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In June 2003, Diaz increased gas production in Canada by placing wells on-stream at
Provost and Enchant and in the U.S. at Provident City and Mustang Creek. This increase
was partially offset by production interruptions resulting from the scheduled down time of
production facilities at Enchant and Carmangay.

As a result, gas production increased by 1.4 mmcf/d in the third quarter of 2003, to
average 5.6 mmcf/d for the quarter. Diaz anticipates increasing production by a further
1.9 mmcf/d in the fourth quarter, connecting wells at Jaslan and Edwand and adding
compression at Provost.

Oil and natural gas liquids production for the nine months ended September 30, 2003
averaged 103 bbls/d before a prior period adjustment equivalent to 28 bbls/d. Oil
production was lower compared with the same period in 2002 due to the sale of the Arcola
property, at the end of 2002, and general production declines of approximately 18%.

Three Months Ended Nine Months Ended

September 30 September 30

Product Prices 2003 2002 2003 2002

Gas ($/mcf) $ 5.92 $ 3.80 $ 6.21 $ 3.67

Oil ($/bbl) $ 36.75 $ 38.89 $ 39.51 $ 34.64

Boe ($/bbl) $ 37.39 $ 25.42 $ 38.22 $ 23.94

Natural gas prices for the nine months ended September 30, 2003 were significantly
higher than prices for the same period in 2002. It is anticipated that these higher prices
will continue throughout the balance of 2003 and into 2004. Diaz has a forward sales
contract on one mmcf/d at $7.60 per mcf for the winter months.

Three Months Ended Nine Months Ended

Revenue September 30 September 30

(Thousands) 2003 2002 2003 2002

Natural gas $ 3,056 $ 1,573 $ 7,997 $ 4,831

Oil 264 519 994 1,366

Other 6 - 15 30

Total revenue $ 3,326 $ 2,092 $ 9,006 $ 6,227

Significantly higher gas prices offset slightly lower gas production and resulted in a 66%
increase in gas revenue during 2003. Oil revenues were reduced as a result of a prior
period adjustment of oil sales at Enchant, the sale of a producing oil property in 2002 and
general production declines in the Company’s more mature areas.



Third Quarter Report — Nine Months Ended September 30, 2003

Diaz Resources Ltd. Diaz Resources Ltd. 6

Three Months Ended Nine Months Ended

Royalties September 30 September 30

(Thousands, except percentage amounts) 2003 2002 2003 2002

Crown $ 170 $ 160 $ 765 $ 561

Freehold 543 216 1,161 655

Alberta Royalty Tax Credit (ARTC) (33) (29) (120) (78)

Royalties, net of ARTC $ 680 $ 347 $ 1,806 $ 1,138

Royalty as a percentage of revenue 20.4% 16.6% 20.1% 18.3%

Royalties for the nine months ended September 30, 2003 increased to $1.8 million, or a
net royalty rate of 20.1% compared with $1.1 million, or 18.3% in 2002. The percentage
increase in royalty rates is due to a greater percentage of the Company’s production
revenue being generated from U.S. properties, which, on average, have higher royalty rates
than Canadian properties.

Three Months Ended Nine Months Ended

Operating Expense September 30 September 30

(Thousands, except per boe amounts) 2003 2002 2003 2002

Operating expense $ 529 $ 525 $ 1,453 $ 1,453

per boe $ 5.96 $ 6.38 $ 6.18 $ 5.61

Operating expense remained unchanged from the prior period at $1.5 million, however,
lower production volumes during 2003 were reflected in operating costs increasing to
$6.18 per boe. This trend was reversed in the third quarter with the increase in production
from new high volume wells added late in the second quarter of 2003. The cost per boe
was reduced to average $5.96 in the third quarter.

Three Months Ended Nine Months Ended

Overhead September 30 September 30

(Thousands, except per boe amounts) 2003 2002 2003 2002

Overhead $ 341 $ 294 $ 985 $ 970

Capitalized (57) (46) (162) (141)

General and administrative $ 284 $ 248 $ 823 $ 829

per boe $ 3.20 $ 3.01 $ 3.50 $ 3.20

Overhead costs were relatively unchanged during the nine months ended September 30,
2003 at $985,000 compared with $970,000 in 2002. The capitalized portion of overhead
increased to $162,000 during the period resulting in general and administrative costs
decreasing to $823,000, or $3.50 per boe.

