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Balancing risk & reward  

This is Fairborne’s first annual report since we became a

publicly traded company on July 7, 2003. We have made a

smooth transition from a private to a public company and have

shown exceptional growth in every aspect of our business.



2003 Summary
Year Seven Months

Ended Ended
December 31, December 31, Percent

Units as noted 2003 2002 Change

Financial Oil and gas sales ($000) 50,888 16,376 n/a

Funds generated from operations ($000) 29,150 8,774 n/a

Per share ($) 1.16 0.44 n/a

Net income ($000) 10,174 2,439 n/a

Per share ($) 0.40 0.12 n/a

Capital expenditures ($000) 80,379 43,537 n/a

Long term debt including working capital ($000) 9,371 443 n/a

Shareholder’s equity ($000) 85,984 36,876 133
Common shares outstanding (000) 32,328 19,750 64

Operating Production Oil and NGL (Barrels per day) 2,014 1,396 44
Natural gas (Mmcf/day) 10.6 6.0 77
Barrels of Oil Equivalent (BOE/day) 3,787 2,396 58

Total Proved Oil and NGL (Mbbl) 6,003 4,275 40
and Probable Natural gas (Bcf ) 47.2 11.7 304
Reserves Oil equivalent (MBOE) 13,871 6,221 123

Prices Oil and NGL (Cdn.$/Bbl) 35.64 37.23 (4)
Natural gas (Cdn.$/Mcf ) 6.24 4.20 49
Oil equivalent (Cdn.$/BOE) 36.54 31.88 15

Netbacks Oil and gas sales (Cdn.$/BOE) 36.54 31.88 15
Other income (Cdn.$/BOE) 0.28 – n/a
Royalties (Cdn.$/BOE) (6.83) (5.73) 19
Operating costs (Cdn.$/BOE) (6.05) (6.96) (13)
Interest and capital taxes (Cdn.$/BOE) (0.52) (0.37) 41
General and administrative (Cdn.$/BOE) (2.33) (1.71) 36

Funds generated from operations (Cdn.$/BOE) 21.09 17.11 23
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■ Average production increased by 58% in 2003.

■ 2003 exit production was 89% higher than 2002 exit.

■ Drilling success in 2003 was 87% resulting in 20 new gas

wells and 6 new oil wells.

■ Undeveloped land inventory to date doubled to 220,000

net acres.

■ Proven & probable reserves added in 2003 replaced annual

production by 6.5x (4.4x for proven).

■ Finding, development & acquisition (FD&A) costs since

inception are $7.76 per BOE (proven & probable) and

$10.90 per BOE for proven reserves.

■ FD&A for 2003 was $8.93 per BOE (proven & probable)

and $13.18 per BOE for proven reserves ($9.90/BOE and

$14.46/BOE respectively including all future capital).

■ Market capitalization since July 2003 has increased from

$180MM to $350MM.

H I G H L I G H T S



To our Fellow Shareholders

When the senior management team formed our company in

the spring of 2002, I chose the name Fairborne Energy Ltd. after

the home of the Wright brothers who brought all of us the

modern age of flight. Since take off, Fairborne’s flight over its

first 19 months ending December 31, 2003 has been exemplary.

Following our initial private equity financing of $35 million

(MM) the Company, by year end 2003, was producing 5,300

barrels of oil equivalent per day (BOE/d) with proven and

probable reserves of 13.8MM barrels of oil equivalent (BOE).

After closing our acquisition of assets in the West Pembina

area of Alberta, production will be over 8,500 BOE/d, with a

drilling inventory in excess of 100 locations on 220,000 net

acres of undeveloped lands. Our philosophy is simple, balance

risk with reward. This can only be accomplished if a company

has an experienced, strong technical staff with focused leaders.

Such is the case at Fairborne and I am proud of our team and

their accomplishments.

Competitive Advantage

Fairborne’s single greatest strength is our ability to think

strategically like a major or large independent, but to execute

tactically with the speed and efficiency of a small,

entrepreneurial company.

In order to balance risk and reward, we focus on

opportunities both by geographic area and prospect type. We

choose these only where risk adjusted finding and development

costs, as well as operating costs, are low enough to maintain

profitable growth. In our first 19 months of operations our

total finding, development and acquisition costs were $7.76 per

BOE for proven and probable reserves ($10.90 proven) and

operating costs are approximately $6.00 per BOE.

