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FinanCial ($ million, except per unit amounts) 2005 2004 Change
Income and Investments

Petroleum and natural gas revenue 162.72 123.97 il

Cash flow from operations 84.97 63.75 33

Cash distributions 37.44 10.70 250

Net earnings 35.37 20.63 71

Net capital expenditures 54.68 56.27 3)
Balance Sheet at Year End

Property and equipment, net 253.32 209.74 21

Bank debt 10.34 14.23 (27)

Unitholders’ equity 144.61 120.62 20

Total units outstanding (million) 18.99 18.61 2
Per Unit, Diluted

Cash flow from operations 4.51 3.40 33

Net earnings 2.19 1.20 83
Cash Distributions ($/trust unit) 2.32 0.70 231
OopErating
Average Daily Production

Oil and liquids (bbl/d) 3,697 3,416 8

Natural gas (mmcf/d) 27.87 28.84 (3)

Equivalent (boe/d) 8,342 8,222 1

Equivalent per million total units (boe/d) 445 447 -
Average Selling Price (before risk management losses)

Oil and liquids ($/bbl) 57.15 45.37 26

Natural gas ($/mcf) 8.41 6.37 32
Proved and Probable Reserves at Year End

Oil and liquids (mmbbl) 15.35 14.36 7

Natural gas (bcf) 68.50 69.56 2)

Equivalent (mmboe) 26.77 25.95 3

Equivalent per total unit (boe) 1.41 1.39 1
Wells Drilled, Net 53.5 49.5 8
Undeveloped Land (thousand net acres) 367 376 (2)

notes:

Throughout this report, the calculation of barrels of oil equivalent (boe) is based on the conversion ratio that six thousand cubic feet of natural gas is
equivalent to one barrel of oil.

For net capital expenditures, amounts include capital expenditures acquired for cash and equity issuances.

Total units outstanding include trust units plus exchangeable shares outstanding at period end. The exchangeable shares are converted at the exchange
ratio at the end of the period.

Cash flow from operations is a non-GAAP term that represents net earnings except for non-cash items. For a further discussion about this term, refer to
page 29 of the report.

Cash distributions to unitholders commenced subsequent to the reorganization of the Company into a Trust, effective July 15, 2004.

Average daily production per million total units is calculated using the weighted average number of units outstanding during the period, plus the weighted
average number of exchangeable shares outstanding for the period converted at the average exchange ratio for the period.



sustainability

Zargon expects to maintain stable production, reserves and
distributions on a per trust unit basis, while distributing approximately
50 percent of the cash flows attributed to our unitholders. This
sustainability objective is to be accomplished with ongoing oil and
natural gas exploration and development capital programs funded by
the remaining 50 percent of our Trust’s cash flows.

In addition to our sustainability strategy, our business model provides
for the opportunity for a modest level of growth on a per trust unit
basis through corporate and property acquisition programs funded
from cash flows attributable to our exchangeable shares, the cautious
use of unutilized bank facilities and/or accretive equity issues.

Building on its successful history, the Trust will continue to pursue the
complementary business strategies of first, exploring and developing
natural gas reserves, while second, exploiting existing oil reservoirs.



PRESIDENT’S MESSAGE

THE YEAR IN BRIEF

Zargon Energy Trust reported record financial and operating results in Throughout our thirteen-year
2005 during its first full year of operation in a sustainable trust format. public history, Zargon has
successfully focused on a value
creation strategy as evidenced by
the following statistics:

Fueled by record oil, liquids and natural gas commaodity prices, Zargon
delivered year-over-year gains of 31, 33, and 71 percent in revenue, cash
flow from operations and net earnings. During the year, cash flow from
operations climbed $21.2 million to $85.0 million or $4.51 per diluted Forty-nine consecutive quarters of
unit, a 33 percent increase from the prior year’s $3.40 per diluted unit. positive net earnings; a record
These large increases in cash flow from operations were shared with our _that Sl LS E S
unitholders. Over 2005, the Trust distributed $37.4 million to unitholders into the foreseeable future.

($2.32 per trust unit) which was equivalent to payout ratios of 51 percent Over our history, Zargon has

on a trust unit basis and 44 percent on a cash basis (exchangeable shares raiizds ol @ ﬁov\'?:::if: el
. T unitholders’ equity. Wi e
do not receive distributions).
) February 2006 distribution, Zargon

Operationally, Zargon delivered a very strong year in 2005 with has returned this entire amount
exploration and development capital expenditures of $52.3 million, and back to its unitholders, while
only $2.4 million of net property and corporate acquisitions. With these building a business entity with a

market capitalization of more than

capital programs, Zargon grew production volumes by one percent, grew "
$600 million.

proved and probable reserves by three percent and delivered proved and

probable finding, development and acquisition costs (“FD&A Costs™) of

$14.11 per barrel of oil equivalent. The capital program and distributions were funded by cash flow
from operations, minor trust unit incentive plan issuances and an equity issuance for a very small
corporate acquisition, leaving Zargon’s year end debt net of working capital position (excluding the
unrealized risk management liability), at a very low $27.5 million.

SUSTAINABILITY STRATEGY
Zargon’s most important 2005 accomplishment was to successfully demonstrate the functionality
of our sustainable trust model.

When Zargon Energy Trust was created in mid-2004 to provide a more tax efficient structure, our
Trust acquired all of the operational, financial and intellectual assets from our predecessor
company, Zargon Oil & Gas Ltd. The decision to acquire all of the predecessor’s assets, without the
disposition of its exploration assets to a related company, was driven by our desire to build a trust
that would have sufficient financial, intellectual, undeveloped land and property resources to
sustain its operations by reinvesting approximately 50 percent of the cash flows from operations.
This focus on sustainability, in a value creation context, represents the fundamental overriding
objective of our organization.

