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As we speak with the
with our Unitholders,
Canada’s only 100% natural gas trust
In February 2008, Paramount Energy Trust (“PET”) marked five years as
a trust. Since being launched with a base of shallow natural gas assets
focused in northeast Alberta, PET has added significant value for its
Unitholders through diligent execution of its business plan. PET has
thrived as one of the lowest-cost natural gas producers in the
industry, while generating substantial and accretive growth.
Production volumes have more than doubled and the asset
base has been diversified geographically. PET is well
positioned to continue adding value
for Unitholders with
its large land base and
an extensive inventory
of opportunities for
sustainability into
the future.

Who is Paramount Energy Trust?

2

Tackling the issues

4

How do we run our business?

6

What’s happening with natural gas prices?

10

What do we see in PET’s future?

12

How do we live our values?

16

This report contains forward-looking information with respect to Paramount Energy Trust (“PET” or the “Trust”). Implicit in this information
are assumptions regarding natural gas prices, production, royalties and expenses which, although considered reasonable by PET at the time
of preparation, may prove to be incorrect. This forward-looking information is based on certain assumptions that involve a number of risks
and uncertainties and are not guarantees of future performance. Actual results could differ materially as a result of changes in PET’s plans,
changes in commodity prices, general economic, market, regulatory and business conditions as well as production, exploration, development
and operating performance, capital, administrative and operating costs, regulations and other risks associated with oil and gas operations.
There is no guarantee by PET that actual results achieved will be the same as those forecast herein.

Answering

investment community and one-on-one
a number of questions continue to surface.
investors’ top questions
As PET passes the five-year mark in our history, there is

Yet another hurdle was added to the mix last fall with the

much to reflect on in terms of our growth and performance.

Alberta government’s announcement of its intention to

We have returned substantial value to our Unitholders,

raise royalty rates for oil and gas production in the province.

distributing to date over 130 percent of our initial calculated

While our focus on shallow gas from relatively mature, lower

net asset value while essentially sustaining production and

productivity wells will mitigate some of the impacts, it is yet

reserves per Trust Unit. We have also driven significant

another challenge for our Trust and the sector.

growth into our asset base. At the same time we are better
positioned than ever to add future value for our Unitholders.
Our track record lends strong support to our business
strategies, our values and the abilities and entrepreneurial
spirit of our people.

Throughout the upheaval created by governments changing
the playing field, a further challenge has been to manage
our business and distributions to Unitholders in a highly
volatile gas price market environment. Commodity price
strength during the past five years has increased activity,

The environment in which we operate has presented

resulting in labor and service shortages in Western Canada,

significant challenges throughout our existence. Government

and consequently our industry has faced escalating drilling,

intervention and market dynamics have evolved the
Canadian oil and gas industry and the energy trust
sector. We have successfully navigated PET’s
growth through some dramatic moments.
As many will remember, the Trust faced
a potentially debilitating regulatory blow
just three months after its formation
with an Alberta Energy and Utilities
Board (“AEUB”) general bulletin calling
for the shut-in of effectively half of
PET’s production. The AEUB deemed that
production of associated natural gas could
put future bitumen recovery at risk. Through

pipelining and other service costs. While we are now seeing
a tempering in these costs, the inflation has demanded a
disciplined approach to our capital programs and a keener
focus on cost control, particularly to maintain our industryleading cost for production additions. Market dynamics have
also necessitated strict adherence to our business strategy
and have set a clear requirement for long-term sustainability.
As we speak with the investment community and one-onone with our Unitholders, a number of questions continue to
surface. This profile is designed to directly address investors’
top questions as we move through this period of change and
uncertainty within industry and markets. PET’s value
of accountability powers us to tackle the issues

perseverance on many fronts, the issue was

head-on for stakeholders to present an

substantially mitigated with approximately

open and transparent view into our business.

one-third of the threatened gas actually shut-in
and negotiation of a financial solution with
the Government of Alberta that is replacing
approximately 70 percent of the Trust’s lost cash
flow and will continue for another six years.
In late 2006, the federal government’s
announcement of its intention to tax trusts directly
rather than through unitholders changed the
industry landscape substantially and, as with all
trusts, the impact was reflected in PET’s Unit price, our
cost of capital and our access to capital markets.

Sue Riddell Rose
President and Chief Executive Officer
February 29, 2008

PET’s net asset value today is $11.40 per Trust
On top of that, we’ve paid out $12.12 per Unit

Who is Paramount
Energy Trust?
PET is a shallow natural gas-focused energy trust. Virtually
all of our production is natural gas and it is what we do best.
Through a dividend-in-kind spin out from Paramount Resources
Ltd., PET started with two core areas in northeast Alberta five
years ago and production of 90 MMcf/d. Today we produce
190 MMcf/d and have expanded to seven core areas highly
focused in northeast and east central Alberta. In terms of
opportunity, we have one of the largest land positions in the
sector relative to our base producing assets. For our asset teams,
this land base is the source to continually replenish the prospect
inventory. PET also owns 93 percent of a private exploration
company, Severo Energy Corp., which produces natural
gas in central Alberta with results reported on a

Not your
typical
natural
gas trust

consolidated basis.
A strong and direct alignment exists
between PET’s management and
Unitholders as the members of our
team own over 20 percent of Trust Units outstanding.
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December 7, 2007
Menal Patel, Industry analyst

Unit, up from $8.91 at the Trust’s inception.
in distributions – the model works.
Distributions

$840 million in cumulative distributions
Since inception, $12.12 per Unit to February 2008
Currently $0.10 per Unit per month
YIELD

Five-year average annualized return on net asset value of 34%
Current yield of 15%
land holdings

3,700,000 net acres with an average working interest of 73%
Undeveloped land of 2,000,000 net acres
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Tough decisions for our Unitholders  
be in control of our destiny going
Tackling the Issues
How would you describe
the past year?

Distributions were lowered
last year: Why?

2007 was a year of wide contrasts. We achieved new
operational benchmarks with our fourth consecutive year of
record production. Reserve growth was
also substantial. We completed several
attractive acquisitions, the largest
of which was the purchase of
shallow gas assets in east
central Alberta through the
corporate acquisition of
Dominion Energy Canada
Limited (“Dominion Canada”).
The acquisition met many of our
strategic objectives. It provided strong production
growth, strengthened our year-round operational base,
added geographic diversification, transformed our reserve life
index and provided a wealth of new opportunities to enhance
the sustainability of our business for years to come.

