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Current Price
Fair Value
Rating*
Risk*

52 Week Range
Shares O/S
Market Cap
Current Yield
P/E

P/B

YoY Return
YoY TSX-V

$1.05

$3.00

BUY

5 — Highly Spec

$0.50 — $2.90

52,009,234

$54.6 million

N/A

N/A

4.95

56.7%

50.3%

*See back of report for rating and risk definitions

Highlights

e A feasibility study for the company’s flagship Ruby Creek
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Key Financial Data (C$)

Molybdenum project was positive. Consultants, Wardrop
Engineering Inc., have recommended continuing devel opment of
the project through detailed engineering, which is expected to
commence during the 2nd quarter of 2006.

The feasibility study indicates an increase in tonnage of
measured and indicated resources, decrease in capita and
operating costs and a higher NPV

Good support from the community, as the development of the
project will significantly benefit both the First Nations and local
communities as well as provide a source of income to the B.C.
Government.

AUA filed an Environmental Assessment Certificate (EAC)
Application with the BC Environmental Assessment Office,
which is expected to be competed in 180 days.

Production expected to commence by Q2-2008.

Fundamentals (supply and demand) of Molybdenum look
promising for pricesto stay higher than historic lows.

Based on our valuation models, the stock remains underval ued.
We believe declines from highs are due to general market
conditions and a “post-feasibility, pre-construction” pullback.

2002 2003 2004 2005 _ |Q3-2006(9 mo)
Total Assets 41,674 87,744 | 196,749 | 5001,377 | 11,507,681
Total Liabilities 569,862 | 679,053 30,154 | 419,014 469,745
Working Capital | (4,750,172)| (4,869,793)| (5,183,307)| 921,768 2,254,971
Net Loss (154,062) (119,621)] (313,514)] (1,187,083)] (2,680,528)
EPS (0.01) (0.05) (0.04) (0.05) (0.07)

Adanac Moly Corp. (“Adanac” or “AUA”) is a British Columbia based junior mining company that is focusing
its molybdenum mining efforts in British Columbia, Canada. The company aims at becoming the first successful
publicly traded primary molybdenum producer in 20 years.
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Positive The results of the feasibility report on Adanac’s flagship Ruby Creek Molybdenum project,
feasibility prepared by Wardrop Engineering Inc, and based on work done by consultants Golder
study for Associates Ltd. (Golder), Wardrop Engineering Inc. (Wardrop), SGS-MinnovEX (MinnovEX)
Ruby Creek and Klohn Crippen Berger Consultants (Klohn), were positive. Wardrop has recommended
continuing development of the project through detailed engineering, which is expected to
commence during the 2nd quarter of 2006.
The feasibility test was developed for a 20,000 tonnes per day conventional mill process fed
from an open pit mine.
Key Project The table below shows some key data from the feasibility study compared to the previous
Data estimates made in 2005.
2006 2006 Changes Conmments
MireLife 2l yeas 2 yeas ! |RedsslMireShedde
Milling Rete 20000 tpd 20000tpd _
Strip Retio (weste/ aré) 0% 06 (first Syears); 0
08 (ret o thelife)
Maybdeaumaonoanirae 7A9millionkgs nillionkgs )
Preprodudion capitd 344 million $4nillion 1 |Inoesewesdietothedigt inoesein
cqaitd required for dl theprooesses
AveraeQpaating Costs 1. 25tare(fird Syeas) & K0B/ tore na |Added$0.72one aodt & Hydroponer
BEtaTe(ret of thelife) fromyesr 5leststo saings of R 2'tame
IRR 24.42% 284%%0 ! |Duwetothedareseinexdaerae&
Inoressein capitd expanditures
Bae CaeNPV(Pre Tex) 222 0097 @8% 207,241,000 @10% 1 |BaeCaeDisoount Rated 8%indcates
loner risk
Paybeck Pariod (besecesd 31lyexs 35y | [Inresssd produdtionintheinitid years
Commendrg Q2008 Q4207 na |RaisslMireShalle
Bxdg Rate($USEh) 120 125 1t |Ufaouddedaxpinexdaxerde
OreRerves
| & M (0.04%aut off) 64@006%Ma | 261@0062%Mo | 1 |Inuessssaealetothe2006
dillingprogare
Mill Fed 1437 Mt 1508 Mt ¢
(aggae005Mo) | (aggake008%Mo)
Weste 1345 nillion 121.3nillion 1
Positive Effect
Negative Effect
Neutral
The calculated mining cutoff grade was 0.042% Mo and the processing cutoff grade was
0.032% Mo, based on a molybdenum base price of US$7/Ib. This is a very conservative
estimate compared to the current Mo price of $26.25/1b as of June 20, 2006.
Mineral Reserve Estimate: Reserve estimates, which were based on the mining cutoff and
production plan and schedule, decreased to 143.705 million tonnes (0.059% Mo) compared to
the earlier estimate of 150.8 million tones (0.06% Mo). The following is the reserve
composition: Proven Reserves: 38.904 million tones (0.077% Mo) and stockpiles of 1.183
© 2006 Fundamental Research Corp. www.fundamentalresearchcorp.com Brian Tang, BBA, CFA
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million tones (0.035% Mo). Probable Reserves: 73.538 million tones (0.060% Mo) and
stockpiles of 30.080 million tones (0.034% Mo).

