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N times of change

"""""""""""""""""""""""""""""""""" Globe and Mail, November 1, 2006 «--wrrrrrrrrrrmrrrmrrrmrerseeeee e

‘Income trust crackdown:
investment analysis. This is going to be ugly”

------------------------------------------------------------- The Toronto Star, May 10, 2006  ««--wxrrerrrerrrsresresrrereeeeeeee

"Dollar jumps to 28-year high”

----------------------------------------------------------- Canadian Press, August 31, 2006 - ««-xrrererrrerereeers

“Dow Chemical to shut down plants
N Ontario and Alberta’”

--------------------------------------------------------------- Toronto Star, April 25, 2006 ++-vreerrerrrrrresresree

‘[Superior Plus’] problems are concentrated
N its Erco Worlawide division, which
poroduces chemicals used in pulp and
paper manufacturing...”



t IS not enougn
0 stand still.

SUt rather to thrive In
any market condition.

Today’s environment of competitor plant shutdowns, tightening supply/demand fundamentals, and
regulatory upheaval regarding income trust structures has taught us that the way to survive is to thrive. At
Canexus, we are growing our competitive advantage to new heights. We’re adding more low-cost capacity
to our already stable and profitable business, resulting in economies of scale that are simply unbeatable.

We are Canexus and we’re powered for success.
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Our management team has the demonstrated
ability, determination and vision to grow
our advantage for the benefit of all unitholders.

Canexus Management Team:

Front row - | to r - Gary Kubera; Rich McLellan

Middle row - Mike Christian; Hazel Kreuz, Diane Pettie

Back row - Glenn Pomeroy; David Gosse; Keith McLeod; Karen Bost; Scott Tuttle; Brian Bourgeois
Not present: Pericles dos Santos; Tom Jackson




Conversation with Gary Kubera, President & CEO
In our first full year as a public entity, our performance and results in 2006 clearly demonstrated our ability and determination
to use our advantages in growing our business. Our growth momentum is supported by favourable market dynamics.

One of our key targets in 2006 was to maintain our monthly distributions to unitholders at a payout ratio of 90 per cent.
We hit this target despite the fact that the Canadian dollar was higher than anticipated for most of the year. The external
currency challenge was managed by increasing prices and cost efficiencies across our business. | was particularly pleased
that each of our three business units made solid contributions to our success.

Results and Opportunities

In our core North American sodium chlorate business, we accurately predicted pulp and paper mill operating rates would
strengthen during the year and we are benefiting from this positive dynamic. Robust operating rates and consolidation in
the pulp sector have elevated North American pulp prices to a 10-year high, which in turn continues to support stronger
pricing for sodium chlorate. The supply side of the sodium chlorate market also shifted in 2006, as a competitor closed two
production facilities. We anticipate higher customer operating rates which, combined with a weaker Canadian dollar and
recent price increases, should lead to stronger margins in 2007.

Canexus has proactively prepared to capitalize on today’s strong sodium chlorate market conditions. Our $50-million
Brandon plant expansion is on schedule and on budget. The project, scheduled to begin operating in early 2008,
will boost plant capacity by approximately 12% or 33,000 tonnes per year. Extending our low-cost hydroelectricity
advantage at Brandon will also be immediately accretive to our annual distributable cash. We will closely assess North
American sodium chlorate market conditions as the expansion proceeds and will be prepared to manage any excess
capacity in our system.

2006 was also a good year for our North American chlor-alkali business. Sales volumes and prices remained strong
throughout the year, although realized prices were impacted by the stronger Canadian dollar. There were two notable
developments during 2006: a major regional supplier closed a facility, and we continued formal evaluation of a
technology conversion at our North Vancouver plant. Closure of The Dow Chemical Company’s chlor-alkali plant in
Fort Saskatchewan, Alberta, strengthened the market dynamics in favour of conversion. We expect to consider project
approval in the months ahead. We are also considering using our existing North Vancouver infrastructure to import
caustic soda for regional demand.



We had a record year in South America, which is the fastest growing pulp-producing region in the world. Revenues
benefited from increased volumes and realized selling prices, with stronger demand from both our primary customer and
the merchant market. Demand for sodium chlorate in the region remains strong and there are several new pulp production
expansion projects planned. We believe Canexus is well positioned to take advantage of growth opportunities in
South America.

In 2006, our Canexus team did a commendable job of transitioning head office services from Nexen Inc. ahead of schedule.
We now have independent systems and processes to support our future growth, along with a firm basis for optimizing the
future cost structure of our business as a publicly traded fund.

Thriving in times of change

Looking ahead, all of our businesses are poised to grow their advantages and prosper while adapting to changing market
conditions. We are also preparing to adapt to the significant change in the future tax treatment of income funds that
was announced by the Canadian government near the end of 2006. This proposed tax plan has negatively affected our
unitholders and created some uncertainty in capital markets, but we don’t believe it alters the strong fundamentals of our
business or limits our ability to pursue our growth strategy. As final legislation emerges, we will ensure our structure enables
us to efficiently deliver long-term value to our investors both before and after the proposed changes take effect.

| am encouraged by our position and optimistic about our future. We expect to maintain our current distributions for 2007
at a payout ratio slightly higher than the past year, assuming a Canadian dollar exchange rate of US$0.85. Along with the
completion of the Brandon expansion project, we will continue to deploy our capital on maintaining our network of reliable
facilities and on margin-enhancing continuous improvement projects that support our competitive position.

In addition to thanking you, our unitholders, for your past and future support of Canexus, | would like to acknowledge the
steady guidance of our board members, the daily dedication of our employees and the long-term relationships we have
built with our customers. | believe each of these groups provide Canexus with yet another advantage for achieving success.

g TU_

Gary Kubera
President and CEO



Although the Government’s proposed changes have negatively affected our unit
price and created some uncertainty in capital markets for income trusts, it has not
altered the strong fundamentals of our business or limited our ability to pursue
AL

our growth strategy.

We believe we can double both sales revenue and EBITDA from 2006 levels over the next 5 years. This will be
accomplished through a combination of both internal projects like our Brandon expansion, North Vancouver
growth opportunites and opportunities in South America, as well as through acquisitions. We believe there are
consolidation opportunites in our industry in North America as well as excellent opportunites to grow through
complementary asset-based commodity chemicals acquisitions that provide a further platform for growth.

We don’t know. At the time of the Canexus IPO, Nexen indicated its intent to divest its entire interest in the
chemicals business at some point. A lot has changed over the past 20 months since we became a publicly
traded income trust. We have completely transitioned all head office functions and infrastructure from Nexen
to Canexus. We continue to highly value the guidance we receive from our Board of Directors, including the
two senior representatives from Nexen who sit on our Board. However, as an independent company, decisions
regarding Nexen’s ownership position in Canexus are made by Nexen.

canexus 5 annual report




® Sodium Chlorate

® Chlor-Alkali

O Corporate Offices
Nanaimo, B.C.

