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Investment Brief — Candax Energy Inc. is a public junior international oil and gas company that is approximately one year
old. Run by an internationally experienced management team, Candax is carrying out a strategy that uses all its business
and technical expertise to develop and produce oil and gas assets in North Africa and the Middle East.

Rating ~ SECTOR OUTPERFORM  Chaal testing suspended — a bad string of luck
Target Price $1.15 = |Ifitwasn’t for bad luck, Candax would have no luck at all

. g Candax announced that the testing program at the Chaal-1 well in
Risk SPECULATIVE Tunisia had been suspended. Whilegflgwi%g the well back after an acid
Current Price $0.87 injectivity test, some kind of equipment failure resulted in a leak

_ o : between the casing/tubing and the testing program was halted. In order

Return (incl. dividend) 32% to determine the nature of the equipment failure, the tubing will have to
52-Week High / Low $1.73/$0.39 be pulled from the wellbore. The coiled tubing unit is incapable of
Shares O/S 168.9M (basic) / 180.4M (F/D) conducting this operation and until a rig can be deployed, the well is
Market Capitalization $147 million being suspended.
Enterprise Value $97 milion = No timeline for resumption of testing at Chaal
Daily Volume (3-mo. avg.) 939,000 This is the second round of difficulties to beset testing of the Chaal
Currency C$ unless noted prospect. Candax and its partners remain convinced of the multi-bcf
Company CEO Michael Wood production potential of Chaal, but are now unable to determine what

that potential is without a full-size drilling or completion rig. Candax
and partners are conducting a technical review of all future appraisal
and development options and will announce the plans at such time as

Company Web Site www.candax.com

Financial Forecast 2005 2006E 2007E 2007E/2006E

Liquids (bbl/d) 587 1,000 2,200 120%
Natural Gas (mmefi) 18 05 45 800% the work program has been agreed upon.
Total (boe/d) 879 1,083 2,950 172% - . .

% Liquids T o % (19%) Target and recommendation remain unchanged, but...
Cash Flow ($M) 5.3 18.3 456 148% i i - i i
i 00 o0 oyl oo The delay in testing of the Chaal 1 well leaves the L_JpSlde potential of
FID EPS (30.03) $0.04 $0.16 269% this prospect in limbo. While we are not changing our target or
ﬁg{’gﬂbfx(gfﬂ';d"“fes (M) (ﬁﬁi) (fg:% (g?g) o recommendation, we note that there will be no definitive determination
WTI (USSfbb) $5654 96750 96500 (4%) of the potential of Chaal for at least six months.
AECO (8/GJ) $8.37 $6.67 $7.51 13% . . . .
Valuation Parameters Expectations — We expect that the share price of Candax will languish,
Price/CFPS (multiple) 21 8.7 34 (60%) _ i
PoEPS (o 20) " vt it absen.t any near-term gatalysts. The company ha_s provu_jed_ no update on the
EViboeld $89,33  $32,807 3% EI Bibane recompletion work, but had previously indicated an update

Source: Candax Energy and Haywood Securities

Price Performance

$1.75

should be forthcoming in September. We would also expect that at some
point in next 6 to 12 months, Candax will be able to close on one of the
international production/development projects, but have not factored this
into our valuation or production estimates.

Candax Energy Inc. (CAX-TSX)
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Valuation — Our target price of $1.15 includes the engineering value of 36
bcf proven plus probable net to Candax from Chaal, plus the Company’s
current assets. In the event that Chaal ultimately proves to be uneconomic,
we still believe that our current valuation of Candax is still supported by the
Company’s remaining assets and cash-flow prospects.

