, management has chosen those

it deems most appropriate in the circumstances. Financial statements are not precise since they include

certain amounts based on estimates and judgments. Management has determined such amounts on

a reasonable basis in order to ensure that the financial statements are presented fairly, in all material

respects. Management has prepared the financial information presented elsewhere in the annual report

and has ensured that it is consistent with that in the financial statements.

Progress Energy Trust maintains appropriate systems of internal accounting and administrative

controls of high quality. These systems are designed to provide reasonable assurance that the financial

information is relevant, reliable and accurate and that the Trust’s assets are properly accounted for

and adequately safeguarded.

The Board of Directors is responsible for ensuring that management fulfills its responsibilities for

financial reporting and is ultimately responsible for reviewing and approving the financial statements.

The Board carries out this responsibility principally through its Audit Committee.

The Audit Committee of the Board of Directors, composed entirely of independent directors, meets

regularly with management, as well as the external auditors, to discuss auditing (external and joint

venture), internal controls, accounting policy and financial reporting matters. The committee reviews

the consolidated financial statements and Management’s Discussion and Analysis and recommends

their approval to the Board of Directors. The Committee also considers, for review by the board

and approval by the unitholders, the engagement or re-appointment of the external auditors.

The consolidated financial statements have been audited by KPMG LLP, the external auditors, in

accordance with generally accepted auditing standards on behalf of the unitholders. KPMG LLP

has full and free access to the Audit Committee.

Michael R. Culbert Art A. MacNichol

President Vice President Finance and CFO

Progress Energy Ltd. Progress Energy Ltd.

February 22, 2005
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To the Unitholders of Progress Energy Trust

We have audited the consolidated balance sheets of Progress Energy Trust as at December 31, 2004

and 2003 and the consolidated statements of earnings and accumulated earnings and cash flows for

the years ended December 31, 2004 and 2003. These consolidated financial statements are the

responsibility of the Trust’s management. Our responsibility is to express an opinion on these

consolidated financial statements based on our audits.

We conducted our audits in accordance with Canadian 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 misstatements. 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 consolidated financial statements present fairly, in all material respects, the

financial position of the Trust as at December 31, 2004 and 2003 and the results of its operations

and its cash flows for the years ended December 31, 2004 and 2003 in accordance with Canadian

generally accepted accounting principles.

Calgary, Canada KPMG LLP

February 22, 2005 Chartered Accountants

A U D I T O R S ’  R E P O R T
Progress Energy Trust
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C O N S O L I D AT E D  B A L A N C E  S H E E T S
Progress Energy Trust

As at December 31 ($ thousands) 2 0 0 4 2003

(Restated 
Notes 1 and 6)

A S S E T S

Current

Cash and short-term investments – –

Accounts receivable 3 0 , 8 6 3 15,203

Prepaid expenses and deposits 4 , 3 7 0 2,790

3 5 , 2 3 3 17,993

Property, plant and equipment (Note 4) 6 3 3 , 6 1 5 225,119

Goodwill (Note 2) 4 1 4 , 6 5 5 9,000

1 , 0 8 3 , 5 0 3 252,112

L I A B I L I T I E S  

Current

Accounts payable and accrued liabilities 5 6 , 9 7 9 28,353

Cash distributions payable 9 , 3 6 6 –

Current income taxes payable 6 , 7 0 9 –

7 3 , 0 5 4 28,353

Bank debt (Note 5) 1 3 3 , 7 2 2 45,073

Commodity sales contract (Note 10) 2 , 0 9 4 2,856

Asset retirement obligations (Notes 1 and 6) 1 6 , 0 6 5 11,778

Future income taxes (Note 8) 1 0 9 , 1 1 6 32,274

3 3 4 , 0 5 1 120,334

U N I T H O L D E R S ’  E Q U I T Y

Unitholders’ capital (Note 7) 6 1 4 , 5 7 9 96,752

Exchangeable shares (Note 7) 1 3 3 , 2 2 6 –

Contributed surplus (Note 7) 1 7 1 246

Accumulated earnings 5 7 , 1 8 1 34,780

Accumulated cash distributions ( 5 5 , 7 0 5 ) –

7 4 9 , 4 5 2 131,778

Subsequent event (Note 11)

1 , 0 8 3 , 5 0 3 252,112

See accompanying notes to the consolidated financial statements

Approved on behalf of the Board

David D. Johnson Donald F. Archibald

Director Director
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C O N S O L I D AT E D  S TAT E M E N T S  
O F  E A R N I N G S  A N D  A C C U M U L AT E D  E A R N I N G S
Progress Energy Trust

Year ended December 31 ($ thousands, except per unit amounts) 2 0 0 4 2003

(Restated 
Notes 1 and 6)

R E V E N U E

Petroleum and natural gas 2 1 4 , 6 8 9 107,539

Royalties ( 5 3 , 4 2 2 ) (22,587)

1 6 1 , 2 6 7 84,952

E X P E N S E S

Operating 2 9 , 0 5 0 15,328

Transportation (Note 1) 1 1 , 4 3 3 7,646

General and administrative 5 , 6 4 0 3,645

Interest and financing 3 , 4 3 1 2,084

Depletion, depreciation and accretion 5 8 , 5 8 8 25,312

Plan of arrangement (Note 3) 3 , 3 1 4 –

1 1 1 , 4 5 6 54,015

Earnings before taxes 4 9 , 8 1 1 30,937

TA X E S  (Note 8)

Capital taxes 1 , 4 5 4 804

Future income taxes ( 4 , 2 2 0 ) 8,888

( 2 , 7 6 6 ) 9,692

N E T  E A R N I N G S 5 2 , 5 7 7 21,245

Accumulated earnings, beginning of year 3 6 , 2 9 0 14,800

Retroactive application of change in accounting policy (Notes 1 and 6) ( 1 , 5 1 0 ) (1,265)

Accumulated earnings, beginning of year, as restated 3 4 , 7 8 0 13,535

Plan of arrangement (Note 3) ( 3 0 , 1 7 6 ) –

Accumulated earnings, end of year 5 7 , 1 8 1 34,780

N E T  E A R N I N G S  P E R  U N I T  (Note 7)

Basic $ 0 . 9 1 $ 0.68

Diluted $ 0 . 8 9 $ 0.63

See accompanying notes to the consolidated financial statements
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C O N S O L I D AT E D  S TAT E M E N T S  O F  C A S H  F L O W S
Progress Energy Trust

Year ended December 31 ($ thousands) 2 0 0 4 2003

(Restated 
Notes 1 and 6)

O P E R AT I N G  A C T I V I T I E S

Net earnings 5 2 , 5 7 7 21,245

Depletion, depreciation and accretion 5 8 , 5 8 8 25,312

Amortization of commodity sales contract ( 7 6 2 ) (838)