North Vancouver, B.C.
Bruderheim, Alberta
Calgary, Alberta
Brandon, Manitoba
Beauharnois, Quebec
Houston, Texas
Espirito Santo, Brazil
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Corporate Profile Canexus produces
sodium chlorate and chlor-alkali
products largely for the pulp and paper
and water treatment industries. Our five
plants in Canada and one in Brazil are
reliable, low-cost, strategically-located
facilities that capitalize on competitive
electricity costs and transportation
infrastructure to minimize production and
delivery costs.

Canexus Income Fund makes monthly
cash distributions to unitholders and
targets opportunities to maximize
unitholder value. The Fund trades on
the TSX under the symbol CUS.UN.

o®

2006 EBITDA OF $98.9 MILLION
(by business unit)

B 36% North American Sodium Chlorate
B 37% North American Chlor-alkali
B 23% South America

4% Other




for the years ended December 31

(Cdn$ thousands) 2006 2005
Sales Revenues 405,331 397,423
Cost of Goods Sold 285,716 275,211
Gross Margin 119,615 122,212
Gross Margin (%) 30% 31%
EBITDA 98,868 111,332
Average US$ Exchange Rate 0.88 0.82

Fund’s Statement of Distributable Cash

(Cdn$ thousands) (Unaudited) year ended December 31, 2006
Canexus Limited Partnership (Canexus LP)
Net Income 47,143
Provision for Income Taxes 789
Depreciation and Amortization 40,223
e MMOTBSLEXDOIISE | e 10718 .
‘ EBITDA 98,868
Unrealized Losses on Currency Translation 184
Change in Fair Value of Foreign Exchange Options, net 6,922
Change in Fair Value of Electricity Contracts (2,229)
Interest Expense (10,713)
Maintenance Capital Expenditures (12,098)
Cash Income Taxes (644)
Distributable Cash within Canexus LP 80,290
Canexus Income Fund
Weighted Average Share of Canexus LP’s Distributable Cash 30,980
............ Trust AdMINISIration EXPONSES. ..o AISTL
Distributable Cash Available to Canexus Income Fund 30,849
Cash Distributions Paid or Declared 27,775
Payout Ratio 90%




It all begins with power
While we have a number of sustainable advantages that set us apart and provide a foundation for growth, it all begins with power.

Because we produce commaodity electro-chemicals, electricity is our largest single input cost. Strategically locating our facilities
to have access to renewable, low-cost hydroelectric power provides a long-term advantage that is difficult for our competitors to
match in a price-driven commodity business. Our facility in Brandon, Manitoba, is the largest sodium chlorate plant in the world,
has the lowest-priced electricity in North America and is supported by an excellent rail-based product distribution network.

While our advantage for long-term growth begins with power, it doesn’t end there.

We have invested carefully in our assets to create a network of production facilities that are modern, well-capitalized, well-
maintained and extremely reliable. We have combined our excellent facilities with manufacturing and logistics expertise which
gives us the ability to deliver the price, quality and service our customers demand.

Our customer base is truly world class, including seven of the world’s top ten pulp producers. Canexus has established
long-term relationships with industry leaders and we are also poised to benefit from our position as an established supplier in South

America, the world’s fastest growing pulp market.

Combine the depth and diversity of our facilities and customers with an exceptional workforce that is highly skilled and committed
to safety, and a strategic low-cost position, and we truly have a powerful advantage.

RELATIVE ELECTRICITY COSTS
(North America)

Manitoba
British Columbia
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Ontario
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New York
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Notes: X
Manitoba = 100 (Market Price)
Monthly billings (excluding taxes)

Strategically located

e 90% of Canexus production capacity is located in
regions with low-cost hydroelectricity.

e Qur access to renewable hydroelectricity is a
sustainable competitive advantage.

e (Canexus plants are supported by excellent and
efficient distribution infrastructure.

e We're well positioned in South America —the world’s
fastest growing pulp market.

Sources:

US Prices: 4
Average Retail Price for 2006. Energy Information Administration, (2007, February 1(@). Averagfe Retail Price of Electricity «
to Ultimate Customers by End-Use Sector, by State . Retrieved March 2, 2007, from Energy Information Administration ~  *
http://www.eia.doe.gov/cneaf/electricity/epm/tabled_6_a.html E
Canadian Prices: . . " . .
Rates in Effect April 1, 2006, Hydro Quebec, (2007). Comganson of Electricity Prices in North American Cities. Retrieved @
March 2, 2007, from Hydro Quebec http://www.hydroguebec.com/publications/en/comparison_prices/2006/index. htm
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World-class assets
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Market Fundamentals:

(USS/ADMT) : Pulp prices at 10-year high
800 Sodium chlorate is essential in producing bleached
700 chemical pulp for paper and packaging.
509 e  Global bleached chemical pulp demand is growing
3 at 2% per year.

500

e Closure of several pulp mills in the past 2 years and
400

: growing pulp demand have pushed pulp prices to
300 10-year highs, resulting in healthier, more profitable
5 North American pulp mills.

200 :
100 : e We see continued upward pulp price momentum
3 and strong forward sodium chlorate demand.
% 5 § 8 8’; 8 § 8 E[’ 5 % 15 % 8 E’Cr g § 8 § 8 § Northern bleached softwood kraft pulp, CIF Northern Europe (ADMT - air dried metric tonnes)
se =g Shgl SEel s sl Sl gl Sl S e Shgl S s g Source:

“NLK Pulp Monitor”, January, 2007

(milion ADMT pulp) : Global pulp market perspective
40 e North America is the world’s largest bleached pulp
o producing and consuming region.
e North America is the world’s largest sodium chlorate
30 : production region. In addition to supplying North
e American pulp mills, sodium chlorate is exported in
: increasing amounts to Asian bleached pulp mills.
20 e Bleached pulp production growth in South America
15 is expected to supply global growth needs without
: eroding production in other world regions.
10 :
5 I B 2006 Estimated bleached chemical pulp consumption
. M 2006 Estimated bleached chemical pulp production
North Western Eastern South sia  Africa/ T Source:
America Europe Europe America Middle East < "World Pulp and Paper Recovered Paper Forecast", November, 2006



Competitive landscape

e In 2006, we had the third largest installed sodium
chlorate capacity share in North America. Following
the Brandon expansion in early 2008, we expect
our share to increase to 28%.

e  Consolidation opportunities may exist in the market.

