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Management 
Candax’s Chief Executive Officer and President, Michael Wood, has more than 20 years 
experience with international exploration and production (E&P) companies, including 
positions with Gulf and Conoco in Europe and North Africa (Egypt). Prior to joining 
Candax, he was President and CEO of Heritage Oil Corporation (HOC:TSX), a company 
that successfully developed a portfolio of exploration and production assets across Africa 
and the Middle East.  

The company’s Vice President, Business Development is Donald Munn, a geologist with 
broad industry experience gained from senior positions held with a number of 
companies, including Shell, Energy Resource Consultants and Atlantis Holding 
Norway AS. He also worked as a petroleum consultant. Mr. Munn is considered an expert 
in important aspects of the geology of the Middle East region.  

David Wilson, Candax’s Vice President, Technical, has over 30 years experience in both 
senior management and technical positions. From 1996 to 2003, he was President of 
Atlantis Holding, which developed into a significant holder of acreage in the United Arab 
Emirates, as well as having interests in Oman and Tunisia, prior to being acquired by a 
large Chinese corporation.  

Candax’s corporate headquarters are situated in Toronto, but CEO Michael Wood and 
VP Business Development Donald Munn are both based in the United Kingdom, and 
VP Technical David Wilson is based in Dubai. Candax’s Operations Manager in Tunisia, 
Keith Howells, has 30 years experience in the oil industry, much of which has been 
gained from working in North Africa and the Middle East, in particular with Occidental 
Petroleum. Mr. Howells managed the Tunisian assets for Centurion Energy from January 
2000 until they were acquired by Candax in February 2005. 

Overall, we believe that Candax has assembled a strong management team capable of 
not only extracting value from its existing portfolio of opportunities, but also of finding 
further opportunities with the potential for value creation. Management is complemented 
by a broad range of senior directors with considerable experience in domestic and 
international oil and gas and mining, investment banking and finance in Europe and 
North America, as well as John Zaozirny, who was previously Minister of Energy and 
Natural Resources for Alberta and is Honourary Consul to Tunisia for Alberta.  

Strategy 
Candax’s strategy is to develop and explore for oil and gas in low-cost environments. 
The company aims to leverage the experience and relationships of its senior 
management to gain access to relatively low-risk development opportunities in North 
Africa and the Middle East. Management has previous experience working across this 
region, with particularly strong knowledge and relationships in Oman in addition to its 
ongoing operations in Tunisia.  
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Operating Area: Tunisia  
Despite the lower overall resource potential compared to neighbouring OPEC members 
Libya and Algeria, we believe Tunisia holds significant potential for companies to create 
value. Currently, investments in oil and gas exploration and development have potential 
as a result of a combination of proven but relatively under-explored hydrocarbon 
systems and attractive fiscal terms.  

Geology 
Tunisia can be divided into three main geological regions, although these do not have 
distinct boundaries: (a) the Ghadames Basin in the southwest of the country, (b) the 
Pelagian Basin along the eastern coast of Tunisia and (c) the Atlas Uplift in the 
northwest of the country. The Ghadames Basin extends into both Libya and Algeria and 
has been a prolific target for oil exploration. Significant hydrocarbons have also been 
found and developed in numerous plays in the Pelagian Basin. While the northwest of 
the country is prospective for hydrocarbons and has produced some oil and gas, the 
resources identified in this region are substantially smaller. Candax’s properties lie 
exclusively within the (eastern) Pelagian zone.  

Exploration History 

While oil exploration has a long history in Tunisia, the first discovery was not made until 
1964 when Agip (ENI) discovered the giant El Borma field in the Ghadames Basin in the 
southwest of the country with its first well. This field remains the largest discovered in 
Tunisia so far.  

Infrastructure  

Tunisia has a well-established system of oil and gas pipelines and all of Candax’s 
onshore licenses are relatively easily accessible. Oil pipelines connect the major oil fields 
in the south with the La Skhira terminal on the Gulf of Gabes. Tunisia only has a small 
refinery at Bizerta, which provides approximately half of the country’s demand for 
refined products. Expansion and/or new-build refinery projects have been proposed but 
have yet to move to construction.  

Gas pipelines connect the south to the coastal city of Gabes and the country’s gas 
utilization network, although the southern pipeline has operated at full capacity in recent 
years. The Transmed gas line connects Algeria’s gas fields with Italy, crossing Tunisian 
territory from Oued Saf-Saf to Cap Bon on the coast. The pipeline then crosses the 
Mediterranean to Sicily and Italy’s mainland. Partly as a consequence of the Transmed 
gas line and Tunisia’s ability to take gas from it, the country’s gas network was 
constructed to distribute gas to industrial plants and residential areas in Tunisia.  

Production and Reserves 
Tunisia produced around 75,000 bbl/d of oil in 2005, an increase from 2003/2004 
because increasing production from the recently developed Adam concession more than 
offset declines in other fields.  

Tunisia’s oil and gas production and reserves are minor compared to its neighbours 
Libya and Algeria. Production has gradually declined from its peak of over 100,000 bbl/d 
in the 1980s. Tunisia became a net oil importer of oil in 2000; current output is around 
75,000 bbl/d. While gas production and consumption have been increasing in recent 
years, production has yet to exceed demand. As a consequence, Tunisia has been 
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mainly because of a shortage of equipment and rigs. There is a very limited market for 
drilling rigs in Tunisia: there is no active regional market from which to draw onshore 
rigs and competition for offshore rigs is fierce, both globally and within the 
Mediterranean. The global oil industry is undergoing a crunch in supply of equipment 
and services, but we believe companies operating in North Africa will be particularly 
challenged to gain access to the services they require. As more equipment is imported to 
Tunisia and North Africa, availability of services may improve in the future. 

ETAP estimates finding and development costs are approximately US$2.20/bbl in 
Tunisia, which is well below the global average as a result of a recent increase in 
exploration success rates and could explain some of the increased interest in upstream 
investment in Tunisia in recent years.  