Mineral Resource Estimate: Based on the updated resource estimates, total measured plus
indicated resources increased from 205.1 million tonnes (0.062% Mo) to 206.4 million tonnes
(0.063% Mo0). The estimate of molybdenum content in the resources (measured + indicated)
increased from 278.1 million pounds to 285.6 million pounds. Increases are attributed to the
2005 drilling programs that increased the confidence in the resource and increased tonnage at
depth. These increases in contained pounds molybdenum occur mostly in the measured
category. Molybdenum content increased from 56.2 million to 67.82 million in measured
resources, decreased from 221.9 million to 217.8 million in indicated resources and increased
from 26 million to 43.74 million in inferred resources.

Estimated molybdenum production of 68 million Ibsin thefirst 6 years: In order to increase
molybdenum production in the initial years and facilitate rapid payback of capital costs, the
open pit design (proposed by Golder) increased the cutoff grade from 0.040% Mo to 0.060%
Mo for the first 6 years of operation. According to the data, thisincrease in cutoff will lead to an
average mill feed grade of 0.079% Mo and an annual average production of 11.3 million Ibs Mo
(18.83 million Ibs M0S2) during the first 6 years of production.

Reduced Capital and Operating Costs. Processing, infrastructure and general administration
operating costs are estimated to be $7.76/tonne (first 5 years) and $5.20/tonne (rest of the mine
life) compared to previous estimates of $7.99/tonne (first 5 years) and $7.99/tonne (rest of the
mine life). The first five-years is based on diesel generated power, while the rest of the
production is based on grid power.

Average total operating costs are expected to be $11.25/tonne (first 5 years) and $8.05/tonne
(rest of the mine life) compared to the previous estimate of $10.93/tonne. The increase in
operating cost during the first 5 years is mainly due to the added owner’s cost of $0.72/tonne.
However, the hydropower savings of $2.02/tonne from year 5 offsets the increase in costs due
to owner’s cost and thus, the project has lower operating costs after year 5.

However, the pre-production capital costs increased from $414 million to $434.4 million. The
increase was attributed to the dlight increase in capital required for al the processes. mining
open pit, process and infrastructure, tailing dam and working capital.