22% Canexus

4% ChemTrade Logistics Income Fund

29% Eka Chemicals

25% Erco Worldwide (Superior Plus Income Fund)
11% Kemira

7% Tronox

2% Other

Source: . )
Publicly available information; management
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SODIUM CHLORATE CAPACITY IN NORTH AMERICA

PP PP Sodium chlorate industry fundamentals
: (thousand metric tonnes) (indexed price, 1995=100) o Recent North American plant closures reduced
2500 150 : capacity by 10%.
105 e  60% of sodium chlorate produced in Canada is
2000 exported to the US.
100 : e |n 2006, strong demand and reduced capacity
1500 ] lowered inventories and increased operating
75 : rates. Higher rates, a strong Canadian dollar and
: significant Canadian exports to the US increased
1000 o sodium chlorate prices.
500 25
M Installed capacity Sources: ) ,
Indexed price: Chemical Market Associate, Inc. (CMAI); March 2007; US$/short
B Production ton, delivered United States
X Production: Statistics Canada and U.S. Department of Commerce, 2000-3Q
O Indexed price 20086; 4Q 2006 is a management estimate




North American Sodium Chlorate

Brandon advantage

T —— o ———
Our $50-million expansion
= i Wil boost capacity by
12% In 2008 to

1700

e 299,000 tonnes.

250

200
150
100

50

2001 2002 2003 2004 2005 2006 2007 2008
Brandon Plant Capacity @  North American Market Theoretical Capacity

North America is the world’s largest market for pulp and paper and, as a result, sodium chlorate. The Canexus facility
in Brandon, Manitoba, is the largest sodium chlorate plant in the world. And we are expanding our advantage in North
America by expanding the Brandon facility.

We supply North America from our four plants across Canada. Most notably, our Brandon facility is the lowest-cost
supplier to approximately two-thirds of the pulp mills in North America. That means we can incur higher distribution
expenses than competitors throughout Canada and the United States and still more profitably deliver our product to mills
in their backyard. Here’s why — Brandon has:

e the lowest-cost electricity in North America;
e an efficient distribution system; and

e significant economies of scale.

Our advantage is only growing. We are investing $50 million to increase the annual production capacity of the Brandon
facility by 12%, or 33,000 tonnes, to 299,000 tonnes. We are installing a new chlorate cell line that improves both energy
and production efficiency, while also providing for further, cost-effective capacity increases if market justified.

Increasing our advantage in Brandon supports further production flexibility in our supply network. It also provides a strong
position to assess evolving North American sodium chlorate market conditions and adjust any higher cost excess capacity
if required.

Currently on budget and on schedule for completion in early 2008, this expansion will grow our advantage and benefit our
investors by immediately increasing our revenues and distributable cash.
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Opportunities in North Vancouver

Recent closure of a large competitor facility in Alberta
creates an opportunity to import caustic soda for resale
to fill unmet regional requirements.

We continue to study potential conversion of our North
Vancouver plant to membrane cell technology.

Conversion would reduce operating & maintenance costs
at the facility, already the region’s lowest cost supplier.

Conversion could also increase production capacity up
1o 25%.

CHLOR-ALKALI OUTLOOK
(North America ECU and Natural Gas pricing)

(ECU Value US$) (US$/mmbtu)
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Our North Vancouver plant has operated at capacity for
the past several years.

Import requirements continue to support strong

caustic soda prices.

We see a continued tight supply-demand outlook.

Canexus: 153,000 MECU :
Equapac: 70,000 MECU *
Pioneer: 138,000 MECU :

Regional markets



Canexus is the leading supplier of chlor-alkali
oroducts to the Pacific Northwest region.

In 20086, our chlor-alkali facility at North Vancouver became the leading regional supplier following the closure of Dow’s
chlor-alkali plant near year end. Our chlor-alkali co-products include caustic soda, chlorine and hydrochloric acid which are
used in the pulp and paper, water treatment, chemical production, mining and oil and gas industries.

In addition to a diverse customer base, our chlor-alkali business has the advantage of using low-cost, renewable hydroelectric
power. In contrast, the majority of North American competitors are dependent on electricity generated from natural gas,
which creates exposure to high and volatile gas prices. Additionally, the higher freight cost incurred by suppliers who import
into our region adds to the Canexus advantage.

Annual sales volumes for our chlor-alkali business increased by 1% in 2006 from the previous year, though revenues
decreased by 3% to $133.2 million due primarily to the impact of the strengthening Canadian dollar on realized selling
prices. Gross margins remained steady at 34% as higher volumes and lower input costs were offset by the decline in
realized selling prices.

The formal evaluation of converting our North Vancouver plant to membrane technology continued in 2006. Benefits of
the conversion project include significantly reduced costs, increased capacity, reduced greenhouse gas emissions and
improved product quality. It is anticipated the Board of Directors will consider project approval in 2007. Reduced regional
supply has strengthened market dynamics supporting the conversion project and has also created an opportunity to
enhance existing North Vancouver infrastructure to facilitate the import of caustic soda to meet customer demand.



SOUTH AMERICAN PULP GROWTH

) ) BLEACHED CHEMICAL PULP MILLS IN BRAZIL
(Bleached chemical pulp capacity)
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RISI, “World Pulp and Recovered Paper 15-year Forecast”, November, 2006
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We continue to achieve our business objectives in the fast-growing South America market, which has significant
access to low-cost renewable wood fibre and a number of planned world-scale investments in new pulp plant facilities
and infrastructure.

2006 was a record year for our facility at Espirito Santo, Brazil, where we produce sodium chlorate and chlor-alkali
products for our major customer Aracruz Celulose S.A. and the merchant market. Aracruz is the world’s leading producer
of bleached eucalyptus pulp and we have a long-term, exclusive supply contract that ensures fixed US-dollar margins.

Annual sales revenue increased 22% to $82.5 million for 2006 as a result of higher sales volumes and higher average
realized selling prices. There was strong demand from both Aracruz and the merchant market. The increase in average
realized selling prices reflect the pass-through nature of our key contract which contributes to higher sales revenues
as costs increase. Gross margin percentages decreased to 30% in 2006 from 32% the prior year as the increased cost
of electricity and the purchase of caustic soda on the open market to meet demand are passed to our customer.

We continue to enhance production capacity and reliability at Espirito Santo, significantly increasing output since we
purchased the facility in 1999. We will continue to leverage our Brazilian presence to meet increasing demand and as
a foundation for pursuing growth projects in the region.
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What begins with power continues with passion.
As we continue making Canexus a great place to
work, our employees reward us with loyalty,
high-performance and an advantage for growth.




The power of people
At Canexus, we know the power of people who are respected, recognized and rewarded. Their passion for success is what
drives our growth and creates the competitive advantage we have to thrive in any market condition.

