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THIS DOCUMENT IS IMPORTANT AND REQUIRES YOUR IMMEDIATE ATTENTION. If you are in any doubt
about the contents of this document or the action you should take, you are recommended to seek your own personal financial
advice immediately from your stockbroker, solicitor, accountant or other independent financial adviser duly authorised
under the Financial Services and Markets Act 2000 (“FSMA”).

If you have sold or otherwise transferred all of your registered holding of Existing Ordinary Shares in CDS Oil & Gas
Group Plc (“CDS”), please forward this document together with the accompanying Form of Proxy immediately to the
purchaser or transferee or to the stockbroker, bank or other agent through whom the sale or transfer was effected, for
delivery to the purchaser or transferee. If you have sold or transferred only part of your registered holding of Existing
Ordinary Shares in CDS, you should retain this document and the accompanying documents.

This document is not a prospectus in accordance with the Prospectus Rules of the Financial Services Authority.

The directors of the Company (the “Directors’) whose names appear on page iv of this document, accept responsibility
for the information contained in this document other than relating to the Investors. To the best of the knowledge and
belief of the Directors (who have taken all reasonable care to ensure that such is the case), the information contained in
this document is in accordance with the facts and does not omit anything likely to affect the import of such information.

The directors of the Investors whose names appear on page 41 of this document, accept responsibility for the
information contained in this document relating to the Investors. To the best of the knowledge and belief of the
directors of the Investors (who have taken all reasonable care to ensure that such is the case), the information contained
in this document is in accordance with the facts and does not omit anything likely to affect the import of such
information.

Application will be made to the London Stock Exchange for the New Ordinary Shares arising from the Share
Consolidation to be admitted to trading on AIM. It is anticipated that such admission will become effective and that
dealings in the New Ordinary Shares will commence at 8.00 a.m. on 15 June, 2007.

AIM is a market designed primarily for emerging or smaller companies to which a higher investment risk tends to be
attached than to larger or more established companies. AIM securities are not admitted to the Official List of the United
Kingdom Listing Authority. A prospective investor should be aware of the risk of investing in such companies and should
make the decision to invest only after careful consideration and, if appropriate, after consultation with an independent
financial adviser. The AIM Rules are less demanding than those of the Official List. It is emphasised that no application is
being made for admission of the New Ordinary Shares to the Official List. Further, neither the London Stock Exchange
nor the UK Listing Authority has examined or approved the contents of this document.

CDS OIL & GAS GROUP PLC

(Incorporated under the Companies Act 1985 and registered in England and Wales
with registered number 05061058)

Subscription of 609,000,000 Ordinary Shares at an issue price of £0.014 each and options and warrants
Approval for waiver of Rule 9 of the City Code on Takeovers and Mergers
1 for 10 consolidation of Ordinary Shares
Notice of Extraordinary General Meeting
Nominated Adviser
Insinger de Beaufort

Insinger de Beaufort (“Insinger”), which is authorised and regulated in the United Kingdom by the Financial Services
Authority, is acting as nominated adviser to CDS and no one else in relation to the Proposal described in this document
and will not be responsible to any person other than CDS for providing the protections afforded to its customers or for
advising any other person on the contents of this document or any transaction or arrangement referred to herein.
Insinger’s responsibilities as the Company’s nominated adviser under the AIM Rules are owed solely to the London
Stock Exchange and are not owed to CDS or any Director or Shareholder (whether current, prospective or future) or
any other person.

This document does not constitute an offer to sell or the solicitation of an offer to buy New Ordinary Shares in any
jurisdiction in which such offer or solicitation is unlawful.

Notice of an Extraordinary General Meeting of CDS to be held at 4th floor, 17 Hanover Square, London W1S 1HU at
11.00 a.m. on 14 June, 2007 is set out at the end of this document. Whether or not you intend to be present at the
Extraordinary General Meeting, you will find enclosed a Form of Proxy for use at the Extraordinary General Meeting
that you are requested to complete. The Form of Proxy, to be valid, should be completed, signed and returned to the
Company’s registrars, Computershare Investor Services PLC, in accordance with the instructions printed on it as soon
as possible and, in any event, so as to be received no later than 11.00 a.m. on 12 June, 2007, being 48 hours before the
time appointed for the holding of the meeting. The completion and return of a Form of Proxy will not preclude
Shareholders from attending the meeting and voting in person, should they wish to do so.
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STATISTICS RELATING TO THE PROPOSAL

Issue Price £0.014 per Subscription Share
Total number of Subscription Shares to be issued pursuant to the Proposal 609,000,000
Total number of Ordinary Shares in issue immediately following Admission 1,016,758,277

Approximate market capitalisation of the Company at the Issue Price

following the issue of the Subscription Shares £14,234,615.88
Approximate percentage of the Enlarged Share Capital represented by the

Subscription Shares 59.9 per cent.
Net proceeds from the issue of the Subscription Shares £8,526,000

Number of Ordinary Shares in respect of which New Options and
New Warrants will be granted or issued in the Proposal 254,511,893

EXPECTED TIMETABLE OF PRINCIPLE EVENTS

2007
Latest time and date for receipt of Forms of Proxy 11.00 a.m., 12 June
Extraordinary General Meeting 11.00 a.m., 14 June
CREST accounts credited with New Ordinary Shares 15 June
Despatch of share certificates for the New Ordinary Shares 22 June
First trading day of New Ordinary Shares 8.00 a.m., 15 June
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Daniel James Morrison
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Guillermo Francisco Peroni (Non-executive Director)

Registered Office 17 Hanover Square
London
W1S 1HU

Operations Office Avenida Santa Teresa 3020
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Paraguay

Investors Feltown Assets Inc.
Aquilino De La Guardia
No. 8 Street, Panama
Republic of Panama

Red Law Corporation Services Inc.
P.H. Proconse 2 Building
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London
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Asuncion
Paraguay
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DEFINITIONS

The following definitions apply throughout this document, and the Form of Proxy unless the context

requires otherwise:
“Act” or “Companies Act”

“Admission”

“AlM”

“AIM Rules”

“Business Days”

“Computershare”
“City Code”
“Company” or “CDS”
“Concert Party”

“CREST”

“CRESTCo”

“CREST member”

“CREST sponsored member”

“Directors” or “Board”

“Enlarged Share Capital”

“Existing Ordinary Shares”

“Extraordinary General Meeting”
or “EGM”

“Feltown”

“Form of Proxy”

the Companies Act 1985 (as amended);

the admission of the New Ordinary Shares to trading on AIM
becoming effective in accordance with the AIM Rules;

AIM, a market operated by the London Stock Exchange;

the rules of AIM as set out in the publication entitled “AlM
Rules for Companies” published by the London Stock Exchange
from time to time;

means a day (other than a Saturday or Sunday) when commercial
banks are open for ordinary banking business in London, United
Kingdom;

Computershare Investor Services PLC;
The City Code on Takeovers and Mergers;
CDS Oil & Gas Group PIc;

AZ Services Inc.

the computerised settlement system (as defined in the
Regulations) operated by CRESTCo which facilitates the
transfer of title to shares in uncertificated form;

CRESTCo Limited, the operator of CREST;

a person who has been admitted by CRESTCo as a system-
member (as defined in the Regulations);

a CREST member admitted to CREST as a sponsored member;

the directors of the Company, at the date of this document whose
names are set out on page 1 of this document together with, where
the context so requires, their families and persons connected with
them (within the meaning of section 346 of the Act);

the issued share capital of the Company as enlarged by the issue
of Subscription Shares pursuant to the Proposal,

the 407,758,277 Ordinary Shares in issue at the date of this
document;

the extraordinary general meeting of the Company to be held at
4th floor, 17 Hanover Square, London W1S 1HU at 11.00 a.m.
on 14 June, 2007 (or any adjournment thereof), notice of which
is set out at the end of this document, or any adjournment
thereof;

Feltown Assets Inc.;

the form of proxy accompanying this document for use by
Shareholders in connection with the EGM (or any adjournment
thereof);

Vi
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“FSMA”
“Group”
“Investors”
“Issue Price”

“Issued Share Capital”

“London Stock Exchange”

“New Options”

“New Ordinary Shares”

“New Warrants”

“Options”

“Ordinary Shares”

“Panel”

“Proposal”

“Proposal Resolutions”

“Record Date”

“Red Law”

“Regulations™

“Resolutions”

“Rule 9 Waiver”

“Securities Act”

“Share Consolidation”

“Shareholder”

“Subscription Agreement”

the Financial Services and Markets Act 2000 (as amended);
the Company and its subsidiaries and associated undertakings;
Feltown, Red Law and Werton;

£0.014 per Subscription Share;

all Ordinary Shares in issue from time to time;

London Stock Exchange plc;

the options to subscribe for 23,747,157 Ordinary Shares to be
granted to the Investors in the Proposal;

Ordinary Shares of £0.10 each in the capital of the Company;

the warrants to subscribe for 230,764,736 Ordinary Shares to be
issued to the Investors in the Proposal;

options granting a right to subscribe for Ordinary Shares;
ordinary shares of £0.01 each in the capital of the Company;
the Panel on Takeovers and Mergers;

the proposed issue to the Investors of the Subscription Shares, as
well as the grant of the New Options and the New Warrants and

the Rule 9 Waiver as detailed in this document;

resolution numbers 1, 2 and 3 to be proposed at the EGM and
set out in the notice of the EGM at the end of this document;

5 p.m. on the date of passing of resolution number 4 to be
proposed at the EGM and set out in the notice of the EGM at
the end of this document;

Red Law Corporation Services Inc.;

the Uncertificated Securities Regulations 2001 (SI 2001
No. 2001/3755);

the resolutions to be proposed at the EGM and set out in the
notice of the Extraordinary General Meeting at the end of
this document;

the proposed waiver of the obligations of the Investors pursuant
to Rule 9 of the City Code by the Panel as described in
this document;

the US Securities Act of 1933 (as amended);

the proposed consolidation to be effected by consolidating every
10 Ordinary Shares into 1 New Ordinary Share;

a holder of Existing Ordinary Shares and after the Share
Consolidation, a holder of New Ordinary Shares;

the conditional agreement between the Company and the
Investors relating to the Proposal;

Vil
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“Subscription Shares”

“Substantial Shareholders”

“UK” or “United Kingdom”

“UKLA” or “UK Listing Authority”

“uncertificated” or
“in uncertificated form”

“US” or “United States”

“US$” or “$” or “US Dollars”

“Warrants”
“Werton”

u£n

609,000,000 Ordinary Shares, to be issued to the Investors
pursuant to the Proposal;

RAB Special Situations (Master) Fund Limited, RAB Energy
Fund Limited, Fitel Nominees Limited, Westmount Energy
Limited, James Wade, Daniel Morrison and HSBC Global
Custody Nominee (UK) Limited;

the United Kingdom of Great Britain and Northern Ireland;
the Financial Services Authority acting in its capacity as
competent authority for the purposes of the Financial Services
and Markets Act 2000;

recorded on the relevant register or other record of the share or
other security concerned as being held in uncertificated form in
CREST, and title to which, by virtue of the Regulations, may be
transferred by means of CREST;

the United States of America, its territories and possessions, any
state of the United States of America and the District of
Columbia and all other areas subject to its jurisdiction;

US Dollars, the lawful currency for the time being of the
United States;

warrants granting a right to subscribe for Ordinary Shares;
Werton Finance S.A.; and

pounds sterling, the lawful currency for the time being of the
United Kingdom.

viii
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PART |
LETTER FROM THE CHAIRMAN OF THE COMPANY

CDS OIL & GAS GROUP PLC
(Registered in England and Wales No. 05061058)

Directors: Registered Office
John William Sharp Bentley (Non-executive Chairman) 17 Hanover Square
James Gordon Wade (Non-executive Director) London

Daniel James Morrison (Senior Vice-President and Executive Director) W1S 1HU

Jeremy Eng (Non-executive Director)
Keith Donald Irons (Non-Executive Director)
Guillermo Francisco Peroni (Non-executive Director)

21 May, 2007

To Shareholders and, for information only, to the holders of options, you are advised to read the whole of
this document and not just this letter.