NPV, IRR & Payback Period: The estimated base-case NPV was $222,200,997 (@8%)
compared to our previous estimate of $207,241,000 (@10%), correspondingly, the pay back
period decreased from 3.5 years to 3.1 years. The lower base-case discount rate of 8% indicates
the lower risk estimate of the project. The base-case IRR of the project was dightly lower at
24.42% compared to the previous estimate of 28.49%. The reduction in IRR was mainly due to:

e increasein capita expenditures of approximately $20 million
¢ inclusion of contingency funds for capital expenditures

e decrease in the exchange rate from 1.25 to 1.20 (US$/C$)

e addition of $0.72/tonne milled for owner’s cost

© 2006 Fundamental Research Corp. www.fundamentalresearchcorp.com Brian Tang, BBA, CFA
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Commissioning and Start Up: Based on the revised schedule, mine production is expected to
commence in Q2-2008 compared to the previous estimate of Q4-2007.

e The financial model in the feasibility report has included contingency amounts for initial and

Ad(.j|'t|onal sustaining capital that were not included in the preliminary report in 2005. The initial capital

posg(':;/eth contingency amount of $31 million actually reflects a reduction in initial capital of $11

;SS dy sthe mil!ion from the 2005 report and reflects a more conservative estimate of the IRR of the
project.

e The company is conducting a diamond drill program to investigate the fact that the bulk
sample grade was higher than the estimated grade from the diamond drill holes. In our
opinion, thiswould have a very positive impact on the project.

e The connection to hydro-power in year 5 will result in a decrease in operating costs of $2 per
tonne milled.

e The project has positive cash flows in the final years of the project, whereas in the 2005
study, there was a projection of negative cash flows after year 17.

Potential to A_danac extended_ its_ contract with Wardrop to include definitive engi neering_work in support of
reduce hlgh pressure grinding rolls (HPGR) technology fqr the Ruby Creek Project. Th(=T company
power believes that the HPGR technology has the potential to reduce power consumption in the

. proposed 20,000 tpd concentrator by 30% or more when compared with conventional SAG
consumption milling.

Based on SGS-Minnovex’s process design, minor amounts of liberated copper, lead and zinc

minerals will be eliminated through the use of a depressant and precise control of floatation

variables through on-line analyses, continuous visual monitoring/recording by the use of
cameras linked to computer control and design of particle size measurements to effectively
control the floatation process. Management believes that this process is cost effective and
reliable, as it will lead to higher grades (90-94% MoS2) and increased recovery (90-92%) by
minimizing over-grinding.
Filed EAC Thelcfompany initiated'thg permitting process by submitting an Envir'onment.al Assessment
Application Certificate (EAC) Application to the BC Environmental Assessment Office, which is expected

to be completed in 180 days. The Environmental Impact Assessment was developed by a

working group consisting of government agencies and the Taku River Tlingit First Nations

(TRTEN), under project specific terms of reference. We expect the environmental consequences

related to the project to be minimal.

Ad Since our last report, Adanac strengthened its board by adding two more senior mining
anac )

Strengthens engineersto the team.

Board

Dr. David Stone, is a mining engineer with a career that spans 25 years of consulting to the
metal mining industry. His expertise is in mining rock mechanics where he has provided
designs and operationa advice for both open pit and underground operations worldwide.

Mr. Roger Taylor, P.Eng, F.I.M.M., is a mining engineer with 45 years experience having held

© 2006 Fundamental Research Corp. www.fundamentalresearchcorp.com Brian Tang, BBA, CFA
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senior positions in many operations. He has experience with acquisitions and feasibility studies
performed for various major mining companies.

We believe that Adanac’s strong management team and board is one of its greatest assets.
The chart below shows the performance of AUA shares from June 2005 to present. As of June

Stock 20, 2006, the stock was trading at $1.18.
Performance
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Adanac’s shares have been highly volatile in 2006 as evident by the high Beta of 1.5. The chart
below shows the high variation of AUA compared to the TSX Capped Mining Index and TSX
Capped Small Cap Index. The 52-week range was $0.50 to $2.90 and the year to date average
closing price was $1.52.
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We believe the stock has come off its highs for a number of reasons including: an overal
decline in mining stocks and due to the “typical” cycle that junior mining companies exhibit.