As we achieved operational independence from Nexen Inc. in 2006, we were fortunate to inherit its best-in-class people
practices — the same practices which allowed Nexen to be recognized as a Top 50 Employer in Canada five of the past six
years. And now we’ve made the practices our own.

Canexus employees share a vision and determination to prove our abilities as an independent company. Virtually all Canexus
employees own Fund units, which aligns our interests directly with those of our investors. Our business strategy and our
people strategy are linked to support our overall objectives for profitability, growth and corporate responsibility.

Supporting passion

At Canexus, we give employees the tools and support they need to be successful. We embrace the principles of diversity
and integrity and seek to provide a safe, challenging and rewarding work experience to each employee. We competitively
position our compensation and benefits programs and emphasize health, wellness and Responsible Care® within our culture.
Our employees are recognized formally and informally through our recognition and service awards programs. As an
international business with 450 employees in eight locations on two continents, we understand the challenges and benefits
of decentralization. We promote regular, two-way communication with our employees, who work in English, French and
Portuguese. Quarterly conference calls and town hall meetings provide forums for senior management and employees to
interact, share ideas and plan together. Our emerging intranet, The Core, keeps employees updated on company news
and events. And every year we measure our success with annual employee engagement surveys. An integrated career
and succession system is helping us ensure we are prepared for tomorrow’s growth, and is positively changing the work
experience for our people. Workforce and succession planning are critical to our long-term success, and require us to
move from traditional reactive recruitment and promotion practices to proactive people planning for our future needs. They
offer our employees significant opportunities for personal growth and development within the organization.

Seeing the rewards

Our efforts to promote and support our employees’ passions have their rewards. In a competitive labour market, we are
maintaining our position as an employer of choice and raising our ability to attract quality people when required. Our focus
on employee retention is highlighted by an annual voluntary turnover rate of less than 4% over the past five years and a
current average term of employment of more than 11 years. As we continue making Canexus a great place to work, our
employees reward us with loyalty, high performance and an advantage for growth.



When we employ the best people, we empower

them to succeed. Part of this is aligning personal

and company values. It's rewarding to know that
our people can bring their values to work.




Bullding our sustainable
competitive advantage

................................................................................................................................................................................

Reputation Results

We all take responsibility for our results.

Our reputation is our most important asset. o ) )
We maximize our performance through innovation,

It is based upon our unwavering commitment to integrity, i , ) ;
continuous improvement, prudent risk-taking

Responsible Care® and quality. and fact-based decision-making

Resources Relationships

Our resources drive success. People excellence is achieved We value long-term mutually beneficial relationships with
by embracing continuous learning, empowerment, teamwork, stakeholders. Relationships are founded upon respect,
recognition and diversity. trust and open communication.
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Responsible Care®
The way we see i, it's the only way to grow long term.

Responsible Care® is a global chemical industry management system of best practices for world-class performance in
health, safety and environmental protection. Canexus was a pioneer of Responsible Care®. In 1994 we became one of
the first companies in the world to successfully complete the Responsible Care® verification process. Our commitment
to Responsible Care® is just as strong today. In 2006 our South American plant was verified, and all of our operations in
North America were re-verified.

We maintain and refine Responsible Care® systems through sustained initiatives and activities such as:
e operating our facilities in a manner that protects the environment and health and safety of our employees and the public;

e ongoing commitment to responsible development, manufacturing, transportation, handling, distribution, use and
ultimate disposal of chemicals;

e  obtaining and incorporating public input regarding our products and operations; and

e providing information on health or environmental risks and applying protective measures for employees, the public and
other key stakeholders.

Canexus acts with Responsible Care® not because we have to, but because it is the right way to run a business.
Responsible Care® is good business.

www.responsiblecare.org
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Canexus acts with Responsible Care®
not because we have to, but because
it is the right way to run a business.
Responsible Care® is good business.




The Board believes that effective
corporate governance improves Fund
performance and benefits all unitholders.

Canexus Board members:

Front row - | to r - Hugh A. Fergusson; Dennis G. Flanagan; Gary L. Kubera; Marvin F. Romanow
Middle row - Douglas P. Hayhurst; Nicholas G. Kirton; Stephanie L. Felesky

Back row - Thomas A. Sugalski; Lyall C. Work; Kevin J. Reinhart




Our Board of Directors is responsible for stewarding the Fund and its strategy and providing independent, effective
leadership for management. It also ensures we operate with honesty and integrity each day.

Our Board has ten members, five of whom are independent as set out in National Policy 58-201 and six of whom are
independent of management. The Board complies with the rules outlined in Multilateral Instrument 52-101 and has
substantially adopted all of the recommendations of National Policy 58-201 and National Instrument 58-101. The Board
has adopted a code of ethics for its directors, officers and employees and also implemented a number of policies,
including an external communications policy. The Board meets without management and without non-independent
directors at every regularly scheduled meeting. Visit www.canexus.ca for terms of reference and policies of the Board
and its committees.

Committees

There are three Board Committees: (i) Audit (i) Corporate Governance and Compensation, and (i) Responsible Care®
and Public Policy. All members of the Corporate Governance and Compensation Committee and the Audit Committee
are independent and the majority of the Responsible Care® and Public Policy Committee members are independent. All
members of the Audit Committee are financially literate.

Corporate Governance Responsible Care®
Board Member Audit and Compensation and Public Policy
Stephanie L. Felesky, C.M. o o
Hugh A. Fergusson ° Chair
Dennis G. Flanagan (Board Chair)
Douglas P. Hayhurst Chair °
Nicholas G. Kirton o o
Gary L. Kubera
Kevin J. Reinhart
Marvin F. Romanow
Thomas A. Sugalski o
Lyall C. Work ° Chair




Committees

Audit Committee
Its primary purpose is to assist directors in overseeing and supervising, among other things:

e the integrity of annual and quarterly financial statements and management’s discussion and analysis of the Fund to be
provided to Unitholders and regulatory bodies;

e compliance with accounting and finance-based legal and regulatory requirements;

e the audit of the consolidated financial statements of the Fund, the recommendation and performance of the Fund’s
independent auditors and meeting with the auditors as required in connection with the audit services provided by the
Fund’s independent auditors;

e the accounting and financial reporting practices and procedures of the Fund and its subsidiaries;

e the system of internal controls and accounting procedures of the Fund and its subsidiaries;

e implementation and effectiveness of the Fund’s ethics policy and compliance programs under the ethics policy;
e financial policies and strategies, including capital structure, and financial risk management practices; and

e transactions or circumstances that could materially affect the financial profile of the Fund.