To Zargon, a sustainable trust is defined as a trust that has a sufficient capital reinvestment program
to indefinitely maintain reserves, production and distributions on a per trust unit basis. This
sustainability objective must not be accomplished through the deterioration of the underlying quality
of assets, the deterioration of the Trust’s financial condition or the acceleration of the Trust’s taxability
horizon. As identified on the next page, our 2005 results met sustainability targets in all six of the
measured parameters.

The reorganization of Zargon Oil & Gas Ltd. into Zargon Energy Trust has been accounted for using the continuity of interest method.
Accordingly, the consolidated financial statements reflect the financial position, results of operations and cash flows as if Zargon Energy
Trust had always carried on the business of Zargon Oil & Gas Ltd.



Zargon defines its sustainability targets
in terms of the following six parameters,
while distributing approximately 50
percent of Zargon’s cash flow. In 2005,
Zargon met these targets.

Zargon’s production averaged
445 barrels of oil equivalent per day per
million trust units, a level within one percent
of last year’s rate of 447 barrels of oil
equivalent per day per million trust units.

Zargon'’s year end proved and
probable reserves were 1.41 barrels of oil
equivalent per total trust unit, a one percent
gain over the prior year.

Cash distributions were $2.32
per trust unit and represented 51 percent of
the year’s cash flow from operations on a per
diluted trust unit basis (44 percent of the
Trust’s cash flow from operations). By the
end of the year, base level monthly
distributions had been increased to $0.18 per
trust unit from the 2004 level of $0.14 per
trust unit.

Zargon'’s year end
debt net of working capital (excluding the
unrealized risk management liability) of $27.5
million represented a debt to 2005 cash flow
multiple of 0.3 years, a slight improvement
from the 2004 year end multiple of 0.4 years.

Zargon'’s asset quality in
terms of average crude gravity (30 degrees
API), and natural gas/oil mix (56 percent
natural gas production) did not change
materially in 2005. The year end proved
producing, proved total and proved and
probable reserve life indices also remained
essentially unchanged at 5.4, 6.1, and 8.5
years, respectively. In 2005, Zargon was
successful in meeting its finding and
development cost objectives without booking
any proved undeveloped reserves.

Zargon’s quantity of tax pools
increased in 2005 to a year end balance of
$90 million, as compared to the 2004 year
end balance of $79 million.

Zargon’s most important
2005 accomplishment
was to successfully
demonstrate the
functionality of our
sustainable trust model.

This emphasis on sustainability reinforces Zargon’s objective to
focus on value creating activities. By accepting the sustainability
challenge with a 50 percent distribution policy, Zargon must,
through its exploration and development capital program, add
two barrels of oil equivalent reserves through spending the cash
flow derived from each barrel of oil equivalent produced. Simply
put, in order to meet its sustainability objectives, the Trust must
deliver a recycle ratio (defined as the Trust’s cash flow from
operations on a barrel of oil equivalent basis divided by proved
and probable finding and development costs on a barrel of oil
equivalent basis) of two times, from its organically generated
exploration and development programs. This proved and
probable recycle ratio must reflect cash flows from operations
(not property cash flows), and must make an allowance for the
future capital costs to develop the reserve base. In 2005, Zargon
was successful in meeting this objective. Although it is anticipated
that there will continue to be year by year variances in the efficiencies
of Zargon’s exploration and development capital programs, the long
term delivery of an average exploration and development recycle
ratio of two, continues to be a fundamental and necessary target of
our sustainable trust strategy.

In addition to maintaining stable reserves per trust unit, the
sustainable trust model requires Zargon to maintain production
rates on a per trust unit basis. We calculate our theoretical base
decline rate as the inverse of our proved producing reserve life
index. At the end of 2005, this calculation estimates Zargon’s
proved producing decline at 19 percent which implies Zargon
must add approximately 1,550 barrels of oil equivalent per day
of new production every year to replace the naturally occurring
production declines. Based on this calculation, Zargon’s 2005
exploration and development program was successful in
replacing production volumes at an acceptable $33,500 per
barrel of oil equivalent per day. This calculation does not take
into account that during the year, Zargon’s previously most
prolific well at Progress, Alberta watered out, thereby eliminating
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2.87 million cubic feet per day of natural gas (480 barrels of oil equivalent per day) or
almost six percent of Zargon’s production. Including the loss of the
Progress well, our 2005 exploration and development program delivered production
additions at a very efficient rate of $27,000 per barrel of oil equivalent per day. Similar to
the reserve replacement requirements, efficient production addition costs are a key
benchmark that we use to evaluate our exploration and development programs. In
particular, our 2006 production addition targets should be readily achievable, due to our
large inventory of shut-in West Central Alberta wells scheduled for tie-in. Furthermore, the
Trust now has a lower concentration of risk as no single well currently represents more than
three percent of production.

MODE OF OPERATIONS

Over its thirteen-year life, Zargon’s success has been facilitated by the two distinct, but
complementary initiative, of the efficient exploitation of oil properties, and the
seismically-driven exploration for natural gas. Our large inventory of underdeveloped oil
properties and undeveloped natural gas prospective land provides Zargon the resource
base to support our sustainable trust initiatives.

Our oil exploitation business begins with the identification and acquisition of properties
with a large oil-in-place that are generally located in the Williston Basin. We then deploy
improved recovery techniques or geologically driven exploitation concepts to develop
additional reserves. Through numerous historical acquisitions and associated drilling
and development programs, Zargon has assembled a working interest inventory of 176
million barrels of exploitable oil-in-place.

Our natural gas exploration business explores for shallow and medium depth natural gas reservoirs
based on seismic, geological, and reservoir engineering concepts. Our strategy is to acquire large
contiguous land blocks with multi-zone potential and reduce exploration risk by applying advanced
seismic and detailed geological mapping. The resource inputs for our natural gas exploration
business are seismically or geologically prospective undeveloped lands, preferably in areas where
we control natural gas facilities. Through large historical Crown land purchases, we have expanded
our natural gas exploration and development activities from primarily the Alberta Plains to
include selected areas of West Central Alberta. Based on these prior acquisition programs, Zargon
continues to hold a large inventory of 367 thousand net acres of undeveloped land that provides the
foundation of our natural gas exploration program.