As a result of the strong Canadian dollar, Diaz incurred an $81,000 foreign exchange loss
on financial assets held in U.S. dollars, compared with a $5,000 gain in 2002.
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Interest Expense Three Months Ended Nine Months Ended

(Thousands, except per boe and September 30 September 30

percentage amounts) 2003 2002 2003 2002

Average bank debt $ 9,407 $ 9,711 $ 9,281 $ 9,114

Interest expense $ 146 $ 126 $ 397 $ 345

per boe $ 1.64 $ 1.53 $ 1.69 $ 1.33

Average interest rate paid on bank debt 5.46% 5.21% 5.39% 4.75%

Total interest expense increased to $397,000 during the nine months from $345,000
reported one year earlier. This was primarily due to higher interest rates during the 
current period.

Diaz has reduced its bank debt in the fourth quarter of 2003 with the proceeds from the
equity financing completed in October 2003. The Company’s interest expense will
therefore be reduced in the fourth quarter.

Three Months Ended Nine Months Ended

Depletion, Depreciation & Amortization September 30 September 30

(Thousands, except per boe amounts) 2003 2002 2003 2002

Depletion expense $ 773 $ 715 $ 2,222 $ 2,213

Depreciation expense 22 21 57 63

Site restoration expense 19 23 64 74

Amortization of deferred credit – 4 (55) (15)

Net depletion and depreciation $ 814 $ 763 $ 2,288 $ 2,335

per boe $ 9.17 $ 9.27 $ 9.73 $ 9.02

Liquidity and Capital Resources

Diaz completed the nine months ended September 30, 2003 with a net debt of 
$10.0 million compared with $10.9 million in 2002. The Company has a credit facility of
$11.0 million.

On October 23, 2003, Diaz raised an aggregate of $4.0 million through a private placement
of 9.8 million shares at a price of $0.41 per share. The proceeds will be used to allow the
Company to take more significant positions in its U.S. exploration prospects and to
accelerate the Company’s exploration and development program in Canada. Diaz plans to
target a debt to cash flow ratio of one-to-one. Subsequent to the issue, Diaz reduced its
net debt to approximately $6.5 million. 

Income Taxes

Changes to the Income Tax Act, which have an impact on oil and gas industry taxation,
became effective in the second quarter of 2003 and, as a result, Diaz’s income tax expense
was reduced to $252,000 for the nine months ended September 30, 2003. This reflects a
one-time adjustment for the effect of the income tax rate changes on future taxes payable.

 



Issuer Bid

During the nine months ended September 30, 2003, Diaz repurchased 198,000 Class A
Subordinate Voting Shares and 12,000 Multiple Voting Shares at an average price of $0.30
per share.

Diaz currently has a Normal Course Issuer Bid to purchase up to a further 1,966,000 Class
A Shares and 309,000 Class B Shares through the facilities of the Toronto Stock Exchange.
The Bid expires on August 10, 2004.

Business Risks

The Company is engaged in the exploration, development, production and acquisition of
crude oil and natural gas. Diaz’s business is inherently risky and there is no assurance
that hydrocarbon reserves will be discovered and economically produced. Financial risks
associated with the petroleum industry include fluctuations in commodity prices, interest
rates and currency exchange rates. Operational risks include competition, environmental
factors, reservoir performance uncertainties, a complex regulatory environment and
safety concerns.

The Company minimizes its business risks by focusing on a select group of properties.
This enables Diaz to have more control over the timing, direction and costs related to
exploration and development opportunities. The geological focus is on areas in which the
prospects are well understood by management. Technological tools are regularly used to
reduce risk and increase the probability of success. The Company closely follows all
government regulations and has an up-to-date emergency response plan that has been
communicated to all field operations by management. Diaz also carries insurance
coverage to protect itself against potential losses.

Employing a highly motivated and experienced staff of petroleum and natural gas profes-
sionals further minimizes the business risk.

The Company is exposed to commodity price and market risk for its principal products of
petroleum and natural gas. Commodity prices are influenced by a wide variety of factors
of which most are beyond the control of Diaz. To manage this risk, the Company has
entered into a number of short-term financial derivatives for hedging purposes. These
derivatives include contracts related to oil and gas prices.

Outlook

The proceeds from the equity issue in October 2003, combined with additional gas
production in both Canada and the United States and strong gas prices, will provide Diaz
with the necessary cash flow and strong balance sheet to fund its exploration and
development budget in the United States and in Canada.
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