Corporate Governance and Compensation Committee
Its primary purpose is to assist directors in, among other things:

e developing and implementing principles and systems for managing corporate governance;
e identifying qualified candidates and recommending nominees for director and board committee appointments;
e evaluating the board of directors, its committees, the individual directors and board and committee chairs;

e key compensation and human resources policies, including making recommendations to the board of directors for
consideration;

e compensation of the Chief Executive Officer and other executive officers and management, as well as director
compensation, and in the committee’s discretion, making recommendations to the board for consideration; and

e management succession planning.
Responsible Care® and Public Policy Committee
Its primary purpose is to assist directors in, among other things:

e developing, monitoring and effectively implementing systems, programs and initiatives for managing health, safety, security,
environment and public policy issues;

e monitoring compliance with applicable law related to safety, environment, health, security and public policy issues; and

e encouraging, assisting and counseling Management in maintaining, improving and dealing with current and emerging
issues in health, safety, security, environment and public policy.



Directors

Stephanie L. Felesky, C.M.,

Stephanie Felesky is a member of the Calgary Police Commission and a member of the Board of Governors of the
University of Calgary where she is the Chair of the Investment Committee. She is also the Co-Chair of the Calgary Children’s
Initiative and a director of the Calgary Homeless Foundation. She is a past director of the Canada Lands Company (a
Crown Corporation involved in real estate development) and of Star Choice Communications Ltd. (a communications
company wholly-owned by Shaw Communications Inc. and previously TSX-V-listed) and several charitable and community
based organizations including the United Way, Calgary Inc. and the Calgary Convention Authority. Ms. Felesky received her
Bachelor of Education with distinction from the University of Calgary, and in 2005 received the designation of ICD.D from
the Institute of Corporate Directors.

Hugh A. Fergusson

Hugh Fergusson is an independent businessman and corporate director. He is a retired executive who had over 25 years
of service with The Dow Chemical Company, an international chemicals company listed on numerous stock exchanges.
In 2004, he retired as the Vice President, Hydrocarbons and Energy, after holding several positions within the organization
from his original position as Staff Lawyer. Mr. Fergusson is currently the President of Argyle Resources Inc. (a private energy
consulting organization) and a senior affiliate of the Implementation & Advisory Group Ltd. (a government relations and
project management firm). He is a director of Provident Energy Trust (a TSX- and NYSE-listed oil and gas trust), Taylor Gas
Liquids Ltd. (the general partner of Taylor NGL Limited Partnership, a TSX-listed issuer), the Canadian Energy Research
Institute and Galileo Educational Network. He is a past board member of Dow Chemical Canada Inc., Union Carbide
Canada Inc., Petromont Inc., the Gas Processors Association of America and the Petrochemical Feedstock Association
of the Americas. Mr. Fergusson received a Bachelor of Arts in Political Science in 1970 from McMaster University; a
Bachelor of Laws from the University of Windsor in 1973. In 2006 he received the designation of ICD.D. from the
Institute of Corporate Directors.

Dennis G. Flanagan

Dennis Flanagan is a director of Nexen (a TSX- and NYSE-listed oil and gas company) and is a retired oil executive who
worked in the oil and gas industry for more than 40 years, including with Ranger Oil Ltd. (a former international oil and gas
company listed on numerous stock exchanges) and ELAN Energy Inc. (a former TSX-listed oil and gas company). Most
recently, he was Executive Chairman of ELAN until it was acquired by Ranger in 1997. With these entities, Mr. Flanagan was
involved in all phases of oil and gas exploration and development in Canada, the U.S. and the U.K. sector of the North Sea.
Mr. Flanagan is also a director of NAL Oil & Gas Trust (a TSX-listed oil and gas trust). He is also founding Chair of STARS
(Shock Trauma Air Rescue) Foundation. Mr. Flanagan completed the Registered Industrial and Cost Accountant program,
the predecessor to the Certified Management Accountant program, in 1967.



Douglas P. Hayhurst

Douglas Hayhurst, as an executive with IBM Business Consulting Services and PricewaterhouseCoopers, has been
involved globally in business consulting for many industries, including chemicals, forest, paper and packaging, aerospace
and defense, metals and other heavy manufacturing industries. Mr. Hayhurst previously held various senior executive
management roles with Price Waterhouse including National Deputy Managing Partner and Managing Partner for
British Columbia. He serves on many boards including Northgate Minerals Corporation, the Advisory Board of The Layfield
Group, The British Columbia Chapter of the Institute of Corporate Directors (Chair), The BC Regional Board of the Nature
Conservancy of Canada (Vice Chair) and The BC Transplant Foundation. Mr. Hayhurst received a Bachelor of Arts in
Business Administration from the Richard Ivey School of Business at the University of Western Ontario. He is a Fellow of
the Institute of Chartered Accountants of British Columbia and in 2006, received the designation of ICD.D from the Institute
of Corporate Directors.

Nicholas G. Kirton

Nicholas Kirton is a retired Chartered Accountant who had 38 years of service with KPMG LLP, where he was the Client
Service Partner from 1976 to 2004 and an associate from 1966 to 1976. Mr. Kirton has served on many boards including
KPMG and the Canadian Institute of Chartered Accountants (CICA), including as Chair of the Qualifications Committee
of the CICA. Mr. Kirton is also a director of Builders Energy Services Trust (a TSX-listed energy services income trust),
Result Energy Inc. (a TSX-V-listed oil and gas exploration and production company) and MaclLeod Resources Limited.
(a private industrial company). He received a Bachelor of Science (Mathematics and Physics) in 1966 from Bishop’s
University, his Chartered Accountant designation in Quebec in 1969 and was named a Fellow of the Institute of Chartered
Accountants in Alberta in 1996. In 2006, he received the designation of ICD.D from the Institute of Corporate Directors.

Gary L. Kubera

Gary Kubera was appointed President of Nexen Chemicals in March 2005. Mr. Kubera joined Nexen Chemicals in 2002,
first as the Director of Sales and subsequently was appointed as the Vice President, Marketing and Business
Development. Prior to his employment with Nexen Chemicals, Mr. Kubera worked in sales, marketing, business
development and regional and global general management for a number of chemicals related enterprises, including as
Vice President for Global Core Business of SC Johnson’s Polymer division from 2000 to 2001 and a variety of positions
with McWhorter Technologies Inc. Mr. Kubera received his Bachelor of Arts in Chemistry from Ithaca College in 1982 and
his Masters of Business Administration from the University of Chicago in 1988, majoring in Finance.