Gas prices were the primary factor behind the reduction in the
monthly distributions. Distributions were reduced twice last year;
first in February when the distribution was adjusted to $0.14 per
Unit, and then in July when it was reduced to $0.10 per Unit.
These were tough decisions and they created short-term pain for
Unitholders, but were critical for longer-term gains.

These achievements were overshadowed, at least in the
public markets, by the effects of soft and highly volatile
gas prices and a sudden shift to bearish market sentiment
through the latter half of the year and into 2008. In addition,
the effect of a rapidly strengthening Canadian dollar
dramatically magnified the market weakness on Canadian
gas prices.
The Government of Alberta’s announcement of its intention
to change its oil and gas royalty regime had dramatic
ramifications throughout the industry. Initially, uncertainty
loomed as the provincial government deliberated its action
following the release of a report by its designated royalty
review panel. Concerns about the stability and attractiveness
of the investment climate in the province have affected access
to capital and investment by industry in Alberta.
Overall, it was a year of persevering through new challenges.
In our short history we have faced many hurdles and our
people, once again, performed with energy, innovative
thinking and a passion for turning new ideas into value.

Distributions were reduced in order to preserve our
sustainability and enhance our balance sheet in a rapidly
weakening gas price environment. In setting the level of
distribution, we must assess the probabilities and risks in
each element of the cash flow equation, including gas price
and the results from capital investment. At the same time
we need to understand the potential implications for our
balance sheet, the borrowing base under our bank line and
Unitholder returns. It requires judgments to balance shortterm cash in the hands of our Unitholders with long-term
value creation.
In 2006, PET had forecast a gas price of $8.00 Cdn per Gj at
AECO as the basis for our sustainable payout ratio. In reality
the AECO monthly index in 2006 averaged $6.63 Cdn per Gj.
The resultant cash flow shortfall in 2006 led to increased debt
levels in the Trust.
Early in 2007, the distribution reduction was a move to
retain cash flow to invest in our ongoing capital projects. At
that time, the trust sector, PET included, had experienced a
sharp drop in Unit prices following the federal government’s
announcement in late 2006 of its intention to directly tax
income trusts beginning in 2011. With the resulting increase
in the cost of equity capital, and an increasingly bearish
outlook for natural gas prices, we felt it important to maintain
our financial flexibility by reducing distributions.
In late winter and the spring of 2007, gas prices began to rally
as the gas storage surplus seemed to be dissipating. This was
due to a very cold February and a cold spring in key natural
gas consuming regions of North America, coupled with
reduced supply from Canada.
In late May, PET announced the acquisition of Dominion
Canada. We believed, and still believe, the acquisition metrics
were excellent, as are the assets. It was extremely good value
for our Unitholders and will be the basis of significant capital
activity for many years to come. At that time, we made a call
that gas markets held more upside than downside. This view
coincided with that of many market analysts and traders who
were bullish on prices, and was supported by strong forward
pricing through to the upcoming winter season. Under
that pricing scenario, and to bridge the financing for the
acquisition, we crystallized $19 million in financial gains
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  in 2007 allowed us to
forward.
There was a substantial increase in
production last year: From where?
A few weeks later, in late June, gas prices began a rapid
decline. By July 15, 2007 AECO spot prices had fallen 20
percent. That swift decline was mirrored in the futures market
as the 12 month forward strip fell 15 percent in the same time
period. This was the first time since the hurricane disruptions
in 2005 that we had seen current events dramatically impact
the latter portions of the forward price curve. The effect on
PET’s projected netbacks from these price changes was even
larger given the relatively static nature of our cost structure.
Netbacks based on spot prices plunged more than 30 percent
and those based on the 12 month strip fell 20 percent. On
an annualized basis this represented more than $75 million,
or $0.06 per Trust Unit per month, of projected lower
distributable cash flow.
At that point we also looked out with concern toward the
October semi-annual bank review of our borrowing capacity.
With forward strip pricing at much lower levels, we were
uncertain about the potential impact of gas prices on that
review. Rather than expose ourselves to possible negative
outcomes that could have been driven by our lenders if
gas prices continued to soften, the Board decided to act
immediately to strengthen our balance sheet. The drastic
reduction in the futures market for natural gas was effectively
the catalyst in our decision to reduce the distribution in July.
It was very strongly felt by the Board that to be prudent
managers of our Unitholders’ assets for the long term, and
to ensure flexibility in our financial position, we needed
to preserve a healthy balance sheet during this period of
weakening gas prices. Furthermore, the Trust’s Unit price
had dropped over 15 percent in the weeks leading up to the
July distribution announcement, moving down in step with
gas prices. It was the view of the Board that the market had
already priced in and prepared for a distribution reduction.
That turned out to not be the case.
Although the distribution cut was difficult for our Unitholders,
it was the decision at the time that allowed us to control our
destiny going forward. Weakness persisted in gas prices for
more than six months following the distribution reduction.
When combined with the negative impact to 2007 cash
flow caused by the incredible strengthening of the Canadian
dollar relative to the U.S., the cut was not only necessary but
inevitable. Today we continue to distribute $0.10 per Unit per
month, a level we see as sustainable through what we believe
is a low point in the cycle for gas prices.

PARAMOUNT ENERGY TRUST

PET successfully executed its planned exploration and
development capital program of $110 million (excluding land
purchases) in 2007, offsetting natural production declines
with project additions totaling approximately 35 MMcfe/d.
This calculates to a production addition metric of $18,800 per
flowing BOE/d. Production additions came in two tranches;
early April after the winter drilling season in northeast
Alberta, and throughout the fourth quarter as drilling activity
in east central Alberta was tied in and beginning to come
on stream.
On June 26, 2007 we closed the corporate acquisition
of Dominion Canada. Concurrently, we spun out assets
to a partner, retaining only the Birchwavy assets in east
central Alberta, for a net acquisition cost of $392 million.
The acquisition metrics were very attractive at $43,725
per flowing BOE and $7.62 per proved and probable BOE,
based on the reserve report prepared by Dominion Canada’s
independent engineering consultants. This was clearly near
the low price end of merger and acquisition transactions in
Canada at the time.
The acquired assets are 93 percent
natural gas and, effective June 1,
2007 we gained 47 MMcfe/d of net
production. All of the properties are
accessible year round and they are
technically and operationally very
similar to our base assets, particularly
the conventional shallow gas assets.
We are very excited about the
infrastructure we acquired which
includes interest in 56 facilities and
a very extensive pipeline network.
There was also close to 232,000
net acres of undeveloped land with
an average 82 percent working
interest, of which 140,000 net acres
is fee title freehold acreage with no
Crown royalty. In addition, 78,000
net acres of undeveloped freehold
acreage had been leased to third
parties to generate royalty volumes
and cash flow going forward. Finally,
an extensive prospect inventory was
included as well as a large database
of 2D and 3D seismic to continue
to build the quality and quantity of
opportunities going forward.
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We run the Trust with an
maximizing distributions
How do WE run our business?
PET’S BUSINESS PLAN IN ACTION