In 2005, Zargon achieved strong operating results in each of its three core areas. Once again, the
AlbertaPlains core area team was able to sustain production and reserves with a capital reinvestment
program of only 42 percent of the core area’s cash flow. Alberta Plains FD&A costs averaged $14.36
per barrel of oil equivalent in 2005 and were primarily driven by Jarrow drilling successes. In 2006,
asimilar capital program is planned, but with an additional emphasis on down spacing development
projects for the Jarrow, Hamilton Lake and Ukalta properties.

Despite suffering a significant reserve and production loss at the Progress property, Zargon’s West
Central Alberta core area team delivered much better exploration results in 2005 than in the
previous year. Notable exploration successes were realized in each of the Peace River Arch, Greater
Highvale and Pembina properties. If the 0.66 million barrels of negative adjustments for the
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Progress well are excluded, the West Central Alberta proved and probable FD&A costs
were an acceptable $15.48 per barrel of oil equivalent. In 2006, Zargon plans on
building on its 2005 West Central Alberta successes by tieing-in 12 net wells and by
continuing an active program to explore for medium depth and medium risk seismically
defined targets.

The Williston Basin 2005 successes came in two manners. First, an active exploitation
drilling program added 1.32 million barrels of oil equivalent with a strong proved and
probable FD&A costs of $8.78 per barrel of oil equivalent. Specifically, high rate and
large reserve wells were added through the Pinto, Saskatchewan and Truro, North
Dakota development programs. Second, consistent with prior year’s historical pattern of
positive Williston Basin reserve revisions, 0.66 million barrels of oil equivalent of proved
and probable reserve revisions were recognized. These revisions were primarily due to
increased reservoir recovery factors recognizing the positive performance pertaining to
pre-2005 waterflood modifications or implementations. In 2006, Zargon plans to
continue with its successful Williston Basin capital programs focused on exploitation
drilling and waterflood modifications/implementations.

GROWTH STRATEGY

In addition to our sustainability strategy, our business model provides for the opportunity for
amodest level of growth, on a per trust unit basis, through corporate and property acquistion
programs funded from the balance sheet. Specifically, this additional capital is sourced from
the use of cash flows attributable to our exchangeable shares, the cautious use of unutilized
bank facilities and/or from accretive equity issues. This capital will generally be directed to
acquisitions focused on the replenishment of our feedstock of undeveloped natural gas
exploration acreage or our underdeveloped oil exploitation properties. As these
acquisitions will not be funded by cash flow, they will be subject to different investment
criteria than our exploration and development programs. More specifically, these
acquisitions must provide undeveloped land or underdeveloped oil property resources
that can support future exploration and development programs that meet our
sustainability criteria.

Over the last few quarters, commodity prices and the related industry costs to acquire
undeveloped land and underdeveloped oil properties, have in our opinion, been fully
priced. Consequently, in 2005 we continued to remain cautious about aggressively using
debt or equity capital to fund larger property or corporate acquisitions.

DISTRIBUTION POLICY

In order to evaluate the effectiveness of a sustainability strategy, there must be a reference
to the long term hydrocarbon commodity prices assumed, since the cash flows generated
by very high commaodity prices will support sustainability targets at much lower capital
reinvestment ratios than could be supported in a low commaodity price environment.
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Therefore, to clarify our sustainability targets, Zargon discloses the long
term commodity price assumptions that are incorporated in our current
base distributions.

Zargon’s current $0.18 per trust unit monthly base distribution has been set
assuming long term commodity prices of US $50 per barrel (WTI oil) and
US $8 per mmbtu (NYMEX natural gas). In circumstances such as in
2005, when commodity prices exceeded Zargon’s long term commodity
price assumptions, Zargon will consider declaring, on a semi-annual
basis supplemental distributions to reach our stated goal of distributing
approximately 50 percent of the Trust’s cash flows attributed to our
unitholders. Conversely, if commaodity prices fail to meet Zargon’s long
term commodity price assumptions, Zargon will have to recalibrate its
sustainability model which would likely result in a reduction in the base
distribution levels.

OUTLOOK

In the last twelve months, very little has changed in the industry in terms
of outlook and trends. Crude prices have twice reached US $70 per barrel
and by most standards seem very strong in the face of historically large
inventories. Although volatile, average natural gas prices have also
exceeded many expectations despite high levels of storage. With the
extremely high revenues and cash flows, our industry is clearly in a
highly prosperous phase, which has resulted in significant cost pressures
due to a very high demand for materials and services.

Assuming that these trends continue throughout 2006, Zargon will
respond as it did in 2005, sustaining reserves and production by exploring
our undeveloped land holdings and exploiting our oil-in-place resources
while doing our best to control costs. Without a vigorous land, property
or corporate acquisition program, we believe that our current inventory
of opportunities will support natural gas exploration into mid-2007 and
oil exploitation until near the end of the decade.

Capital expenditures in 2005
totalled $54.7 million, with $52.3
million allocated to exploration
and development activities.
Operating highlights included:

Drilled a 53.5 net well program,
with a 93 percent success rate,
that delivered 35.3 net natural gas
wells and 13.5 net oil wells.

Total production grew one percent
to 8,342 barrels of oil equivalent
per day.

Zargon’s 2005 capital investment
program replaced production by
106 percent (proved reserves) and
127 percent (proved and probable
reserves).

Proved and probable reserves
increased three percent to 26.77
million barrels of oil equivalent.
Proved and probable finding,
development and acquisition costs
(“FD&A Costs”) of $14.11 per barrel
of oil equivalent (inclusive of the
change in future development
costs) met our 2005 corporate
recycle ratio objective of 2.0 times.