Unit based compensation expense 2 , 8 8 9 246

Asset retirement expenditures ( 3 5 8 ) (225)

Change in fair value of financial instruments (Note 10) 1 , 7 4 6 (373)

Future income taxes ( 4 , 2 2 0 ) 8,888

C a s h  f l o w  f r o m  o p e r a t i o n s 1 1 0 , 4 6 0 54,255

Changes in non-cash working capital (Note 9) 2 1 , 9 7 1 (1,318)

1 3 2 , 4 3 1 52,937

F I N A N C I N G  A C T I V I T I E S

Increase in bank debt 4 4 , 1 7 6 1,687

Cash distributions ( 4 6 , 3 3 9 ) –

Issue of units (Note 7) 8 , 4 0 3 22,729

Plan of arrangement (Note 3) ( 2 1 , 9 4 3 ) –

Unit issue costs (Note 7) ( 2 , 0 0 1 ) (1,177)

Changes in non-cash working capital (Note 9) ( 2 6 8 ) 268

( 1 7 , 9 7 2 ) 23,507

I N V E S T I N G  A C T I V I T I E S  

Corporate acquisition (Note 2) ( 1 , 5 9 7 ) – 

Capital expenditures ( 1 0 6 , 4 2 2 )  (84,294) 

Change in non-cash working capital (Note 9) ( 6 , 4 4 0 ) 4,904 

( 1 1 4 , 4 5 9 ) (79,390) 

C h a n g e  i n  c a s h  a n d  s h o r t - t e r m  i n v e s t m e n t s  – (2,946)

Cash and short-term investments, beginning of year – 2,946

C a s h  a n d  s h o r t - t e r m  i n v e s t m e n t s ,  e n d  o f  y e a r – –

See accompanying notes to the consolidated financial statements
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N O T E S  T O  C O N S O L I D AT E D  F I N A N C I A L  S TAT E M E N T S
Progress Energy Trust

(tabular amounts are in $ thousands except for trust units and per trust unit amounts)

Progress Energy Trust (“Progress” or the “Trust”) is an open-ended, unincorporated investment trust

governed by the laws of the province of Alberta. The Trust was established as part of a Plan of

Arrangement (the “Arrangement”) that became effective on July 2, 2004. 

The Arrangement gave effect to the transaction contemplated by the agreement entered into on May 28,

2004 by Progress Energy Ltd. and Cequel Energy Inc. (“Cequel”). The reorganization resulted in the

shareholders of Progress Energy Ltd. and Cequel receiving trust units or exchangeable shares in the

Trust, a new energy trust that owns approximately 90 percent of the combined assets of Progress Energy

Ltd. and Cequel. In addition, the shareholders of Progress Energy Ltd. and Cequel received shares in

two separate, publicly-listed, exploration-focused companies, ProEx Energy Ltd. (“ProEx”) and Cyries

Energy Inc. (“Cyries”). The remaining properties were transferred to ProEx and Cyries, respectively,

consisting of certain prospective natural gas weighted assets and undeveloped land.

Pursuant to the Arrangement, shareholders of both Progress Energy Ltd. and Cequel received shares

of both ProEx and Cyries and at their election, either units of the Trust or exchangeable shares which

may be exchanged into units of the Trust. The Arrangement resulted in Progress Energy Ltd. shareholders

receiving one trust unit or exchangeable share of the Trust and 0.2 of a share in each of ProEx and

Cyries. Cequel shareholders received 0.695 trust units or exchangeable shares of the Trust and 0.139

of a share in each of ProEx and Cyries.

As part of the Arrangement, the Trust put in place new credit facilities totaling $215 million to replace

existing debt (refer to note 5, Bank Debt).

Upon completion of the Arrangement, 65.4 million trust units and 16.0 million exchangeable shares

were outstanding.

The conversion of Progress Energy Ltd. to a Trust has been accounted for as a continuity of interest.

Accordingly, the consolidated financial statements for 2004 reflect the financial position, results of

operations and cash flows as if the Trust had always carried on the business formerly carried on by

Progress Energy Ltd. The year ended December 31, 2004 reflects the results of operations and cash

flows of Progress Energy Ltd. and its subsidiaries for the period January 1 to July 1, 2004 and the

results of operations and cash flows of the Trust and its subsidiary for the period July 2 to December 31,

2004. The comparative figures are the results of Progress Energy Ltd. and its subsidiaries. Due to the

conversion into an energy trust, certain information included in the financial statements for prior periods

may not be directly comparable.

The term “units” has been used to identify Trust units and exchangeable shares of the Trust issued on

or after July 2, 2004 as well as the common shares of the corporation outstanding prior to the conversion

on July 2, 2004.

Relationship with ProEx Energy Ltd.

In conjunction with the Arrangement, the Trust entered into a Technical Services Agreement with ProEx

where the Trust shares personnel and certain administrative and technical services in connection with

the management, development, exploitation and operation of the assets of ProEx. The Technical Services

Agreement has no set termination date and will continue until terminated by either party with one
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year prior written notice to the other party or some other date as mutually agreed. As contemplated

in the Arrangement, ProEx has granted performance shares to the employees of Progress as service

providers. The Trust provides these services to ProEx on an expense reimbursement basis, based on

ProEx’s monthly capital activity and production levels relative to the combined capital activity and

production levels of both the Trust and ProEx. Total expense reimbursed by ProEx for the year ended

December 31, 2004 was $0.6 million. 

As a result of the Arrangement the Trust and ProEx have joint interest in certain properties and

undeveloped land. These joint interest properties are governed by standard industry agreements and

in addition the Trust has entered into a Protocol Arrangement with ProEx that specifies how each

company will govern the management of the joint lands in specifically identified areas of interest. The

Protocol Arrangement identifies methods and processes to be followed on both existing and new lands,

joint facilities, marketing, seismic and surface rights. To ensure good governance practices, both the

Trust and ProEx have each created independent committees of their Board of Directors to monitor

compliance with the Technical Services Agreement and the Protocol Arrangement. 

As at December 31, 2004, accounts payable included $4.1 million payable to ProEx which includes

standard joint venture amounts including revenue. These amounts were paid subsequent to December 31,

2004. During the three months ended September 30, 2004, the Trust sold ProEx $3.1 million of assets

it purchased during the three months ended June 30, 2004, in contemplation of the formation of ProEx.

The assets primarily consisted of undeveloped land.

1. SIGNIFICANT ACCOUNTING POLICIES

Nature of Business and Basis of Presentation

The Trust is involved in the exploration, development and production of petroleum and natural gas

in British Columbia, Alberta and Saskatchewan. The consolidated financial statements are stated in

Canadian dollars and have been prepared in accordance with Canadian generally accepted accounting

principles (“GAAP”). 