What are the main points of
your business plan?
All of our activities centre on a four-pronged business plan which
has remained intact since our inception, although decisions and
focus vary with our relative position in the commodity price cycle.
First and foremost, we maximize cash flow from operations,
which takes on even greater priority in today’s environment of
soft gas prices and high industry costs. Asset optimization is
another key focus. We invest in relatively low-risk and low-cost
capital projects to replace natural production declines, targeting
to hold our base production level flat. At the same time we buy
land and shoot seismic to replenish the supply of prospects,
thereby ensuring our future sustainability.
PET’s growth has come from the aggressive pursuit of accretive
acquisitions, the third pillar of our business plan; not growth for
growth’s sake but to enhance the value of our base assets and
augment our opportunity inventory. Our acquisitions have been
biased to northeast and east central Alberta to capitalize on
technical, operational or strategic synergies.
Our fourth pillar is keeping pace with all of this activity by
maintaining a healthy balance sheet to respond to opportunities
as they arise in the commodity price cycle. Our balance sheet
has been an area of major focus for PET in the past year and
we expect to reduce our total debt outstanding by more
than $100 million from the 2007 highs by year-end 2008.
When all four components are taken into account, individually
and as a whole, they are aimed at maximizing distributions and
Unitholder value.

With oil prices hitting the $100 mark,
why are you still focused on gas?
PET was established through the spin-out of shallow natural
gas assets characterized by a low-cost operating structure
and the potential to maintain production flat with relatively
modest reinvestment. Although the business is cyclical, we
are committed to and passionate about the future of the
natural gas business. We are bullish in both the medium and
long term for natural gas prices and markets, even though we
continue to expect volatility.
Our people are natural gas experts. We own and operate
most of our facilities and have tremendous technical expertise
in field operations, optimization activities, exploitation, lowexposure exploration and marketing our production.
In short, natural gas is what our people know best. However,
specific aspects of our technical proficiency are very
applicable to many other areas of the oil and gas business.
Technology and new ventures will continue to be on the
Trust’s radar screen, particularly those synergistic with our
assets and expertise.
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How do you decide how much
cash flow to distribute and
what to reinvest?
We run the Trust with an eye to sustainability. Simply,
that means we live within our means, targeting capital
expenditures plus distributions at less than or equal to
cash flow. Under that sustainability formula, we strive for
production per Trust Unit to remain stable.
A trust’s sustainable payout ratio is dictated by a number of
factors, all of which are related to the nature of its assets.
These include cash flow and netbacks from producing assets,
decline rates, and production and reserve addition costs
associated with the opportunity inventory. All of these drive
the calculation of the percentage of cash flow required to
sustain production per Unit, dictating the payout ratio at any
forecast gas price.
ASSET OPTIMIZATION

How do you describe your assets?
The characteristics of our asset base are the controlling factor
in our sustainability equation. We have an asset base well
suited to the cash flow distributing model of a trust.
Our shallow gas production is very predictable with a
manageable base production decline of approximately
20 percent. Our netbacks as a percentage of revenue have
remained high as we are one of the lower cost operators in
the trust sector. As well, our mature, lesser productivity wells
pay below average royalty rates. Transportation costs have
also come down in recent years as we have begun to market
increasing amounts of our gas directly to oil sands producers
proximal to our operations.
Across our asset base we have high working interests
averaging more than 70 percent, and we own and operate
most of our infrastructure. That control allows for hands-on
asset management and optimization of our properties.
Critical to our future is an extensive opportunity inventory
for cost-effective production additions. We have a record of
very low production addition costs, historically $15,000 to
$20,000 per flowing BOE/d. PET has an undeveloped land
base that is the envy of many in the sector and the source to
continually feed the prospect inventory.
The Birchwavy acquisition in 2007 brought an additional
resource to the Trust in the form of unconventional shallow
gas reserves which will provide years of development
opportunities. This regionally extensive resource play is
expected to be exceptionally profitable as gas prices increase
and economies of scale drive down costs.
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eye to sustainability,
and Unitholder value.
How do you maintain such low
costs for adding production?

How important is your
Reserve Life Index?

PET’s clear advantage is our historically low costs for
adding production, which are among the lowest in the
sector. The priority for our capital expenditure program
every year is to replace our base production decline from
activities within the asset base that meet our criteria with
respect to rate of return.

Reserve Life Index (“RLI”) is really a reserve to production
ratio (“RPR”) and represents the mathematical ratio of
booked reserves divided by estimated first year production
from those reserves. Our relatively short RLI has always
been of significant concern to investors, who often assume
that RLI is a direct reflection of decline rate and inventory
for future production additions. However, we maintain that
a five to eight year RPR for our blend of properties is the
optimal development profile to maximize value from these
assets. In our view profitability is more important than RLI.