Candax Assets 
Candax acquired most of its interests in Tunisia through the acquisition of the Tunisian 
producing properties of Centurion Energy in February 2005. This transaction gave the 
company interests in four producing concessions (two of which have large high-risk 
exploration play potential) and a 50% interest in the SEEB Power Plant. The El Bibane, 
Robbana and Ezzaouia fields are all located along southeast Tunisia’s coast line and 
share some infrastructure, including the SEEB Power Plant, which was constructed as a 
gas utilization project for these fields. In addition, the company was awarded an 80% 
interest in a Production Sharing Agreement (PSA) for the Chaal permit in March 2005 in 
partnership with a small private Tunisian company SMIP (Société de Maintenance 
d’Installation Pétrolières).  

While it has continued to screen further opportunities, the company has made no further 
acquisitions since then. It has concentrated on developing its existing properties and 
concluded a significant farm-out agreement with Mitsubishi Corporation prior to 
exploration drilling commencing on the Chaal permit. At the same time, the company 
concluded a separate agreement with Mitsubishi to form a joint project team to 
undertake the evaluation of a major gas development project at an undisclosed location 
elsewhere in the Middle East. The agreement is for a 50:50 partnership that draws on 
the respective technical and commercial skill sets of both companies to evaluate and 
undertake full sub-surface analysis and project development planning. 



Candax Energy Inc.  August 10, 2006 
 

MGI Securities Inc. – 6 

Exhibit 1: Location Map for Tunisian Interests 

 
Source: Candax Energy 

El Bibane 

Candax currently holds a 73.8% interest in the El Bibane concession, which covers an 
area of some 56,316 acres approximately 18 kilometres offshore Tunisia in the Gulf of 
Gabes. The El Bibane oil field was discovered in 1982 by Marathon Petroleum, which 
identified an oil column of roughly 50 metres below a well-defined gas cap in dolomites 
in the Cretaceous Lower Zebbag formation.  

Two further wells were drilled to appraise the structure. Well EBB-3 was drilled as a 
producer and began oil production in 1998, following installation of facilities and an 
18-kilometre, 8-inch pipeline to transport output to onshore processing facilities. The 
field, in 30-metre water depth, was developed with a small wellhead platform and 
completion of the single horizontal production well.  

Initial production averaged around 4,000 bbl/d of clean oil; however, gas production 
soon started to increase above gas/oil ratio levels, and in 2002, water encroachment 
began, rapidly increasing the water cut. A gas utilization scheme, in the form of the 
SEEB power facility, was put into operation in 2003 (see separate section).  

Following Candax’s acquisition of the property, unexpected corrosion was discovered 
during a routine maintenance check of the wellhead and the well was shut in for 
workover in August 2005. Efforts to restart the well were unsuccessful because the oil 
water contact shifted upwards above the well’s horizontal section as a result of partial 
depletion of the reservoir. It was eventually decided that the well would not restart 
production until after the field redevelopment program.  

Candax has been planning a redevelopment program since early 2005 for the El Bibane 
field. The redevelopment schedule continues to depend on availability of the barge rig, 
which has been contracted for the purpose and has provided the main cause for delays 
in redeveloping the field. The redevelopment program entails recompletion of the 
existing EBB-3 well, with a new horizontal section drilled higher in the oil column. In 
addition, a second horizontal production well (EBB-4) will be drilled, as well as a vertical 
gas injection well. Two contracts worth US$12.5 million were awarded during May 2006 
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to a Tunisian turn-key contractor for onshore and offshore engineering work. Two new 
wellhead platforms will be installed offshore, while onshore installations will add 
compression and a high-pressure separator, as well as a new gas pipeline to allow gas 
recycling through the onshore facilities.  

At the end 2005, cumulative gross production for the field was 3.3 million barrels and 
remaining gross proven plus probable reserves were estimated to be 3.4 million barrels of 
oil and 17 billion cubic feet of gas. Gross field sales are expected to exceed 3,000 bbl/d of 
oil and 4 mmcf/d of gas once the full field redevelopment program is completed.  

Ezzaouia 

Candax holds a 31.4% interest in the Ezzaouia concession, which covers roughly 9,880 
acres onshore southern Tunisia. ETAP holds a 55% interest in the concession, with 
Swedish company PA Resources holding the remaining 13.6%. The field is operated by 
Maretap, a joint venture company controlled and owned in proportion to the companies’ 
interests in the concession.  

The Ezzaouia field was discovered in 1986 by Marathon Oil, which found productive oil 
reservoirs in both the Jurassic M'ratbtine and Cretaceous Zebbag formations. The 
Ezzaouia concession was granted for a 30-year period from January 1990 and was 
brought into production during that year. The field was developed with primary 
production and currently produces from six wells. At the end of 2005, cumulative gross 
production from the field was 28.3 million barrels and remaining gross proven plus 
probable reserves were estimated to be 5.5 million barrels of oil and 7.2 billion cubic 
feet of gas. Candax is currently undertaking studies to investigate the potential for 
redevelopment, potentially including infill drilling, a pilot water flood and possible full-
field secondary recovery in the Jurassic.  

Exploration Upside: Deep Triassic Prospects 
One of the most attractive features of the acquisition from Centurion in 2005 was the 
exposure it gave to significant exploration upside in the form of two large structures that 
have been identified below the Ezzaouia and El Bibane fields. The Triassic structures 
have been mapped with a mixture of 2D and 3D seismic, and the prospective horizon is 
postulated to be the Trias Argilo-Gréseux Inferieur (TAGI) formation. The Triassic has 
not previously been drilled in this region of the Pelagian Basin but is a prolific producing 
reservoir across the Ghadames Basin of Algeria, Tunisia and Libya. The reserves of 
Tunisia’s largest field, El Borma, are primarily held in the TAGI formation. Readers may 
also be familiar with TAGI discoveries made by FirstCalgary Petroleums (FCP:TSX) and 
others in the Berkine Basin of neighbouring Algeria.  