Dear Shareholder,

PROPOSED SUBSCRIPTION OF UP TO 609,000,000 ORDINARY SHARES AT £0.014 PER
SUBSCRIPTION SHARE FOR AN AGGREGATE OF £8,526,0000, APPROVAL FOR WAIVER
OF RULE 9 OF THE CITY CODE, PROPOSED 1 FOR 10 CONSOLIDATION OF ORDINARY

SHARES AND NOTICE OF EXTRAORDINARY GENERAL MEETING

1. Introduction

On 18 May, 2007, the Company announced that it had entered into a conditional agreement with the
Investors, which would involve the Investors subscribing for up to 609,000,000 Ordinary Shares in the
Company, representing approximately 59.9 per cent. of the Enlarged Share Capital, subject to
Shareholder approval of the Proposal Resolutions. | am now writing to provide further details of the
proposed investment by the Investors and to seek Shareholders’ approval required to implement it.

Under the conditional agreement the Investors have agreed to subscribe for up to 609,000,000 Ordinary
Shares at a subscription price of £0.014 per share for an aggregate amount of £8,526,000. The Investors
will also be granted or issued by the Company, New Options and New Warrants, so that together with
the Subscription Shares, the Investors will hold approximately 59.9 per cent. of each class of equity
security of the Company. The New Options and the New Warrants will be issued on substantially the
same terms as the existing Options and Warrants granted or issued by the Company and will allow the
Investors to maintain their percentage interest in the share capital of the Company.

The Issue Price represents an approximate 4 per cent. premium to the average closing middle market
price of £0.0133 per Ordinary Share on the first business day of each of the last 6 months immediately
before the date of this document. The 609,000,000 Ordinary Shares will represent approximately
59.9 per cent. of the Issued Share Capital of the Company immediately subsequent to their issue.

As the percentage interest of the Investors in the Enlarged Share Capital will represent more than
30 per cent. of the Issued Share Capital at the date of Admission, under Rule 9 of the City Code, unless
a waiver is obtained from the Panel and approved by the Shareholders, the Investors would be obliged
to make a mandatory offer to all remaining Shareholders to acquire their Ordinary Shares in the
Company. The Proposal is therefore conditional on such waiver being obtained, as well as the Directors
obtaining appropriate shareholder authorities to issue the Subscription Shares and the New Warrants
and New Options, pursuant to the Proposal Resolutions, which are included in the notice of
Extraordinary General Meeting set out at the end of this document. The EGM has been convened at
4th floor, 17 Hanover Square, London W1S 1HU at 11.00 a.m. on 14 June, 2007.
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After the allotment of the Subscription Shares and the New Warrants and New Options, the Company
will consolidate its existing share capital on the basis of 1 (one) New Ordinary Share for every 10 (ten)
existing Ordinary Shares. Shareholders on the register of members of the Company at the close of
business on 14 June, 2007 shall receive 1 (one) New Ordinary Share for every 10 (ten) Existing Ordinary
Shares. The Share Consolidation is to become effective at 5.00 p.m. on the date of the EGM being on
14 June, 2007.

The Directors believe that the Share Consolidation will be beneficial to the Company as it may
facilitate trading in, increase liquidity and potentially reduce the volatility of, the New Ordinary Shares
on AIM.

No Shareholder shall be entitled to receive a fraction of a New Ordinary Share and where, as a result
of the Share Consolidation, any Shareholder is entitled to a fraction of a New Ordinary Share in
respect of their holding of Ordinary Shares at the Record Date (a “Fractional Shareholder”) such
fractions shall be aggregated with the fractions of New Ordinary Shares to which other Fractional
Shareholders of the Company may be entitled so as to form full New Ordinary Shares and shall
be sold.

Any Shareholder not holding a number of Ordinary Shares which is exactly divisible by 10 on the
Record Date will be entitled to receive the proceeds of this sale in respect of his fractional entitlement.
The Directors shall be authorised to sell New Ordinary Shares arising from fractional shareholdings
on behalf of the Fractional Shareholders in the market as soon as reasonably practicable following the
passing of resolution number 4 for the best price then reasonably available for such shares.

The proceeds of such sale (net of all costs and expenses) will then be distributed to the Fractional
Shareholders in proportion to the fractions of New Ordinary Shares held by each of them.

Any cash proceeds of less than £3 will not be distributed to Fractional Shareholders but will be retained
for the benefit of the Company. In view of the current share price, the Directors do not believe that the
due proportion of the proceeds of the sale of any fractional entitlements will amount to £3 and
consider it unlikely that any sums will be paid to the Shareholders concerned.

The purpose of this document is to set out the reasons for, and provide the details of, the Proposal and
the Share Consolidation and to convene an EGM at which the approval of the Shareholders will be
sought for the Proposal, a waiver (which the Panel has agreed to give (subject to such approval)) from
the obligation under Rule 9 of the City Code for the Investors to make a mandatory offer for the
Company in consequence of the Proposal and the Share Consolidation at the Extraordinary General
Meeting. This document also provides details of proposed Board changes.

Shareholders should note that following the implementation of the Proposal, the Company will no longer
be subject to the provisions of the City Code as the place of central management will be located outside
the United Kingdom and the Shareholders will no longer benefit from the protections of the City Code.
Further, Shareholders should note that, following the Proposals, in the event the Company was subject to
the City Code, as the Investors and the Concert Party will between them hold over 50 per cent. of the total
voting rights exercisable at general meetings of the Company, for as long as they continue to be treated in
concert, they may accordingly increase their aggregate interests in Shares without incurring any obligation
under Rule 9 to make a general offer to Shareholders, although individual members of the Investors and
the Concert Party will not be able to increase their percentage interest in shares through or between
Rule 9 thresholds without the consent of the Panel.

If circumstances change, including if changes to the Board are made, the Company will consult with the
Panel to ascertain whether this will affect the central place of management of the Company. The
Company will make an announcement in the event that the Company will be deemed to be subject to
the Code.

You will find set out at the end of this document, a notice of Extraordinary General Meeting which
has been convened at 4th floor, 17 Hanover Square, London W1S 1HU at 11.00 a.m. on 14 June, 2007
at which the Resolutions will be put to approve the Proposal, a waiver (which the Panel has agreed to
give (subject to such approval)) from the obligation under Rule 9 of the City Code for the Investors to
make a mandatory offer for the Company in consequence of the Proposal and the Share

2
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Consolidation. It is important that you complete, sign and return the Form of Proxy for use at the EGM
enclosed with this document whether or not you intend to attend the meeting.

The Directors consider that it is in the best interests of the Company and its Shareholders as a whole that
the Company be able to proceed with the Proposal and the Share Consolidation and unanimously
recommend that Shareholders vote in favour of the Resolutions to be proposed at the Extraordinary
General Meeting.

2. Background to the Company

The Company was formed to pursue the exploration and development potential for oil and gas in the
Chaco Basin located in Paraguay. A 98.1 per cent. owned subsidiary holds prospecting permits in
respect of three blocks of property within the Central Chaco High region of the Chaco Basin (the
“Project Area””). The Company’s objective since admission to AIM has been to create an integrated oil
and natural gas exploration, production and marketing company, initially focussed on the Project Area.
The first stage of the Company’s strategy is to attempt to confirm the presence of commercial
quantities of hydrocarbons in the Project Area by undertaking an exploration program involving the
initial drilling and testing of different play types recognised in the Paraguayan Chaco Basin.

The Company was admitted to trading on AIM on 27 September 2005, and on 17 May, 2007, the last
dealing date prior to the announcement of the Proposal, had a market capitalisation of approximately
£8,155,165, with 407,758,277 Ordinary Shares in issue.

For the 12 months to 31 December 2005, the Company reported operating loss of $816,000, loss before
tax of $784,000 and net assets of $9,957,000.

The consolidated financial statements of the Group are set out in Part 11 and Part 111 of this document.

3. Background to and reasons for the Proposal and Use of Proceeds

At the time of the Company’s admission to AIM in 2005 it raised equity funding of a total of £1.68
million, net of expenses. While this was originally considered adequate for the Company’s planned
activities, cost over-runs related to drilling the first well severely reduced the Company’s cash resource
and its ability to pursue its exploration programmes to the extent originally planned. In an effort to
ameliorate the position, the Company subsequently raised £800,000 through two convertible loans,
which were converted into Ordinary Shares in December 2006. In addition, a further equity placing
amounting to £1,817,500 was made in October 2006 and completed in April 2007.

These share issues provided the Company with enough funding to enable the Directors to consider
longer term solutions for the Company’s future.

Despite the significant challenges and setbacks which the Company has faced, the fundamental
investment proposition remains undiminished. CDS Energy, a 98.1 per cent. subsidiary of the
Company, holds prospecting rights over a very large area of the under-explored Chaco basin of
Paraguay which is due east of, and shares the same stratigraphy at shallower depth as, the oil and gas
producing areas in Bolivia. The two most interesting plays have yet to be drilled by CDS - the
Carboniferous oil on the Boqueron block and the deep Devonian gas on the Gabino Mendoza block.

The Company has, over recent months, been exploring further ways in which to address its long-term
funding arrangements. These have included discussions with a number of parties regarding the possible
raising of new equity and/or farming-out the licenses to industry partners. On 30 April 2007, the
Company announced that an option to farm in to the Boqueron licence had been agreed with Black
Rock Oil & Gas plc. However, it is probable that the Company would still require additional funding
to meet its joint venture and license obligations. In these circumstances, the Board has concluded that
Shareholders’ interests are best served by the Investors’ agreement to invest in the Company. If the
Proposal Resolutions are not passed, the Company will be obliged to seek alternative
funding arrangements.
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The Board considers that the Proposal will:

(i) stabilise the financial position of the Company;

(if) put the Company in a considerably stronger position to meet its existing obligations, including
deepening of the CDS-GM-05-5001 well to test the deeper Devonian gas zone; and

(iii) give the Company strategic and operational benefits in relation to further exploration and
development activities that it may wish to undertake.