We recognize, however, that a key component of our historical success is the recognition that over
a business cycle, Zargon’s undeveloped land and underdeveloped property inventory must be
replenished at reasonable costs to support future sustainable exploration and development
activities. We also recognize that although acquisitions are currently competitive and expensive,
we work in an environment of ever-changing business cycles and equity markets, and that over
time there will be value opportunities available for well capitalized, patient and disciplined

industry participants.



Our large inventory

of underdeveloped oil
properties and undeveloped
natural gas prospective
land provides Zargon the
resource base to support

our sustainable trust
initiatives.

Steady production volumes
supported by much higher oil and
natural gas prices enabled Zargon
to achieve record levels of revenue,
cash flow, net earnings and
distributions in 2005. Financial
highlights included:

Revenue increased by 31
percent to $162.7 million.

Cash flow from operations
increased by 33 percent to
$85.0 million.

Cash flow from operations
per diluted unit increased by
33 percent to $4.51.

Net earnings increased by
71 percent to $35.4 million.

Net earnings per diluted unit
increased by 83 percent to $2.19.

Cash distributions increased by
46 percent over annualized 2004
levels to $37.4 million.

Cash distributions per diluted
unit increased by 38 percent
over prior year annualized levels
to $2.32.
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Respectfully submitted,

C.H.Hansen
President and Chief Executive Officer
March 13, 2006



Zargon Energy Trust

CORE AREAS

Essentially all of Zargon’s activities
are focused in three core areas with
the Alberta Plains and West Central

Alberta core areas providing the base
for Zargon’s natural gas exploration
and development business; and

the Williston Basin core area in
Saskatchewan, Manitoba and North
Dakota providing the foundation for
Zargon’s oil exploitation business.
Each of these businesses, while
having common elements, also have
distinct characteristics.

Throughout Zargon’s history as both
a Trust and as an oil and gas junior
producer, Zargon has executed a
successful business strategy built on
the two complementary businesses of
the exploration for and development
of natural gas reserves, and the
exploitation of existing oil reservoirs.



British Columbia

Alberta Saskatchewan Manitoba

North Dakota

NATURAL GAS EXPLORATION AND DEVELOPMENT BUSINESS
Zargon’s natural gas exploration and development business is built on two property types:

» The Alberta Plains properties are generally more mature gas producing areas. These areas
provide the majority of the Trust’s natural gas production and reserves. This existing
production is predominantly high working interest, operated and produced into trust owned
production infrastructure. In 2005, Zargon was able to maintain its Alberta Plains production
volumes at essentially the same levels as 2004 while re-investing back into the area only 42
percent of the core area’s cash flow.

» The West Central Alberta properties tend to be gas prone areas that are less mature from a
development perspective and more exploratory in nature. These West Central Alberta
properties are focused in three specific areas, where Zargon has accumulated a considerable
undeveloped land position. In 2005, Zargon reinvested 85 percent of the core area’s cash flow
and delivered successful drilling programs in each of the Pembina, Highvale and Peace River
Arch properties of the West Central Alberta core area.

Zargon’s natural gas exploration and development activities are based on geophysical and geological
analysis to identify and pursue drilling opportunities on the Trust’s substantial inventory of
undeveloped lands. These undeveloped lands are predominantly situated in large, concentrated
land blocks, and for the most part this land is accessible for all season operations.
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OIL EXPLOITATION BUSINESS

Zargon’s oil business is built on the exploitation of long-life, shallow-decline oil properties that are
characterized by large under-exploited volumes of oil-in-place. Zargon’s oil prope rties are
primarily located in the Williston Basin core area of Southeastern Saskatchewan, Manitoba and
immediately across the border in the northern counties of North Dakota. In 2005, Zargon
reinvested 53 percent of the cash flow generated from the area and was able to grow volumes by
13 percent. The Trust utilizes reservoir engineering, three-dimensional seismic, horizontal
drilling and detailed geological mapping to identify opportunities to increase production and to
maximize the ultimate oil recoveries from this large oil-in-place resource base. Frequently, the oil
exploitation initiatives include the implementation or modification of waterflood projects.

2005 CORE AREA STATISTICAL SUMMARY

West
Alberta Central Williston

Plains Alberta Basin Total
Production (boe/d) 3,783 1,584 2,975 8,342
Production Growth/(Decline) (percent) 1 (a3) 13 1
Proved and Probable Reserves (mboe) ® 9,625 4,036 13,110 26,771
Annual Reserve Growth (percent) @) (4) 8 3
Undeveloped Land (thousand net acres) 120.5 197.7 48.6 366.8
Undeveloped Land Growth (percent) a7) 7 8 (2)
Core Area Cash Flow ($ million) @ 45.68 18.57 3712 101.37
Capital Program ($ million) 19.07 15.77 19.84 54.68
Drilling Program (net wells) 251 141 14.3 53.5
Three-Year FD&A Costs ($/boe)® 12.73 25.98 8.91 13.09

1. Proved and probable reserves are trust working interest reserves before royalties (6:1).

2. The summation of the 2005 core area cash flows are $101.37 million, which compares to the Trust's 2005 cash flow from operations of $84.97 million. The
term “core area cash flow” is defined as petroleum and natural gas revenue for a core area, net of royalties and production expenses. The term “cash flow
from operations” is defined in the MD&A section of this report. The difference in these cash flows is comprised of the corporate charges including general
and administrative costs, interest and financing costs, realized risk management gains/losses, and corporate taxes.

3. The reported proved and probable finding, development and acquisition costs (“FD&A’) include an allowance for the change in future capital
expenditures. This calculation also includes allowances for prior year reserve revisions and changes in reserve definitions.

ALBERTA PLAINS

The Alberta Plains core area provides substantial cash
flows that are approximately equally allocated to trust
distributions and to the necessary reinvestment programs
required to maintain stable production volumes.