Since the play has not previously been tested in this region, it must be considered high 
risk, and the company assesses the chances of success at below 20%. The potential 
prospect sizes are however large: mapped closure on the Ezzaouia structure covers 130 
square kilometres, and potentially recoverable resources are estimated at 2 to 3 tcf of 
gas and 200 to 300 mmbbls of condensate. Unfortunately, however, Candax’s likely 
interest in any potential discovery is reduced by Centurion having retained the right to 
participate at up to 50% of Candax’s interest in these prospects, which would leave 
Candax with only 36.9% in El Bibane and 15.7% at Ezzaouia. Candax is hoping to 
renegotiate terms with ETAP to pay exploration costs regardless of success, rather than 
accept the normal possibility of a reduction of its interest depending on commercial 
success at Ezzaouia. Commercial success would potentially prove the play in the area. 
Since Candax’s share of the drilling costs at El Bibane is higher than at Ezzaouia, it 
would be beneficial to prove the play from Ezzaouia. As no progress has been reported 
on these negotiations, we believe that they could continue for some time and we do not 
now expect any drilling before Q2/07 at the very earliest.  
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Robbana 
Candax holds an 80% interest in the Robbana concession, which covers about 
11,856 acres on the island of Djerba in the Gulf of Gabes off the coast of southern 
Tunisia. The 1,680-acre Robbana field was discovered by Marathon in April 1988. Light 
oil production from a single well was started up in September 1993 and reached 
cumulative (gross) production of 385,000 barrels as at the end of 2005. While 
production had declined significantly, Candax performed a successful workover of the 
well that increased production by around 75% to 75 bbl/d (gross). The company has no 
further plans for the field, aside from efficient management of recovery of the remaining 
reserves, which were assessed at around 40,000 barrels as at the end of 2005.  

Previous operator Centurion drilled an unsuccessful exploration well in 2004 to test a 
sizeable up-dip structure to the southwest of the producing field. While high-quality 
reservoir rock was encountered, it was water bearing.  

Al Manzah 
Candax holds a 75% working interest in the Al Manzah concession, which covers about 
6,916 acres in the Cap Bon peninsula in northeast Tunisia. The Al Manzah field was 
discovered in November 1998 with the Al Manzah-1 well, which discovered a productive 
zone approximately 71 metres thick in the Paleocene fractured Bou Dabbous carbonates 
at a depth of 800 metres. Following an extended production test during 1999, the 
Al Manzah concession was granted, the discovery well was put on production and the 
Al Manzah 2 and 3 horizontal development wells were drilled. Cumulative gross 
production at the end of 2005 was estimated to be around 1.7 million barrels, but the 
field is now close to depletion. Nonetheless, following a prolonged shut-in since late 
2004, Candax was able to resume production following a successful workover and 
installation of pumping equipment in late 2005. Gross remaining reserves were 
estimated to be 125,000 barrels at the end of 2005. We do not expect any further 
investment in the Al Manzah concession in the coming years. 

Chaal 
Candax originally held an 80% working interest in the Chaal permit, although this has 
been reduced to 60% on completion of a farm-out agreement with Mitsubishi.  

The Chaal permit area covers about 1,200 square kilometres and contains a very large 
structural prospect with significant upside potential in reserves. Candax has farmed out 
a 20% interest in this block to Mitsubishi, which will earn the 20% interest by paying all 
of Candax’s costs up to a maximum of US$8 million in the ongoing exploration program.  

Exploration Background 
Three wells were drilled within the permit area in the early 1960s. The ABK-1 well was 
drilled in 1963 and tested gas and condensate at rates of up to 3 mmcf/d and 
80 bbl/mcf from carbonate stringers interbedded with shales in the Lower Nara 
formation of the Jurassic. The ABK-2 well was drilled two kilometres to the southeast of 
ABK-1 and found good gas shows in the same structure and interval. The Hachichina-1 
well was drilled in 1986 on a separate structure and targeting a shallower interval, but 
was dry.  
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Exhibit 2: Outline Map of Chaal Structures 

 

Source: Candax Energy 

Based on historic data, independent engineers assigned gross proven plus probable 
reserves of 60 billion cubic feet to the existing discovery in the northern structure. 
Candax has mapped two significantly sized structures, and the same engineers 
estimated gross proven, probable and possible reserves of 844 billion cubic feet in the 
northern structure, as well as 1.1 trillion cubic feet of additional prospective resources in 
the southern structure.  

Prior to drilling, Candax farmed out 25% of its 80% interest in the block to Mitsubishi in 
return for covering 80% of the drilling costs for the first well up to a maximum of 
US$8 million. Additional performance-based payments are also payable by Mitsubushi to 
Candax on declaration of commerciality and depend on the size of reserves eventually 
developed. Mitsubishi also has the right to increase its interest by a further 5% by 
participating in a second well on the structure, should this be drilled.  

Exploration Progress 
A new exploration well, Chaal-1, was spudded on February 5, 2006. This well was 
primarily designed to confirm the potential of the existing discovery and gather additional 
data. It was drilled at a location between the two previous successful wells. A number of 
gas kicks (gas flowing into the wellbore) were encountered in early April from depths of 
around 4,340 metres and caused intermittent suspension of drilling. The well reached a 
total depth of 4,600 metres on April 18, following which a full suite of logs was run. The 
well was then completed and flow tested from a number of different zones. No conclusive 
results as to commerciality were determined from initial drill-stem tests, mainly because 
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formation damage caused by the methods used to control the high pressures encountered 
(high mud weights in particular) prevented any significant flow of gas.  

Test rates are inconclusive so far. While formation damage is not good news, completion 
will likely involve methods to offset or bypass damaged zones, which could potentially 
make this news largely irrelevant. Pay thickness, pressures and low inert content (99% 
hydrocarbon) are all encouraging. Interest in Candax, and in particular the Chaal 
prospect, should start to re-awaken in the near future as the company is moving a coiled 
tubing unit (CTU) to the location to complete the testing program on the prospective 
zones. Management has assured us that it, together with the other partners in the 
project, is very positive about the Chaal structure’s potential. In our opinion, the Chaal 
structure remains an attractive prospect with potential for significant cash flow 
generation in the medium term.  

Development Potential 
Based on Candax being able to prove commercial flow rates from the Chaal-1 well, we 
assume that development of the area with attributed reserves could proceed at a 
relatively fast pace. Indeed, we believe gas production could be tied into the existing gas 
trunk line only 15 kilometres to the east in 2008. We currently forecast that a 
development will go ahead with at least the probable reserves previously attributed to 
the structure being commercially recoverable; however, we have assigned a 50% 
probability to the possibility of those reserves increasing to around 200 billion cubic feet 
(from 60 bcf, gross). There is considerable potential for delays; should Candax be 
unable to successfully test the Chaal-1 well in the near term, it may have to consider 
further exploration drilling, which would substantially prolong the appraisal process. 
There is also substantial potential for longer term upside in the possible reserves and 
prospective resources, which we have not included in our valuation of the asset.  