The proceeds of the issue will significantly improve the Company’s financial position. The Directors
have concluded that the Proposal represents significantly the best opportunity available to the
Company, both because of the provision of current funding to meet the Group’s requirements and the
potential to expand the Company’s operations in the future. The Investors have indicated to the
Company that their intention is for the Group to become larger by acquiring additional oil and gas
interests, with a primary focus on Latin America and have also indicated to the Company that they are
in agreement with the recommendations of the Board as set out in this paragraph 3.

4.  Principal Terms of the Proposal and the Share Consolidation

The Company proposes to raise up to approximately £8,526,000 (£8,396,135 net of expenses) by the
allotment and issue of up to 609,000,000 Ordinary Shares at £0.014 per Ordinary Share pursuant to
the terms of the Proposal. The Company has entered into a Subscription Agreement with the Investors
pursuant to which the Investors have agreed to subscribe for the Subscription Shares.

Pursuant to the terms of the Proposal, the Investors will also be granted or issued by the Company
New Options and New Warrants, so that together with the Subscription Shares the Investors will hold
approximately 59.9 per cent. of each class of equity security of the Company. The New Options and
the New Warrants will be on substantially the same terms as the existing Options and Warrants granted
or issued by the Company and will allow the Investors to maintain their percentage interest in the share
capital of the Company.

For a period of one year from Admission, the Investors will also have the right to participate in any
financing in which the Company is the issuer of debt or equity securities, pro rata to their
proportional shareholdings.

The Issue Price represents an approximate 4 per cent. premium to the closing middle market price of
£0.0133 per Ordinary Share on the first business day of each of the last 6 months immediately before
the date of this document.

The Proposal is conditional, inter alia, upon:
(i) the passing of the Proposal Resolutions;

(i) the Subscription Agreement becoming unconditional and not having been terminated in
accordance with its terms; and

(iii) Admission of the Subscription Shares having become effective by not later than 8.00 a.m. on
15 June, 2007 or such later time and/or date as the Company and the Investors may agree (but, in
any event, not later than 8.00 a.m. on 31 August, 2007).

The Subscription Shares will be issued fully paid and will be identical to and rank pari passu in all
respects with the Existing Ordinary Shares and will rank in full for all dividends and other distributions
declared, made or paid on or after Admission in respect of the ordinary share capital of the Company.
If any of these conditions is not satisfied, the Subscription Shares will not be issued under
the Proposal.

Subsequent to the consummation of the Proposal, the Company will consolidate its existing share
capital on the basis of 1 (one) New Ordinary Share for every 10 (ten) existing Ordinary Shares.

Other than the change in nominal value, the New Ordinary Shares arising on implementation of the

Share Consolidation will have the same rights as the Existing Ordinary Shares, including voting,
dividend and other rights.

o
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The Share Consolidation is conditional upon permission being granted by the London Stock Exchange
for the New Ordinary Shares to be admitted to trading on AIM. Application for such admission will
be made to the London Stock Exchange so as to enable the New Ordinary Shares to be admitted to
trading on AIM as soon as is practicable and it is expected that Admission will become effective and
that dealings in the New Ordinary Shares will commence at 8.00 a.m. on 15 June, 2007. The share
register for Existing Ordinary Shares of £0.01 each will close at 5.00 p.m. on 14 June, 2007. It is
expected that the CREST accounts will be credited with the New Ordinary Shares on 15 June, 2007,
which shall be the first day of trading for the New Ordinary Shares.

If a Shareholder holds a share certificate in respect of an Existing Ordinary Share, the certificate will
no longer be valid from the time the proposed Share Consolidation becomes effective. If a Shareholder
holds 10 or more Existing Ordinary Shares at 5.00 p.m. on 14 June, 2007, such Shareholder shall be
sent a new share certificate evidencing the New Ordinary Shares that such Shareholder is entitled to
under the Share Consolidation. Such certificates are expected to be despatched no later than 22 June,
2007. Upon receipt of the new certificate, Shareholders should destroy any old certificates. Pending the
despatch of new certificates, transfers of certificated New Ordinary Shares will be certified against the
Company’s share register.

A full description of the Subscription Agreement and New Warrants and New Options are contained
in Part IV of this document.

5. Board Changes

In connection with the Proposal, Patrice Roman (proposed Chief Executive Officer), Evanan Romero
(non-executive director) and Takeo Hirata (non-executive director) will be appointed to the Board on
completion of the Proposal. The Directors welcome their experience and believe that they will make
useful contributions to the success of the Group in the future.

Patrice Roman, the sole shareholder of Red Law, one of the Investors, as described at paragraph 9
below, is a resident of 17 Chemin des Tulipiers, CH-1208, Geneva, Takeo Hirata is a resident of 1-18-
10 Takadanobaba Shinjuku, Tokyo, 169-0075 Japan and Evanan Romero is a resident of 13636
Deering Bay Drive, Coral Gables, Florida 33158, USA.

Patrice Roman (proposed Chief Executive Officer), a French citizen resident in Switzerland, holds
degrees in law and political science from the University of Lyon. Since 1992, he has acted as an
independent consultant with respect to numerous international customers in the energy, environment,
real estate and transportation sectors. Prior to that, he was employed with Marcotrade SA, Geneva, a
company with a turnover of more than US$1 billion, as the chief operating officer. A number of the
transactions he has been associated with involved crude oil and refined products. In addition, he has
been involved with the purchase and sale of an independent oil distribution company in Belgium.

Takeo Hirata graduated from the Yokahama National University with a bachelor’s degree in business
administration in 1982. Since then, he has held numerous posts, including as First Secretary of the
Japanese Embassy in Brazil, Director of International Petroleum Affairs, Agency of Natural
Resources and Energy, Director of Petroleum Exploration and Production, Agency of Natural
Resources and Energy and as Director of Petroleum and Natural Gas Division, Agency of Natural
Resources and Energy.

Evanan Romero graduated in petroleum engineering from Zulia State University (Venezuela) and from
the University of Tulsa and initially worked in Venezuelan subsidiaries of the major oil companies
including Shell Oil and ARCO. He obtained an engineer’s degree in engineering management and, in
1979, became a board member of the Venezuelan Institute for Petroleum Research and later was an
executive vice president and chief operating officer of an affiliate of Petroleos de Venezuela, S.A. From
1996 to 1998 he was Vice Minister of Energy and Mines in the government of Venezuela and was
appointed as managing director of Petroleos de Venezuela, S.A in May 1998. He retired in 1999 and
has been giving lectures or acting as speaker in numerous energy seminars and international forums in
North and South America. From 2004 to 2006, he worked as an outside consultant for the Ministry of
Energy and Mines of Guatemala and is still associated to the development planning of an heavy oil
field in North America.

o
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James Wade will be appointed as Senior Vice President. Keith Irons has decided to step down from the
Board on completion of the Proposal. The Board wishes to thank him for his contribution to the
Group since he joined. Patrice Roman will assume the role of Chief Executive Officer.

6. Irrevocable Undertakings

The following shareholders have irrevocably agreed to vote in favour of the Resolutions in respect of
the Ordinary Shares they control:

Approximate

percentage

of Ordinary

Shareholder Shareholding Shares
Westmount Energy Limited 37,622,687 9.23
John Bentley 1,200,000 0.29
Keith Irons @ 2,450,000 0.6
Jeremy Eng 800,000 0.2
Daniel Morrison @ 52,300,100 12.83
James Wade @ 54,800,100 13.44
RAB Special Situations (Master) Fund Limited 40,816,000 10.01
RAB Energy Fund Limited 34,252,000 8.40

o 150,000 of these shares are held by Southington Associates, of which Keith Irons is a partner.

@ BBHISL Nominees Limited holds 43,000,100 shares on behalf of The Meerkat Trust of which Daniel Morrison is the
beneficiary and also holds 5,000,000 shares on behalf of The Arasunu Trust of which members of Daniel Morrison’s
family are the beneficiaries.

@ BBHISL Nominees Limited holds 45,500,100 shares on behalf of Kensington Capital Trust of which James Wade is the
beneficiary and also holds 2,200,000 shares on behalf of The IRAL Investment Trust of which members of James Wade’s
family are the beneficiaries.

Further details of the irrevocable undertakings are contained in Part IV of this document.

7. Rule 9 of the City Code

The City Code on Takeovers and Mergers is issued and administered on behalf of the Panel on
Takeovers and Mergers. The City Code is designed principally to ensure fair and equal treatment of all
shareholders in relation to takeovers. The City Code also provides an orderly framework within which
takeovers are conducted. CDS Oil & Gas Group plc is a company to which the City Code applies and
the Shareholders are entitled to the protections afforded by the City Code.

Rule 9 of the City Code provides that, inter alia, when any person acquires an interest in shares which
(taken together with shares in which persons acting in concert with him are interested) carry
30 per cent. or more of the voting rights of a company, he must make an offer to the holders of any
class of equity share capital and any other class of voting non-equity share capital.

8.  Consequences of Rule 9

As a result of the Proposal, the Investors’ percentage interest in the Company will be more than
30 per cent. of the Issued Share Capital of the Company on the date of Admission. In this
circumstance, the Investors would be obliged, in the absence of the consent of the Panel and approval
of the Shareholders, to make an offer for the Existing Ordinary Shares, in accordance with Rule 9 of
the City Code. This offer would need to be in cash and at the highest price paid in the last twelve
months prior to the announcement of the Placing.

The Investors’ subscription for the Subscription Shares is conditional on the Investors not being
obliged to make an offer under Rule 9. The Board has accordingly consulted the Panel which has
agreed, subject to the approval of the Shareholders, voting on a poll, to waive the obligation that would
otherwise arise under Rule 9 for the Investors to make a general offer for the Existing Ordinary Shares.

o
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The Concert Party, which is acting in concert with the Investors, subscribed for 8,000,000 Ordinary
Shares, in the subscription that occurred on 5 October 2006. This subscription by the Concert Party
represents approximately 1.96 per cent. of the pre Proposal Issued Share Capital of the Company and
approximately 0.79 per cent. of the post Proposal Issued Share Capital of the Company. Accordingly,
the Concert Party is disenfranchised from exercising its voting rights in relation to the Resolutions as
it is a person acting in concert with the Investors.

Immediately on completion of the Proposal, the Investors together will hold approximately 59.9 per
cent. of the Issued Share Capital of the Company. The New Warrants and New Options are exercisable
to increase the Investors’ aggregate holding of Ordinary Shares above 59.9 per cent. If the Investors
exercise all the New Options and the New Warrants, but no other Options or Warrants are exercised
and the Investors neither buy nor sell any interests in Ordinary Shares, the Investors would then hold
an interest in 67.93 per cent. of the Issued Share Capital of the Company. The New Options and the
New Warrants are designed to allow the Investors to maintain their percentage interests in the
Company; if all the Options and Warrants are also exercised (and assuming that the Investors neither
buy nor sell any interests in Ordinary Shares), the percentage of the Issued Share Capital of the
Company held by the Investors would remain at approximately 59.9 per cent.