© 2006 Fundamental Research Corp. www.fundamentalresearchcorp.com Brian Tang, BBA, CFA
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Junior mining stock prices usually decline during the post-feasibility and financing stages, and
begin to rise again during the construction, start-up, and production phase. As a result, we
believethat it isagood time for investors to take positionsin AUA.

Adanac Management’s equity ownership structure is as shown in the table below.

Capitalization Summary
Float 96.21%
Inside/ Stake Ownership 3.79%
Fully Diluted Insider Ownership 3.79%
Price as of 19/06/2006 $1.11

Holders

Name Position 0/S Market Value | Report Date
Johnston Elston 922,694 1.80% 1,021,422.26 14/09/2005
Reaugh Larry W 821,021 1.60% 908,870.25 14/09/2005
Kovich Dani€ 188,000 0.37% 208,116.00 14/09/2005
Lee ED/BC/ 16,900 0.03% 18,708.30 14/09/2005
Source: Reuters

Adanac has applied for permits to drill 26 NQ diamond drill holes (8,000-10,000 Meters) to
commence in June 2006. Although the permitting phase is behind schedule, mine production is
expected to commence in Q2-2008. We believe that, in order to obtain the schedule that the
company has outlined, it will be necessary for the company to commit to advanced design and
procurement prior to receiving their approval from the Environmental Assessment Office. Once
approva is received, construction should be started immediately. This requires a very
aggressive building schedule if they are to get construction to a stage that will allow building to
continue through the winter for a summer start up.

Existence: Molybdenum occurs mainly as molybdenite (M0oS2) in porphyry deposits in the
USA, Canada, Chile, China and Greenland both as a primary deposit and also associated with
copper. Most mines produce and sell MoS2 concentrate (50 to 55% Mo), which is roasted to
produce technical grade molybdic oxide (MoO3 or TMO) and which in turn is converted to
ferro molybdenum (FMO) or molybdenum metal for use as an aloying metal. Based on Mo
production in 2004, Canada was ranked 5" in the world behind the U.S, Chile, China and Peru.
Canada’ production was 6% of the global production.

Unique Characteristic: The unique physical characteristic of Molybdenum is that it has a very
high melting point (fifth highest melting point among all elements), of about 2,610 degrees
celsius, making it ideal for alloys used in aircraft engines, missiles and petrochemical plants. In
order to put this in perspective, the melting point of Molybdenum is about 2,300 degrees celcius
higher than lead (which is used in car batteries), 2,000 degrees higher than the melting point of
steel, and 1,000 degrees higher than the melting temperature of most rocks.

Global Demand: Demand for molybdenum comes primarily from the steel industry, which on
aglobal basis, accounts for about 75% of total consumption. Within this sector, the largest

© 2006 Fundamental Research Corp. www.fundamentalresearchcorp.com Brian Tang, BBA, CFA
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single application is in stainless and speciaty steels, but consumption in low alloy steels is not
far behind. Demand for molybdenum has a so increased because of its use as a reducer of sulfur
in crude oil.

According to Roskill (Roskill Information Services provides information on international
metals and minerals markets), the global market for molybdenum is estimated to have grown
from about 100kt in 1990, to 181kt in 2005, an average yoy growth rate of 4.3%, compared to a
world GDP growth rate of 2.9% per year.

The chart below shows historic world molybdenum supply and demand for the period 2000 to
2004, along with CRU’s projections. As the chart shows, demand is expected to exceed supply
in 2008, and 2009. CRU projects a molybdenum deficit of 6million Ib by 2009 in the base case
scenario.

Actual Projected

mlhk

2000 2001 2002 2003 2004 2005 2006 2007 2008 2005
Yeurs

B Supply Ml Basecase demand O Upsidecase demand

Source: http: //mww.inter nati onal mol ybdenum.conv

Chinese Demand: Chinais scheduled to significantly expand its stainless steel capability by at
least 2.4 million tones in 2006. The rapid growth in stainless production in Chinais expected to
push demand for nickel higher. According to Goldman Sachs, stainless sted production in
China will increase by 32%, 33% and 23% in 2006, 2007 and 2008 respectively. Asthereisa
high cost advantage for Chinese producers, we believe that, as stainless steel production in
Chinaincreases, it might discourage producers in other countries from producing stainless steel.
This would lead to lower global stainless sted production and hence lower demand for
molybdenum in the near future. However, based on the forecasted supply crunch on along-term
basis, we do not expect Mo pricesto hit its historical lows.