The preparation of financial statements in conformity with GAAP 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 financial statements and the reported amounts of

revenues and expenses during the period. Actual results could differ from those estimates.

Principles of Consolidation

The consolidated financial statements include the accounts of the Trust and its wholly owned subsidiary.

Joint Operations

Substantially all of the exploration, development and production activities are conducted jointly with

others and accordingly, the Trust only reflects its proportionate interest in such activities.

Measurement Uncertainty

The amounts recorded for depletion and depreciation of petroleum and natural gas property, plant

and equipment and the asset retirement obligations and related accretion are based on estimates. The

N O T E S (continued)
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cost recovery ceiling test is based on estimates of proved reserves, production rates, petroleum and natural

gas prices, future costs and other relevant assumptions. By their nature, these estimates are subject to

measurement uncertainty and the effect on the financial statements of changes in such estimates in

future periods could be material.

Cash and Short-Term Investments

Cash and short-term investments consist of cash in the bank, less outstanding cheques and short-term

deposits with a maturity of less than three months.

Petroleum and Natural Gas Properties

Effective January 1, 2004, the Trust adopted the new Canadian accounting guideline for oil and gas

accounting using the full cost method. Under this guideline all costs related to the acquisition,

exploration and development of petroleum and natural gas reserves are capitalized. Such costs include

lease acquisition costs, geological and geophysical costs, carrying charges of non-producing properties,

costs of drilling both productive and non-productive wells, the cost of petroleum and natural gas

production equipment and overhead charges related to exploration and development activities.

In accordance with the new guideline, the Trust evaluates its oil and gas assets to determine that the

costs are recoverable and do not exceed the fair value of the properties. The costs are assessed to be

recoverable if the sum of the undiscounted cash flows expected from the production of proved reserves

and the lower of cost and market of unproved properties exceed the carrying value of the oil and gas

assets. If the carrying value of the oil and gas assets is not assessed to be recoverable, an impairment

loss is recognized to the extent that the carrying value exceeds the sum of the discounted cash flows

expected from the production of proved and probable reserves and the lower of cost and market of

unproved properties. The cash flows are estimated using the future product prices and costs and are

discounted using the risk-free rate. The impact of the adoption of the new guideline is described in

note 4.

Proceeds from the disposition of petroleum and natural gas properties are applied against capitalized

costs except for dispositions that would change the rate of depletion and depreciation by 20 percent

or more, in which case a gain or loss would be recorded.

Depletion and Depreciation

Capitalized costs, together with estimated future capital costs associated with proved reserves, are depleted

and depreciated using the unit-of-production method based on estimated gross proved reserves of

petroleum and natural gas as determined by independent engineers. For purposes of this calculation,

reserves and production are converted to equivalent units of oil based on relative energy content of

six thousand cubic feet of gas to one barrel of oil. Costs of significant unproved properties, net of

impairments, are excluded from the depletion and depreciation calculation.

Other assets, which is comprised of office equipment and furniture and fixtures, are recorded at cost

and are depreciated over their useful life on a declining balance basis at 20 percent.
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Asset Retirement Obligations

Effective January 1, 2004, the Trust adopted the new Canadian accounting standard for asset retirement

obligations. Under this new standard, the Trust records a liability for the fair value of legal obligations

associated with the retirement of long-lived tangible assets in the period in which they are incurred,

normally when the asset is purchased or developed. On recognition of the liability there is a

corresponding increase in the carrying amount of the related asset known as the asset retirement cost,

which is depleted on a unit-of-production basis over the life of the reserves. The liability is adjusted

each reporting period to reflect the passage of time, with the accretion charged to earnings, and for

revisions to the estimated future cash flows. Actual costs incurred upon settlement of the obligations

are charged against the liability. The impact of the adoption of the new standard is described in note 6.

Goodwill

Goodwill is tested for impairment on an annual basis in the fourth quarter. If indications of impairment

are present, a loss would be charged to earnings for the amount that the carrying value of goodwill

exceeds its fair value.

Hedging

The Trust uses derivative financial instruments from time to time to hedge its exposure to commodity

price and foreign exchange fluctuations. The Trust does not enter into derivative financial instruments

for trading or speculative purposes. 

The derivative financial instruments are initiated within the guidelines of the Trust’s risk management

policy. This includes linking all derivatives to specific assets and liabilities on the balance sheet or to

specific firm commitments or forecasted transactions. The Trust believes the derivative financial

instruments are effective as hedges, both at inception and over the term of the instrument, as the term

and notional amount do not exceed the Trust’s firm commitment or forecasted transaction and the

underlying basis of the instrument, such as commodity price or foreign exchange rate, correlates highly

with the Trust’s exposure.

The Trust enters into hedges of its exposure to petroleum and natural gas commodity prices by entering

into crude oil and natural gas swap contracts, options or collars, when it is deemed appropriate. These

derivative contracts, accounted for as hedges, are not recognized on the balance sheet. Realized gains

and losses on these contracts are recognized in petroleum and natural gas revenue and cash flows in

the same period in which the revenues associated with the hedged transaction are recognized. Premiums

paid or received are deferred and amortized to earnings over the term of the contract.

The Trust may enter into foreign exchange forward contracts to hedge anticipated U.S. dollar

denominated petroleum and natural gas sales. These derivatives, accounted for as hedges, are not

recognized on the balance sheet. The gains and losses on these derivatives are recognized as an adjustment

to petroleum and natural gas revenues when the revenue is recognized.

Gains and losses resulting from changes in the fair value of derivative contracts that do not qualify for

hedge accounting are recognized in earnings when those changes occur.

N O T E S (continued)



financialsNot e s  t o  Con s o l i d a t e d  F inan c i a l  S t a t emen t s P R O G R E S S  E N E R G Y  T R U S T 57

Effective January 1, 2004, the Trust adopted the new Canadian accounting guideline for hedging

relationships. The guideline describes the conditions necessary for a transaction to qualify for hedge

accounting, the formal documentation required to enable the use of hedge accounting and the

requirements to assess the effectiveness of hedging relationships. Also early in 2004, an amended

accounting abstract became effective which requires financial instruments that are not designated as

hedges to be recorded at fair value on the balance sheet with changes in fair value recognized in earnings.

The adoption of the guideline and amended abstract had no impact on the Trust’s financial position

as at January 1, 2004.

Revenue Recognition

Revenues from the sale of petroleum and natural gas are recorded when title passes to an external party.

Transportation Expense

Effective January 1, 2004, and consistent with the adoption of the new Canadian accounting standard

for generally accepted accounting principles, transportation costs are presented as an expense in the

consolidated statements of earnings and accumulated earnings. The new standard defines the sources

of GAAP and effectively eliminates industry practice as a source of GAAP. In 2003, as was industry

practice, transportation expenses were netted off revenue and have been reclassified to conform to the

presentation adopted in 2004. In British Columbia, there is an infrastructure in place that enables gas

producers to avoid facility construction in exchange for regulated gathering, processing and transmission

fees. This all-in charge is included in transportation expenses.