SEEB Power Plant 
Candax owns a 50% interest in the SEEB Power Plant, with CPVI, a subsidiary of 
Caterpillar Inc., holding the other 50% interest. The 27 megawatt electrical generation 
plant was constructed by Centurion/Caterpillar to use gas that was previously being 
flared at the El Bibane and Ezzaouia fields. The plant, which consists of two gas turbines 
in simple cycle operation, burns raw gas from these fields.  

Construction financing was provided by a consortium of international banks with a loan 
of US$20.2 million to the joint venture that is secured against the assets acquired from 
Centurion. The SEEB partners are liable up to US$750,000 for failure to perform support 
functions in respect of the loan. The joint venture obtained additional funding of 
US$5.0 million from CPVI.  

Corporate Analysis 

Corporate Finance 

Through its pre-IPO private placement financing in April 2005 and the subsequent exercise 
of the majority of the associated warrants in April 2006, Candax has raised approximately 
$109 million. With this cash, the company should be able to maintain a strong balance 
sheet for at least the next year, assuming it does not enter into any transactions that 
significantly change its situation. While the company has openly expressed its intentions 
to look for further acquisition opportunities in the Middle East and North Africa, it has also 
expressed its desire to avoid any further dilution before share prices have appreciated 
above their current levels. We do not, therefore, expect any large acquisitions in the 
immediate future unless they entail an alternative financing arrangement.  
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In our opinion, management has a very good, if short, track record of creating value 
through transactions and managing expenditures with appropriate farming-down of risk. 
Its relationship with Tunisian partner SMIP likely contributed to the award of the Chaal 
PSC with what we consider favourable terms. This allowed Candax to close a 4-for-1 
promote farm-out with Mitsubishi, allowing the company to drill the Chaal-1 well at a 
limited cost to itself. We expect Candax to continue to take a cautious attitude toward 
exploration spending.  

While the balance sheet is strong, with substantial cash holdings, we have to mention 
that the company carries some long-term limited recourse debt related to project 
financing of the SEEB Power Plant described above. The scheduled repayment of this 
debt is under negotiation because the power plant is currently not operating, but Candax 
was carrying its share of this debt at a value of $13.4 million at the end of Q1.  

Fiscal Terms: Concessions 

Each of the concessions associated with the acquired assets in Tunisia is subject to 
individual taxation (on relatively standard Tunisian concession terms). Both taxation and 
royalty rates are determined by a sliding scale for the R factor, which is the ratio of 
cumulative revenue to cumulative expenditures for each concession. Although the sliding 
scales are determined on a concession-specific basis, we have assumed generally 
standard terms, as laid out below. As a result of historic losses, we do not expect any of 
the concessions to be taxable in the near term. Based on continued investment at 
El Bibane, we expect royalty and tax rates there to be below the average for the other 
acquired fields in the near term. On average we expect royalty rates to increase from 
around 7% in 2006 to over 10% by the end of the decade, depending on future 
investment and revenue.  

Exhibit 3: Assumed Determination of Tax and Royalty Rates for Concessions 

R Factor Tax Rate %  R Factor Royalty Rate % 
    

0 - 1.5 50  0 - 0.5 2 

1.5 – 2.0 55  0.5 - 0.8 5 

2.0 - 2.5 60  0.8 - 1.1 7 

2.5 – 3.0 65  1.1 - 1.5 10 

3.0 – 3.5 70  1.5 - 2 12 

>3.5 75  2.0 - 2.5 14 

   >2.5 15 

Source: MGI Securities Inc. 
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Fiscal Terms: Chaal  
In the event of economically recoverable reserves being discovered on the Chaal permit, 
the terms of the associated production sharing agreement would apply. The cost and 
profit oil splits contained in the agreement are detailed in the following table.  

Exhibit 4: Cost and Profit Oil/Gas Splits for the Chaal PSC 

Oil Gas 

R Factor Contractor Profit Oil % R Factor Contractor Profit Gas% 

0 – 0.7 49% 0 – 0.7 44% 

0.7 – 1.2 44% 0.7 – 1.2 39% 

1.2 - 1.5 39% 1.2 - 1.8 34% 

1.5 – 2.0 34% 1.8 - 2.3 29% 

2.0 - 2.5 29% 2.3 – 3.0 24% 

>2.5 24% >3.0 19% 

Note: the cost oil ceiling is 45% and the cost gas ceiling is 55%. 

Source: Candax Energy 

Economic Evaluation  

Two independent evaluations of Candax’s reserves were carried out according to 
NI 51-101 effective the end of 2005, with Ryder Scott evaluating the assets acquired 
from Centurion and Glendower evaluating the Chaal permit. A summary of some of the 
information from these reports is shown in the following table. 

Exhibit 5: Candax 2005 Year-End Reserves and NPV as Reported Under NI 51-101 

  Oil & NGLs Gas 
Oil 

Equivalent 
Post-tax 

PV10 
Post-tax 

PV15 

  mbbl (net) mmcf (net) mboe (net) $million $million 

Acquired Assets       

Proved 2,362 9,765 3,990 45.3 37.9 

Proved plus Probable 3,970 13,410 6,205 82.2 68.6 

Chaal (80% W.I.)           

Proved - - - - - 

Proved plus Probable 1,454  48,000   9,454  53.5  39.3 

Company Total           

Proved 2,362 9,765 3,990 45.3 37.9 

Proved plus Probable 5,424 61,410 15,659 135.7 107.9 

Source: Candax Energy 

While we believe that these reports gave a relatively fair evaluation of the reserves 
attributable to the proven hydrocarbon resources in Candax’s fields, there were a 
number of events that occurred that caused us to update the evaluations summarized 
above. Firstly, global oil prices have continued to escalate above the assumptions made 
for short-term (2006) prices. While the long-term price assumptions used by Candax’s 
reserves engineers are very realistic, we note that many other reserves evaluations are 
now being carried out using higher prices (particularly in the short term, but also over 
the next 10 years and more). We have chosen to run our discounted cash flow 
valuations using our own base case price forecast that sets Brent at US$43 (real 2006) 
in the long term, which we now see as a more standard assumption for asset valuations 
in general. Secondly, the delay of redevelopment at El Bibane caused us to delay 
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production re-start assumptions and shift production from 2006 to later years. Lastly, 
and perhaps most significantly, the farm-out of a 20% interest in the Chaal prospect has 
now concluded since drilling of the Chaal-1 well is now complete. Candax’s interest has 
therefore declined to 60%. 