Molybdenum Prices: The chart on the next page shows the drastic increase of Molybdenum
prices since 2004. Prices peaked in June 2005 (average price in June: $37.611/Ib) and have
dropped since then, but they are still well above the 5-year average price of $13.18/Ib. As of
June 20, 2006, Molybdenum istrading at $26.25/ Ib

© 2006 Fundamental Research Corp. www.fundamentalresearchcorp.com Brian Tang, BBA, CFA
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Major reasons for the rapid risein price during late 2004 and early 2005: Chinais one of
the largest producers of Molybdenum. In 2003, Chinese authorities shut down all the minesin
the key molybdenum-producing region of Liaoning Province for safety inspections after two
accidents, which led to areduction of Chinese exports by about 6 million Ibs. We believe that, the
abruptly reduced supply and the surging demand from the U.S. and China, supported by increasing
demand from the oil sector, created the rapid risein Mo prices.

Molybdenum Vs Steel Prices. Since 75% of the global demand for molybdenum comes
primarily from the steel industry, we analyzed the correlation between the price movements of
both metals. The coefficient of correlation between the average monthly prices during
December 1999 to date was 0.84. Regressing steel and Mo prices, gives a high R-square
(70.2%) and the coefficient is highly significant (above 95% significance). Like the earlier case,
we caution that since the data are hetroskedastic, we cannot determine from the analysis, the
relation between the metals’s prices precisely. (Hetroskedacity occurs when the variation
around the line of regression varies for different values of x. Linear regressions normally have
errorsif the data are hetroskedastic.)

Mo Prices Vs
Alloy Steel Scrap Europe Stainless Steel Prices
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Source: Bloomberg & FRC Research
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Although demand factors, as discussed above, are expected to have a positive influence on Mo
prices, there is one supply side factor we have identified as potentially having an adverse effect
on Mo prices.

Threat from secondary producers (copper-moly producers): As mentioned earlier, since
Molybdenum is commonly associated with copper porphyry deposits, it is often produced as a
byproduct of copper mines. Production of Molybdenum as a byproduct is comparatively eeser than
primary production as both Cu and Mo are processed by flotation, which impliesthat producers have the
luxury to stop production if Mo prices go below adesired range, and start production if prices go higher.
Asaresult, we bdieve that, like other primary molybdenum producers, Adanac will be exposed to
competition from secondary Molybdenum producers.

Price forecast: Molybdenum prices used for the economic model in the feasibility report were
based on an average price of US$22/Ib in 2008, US$20/1b in 2009 declining at US$2/Ib for the
following two years and thereafter declining at $1 per year to reach $8/Ib in 2020. We believe
that these price forecasts are conservative and are amost in line with the price estimates in our
previous report.

Conclusion: Overall, based on our review of the above factors, we believe that Mo prices,
though expected to gradually decline throughout our forecast period, will stay higher than
historical lows due to the following:

e Strong demand from China and the global market for stainless steel which we have
shown to have a positive correlation to Mo prices.

Increasing demand from the oil sector

Longer lead times to build new molybdenum mines

Limited roaster capacity

Not easily substitutable due to its unique characteristics, availability and versatility

Net Assets at the end of Q3-2006 were $11.5 million compared to $5,9 million at the end of
FY 2005, an increase of 95%. The increase was mainly attributed to the increase of minera
rights from $3.35 million to $8.46 million. Cash flows for investing activities were ($5.2
million) compared to ($2.4 million), an increase of 116%.