Income Taxes

The Trust follows the liability method of accounting for income taxes. Temporary differences arising

from the differences between the tax basis of an asset or liability and its carrying amount on the balance

sheet are used to calculate future income tax assets or liabilities. Future income tax assets or liabilities

are calculated using tax rates anticipated to apply in the periods that the temporary differences are

expected to reverse.

Unit Based Compensation

The Trust has established a Performance Unit Incentive Plan (the “Plan”) for employees, directors and

long-term consultants who otherwise meet the definition of an employee of the Trust. The Trust uses

the fair value method for valuing unit based compensation and unit option grants. Under this method,

compensation cost attributable to performance units granted is measured at the fair value at the grant

date and expensed over the vesting period with a corresponding increase to contributed surplus. Upon

the settlement of the Plan, the previously recognized value in contributed surplus will be recorded as

an increase to Unitholders’ capital. On December 2, 2004 the Trust granted performance units that

will vest on July 2, 2007 the details of which are described in note 7.

The Trust has not incorporated an estimated forfeiture rate for performance units that will not vest,

rather, the Trust accounts for actual forfeitures as they occur.
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Per Unit Information

Per unit information is calculated on the basis of the weighted average number of trust units and issuable

exchangeable shares outstanding during the fiscal year. Diluted per unit information reflects the potential

dilution that could occur if securities or other contracts to issue units were exercised or converted to

units. Diluted per unit information is calculated using the treasury stock method that assumes any

proceeds received by the Trust upon the exercise of in-the-money unit options plus the unamortized

unit compensation cost would be used to buy back trust units at the average market price for the period. 

Exchangeable Shares

On January 19, 2005, a new accounting abstract, “Exchangeable Securities Issued by Subsidiaries of

Income Trusts”, was issued effective for financial statements issued after the date of issue of this abstract.

The abstract specifies that exchangeable shares are presented as equity only if certain circumstances

exist, otherwise they are classified as non-controlling interest. The adoption of this abstract had no

impact on the Trust’s financial position or results of operations for the year ended December 31, 2004.

2. ACQUISITION OF CEQUEL ENERGY INC. 

On July 2, 2004, pursuant to the Arrangement, Progress Energy Ltd. and Cequel amalgamated to create

the Trust and two exploration-focused companies, ProEx and Cyries. The transaction was accounted

for as a business combination with Progress being deemed the acquirer of Cequel, net of the assets

acquired by Cyries. The consideration offered was 0.695 of a trust unit for each Cequel share resulting

in 45,911,352 trust units and exchangeable shares being issued. The value of the transaction was 

$646.2 million, including $1.6 million of acquisition costs. The results of Cequel have been included

in these consolidated financial statements from the date of acquisition. The transaction has been allocated

as follows:

Net assets acquired 1

Property, plant and equipment 3 8 7 , 2 7 6

Goodwill 4 0 5 , 6 5 5

Working capital deficiency ( 1 1 , 0 7 9 )

Bank debt ( 4 4 , 4 7 3 )

Asset retirement obligations ( 6 , 6 7 0 )

Future income taxes ( 8 4 , 4 7 1 )

Total net assets acquired 6 4 6 , 2 3 8

Consideration

Trust units issued 5 1 8 , 2 7 2

Exchangeable shares issued 1 2 6 , 3 6 9

Acquisition costs 1 , 5 9 7

Total purchase price 6 4 6 , 2 3 8

1 Pursuant to the Arrangement, assets acquired by Cyries from Cequel were accounted for prior to Progress acquiring Cequel. As a result, the
acquisition of Cequel is net of the assets acquired by Cyries.

The above amounts are estimates, which were made by management at the time of the Arrangement

based on information currently available. Amendments may be made to these amounts as values subject

to estimate are finalized.
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3. PLAN OF ARRANGEMENT

Under the Arrangement, Progress Energy Ltd. transferred to ProEx certain prospective natural gas

weighted assets and undeveloped land at their net book value. A future tax liability has been recorded

as a result of transferring tax pools of $32.5 million, which were in excess of the net book value of

$24.6 million. The details are as follows:

2 0 0 4

Petroleum and natural gas properties 2 6 , 3 7 7

Future income tax assets 2 , 7 6 8

Asset retirement obligations ( 1 , 8 1 3 )

Total assets transferred 2 7 , 3 3 2

Bank indebtedness assumed ( 1 0 , 0 0 0 )

Net assets transferred and reduction in accumulated earnings 1 7 , 3 3 2

Plan of arrangement costs, net of income tax benefit of $7,101 1 2 , 8 4 4

Total Plan of Arrangement and reduction in accumulated earnings 3 0 , 1 7 6

In accordance with the Arrangement, all outstanding stock options of Progress Energy Ltd. vested,

Progress Energy Ltd. accepted the holders’ put right thereby settling the options for cash in the amount

of $21.9 million. The after tax value of the cash settlement, net of $3.0 million of contributed surplus

relating to the options, resulted in a charge of $12.8 million to accumulated earnings. As a result, the

remaining unamortized stock based compensation cost relating to options granted after 2002 of 

$2.5 million was charged to earnings. The Trust also incurred $0.8 million of severance costs, which

together with the stock based compensation expense, have been included in plan of arrangement expense

on the consolidated statement of earnings and accumulated earnings.

4. PROPERTY, PLANT AND EQUIPMENT
(Restated)

2 0 0 4 2003

Property, plant and equipment 7 5 2 , 8 4 6 286,845

Accumulated depletion and depreciation ( 1 1 9 , 2 3 1 ) (61,726)

Property, plant and equipment 6 3 3 , 6 1 5 225,119

The calculation of 2004 depletion and depreciation expense included an estimated $18.1 million for

future development costs associated with proved undeveloped reserves and excluded $22.8 million for

the estimated future net realizable value of production equipment and facilities and $71.6 million for

the estimated value of unproven properties. Depletion and depreciation expense for the year ended

December 31, 2004 was $57.5 million (2003 – $25.1 million).

Included in the Trust’s property, plant and equipment balance is $9.8 million, net of accumulated

depletion, related to asset retirement obligations ($14.4 million before accumulated depletion) (Refer

to note 6). 

The Trust capitalized approximately $1.5 million of geological and geophysical expenses associated with

the exploration and development of capital assets during the year ended December 31, 2004 (2003 –

$0.9 million).
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Adoption of the new guideline for oil and gas accounting using the full cost method, as outlined in

note 1, had no effect on the Trust’s financial statements, based on the ceiling test prepared on initial

adoption on January 1, 2004 using commodity price forecasts of the Trust’s independent reserve

engineers adjusted for differentials specific to the Trust’s reserves.