Catalysts — Our 2007 forecast is based on successful redevelopment at El
Bibane, with an expected oil production rate limited by the reservoir
characteristics. Better than expected production results or exploration
success would have a positive effect on our view of Candax.
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Industry & Company Profile Revisions, Date of Record Risk Profile Moderate - High
Oil and Gas — Candax is a junior oil and gas Rating —-SECTOR OUTPERFORM from UNDER REVIEW, June Forecast Risk  High

exploration company focused on oil and 21, 2006 Financial Risk  Moderate

natural gas exploration and production in Target — $1.15 from UNDER REVIEW, June 21, 2006 Valuation Risk Moderate

North Africa and the Middle East. Forecast — Revised 2006 production forecast, June 21, 2006 Political Risk ~ Low

Please see rating structure, important disclosure, risk profile parameters, disclaimers,
and notes on pages 6-9 of this report.
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Candax Energy Inc. (CAX-T)

Rating: SECTOR OUTPERFORM One-Year Target Price: $1.15
Current Price $0.87 Market Capitalization ($M) 146.9
Current Shares Outstanding (millions) 168.9  Dilution  Current Net Debt (est.) ($M) (50.1)

Fully Diluted Shares Outstanding (millions) 180.4 6.8% Enterprise Value ($M) 96.8

Book Value ($M) 105.5 EV / BV (times) 0.9

Production 2004 2005 2006E 2007E '06E/'05  '07E/'06E
Liquids (bbl/d) 587 1,000 2,200 70% 120%
Natural Gas (mmcf/d) 18 0.5 45 (71%) 800%
Total (boeld) 879 1,083 2,950 23% 172%
Percent Liquids 67% 92% 75% 38% (19%)
Percent Natural Gas 33% 8% 25% (77%) 231%

Revenue ($M) 12.9 27.0 58.6 109% 117%

Cash Flow ($M) 53 18.3 45.6 245% 148%
CFPS Basic $0.06 $0.12 $0.27 85% 128%
CFPS Fully Diluted $0.04 $0.10 $0.25 161% 152%

$/FD Share % of CF

CFPS Sensitivity Oil (US$1.00/bbl) $0.004 1%

Gas ($0.25/mcf) $0.002 1%
100 bbl/d $0.004 2%
1.0 mmefid $0.006 2%

Earnings ($M) (1.5) 7.9 28.6 (623%) 263%
EPS Basic ($0.02) $0.05 $0.17 (373%) 244%
EPS Fully Diluted ($0.03) $0.04 $0.16 (229%) 269%

Capital Expenditures ($M) 455 25.0 35.0 (45%) 40%
Reinvestment Ratio 856% 136% 7% (84%) (44%)

Net Debt ($M) (11.4) 47.2) (57.8) 315% 22%
Debt / Cash Flow - Trailing (years) (2.2) (2.6) (1.3) 20% (51%)

Per BOE Analysis ($/boe)

Revenue $40.15 $68.21 $54.42 70% (20%)
Operating/Transportation Expense $8.36 $9.22 $5.00 10% (46%)
Net Operating Revenue $31.79 $54.79 $43.98 72% (20%)
G&A $15.15 $10.12 $4.09 (33%) (60%)
Cash Flow $11.30 $44.54 $42.34 294% (5%)
DD&A $12.94 $17.46 $15.00 35% (14%)
Earnings ($7.95) $17.15 $26.54 (316%) 55%

Valuation Parameters
Current Price / F/ID CFPS (multiple) 22.7 8.7 34 (62%) (60%)
Debt-Adjusted CF Multiple 5.3 21 (60%)
Target Price / FID CFPS (multiple) 29.9 115 4.6 (62%) (60%)
Current Price / F/D EPS (multiple) (26.0) 20.2 55 (178%) (73%)
EV / boe/d $89,336 $32,807 (63%)
Target EV / boe/d $135,719 $46,250 (66%)

Price Assumptions
Crude Oil WTI (US$/bbl) $41.46 $56.54 $67.50 $65.00 19% (4%)
Company Average (C$/bbl) $56.93 $73.62 $73.19 29% (1%)
AECO (C$/GJ) $6.26 $8.37 $6.67 $7.51 (20%) 13%
Company Average (C$/GJ) $0.41 ($0.10) ($0.10) (124%) 4%