The Trust’s Alberta Plains core area is located in the east
central region of Alberta and is made up predominantly
of relatively shallow natural gas producing properties.
This core area delivered 70 percent of Zargon’s total
natural gas production in 2005 and contributes large free
cash flows that underpin the Trust’'s monthly
distributions. Production volumes have been maintained
at a relatively stable level since 2001 through exploration
and development drilling programs on the Trust’s

JARROW

HAMILTON
LAKE




Zargon’s Alberta Plains core

area holds a large undeveloped

land inventory that provides the

feedstock for exploration and 2006

development drilling programs
that SUStai n the area’s natu ral gas Continue to execute the _e_xploratlon and
development strategy utilized over the past

production and reserve volumes. five years of shooting seismic, drilling wells
and optimizing facilities. Specifically, in
2006, Zargon will focus on reduced spacing
development drilling opportunities.

2005 Drill approximately 19 net wells at the

Jarrow, Hamilton Lake, Taber and Ukalta
Shot 130 kilometres of 2D seismic and acquired an properties.

additional 219 kilometres of trade seismic data. Reinvest approximately 50 percent of the

Drilled 25.1 net wells resulting in 22.1 net gas wells, core area’s cash flow to maintain a stable

1.0 net oil well and 2.0 net dry holes. production base of approximately 3,700

. - . barrels of oil equivalent per day.
Constructed 20.6 net kilometres of pipeline and tied-

in 13.9 net gas wells into existing gathering systems.

Maintained steady core area production with a
successful capital reinvestment program amounting
to only 42 percent of the area’s cash flow.

alberta

plains existing land base. In 2005, the Alberta Plains core area generated $45.68 million of
Production property cash flow, of which $19.07 million was reinvested in the core area to maintain
boe/d .
(boed) " production volumes.
[}
3 % § 3 During 2005, the Trust concluded a successful capital program focused on drilling,
) o™
9 flow in excess of capital expenditures, the area’s year end proved and probable reserves
©
o stayed relatively steady, declining one percent to 9.63 million barrels of oil equivalent.

The core area’s production volumes were also essentially flat with 2005 production
volumes climbing one percent to 3,783 barrels of oil equivalent per day. Once again, the
Alberta Plains capital programs were very efficient in 2005, providing proved and
probable reserve additions at a cost of $14.36 per barrel of oil equivalent.

ALBERTA PLAINS
2005 2004 2003 2002 2001

o™
R
o
| completions and tie-ins. Despite providing more than $26.61 million of core area cash

) GiL 6 OB @4 G Average Production

Oil and liquids (bbl/d) 553 595 640 660 716

Natural gas (mmcf/d) 19.38 19.02 17.31 17.52 16.45

Equivalents (boe/d) 3,783 3,765 3,525 3,580 3,458
Total Proved & Probable Reserves ®

Oil and liquids (mbbl) 1,962 1,932 1,840 2,065 2,127

Natural gas (bcf) 46.00 46.57 44.01 49.74 52.85

Equivalents (mboe) 9,625 9,694 9,208 10,355 10,935
Undeveloped Lands

Net acres (thousands) 120.5 146.0 185.4 189.3 173.7

Drilling Activities
Net wells 251 21.4 12.8 14.9 40.5
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p.12 ALBERTA PLAINS (contd)

2005 2004 2003 2002 2001
Capital Expenditures ($ million)
Net property and corporate acquisitions 0.03 0.60 (1.16) 5.20 (4.90)
Undeveloped land, seismic, geological 2.41 3.09 3.04 1.48 6.19
Drilling, completion, equipping, facilities 16.63 10.88 7.39 5.68 16.86
Total expenditures 19.07 14.57 9.27 12.36 18.15
Capital Program Efficiencies
Finding, development and
acquisition costs ($/boe) @ 14.36 7.56 65.03 15.41 2141

1. Proved and probable reserves are trust working interest reserves before royalties (6:1).

2. The reported proved and probable finding, development and acquisition costs (“FD&A") include an allowance for the change in future
capital expenditures. This calculation also includes allowances for prior year reserve revisions and changes in reserve definitions.

Going forward, Zargon continues to have a large inventory of opportunities that should provide
stable Alberta Plains production volumes through 2007. These opportunities include new
exploration plus development drilling programs in the following key properties:

JARROW PROPERTY

The Jarrow property continues to be the Trust’s most significant producing natural gas
property. This property is characterized by high working interests, ownership and jarrow
operatorship of significant pipeline and gas processing facilities and a continuing large Natural )
inventory of prospects on an 82 thousand net acre undeveloped land inventory. Although ((f’nfc;dr)c’ducuon
the Jarrow undeveloped land inventory dropped 19 percent from 2004 levels, this decline

can be attributed to a significant number of oil and gas leases reaching the end of their
five year term. Considerably fewer expiries will occur in 2006 and the Trust anticipates
that Jarrow land inventory will remain relatively unchanged in 2006.

13.65
14.69
13.98
15.98
15.79

Since 2001, Zargon’s strategy for Jarrow has been to sustain net natural gas production
levels from this property at approximately 15 million cubic feet per day. This strategy
attempts to balance, in a sustainable manner, the efficient loading of the existing
infrastructure capacity while capitalizing on the considerable inventory of natural gas
prospects. In 2006, the Trust will focus on recent down spacing approvals that will
facilitate the further development of the large partially drained Ostracod, Glauconite and
Colony pools located in the two Jarrow Units.

9.23

During the year, Zargon drilled 22.1 net (25 gross) wells at Jarrow, resulting in 20.1 net
natural gas wells and 2.0 net dry holes. The Trust also shot 130 kilometres of 2D seismic 00 01 02 03 04 05
as part of its ongoing exploration and development programs.