Exhibit 6: Production Forecast (including risked exploration potential) 
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Source: Candax Energy, MGI Securities Inc. 

Using these updated assumptions, we have calculated an NAV for Candax Energy at the 
start of 2006 of $1.04 per share (f.d.), as shown in the left hand side of Exhibit 7 below.  

Exhibit 7: Risked Discounted Cash Flow (EMV) Analysis Results 

 
Updated Post-tax PV10 Calculation 

(end-2005 reserves) 
Risked Resource Estimates  

(end 2006 forecast) 

 Reserves PV10 
NAV/share 

(f.d) 
Resource 
Estimate EMV 

EMV/share 
(f.d) 

 mmboe $mm $/share mmboe $mm $/share 
 

Chaal (60% W.I.) 7.1 40.6 0.22 17.0 100.3 0.56 

El Bibane 4.6 45.0 0.25 4.3 60.9 0.34 

Other Acquired Assets 1.6 34.4 0.19 1.4 26.8 0.15 

Total Assets 13.3 120.0 0.66 22.7 188.1 1.04 
Proceeds from Options 
and Warrants 

 58.4 0.32  8.9 0.05 

  178.4 0.97  197.0 1.09 

Net Debt  (11.4) (0.06)  (37.95) (0.21) 

NAV Estimate  189.8 1.04  235.0 1.30 

F.d. Shares (MM)   183.1   180.4 

Source: MGI Securities Inc. 

Our EMV calculation (shown discounted from the end of 2006 on the right hand side of 
the above table) attempts to value the upside potential of possible future reserves 
additions. Unfortunately, such an analysis is highly subjective due to the very high-risk 
nature of Candax’s largest prospects, in particular the Deep Triassic potential, but also 
the potential resources at Chaal. We have not therefore attributed any value to either of 
those elements but recognize the potential for further upside beyond our EMV estimates. 
The only resource that has been valued in addition to the proven plus probable reserves 
reported by Candax is the immediate upside potential from ongoing drilling at Chaal.  
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Economic Assumptions 
We have used our own assumptions for commodities, exchange rates and inflation, 
which are in line with current assumptions being used by industry and reservoir 
engineering firms. Our base case economic assumptions are for Brent Crude to decline 
gradually from US$66.50/bbl in 2006 to a long-term price of US$43.00/bbl (real 2006 
terms) by 2010. Gas price assumptions as used by the independent reserves assessors 
were used for the El Bibane and Ezzaouia fields where prices are fixed by the sales 
contracts related to the SEEB Power Plant. Potential gas sales into the main Tunisian gas 
network (e.g. from Chaal) are based on a fixed percentage of our Brent oil price 
assumption. These result in our assumption of average gas prices declining from 
US$6.00/mcf in 2006 to a long-term price of US$3.90/mcf (real 2006 terms) by 2010.  

All cash flow has been discounted at 10% nominal post-tax, with future inflation 
assumed at 2% per annum and a long-term US$/C$ exchange rate assumption of 0.89. 
Although Candax’s cost of capital is difficult to estimate, we believe that a 10% nominal 
discount rate is appropriate, both in terms of cost of capital and market valuation.  

Sensitivities 
We have analyzed the sensitivity of our EMV estimates to oil price assumptions and have 
found relatively low sensitivity, largely because of the fiscal terms in Tunisia, which 
increase the government’s take at higher oil prices (and vice versa).  

Exhibit 8: Sensitivity of Forecast NAV Estimates to Oil Price Assumptions 

 -US$10/bbl Base Case +US$10/bbl 

Forecast NAV C$MM 200 231 260 

Forecast NAV/share (f.d.) C$/share 1.11 1.28 1.44 

Source: MGI Securities Inc. 

Recommendation and Investment Thesis 
We are initiating coverage of Candax Energy with a Speculative Buy 
recommendation and a target price of $1.30 per share. Our target price is based 
on 1.0x our estimate of risked expected monetary value. We believe that risked 
discounted cash flow valuations are the most important factor in the valuation of 
international oil and gas companies. Our target price represents a potential return of 
32.7% from the recent closing price of $0.98.  

The speculative rating is due to the importance of upcoming exploration and 
development activity at Chaal and El Bibane, which could alter our evaluation. In 
addition, our target price is based on a multiple of our NAV forecast that is greater than 
one because we believe management is able to create additional value through either 
transactions or exploration potential that we have not included in our NAV calculation 
(e.g. Deep Triassic exploration). We further recognize that truly good news, in the form 
of either flowing production at El Bibane or successful tests at the Chaal prospect, will be 
required for share prices to recover from recent downward corrections. In our opinion, 
there is a good chance that such news will be forthcoming in the near future.  

We believe that, following operational issues at both El Bibane and Chaal, the market is 
now discounting shares of Candax Energy, perhaps assuming that such issues will 
continue. We believe that Candax’s assessment of the causes for low drill-stem test flow 
rates at Chaal (namely formation damage) and delays at El Bibane (contractor failure to 
meet deadlines) is likely to be correct. While it is possible that Candax’s operational 
management is exacerbating delays (contingencies could have been put in place), the 
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geological, engineering and logistical issues Candax is facing are a normal part of 
exploration and development operations in geologically complex and relatively unique 
locations (e.g. very shallow water at El Bibane). Candax has also demonstrated that it 
can achieve good operational results by successfully restarting production at Al Manzah. 
Unfortunately, this success is of a much smaller scale than the operational problems 
encountered at Chaal and El Bibane.  

We regard the inconclusive initial tests at Chaal and delays at El Bibane as 
disappointing; however, we do not believe that on their own they warranted the 
significant reduction in share price that has occurred since a high of $1.73 was reached 
in early May. We therefore believe that reduced prices for Candax shares present a 
buying opportunity.  