The Trust performed a ceiling test calculation at December 31, 2004 resulting in the undiscounted

cash flows from proved reserves and the lower of cost and market of unproved properties exceeding

the carrying value of oil and gas assets. The following table summarizes the future benchmark prices

the Trust used in the ceiling test:

Crude Oil Natural Gas

West Texas Edmonton AECO Gas
Intermediate Par Price Price

(Cdn$/bbl) (1) (Cdn$/bbl) (Cdn$/mmbtu)

2005 42.00 50.25 6.60

2006 40.00 47.75 6.35

2007 38.00 45.50 6.15

2008 36.00 43.25 6.00

2009 34.00 40.75 6.00

2010 – 2015 33.50 40.00 6.10

Thereafter (2) 2% 2% 2%
(1) Future prices incorporated a $0.82 US/Cdn exchange rate.
(2) Percentage change of 2% represents the change in future prices each year after 2015 to the end of the reserve life.

5. BANK DEBT
2 0 0 4 2003

Direct advances 1 , 2 2 2 10,158

Banker’s acceptances 1 3 2 , 5 0 0 34,915

Total bank debt 1 3 3 , 7 2 2 45,073

In conjunction with the Arrangement, the Trust entered into new credit facilities with a syndicate of

banks and currently has a $200 million extendible revolving term credit facility and a $15 million

working capital credit facility. The facilities are available on a revolving basis for a period of at least

364 days until May 31, 2005, and such initial term out date may be extended for further 364 day

periods at the request of the Trust, subject to approval by the banks. Following the term out date, the

facilities will be available on a non-revolving basis for a one year term, at which time the facilities would

be due and payable. Various borrowing options are available under the facilities including prime rate

based advances and banker’s acceptance loans. Average cost of borrowing under these facilities in 2004

was 3.5 percent (2003 – 4.0 percent). The credit facilities are secured by a $500 million fixed and

floating charge debenture on the assets of the Trust and by a guarantee and subordination provided

by Progress in respect of the Trust’s obligations. The $215 million borrowing base is subject to semi-

annual review by the banks.
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6. ASSET RETIREMENT OBLIGATIONS

The new accounting standard, as outlined in note 1, was adopted retroactively with restatement of

prior periods presented for comparative purposes. The effect of the adoption on previously reported

amounts is presented below as increases (decreases):

Balance Sheet 2003

Asset retirement costs, included in property, plant and equipment 5,477

Asset retirement obligations 11,778

Site restoration and abandonment liability (3,965)

Future income taxes (826)

Accumulated earnings (1,510)

Income Statement 2003

Depletion, depreciation and accretion 379

Future income taxes (134)

Net earnings (245)

Net earnings per unit

Basic $ (0.01)

Diluted $ (0.01)

Asset retirement obligations were estimated based on the Trust’s net ownership interest in all wells and

facilities, the estimated costs to abandon and reclaim the wells and facilities and the estimated timing

of the costs to be incurred in future periods. The total undiscounted amount of the estimated cash

flows required to settle the asset retirement obligations is approximately $42.2 million which will be

incurred over the next 43 years with the majority of costs incurred between 2009 and 2020. A credit

adjusted risk-free rate of eight percent was used to calculate the fair value of the asset retirement obligations.

The following reconciles the Trust’s asset retirement obligations:

2 0 0 4 2003

Balance, beginning of year 1 1 , 7 7 8 11,987

Liabilities incurred 7 0 3 1,732

Liabilities settled ( 3 5 8 ) (225)

Acquisitions (Note 3) 6 , 6 7 0 –

Dispositions ( 3 , 8 1 1 ) (2,687)

Accretion expense 1 , 0 8 3 971

Balance, end of year 1 6 , 0 6 5 11,778

7. UNITHOLDERS’ CAPITAL

The Trust Indenture provides that an unlimited number of trust units may be authorized and issued.

Each trust unit is transferable, carries the right to one vote and represents an equal undivided beneficial

interest in any distributions from the Trust and in the assets of the Trust in the event of termination

or winding-up of the Trust. All trust units are of the same class with equal rights and privileges.
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(a) Trust Units of Progress Energy Trust

2 0 0 4 2003

N u m b e r A m o u n t Number Amount

Trust Units

Balance, beginning of year – – – –

Issued for common shares 2 8 , 2 3 8 , 0 6 1 8 1 , 8 6 9 – –

Issued on Cequel acquisition (Note 2) 3 6 , 9 1 1 , 3 5 2 5 1 8 , 2 7 2 – –

Issued for cash 2 5 0 , 0 0 3 2 , 9 9 3 – –

Exchangeable shares converted 1 , 4 9 9 , 0 8 2 1 3 , 4 4 3 – –

Unit issue costs – ( 1 , 9 9 8 ) – –

Balance, end of year 6 6 , 8 9 8 , 4 9 8 6 1 4 , 5 7 9 – –

Redemption Right

Unitholders may redeem their trust units for cash at any time, up to a maximum value of $250,000

in any calendar month, by delivering their unit certificates to the Trustee, together with a properly

completed notice requesting redemption. The redemption amount per trust unit will be the lesser of

90 percent of the simple average closing price of the trust units on the principal market on which they

are traded for the 10 day trading period after the trust units have been validly tendered for the

redemption and the closing market price of the trust units on the principal market on which they are

traded on the date on which they were validly tendered for redemption, or if there was no trade of the

trust units on that date, the average of the last bid and ask prices of the trust units on that date.

(b) Exchangeable Shares
2 0 0 4 2003

N u m b e r A m o u n t Number Amount

Balance, beginning of year – – – –

Issued for common shares 6 , 9 9 9 , 9 9 4 2 0 , 3 0 0 – –

Issued on Cequel acquisition (Note 2) 9 , 0 0 0 , 0 0 0 1 2 6 , 3 6 9 – –

Exchanged for trust units ( 1 , 4 6 6 , 4 8 8 ) ( 1 3 , 4 4 3 ) – –

Balance, end of year 1 4 , 5 3 3 , 5 0 6 1 3 3 , 2 2 6 – –

The exchangeable shares can be converted, at the option of the holder into trust units at any time and

are listed on the Toronto Stock Exchange under the symbol PGE. If the number of exchangeable shares

outstanding is less than 1,600,000, the Trust can elect to redeem the exchangeable shares for trust units

or an amount in cash equal to the amount determined by multiplying the exchange ratio on the last

business day prior to the redemption date by the current market price of a trust unit on the last business

day prior to such redemption date. The number of trust units issued upon conversion is based on the

exchange ratio in effect on the date of conversion. The exchange ratio is calculated monthly based on

the five day weighted average trust unit trading price at the end of each month. The exchangeable

shares are not eligible for cash distributions.
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Retraction of Exchangeable Shares

Exchangeable shareholders may redeem their shares at any time by delivering their share certificates

to the Trustee, together with a properly completed retraction request. The retraction price will be satisfied

with trust units equal to the amount determined by multiplying the exchange ratio on the last business

day prior to the retraction date by the number of exchangeable shares redeemed.