Working capital at the end of Q3-2006 was $2,254,971 compared to $1,961,019, an increase of
15%. The increase was due to an increase in cash from $2.15 million to $2.55 million. Adanac
suffered a net loss of $2.68million (loss per share of $0.069) during the first 9 months of
FY 2006, compared to $0.656million (loss per share of $0.03) during the same period last year.

Stock Options: In January 2006, Adanac announced that it would grant incentive stock options
to purchase an aggregate of 1,000,000 shares in the capital stock of the company. The options
will be granted for a period of five years commencing January 26, 2006, at $0.60 per share.

Private Placement: In March 2006, Adanac closed its private placement with Sextant Strategic
Opportunities Hedge Fund LP. The placement was for the purchase of 625,000 units at a price
of $0.80 per unit raising gross proceeds of $500,000. Each unit consists of one common share

© 2006 Fundamental Research Corp. www.fundamentalresearchcorp.com Brian Tang, BBA, CFA

PLEASE READ

THE IMPORTANT DISCLOSURESAT THE BACK OF THISREPORT



Brian Tang, BBA, CFA

Valuation

Update Including Positive Feasibility Study Page 10

and one non-transferable share purchase warrant, were each warrant will entitle the purchaser to
purchase one additional share exercisable up to February 24, 2008, at a price of $0.95.

In addition to the Ruby Creek Molybdenum project, Adanac has three other properties in
Nevada. However, since all of them are at early exploration stages, we believe that only the
Ruby Creek Molybdenum project should be considered to value AUA shares.

NPV Valuation Modd

We estimate the fair value of AUA shares, based on the pre-tax NPV estimates from the Ruby
Creek project feasibility study. Net Asset Value estimates were determined by adding the
current working capita of $2,254,971 to the NPV estimates. The value per shareis based on our
after-tax NPV estimates

Bases on the NPV valuation model, the fair value of AUA’s shares have increased from our
previous estimate of $3.49 beforetax to $3.57 after-tax as the table on the next page

summari zes.

NPV Valuation M odel
Case Description IRR% Payback | NPV @ 8% NAV Value
Period (yrs)] (pretax) (pre-tax) per Share
Base Case 24.42 3.1 222,200,997 | 224,455,968 4.32
Sensitivity Analysis
Increasing Mo price by 5% 29.43 2.9 323,452,017 | 325,706,988 6.26
Decreasing Mo price by 10% 10.49 4.4 19,698,957 | 21,953,928 0.42
Capital cost + 15% 18.66 4 164,763,161 | 167,018,132 3.21
Capital cost - 15% 32.07 2.7 279,638,832 | 281,893,803 5.42
Operating Cost + 15% 19.62 35 135,036,984 | 137,291,955 2.64
Operating cost - 15% 28.56 2.9 309,365,010 | 311,619,981 5.99
Specific Economic Activities
Mine operation with hydroelectric power starting 25.96 31 246,077,670 | 248,332,641 4,77
earlier from year 4 onwards
Increase in in-situ grade by 15% 35.03 2.6 405,177,897 | 407,432,868 7.83
Inclusion of Phase 5 mine expansion to base 24.26 31 223,508,728 | 225,763,699 4.34
case
Effect of replacing the SAG circuit with aHPGR 28.85 29 305,121,528 | 307,376,499 5.91
circuit
Replacing SAG circuit with an HPGR circuit and 28.57 29 308,443,267 | 310,698,238 5.97
Inclusion of Phase 5 mine expansion
Average Value per Share (pre-tax) $4.76
Average Value per Shar e (after-tax) $3.57
(Tax @ 35%)
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Real OptionsValuation M odel

Although pre-production capital increased by about $20 million, our real options valuation
model yielded a higher fair value per share of $5.77 compared to our previous estimate of
$4.19.