Balancing risk with reward requires a portfolio approach to

exploration and development expenditures. We are able to

achieve this balance through our strategic focus and high

working interest properties. Fairborne owns and operates the

vast majority of its assets in three distinct geographic areas: 1)

central Alberta which includes the Clive, Wood River and

Westerose/Pigeon Lake properties; 2) west central Alberta

which includes the West Pembina, Wild River, Malboro, Plante

and Lambert properties; 3) Peace River Arch which includes

the Rycroft, Gordondale and Progress properties. These areas

account for 88% of the company’s current production and the

majority of the undeveloped lands.

The prospect types and opportunities vary within each of

these areas and between the different areas. In central Alberta

we produce light gravity oil from Leduc and Nisku reservoirs

from depths of 1,800 to 2,000 meters as well as sweet natural

gas from as many as eight different horizons in the Cretaceous.
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balancing risk & reward —
a focused, portfolio approach

R E P O R T  T O  S H A R E H O L D E R S



Drilling risk is moderate to high for sour gas reservoirs in the

Westerose/Pigeon Lake area but reserve potential is significant

ranging from five to ten billion cubic feet (BCF) per well. In

contrast, at Clive we have a lower risk, natural gas from coals

project within the Horseshoe Canyon formation of the

Edmonton Group. This project, which was started last August,

may have over 50 wells tested by year end 2004 and we

anticipate reserves of 1.5 to 2.0 BCF per section. 

In west central Alberta our prospects range from low risk

workovers and infill drilling for Belly River oil, and gas sands in

the Edmonton Group at 700 to 2000 meters to higher risk,

deep Devonian targets where sour gas reserves range from 4 to

30 Bcf/well. We plan 25 workovers in the Belly River for the

remainder of this year, four or five shallow drills and three or

four deep sour gas tests.

In the Peace River Arch area, where we currently produce

1,400 Boe/d, we have shallow (1,350 meters) Bluesky formation

gas reservoirs at Rycroft and Devonian gas reservoirs at depths of

3,200 meters in Saddle Hills. Our success rate for commercial

producing wells over the past year at Rycroft, Gordondale and

Progress has been 80%. This success is due in part to the vertical

stacking of different productive zones within this area that often

leads to serendipity, the explorationists’ best friend.

In summary, our competitive advantage is based on our

geographic and geological focus, our operational control and

the risk management of our prospect portfolio. With a large

inventory of exploration and development opportunities we

have the advantage of choosing from a range of reward and risk.

This balance will be the key to our success.

The remaining capital ($15 million to $20 million) is split

between our continuing development of properties on the Peace

River Arch and new exploration and development ideas that are

the staple of our talented geological and geophysical staff.

I believe the keys to success in the oil and gas business are

timely acquisitions, talented technical staff, luck with the drill

bit and supportive shareholders. With this in mind I would like

to applaud the accomplishments of the team at Fairborne and

thank all of our shareholders and stakeholders for their support.

Richard A. Walls

March 31, 2004

Outlook and Opportunities — The Future

In 2004 we estimate we will spend $70 million to exploit

and explore our rich land inventory. 

On March 31, 2004 we completed our acquisition of oil

and gas production, facilities and undeveloped lands in the

West Pembina, Plante, Marlboro, and Lambert areas for $116

million subject to closing adjustments. These areas, as well as

Wild River, will consume $25 million to $30 million of our

total capital expenditures in 2004. Moreover, we will use our

strong position in these areas to acquire additional

opportunities and consolidate operations.

The Clive, Wood River and Westerose/Pigeon Lake areas in

central Alberta have budgeted capital of $25 million of which 60%

to 70% is earmarked for development of natural gas from coals in

the Clive area. The balance of capital is targeted at both natural gas

and oil targets that have the optimum risk to reward ratio.
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with a large inventory —
balance is key to our success



Balancing risk & reward

We  balance risk and reward by focusing on areas with

multizone potential, high working interest, operated lands

and both shallow low-cost and deeper high potential

prospectivity.
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2003 Accomplishments
■ Total proven and probable reserves, after production and

revisions grew by 123 percent and replaced production by
549 percent.