Source: Haywood Securities
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Investment Thesis

Candax Energy’s management is a well-experienced, hands-on team that has
founded, run, and sold private and public oil and gas companies. Combining the
international expertise of senior management and its advisers with the technical
skills of the remainder of the team, Candax should be able to deliver meaningful
exploration-driven production growth with risked production potential that could
more than double the Company’s cash flow. We recommend the Company to
investors for this exposure, and rank the overall risk profile as moderate. We are
maintaining our SECTOR OUTPERFORM rating of Candax Energy Inc. (CAX-
T) and our 12-month target price of $1.15 per share.

Corporate Update

Candax announced that current operations on the Chaal-1 exploration well
have been suspended. While conducting the initial stages of the workover on
the well, a leak developed within the closed system of casing and tubing. This is
likely the result of some kind of mechanical failure downhole and requires the
tubing string to be pulled from the wellbore. The coiled-tubing unit on site is
incapable of this operation and until a full-size drilling or completion rig can be
deployed to Chaal, the well is being suspended.

We note that within Tunisia, rig access is very tight. Candax and its partners
are currently conducting a full technical review of the appraisal and development
drilling options available for the Chaal prospect. According to Candax
management,

“The joint venture partners are aligned in their views that Chaal has huge
potential and the next phase will be to develop the program for further appraisal
and potential future development. We will be investigating both multilateral
completions and under-balanced drilling as ways of optimizing both well
productivity and maximizing the reservoir potential, as well as acidization and
fracing. A technical review of the options available is underway and we will
confirm the program and timing as soon as the forward program is finalized and
agreed to. Due to the current tight rig market, Candax does not expect any
potential future drilling at Chaal to occur in 2006™.

Given the time required to investigate and assess the options and then book
a drilling time with a rig contractor, we believe that it will be at least six
months before Candax can return to the Chaal prospect. While management
has given no further indication of the timing of Chaal except as noted above,
previous presentations by Candax had indicated that a new rig may be brought
into the country to drill at both Chaal and the company’s potential high-impact
deep gas prospect at Ezzaouia. Drilling the deep Triassic prospect at Ezzaouia
requires reaching an agreement with the Tunisian government with respect to a
change in cost-sharing of the well. Should this drive the timing of a new rig for
Chaal, we estimate that a further Chaal evaluation well could be delayed until the
middle or possibly the second half of 2007.
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Net Asset Value and Near-Term Upside

Candax has approximately $62 million in cash on the balance sheet. The
following table previously published has been updated to reflect the company’s
current capital position with the December 31, 2005 estimated value of the
company’s reserves. We note that Chaal only represents 23% of Candax’s Net
Asset Value, while the company’s cash on hand is 33% of NAV. Given that
commodity prices have increased since the engineering value of Candax was
determined, we would expect a minor increase in value today, based on the
current outlook for world oil prices.

Candax Updated Net Asset Value

Proven + Probable Reserves

NPV10%
Estimated Net Asset Value (summary) 31-Dec-05 Value Per Basic
(Mboe) (C$M) Share
Proven + Probable Reserves
Chaal Permit (60% interest) 6.0 43.0 0.25
El Bibane, Al Manzah, Ezzouia etc. 9.7 82.2 0.49
15.7 125.2 0.74
Estimated cash on hand (June 30, 2006) 62.4 0.37
Net Asset Value - Basic 187.6 111
Net Asset Value - Fully Diluted 196.5 1.09
Shares Outstanding (millions)
Basic 168.9
Fully Diluted (11.5 Million Options @ $0.80/Sh) 180.4

Source: Candax Energy and Haywood Securities

Based on the cash on hand, Candax has a Net Asset Value of $1.09. This
NAV includes $0.25 per share for the 2005 year-end value placed on the proven
plus probable reserves assigned to Chaal of 60 bcf gross (36 bcf net to Candax).
We should note that the reserves report was prepared using a Brent oil price of
only US$56 per barrel in 2006 and declining thereafter. Using prices which
reflect the current oil-price environment would see a higher net asset value to
Candax. The natural gas pricing in Tunisia is directly tied to world oil prices.