Immediately on completion of the Proposal, the Investors and the Concert Party together will hold
approximately 60.69 per cent. of the Issued Share Capital of the Company.

Shareholders should note that following the implementation of the Proposal, the Company will no longer
be subject to the provisions of the City Code as the place of central management will be located outside
the United Kingdom and the Shareholders will no longer benefit from the protections of the City Code.
Further, Shareholders should note that, following the Proposals, in the event the Company was subject to
the City Code, as the Investors and the Concert Party will between them hold over 50 per cent. of the total
voting rights exercisable at general meetings of the Company, for as long as they continue to be treated in
concert, they may accordingly increase their aggregate interests in Shares without incurring any obligation
under Rule 9 to make a general offer to Shareholders, although individual members of the Investors and
the Concert Party will not be able to increase their percentage interest in shares through or between Rule
9 thresholds without the consent of the Panel.

Save as more specifically referred to in this paragraph 8, none of the Investors nor any person acting
in concert with the Investors, have dealt for value during the period of 12 months preceding the date
of this document, nor intends, prior to 14 June, 2007, being the date of the EGM, to deal for value, in
relevant securities of the Company.

9. Background on the Investors

Feltown, Red Law and Werton are acting in concert, together as the Investors. The proportions of the
shareholding in the Enlarged Share Capital of each Investor will be approximately: Red Law will hold
8.6 per cent. (being 87,571,428 Ordinary Shares), Feltown will also have 32.3 per cent. (being
328,571,429 Ordinary Shares) and Werton will have 19 per cent. (being 192,857,143 Ordinary Shares).
The Investors have been involved together in relation to various oil and gas ventures in the past.

Red Law is wholly owned by Patrice Roman (proposed Chief Executive Officer). Patrice Roman’s
details are provided at paragraph 5 above.

Feltown is wholly owned by Jean-Gabriel Antoni. Jean-Gabriel Antoni is a private investor. Jean-
Gabriel Antoni is a French citizen living in Geneva and is one of the original founders of the Cliveden
Group. He has extensive international experience in the banking, trading and energy sectors and
started his career in the travel industry in Paris in 1965. He joined Banque Arabe et Internationale
d’Investissement in Paris. Throughout the 1980s, Jean-Gabriel Antoni held a variety of senior
managerial positions for several trading and energy companies including Petroship, Tradinaft and the
Cukurova Group. Since 1990, he has been the Financial Director of the Cliveden Group.

Werton is wholly owned by Christo Christidis. Christo Christidis is a private investor and is a Greek
citizen, resident in Switzerland. He is licensed in Economics and Financial Administration and
graduated from Paris University in 1974. Since 1993 he has been actively involved in the management
of the Cliveden Group as well as that of Sahara Seismic, a company specialized in seismic activities,

7
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mainly in Africa. During 1979 to 1985 he was “Directeur-Adjoint” of the Banque Arabe et
Internationale d’Investissement in Paris in charge of the department for West and East European
business development, Euroloans, International Trade Finance (oil and oil products) and Shipping
Finance. From 1985 to 1991 he was a Director of SASEA, Geneva and was responsible for the setting
up and management of international commercial and trading activities and industrial investments and
from 1991 to 1993 he was responsible for Minerva Services S.A. Geneva, a company active in barter
deals and shipping operations and developed investments in Georgia in banking, oil and industry fields
as well as trading of oil products.

Patrice Roman, Jean-Gabriel Antoni, and Christo Christidis are all residents of Geneva, Switzerland
and have been business associates together for several years and have experience investing in the oil and
gas industry. The funds to be utilised by the Investors for the subscription of the Subscription Shares
shall consist partly of borrowings from private financial institutions by the Investors and partly
through the issue of ordinary shares by the Investors to their respective shareholders.

The Investors do not intend that the payment of interest on, repayment of or security for any liabilities
will depend to any significant extent on the business of the Company.

Itis the intention of the Investors that the continued employment rights of the employees of the Group
will be fully safeguarded and the Investor has no plans to make any of the employees redundant.

10. Extraordinary General Meeting

You will find set out at the end of this document a notice convening the Extraordinary General
Meeting to be held at 4th floor, 17 Hanover Square, London W1S 1HU at 11.00 a.m. on 14 June, 2007,
for the purpose of considering, and, if thought fit, passing:

(i) an ordinary resolution to:

(a) approve an increase in the authorised share capital of the Company from £5,000,000 to
£15,000,000 by the creation of an additional 1,000,000,000 Ordinary Shares, representing an
increase of 200 per cent. over the current authorised share capital of the Company. The
principal reason for this increase is to enable the Directors to issue the Subscription Shares; and

(b) authorise the Directors under section 80 of the Act to allot unissued Ordinary Share capital
up to an aggregate nominal value of £10,000,000. If passed, this authority will expire on the
earlier of 15 months after the passing of this resolution and the conclusion of the annual
general meeting of the Company in 2008 and will give the Directors authority to allot
1,000,000,000 Ordinary Shares. After the allotment of 609,000,000 Ordinary Shares
pursuant to the Proposal, the Directors would have unutilised authority under section 80 of
the Act to allot 391,000,000 Ordinary Shares.

(ii) a special resolution, subject to the ordinary resolution above being passed, to disapply the
provisions of section 89 of the Act (statutory pre-emption provisions) to empower the Directors
to allot equity securities in respect of (a) the Proposal, (b) for cash (other than pursuant to (a)) in
respect of the issue of Ordinary Shares up to an aggregate nominal value of £8,526,000, being
approximately 59.9 per cent. of the Enlarged Ordinary Share Capital. If given, this authority will
expire at the same time as the authority referred to in paragraph (i) above expires.

(iii) an ordinary resolution to approve the waiver by the Panel of any requirement under Rule 9 of the
City Code which would otherwise arise as a result of the issue and allotment of the Subscription
Shares to the Investors under the Proposal for the Investors to make a general offer for the
Existing Ordinary Shares.

(iv) an ordinary resolution pursuant to the Companies Act (as amended):
(a) toapprove the consolidation of every 10 existing Ordinary Shares of £0.01 each in the capital
of the Company into 1 New Ordinary Share of £0.10 in the capital of the Company and that

paragraph 6 of the Memorandum of Association of the Company be amended to read “The
Company’s share capital is £15,000,000 divided into 150,000,000 Ordinary Shares of £0.10

8
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each”, provided always that, where such share consolidation results in any Shareholder being
entitled to a fraction of a New Ordinary Share, such fraction shall, so far as possible, be
aggregated with the fractions of New Ordinary Shares to which other Fractional
Shareholders may be entitled to form full New Ordinary Shares; and

(b) to authorise the Directors to sell (or appoint any other person to sell), on behalf of the
Fractional Shareholders, all the aggregated shares at the best price reasonably obtainable to
such person or persons as the Directors may, in their absolute discretion, determine and to
distribute the proceeds of such sale (net of expenses) in due proportion among the
Fractional Shareholders entitled thereto.

Other than in relation to the Proposal, the Directors have no present intention of issuing any Ordinary
Shares.

11. Action to be Taken

Shareholders will find enclosed with this document a Form of Proxy for use in connection with the
Extraordinary General Meeting.

Shareholders, whether or not they propose to attend the Extraordinary General Meeting in person, are
requested to complete, sign and return the Form of Proxy, in accordance with the instructions printed
thereon, so as to be received by the Company’s registrars, Computershare Investor Services PLC,
The Pavilions, Bridgwater Road, Bristol, BS13 8FB as soon as possible and, in any event, by not later
than 11.00 a.m. on 12 June, 2007. Completion and return of the Form of Proxy will not preclude
Shareholders from attending and voting at the Extraordinary General Meeting in person if they wish
to do so.

12. Recommendations

The Directors, who have been so advised by Insinger, consider that the Proposal and the Resolutions
are fair and reasonable. In providing advice to the Directors, Insinger has taken into account the
Directors’ commercial assessments.

The Directors consider that it is in the best interests of the Company and its Shareholders as a whole
that the Company be able to proceed with the Proposals without the Investors incurring any obligation
under Rule 9 of the City Code.

The Directors unanimously recommend that Shareholders vote in favour of the Resolutions, as they intend
to do in respect of their own beneficial holdings of Existing Ordinary Shares, representing in aggregate
approximately 27.36 per cent. of the issued share capital of the Company at the date of this document.

Yours faithfully

John Bentley
Chairman
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PART 11

CONSOLIDATED FINANCIAL STATEMENTS FOR THE YEAR ENDED 2004 AND 2005

The consolidated financial information on the Company for the years ended 31 December 2004 and
2005 is set out below without material adjustment from the Independent Auditor’s Report of BDO
Stoy Hayward LLP dated 29 June 2006 which was contained in the Company’s Report and Financial
Statements for year ended 31 December 2005 date 29 June 2006:

Chairman’s statement

The year under review was notable for two significant events, the admission of the company to the
Alternative Investment Market (AIM) of the London Stock Exchange, on 27 September, and the
drilling of the company’s first well.

Prior to becoming a public company, CDS Oil & Gas Group plc (“CDS” and “the company”) raised a
net amount of £2.4 million through a placing of ordinary shares in March 2005. It had been the
intention to list the company during the second quarter of 2005 but the prevailing market conditions
resulted in a deferment until September when a net amount of £1.6 million was raised through a
placing and a further £0.5 million was raised through the exercise of warrants, principally from RAB
Capital plc. RAB remains the largest shareholder with a holding of 24.49 per cent., whilst the two
founders of the group, James Wade and Daniel Morrison, currently control 22.8 per cent. and 22.9 per
cent. respectively.

In March 2005 CDS Energy SA, the company’s Paraguayan subsidiary, executed a contract on a
drilling rig from Nabors Drilling International Ltd in Bolivia in order to secure its availability such that
the drilling of the obligation well on the Gabino Mendoza block could be commenced as soon as
financing became available. Notice to mobilise the rig from Bolivia was issued on 23 September and the
well was spudded on 24 November. The objective of the well was the Devonian sand sequence believed
to be oil bearing from approximately 723 metres down to the planned depth of 1,600 metres. The target
sands were encountered at the prognosed depths and minor oil shows were found but the reservoir was
too tight to flow under normal conditions and did not therefore warrant testing. Subsequent analysis
of the well logs, drill cuttings and sidewall cores does however give further encouragement that the
deeper Devonian section between 1,800 metres and 3,240 metres which had already been identified
from seismic, petrophysical analysis and geological interpretation is prospective for gas. Upon reaching
target depth on 23 December, the well was cased to 1,635 metres and suspended so that it may be re-
entered and deepened in order to test the deeper gas potential.

Regrettably mobilisation and demobilisation of the rig was severely hampered, in the company’s view,
by unnecessary delays and lack of cooperation on the part of the contractor which has resulted in
significant cost over-runs. CDS Energy submitted a claim to Nabors amounting to $1,617,000 and
Nabors has subsequently made a counter claim amounting to $768,000. The matter has now been
referred to arbitration in London in accordance with the terms of the drilling contract and the board
is confident of a successful outcome to the process.