Kevin J. Reinhart

Kevin Reinhart is the Vice President, Corporate Planning and Business Development of Nexen. He has held this position
since July 2002. Previously, Mr. Reinhart was Nexen'’s Treasurer since October 1998 and Corporate Controller since July
1994. Prior to his employment with Nexen, Mr. Reinhart worked for 13 years in progressively senior roles with KPMG
Canada including a two-year term in the firm’s National Office Department of Professional Standards. Mr. Reinhart has a
Bachelor of Commerce from Saint Mary’s University and is a Chartered Accountant.



Marvin F. Romanow

Marvin Romanow is the Executive Vice President and Chief Financial Officer of Nexen — a position he has held since June
2001. Previously, Mr. Romanow was Nexen'’s Chief Financial Officer from February 1998 and Vice President, Finance from
June 1997. Mr. Romanow has 25 years of oil and gas experience, and has held senior positions in engineering, operations,
finance and planning with Wascana Energy Inc., Amoco Canada Petroleum Company Ltd., and Dome Petroleum Ltd.
He also currently serves on the Management Committee of Syncrude Canada Ltd., Canada’s largest oil sands venture.
Mr. Romanow holds a Masters of Business Administration and a Bachelor of Engineering, with Great Distinction, from the
University of Saskatchewan.

Thomas A. Sugalski

Thomas Sugalski retired as the President of Nexen Chemicals in March 2005, after 10 years in the position and retired as
Senior Vice President, Chemicals of Nexen in August 2005, after 17 years with the company. Mr. Sugalski has 39 years
experience in the chemicals industry and has held a variety of managerial positions in marketing, employee relations and
general management. Before joining Nexen, he served as both Western New York Group Executive and Vice President
and General Manager of the Detergent and Specialty Products Division of Occidental Chemical Corporation, a division
of Occidental Petroleum Corp. (@ NYSE listed energy and chemicals company). He was a member of the American
Chemistry Council and on the Board of Directors of the Chlorine Chemistry Council and the Alliance for Environmental
Technology, where he served as Chair for three years. Mr. Sugalski received his Bachelor of Arts in English and Chemistry
from Marquette University in 1965.

Lyall C. Work

Lyall Work began his career with Cominco Ltd. (a public metals and mining company) in 1961. He joined Albright
& Wilson (Albright) in 1967 where he held various positions, including President of Albright Americas, President of Albright
Asia Pacific and President, Specialty Phosphates of Rhodia from April 2000 until his retirement in 2001. Mr. Work served
on 20 boards of wholly owned subsidiaries of Albright and joint ventures and on one public company board in India which
was 40% owned by Albright. He received his Bachelor of Science in Chemical Engineering from the University of Alberta
in 1961.



The following management’s discussion and analysis of financial condition and results of operations (MD&A) is prepared
as of March 6, 2007. This MD&A should be read in conjunction with (i) the audited consolidated financial statements of
Canexus Income Fund (the “Fund”) and Canexus Limited Partnership (“Canexus LP”) included in this report; (i) the audited
consolidated balance sheet of the Fund as at December 31, 2005 and the audited consolidated statements of income
and cash flows of the Fund for the period from June 28, 2005 to December 31, 2005 and the notes thereto available on
the System for Electronic Data Analysis and Retrieval’'s (‘SEDAR”) website at www.sedar.com; (iii) the audited consolidated
financial statements of Canexus LP as at and for the year ended December 31, 2005 and the notes thereto available on
the SEDAR website at www.sedar.com; (vi) the audited financial statements and notes thereto of the chemicals business
of Nexen Inc. (“Nexen”) (as predecessor to Canexus LP prior to its acquisition by Canexus LP on August 18, 2005
— “Chemicals Business”) for the year ended December 31, 2004 as contained in the Fund’s Business Acquisition Report
dated November 1, 2005 and available on the SEDAR website at www.sedar.com. The audited consolidated financial
statements of the Fund, Canexus LP and the Chemicals Business have been prepared in accordance with Canadian
Generally Accepted Accounting Principles (“GAAP”).

Canexus Income Fund earns income from its 38.6 per cent interest in Canexus LP. The Fund accounts for its investment
in Canexus LP using the equity method and therefore does not consolidate the results of operations of Canexus LP. As a
result, audited consolidated financial statements with accompanying notes thereto have been presented for both the Fund
and Canexus LP. The following MD&A presents a discussion of the financial condition and results of operations for both
the Fund and Canexus LP.

Information for the year ended December 31, 2006 is that of Canexus LP. Information for the year ended December 31,
2005 includes information from Canexus LP and its predecessor, the Chemicals Business, not all of the operations of
which were acquired from Nexen.

This MD&A contains forward-looking statements and information. Please see “Forward-Looking Statements and Information”
for a discussion of the risks, uncertainties and assumptions relating to these statements.

Unless otherwise noted, all dollar amounts are in Canadian dollars and all tabular amounts are in thousands of Canadian
dollars.

Additional information relating to the Fund and Canexus LP is available on the Fund’s profile on the SEDAR website at
www.sedar.com.



Non-GAAP Measures

The selected financial information and discussion below also refers to certain measures to assist in assessing financial
performance. These “non-GAAP measures” such as “earnings before interest, income taxes, depreciation and amortization”
(“EBITDA”), “Gross Margin”, “Gross Margin Percentage”, “Distributable Cash” and “Payout Ratio” should not be
construed as alternatives to net income or loss or other comparable measures determined in accordance with GAAP as an
indicator of performance or as a measure of liquidity and cash flow. Non-GAAP measures do not have standard meanings
prescribed by GAAP and therefore may not be comparable to similar measures presented by other issuers.

EBITDA is a non-GAAP measure that represents earnings generated to fund capital investment, meet financial obligations
and fund distributions. It is considered a key measure as it demonstrates the ability of the business to meet its capital and
financing commitments.

Distributable Cash and Payout Ratio are non-GAAP measures generally used by Canadian income trusts as an indicator
of financial performance. They are considered key measures as they demonstrate the cash available for distribution
to Unitholders. The Payout Ratio is calculated as Cash Distributions Declared divided by Distributable Cash available to
Canexus Income Fund.

Payout Ratio Normalized for Timing of Maintenance Capital Expenditures is calculated as Cash Distributions Declared
divided by Distributable Cash available to Canexus Income Fund recalculated for Estimated Annual Maintenance Capital
Expenditures.

Gross Margin is a non-GAAP measure that represents the contribution of operating activities to earnings. It is considered
a key measure as it reflects the ability of the business to generate earnings necessary to fund overhead costs, capital
investment and distributions. Gross Margin Percentage is calculated as Gross Margin divided by Sales Revenues.