As the Chaal prospect must still be definitively tested, there is potential for a
positive impact on the value of Candax, however this is now a 2007 activity.
There is no hydrocarbon risk, as indicated by the incomplete drill-stem testing of
the well and the failed acidization attempt just suspended, as well as by other
positive indicators characterized by the influx of hydrocarbons during drilling
and the bottom hole pressure of more than 11,000 psi. Candax has determined
that the minimum required flow rate to move ahead with the Chaal gas
development project is 5.0 mmcf/d.

The El Bibane field redevelopment project is still expected to begin in
September. The Company issued an update on the El Bibane redevelopment
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Valuation

work on June 23, 2006, stating that it expected work to begin in September 2006.
The Company reiterated this expectation in its Q2/06 report. Delays have plagued
the redevelopment of the EIl Bibane offshore field as a result of delays in the
reconstruction of the offshore drilling barge. Despite Candax having its own
engineering staff in the shipyard where the drilling barge work is being
conducted, the process has been slowed by numerous construction and
procurement issues. Our estimates as revised in June and Company expectations,
call for production from EIl Bibane to begin in late Q4/06.

We also note that while the news flow out of Candax has not been good of
late, the company is still operating and producing oil in Tunisia. Recall that
Candax has three small oil fields — Robanna, Al Manzah and Ezzaouia. These
three fields are currently producing around 500 bbl/d of oil net to Candax.

Should the Chaal well ultimately prove to be uneconomic, the potential of
the prospect would be eliminated, and our value and target price for Candax
would decrease marginally. However, until such a possibility is definitively
established, now pushed out to 2007, we are maintaining our target price and
recommendation. Also, should a prospect size of more than 120 bcf be proven at
Chaal, it would cause us to review our target price with a positive view. We also
note that while the market is looking for the Chaal prospect as a catalyst to value
Candax, our assumption of cash flow in 2007 from the Company’s current assets
supports our target price.

The redevelopment of El Bibane should soon be underway. Our current
production estimates for 2007 include only 1,000 bbl/d from each of the two
redeveloped EI Bibane wells. Should the production prove to be more in line with
management’s estimates of as much as 2,000 bbl/d per well, our cash flow per
share for 2007 would increase to as much as $0.35 per fully diluted share. Once
El Bibane is placed onstream later this year, a conservative cash-flow multiple
could see us with a higher target price.
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Distribution

This report is for distribution in Canada and to institutional clients in the United States. This report may only be
distributed to non-institutional US clients in the following states: Delaware, lowa, ldaho, Kansas, Louisiana,
Maryland, Maine, Missouri, New York, Oklahoma, Pennsylvania, South Carolina, South Dakota, Virgin Islands,
Vermont and Washington.

Analyst Certification

I, Frederick Kozak, hereby certify that the views expressed in this report (which includes the rating assigned to
the issuer’s shares as well as the analytical substance and tone of the report) accurately reflect my/our personal
views about the subject securities and the issuer. No part of my/our compensation was, is, or will be directly or
indirectly related to the specific recommendations.

Important Disclosures

This report is prepared by Haywood Securities Inc. for use by Haywood Securities Inc., Haywood Securities
(USA) Inc. and Haywood Securities (UK) Limited and their clients. Haywood Securities Inc. is a Canadian
broker-dealer and a member of the Toronto Stock Exchange and the Canadian Venture Exchange. Haywood
Securities (USA) Inc. is a wholly owned subsidiary of Haywood Securities Inc., registered with the U.S.
Securities and Exchange Commission, and is a member of the National Association of Securities Dealers (NASD)
and the Securities Investor Protection Corporation (SIPC).