The loss for the year under review was $784,000 (2004: $777,000) which was entirely made up of
administrative expenses less interest. Cash outflow before financing amounted to $8,200,000 (2004:
$1,698,000) of which $180,000 was spent on tangible assets and $5,560,000 was expenditure on oil and
gas assets, principally the drilling of the Gabino Mendoza well. At year end the cash balance was
$826,000 (2004: $338,000).

Since the year end the company has raised £800,000 through two convertible loans: £500,000 from
Westmount Energy Ltd, an independent energy investment company quoted on AIM, and £300,000
from GMG Trust Ltd, a Geneva based fund management group.

Despite the significant challenges and setbacks which the company has faced in its first few months as
a public company, the fundamental investment proposition remains undiminished. CDS holds 7.22

million acres (29,209 sg.km) in the under-explored Chaco basin of Northwest Paraguay which is due
East and shares the same stratigraphy at shallower depth as the oil and gas producing areas in Bolivia.
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Although the first well was disappointing, the two most interesting plays have yet to be drilled: the deep
Devonian gas on the Gabino Mendoza block and the shallow Emilia oil type prospects on the
Boqueron block. A new independent review of the prospective resources is currently being undertaken
and will be made available during the third quarter.

It is the company’s intention to raise financing for the continuation of the exploration programme
through a further equity placing and through bringing in joint venture partners on the different
licences. Professional advisers have been mandated to assist with both of these endeavours.

Finally, I would like to thank my fellow board members, executive directors and the dedicated staff in
Asuncion for all their hard work and loyalty to the company. Ed McMaster has decided not to offer
himself for re-election as a director at the AGM and | would particularly like to extend the board’s
thanks to him for his contribution over the past three years.

JWS Bentley
Chairman

29 June 2006
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Report of the directors for the year ended 31 December 2005

The directors present their report together with the audited financial statements for the year ended
31 December 2005.

Results and dividends

The profit and loss account which is set out on page 10 shows a loss for the year. The directors do not
recommend the payment of a final ordinary dividend for the period (2004: $Nil).

Principal activities, trading review and future developments

The principal activities of the Group are oil and gas exploration. The Group has its registered office in
London and has oil and gas interests in Paraguay. The subsidiary undertakings principally affecting the
profits or net assets of the Group are listed in Note 9 to the accounts.

During March 2005, the company raised approximately £2.5 million (before expenses) through a
placing of ordinary share capital. The company increased its shareholding in CDS Energy SA (“CDS
Energy”), its Paraguayan subsidiary, from 95.1 per cent. to 98.1 per cent. by 31 December 2005, and is
in the process of acquiring the remaining minority interest.

On 27 September 2005 the company was admitted to the AIM of the London Stock Exchange raising
approximately £2.4 million (before expenses) through a placing of ordinary share capital. In addition,
in September 2005, certain shareholders exercised warrants for the issue of ordinary share capital
raising approximately £0.5 million.

The company has been using these monies to further develop its oil and gas interests in Paraguay. The
Group subsidiary company, CDS Energy SA, holds contractual rights in respect of three blocks of
property covering 2.9 million hectares in the Chaco region of Paraguay which include:

The Gabino Mendoza block, covering an area of 40,000 hectares, over which CDS Energy has
exploitation rights with a 100 per cent. working interest and a 96.5 per cent. gross revenue interest;

The PG & E block which is a prospecting area covering 491,077 hectares in which CDS Energy
has a 100 per cent. working interest and a 99.4 per cent. gross revenue interest;

The Boqueron block, covering a total area of 2,389,850 hectares in which CDS Energy has
prospecting rights and also has exploration rights over a 120,000 hectare portion thereof, and
both have 100 per cent. working and gross revenue interests.

The company’s long term objective is to create an integrated oil and natural gas exploration,
production and marketing company, and will consider acquisition and joint venture opportunities on
its properties and others within Paraguay and elsewhere.

CDS Energy has drilled its first well on the Gabino Mendoza block and, subject to the availability of
further funding and/or joint venture participation will seek to develop these properties further during
the coming year. Despite delays, which were outside of the Group’s control, drilling of the first well
commenced on 24 November 2005 and reached its planned depth by 23 December 2005. The technical
information derived from this well confirmed the presence of liquid hydrocarbons (although not able
to flow unassisted at this level) and has improved the level of confidence of the gas potential at greater
depths, meriting, in the company’s view, a deepening of the well. Further technical analysis is currently
being undertaken by Collarini Associates of Houston, Texas to determine the value of the company’s
properties. The work conducted thus far has fulfilled the licence obligations for the Gabino Mendoza
Block. However, cost over-runs, estimated at approximately $1.4 million, have been incurred, due
principally to delays in equipment mobilisation and de-mobilisation. The company is pursuing its
interests in Paraguay, and is in discussions to finance its obligations through a farm-out arrangement
and/or, raising additional finance.
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The directors of the company during the year and their beneficial interests in the year were as follows:

J W S Bentley (appointed 7 September 2005)
J Eng (appointed 17 January 2005)

K D lrons

E A McMaster
D J Morrison
G F Peroni

J G Wade

E A McMaster

J W S Bentley

JEng

K D Irons

E A McMaster

D J Morrison

G F Peroni

J G Wade

Date of grant

7 September 2005

17 January 2005

6 April 2005

17 February 2004

6 April 2005

17 February 2004

6 April 2005

6 April 2005

4 October 2004

6 April 2005

6 April 2005

Warrants
Final Exercise
exercise date price
13 December US$0.1
2006

Share options

Exercise
Exercise period price
7 September 2005 to £0.10

6 September 2010

17 January 2005 to  US$0.10
16 January 2010

6 April 2005 to £0.10
5 April 2010

17 February 2004 to ~ US$0.10
16 February 2009

6 April 2005 to £0.10
5 April 2010

17 February 2004 to ~ US$0.10
16 February 2009

6 April 2005 to £0.10
5 April 2010

6 April 2005 to £0.10
5 April 2010

4 October 2004 to US$0.10
3 October 2009

6 April 2005 to £0.10
5 April 2010
6 April 2005 to £0.10
5 April 2010
13

Ordinary shares of 1p each
31 December 1 January
2005 2005

1,250,000 1,100,000
200,000 200,000
48,300,100 51,500,000

48,000,100 51,500,000

Number
31 December 1 January
2005 2005
50,000 50,000

Number of shares
31 December 1 January
2005 2005

1,000,000 -

250,000 -

750,000 -

250,000 250,000

750,000 -

250,000 250,000

750,000 -

5,500,000 -

250,000 250,000

750,000 -

5,500,000 -
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Substantial shareholders

Excluding the directors’ holdings above, the following parties had interests of greater than 3 per cent.
of the issued share capital of the company at 23 June 2006:

Credit Suisse Client Nominees (UK) Limited 51,500,000 24.49%
Fund Profit Investment (Nominees) Limited 10,000,000 4.75%
Fitel Nominees Limited 7,000,000 3.33%

Post balance sheet events

On 13 June 2006, the Group announced that its Paraguayan subsidiary, CDS Energy SA, is in the
process of applying for arbitration in respect of a dispute with its drilling contractor, Nabors
International Limited, whereby CDS Energy SA is claiming approximately $1,617,000 and Nabors is
counter-claiming approximately $768,000 (see Note 21).

During January and May 2006 the company raised additional funds of about £800,000 through the
issue of convertible loans (see Note 22).

Policy and practice on the payment of creditors

It is the company’s normal practice to settle the terms of payment when agreeing the terms of the
transaction, to ensure that suppliers are aware of those terms, and to abide by them. Trade creditors at
the period end amount to 64 days (2004: 26) of average supplies for the period.

Financial instruments

Details of the use of financial instruments by the company and its subsidiary undertakings are
contained in note 20 of the financial statements.

Directors’ responsibilities

The directors are responsible for preparing the annual report and financial statements in accordance
with applicable law and United Kingdom Generally Accepted Accounting Practice.

Company law requires the directors to prepare financial statements for each financial year which give
a true and fair view of the state of affairs of the company and group and of the profit or loss of the
group for that period. In preparing those financial statements, the directors are required to:

select suitable accounting policies and then apply them consistently;
make judgements and estimates that are reasonable and prudent;

state whether applicable accounting standards have been followed, subject to any material
departures disclosed and explained in the financial statements; and

prepare the financial statements on the going concern basis unless it is inappropriate to presume
that the group will continue in business.

The directors are responsible for keeping proper accounting records which disclose with reasonable
accuracy at any time the financial position of the company and the group to enable them to ensure that
the financial statements comply with the Companies Act 1985. They are also responsible for
safeguarding the assets of the group and hence for taking reasonable steps for the prevention and
detection of fraud and other irregularities.

Financial statements are published on the Group’s website in accordance with legislation in the United
Kingdom governing the preparation and dissemination of financial statements, which may vary from
legislation in other jurisdictions. The maintenance and integrity of the Group’s website is the
responsibility of the directors. The directors’ responsibility also extends to the ongoing integrity of the
financial statements contained therein.
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Political and charitable donations.
No political and charitable donations were made during the year (2004: $Nil).

Auditors

BDO Stoy Hayward LLP has expressed their willingness to continue in office and a resolution to
re-appoint them will be proposed at the annual general meeting.

On behalf of the Board

J G Wade
Director

29 June 2006
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Independent Auditor’s Report to the Shareholders of CDS Oil & Gas Group Plc

We have audited the group and parent company financial statements (the “financial statements”) of
CDS Qil & Gas Group Plc for the year ended 31 December 2005 which comprise the Group Profit and
Loss Account, the Group and Company Balance Sheets, the Group Cash Flow Statement, the Group
Statement of Total Recognised Gains and Losses and the related notes. These financial statements have
been prepared under the accounting policies set out therein.

Respective responsibilities of directors and auditors

The directors’ responsibilities for preparing the financial statements in accordance with applicable law
and United Kingdom Accounting Standards (United Kingdom Generally Accepted Accounting
Practice) are set out in the Statement of Directors’ Responsibilities.

Our responsibility is to audit the financial statements in accordance with relevant legal and regulatory
requirements and International Standards on Auditing (UK and Ireland).

We report to you our opinion as to whether the financial statements give a true and fair view and have
been properly prepared in accordance with the Companies Act 1985. We also report to you if, in our
opinion, the Directors’ Report is not consistent with those financial statements, if the company has not
kept proper accounting records, if we have not received all the information and explanations we require
for our audit, or if information specified by law regarding directors’ remuneration and other
transactions is not disclosed.

We read other information contained in the Annual Report and consider whether it is consistent with
the audited financial statements. The other information comprises only the Directors’ Report, and the
Chairman’s Statement. We consider the implications for our report if we become aware of any apparent
misstatements or material inconsistencies with the financial statements. Our responsibilities do not
extend to any other information.