Real Options Valuation M odel

Estd. Mineral Reserves & Half of Resources (Ibs) 329,714,602
Estd.Value of Mo if extracted today $1,125,432,604
Estd. Average Protected Gross Margin $3.8/1b
Initial Development Cost $434.4 million
Annualized Standard Deviation of Mo Prices 33%
Project Life (years) 21
Riskfree Rate 4.26%
Valueper Share | $5.77

The increase was due to:

e Anincrease in our estimates of the minerable reserves and resources tonnage. We have used
total reserves plus half of the resource estimates for our calculation.

e An increase of gross margins to $3.8/tonne compared to our previous estimate of $3.3/
tonne.

Both the NPV and Rea Option models only account for the potentia of the Ruby Creek project
and do not consider the potential value of any of the other three properties in Nevada. We
believe that company is undervalued at current levels. Based on the positive feasibility study of
the Ruby Creek property, and our revised valuation models, we are increasing our fair value
estimate of AUA to $3.00 per share (previous estimate: $2.50) and reiterating our BUY
and Risk 5 (Highly Speculative) rating.

The following risks may cause our estimates to differ from actual results (not exhaustive):

e The company will have to continue to rely on equity and /or debt financing to carry out its
exploration and development activities. The company’s ability to raise capital will depend on
its share price. The lower the share price, the lower the capital raised and/or more shares have
to be issued.

e Like other junior mining companies, Adanac’s success will be dependent on the development
of key projects, and is subject to risk related to mineral grades and recovery.

e Like other primary molybdenum producers, there exists the threat of competition from
secondary Molybdenum producers (copper — moly producers)

e As with al junior mining companies, the share price is highly correlated to the price of
molybdenum. Although the price of moly has recovered from its lows of the past few years, a
significant long-term drop in the price of moly would negatively affect the value of AUA’s
shares.
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Fundamental Research Corp. Equity Rating Scale:

Buy — Annual expected rate of return exceeds 12% or the expected return is commensurate with risk

Hold — Annual expected rate of return is between 5% and 12%

Sell — Annual expected rate of return is below 5% or the expected return is not commensurate with risk

Suspended or Rating N/A— Coverage and ratings suspended until more information can be obtained from the company regarding recent events.

Fundamental Research Corp. Risk Rating Scale:

1 (Low Risk) - The company operates in an industry where it has a strong position (for example a monopoly, high market share etc.) or operatesin
aregulated industry. The future outlook is stable or positive for the industry. The company generates positive free cash flow and has a history of
profitability. The capital structure is conservative with little or no debt.

2 (Below Average Risk) - The company operates in an industry where the fundamentals and outlook are positive. The industry and company are
relatively less sensitive to systematic risk than companies with a Risk Rating of 3. The company has a history of profitability and has demonstrated
its ability to generate positive free cash flows (though current free cash flow may be negative due to capital investment). The company’s capital
structure is conservative with little to modest use of debt.

3 (Average Risk) - The company operatesin an industry that has average sensitivity to systematic risk. The industry may be cyclical. Profits and
cash flow are sensitive to economic factors although the company has demonstrated its ability to generate positive earnings and cash flow. Debt use
isin line with industry averages, and coverage ratios are sufficient.

4 (Speculative) - The company has little or no history of generating earnings or cash flow. Debt useis higher. These companies may bein start-up
mode or in aturnaround situation. These companies should be considered specul ative.

5 (Highly Speculative) - The company has no history of generating earnings or cash flow. They may operate in anew industry with new, and
unproven products. Products may be at the devel opment stage, testing, or seeking regulatory approval. These companies may run into liquidity
issues, and may rely on externa funding. These stocks are considered highly speculative.