On our developed lands, our asset teams focus on four
activities: we optimize producing zones to increase reserve
recovery, we move uphole in existing wells and recomplete
uphole zones for new production, we drill new shallow gas
wells, and we manage our infrastructure and facilities – and
all four of these activities add production and reserves.
Most of our drilling targets are from 200 to 700 metres in
depth so drilling new wells is relatively fast and inexpensive.
The reservoirs we target do not generally require expensive
fracs to complete and establish commercial flow rates.
The gas is low pressure and generally sweet and thus
requires very little processing, typically just dehydration
and compression. We tend to manage risk and enhance
economics by pursuing drilling prospects close to existing
infrastructure, usually within a one mile tie-in window,
which ensures that individual projects are not unduly
burdened with excessive costs for long pipelines. By and
large we drill for relatively high deliverability reservoirs with
an average target size of 0.3 to 0.5 Bcf which, even in a gas
price environment of $6.00 Cdn per Mcf, can generate very
attractive rates of return.
The most cost effective projects are uphole recompletions,
which are inexpensive and translate into very low production
addition metrics of less than $10,000 per flowing
BOE/d. Also, with the consistent modular design of our
infrastructure across our base of operations, our skidmounted equipment can be moved between properties
to optimize production and reserve recovery with limited
equipment purchases.
Efficient execution of capital programs drives down costs.
Our many years of experience with executing a substantial
capital program in less than three months of winter in
northeast Alberta have made us experts in planning and
staging every detail, while taking advantage of all available
opportunities for synergies. Adding the all-weather access
properties in east central Alberta has allowed us to extend
our season. In addition, the area serves as a staging point
for the procurement of equipment and services in order
to be ready to move quickly when freeze-up conditions
allow for access into our winter-only areas in the north.
All of these factors translate into efficient and low cost
production additions.

PARAMOUNT ENERGY TRUST

Assets with low production addition costs typically have a
low RLI as economics will drive capital spending to accelerate
recovery, thereby increasing production and maximizing the
net present value of the reserves. Long RLI assets tend to
have higher production addition costs associated with their
development. The ratio of production to reserves can be
increased by either increasing booked reserves or lowering
production. Maximizing production maximizes cash flow
so we maintain that the ability to add production at a low
cost is a high priority, as ultimately it is about rate of return,
distributions and value creation.
Booked reserves do not necessarily reflect the ability of a
trust to add future production and generate cash flow and
distributions. PET has hundreds of wells with uphole zones
awaiting completion once lower zones deplete. Some of
these wells have reserves assigned by our independent
reserve evaluation engineers, but in many cases there are no
reserves booked for gas volumes that have a high probability
of eventually being recovered. This fact relates more to the
nuances of the National Instrument 51-101 reserve booking
rules than to any greater certainty of recovery relative
to unbooked upside potential. In many of our northeast
Alberta properties, wells tend to be farther apart and as a
consequence, uphole zones do not qualify for reserve booking
as they might in the more densely drilled southern areas.
One development last year was the lengthening of our RPR
to over seven years, up from the previous five years. This
resulted from the acquisition of the Birchwavy assets in June
2007 which added significant booked undeveloped and
non-producing reserves, principally in the Viking formation.
Productive analogs in the Viking and downspacing
regulations south of Township 52 allow for booking of
the mapable reserves proximal to producing wells. We
are further convinced that the ultimate recovery of gas
from this resource play will exceed the reserves that have
been booked as technology works to improve the recovery
efficiency of the sweet gas reserves in place.
Truly, the size of PET’s land, well and infrastructure base
more closely reflect our ability to add production and
generate cash flow and distributions than does RLI.
Again, in our view, profitability and opportunities are
much more significant.
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Undeveloped land feeds
What does your opportunity
inventory look like?
Our inventory of opportunities has grown
substantially in both quantity and quality
over the past five years. Overall, our vast
acreage position will feed the prospect
inventory for many years to come.
We have 3.7 million net acres of land, 1.7
million of which are classified as developed
lands. Within our developed acreage,
we have significant uphole potential in
our northern assets and in east central
Alberta. As the deeper zones deplete,
we pursue the upper zones adding both
production and reserves. Another priority
is downspacing our acreage; however,
we are not just infill drilling to accelerate
production of our existing pools, but also
looking for new gas pools, often in other
prospective horizons.
PET has an expansive 2.0 million net
acres of undeveloped lands, the highest
in the sector relative to the size of
our base assets. Here we primarily
target development and low exposure
exploration opportunities. Through
utilization of both 2D, and in places
3D seismic, often using bright spot
technology to directly image shallow
gas, our drilling success has historically
exceeded 90 percent.

UNDEVELOPED LAND (December 31, 2007)
(Thousands of net acres)
Oil Sands
Severo
East Central

Birchwavy
West

Birchwavy
East

189

West Side

55
66

487

217

132
342
Athabasca

140
Southern
AB and Sask

372
East Side

INFRASTRUCTURE (December 31, 2007)

Producing wells

2,241 gross (1,632 net)

Booster compressor
stations

135 gross (105 net)

Gas plants

70 gross (47 net)

With the Birchwavy acquisition we
substantially increased our exposure to the
extensive, regionally gas-charged Viking resource
play. In addition, we are beginning to evaluate the
potential of the extensive fairway of tight gas in the
stratigraphically younger Colorado shale. Strategically,
there are benefits. The Colorado shale overlaps our Viking
resource trend providing opportunities to utilize
the same wellbores and infrastructure to enhance
the economics of producing tight shallow gas.
Prospects are continually refined to a drill-ready
state and evaluated to meet our risk/
return hurdles. In east central Alberta
alone, we have over 1,500 potential drilling
opportunities, many are focused on the Viking
resource which has low geological risk. Still, our most
profitable prospects continue to target conventional multi-zone
objectives in the Cretaceous Mannville formations and the Devonian.

Strategic acquisition
extends RLI;
complements
existing asset base

June 28, 2007
Brian Ector, Industry analyst

Although we are a gas company, we are also focused in northeast Alberta,
the home to vast resources of bitumen. Taking advantage of our geological
understanding, data and infrastructure, the Trust has acquired 189,000 net acres
of land (295 net sections) with extensive bitumen resource potential for the future,
generally proximal to the Trust’s existing gas operations. Other new ventures include some
exposure to Mannville coal bed methane prospects as well as several interesting oil opportunities.
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the prospect inventory to fuel sustainability.
SASK ATCHEWAN

Fort McMurray

ALBERTA

WEST SIDE

EAST SIDE

ACCRETIVE ACQUISITIONS

How important are acquisitions to PET?
Acquisitions have been very important to our growth and to feeding our prospect
inventory, while at the same time complementing our existing asset base. We have
grown our asset base significantly through accretive acquisitions in our five-year
history. In fact, our cumulative acquisitions total about $1.2 billion and, so far,
we have cash flowed more than $600 million from those acquired assets. We are
currently producing 190 MMcfe/d with about 140 MMcfe/d coming from acquired
properties, including production from exploration and development activities we
have pursued on those properties subsequent to acquisition. Factoring in capital
investment in the acquired properties, rolling average production addition costs for
PET’s acquired properties are about $33,000 per flowing BOE/d.
It is important to note that, even with our significant production growth and
the equity financing requirements to make those acquisitions, there has been
very little change in our production per Trust Unit since inception. This is certainly
one indicator of the accretive nature of our acquisitions and the value we have
created for Unitholders.
Acquisitions have also been critical to transforming our opportunity base to allow
for a more balanced investment profile with year-round capital operations. Over
the past several years we have geographically diversified our assets from winteronly access properties in northeast Alberta to east central and southern Alberta
properties with all weather access. This ensures much more flexibility, both
operational and financial, in terms of balancing our summer and winter programs,
and also creates the opportunity to adjust capital spending based on changing
gas market conditions throughout the year.
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Gas prices are still largely a function of
in North America, but LNG is propelling
What’s happening with natu ral gas prices?
BALANCE SHEET

MAXIMIZE CASH FLOW

What does your balance sheet
look like today?