Our report has been prepared pursuant to the requirements of the Companies Act 1985 and for no
other purpose. No person is entitled to rely on this report unless such a person is a person entitled to
rely upon this report by virtue of and for the purpose of the Companies Act 1985 or has been expressly
authorised to do so by our prior written consent. Save as above, we do not accept responsibility for this
report to any other person or for any other purpose and we hereby expressly disclaim any and all
such liability.

Basis of audit opinion

We conducted our audit in accordance with International Standards on Auditing (UK and Ireland)
issued by the Auditing Practices Board. An audit includes examination, on a test basis, of evidence
relevant to the amounts and disclosures in the financial statements. It also includes an assessment of
the significant estimates and judgments made by the directors in the preparation of the financial
statements, and of whether the accounting policies are appropriate to the company's and group’s
circumstances, consistently applied and adequately disclosed.

We planned and performed our audit so as to obtain all the information and explanations which we
considered necessary in order to provide us with sufficient evidence to give reasonable assurance that
the financial statements are free from material misstatement, whether caused by fraud or other
irregularity or error. In forming our opinion we also evaluated the overall adequacy of the presentation
of information in the financial statements.

Opinion
In our opinion:
the group financial statements give a true and fair view, in accordance with United Kingdom

Generally Accepted Accounting Practice, of the state of the group’s affairs as at 31 December
2005 and of its loss for the year then ended;
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the parent company financial statements give a true and fair view, in accordance with United
Kingdom Generally Accepted Accounting Practice, of the state of the parent company's affairs
as at 31 December 2005; and

the financial statements have been properly prepared in accordance with the Companies Act 1985.

Emphasis of matter — going concern

In forming our opinion, which is not qualified we have considered the adequacy of the disclosures
made in note 24 to the financial statements concerning the Group’s need to raise further funds in order
to continue in operational existence. These conditions indicate the existence of a material uncertainty
which may cast significant uncertainty over the Group’s ability to continue as a going concern. The
financial statements do not include any adjustments that would result if the Group was unable to
continue as a going concern.

BDO Stoy Hayward LLP
Chartered Accountants and Registered Auditors
London

29 June 2006
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Consolidated profit and loss account for the year ended 31 December 2005

Note
Administrative expenses
Operating loss 2
Interest receivable
Loss on ordinary activities before and after taxation 5
Loss per ordinary share (cents)
Basic 6
Diluted 6

2005 2004
$:000 $:000
(816) (777)
(816) (777)
32 -
(784) (777)
(0.4) (0.6)
(0.4) (0.6)

All amounts in these financial statements are denominated in US Dollars. All amounts relate to

continuing activities.

The notes on pages 28 to 40 form part of these financial statements.

Consolidated statement of total recognised gains and losses and reconciliation of movements in

shareholders’ funds for the year ended 31 December 2005

Note
Statement of total recognised gains and losses
Loss for the year
Exchange differences 15
Total recognised losses for the year
Reconciliation of movements in shareholders’ funds
Loss for the year
Other recognised gains and losses in the year 15
New share capital subscribed 14, 15
Share premium 14, 15
Profit and loss reserve movement 15
Other capital reserve movement 15
Other reserves movement 15
Opening shareholders’ funds 15
Closing shareholders’ funds 15

The notes on pages 29 to 40 form part of these financial statements.
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2005 2004
$000 $°000
(784) (777)
56 2
(728) (775)
(784) (777)
56 2
1,150 899
7,607 978
- (39)

- 35
(29) 188
1,947 657
9,947 1,947
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Consolidated balance sheet at 31 December 2005

2005 2005 2004 2004
Note $000 $000 $000 $000
Fixed assets
Intangible assets 7 8,602 1,662
Tangible assets 8 321 142
8,923 1,804
Current assets
Debtors 11 86 92
Inventory 12 1,743 -
Cash at bank and in hand 826 388
2,655 430
Creditors: amounts falling due within one year 13 (1,621) (265)
Net current assets 1,034 165
Total assets less current liabilities 9,957 1,969
Capital and reserves
Called up share capital 14, 15 3,822 2,672
Share premium 15 8,794 1,187
Profit and loss account 15 (1,700) (972)
Other capital reserve 15 126 126
Other reserves 15 (1,095) (1,066)
Shareholders’ funds — equity 9,947 1,947
Minority interest 10 22
Net assets 9,957 1,969
The financial statements were approved by the Board on 29 June 2006 and authorised for issue on
29 June 2006
J G Wade Director K D Irons
Director Director

The notes on pages 29 to 40 form part of these financial statements.
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Company balance sheet at 31 December 2005

Note
Fixed assets
Investments 9
Current assets
Debtors
— due within one year 11
— due after more than one year 11
Cash

Current liabilities
Creditors 13

Net current assets
Total assets less current liabilities

Capital and reserves

Called up share capital 14
Share premium 15
Profit and loss account 15
Other capital reserve 15

Shareholders’ funds — equity

2005 2004
$000 $000
2,270 2,209

22 -
9,590 1,650
86 -
9,698 1,650
(138) -
9,560 1,650

11,830 3,859
3,822 2,672
8,794 1,187

(912) (126)
126 126
11,830 3,859

The financial statements were approved by the Board on 29 June 2006 and authorised for issue on

29 June 2006

J G Wade Director K D lrons
Director Director

The notes on pages 29 to 40 form part of these financial statements.

Consolidated cash flow statement for the year ended 31 December 2005

2005 2005
Note $000 $000
Net cash outflow from operating activities 16 (2,492)
Returns on investments and
servicing of finance
Interest received 32
Capital expenditure and financial; investment
Purchase of tangible fixed assets (180)
Purchase of intangible fixed asset (5,560)
(5,740)
Cash outflow before financing (8,200)
Financing
Issues of ordinary shares for cash (net of issue costs) 7,718
Exercise of warrants 970
Increase in cash 17 488

The notes on pages 29 to 40 form part of these financial statements.
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2004
$000

(69)
(1,077)

2004
$000

(552)

(1,146)
(1,698)

1,930
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Notes forming part of the financial statements for the year ended 31 December 2005

1

Accounting policies

Accounting convention

The accounts have been prepared under the historical cost convention and in accordance with
applicable UK accounting standards and the Statement of Recommended Practice (“SORP”)
“Accounting for Oil and Gas Exploration, Development, Production and Decommissioning
Activities” issued by the Oil Industry Accounting Committee. The accounts, including disclosures,
have been prepared in accordance with the provisions of the SORP currently in effect.

Changes in accounting policies

The Group has adopted FRS 21: Events after the balance sheet date, FRS 22: Earnings per share,
the presentation component of FRS 25: Financial instruments: Disclosure and presentation and
FRS 28: Corresponding amounts in financial statements. The adoption of these standards
however, did not necessitate this year’s or the comparative year’s figures to be restated.

The following principal accounting policies have been applied:

Basis of consolidation

The consolidated financial statements incorporate the financial statements of CDS Oil & Gas
Group Plc and all its subsidiary undertakings throughout the year ended 31 December 2005. The
results of subsidiaries are included from the date of acquisition, using the merger method of
accounting or the acquisition method of accounting as appropriate. Where the acquisition
method of accounting has been used, the results of subsidiary undertakings are included from the
date of acquisition.

Merger accounting

Where merger accounting is used, the investment is recorded in the company’s balance sheet at the
nominal value of the shares issued together with the fair value of any additional
consideration paid.

In the group financial statements, merged subsidiary undertakings are treated as if they had
always been a member of the group. The results of such a subsidiary are included for the whole
period in the year it joins the group. The corresponding figures for the previous year include its
results for that period, the assets and liabilities at the previous balance sheet date and the shares
issued by the company as consideration as if they had always been in issue. Any difference
between the nominal value of the shares acquired by the company and those issued by the
company to acquire them is taken to Other Reserves.

Investments

Investments held as fixed assets are stated at cost less any provision for impairment in value. In
relation to acquisitions, where advantage can be taken of the merger relief rules, shares issued as
consideration for acquisitions are accounted for at nominal value.

Oil and gas projects

The Group has adopted the full cost accounting policy for expenditure on oil and gas projects.
Under this method all expenditure in connection with the acquisition, exploration, appraisal and
development of oil and gas assets, including direct overheads are capitalised and accumulated in
full cost pools on a geographic basis. Currently the Group has only non-production oil and gas
projects.

Non-production oil and gas projects

Expenditure in this category of oil and gas projects has been included on the balance sheet under
intangible assets. Expenditure incurred on non-production assets is transferred to tangible assets
once a decision has been made as to the commercial development of a field or property. Costs are
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accumulated in cost pools and are then written off either on withdrawal from a project or to the
extent that they are not supported by underlying oil and gas reserves.

Impairment policy

An impairment test is carried out by the directors if events or changes in circumstances indicate
that the net book amount of expenditure within each cost pool, less any provisions for
decommissioning costs and deferred production or revenue-related taxes, may not be recoverable
from the anticipated future net revenue from the oil and gas reserves attributable to the group’s
interest in that pool. To the extent that the carrying amount exceeds the recoverable amount, that
is the higher of net realisable value and value in use, the fixed asset will be written down to its
recoverable amount. The value in use is determined from estimated discounted future net cash
flows. Such tests are carried out on a pool-by-pool basis.

Joint arrangements

The group has several joint arrangements. In accordance with Financial Reporting Standard 9
“Associates and Joint Ventures” (FRS9), these are considered to be “Joint Arrangements not an
entity”. Accordingly, the group accounts for its own assets, liabilities and cash flows in accordance
with the terms in the agreements.

Decommissioning costs

Provisions for decommissioning costs are recognised in full at the commencement of oil and gas
production, or when the assets are first acquired, if later. The amount recognised is the present
value of the estimated future expenditure. A corresponding tangible fixed asset is also created at
an amount equal to the provision. This is subsequently amortised as part of the capital costs of
the production facilities. Any change in the present value of the estimated expenditure is reflected
as an adjustment to the fixed asset.

Depreciation

Depreciation is provided at rates calculated to write off the cost less residual value of each
tangible asset over its expected useful life as follows:

Fixtures and fittings - 25 per cent. straight line
Motor vehicles - 25 per cent. straight line
Computer equipment - 25 per cent. straight line

Deferred taxation

Deferred tax balances are recognised in respect of all timing differences that have originated but
not reversed by the balance sheet date except that the recognition of deferred tax assets is limited
to the extent that the company anticipates making sufficient taxable profits in the future to absorb
the reversal of the underlying timing differences. Deferred tax balances are not discounted.

Share based employee remuneration

When shares and share options are awarded to employees a charge is made to the profit and loss
account based on the difference between the market value of the company’s shares as at the date
of grant and the option exercise price in accordance with UITF Abstract 17 (Revised 2004)
“Employee Share Schemes”.

Share based payments for non employee services

Where share based payments are made to non employees in respect of services, a charge is made
to the profit and loss account, or share premium account, in respect of the fair value of the
services received, in accordance with FRS 4 “Capital instruments”.

Operating leases
Amounts payable under operating leases are charged on a straight line basis over the lease term.