■ Proven plus probable finding, development and acquisition
costs were $8.93 per BOE ($13.18 per BOE on a proven
basis). Including future development costs, finding,
development and acquisition costs were $9.90 per BOE
and $14.46 per BOE on a proven and probable and proven
basis, respectively.

■ Fairborne invested $80.4 million during 2003 with $47.4
million invested in the acquisition of Pivotal Energy Ltd.,
$34.4 million in its exploration and development program
and $1.4 million of dispositions. 

■ Funds generated from operations reached $29.2 million
($1.16 per share) for the year ended December 31, 2003.

■ Average production increased 58 percent from 2,396 BOE
per day (58 percent oil and NGL and 42 percent natural
gas) for the seven month period ended December 31, 2002
to average 3,787 BOE per day (53 percent oil and NGL
and 47 percent natural gas) for the year ended December
31, 2003.

■ Fairborne exited 2003 producing 5,300 BOE per day (44
percent oil and NGL and 56 percent natural gas) reflecting
exploration success and a continued emphasis on increasing
levels of natural gas production.

■ Drilling in 2003 resulted in 30 (25.1 net) wells with an
average success rate of 87 percent. The program resulted in
20 (17 net) gas wells and 6 (5.0 net) crude oil wells.

2004 Update
■ On February 8, 2004, the Company entered into a purchase

and sale agreement to purchase operated oil, natural gas and
NGL properties located in the West Pembina/Brazeau area
of west central Alberta for a total consideration of $116
million subject to certain closing adjustments. This
acquisition closed on March 31, 2004 and the results of
operations from these properties will be included in
Fairborne’s operations commencing April 1, 2004.

■ Current production with the West Pembina/Brazeau
acquisition totals over 8,500 BOE per day.

■ A total of 42 (29.3 net) wells with an average success rate of
90 percent have been drilled to date in 2004. This portion
of the year’s program resulted in 36 (24.3 net) gas wells and
2 (2.0 net) crude oil wells.

■ The Company announced the status of its exploratory well
at Wild River which flow tested at various rates up to a
maximum of 14.2 Mmcf per day at a flowing wellhead
pressure of 3,700 psi.

■ On February 27, 2004 Fairborne closed a private
placement of 6,178,000 Subscription Receipts, at a price of
$6.65 each, for gross proceeds of $41,083,700. The
Subscription Receipts were converted into common shares
on a one-for-one basis in connection with the acquisition of
the West Pembina/Brazeau properties. The proceeds from
this issue together with increasing the available bank lines
to $85 million funded the acquisition.
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R E V I E W  O F  O P E R A T I O N S

since Fairborne’s take-off  —
the flight has been exemplary
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strategic activity focus —
high working interest areas
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Why we are where we are

Our strategy is to focus exploration and development activity in areas that offer a balance of risk and reward. These areas are

characterized by multizone potential, high working interest, operated lands and both shallow low-cost and deeper high potential

prospectivity.

Central Alberta
■ Purchased Clive/Wood River in May 2002
■ Active drilling and recompletion program
■ Current focus on Coal Bed Methane from

Horseshoe Canyon
■ Dry coals that produce no water
■ Currently 5 wells on production with 10

awaiting completion and tie in
■ Westerose activity will increase through

remainder of 2004 on land purchased in 2003
(12,800 net acres)

■ Drilling includes 3 development wells and up to
3 exploration wells

4

3

2

1

1



7 F A I R B O R N E  E N E R G Y  LT D . 2 0 0 3  A N N U A L  R E P O R T

T50

T40

T45

R25 R20 R15 R10W5M

T55

12 miles

WILD RIVER

LAMBERT/HINTON

WEST PEMBINA/BRAZEAU

BLUESKY/GETHING
GAS POOL

RGIP 300 bcf

BLUESKY/GETHING
GAS POOL

RGIP 429 bcf

R2W6R3R4

T107

T108

R5

T106
3 miles

BASSET LAKE

GAGE

GORDONDALE

RYCROFT

WORSLEY

POUCE COUPE

PROGRESS

Dunvegan
Gas Field

1 TCF

Apex of PRA
During

DevonianT82

T77

R2W6R7R12

12 miles

Deep Basin
■ Wild River exploration well tested 14 mmcf/d at

3,700 psi flowing pressure
■ West Pembina/Brazeau acquisition closed

March 31, 2004
■ Includes significant production (3,600 boe/d),

workover/development opportunities and
exploration inventory

■ Acquired 96,000 net acres of undeveloped land
■ Inventory of opportunities fits strategy of