Redemption of Exchangeable Shares

On July 2, 2009 the exchangeable shares will be redeemed by the Trust unless the Board of Directors

elect to extend the redemption period. The exchangeable shares will be redeemed by either issuing

units or payment in cash for an amount equivalent to the value of the exchangeable shares at the current

exchange ratio. 

(c) Common Shares of Progress Energy Ltd.
2 0 0 4 2003

N u m b e r A m o u n t Number Amount

Common Shares

Balance, beginning of year 3 3 , 4 1 1 , 0 9 4 9 6 , 7 5 2 30,911,781 74,477

Issued on exercise of stock options 5 7 3 , 4 6 3 2 , 0 9 8 499,313 1,729

For cash, pursuant to public offering – – 2,000,000 21,000

Issued on exercise of warrants 1 , 2 5 3 , 4 9 8 3 , 3 2 2 – –

Exchanged for trust units ( 2 8 , 2 3 8 , 0 6 1 ) ( 8 1 , 8 6 9 ) – –

Exchanged for exchangeable shares ( 6 , 9 9 9 , 9 9 4 ) ( 2 0 , 3 0 0 ) – –

Share issue costs, net of tax of $1 (2003 – $447) ( 3 ) (730)

Balance, end of year – – 33,411,094 96,476

Warrants

Balance, beginning of year 1 , 2 5 3 , 4 9 8 2 7 6 1,253,498 276

Warrants exercised ( 1 , 2 5 3 , 4 9 8 ) ( 2 7 6 ) – –

Balance, end of year – – 1,253,498 276

Total share capital – – – 96,752

Net Earnings Per Unit

The following table summarizes the trust units and issuable exchangeable shares used in calculating

net earnings per trust unit:

Weighted average trust units 2 0 0 4 2003

Basic 5 7 , 8 5 5 , 4 6 7 31,492,045

Diluted 5 8 , 9 9 8 , 4 8 6 33,687,538

The reconciling items between the basic and diluted average trust units are performance units, stock

options and warrants outstanding during the years ended December 31, 2004 and 2003.
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Performance Unit Incentive Plan

In conjunction with the Arrangement the Trust established a Performance Unit Incentive Plan (the

“Plan”) for employees, directors, consultants and other service providers of the Trust or its subsidiary.

The number of units reserved for issuance under the Plan shall not exceed five percent of the aggregate

number of issued and outstanding units of the Trust and including the number of units which may

be issued on the exchange of the outstanding exchangeable shares, which may be converted into trust

units. Under the Plan, performance units (“PUIP’s”) shall be granted by the Board of Directors from

time to time at its sole discretion. The PUIP’s will vest on the third anniversary of the date of grant

and actual payment will be determined based on the performance of the Trust relative to its peers.

Performance factors range from 0.5 to 1.5 times the initial PUIP’s granted. Over the three year term

the PUIP’s will attract distributions. The Trust expects to pay out the distribution portion in cash while

the units earned will be issued from treasury. 

On December 2, 2004 the Board of Directors granted 395,267 PUIP’s retroactive to July 2, 2004. As

a result, the fair value of the PUIP’s granted of approximately $5.3 million will be amortized through

general and administrative expenses over the vesting period as unit compensation cost with a

corresponding increase to contributed surplus. Approximately $0.2 million was charged to general and

administrative expenses in 2004. The distributions earned by the PUIP’s of $0.3 million was charged

to general and administrative expenses in 2004 with a corresponding increase to liabilities.

Stock Options

The following table sets forth a reconciliation of the stock option plan activity through to December 31,

2004:

Weighted average 
Number of options exercise price

Balance, beginning of year 3,205,938 5.91

Granted 17,000 12.75

Exercised (573,463) 3.64

Settled for cash (2,649,475) 6.44

Balance, end of year – –

Contributed Surplus

The following table reconciles the Trust’s contributed surplus:

2 0 0 4 2003

Balance, beginning of year 2 4 6 –

Unit based compensation expense 2 , 8 8 9 246

Options exercised ( 1 0 ) –

Options settled for cash ( 2 , 9 5 4 ) –

Balance, end of year 1 7 1 246

N O T E S (continued)
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8. TAXES

Tax Expense

The Trust is a taxable entity under the Income Tax Act (Canada) and is taxable only on income that

is not distributed or distributable to the unitholders. Cash distributions for the year ended December 31,

2004 totaled $55.7 million, reducing the Trust’s expected future income tax expense and resulting in

a recovery for the year ended December 31, 2004.

The combined provision for taxes in the consolidated statements of earnings and accumulated earnings

reflect an effective tax rate which differs from the expected statutory tax rate. Differences were accounted

for as follows:

(Restated)
2 0 0 4 2003

Earnings before taxes 4 9 , 8 1 1 30,937

Statutory income tax rate 4 0 . 1 % 41.4%

Expected income taxes 1 9 , 9 7 4 12,808

Add (deduct)

Net income of the Trust ( 2 2 , 3 3 7 ) –

Non-deductible crown charges 1 3 , 3 6 5 5,651

Resource allowance ( 9 , 3 3 7 ) (5,626)

Reduction in federal and provincial income tax rates ( 2 , 4 5 2 ) (4,151)

Attributed Canadian Royalty Income ( 1 , 9 4 5 ) –

Capital taxes 1 , 4 5 4 804

Other ( 1 , 4 8 8 ) 206

( 2 , 7 6 6 ) 9,692

Future income taxes

The future income taxes liability at December 31 is comprised of the tax effect of temporary differences

as follows:

(Restated)
2 0 0 4 2003

Property, plant and equipment 1 2 0 , 2 1 1 38,698

Asset retirement obligations ( 5 , 5 3 9 ) (4,165)

Commodity sales contracts ( 7 2 2 ) (968)

Share issue costs ( 1 , 2 1 6 ) (793)

Attributed Canadian Royalty Income ( 3 , 6 1 8 ) (498)

1 0 9 , 1 1 6 32,274

As at December 31, 2004, the Trust’s corporate subsidiary has tax pools of approximately $201.0 million

(2003 – $127.2 million) available for deduction against future taxable income.
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9. SUPPLEMENTAL CASH FLOW INFORMATION

Changes in non-cash working capital
2 0 0 4 2003

Accounts receivable 6 , 9 2 0 (1,684)

Prepaid expenses and deposits 5 6 43

Accounts payables 7 , 0 7 8 5,495

Current income taxes payable 1 , 2 0 9 –

Change in non-cash working capital 1 5 , 2 6 3 3,854

Relating to:

Financing activities ( 2 6 8 ) 268

Investing activities ( 6 , 4 4 0 ) 4,904

Operating activities 2 1 , 9 7 1 (1.318)

Interest and taxes paid
2 0 0 4 2003

Interest paid 3 , 7 2 5 2,015

Income and other taxes paid 5 7 3 739

10. FINANCIAL INSTRUMENTS

Fair Value of Financial Instruments

The Trust’s financial instruments recognized in the balance sheet consist of accounts receivable, accounts

payable and accrued liabilities and bank debt. The fair value of these financial instruments approximate

their carrying amounts due to their short terms to maturity or the indexed rate of interest on the bank debt.