General Description of the Fund and Canexus LP

Pursuant to an underwriting agreement dated August 10, 2005 and initial public offering (“IPO”) completed on August 18,
2005, the Fund sold 30,000,000 units of the Fund (“Fund Units”, “Units”, or “Unit”), at a price of $10.00 per Unit for
proceeds totaling $300,000,000. The proceeds of the offering were used to partially fund the indirect acquisition (through
the Fund’s wholly-owned subsidiary, Canexus Commercial Trust) by the Fund of a 36.5 per cent interest in Canexus LP.
Canexus LP then acquired the Chemicals Business from Nexen through the payment of $285 million of cash received
from the Fund’s IPO proceeds, $200 million of cash drawn by Canexus LP from its credit facility and the issuance to
Nexen of 52,285,714 exchangeable limited partnership units (“Exchangeable LP Units”) of Canexus LP, each of which is
exchangeable into a Fund Unit at any time at the option of Nexen. On September 16, 2005, the underwriters
exercised a portion of their over-allotment option to purchase 1,750,000 Fund Units at $10.00 per Unit for proceeds of
$17,500,000 which was then used to indirectly acquire an additional 2.1 per cent interest in Canexus LP. Canexus LP then
used the $17,500,000 to repurchase for cancellation 1,750,000 Exchangeable LP Units from Nexen. Following exercise of
the over-allotment option, the Fund indirectly holds a 38.6 per cent interest in Canexus LP and Nexen holds a 61.4 per
cent controlling interest in Canexus LP.

Canexus LP, through its various direct and indirect subsidiaries, produces sodium chlorate and chlor-alkali products in
several plants located in Canada and one in Brazil, largely for the pulp and paper and water treatment industries.



Canexus Income Fund

The Fund is an unincorporated open-ended trust established by a Trust Indenture dated June 28, 2005, as amended and
restated August 18, 2005, under the laws of Alberta. The Fund is a “mutual fund trust” for the purposes of the Income Tax
Act (Canada). The Fund is administered by Canexus Limited, a wholly-owned subsidiary of the Fund.

The Fund effectively commenced operations through its indirect investment in Canexus LP on August 18, 2005, and
income recorded by the Fund commenced on that date.

Highlights and Selected Financial Information (also see Canexus LP highlights)
e Distributions to Unitholders of $27.8 million ($0.8748 per Unit) declared for the year ended December 31, 2006 for a
payout ratio of 90 per cent despite the stronger Canadian dollar in 2006 as compared to 2005.

CAD thousands, except per unit amounts 2006 2005 M
Equity Income from Investment in Canexus LP 18,190 11,518
Net Income 16,122 11,025
Net Income ($/Unit) 0.51 0.35
Diluted Net Income ($/Unit) 0.51 0.35
Cash Distributions Declared 27,775 10,325
Cash Distributions Declared ($/Unit) 0.8748 0.3252
2006 2005
Total Assets 311,450 321,007

Total Long-Term Liabilities - _

Note:
" For the period August 18, 2005 to December 31, 2005.

Results of Operations

Investment
At December 31, 2006 the Fund had an indirect investment in 31,750,000 ordinary limited partnership units (38.6%) of
Canexus LP at a cost of $317.5 million. The Fund accounts for this investment using the equity method.

For the year ended December 31, 2006 the Fund’s earnings from Canexus LP were $18.2 million and the carrying value of
this investment at December 31, 2006 was $309.1 million.

Expenses
Trust administration expenses include directors’ fees, directors’ travel, professional fees and public issuer reporting costs.

The Fund provides unit based compensation in the form of options, deferred trust units and accompanying bonus rights.
Management uses the fair-value method to recognize compensation expense associated with unit based compensation at



the time of grant. Expense is recognized over the vesting period, eligible retirement date or other expected term of service
with a corresponding increase to contributed surplus since these instruments are settled by issuing Fund Units and are not
settled in cash.

Distributable Cash and Cash Distributions

CAD thousands, except as noted 2006 2005 ™
Canexus LP
Net Income 47,143 30,206
Provision for Income Taxes 789 (113)
Depreciation and Amortization 40,223 13,482
o JMEIBSLEXONSE e 10718 3242 ..
: EBITDA @ 98,868 46,817
Unrealized Losses (Gains) on Currency Translation 184 (5,029)
Change in Fair Value of Foreign Exchange Options, Net 6,922 (1,277)
Change in Fair Value of Electricity Contracts (2,229) -
Interest Expense (10,713) (8,242)
Maintenance Capital Expenditures (12,098) (7,327)
............ Cashincome Taxes e BT
Distributable Cash within Canexus LP @ 80,290 29,942

Canexus Income Fund

Weighted Average Share of Canexus LP’s Distributable Cash 30,980 11,408
Trust Administration Expenses (131) (100)
Distributable Cash available to Canexus Income Fund @ 30,849 11,308
Cash Distributions Declared 27,775 10,325
Payout Ratio @ 90% 91%
Payout Ratio Normalized for Timing of Maintenance Capital Expenditures @ N/A 85%
Notes:

" For the period August 18, 2005 to December 31, 2005.

@ See comments concerning non-GAAP Measures on page 31.



Distributable cash within Canexus LP represents cash from operating activities adjusted for temporary changes in
non-cash working capital and other non-cash impacting expenses less maintenance capital expenditures. Maintenance
capital expenditures are those cash outlays required to maintain Canexus LP’s plants and other equipment at normal
operating and efficiency levels. Distributable cash (see “non-GAAP Measures” on page 1) is not a recognized measure
under Canadian GAAP and therefore, Canexus LP’s method of calculating distributable cash may differ from methods used
by other trusts.

A reconciliation of cash from operating activities to distributable cash within Canexus LP for the year ended December 31,
2006 and the period from August 18, 2005 to December 31, 2005 is as follows:

CAD thousands, except as noted 2006 2005
Cash from Operating Activities 81,302 42,926
Add Back (Deduct):
Changes in Non-Cash Working Capital and Due to Affiliates, Net 10,791 (6,141)
Maintenance Capital Expenditures (12,098) (7,327)
Allowance for Doubtful Accounts (1,750) -
Operating Non-Cash Items 2,849 484
.................. Amortization of the Purchase Cost of Foreign Exchange Options . ......©804) T
: Distributable Cash within Canexus LP 80,290 29,942
Note:

" For the period August 18, 2005 to December 31, 2005.

The change in non-cash working capital for the year ended December 31, 2006 was due to timing differences in the
amount of accounts receivable and prepaid expenses and to changes in accounts payable and amounts owing to affiliates.
The decrease in accounts payable was due to a reduction in amounts accrued for bonuses, IPO related costs and costs
to establish Canexus as a stand alone entity, which were funded by Nexen Inc. on August 18, 2005. The increase in the
net amount due to affiliates was due to the settlement of adjustments recorded in 2005 to reflect the terms of the purchase
and sale agreement with Nexen Inc. and amounts owing to Nexen Inc. for transitional services which were terminated in
December 2006.