Was 2007 unusually volatile
for gas prices?

Maintaining a healthy balance sheet is a key component of
our business plan. This is not always easy in a period of highly
volatile commodity prices and in a business that requires
significant lead-time in the planning of capital spending
programs. We are charged with keeping pace with all of our
activities in the field, while ensuring a prudent level of debt
to allow us to pursue opportunities as they arise. In the past
few months we executed on several measures to significantly
reduce debt to restore the strength of our balance sheet.

Volatility is the norm now, but last year was a good example of
the interplay of the forces at work in the market.

One of those measures was the reduction in our distribution
level which has reduced our payout ratio to 50 percent of
forecast cash flow. While that is one of the lowest payout
ratios in the energy trust sector, it is a level that fits well
within our model of long-term sustainability in the current
volatile gas price environment. With this payout ratio, we
expect cash flow in 2008 will exceed distributions plus our
budgeted capital expenditures of $108 million by close to
$50 million.
Another measure late last year was the sale of the office
building that PET owned in Calgary which brought significant
debt reduction. With proceeds of close to $36 million, we
were able to extinguish our mortgage of $5.5 million with
the remainder applied to bank debt.
As part of our balance sheet management, we are continuing
to pursue ideas to reduce debt without material dilution to
Unitholders. To that end, the Trust disposed of $15 million in
non-strategic assets in the fourth quarter of 2007 and the first
quarter of 2008 with a net reduction in production of less than
2 MMcf/d.
Natural gas storage AND HISTORICAL PRICES
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However, the market changed very quickly. As storage
continued to trend higher, gas prices plunged. The hot
summer weather that had been forecast continued to be
delayed and significant production disruptions from hurricanes
never materialized. Prices bottomed out at $4.23 Cdn per Gj
in August.
In Alberta the downward trend was amplified by the Cdn/U.S.
foreign exchange rate. With the strength of the Canadian
dollar, between February and August, Canadian prices actually
dropped 47 percent compared to 31 percent for U.S. prices.
Recovering gas prices in Europe and Asia diverted LNG
shipments away from North America late in the summer.
Further, extremely hot weather in late summer and early fall
brought cooling demand that stabilized the gas price collapse,
however we moved into winter 2007/2008 with storage
levels at record highs. Weather continues to be the overriding
variable affecting both current and forward prices.

How do you manage gas
price volatility?

9.00

2.5

In 2007 very cold weather in February and March led to a
storage deficit when compared to 2006. Meanwhile, many
forecasters were calling for a very hot summer and an active
hurricane season which heightened bullish sentiment as we
moved forward into the second quarter. However, sentiment
quickly turned when 2-3 Bcf per day of extra supply came into
the U.S. through liquefied natural gas (“LNG”) shipments in
the spring, a contribution to North America supply much
higher than ever seen before. Very quickly we moved to a
situation where there was more gas in storage than in 2006
with levels well above the five year average, but the uncertainty
of hot weather and hurricanes helped to maintain stronger
forward prices.

Given our significant exposure to natural gas prices, the gas
markets are very important to us and we are very active on the
price management side of our business. Hedging has been an
aggressive part of our strategy. Over the last two years we have
mitigated our cash flow shortfalls, which were caused by lower
actual gas prices than we forecast, by more than $100 million
with hedging, $62 million of which was captured last year
during some very low points in the market.
The strategy behind our gas price management program is
threefold: to protect the level of monthly distributions; to
enhance or protect the economics of an acquisition; and to
capitalize on what we perceive as market anomalies.

NYMEX 12 month strip ($U.S.)
NYMEX daily settle ($U.S.)
AECO 12 month strip ($Cdn)
AECO daily settle ($Cdn)
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the balance of supply and demand
us to a global market.

Our talented team of gas marketing professionals continuously
monitors market activity using every tool and data source
possible and is responsible for acting quickly to mitigate price
volatility. Their hands-on management includes physical gas
sales, hedging and various other pricing arrangements, as well
as optimizing our transportation arrangements to minimize
the cost of moving our gas to market. In that regard PET has
entered into a number of point-to-point arrangements for
the direct delivery of gas production to oil sands operations in
northeast Alberta, thus reducing the cost of transportation. All
of our efforts are aimed at proactively maximizing the price we
receive which, in turn, supports distributions.
Currently, we have price management arrangements in place
for approximately 45 percent of estimated 2008 production.
We will continue to be very active in managing price and
market volatility.

Why have
gas prices
stagnated,
while oil
prices have
risen to
record
levels?

future storage levels. Recent history has proven that sentiment
can change in a hurry.
Several years ago, gas and oil prices were much more closely
connected based on an energy equivalency between the two
and the possibility for fuel switching. When oil prices climbed,
gas prices followed the same trend. That relationship has
entirely decoupled of late with the effects of financial traders
of both commodities, such as hedge funds, overshadowing
the technical fundamentals of supply and demand to various
degrees. Furthermore, some of the steep rise in oil prices
has been driven by concerns about supply interruptions
fueled by the Iraq war, tensions with Iran, and geopolitical
instability in many other oil-producing regions. Oil demand is
also rising and is expected to continue to do so principally due
to the explosion in energy usage by China and India driven by
growth in their economies.

.