22

o



209435 Geneva pp2l-pp32 21/5/07 14:49 Page 23 $

Foreign currencies

Transactions in foreign currencies are translated at the exchange rate ruling at the date of
transaction. Monetary assets and liabilities in foreign currencies are translated at the rates of
exchange ruling at the balance sheet date. Any differences are taken to the profit and loss account.
Results of overseas subsidiaries are translated using the average rate and their balance sheets at
the year end rate. The exchange differences arising from the retranslation of the opening net assets
and results of foreign subsidiaries are taken directly to reserves. Where exchange differences result
from the translation of foreign currency borrowings raised to acquire foreign assets (including
equity investments), they are taken to reserves and offset against the differences arising from the
translation of those assets. All other exchange differences are dealt with through the profit and
loss account.

Inventory

Inventory, which consists of tools and equipment for exploration and development, spare parts,
and various consumables, are valued at the lower of cost and net realisable value.

Financial instruments
In relation to the disclosures made in note 20:

short term debtors and creditors are not treated for disclosure purposes as financial assets or
financial liabilities except for the currency disclosures; and

the group does not hold or issue derivative financial instruments for trading purposes.

2 Operating loss

2005 2004
$°000 $°000
This is stated after charging/(crediting):
Auditor’s remuneration
— Audit 83 61
— Other 3 -

In addition, $91,507 was charged against the share premium account in respect of Reporting
Accountant fees paid to BDO Stoy Hayward LLP on the AIM flotation of the Company.

Fees of $8,000 paid in respect of the Paraguayan subsidiary, CDS Energy SA, have
been capitalised.

Currently, the Group’s sole business segment is oil and gas exploration in Paraguay.

3 Employees
2005 2004
$°000 $°000
Staff costs (excluding directors) consist of:
Wages and salaries 232 58
Social security costs 2 2
234 60

All staff costs have been capitalised within intangible assets.

The average number of employees, including directors, during the year was 17 (2004 — 10).
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4 Directors

2005 2004
$'000 $'000
Directors’ remuneration consists of:
Fees and emoluments for management services
(including amounts paid to third parties) 413 232

No directors received contributions to their defined contribution pension schemes in the year
(2004 — Nil).

The amounts set out above include remuneration of $133,308 in respect of each of the 2 highest
paid directors.

The services of J G Wade as President and Chief Executive Officer of the company are provided
through a contract with Kintyre Corporation. The agreement became effective from
27 September 2005 and Kintyre is entitled to fees of £114,000 per annum for these services of
which approximately £11,000 remains unpaid.

The services of D Morrison as Vice President and a Director of the company are provided
through a contract with Tridanel SA. The agreement became effective from 27 September 2005
and Tridanel is entitled to fees of £114,000 per annum for these services of which approximately
£11,000 remains unpaid.

The Non-executive Chairman is entitled to fees of £30,000 per annum, and the other Non
executive Directors are entitled to fees of £1,000 per annum each from date of appointment. In
addition, the other Non-executive Directors are entitled to fees for their professional services at
determined rates in accordance with their respective consultancy agreements.

5  Taxation on loss from ordinary activities
(a) Factors affecting taxation

The tax for the period is different from the standard rate of corporation tax in the UK
(30 per cent.). The differences are explained below:

2005 2004
$°000 $°000
Loss on ordinary activities before tax 784 777
Loss on ordinary activities at the standard rate of corporation tax
in the UK of 30 per cent. (2004 — 30 per cent.) 235 233
Effects of:
Expenses not deductible for tax purposes 3) (31)
Losses carried forward (232) (202)

Current tax for period - -

(b) Factors that may affect future tax charges

The UK group has trading losses of approximately $1,558,000 that are available indefinitely
for offset against future taxable profits. Deferred tax assets have not been recognised in
respect of these allowances as they may not be used to offset taxable profits for some time.
The approximate undiscounted value of this unrecognised deferred tax asset for the group
is $460,000.
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In addition the company’s Paraguayan subsidiary has tax losses of approximately $22,000
that can be carried forward up to 2006. The approximate value of this unrecognised tax asset
to the group is $2,000.

6  Loss per share

Basic and diluted loss per share has been calculated on the basis of losses after taxation of
$784,000 (2004 — $777,000) and 177,655,969 Ip ordinary shares (2004 — 123,046,000 Ip ordinary
shares), being the weighted average number of shares in issue during the year to
31 December 2005.

The effect of all potential ordinary shares is anti-dilutive.

7 Intangible assets

Intangible assets represent the cost of investment in oil and gas projects where it is too early to
make a decision regarding the existence or otherwise of commercial reserves.

2005 2004
Group $'000 $'000
Cost
At 1 January 1,662 538
Additions 6,940 1,124
At 31 December 8,602 1,662
The company had no intangible fixed assets.
8  Tangible assets
Fixtures, and Motor  Computer
Fittings Vehicles Equipment Total
Group $'000 $'000 $'000 $'000
Cost or valuation
At 1 January 2005 25 133 6 164
Additions 63 113 11 187
At 31 December 2005 88 246 17 351
Depreciation
At 1 January 2005 5 16 1 22
Charge for the period (1) 6 3 8
At 31 December 2005 4 22 4 30
Net book value
At 31 December 2005 84 224 13 321
At 31 December 2004 20 117 5 142
9 Fixed asset investments
Group
undertakings
Company $'000
Cost and net book value
As at 31 December 2004 2,209
Addition 61
As at 31 December 2005 2,270
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10

11

12

13

The following were subsidiary undertakings at the end of each period and have been included in
the consolidated financial information:

Voting rights

and country Proportion

of of ordinary
incorporation share Nature of
Name or registration capital held business
CDS Oil & Gas Limited United Kingdom 100 per cent. Holding company
C.D.S. Energy S.A. Paraguay 98.1 per cent. Oil and gas

exploration

During the year the company acquired 3 per cent. of CDS Energy SA in a share for share
exchange, increasing its direct holding to 11.5 per cent. with 86.6 per cent. held indirectly through
CDS Oil & Gas Limited

Loss for the financial year

The company has taken advantage of the exemption allowed under section 230 of the Companies
Act 1985 and has not presented its own profit and loss account in these financial statements. The
group loss for the period includes a loss after tax of $786,000 (2004: $Nil) which is dealt with in
the financial statements of the parent company.

Debtors
Group Group  Company  Company
2005 2004 2005 2004
$'000 $'000 $'000 $'000
Other debtors (falling due within one year) 86 92 22 -
Amounts owed by group undertakings
(falling due after more than one year) - - 9,590 1,650
Inventory
Group Group  Company  Company
2005 2004 2005 2004
$'000 $'000 $'000 $'000
Inventory of tools and equipment, spare parts
and various consumables 1.743 - - -
Creditors: amounts falling due within one year
Group Group  Company  Company
2005 2004 2005 2004
$°000 $°000 $°000 $°000
Trade creditors 1,463 208 - -
Other creditors and accruals 138 57 138 -
Taxation and Social Security 20 - - -
1,621 265 138 -
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14 Share capital

Authorised
Number $°000
Ordinary shares of 1p each (Approximately 1.9c each) 500,000,000 9,447
Allotted, called up and fully paid
Ordinary shares of 1p each
Share Share
Number of capital premium
Date Purpose shares Issue Price $000 $000
1 January 2005 In issue 147,100,200 2,672 1,187
28 February to
11 April 2005 Private placing 25,415,000 £0.10 463 4,073
6 April 2005 Payment for services 150,000 £0.10 3 25
1 January 2005 to Acquisition of
25 April 2005 CDS Energy SA share 3,400,000 £0.01 61 -
10 May 2005 Payment for services 155,000 £0.10 3 25
21 September 2005  Exercise of warrants 9,300,000 $0.10 169 760
27 September 2005 Placing 24,250,000 £0.10 441 3,972
2 November 2005 Exercise of warrants 400,000 $0.10 7 33
2 November 2005 Payment for services 150,000 £0.10 3 25
1 January 2005 to Issue expenses
31 December 2005 during the year (1,306)
31 December 2005 In issue 210,320,200 3,822 8,794

The company was incorporated on 2 March 2004 with issued share capital of 2 ordinary shares
of Ip each.

On 31 March 2004, the company issued 112,000,198 shares and exchanged them on a one-for-one
basis to acquire the entire share capital of CDS Oil & Gas Limited.

Between 1 April 2004 and 31 December 2004, the company issued 24,550,000 shares for a total
consideration of $1,555,000. The company also issued 850,000 as consideration for the
acquisition of motor vehicles with a value of $85,000. In addition, and 100,000 shares and 50,000
warrants were issued in payment of invoices for services received with a total value of $10,000.

On 1 September 2004, the company made an open offer of a one-for-one exchange of shares in
the company to all remaining holders of bearer shares in C.D.S. Energy S.A. At the time the offer
was made there were 15,200,000 outstanding bearer shares in C.D.S. Energy S.A. and by
31 December 2004 9,600,000 shares had been submitted in exchange for shares in the company.
The total number of issued shares in the company at 31 December 2004 was 147,100,200.
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14 Share capital (Continued)

Warrants

At 31 December 2005 the following 66,370,251 warrants were outstanding in respect of
ordinary shares:

Final exercise date Exercise price 31 December 2005 31 December
2004
Granted/
Outstanding Transferred (Exercised)

31 December 2005 US$0.10 - (22,300,000) (9,700,000) 32,000,000
30 June 2006 US$0.10 2,700,000 2,700,000 - -
6 November 2006 £0.12 1,091,400 - 1,091,400 -
8 November 2006 US$0.15 275,000 - - 275,000
18 Nlovember 2006 US$0.15 (1,000,000) - 1,000,000
22 November 2006 US$0.15 (1,000,000) - 1,000,000
13 December 2006 US$0.15 50,000 - - 50,000
26 December 2006 US$0.15 - (1,000,000) - 1,000,000
28 February 2007 £0.12 25,415,000 - 25,415,000 -
31 March 2007 US$0.10 22,600,000 22,600,000 - -
31 March 2007 £0.12 13,190,000 — 13,190,000 -
21 September 2010 £0.12 1,048,851 — 1,048,851 -

Share options

At 31 December 2005 the following 17,125,000 options were outstanding in respect of
ordinary shares:

Date of Number of Exercise Exercise

Option holder grant shares period price

Directors 17 February 2004 500,000 17 February 2004 to $0.10
16 February 2009

Directors 4 October 2004 250,000 4 October 2004 to $0.10
3 October 2009

Directors 17 January 2005 250,000 17 January 2005 to $0.10
16 January 2010

Directors 6 April 2005 14,000,000 6 April 2005 to £0.10
5 April 2010

Directors 7 September 2005 1,000,000 7 September 2005 to £0.10
6 September 2010

Consultants 17 February 2004 750,000 17 February 2004 to $0.10
16 February 2009

Staff 26 October 2005 375,000 26 October 2005 to £0.10
25 October 2010

No options were exercised during the year.
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Capital and reserves