OTHER ALBERTA PLAINS PROPERTIES

Also located in the Alberta Plains core area is the Hamilton Lake property where Zargon produced
2.49 million cubic feet of natural gas per day and 92 barrels of oil and liquids per day in 2005 from
the Mannville and Viking formations. The property consists of a mostly contiguous 20 thousand
net acre land block that has significant development potential in the lower permeability but
extensive first Viking sand formation. In
2006, Zargon plans to confirm the
economics of this resource with the drilling
of a pilot development program.

Ukalta and Taber are other significant
properties included in the Alberta Plains
core area. In 2006, Zargon will proceed
with development infill programs for both
the Ukalta natural gas property and the
Taber medium gravity oil property.

PEACE RIVER ARCH

WEST CENTRAL ALBERTA
The West Central Alberta core area provides
significant cash flows that have been
historically reinvested to explore the area’s
large inventory of undeveloped lands.

HIGHVALE

Zargon’s West Central Alberta core area is
PEMBINA located west of Edmonton in central
Alberta and is comprised of three natural
\évlebs;r(%gntral gas producing regions that provide the
Production Trust with a varied inventory of exploration opportunities. This core area currently
(boe/d) delivers approximately 30 percent of Zargon’s natural gas production and with exploration
success can provide Zargon with the opportunity to grow its natural gas production
volumes. In 2005, Zargon spent $15.77 million of capital in the West Central Alberta core
area, which represented 85 percent of the $18.57 million of property cash flow generated
by the core area. With these expenditures, Zargon drilled 14.1 net wells in this core area
that resulted in 13.1 net natural gas wells and 1.0 net dry hole. Following disappointing
2004 exploration results, the smaller 2005 West Central Alberta exploration program was
successfully reconfigured to focus on lower risk targets.

Despite encouraging drilling results in the year, the West Central Alberta core area’s
production declined 13 percent in 2005 to 1,584 barrels of oil equivalent per day. This
decline was the direct result of the mid-year production loss of almost three million cubic
feet per day of natural gas, when the Trust’s previously most prolific well located at
Progress on the Peace River Arch watered out.
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During the year, the West Central Alberta core area’s undeveloped acreage increased by seven
percent to 198 thousand net acres. Due to the impact of the 0.66 million barrels of oil equivalent
negative reserve revisions coming from the loss of the Progress well, the core area’s proved and
probable reserves showed a three percent decline to 4.04 million barrels of oil equivalent. The
corresponding 2005 finding and development cost for the core area was $38.23 per barrel of oil
equivalent. Excluding the impact of this negative Progress reserve adjustment, the year’s West
Central Alberta drilling program would have delivered a 13 percent increase in proved and probable
reserves and a more acceptable finding and development cost of $15.48 per barrel of oil equivalent.

WEST CENTRAL ALBERTA

2005 2004 2003 2002 2001
Average Production
Oil and liquids (bbl/d) 209 218 260 234 156
Natural gas (mmcf/d) 8.25 9.56 7.27 231 1.97
Equivalents (boe/d) 1,584 1,814 1,472 619 484
Total Proved & Probable Reserves ®
Oil and liquids (mbbl) 455 499 585 618 488
Natural gas (bcf) 21.49 22.00 2219 18.56 11.61
Equivalents (mboe) 4,036 4,166 4,283 3,711 2,423
Undeveloped Lands
Net acres (thousands) 197.7 184.9 173.6 1091 38.4
Drilling Activities
Net wells 141 20.6 17.8 12.8 41
Capital Expenditures ($ million)
Net property and corporate acquisitions 0.13 0.40 (2.33) 5.25 0.48
Undeveloped land, seismic, geological 3.20 4.77 7.50 4.55 1.20
Drilling, completion, equipping, facilities 12.44 16.95 10.38 712 2.47
Total expenditures 15.77 2212 15.55 16.92 415
Capital Program Efficiencies
Finding, development and
acquisition costs ($/boe)® 38.23 40.95 13.63 12.50 1114

1. Proved and probable reserves are trust working interest reserves before royalties (6:1).

2. The reported proved and probable finding, development and acquisition costs (“FD&A’) include an allowance for the change in future
capital expenditures. This calculation also includes allowances for prior year reserve revisions and changes in reserve definitions.

Further to a successful West Central Alberta exploration program in the 2005 fourth quarter,
Zargon has 12 net wells scheduled to be tied-in during 2006. These tie-ins will provide a steady
source of new production volumes to offset naturally occurring production declines for the
majority of 2006. The combination of these new wells and a promising inventory of exploration
locations should provide both production and reserve growth in 2006 for this core area. Significant
exploration opportunities exist in each of the following key properties:

GREATER HIGHVALE

Zargon’s 45 thousand net acres of undeveloped land in the Greater Highvale property is centered
around a 54 section land block situated on and around Paul First Nation lands located west of
Edmonton. Zargon owns and operates natural gas production infrastructure in the area and
pursues seismically defined structural prospects at medium depths. The structural geology lends
itself to stacked pay with potential for multiple pay zones.



Further to a successful West Central
Alberta exploration program in the
2005 fourth quarter, Zargon has

12 net wells scheduled to be tied-in
during 2006.

2005

Shot 80 kilometres of 2D seismic and acquired an
additional 127 kilometres of trade seismic data.

Drilled 14.1 net wells resulting in 13.1 net gas wells
and 1.0 net dry hole.

Constructed 2.6 net kilometres of pipeline and tied-in
3.0 net gas wells into existing gathering systems.

2006

Continue to build on the 2005 exploration
successes in the Greater Highvale, Pembina
and Peace River Arch properties, by building
and drilling seismically focused exploration
targets. Specifically, drill 17 net natural gas
exploration targets.

Tie-in 12 net previously drilled wells plus new
wells drilled in the 2006 exploration program.

With a reinvestment of less than 100 percent
of the core area’s property cash flow, grow
production levels to 1,900 barrels of oil
equivalent per day by the end of the year.