Candax’s existing portfolio has substantial development and exploration upside. While 
some of the exploration targets are high risk, they could also be highly rewarding, and 
we believe Candax management will drive shareholder value by negotiating deals to 
ensure that the risks associated with drilling these targets can be mitigated. We further 
believe that management has the skills and commitment to expand the company beyond 
its current assets without paying premiums to enter new assets and sectors. 
Management has consistently stressed that it intends to make its Tunisian operations 
only a first building block of a larger portfolio of assets.  
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Candax Energy Inc. 

Shares Outstanding Basic (MM) 168.9 Buy

Shares Outstanding F.D. (MM) 180.4 Spec Buy

Market Capitalization (MM$) $165.5 Hold

Percent of Shares Held by Management 11% Return to Target 32.7% Sell

Units Year-end Dec.31 2004A 2005A 2006F 2007F
 (bbl/d) Oil & Liquids 0 493 700 2,512

 (mmcf/d) Natural Gas 0.0 1.1 1.2 4.6
 (6:1) BOEPD 0 675 892 3,279

Units Year-end Dec.31 2004A 2005A 2006F 2007F
 (MM) Cash Flow n/a $5.3 $7.8 $41.0

CFPS - Basic n/a 0.06              0.05              0.24              
CFPS - Fully Diluted n/a 0.05              0.04              0.23              

 (MM) Net Income n/a ($1.5) ($1.2) $12.1
EPS - Basic n/a (0.02)             (0.01)             0.07              
EPS - Fully Diluted n/a (0.01)             (0.01)             0.07              

Comment:
2006F 2007F

Production per share -64.7% 239.5%
Cash Flow per share -21.9% 386.3%

Units Year-end Dec.31 2004A 2005A 2006F 2007F
P/CF  - Fully Diluted n/a 13.7 x 22.5 x 4.3 x
P/E - Fully Diluted n/a (75.7) x (147.6) x 14.7 x
EV/DACF n/a 10.1 x 15.9 x 3.1 x

($/BOEPD) EV/BOEPD n/a $104,614 $147,440 $43,515 2005A 2006F
($/BOE) EV/BOE  - P+P Reserves n/a $4.51 NAV per Share ($/share) 1.06$            1.30$            

Comment: 2005A metrics based on weighted average 2005 share price P/NAVPS 0.6 x 0.8 x
Net Land (acres) 301,973 254,529

Units Year-end Dec.31 2004A 2005A 2006F 2007F
 (MM) Basic Shares O/S 4.7 130.7 168.9 168.9
 (MM) F.D. Shares O/S 4.7 183.1 180.4 180.4
 (MM) Market Capitalization n/a $82.0 $165.5 $165.5 2007F
 (MM) Net Debt ($3.7) ($11.4) ($34.0) ($22.8) WTI +/- US$1.00/bbl $0.97
 (MM) Enterprise Value n/a $71 $132 $143 Gas +/- $1.00/mcf $0.18
 (MM) Capex $0.1 $46.3 $31.4 $28.0 Oil +/- 100 bbl $0.24

Net Debt to Cash Flow 8.2 x (2.1) x (4.3) x (0.6) x Gas +/- 1 Mmcf $0.00

Date Issue Price
22-Nov-04

04/14/2005* $0.80
04/18/2006** $1.20

* Units included half a warrant exerciseable at $1.20 for one year
** 86% of previously awarded w

P r o v e n  R e s e r v e s P  +  P   R e s e r v e s P r o v e n P  +  P 
Oil & Liquids (mbbl) 2,362 Oil & Liquids (mbbl) 5,424 Reserve Additions 3,989.5 Reserve Additions 15,659.0
Natural Gas (Bcf) 9,765.0 Natural Gas (Bcf) 61,410 F&D ($/BOE) $12.61 F&D ($/BOE) $3.96
Total mboe (6:1) 3,990 Total mboe (6:1) 15,659 Replacement Ratio 16.2 Replacement Ratio 63.5
Proven Reserve Growth n/a P + P Reserve Growth n/a Recycle Ratio 1.6 Recycle Ratio 5.2
Proven RLI (years) 16.7 P + P RLI (years) 65.6

2005 $56.59 2005 $0.83
2006 $68.00 2006 $0.88
2007 $60.00 2007 $0.89

T S X  -  C A X
C u r r e n t  P r i c e $0.98

S H A R E S T A R G E T  P R I C E R E C O M M E N D A T I O N

$1.30 Speculative BUY

P r o d u c t i o n  ( N e t  S a l e s ) P r o d u c t i o n  M i x

F i n a n c i a l  R e s u l t s

P e r  S h a r e  G r o w t h

V a l u a t i o n  M e t r i c s 

N e t  A s s e t  V a l u e

Proceeds# of Shares
13,607,000        
82,500,000        

$3,401,750
$66,000,000

C a p i t a l  S t r u c t u r e

S e n s i t i v i t i e s
Cash Flow Per Share, Fully Diluted

C o r e  A r e a s F i n a n c i n g  H i s t o r y 

WTI
(US$/bbl)

Brent 
(US$/bbl)

$54.51 Foreign 
Exchange
(C$/US$)

$66.50
2005
2006
2007 $57.50

$42,596,52735,497,106        

C O M M O D I T Y  P R I C E  A S S U M P T I O N S 

R E S E R V E S F I N D I N G  &  D E V E L O P M E N T

-
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1,000

1,500
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2,500
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Tunisia

 

Source:  MGI securities Inc. and Company Reports 
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Risk Assessment (CAX: High, 3) 
Our outlook for fundamentals affecting international oil and gas companies is generally 
positive; however, a number of normal risks exist that could impact Candax Energy’s 
operations, including those previously mentioned. The most important of these are listed 
below and are assessed for Candax Energy in comparison to the average risk for 
international oil and gas companies on a scale of 1 (Low) to 4 (Very High).  

Risk Rating System 
Low (1): The overall or specific risk associated with holding the securities of an issuer is 
assessed to be below average compared to the issuer’s peer group of companies. 

Moderate (2): The overall or specific risk associated with holding the securities of an 
issuer is assessed to be approximately average compared to the issuer’s peer group of 
companies.  

High (3): The overall or specific risk associated with holding the securities of an issuer is 
assessed to be above average compared to the issuer’s peer group of companies.  

Very High (4): The overall or specific risk associated with holding the securities of an 
issuer is assessed to be significantly and materially above average compared to the 
issuer’s peer group of companies.  

We have established a high risk rating for investment in shares of Candax Energy, 
mainly because of operational and exploration risk.  