Essentially, oil prices
are set by global forces,
while the natural gas prices we
can capture are predominantly determined
by market fundamentals in North America,
although we are seeing global factors
coming into play with an increasing
capacity for LNG imports into
North America.
Gas prices are still largely a function of the balance, or
imbalance, between supply and demand in North America,
and are tied closely to weather, particularly weather extremes.
A cold winter, or conversely a hot summer that boosts cooling
demand, or simply speculation related to hurricane activity
can drive up pricing sharply. The North American market is
becoming increasingly influenced by LNG imports and, with the
expansion of infrastructure worldwide, available global supply is
expected to increase significantly in the next three years. To be
clear though, LNG shipments will go to terminals where demand
is greatest and prices are highest. While the daily market is all
about basic supply and demand fundamentals, gas futures are
still principally controlled by traders’ sentiment about all of the
variables on both sides of the equation which could impact

PARAMOUNT ENERGY TRUST
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Natural gas is without a doubt the cleanest
With the world’s focus on the environment,
the global picture –
WHAT DO WE SEE IN PET’S FUTURE?
What is the future for gas prices?
As is the case with all cyclical commodities; gas price strength
will come – it is just a matter of when and how much. Right
now, we are exiting the prime heating season with North
American natural gas storage at levels almost the same as
in the spring of 2007. Imports of LNG into North America,
weather and wildcat events, like hurricane speculation, will
continue to control the current and forward market for the
remainder of 2008.
One thing that is certain is that supply from Western Canada
is dropping and could be in permanent decline. Over the
past year we have seen supply decline three percent and
we expect that trend to persist and, in fact, increase. With
high service costs over the past few years, the current low
Alberta gas price environment largely influenced by the
relative strength of the Canadian dollar, and with the new
Alberta royalty regime slated to come into effect in 2009, the
economics are not compelling to drive money back into the
ground on many of the play types in the Western Canadian
Sedimentary Basin.
Producers in the U.S. have not suffered the inflation in service
costs or the currency effects that we have experienced in
Western Canada and U.S. gas prices remained high enough
through the first half of 2007 to encourage continued
exploitation of their gas reserves. With the collapse
in U.S. prices in late summer and fall of 2007 this changed
and we started to see a leveling off in drilling activity,
although not a complete reversal. With the relatively
cold winter that we have had in the key consuming
regions in the northeast U.S. and Canada, gas
prices have been recovering. Supply is changing
and ultimately that is going to have an impact
on prices.
Demand for natural gas has shown
encouraging strength in the last two
years. While demand is a difficult thing to
track accurately, even in periods of mild
weather the base demand for gas appears
to be rising in North America. Furthermore,
forecasts suggest there will be a significant
increase in natural gas consumption by
Alberta oil sands operations over the
next five years. Not only will this
increase demand, but also reduce
the flow of Canadian gas to

retail consumer-based markets in the eastern U.S., thereby
improving the price we receive for gas in Alberta as basis
differentials compress.
As always there are many other factors at play in the natural
gas markets. As we saw this past summer, LNG is becoming
a more significant variable on the supply side. Hurricanes
can impact pricing overnight. Incremental supply is coming
from the new Independence Hub in the U.S. Gulf Coast and
the Rockies Express pipeline has added an initial 1.2 Bcf/d of
delivery capacity into the U.S. Midwest. On the demand side,
the big question is; will a possible U.S. economic downturn
drive out demand, or lead to more volatility?
Specifically with respect to LNG, it is our view that the
increased supply capacity around the world combined with
new regasification facilities in North America are transforming
the natural gas market from a continental market to one
influenced by worldwide factors. PET is investing substantial
effort in gaining an understanding of global supply and
demand factors in order to tailor our marketing strategies to
the new reality of increased LNG supply.
There are many complex variables that will contribute to the
future of gas prices. Right now though, for the short term,
winter weather is really the biggest factor driving market
sentiment and price.

of the hydrocarbon-based fuels.
gas will be increasingly important in
and that speaks volumes for our future.
Having passed its fifth birthday,
what have been some of the most
challenging points for the Trust?
Each year has brought new challenges for PET and to our
industry as a whole. Some of the most disconcerting events
have occurred in the business and regulatory environments
with little or no warning. Sometimes we wish that politicians
and regulators would leave us alone to find and produce
gas for our Unitholders. Yet each development, each
challenge, has strengthened PET as a Trust; every roadblock
further galvanized our team, instilling a resolve to protect
Unitholders’ interests and investments.
Thinking back to the early days of PET, we were just out of
the gate when the gas over bitumen issue surfaced, initially
threatening to shut-in half of PET’s production. As the trust
most affected, PET stepped to the forefront of the issue
taking a leadership role that ultimately mitigated the amount
of gas shut-in and resulted in a financial solution to the
benefit of Unitholders. In late 2006 the federal government
announced its intention to tax income trusts directly; and
more recently the Alberta government announced its
proposed royalty changes. As each of these hurdles arose,
PET reacted with integrity and accountability
working closely with industry or taking a
leadership position.

What are your capital spending
plans for 2008?
At all times, but particularly in these times of unstable
gas prices and demanding capital markets, we are highly
disciplined in the allocation of capital. This year, as always,
we are targeting sustainability with our spending program,
essentially maintaining our production volumes where they
are now at 190 MMcfe/d. To that end, we continue to refine
our prospects and high grade opportunities so that our
drilling and optimization programs are focused on activities
with the highest returns, while building an inventory of
opportunities for the future.
In 2008 we have budgeted capital expenditures of
$108 million, with $48 million to be invested in the winter
months and another $60 million in the summer and fall.
Our expanded operations in year-round access areas have
increased our flexibility for adjustments to the scale and
timing of capital spending as dictated by gas prices.
Generally 10 to 15 percent of our annual budget includes
funds for land and seismic to continue to expand the
opportunity inventory and technically delineate prospects to
bring them to drill-ready status.
SUSTAINABILITY
2008E Revenue distribution ($ Millions @ $7.00/Gj AECO)
Debt
reduction
$45

Royalties
$89

8%

The
demands
on our people
have been tremendous.
The time and effort
required was often arduous
as individuals and teams of people
worked to find the best solution to critical issues. That is
perhaps one of the most rewarding aspects of the past five
years; working with people who are willing to confront
adversity, persevere and use all of their creative talents to
allow PET to be successful through challenging times.

PARAMOUNT ENERGY TRUST

16%

Capital
expenditures
$108

3%

19%

21%

Distributions
$133

Transportation
costs
$14

Operating
costs
$119

22%
11%
Interest, G&A
and other
$63
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PET is a premium investment opportunity

What impact will the proposed
new Alberta royalty regime
have on PET?