Greater Highvale activities in 2005 included the drilling of 3.0 net natural gas wells. In addition,
under the terms of an agreement to farmout deeper rights, a third party shot a 12 square kilometre
3D seismic program over Zargon lands.

The Greater Highvale property provided 3.84 million cubic feet per day of natural gas and 200
barrels per day of oil and liquids production to Zargon in 2005. In 2006, three net natural gas
exploration wells are planned for the Highvale area.

PEMBINA SHALLOW GAS

Over the last five years Zargon has been pursuing shallow under-pressured Scollard and
Horseshoe Canyon sands in the Pembina area at depths up to 900 metres. Zargon has acquired an
inventory of 60 thousand acres on this prospect and has constructed a sweet gas gathering and
compression facility.

In 2005, Zargon drilled 5.8 net natural gas wells in the Pembina area and the property provided
1.93 million cubic feet per day of production to Zargon’s interest. Last year’s drilling program
successfully focused on higher deliverability targets and with the tie-in of these wells, increased
volumes are anticipated in 2006. Zargon is planning to follow up on last year’s exploration
successes with an expanded seven net well drilling program in 2006.

PEACE RIVER ARCH EXPLORATION

In the Peace River Arch exploration area, Zargon is pursuing multiple zone gas exploration
prospects at drilling depths ranging up to 1,800 metres. The Peace River Arch exploration strategy
is more “grassroots” than in other areas as the Trust develops prospects, posts land, shoots seismic
and drills high graded prospects. Over the last three years, Zargon has built an 86 thousand net
acre undeveloped land inventory that is generally characterized by year round surface access and
sweet natural gas multi-zone prospects.
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In 2005, the Trust drilled 5.3 net wells in the Peace River Arch area that resulted in 4.3 net natural
gas wells and 1.0 net abandonment. Production for the area averaged 2.43 million cubic feet per
day of natural gas and eight barrels per day of oil and liquids.

In 2006, Zargon plans to tie-in six Peace River Arch net wells at the Sturgeon Lake, Hamelin Creek,
Progress South, Eaglesham and Saddle Hills properties, which should more than replace last year’s
losses from the watering out of the Progress well. Building on the 2005 exploration successes, an
expanded seismically focused drilling program of seven net wells is planned for the Peace River
Arch property in 2006.

WILLISTON BASIN

The Williston Basin core area is characterized by a very stable oil production base that
offers significant long term exploitation opportunities. The core area provides substantial
cash flows that can be allocated to trust distributions or can be reinvested to provide
production growth.

The Williston Basin properties are located in relatively close proximity in southeast
Saskatchewan, southwest Manitoba and in the northern counties of the State of North
Dakota. The properties produce light and medium gravity oil from carbonate reservoirs
at depths up to 1,500 metres. The Williston Basin contributes about 80 percent of the
Trust’s oil and liquids production, 84 percent of the Trust’s proved and probable oil and
liquids reserves and provides a long proved and probable reserve life of 10.9 years.

Zargon’'s Williston Basin producing reservoirs are characterized by moderate permeability
and a large remaining oil-in-place. By the nature of the physical characteristics of these
reservoirs, the properties demonstrate relatively stable production with shallow annual
declines and accordingly long reserve life indices.

Through exploitation projects, Zargon attempts to find methods to increase the ultimate
oil recoveries from these reservoirs. Generally, Zargon uses a combination of exploitation
techniques including pressure maintenance by water injections, three-dimensional
seismic and horizontal drilling to unlock additional oil reserves. Frequently, optimizing
pressure support in the oil reservoir by water injections is the first step in the exploitation
process. With pressure support established, Zargon seeks to characterize the reservoirs
through 3D seismic analysis and interpretation, which is followed by horizontal wells
designed to increase recoveries and accelerate production.
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Saskatchewan

WEYBURN
NORTH MIDALE

ELSWICK
STEELMAN

North Dakota

Manitoba

DALY/
VIRDEN

WORKMAN/
CARNDUFF

TRURO/
MACKOBEE

The following table identifies 20 Williston Basin waterflood exploitation projects that Zargon is

currently undertaking:

WILLISTON BASIN OIL EXPLOITATION PROJECTS

o
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Zargon Wi @ Wi Wi wi @ Wi
Working Oil-in-  Cumulative =~ Recovery  Remaining Ultimate Ultimate
Waterflood Interest Place Production To Date Reserves  Recovery  Recovery
Projects  (percent)  (mmbbl) (mmbbl) (percent) (mmbbl) (mmbbl)  (percent)
North Dakota
Haas 1 98 51.2 9.9 19 3.8 13.6 27
Truro/Mackobee 2 100 22.0 2.6 12 15 41 19
Manitoba
Daly/Virden 2 100 27.6 3.0 11 11 4.2 15
Saskatchewan
Elswick 3 97 111 12 11 0.7 19 17
Frys 2 100 11.2 11 10 0.6 17 15
Midale 1 93 74 1.0 14 0.3 13 18
Pinto 2 100 5.7 0.7 12 0.5 12 21
Steelman 2 89 10.5 14 13 0.7 21 20
Weyburn North 3 76 20.7 2.8 14 1.0 3.8 18
Workman/Carnduff 2 55 8.6 1.3 15 0.4 17 20
Total 20 176.0 25.0 14 10.6 35.6 20

1. As estimated by Zargon Energy Trust.
2. Represents 2005 year end remaining proved and probable reserves as estimated by McDaniel & Associates.
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These 20 waterflood projects, which represent 81 percent of Zargon’s Williston Basin reserves, are
in various stages of implementation and are estimated to contain 176 million barrels of oil-in-place
attributed to Zargon’s working interests. Based on the year end 2005 McDaniel proved and
probable reserve assignment, these properties are predicted to recover an average of 20.2 percent of
their original oil-in-place, which represents a 0.8 percent recovery factor improvement over the
McDaniel 2004 year end estimate. This incremental reservoir recovery factor is directly attributable
to Zargon’s ongoing exploitation programs. Going forward, Zargon will continue to reinvest
considerable time and capital to improve these ultimate recovery factors through a multi-year
program of exploitation drilling and waterflood modifications.