Political Risk (CAX: High, 3) 
International oil and gas companies are subject to the risk of changes in the business 
environment and fiscal or regulatory terms under which the company operates that may 
or may not be due to political upheaval in the countries in which the company is active. 
In extreme cases, changes can lead to the loss of assets as a result of seizure by 
government or other forces, or the interruption of operations due to terrorism or 
sabotage. Our assessment of this risk factor includes an evaluation of regulatory and 
fiscal risks in countries in which a company does not operate oil and gas activities but 
has a registered presence, including Canada for Canadian-listed companies.  

General political risk is seen as moderate to high in Tunisia but generally high in the 
Middle East and North Africa, where Candax is aiming to expand, although it is likely to 
prefer those countries with lower political risk. Compared to its neighbours, Tunisia has 
a stable and prosperous economy. The government has been headed by President Zin-el 
Abedine Ben Ali since 1987. Despite tight control of freedom of speech and elections, the 
government enjoys good international relations with both its Arab neighbours as part of 
the Arab Maghreb Union since 1989, as well as Western countries, including important 
European trade partners. Tunisia’s economy is quite well diversified (agriculture, 
tourism, energy, mining, manufacturing) and has shown above-average and relatively 
stable growth in recent years. Nonetheless, the potential for political disruptions must be 
considered, primarily as a result of the potential for a future change in power, which 
might result in a government less open to reform or business (including resource 
extraction) and investment. More extreme risks, including those from religious 
fundamentalists or neighbouring countries, also exist but are considered below average 
for the Middle East and North Africa.  

Exploration Risk (CAX: High, 3) 

Oil and natural gas exploration and production involves a high degree of risk, and 
there is no assurance that exploration activities will prove commercially recoverable 
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volumes of hydrocarbons. In addition, both exploration and development drilling 
presents a considerable risk of accidents, including blowouts due to unexpected 
formation pressure. Exploration companies generally present a higher degree of risk 
than producing companies.  

While most of our valuation is based on the proven resources in Tunisia, a major 
attraction in analyzing the potential for share price appreciation for Candax Energy is its 
large exploration potential. Chances of a large success at Chaal, and in particular in the 
Deep Triassic, are very hard to estimate. While we believe that our assessment is 
reasonably cautious and has taken identifiable risks into account, we must nonetheless 
assess the exploration risk as high.  

Operational Risk (CAX: Very High, 4) 

The ultimate performance of producing operations is also uncertain because each sub-
surface reservoir is unique and never completely homogeneous or fully understood. 
Production potential may also be influenced by operational issues, including accidents 
such as fires and spills, as well as routine maintenance or competing developments. 

Candax has announced a number of operational problems (at Chaal and El Bibane) 
during its short existence. With the appraisal of the high-pressure Chaal discovery 
ongoing and redevelopment at El Bibane also presenting the potential for further 
problems, we must assess the operational risk as very high, in particular because of the 
high proportion of value and reserves attributed to these two projects.  

Capacity Constraints (CAX: Moderate, 2) 
The commercialization of hydrocarbon production requires successful transportation of 
oil and gas to markets that are rarely located close to producing facilities. In addition, 
operations will be hampered if other infrastructure, including roads, telecommunications 
and oilfield supply services, are not in place. The availability of sufficient qualified 
personnel to staff operations is also a requirement for a successful business. In 
undeveloped areas, these risks will typically be high, but capacity constraints may also 
be a result of high competition for resources.  

We have assessed the risk of capacity constraints interfering with Candax Energy’s 
business plan as moderate. Although there is sufficient capacity to accommodate any 
short-term increases in production from existing reserves, development of the upside 
potential for gas resources at Chaal (and the Deep Triassic) would likely require 
significant new infrastructure. Currently tight supplies of equipment, services and 
manpower in the global upstream industry, and North Africa in particular, could continue 
to present Candax Energy with challenges to successful operations.  

Employee Risk (CAX: High, 3) 

Because significant portions of a share value for oil and gas companies can be attributed 
to a management team’s experience and reputation, key employee risk is significant. 
This is particularly important for small and developing companies. A management team’s 
reputation and experience is not only critical for exploration and development success, 
but opens doors to business development opportunities and capital providers. 
Management teams and boards of directors that have direct ownership of the company’s 
shares mitigate this risk. We place a percentage ownership on each metrics page for 
reference. The potential for management to make poor business decisions that could 
ultimately lead to underperformance by the company is generally included in our 
assessment of this risk factor.  

At 11%, management ownership appears to be well balanced; however, the senior 
management team is relatively small and the relationships and experience of this team 
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are fundamental to continued value-creation through transactions, we have assessed the 
employee risk as high.  

Commodity Price Risk (CAX: Moderate, 2) 
Declines in oil or natural gas prices could have a material adverse effect on operations, 
financial condition, proved reserves and the future development of undeveloped land. 
Critical components of the net asset values of these companies depend on commodity 
prices. When commodity prices fall, revenue, cash flow and earnings also decline. The 
global nature of commodity prices, and the circumstances that influence the direction of 
prices, are largely out of the control of any management team. 

Our outlook for global energy prices in general is positive, even though our assumptions 
are that oil prices will decline from recent highs. While normal commodity price risk 
exists for Candax Energy, we note that our valuation is not overly sensitive to changes 
in future oil price assumptions.  

Financial Risk (CAX: Moderate, 2) 
Each international oil and gas company is exposed to financial risks that include 
fluctuations in interest and currency exchange rates, as well as access to equity and/or 
debt markets. In addition, companies are exposed to credit risk with respect to joint 
ventures and the counterparties that purchase the commodities that they produce. In 
comparison to domestic companies, the sensitivity of the performance of international oil 
and gas companies to changes in the C$/US$ exchange rate will often be slightly less 
because although oil and gas commodity prices are generally denominated in U.S. dollars, 
international companies will tend to have a higher proportion of costs denominated in 
international currencies, offsetting the effect of changes in the exchange rate. 
Nonetheless, a strengthening Canadian dollar has a negative impact on the revenue 
earned for each boe produced. To mitigate financial risk, companies can maintain a 
conservative approach to their debt levels in respect to cash flow, create flexible capital 
expenditure programs and reduce reliance on any single financial counterparty. 