Will PET remain a trust once the
federal government’s direct tax on
income trusts kicks-in after 2010?

The Alberta government’s announcement of its intention
to increase oil and gas royalty rates in 2009 based on the
recommendations of a royalty review panel caught the industry
and its capital providers by surprise. This represents yet another
example of ill-conceived and poorly executed interference in
the private sector yielding dramatic unintended consequences.
While it appears likely that some form of increased royalty will
be enacted, we are encouraged that the government appears
to be coming to the realization that modification may be in
order to deal with the collateral damage.

PET’s assets are well suited to the trust structure, as is the
case for the bulk of the mature properties operated by energy
trusts in the Western Canadian Sedimentary Basin. Because
we strongly believe that energy trusts are an important
structure to help maximize the ultimate recovery of oil and
gas from Canada, and because we believe our investors have
been mistreated by the federal government with respect to
this issue, PET’s first tact has been to do whatever we can
to try to change the government’s mind on their decision to
alter the tax treatment of trusts.

It is noteworthy that the provincial government’s proposed
changes will not impact “lower productivity wells”. More than
75 percent of PET’s wells produce at less than 150 Mcf/d as
the vast majority of our producing well base is mature and
predictable production. Based on information released
to-date with respect to the proposed royalty changes, at
lower gas prices, the impact on PET is minimal, but at prices
of $6.50 per Gj and beyond the change to PET’s cash flow
becomes more significant. For example, at $6.00 per Gj,
PET’s June 2007 royalty rates would have been five percent
lower, whereas at $7.00 per Gj, PET’s June 2007 royalty rate
would have been 13 percent higher under the new rules.
The government’s share of resource revenue also increases
disproportionately as the price of natural gas increases.
Their “piece of the pie” gets larger as prices and/or well
productivity increase.

PET, along with virtually every Canadian energy trust,
founded the Coalition of Canadian Energy Trusts (“CCET”)
in November 2006 immediately following the government
announcement. Over the past 18 months CCET has worked
on many fronts to advance the cause of all Canadian energy
trusts to improve on the changes to the taxation of trusts
announced on October 31, 2006.
Efforts have been multi-faceted, including a government
relations focus which involved personal meetings with
dozens of members of the Conservative cabinet and caucus,
members of the federal opposition parties and many
politicians at the provincial level, and participation in the
Federal Finance Committee review process. Other activities
have included; research and documentation of information
regarding energy trusts, public relations and advertising,
initial support for the launch of the Canadian Association of
Income Trust Investors (“CAITI”), exploration of legal options,
and the development and maintenance of a website and call
centre. In December 2006 CCET produced a detailed report
“Canadian Energy Trusts, An Integral Component of the
Canadian Oil and Gas Industry”.
While we have had little success in convincing the current
Conservative government to change its mind on the trust
tax issue, CCET has played an important role in keeping the
issue in the public arena of debate and providing critical
information regarding energy trusts to opposition parties.
To that end, the Liberal party has indicated that change to
improve the trust tax legislation will be a key component of
its platform in the next federal election. Overall, we believe
CCET has acted in the best interests of and in accordance
with the expectations of our respective Unitholders.
On October 31, 2007, two unitholders of Canadian trusts
residing in the U.S. filed a Notice of Intent to submit an
arbitration under NAFTA against the Government of Canada
regarding its “Tax Fairness Plan”. United States and Mexicobased Unitholders may obtain information regarding their
potential eligibility to participate in this NAFTA claim via a
website at www.naftatrustclaims.com.
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for both new and existing Unitholders.

Our Unitholders have told us that they like our business plan
and that they agree that our assets are suited to a sustainable
yield-producing vehicle, so we do not feel compelled for
immediate structural change. We are confident a structure
will evolve that will be well suited to our mature properties.
We are also evaluating ideas to position our asset base a little
bit differently to ensure our investors are able to capitalize on
its full potential.

Is it a good time for investors
to buy PET?
Certainly, when you look at our current yield of 15 percent,
PET is a premium investment opportunity for both new and
existing Unitholders from an income perspective. We are well
aware that in 2007 PET underperformed the energy trust
sector significantly. This was specifically related to softening
gas prices and the market’s reaction to reductions in our level
of distribution. However, with the completion of the year-end
reserve evaluation by our independent reserve engineers,
McDaniel & Associates Consultants Ltd., it is clear that our Trust
Units are currently trading below the calculated blow-down
net asset value of the Trust. Considering the recent measures
to enhance our balance sheet flexibility, coupled with the
strength of our reserves and suite of opportunities, we would
argue that PET provides an attractive investment opportunity.

NET ASSET VALUE AND CUMULATIVE DISTRIBUTIONS
($/Trust Unit)
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PET is monitoring the marketplace closely. We are speaking
with advisors, investors, both current and potential and,
perhaps most importantly, we are conducting a rigorous
study of our assets in order to understand how they might
perform under various structures and business plans.

inventory. We have also restored financial flexibility to pursue
opportunities as they arise to continue to create value for our
Unitholders. In our five years as a Trust we have generated
an average return on net asset value of over 30 percent
annually as we have increased our net asset value (“NAV”)
per Trust Unit while returning substantial cash in the form of
distributions - results that prove the model works.

$/Trust Unit

While the current Government of Canada remains firmly
entrenched in its intention to proceed with their intended
course of action, much can change between now and 2011,
not the least of which could be regime change. The landscape
for Canadian energy trusts is beginning to evolve as we have
seen trust consolidations, takeovers by private and foreign
equity investors and corporate conversions in the last few
months. This activity will continue as 2011 approaches.
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Behind this investment thesis is our operational strength. Even
in the current price environment, the economics of shallow
gas are very attractive. With higher prices, profitability rises
dramatically. Our people are gaining momentum technically
on our recently acquired assets and we believe there will be
tremendous upside crystallized through our increased focus in
east central Alberta.
To sum it up, we run a sustainable business model – we have a
track record of adding production and reserves economically,
an extensive opportunity inventory to maintain production,
and a substantial undeveloped land base to feed our prospect

PARAMOUNT ENERGY TRUST
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Entrepreneurial spirit is at the heart of
do at PET; it is the core of how we run
HOW DO WE LIVE OUR VALUES?
CORPORATE SOCIAL RESPONSIBILITY

What is your approach to health
and safety?