Haywood Securities, Inc., and Haywood Securities (USA) Inc. do have officers in common however, none of
those common officers affect or control the ratings given a specific issuer or which issuer will be the subject of
Research coverage. In addition, the firm does maintain and enforce written policies and procedures reasonably
designed to prevent influence on the activities of affiliated analysts.

Of the companies included in the report the following Important Disclosures apply:

e The Analyst preparing this report (or a member of the Analyst’s households) has a financial interest in
Candax Energy Inc. (CAX-T).

e Haywood Securities, Inc. has reviewed lead projects of Candax Energy Inc. (CAX-T) and a portion of the
expenses for this travel have been reimbursed by the issuer.

Other material conflict of interest of the research analyst of which the research analyst or member knows or has
reason to know at the time of publication or at the time of public appearance:
e nla

Rating Structure

SECTOR OUTPERFORM - Haywood’s top rating category. The analyst believes that the security will
outperform its sector. Furthermore, the shares are forecast to provide attractive returns measured against
alternative investments when considering risk profiles. The rating carries a minimum total return threshold of
15% for equities and 12% for trusts. The rating applies to companies that have tangible underlying assets that give
a measure of support to the market valuation. The rating category considers both the absolute and relative values
in assigning the highest rating on the security.

SECTOR PERFORM - The analyst believes that the security will trade with tight correlation to its underlying
sector. Furthermore, the target price (together with any anticipated distributions) is at or above the market price,
and forecast risk-adjusted returns are attractive relative to alternative investments.
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SECTOR UNDERPERFORM - Investors are advised to sell the security or hold alternative securities within
the sector. Stocks in this category are expected to underperform relative to their sector. The category also
represents stocks with unattractive forecast returns relative to alternative investments.

TENDER - The analyst is recommending that investors tender to a specific offering for the company’s stock.
RESEARCH COMMENT - An analyst comment about an issuer event that does not include a rating.

COVERAGE DROPPED - Haywood Securities will no longer cover the issuer. Haywood will provide notice to
clients whenever coverage of an issuer is discontinued. The termination of coverage will not occur unless clients
have been provided with advice relating to positions they may still hold, such as a recommendation to sell their
securities.

The above ratings are determined by the analyst at the time of publication. On occasion, total returns may fall
outside of the ranges due to market price movements and/or short term volatility. At the discretion of Haywood’s
Management, these deviations may be permitted after careful consideration.

Rating Diostribution as of July 15, 2006 Investment Banking Services Provided
1% within the past 12 months as of July 15, 2006
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For further information on Haywood Securities’ research dissemination policies, please visit:
http://www.haywood.com/research dissemination.asp

Risk Profile Parameters

SPECULATIVE: - Investment for risk accounts only. Companies within this category carry greater financial
and/or execution risk. All junior/venture companies that carry great financial and/or liquidity risk will be tagged
“SPECULATIVE”. A stock indicating a SPECUALTIVE risk is determined from sector specific criteria outlined
below listed below.

Risk Profile Parameters — Oil and Gas Sector

Forecast Risk: High — Haywood forecasts are below guidance. The Company has a history of missing targets
and/or Haywood expects guidance to be lowered. Limited hedging increases commodity risk beyond peers. To
raise expectations requires higher commodity prices or production that is ahead of guidance. Moderate —
Haywood forecasts are generally in line with guidance. The Company has a history of meeting or exceeding
guidance. Forecasts are consistent with current commodity pricing and production guidance. Hedging practices
are in line with peers. Low — Haywood forecasts exceed guidance. The Company has a history of meeting or
exceeding guidance. Forecasts allow for modestly lower commodity pricing or production levels. Commodity
hedging lowers volatility relative to peers.
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Financial Risk: High — The capital expenditure program in the current year or the next year of the forecast is not
fully funded but requires additional debt and/or equity financing. This categorization does not necessarily predict
whether the additional funds will be raised. Moderate — The capital expenditure program in the current year or the
next year is fully funded with cash flow and limited debt. Low — The capital expenditure program in the current
year or the next year is fully funded with cash flow and no new debt.