Credit Risk

The Trust’s accounts receivable are with customers and joint venture partners in the petroleum and

natural gas business and are subject to normal credit risks. Concentration of credit risk is mitigated

by marketing production to numerous purchasers under normal industry sale and payment terms. The

Trust routinely assesses the financial strength of its customers. 

The Trust may be exposed to certain losses in the event of non-performance by counter-parties to

commodity price contracts. The Trust mitigates this risk by entering into transactions with counter-

parties that provide sufficient collateral in support of payment or have investment grade credit ratings.

Interest Rate Risk

The Trust is exposed to interest rate risk to the extent that changes in market interest rates will impact

Progress’ debts that have a floating interest rate. The Trust had no interest rate swaps or hedges at

December 31, 2004.

N O T E S (continued)
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Commodity Price Contracts

The Trust has entered into several derivative financial instruments for natural gas for the purpose of

protecting its cash flow from operations from the volatility of natural gas commodity prices. A natural

gas collar was acquired in the Cequel acquisition valued at $1.7 million at June 30, 2004 and capitalized

as part of the acquisition. Subsequent to the acquisition $1.7 million was charged to earnings for this collar. 

Contracts outstanding in respect to financial instruments are as follows:

Pricing Cost/
Contract Volume Point Strike Price ($GJ) Premium Term

Natural Gas

Costless collar 1 5,000 gj/d AECO Cdn$6.75 – Cdn$9.35 n/a Nov 01/04 – Mar 31/05

Costless collar 1 5,000 gj/d AECO Cdn$6.50 – Cdn$7.25 n/a Nov 01/04 – Mar 31/05

Costless collar 1 5,000 gj/d AECO Cdn$6.50 – Cdn$8.00 n/a Nov 01/04 – Mar 31/05

Costless collar 1 10,000 gj/d AECO Cdn$6.50 – Cdn$8.90 n/a Nov 01/04 – Mar 31/05

Costless collar 1 5,000 gj/d AECO Cdn$7.25 – Cdn$9.75 n/a Nov 01/04 – Mar 31/05

Costless collar 1 5,000 gj/d AECO Cdn$7.50 – Cdn$9.90 n/a Nov 01/04 – Mar 31/05

Costless collar 1 5,000 gj/d AECO Cdn$7.50 – Cdn$10.00 n/a Nov 01/04 – Mar 31/05

Put option 5,000 gj/d AECO Cdn $8.50 Cdn$0.55/gj Dec 1/04 – Mar 31/05

Costless collar 1,2 30,000 gj/d AECO Cdn$6.00 – Cdn$7.50 n/a April 01/05 – Oct 31/05

1 Collar strike price indicates minimum floor and maximum ceiling
2 Contract entered into subsequent to December 31, 2004

The estimated fair value of the natural gas collars that qualify for hedge accounting was a gain of 

$3.7 million as at December 31, 2004 and represents the amount the Trust would receive to terminate

the contracts at December 31, 2004. These instruments have no carrying value recorded in the financial

statements.

Commodity Sales Contract

The following physical gas sales contract was outstanding at December 31, 2004. This contract was

acquired in conjunction with the acquisition of Campion Resources Ltd. on June 3, 2002, at which

time the fair value of the contracts was a liability of $4.1 million. This value was recorded as a liability

on June 3, 2002, and is being amortized over the life of the contract. At December 31, 2004 the

unamortized liability remaining was $2.1 million.

Volume Pricing Point Progress Price Term

1,000 gj/d AECO $2.06/gj in 2005 escalating at 2.5% annually Jun 1/97 – Oct 31/08

11. SUBSEQUENT EVENT

On February 2, 2005 the Trust issued $100 million of 6.75 percent convertible unsecured subordinated

debentures (the “Debentures”) for net proceeds of $95.5 million. The Debentures pay interest semi-

annually and are convertible at the option of the holder at any time into fully paid trust units at a

conversion price of $15.00 per trust unit. The Debentures mature on June 30, 2010 at which time

they are due and payable. The net proceeds were used to reduce outstanding bank indebtedness.
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2 0 0 4  S E L E C T E D  Q U A R T E R LY  I N F O R M AT I O N
Progress Energy Trust

FINANCIAL HIGHLIGHTS
($ thousands except per unit amounts) Three Months Ended 2004 A n n u a l

March 31 June 30 Sept. 30 Dec. 31 2 0 0 4

INCOME STATEMENT

Petroleum and natural gas revenue 30,812 38,811 68,299 76,767 2 1 4 , 6 8 9

Cash flow 1 14,928 17,833 36,355 41,344 1 1 0 , 4 6 0

Per unit – basic 0.44 0.52 0.45 0.50 1 . 9 1

Per unit – diluted 0.41 0.49 0.45 0.50 1 . 8 7

Cash distributions declared 1 27,670 28,035 5 5 , 7 0 5

Per unit 0.42 0.42 0 . 8 4

Net earnings 6,247 4,464 19,149 22,717 5 2 , 5 7 7

Per unit – basic 0.19 0.13 0.24 0.28 0 . 9 1

Per unit – diluted 0.17 0.12 0.24 0.28 0 . 8 9

PAYOUT RATIO

Excluding exchangeable shares 76% 68%

Including exchangeable shares 94% 83%

BALANCE SHEET

Capital Expenditures 43,702 16,615 12,112 33,993 1 0 6 , 4 2 2

Total debt 82,252 106,061 151,580 171,543 1 7 1 , 5 4 3

Unitholders’ equity 140,224 134,816 754,600 749,452 7 4 9 , 4 5 2

Trust Units (thousands except where otherwise stated)

Units outstanding, end of period 33,939 35,238 66,164 66,898 6 6 , 8 9 8

Units issuable for exchangeable shares 15,575 15,291 1 5 , 2 9 1

Total units outstanding and issuable 

for exchangeable shares, end of period 33,939 35,238 81,739 82,189 8 2 , 1 8 9

Weighted average units – diluted 2 36,136 36,344 81,016 81,979 5 8 , 9 9 8

Exchange ratio, end of period 1.02188 1.05215 1 . 0 5 2 1 5

Trust Unit Trading Statistics ($) 