How do you deal with
environmental issues?

To us, health and safety means ensuring that every person
touched by our operations is protected. This entails the
implementation of industry best safe work practices,
aggressive training and rigorous monitoring.

Our business is run by people and, like our neighbors we share the
land with, we want to do the right things for the environment. We also
recognize that our stakeholders and, indeed, our employees, demand
a commitment to minimizing environmental impacts. Mother Nature
is precious and her preservation is a crucial benchmark in running our
business. As such, our environmental commitment is a priority at all
levels of the Trust. It can be seen through formal procedures and as a
philosophy when we plan and execute each of our projects.

In practice, loss prevention drives how we protect our people
and the people living near our operations. In the planning
and design phases, we consider the potential hazards in our
operations, and we rely on programs, procedures and training
to protect our people. Skill building for health and safety
protection is another priority. We ensure every member of our
team has received appropriate training to ensure they can do
their jobs safely.
Safety is a mind set – that means it is part of everything we
do. In our field operations it is the number one factor in every
decision, every discussion and every activity. Sharing what we
learn through continuous review, including near misses, and
involvement in many industry initiatives emphasizes that focus
and builds best practices. There are no proprietary borders
across industry when it comes to safety. Monitoring our safety
performance helps us adjust programs, increase awareness
with employees and yes, celebrate with our people when we
achieve stellar safety records.
One focal point of safety is driving. Vehicle accident prevention
is an area that both industry and society are striving to improve
and we too are very much focused on doing everything we
can do to keep people safe on the roads and around our sites.
We have a thorough program when it comes to safe vehicle
operations. Training, testing, assessing and reporting keep
us alert. Again though, it is the attitude of our people that
determines our success.

PET’s Board of Directors leads our Environment, Health and Safety
program. In Canada, oil and gas operations are well regulated. While
we are expected to comply with regulations and best practices, more
importantly, we strive to be proactive to minimize our environmental
impact. Our approach to project management recognizes the benefits
of environmental protection and the full-cycle costs associated with
environmental alterations and reclamation. One example is the pre-site
assessment program that we perform prior to construction of any new
site and execution of our soil management plan during construction.
This ensures that we minimize disturbances and plan for future
reclamation and restoration right from the start.
We know that our operations are among the most eco-friendly in our
industry. We design activities to minimize impacts and budgets include
consideration for complete environmental management. Part of this
full-cycle planning and compliance means that we do not leave orphan
well and facility sites behind us. Rather, capital is allocated to ensure
proper abandonment and restoration.
We know that techniques for minimal impact development will
continue to evolve. PET is strongly aligned with industry in its
quest to be more responsive to the needs of the environment and
our stakeholders.

Despite every best effort – incidents can occur. We are
prepared to respond through up-to-date emergency
response plans. And, we will never hesitate to
ask others to help us resolve situations in a
responsible fashion.
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everything we
our business.
How involved are you in
local communities?

Who holds the reins at PET?

PET is firmly entrenched as a member of the community in
Alberta: in Calgary, home to our head office; in northeast
Alberta, where our field office has resided for many years;
and, with the acquisition of the Dominion Canada assets,
we are now spreading our presence into east central Alberta.
From the very outset of our business we have valued
the contribution and cooperation of the people living in
communities near our operations and, as a partner in those
communities, we support local projects and organizations.
We feel it important to concentrate on education and
wellness. With that in mind, we have an innovative
philosophy of supporting life-shaping learning activities.
Education comes in many forms – scholastic, sports, cultural
learning and lifestyle management.

Clayton H. Riddell
Executive Chairman

Through our “In Stride With Community” program we
commit to local initiatives which are supported by our
employees, consultants, service providers, business partners
and Unitholders. With energy for a cause much can be
accomplished. That is why we direct financial assistance,
in-kind resources and, in many cases, time to partner with
those with the enthusiasm and passion to contribute to the
community to improve the quality of life. We are committed
to help make our communities better places to live and work.
OUR TEAM

What is it like to work at PET?
Entrepreneurial spirit is at the heart of everything we do at
PET; it is the core of how we run our business day-to-day, and
it is integral to our success. Everyone in the organization has
an important role in shaping our corporate culture and in turn,
as an organization, we back that up by encouraging what we
believe to be the five pillars of entrepreneurship at every level:
vision, creativity, staged risk, accountability and passion.
Our team shares a common vision; we are always
striving for a better solution, a better way of
conducting our business. As a starting point,
we continually ask ourselves one key question:
“What more can we do to achieve the results
we want to achieve?” Innovative thinking is encouraged
at all points, whether it is geological, technical, strategic,
marketing-related or in any other of the functions that allow
us to be more efficient, more cost effective, or more creative
in building value for our Unitholders.
Our team has overcome many challenges and is dedicated
to continuing to drive value creation. This approach stems
from the fact that all of us are owners of the business with a
personal stake that is aligned with Unitholders through our
various compensation plans. From experience over the past
five years, and our track record, this alignment fosters a culture
where people have a passion and commitment for excellence.
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Directors

Karen A. Genoway
Randall E. (Randy) Johnson
Robert A. Maitland
Donald J. Nelson
John W. (Jack) Peltier
Susan L. Riddell Rose
Howard R. Ward
Officers
Susan L. Riddell Rose
President, Chief Executive Officer
Cameron R. Sebastian
Vice President, Finance and Chief Financial Officer
Gary C. Jackson
Vice President, Land, Legal and Acquisitions
Kevin J. Marjoram
Vice President, Engineering and Operations
Marcello M. Rapini
Vice President, Marketing
Rick P. Warters
Vice President, New Ventures and Geoscience
J. Christopher Strong
Acting Corporate Secretary, Corporate Counsel

And finally, what is your
thing with horses?
Since our inception, we have used images of horses to
symbolize PET. The free spirit and strong and majestic
attributes of the horse uniquely distinguish PET in the
industry. The equine spirit reflects our approach to
business; the strength and commitment to a chosen path,
unwavering perseverance, and integrity and respect in all
of our business undertakings. We hold our heads high
and hold fast to the reins to guide the Trust according to
our credo: striving to be the Energy Trust Investment of
Choice using innovation, adaptability and perseverance
to bring energy to market while generating sustainable
premium after-tax returns for our Unitholders.
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