Operating non-cash items represent items such as pension expense in excess of pension funding and expenditures on
asset retirement obligations financed by restricted investments established at the time of the IPO. It also includes the cost
of foreign exchange call option contracts described further in the succeeding paragraph.

The cost of foreign exchange call options is recognized as a decrease in cash from operating activities in the period
purchased. For distributable cash purposes the cost is being recognized as a decrease in cash over the period of the
foreign exchange call option contract.



Distributions

Distributions for the year ended December 31, 2006 and period from August 18, 2005 to December 31, 2005 were

declared as follows:

Record Date Payment Date Distribution Per Unit Amount
January 31, 2006 February 15, 2006 0.0729 2,314.6
February 28, 2006 March 15, 2006 0.0729 2,314.6
March 31, 2006 April 17, 2006 0.0729 2,314.6
April 28, 2006 May 15, 2006 0.0729 2,314.6
May 31, 2006 June 15, 2006 0.0729 2,314.6
June 30, 2006 July 17, 2006 0.0729 2,314.6
July 31, 2006 August 15, 2006 0.0729 2,314.6
August 31, 2006 September 15, 2006 0.0729 2,314.6
September 29, 2006 October 13, 2006 0.0729 2,314.6
October 31, 2006 November 15, 2006 0.0729 2,314.6
November 30, 2006 December 15, 2006 0.0729 2,314.6
..December29,2006 . Janwary152007 00729 .o 23146
Total 2006 0.8748 27,774.9
September 30, 2005 October 17, 2005 0.1065 3,381.4
October 31, 2005 November 15, 2005 0.0729 2,314.6
November 30, 2005 December 15, 2005 0.0729 2,314.6
...December29,2005 . January16,2006 00729 oo 28146
Total 2005 0.3252 10,325.1

Note:

M For the period August 18, 2005 to September 30, 2005.

At December 31, 2006, the Fund had a distribution receivable from Canexus LP. Upon receipt of this distribution in January
2007 the Fund paid distributions payable of $2.3 million outstanding at December 31, 2006.

Income Taxes

The Fund is a mutual fund trust for income tax purposes. As such, the Fund is only taxable on any taxable income not paid
or payable to Unitholders. The Fund intends to distribute substantially all of its taxable income to its Unitholders and the
Fund intends to comply with the provisions of the Income Tax Act (Canada) that permit, among other items, the deduction

of distributions to Unitholders from the Fund’s taxable income.



On October 31, 2006 the Federal Finance Minister announced a proposal (“the October 31 Proposal’) to apply a tax at
the trust level on distributions of certain income from publicly traded mutual fund trusts at rates of tax comparable to the
combined federal and provincial corporate tax and treat such distributions as dividends to the unitholders. Under the
October 31 Proposal existing trusts would have a four year transition period and would not be subject to the new rules until
2011 provided they limit their expansion to “normal growth” during that time period. On December 15, 2006 the Government
issued guidelines with respect to what it would consider “normal growth” for existing income trusts. Under these
guidelines, the amount of equity units that an income trust can issue may not exceed the value of its publicly traded equity
units on October 31, 2006 (subject to annual limits) prior to 2011. In addition, exchangeable limited partnership units in
place at October 31, 2006 that are subsequently exchanged by the holder for equity will not be considered growth under
the guidelines and outstanding debt at October 31, 2006 that is replaced with new equity will not be considered growth
under the guidelines.

On December 21, 2006 the Government released draft legislation for comment. Uncertainty still exists as the draft legislation
does not fully address all aspects of the tax regime introduced in the October 31 Proposal or the December 15, 2006
guidelines. The proposed legislation is now subject to review by a Parliamentary committee through an expedited public
hearing process. Timing for enactment of the legislation by Parliament remains uncertain.

If enacted, the proposed changes are expected to apply to the Fund’s distributions, and in all likelihood will have a material
adverse impact on the cash available for distributions to Unitholders commencing in 2011. As defined in the proposed
legislation, distributions of “non-portfolio” earnings would not be deductible to the Fund and would be taxable at the rate
of 31.5 per cent resulting in reduced cash available for distributions. Distributions of non-portfolio earnings would be
considered dividends under the new rules and eligible for the dividend tax credit, similar to the tax treatment on corporate
dividends. As such, the after tax impact of these changes on Canadian resident Unitholders who hold the Fund’s Units in
taxable accounts is expected to be relatively neutral. However, Unitholders that hold the Fund’s Units in tax-deferred
accounts or who are non-residents of Canada will likely see a significant reduction in their after tax realizations.

The proposed changes are not expected to limit the Fund’s near term growth opportunities, although until final legislation
is enacted the Fund will continue to monitor the legislative process and carefully review its alternatives to most effectively
achieve its business strategy and optimize value for the Unitholders.



Summary of Quarterly Results

CAD thousands, except per unit amounts Three Months Ended
Dec Sept June March Dec Sept
2006 @ 2006 2006 2006 2005 2005 ™

Equity Income from Investment

in Canexus LP 1,464 4,261 8,405 4,060 4,312 7,206
Net Income 323 3,932 8,097 3,770 4,048 6,977
Net Income ($/Unit) 0.01 0.138 0.25 0.12 0.12 0.23
Diluted Net Income ($/Unit) 0.01 0.13 0.25 0.12 0.12 0.23
Cash Distributions Declared 6,944 6,944 6,944 6,944 6,944 3,381
Cash Distributions Declared ($/Unit) 0.2187 0.2187 0.2187 0.2187 0.2187 0.1065
Notes:

(1)  For the period August 18, 2005 to September 30, 2005. The Fund effectively commenced operations on August 18, 2005 through
its indirect investment in Canexus LP.

(2) In the fourth quarter of 2006, we adopted EIC (Emerging Issues Committee) 162, Stock-Based Compensation for
Employees Eligible to Retire Before the Vesting Date. EIC-162 provides that if an employee is eligible to retire on the grant date of
a stock-based award, related compensation expense is recognized in full at that date as there is no ongoing service requirement
to earn that award. In addition, if an employee becomes eligible to retire during the vesting period, related compensation expense
is recognized over the period from the grant date to the retirement eligibility date on a graded vesting basis. Prior to the adoption
of EIC-162, we did not consider the retirement dates of our employees in the determination of our stock-based compensation
expense. EIC-162 is effective for interim and annual periods ending on or after December 31, 2006 and is to be adopted on a ret-
roactive basis. The impact of adopting EIC-162 for the year ended December 31, 2006 was an increase in compensation expense
and a decrease in net income of $75,360. As this amount was not material, we did not restate the three month perio