balanced approach to risk and reward

Basset Lake
■ Winter access only area
■ Drilled, completed and tied in 20 wells (10 net)

in the 2003/04 winter program
■ Production start up in early Q2 at 5-6 mmcf/d 
■ Development planning for winter 2004/05

drilling underway

Peace River Arch
■ Production growth from 700 boe/d to 1,400 boe/d
■ 2004 activity will include initial development of 3

pools discovered in 2003
■ Drilled 5 wells in first quarter of 2004 with 3-6 wells

planned in second quarter
■ Significant facilities expansion at both Rycroft and

Gordondale are planned for Q3

3

2
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Reserves

The corporate reserve estimates, effective January 1, 2004, were prepared by the independent engineering firm of Gilbert

Laustsen Jung Associates Ltd. (“GLJ”) in accordance with the definitions set out under National Instrument 51-101 Standards of

Disclosure for Oil and Gas Activities (“NI 51-101”). The reserve highlights are:

■ Total proven reserves at December 31, 2003 increased 87 percent to 10.1 million BOE compared to 5.4 million BOE at

December 31, 2002 and total proven plus probable reserves at December 31, 2003 increased 123 percent to 13.8 million BOE

compared to 6.2 million BOE at December 31, 2002.

■ Proven and probable finding, development and acquisition costs were $8.93 per BOE ($13.18 per BOE on a proven basis).

Including future development costs, finding, development and acquisition costs were $9.90 per BOE and $14.46 per BOE on

a proven and probable and proven basis, respectively.

The change to proved and probable reserve definitions implemented by NI 51-101 for the year ended December 31, 2003 may

make reserve quantity and value comparisons to prior years difficult. The proved plus risked probable reserves (“established

reserves”) presented in 2002 and prior years, which were calculated under National Policy 2B, were considered to be a reasonable

estimate of the reserves that would actually be recovered and, as a result, are comparable to the proved plus probable reserves

calculated under NI 51-101. For the 2003 presentation, where comparisons of the 2003 proved plus probable reserves are made

with prior years, the comparison is to the established reserves of the prior year. 

Forecasted Prices and Costs

Summary of Oil and Gas Reserves - Gross Reserves (1)

Light and Natural Gas Natural Total Total
Medium Crude Oil Liquids Gas 2003 2002

(mbbls) (mbbls) (mmcf ) (mboe) (mboe)

Proved -Developed Producing 3,142 278 22,246 7,128 4,366
-Developed Non-Producing 269 41 3,878 956 1,013
-Undeveloped 921 147 5,531 1,989 0

Total Proved 4,332 466 31,655 10,073 5,380
Probable 1,065 140 15,195 3,738 841

Total Proved Plus Probable 5,397 606 46,851 13,811 6,221
Note: May not add due to rounding.
(1) “Gross” reserves means the total working interest (operating and non-operating) share before deduction of royalties payable to others and without

including any royalty interest of Fairborne. 

Net Present Value of Reserves – Forecasted Prices and Costs
Discounted at

Undiscounted 5% 10% 15% 20%
December 31, 2003 (1) (2) (3) (M$) (M$) (M$) (M$) (M$)

Proved - Developed Producing 129,074 109,882 96,918 87,494 80,236
- Developed Non-Producing 15,406 12,812 10,925 9,497 8,381
- Undeveloped 29,034 22,816 18,357 15,040 12,498

Total Proved 173,514 145,510 126,200 112,031 101,115
Probable 62,101 42,627 31,095 24,187 19,249

Total Proved Plus Probable 235,616 188,138 157,295 136,218 120,364
Note: May not add due to rounding
(1) Utilizing GLJ April 1, 2004 price forecast
(2) As required by NI 51-101, undiscounted well abandonment costs of $7.0 million for total proved reserves and $7.6 million for total proved plus

probable reserves are included in the Net Present Value determination 
(3) Prior to provision of income taxes, interest, debt service charges and general and administrative expenses. It should not be assumed that the

undiscounted and discounted future net revenues estimated by GLJ represent the fair market value of the reserves. 
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