Due to a strong balance sheet position, Candax Energy’s short-term requirements for 
additional financing could be limited in the future. Any future acquisitions or 
development activity at Chaal could, however, require substantial funding, and we have 
therefore assessed the financial risk as moderate. 

Liquidity and Volatility (CAX: Low, 1) 
Development stage oil and gas companies will often see above-average share price 
volatility, lower trading volumes and lower investment liquidity. We will therefore rate the 
risk for such companies above average because investment returns can be highly variable 
and liquidation of investment positions in these companies may prove to be difficult. 

Candax Energy has experienced high-volume trading for a company of its size on a fairly 
consistent basis since listing on TSX, including periods following negative news. Although 
this is not necessarily a guarantee of future liquidity, we believe it is a valuable 
indication. Share price volatility also appears to have been limited to date, outside of 
broader swings that represented changes in the market’s valuation of the shares. We 
therefore have assessed liquidity and volatility risk as low.  

Extraordinary Risks (CAX: Low, 1) 
Natural disasters, including extreme weather, can have a severe impact on operations 
and the performance of oil and gas companies.  
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While natural disasters are always possible, Tunisia’s operating environment and climate 
is relatively benign.  
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MGI Securities Inc (‘MGI’) Research Disclosures  
 
MGI Securities Rating System: 
BUY - The stock is expected to outperform the analyst’s coverage universe over the next 12 months. 
SPECULATIVE BUY - Rating applies to certain situations where a significant potential return to MGI Securities’ target price 
exists contingent on the company reaching important financial/production goals. 
HOLD - The stock is projected to perform in line with the analyst’s coverage universe over the next 12 months. 
SELL - The stock is expected to underperform the analyst’s coverage universe over the next 12 months. 
UNDER REVIEW – Pending additional review and or information. No rating presently assigned.  
TENDER TO OFFER – The stock has an offer to purchase and the analyst recommends tendering to the offer. 
 
The percentage of recommendations that fall into each of the above ratings categories will be displayed and updated quarterly 
on the MGI Securities website. 
 
Equity Research Disclosures 
No additional disclosures required. 
 
General Disclosures 
The information and opinions contained in this report were prepared by MGI Securities. MGI Securities is a wholly-owned 
subsidiary of Jovian Capital Corporation, a TSX Venture listed company and is an affiliate as such. The opinions, estimates and 
projections contained in this report are those of MGI Securities as of the date of this report and are subject to change without 
notice. MGI Securities endeavours to ensure that the contents have been compiled or derived from sources that we believe to be 
reliable and contain information and opinions that are accurate and complete. However, MGI Securities makes no 
representations or warranty, express or implied, in respect thereof, takes no responsibility for any errors and omissions 
contained herein and accepts no liability whatsoever for any loss arising from any use of, or reliance on, this report or its 
contents. Information may be available to MGI Securities that is not reflected in this report. This report is not to be construed as 
an offer or solicitation to buy or sell any security. The reader should not rely solely on this report in evaluating whether or not to 
buy or sell securities of the subject company. 
 
Definitions 
“Analyst” means any partner, director, officer, employee or agent of MGI who is held out to the public as an analyst or whose 
responsibilities to MGI include the preparation of any written report for distribution to clients or prospective clients of MGI which 
includes a recommendation with respect to a security. 
 
"Research report" means any written or electronic communication that MGI has distributed or will distribute to its clients or the 
general public, which contains an analyst's recommendation concerning the purchase, sale or holding of a security (but shall 
exclude all government debt and government guaranteed debt). 
 
Conflicts of Interest 
The research analyst and or associates who prepared this report are compensated based upon (among other factors) the overall 
profitability of MGI Securities, which may include the profitability of investment banking and related services. In the normal 
course of its business, MGI Securities may provide financial advisory services for the issuers mentioned in this report. MGI 
Securities may buy from or sell to customers the securities of issuers mentioned in this report on a principal basis. 
 
Analyst’s Certification 
Each MGI Securities research analyst whose name appears on the front page of this research report hereby certifies that (i) the 
recommendations and opinions expressed in the research report accurately reflect the research analyst’s personal views about 
the issuer and securities that are the subject of this report and all other companies and securities mentioned in this report that 
are covered by such research analyst and (ii) no part of the research analyst’s compensation was, is, or will be directly or 
indirectly, related to the specific recommendations or views expressed by such research analyst in this report. 
 
Analyst’s Ethics 
As a condition of employment, analysts are required to adhere to the Code of Ethics and Standards of Professional Conduct of 
the Association for Investment Management and Research (CFA Institute, formerly ‘AIMR’). 
 
Analyst Trading 
MGI Securities permits analysts to own and trade in the securities and or the derivates of the issuer under their research 
coverage, subject to the following restrictions. No trades can be executed in anticipation of coverage for a period of 30 days 
prior to the issuance of the report and 5 days after the dissemination of the report to our clients. For a change in 
recommendation, no trading is allowed for a period of 24 hours after the dissemination of such information to our clients. A 
transaction against an analyst’s recommendation can only be executed for a reason unrelated to the outlook of the stock for the 
issuer and with the prior approval of the Director of Research and the Chief Compliance Officer. 
 
Dissemination of Research 
MGI Securities uses it best efforts to disseminate its equity research to all clients who are entitled to receive the firm’s research 
reports, contemporaneously on a timely and effective basis in electronic form, via fax or mail. The most recent research reports 
will also be posted on the MGI Securities website. 
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For Canadian Residents: This report has been approved by MGI Securities which accepts responsibility for this report and its 
dissemination in Canada. Canadian clients wishing to effect transactions in any such issuer discussed should do so through a 
qualified salesperson of MGI Securities in their particular jurisdiction.  
For US Residents: MGI Securities (USA) Inc (MGI USA), a US registered broker dealer, accepts responsibilities for this report 
and its dissemination in the United States. This report is intended for distribution in the United States only to certain US 
Institutional investors. US clients wishing to affect transactions in any security discussed should do so through a qualified 
salesperson of MGI USA. 
 
Copyright 
All rights reserved. All material presented in this document may not be reproduced in whole or in part, or further published or 
distributed or referred to in any manner whatsoever, nor may the information, opinions or conclusions contained in it be referred 
to without in each case the prior express written consent of MGI Securities Inc. 
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