In 2005, Zargon drilled 9.5 net horizontal wells and 4.8 net vertical wells in the Williston Basin
resulting in 12.6 net oil wells, 0.9 net water injectors and 0.8 net abandonments. The Trust also shot
one 3D seismic program at Elswick, Saskatchewan. In 2005, Zargon doubled its field capital
program in the Williston Basin over 2004 levels and the Trust is budgeting a similar capital program
in 2006. This program will continue to focus on improving waterflood recoveries with the drilling
of additional vertical step-outs and injectors plus the drilling of horizontal drainage wells.

In 2005, the Williston Basin area generated $37.12 million of property cash flow of which $19.84
million, or 53 percent, was reinvested in the core area. Through the reinvestment of just over half
of the Williston Basin cash flow, the area was able to realize a 13 percent increase in production
volumes from 2,643 barrels of oil equivalent per day in 2004 to 2,975 barrels of oil equivalent per
day in 2005. This capital program also delivered an eight percent increase in the year end proved
and probable reserves to 13.11 million barrels of oil equivalent. The 2005 Williston Basin capital
programs were very efficient, providing new proved and probable reserve additions at $8.78 per
barrel of oil equivalent with almost half of the incremental reserves coming from technical
revisions related to ongoing waterflood programs. In particular, the 2005 horizontal drilling
program provided significant wells at the Pinto, Haas and Truro properties, which will be followed
up with further development in 2006.

Going forward, Zargon has identified numerous exploitation opportunities that should provide
stable production volumes for many years to come with the reinvestment of less than 50 percent of
the area’s cash flow. Production growth can be anticipated from this core area if additional capital
is allocated to these exploitation projects.



2005

Drilled 9.5 net horizontal wells and 4.8 net vertical
wells resulting in 12.6 net oil wells, 0.9 net water
injectors and 0.8 net dry holes.

Shot 4.7 square kilometres of 3D seismic and
acquired an additional 254 kilometres of trade
seismic data.

Constructed 6.9 net kilometres of pipeline and tied-in
8.6 net oil wells into existing batteries.

Concluded a small corporate acquisition to acquire

Zargon owns a significant
inventory of exploitable
Williston Basin properties
producing from Mississippian
carbonate reservoirs
characterized by shallow
production declines and a
large oil-in-place.

2006

Exploit and develop the significant Williston
Basin oil-in-place resource base through a
continued program of 3D seismic, waterflood
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a complementary property adjacent to Pinto modifications and exploitation drilling.

development drilling successes. Drill 14 net wells at the Elswick, Pinto,
Steelman and Weyburn, Saskatchewan plus

the Haas and Truro, North Dakota properties.

Reinvest approximately 50 percent of the
core area’s cash flow and grow the core
area’s production volumes to 3,200 barrels
of oil equivalent per day.

Seek to acquire additional Williston Basin
oil properties with significant oil exploitation

potential.
WILLISTON BASIN
2005 2004 2003 2002 2001
Average Production
Oil and liquids (bbl/d) 2,935 2,603 2,387 2,074 1,569
Natural gas (mmcf/d) 0.24 0.26 0.37 0.46 0.25
Equivalents (boe/d) 2,975 2,643 2,449 2151 1,611
Total Proved & Probable Reserves ®
Oil and liquids (mbbl) 12,942 11,930 11,105 9,761 9,336
Natural gas (bcf) 1.01 0.98 0.86 0.93 0.99
Equivalents (mboe) 13,110 12,093 11,248 9,916 9,501
Undeveloped Lands
Net acres (thousands) 48.6 451 394 32.9 28.6
Drilling Activities
Net wells 14.3 7.5 8.0 3.9 31
Capital Expenditures ($ million)
Net property and corporate acquisitions 2.26 10.82 6.10 1.20 28.41
Undeveloped land, seismic, geological 1.51 1.24 213 0.90 1.49
Drilling, completion, equipping, facilities 16.07 7.52 6.86 417 2.98
Total expenditures 19.84 19.58 15.09 6.27 32.88
Capital Program Efficiencies
Finding, development and
acquisition costs ($/boe) @ 8.78 11.76 6.66 5.21 6.32

1. Proved and probable reserves are trust working interest reserves before royalties (6:1).

2. The reported proved and probable finding, development and acquisition costs (“FD&A’) include an allowance for the change in future capital expenditures.
This calculation also includes allowances for prior year reserve revisions and changes in reserve definitions.








































































































































































Barrel
Barrels per day

Billion cubic feet

Barrels of oil equivalent
(6 mcf is equivalent to 1 bbl)

Barrels of oil equivalent per day
British thermal units

Finding, development and acquisition
Gigajoule

Gigajoules per day

Thousand

Million

Thousand cubic feet

Thousand cubic feet per day

Present value

Present value before tax

This document contains statements that are forward-looking, such as those relating to results of
operations and financial condition, capital spending, financing sources, commodity prices, costs of
production and the magnitude of oil and natural gas reserves. By their nature, forward-looking
statements are subject to numerous risks and uncertainties that could significantly affect anticipated
results in the future and, accordingly, actual results may differ materially from those predicted. The
forward-looking statements contained in this annual report are as of March 13, 2006 and are subject
to change after this date. Readers are cautioned that the assumptions used in the preparation of such
information, although considered reasonable at the time of preparation, may prove to be imprecise
and, as such, undue reliance should not be placed on forward-looking statements. Zargon disclaims
any intention or obligation to update or revise any forward-looking statements, whether as a result of
new information, future events or otherwise.
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