Political Risk: High — Properties are located in an area with limited petroleum industry activity or infrastructure.
An environment unfriendly to the industry makes obtaining permits to drill or produce hydrocarbons challenging.
Significant government or local opposition exists. Moderate — Properties are located in an area with minimal
petroleum industry activity or infrastructure. An environment friendly to the industry makes obtaining permits
relatively straightforward. All levels of government are considered indifferent to hydrocarbon activity. Low —
Properties are located in an area with established petroleum exploration and development activity. Oil and gas
Production Sharing Agreements or Exploration Permits are in hand. Government at all levels supports the sector.

Valuation Risk: High — The current valuation is at the high end of historic levels and/or at a premium to peers.
The valuation reflects continued production growth and/or continuing strong commodity prices or further
appreciation. Where applicable, the market capitalization exceeds the NAV by more than 30%. Moderate — The
current valuation is within historic ranges and generally consistent with peers. The valuation reflects reasonable
production growth and/or commodity price appreciation. Where applicable, the market capitalization exceeds the
NAV by 15% to 30%. Low — The current valuation is at the low end of historic ranges and/or at a discount to peer
valuations. The valuation reflects limited production growth and/or no commaodity price appreciation. Where
applicable, the market capitalization exceeds the NAV by less than 15% or falls below the capitalization.

Disclaimers

Estimates and projections contained herein, whether or not our own, are based on assumptions that we believe to
be reasonable. The information presented, while obtained from sources we believe reliable, is checked but not
guaranteed against errors or omissions.

Haywood Securities Inc., its subsidiaries and their respective officers, directors, and employees may hold
positions in the securities mentioned and may purchase and/or sell them from time to time.

This report is neither a solicitation for the purchase of securities nor an offer of securities. Our ratings are intended
only for clients of Haywood Securities Inc. Haywood Securities (USA) Inc., and those of Haywood Securities
(UK) Limited and such clients are cautioned to consult the respective firm prior to purchasing or selling any
security recommended or views contained in this report. Haywood Securities (UK) Limited (“HSUK?) is a wholly
owned subsidiary of Haywood Securities Inc. authorized and regulated in the UK by the Financial Services
Authority as a stock broker and investment adviser and is a member of the London Stock Exchange.

This report has been approved by HSUK for the purposes of section 21 of the UK’s Financial Services and
Markets Act 2000.1f you wish to contact HSUK please email D. Kim Gorius at kgorius@haywood.com

If you are a UK resident private customer your attention is drawn to the risk warnings set out below:

Haywood Securities Inc or its subsidiaries or respective officers, directors or employees have or may have a
material interest in the securities to which this report relates.

Past performance should not be seen as an indication of future performance. The investments to which this report
relates can fluctuate in value and accordingly you are not certain to make a profit on any investment: you could
make a loss.

Changes in the rates of exchange between currencies may cause the value of your investment to fluctuate.

If you are a UK resident private customer and you propose to do business with Haywood Securities Inc, please
take note of the following:

Any investment services undertaken on your behalf by Haywood Securities Inc are not covered by the rules and
regulations made for the protection of private investors in the UK. This means that you will not have the benefit

J. Frederick Kozak, P.Eng. (403-509-1938, fkozak@haywood.com) August 28, 2006 — 8



HAYWOOD Candax Energy Inc.

of rights designed to protect investors under the Financial Services and Markets Act 2000 and under the rules of
the Financial Services Authority (“FSA”).In particular, you will not benefit from the following UK protections:
(@) the right to claim through the UK’s Financial Services Compensation Scheme for losses resulting in the
unlikely event of our default;

(b) in the event of a dispute, access to the UK’s Financial Ombudsman Service;

(c) protection of money held on your behalf under the FSA’s Client Money Rules.

- — |
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