High 15.09 15.81 1 5 . 8 1

Low 12.12 12.95 1 2 . 1 2

Closing 14.95 13.52 1 3 . 5 2

Unit volume traded (thousands) 46,567 18,774 6 5 , 3 4 1

Exchangeable Shares Trading Statistics ($) 

High 15.25 16.00 1 6 . 0 0

Low 13.00 13.55 1 3 . 0 0

Closing 15.25 14.11 1 4 . 1 1

Share volume traded (thousands) 272 95 3 6 7
1 See discussion in the Management’s Discussion and Analysis.
2 Includes exchangeable shares converted at the end of period exchange ratio.
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OPERATIONAL HIGHLIGHTS
Three Months Ended 2004 A n n u a l

March 31 June 30 Sept. 30 Dec. 31 2 0 0 4

DAILY PRODUCTION

Natural gas (mcf/d) 34,805 44,809 81,783 86,998 6 2 , 2 2 1

Crude oil (bbls/d) 2,227 2,160 2,475 2,475 2 , 3 3 5

Natural gas liquids (bbls/d) 329 325 1,197 1,394 8 1 4

Total daily production (boe/d) 8,357 9,953 17,302 18,368 1 3 , 5 1 9

AVERAGE REALIZED PRICES

Natural gas – before hedging ($/mcf ) 6.66 7.17 6.94 7.32 7 . 0 8

Natural gas – after hedging ($/mcf ) 6.63 7.16 6.99 7.45 7 . 1 3

Crude oil – before hedging ($/bbl) 44.15 48.75 53.35 55.69 5 0 . 7 2

Crude oil – after hedging ($/bbl) 43.12 42.47 47.31 48.21 4 5 . 4 4

Natural gas liquids ($/bbl) 36.33 43.40 45.09 48.24 4 5 . 4 0

HIGHLIGHTS ($/boe)

Weighted average sales price 40.52 42.85 42.91 45.42 4 3 . 3 9

Royalties 9.39 10.99 10.52 11.58 1 0 . 8 0

Operating expenses 6.36 6.15 5.81 5.55 5 . 8 7

Transportation expenses 2.99 2.98 1.98 1.96 2 . 3 1

Operating Netbacks 21.78 22.73 24.60 26.33 2 4 . 4 1

General and administrative expense 1.29 0.69 1.22 1.24 1 . 1 4

Interest and financing expenses 0.66 0.69 0.70 0.69 0 . 6 9

Depletion, depreciation and accretion 8.97 9.47 12.97 13.34 1 1 . 8 4

Plan of arrangement expenses – 3.69 – – 0 . 6 7

Net earnings before taxes 10.86 8.19 9.71 11.06 1 0 . 0 7

Capital taxes 0.24 0.20 0.35 0.31 0 . 2 9

Future income taxes (recovery) 2.41 3.06 (2.68) (2.69) ( 0 . 8 5 )

Net Earnings 8.21 4.93 12.04 13.44 1 0 . 6 3

DRILLING RESULTS

Gross 28 5 10 21 6 4

Net – natural gas 14.9 2.5 6.2 6.9 3 0 . 5

Net – crude oil 2.4 2.0 0.0 2.6 7 . 0

Success Rate (percent) 79 83 100 100 8 9
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2 0 0 3  S E L E C T E D  Q U A R T E R LY  I N F O R M AT I O N
Progress Energy Trust

FINANCIAL HIGHLIGHTS
($ thousands except per unit amounts) Three Months Ended 2003 Annual

March 31 June 30 Sept. 30 Dec. 31 2003

INCOME STATEMENT

Petroleum and natural gas revenue 29,446 24,784 24,939 28,370 107,539

Cash flow 1 16,045 12,502 12,317 13,391 54,255

Per unit – basic 0.52 0.40 0.39 0.41 1.72

Per unit – diluted 0.48 0.37 0.37 0.39 1.61

Net earnings 6,470 6,835 3,647 4,293 21,245

Per unit – basic 0.21 0.22 0.12 0.13 0.68

Per unit – diluted 0.20 0.20 0.11 0.12 0.63

BALANCE SHEET

Capital Expenditures 25,476 15,192 24,768 18,858 84,294

Total debt 56,318 57,748 70,167 55,433 55,433

Unitholders’ equity 96,134 104,288 108,081 131,778 131,778

Trust Units (thousands except where otherwise stated)

Units outstanding, end of period 30,937 31,320 31,327 33,411 33,411

Weighted average units – diluted 33,142 33,401 33,620 34,688 33,688
1 See discussion in the Management’s Discussion and Analysis.
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OPERATIONAL HIGHLIGHTS
` Three Months Ended 2003 Annual

March 31 June 30 Sept. 30 Dec. 31 2003

DAILY PRODUCTION

Natural gas (mcf/d) 26,830 26,873 28,736 33,237 28,936

Crude oil (bbls/d) 2,094 2,260 2,358 2,629 2,337

Natural gas liquids (bbls/d) 311 284 289 315 299

Total daily production (boe/d) 6,877 7,022 7,436 8,483 7,459

AVERAGE REALIZED PRICES

Natural gas – before hedging ($/mcf ) 8.21 6.76 6.03 5.89 6.66

Natural gas – after hedging ($/mcf ) 8.30 6.80 6.07 6.04 6.74

Crude oil – before hedging ($/bbl) 47.64 37.54 37.69 37.73 39.87

Crude oil – after hedging ($/bbl) 44.17 36.84 37.14 36.35 38.40

Natural gas liquids ($/bbl) 38.99 27.85 32.16 32.71 33.02

HIGHLIGHTS ($/boe)

Weighted average sales price 47.57 39.00 36.48 36.15 39.50

Royalties 10.35 8.15 7.19 7.76 8.30

Operating expenses 5.42 5.46 5.92 5.68 5.63

Transportation expenses 2.47 3.29 2.73 2.75 2.81

Operating Netbacks 29.33 22.10 20.64 19.96 22.76

General and administrative expense 1.39 1.06 1.03 1.80 1.34

Interest and financing expenses 0.67 0.86 0.85 0.68 0.77

Depletion, depreciation and accretion 9.14 9.38 9.26 9.39 9.29

Earnings before taxes 18.13 10.80 9.50 8.09 11.36

Capital taxes 0.31 0.29 0.30 0.29 0.30

Future income taxes 7.37 (0.19) 3.87 2.30 3.26

Net Earnings 10.45 10.70 5.33 5.50 7.80

DRILLING RESULTS

Gross 23 7 28 18 76

Net – natural gas 8.0 6.0 16.6 12.8 43.4

Net – crude oil 6.0 – 4.0 2.0 12.0

Success Rate (percent) 75 86 87 88 84
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