Disclaimers and Disclosure

The opinions expressed in this report are the true opinions of the analyst about this company and industry. Any “forward looking statements” are our best estimates
and opinions based upon information that is publicly available and that we believe to be correct, but we have not independently verified with respect to truth or
correctness. There is no guarantee that our forecasts will materialize. Actual results will likely vary. The analyst and Fundamental Research Corp. “FRC” does not
own any shares of the subject company, does not make a market or offer shares for sale of the subject company, and does not have any investment banking business
with the subject company. Fees of less than $25,000 have been paid by AUA Capital to FRC for annual coverage. The purpose of the feeis to subsidize the high
costs of research and monitoring. FRC takes steps to ensure independence including setting feesin advance and utilizing analysts who must abide by CFA Institute
Code of Ethics and Standards of Professional Conduct. Additionally, analysts may not trade in any security under coverage. Our full editorial control of all research,
timing of release of the reports, and release of liability for negative reports are protected contractually. To further ensure independence, AUA has agreed to a
minimum coverage term including four updates starting 06/27/06 after which FRC will seek to renew coverage. Coverage can not be unilaterally terminated.
Distribution procedure: our reports are distributed first to our web-based subscribers on the date shown on this report then made available to delayed access users
through various other channels for alimited time.

To subscribe for real-time access to research, visit http://www.fundamental researchcorp.com/subscribe.php for subscription options.

This report contains "forward looking" statements. Forward-looking statements regarding the Company and/or stock’s performance inherently involve risks and
uncertainties that could cause actual results to differ from such forward-looking statements. Factors that would cause or contribute to such differencesinclude, but are
not limited to, continued acceptance of the Company's products/services in the marketplace; acceptance in the marketplace of the Company's new product
lines/services; competitive factors; new product/service introductions by others; technological changes; dependence on suppliers; systematic market risks and other
risks discussed in the Company's periodic report filings, including interim reports, annual reports, and annual information forms filed with the various securities
regulators. By making these forward looking statements, Fundamental Research Corp. and the analyst/author of this report undertakes no obligation to update these
statements for revisions or changes after the date of thisreport. A report initiating coverage will most often be updated quarterly while areport issuing a rating may
have no further or less frequent updates because the subject company islikely to bein earlier stages where nothing material may occur quarter to quarter.
Fundamental Research Corp DOES NOT MAKE ANY WARRANTIES, EXPRESSED OR IMPLIED, ASTO RESULTS TO BE OBTAINED FROM USING THIS
INFORMATION AND MAKES NO EXPRESS OR IMPLIED WARRANTIES OR FITNESS FOR A PARTICULAR USE. ANYONE USING THIS REPORT
ASSUMES FULL RESPONSIBILITY FOR WHATEVER RESULTS THEY OBTAIN FROM WHATEVER USE THE INFORMATION WAS PUT TO.
ALWAYSTALK TO YOUR FINANCIAL ADVISOR BEFORE YOU INVEST. WHETHER A STOCK SHOULD BE INCLUDED IN A PORTFOLIO

DEPENDS ON ONE’S RISK TOLERANCE, OBJECTIVES, SITUATION, RETURN ON OTHER ASSETS, ETC. ONLY YOUR INVESTMENT ADVISOR
WHO KNOWS Y OUR UNIQUE CIRCUMSTANCES CAN MAKE A PROPER RECOMMENDATION AS TO THE MERIT OF ANY PARTICULAR SECURITY
FOR INCLUSION IN YOUR PORTFOLIO. This REPORT issolely for informative purposes and is not a solicitation or an offer to buy or sell any security. Itis
not intended as being a complete description of the company, industry, securities or developments referred to in the material. Any forecasts contained in this report
were independently prepared unless otherwise stated, and HAVE NOT BEEN endorsed by the Management of the company which is the subject of this report.
Additional information is available upon request. THIS REPORT IS COPYRIGHT. YOU MAY NOT REDISTRIBUTE THIS REPORT WITHOUT OUR
PERMISSION. Please give proper credit, including citing Fundamental Research Corp and/or the analyst, when quoting information from this report.

Fundamental Research Corp is registered with the British Columbia Securities Commission as a Securities Adviser which is not in any way an endorsement from the
BCSC. Theinformation contained in this report is intended to be viewed only in jurisdictions where it may be legally viewed and is not intended for use by any
person or entity in any jurisdiction where such use would be contrary to local regulations or which would require any registration requirement within such jurisdiction.
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