Other Profit
Share Share capital Other and loss
Capital premium reserve reserves account Total
Group $'000 $'000 $'000 $'000 $'000 $'000
At 1 January 2004 1,773 209 91 (1,256) (160) 657
Issued shares 899 978 - - 1,877 -
Loss for year - - - - (777) 777)
Exchange differences
recognised in year - - - 2 - 2
Retranslation of share
capital and share premium - - 35 - (35) -
Other reserves - - - 188 - 188
At 31 December 2004 2,672 1,187 126 (1,066) (972) 1,947
Issued shares 1,150 7,607 - - - 8,757
Loss for the year - - - - (784) (784)
Exchange differences
recognised in the year - - - (29) - (29)
Other reserves - - - (29) - (29)
At 31 December 2005 3,822 8,794 126 (1,095) (1,700) 9,947
Other Profit
Share Share capital Other and loss
Capital premium reserve reserves account Total
Group $'000 $'000 $'000 $'000 $'000 $'000
At 2 March 2004 - - - - - -
Issued shares 2,672 1,187 - - - 3,859
Loss for year - - - - - -
Retranslation of share
capital and share premium - - 126 - (126) -
At 31 December 2004 2,672 1,187 126 - (126) 3,859
Issued shares 1,150 7,607 - - - 8,757
Loss for the year - - - - (786) (786)
At 31 December 2005 3,822 8,794 126 - (912) 11,830
Reconciliation of operating loss to net cash outflow from operating activities
2005 2004
$'000 $'000
Operating loss (816) (777)
Shares based payments for professional services received 27 10
Decrease/(Increase) in debtors 8 (33)
(Increase in inventory) (1,743) -
Increase in creditors 32 248
Net cash outflow from operating activities (2,492) (552)
Reconciliation of net cash outflow to movement in net funds
2005 2004
$'000 $'000
Increase in cash in the year 488 232
Exchange differences - 2
Movements in net funds in the year 488 234
Net funds at beginning of year 338 104
Net funds at end of year (note 18) 826 338
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Analysis of net funds

At1l At 31

January December

2005 Cash flow 2005

$'000 $'000 $'000

Cash in hand and at bank 338 488 826
Net funds 338 488 826

Significant non-cash transactions

3,400,000 ordinary shares were issued to CDS Energy SA shareholders in exchange for shares
representing 3 per cent. of CDS Energy SA.

150,000 ordinary shares were issued to Southington Associates (a company in which director K
D Irons has an interest) as consideration for services rendered with a total value of
£15,000 ($27,000).

155,000 ordinary shares were issued to N McLoughlin as consideration for services rendered in
respect of shareholder introduction fees, with a total value of £15,500 ($28,000).

150,000 ordinary shares were issued to Bayside Associates following the exercise of warrants
which were provided as consideration for services rendered in respect of shareholder introduction
fees with a total value of £15,000 ($27,000).

Financial Instruments

The group’s financial instruments during each period comprised a mixture of cash at bank, and
various items such as debtors and creditors that arise directly from its operation. The group does
not hold any derivative financial instruments and does not trade in financial instruments. The
group has bank accounts denominated in British pounds, US dollars and Paraguayan guarani.
The main future risks arising from the group’s financial instruments are currency and liquidity
risks. The Group has taken advantage of the exemption in FRS 13 *“Derivatives and other
financial instruments™ in respect of disclosure for short-term debtors and creditors and
consequently those items are not included in the relevant analysis within the following notes, other
than the currency risk disclosures.

Currency risk

The Group has no formal policy in respect of foreign exchange risk; however, it does review its
currency exposures on an ad hoc basis. Currency exposures relating to monetary assets held by
foreign operations are included within the Group profit and loss account. The main functional
currency of the group is US dollars. The following analysis of net monetary assets and liabilities
shows the group’s currency exposures. Exposures comprise the monetary assets and liabilities of
the group that are not denominated in the functional currency of operations.

Net foreign currency monetary asset/(liability)
2005 2004
$000 $000

GBP PYG GBP PYG

Material functional currency of group operations 367 9 15 27)
Liquidity risk

The Group holds short-term deposits as a liquid resource to fund the projects of the Group. The
Group’s strategy for managing cash is to maximise interest income whilst ensuring its availability
to match the profile of the Group’s expenditure. As regards liquidity, the group’s objective

throughout each period has been to ensure continuity of funding. Operations to date have
primarily been financed through the issue of share capital.
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Financial Instruments (Continued)

Fair values of financial instruments

There is no material difference between the book value and fair value of financial assets
and liabilities.

Contingencies

The Group’s Paraguayan subsidiary, CDS Energy SA (“SA”) is currently involved in a dispute
over additional costs, caused by delays, with its drilling contractor, Nabors Drilling International
Limited (“Nabors”). SA contends that an unreasonable amount of time was taken to move the
drilling rig to site and that the rig was neither in a good state of repair nor working order, on
arrival, to enable the commencement and completion of drilling operations as planned.
Furthermore, despite having paid Nabors $50,000 fee and a $300,000 prepayment, Nabors were
completely uncooperative in the SA's endeavours to mitigate any further delays & costs and SA
hired third parties to carry out the demobilisation, which ultimately extended into March 2006, at
an additional cost of about $280,000. These delays caused significant cost over-runs and damages
of approximately $1,617,000 which SA claimed from Nabors on 15 May, 2006.

Nabors Corporate Services Inc., on behalf of Nabors, in their 1 June, 2006 letter, refuted SAS claims
and counter claimed approximately $768,000 (primarily under the “force majeure” clauses of the
contract) plus interest, citing that SA failed, for example “...to provide adequate access to the drilling
site; ...to provide a sound location for drilling operations;...to timely provide transportation for
mobilisation and demobilisation; and...to pay undisputed amounts when due and owing”.

In the circumstances, as notified to Nabors on 7 June, 2006, SA decided to go to arbitration, in
accordance with the provisions of the drilling contract, under the rules of the International
Chamber of Commerce.

The Group has made no provision for the recovery of the $1,617,000 (which, under the Group’s
accounting policy, would reduce the balance sheet carrying value of its investment in oil & gas
projects described as intangible assets) nor has it provided for the potential liability of $768,000
which, if Nabors claim was successful, would be added to the balance sheet cost of investment in
oil & gas projects.

Post balance sheet events

During January 2006, the company raised £0.5 million ($880,000) through a convertible loan,
repayable by 29 December 2006, but the holder has the option, at any time, to convert the loan
into ordinary share capital of up to 5,000,000 shares at £0.10 per share. The holder has also been
issued with warrants, in exchange for an interest waiver, to subscribe for a further number of
ordinary shares at £0.10 per share. If the rights are not exercised, then the loan and interest
convert into ordinary shares at the repayment date, at an average market price. The company
intends to use these monies to further develop its oil and gas interests in Paraguay.

During May 2006, the company raised £0.3 million ($560,000) through a convertible loan,
repayable by 31 December 2006, but the holder has the option, at any time, to convert the loan
into ordinary share capital of up to 3,000,000 shares at £0.10 per share. The holder has also been
issued with warrants, in exchange for an interest waiver, to subscribe for a further number of
ordinary shares at £0.10 per share. If the rights are not exercised, then the loan and interest
convert into ordinary shares at £0.06 per share at the repayment date. The company intends to use
these monies to further develop its oil and gas interests in Paraguay.

Related party transactions

The Group has taken advantage of the exemption conferred by Financial Reporting Standard 8
“Related party disclosures” not to disclose transactions with other members of the Group on the
grounds that at least 90 per cent. of the voting rights of subsidiaries are controlled within the
Group and all subsidiaries are included in this Company’s consolidated financial statements.
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Related party transactions (Continued)

At 31 December 2005, the Group had advanced $16,000 (2004 - $34,000) to J G Wade and $2,000
(2004 - $8,000), to D Morrison. These amounts are an advance against travelling expenses and
will be recovered against out of pocket travelling expenses incurred by J G Wade and D Morrison.

During the year ended 31 December 2005 the Group paid $80,000 fees and expenses to Peroni
Sosa Tellechea Burt & Narvaja, a company in which director G F Peroni has an interest, for legal
services, at normal professional rates.

Going concern

The Group currently has insufficient funds available to meet its expenditure projections.
Accordingly the Group needs to raise further funds to continue in operational existence.

Based on indications received from potential investors and interest expressed by other oil and gas
companies in the possibility of joint venturing with the Group in its oil and gas properties, the
directors are confident that sufficient funds will become available to the Group.

These conditions indicate the existence of a material uncertainty which may cast significant doubt
about the Group’s ability to continue as a going concern.
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PART 111

INTERIM RESULTS FOR THE SIX MONTH ENDED 30 JUNE 2006

Set out below is the full text of the Report for the six months ended 30 June 2006, which was
announced on 21 September 2006:

Chairman’s review

CDS Oil & Gas Group plc was admitted to trading on AIM on 17 September. This report therefore
covers the six-month period from 1 January to 30 June 2006. CDS’s activities are focused on exploring
several potential oil and gas plays in the Chaco Basin in western Paraguay.

The loss for the six months under review was $519,000 (2005: $469,000) which was entirely made up of
administrative expenses less interest. Cash outflow before financing amounted to $1,821,000, (2004:
$3,312,000) of which $1,461,000 (2005: $2,700,000) was capital expenditure, principally the drilling of
the Gabino Mendoza well. At end of June the cash balance was $453,000 (2005: $1,514,000).

Under the terms of the joint-venture agreement on the Gabino Mendoza block CDS had an obligation
to drill a well before the end of 2005. The well reached a planned depth of 1,635 meters and was cased
and suspended for testing or deepening at a later date. The initial objective of the well was a potential
oil-bearing zone between 705 metres and 1,600 metres. Analysis to date by CDS of the technical
information derived from the well, confirms that hydrocarbons were found within several zones,
although reservoir qualities are lower than required to be able to flow oil unassisted. CDS believes that
the results from this well have improved the level of confidence of the gas potential at depth on the
Gabino Mendoza Block and merits a deepening of the well.

The drilling of this well fulfilled the Company’s work obligation on the Gabino Mendoza Block
although CDS has stated that at a later date it intends to continue to drill the well to 3,250 metres to
test for gas.

However, cost over runs, estimated at approximately $1.4 million, were incurred, due principally to
problems with the contractor. CDS Energy has submitted a claim to Nabors Drilling International
(“Nabors”) for the extra costs involved, amounting to $1,617,000, and Nabors has made a counter
claim. The matter has now been referred to arbitration in London.

CDS Energy still has some residual debts arising from the cost over-runs on the drilling of the
Independencia 3 well on the Gabino Mendoza block. Apart from the disputed claim of $768,000 from
Nabors, which was reported to shareholders in the annual report dated 29 June 2006, CDS Energy has
liabilities amounting to about $892,000 to contractors who provided services for the drilling of the
Independencia 3 well, and other creditors. The Directors intend to advance sufficient funds to clear
these debts as soon as new funds are available.

At the time of the Company’s admission to AIM it raised equity funding of a total of £1.68 million,
net of expenses. While this was originally considered adequate for the Company’s planned activities,
the cost over-runs referred to previously have severely reduced the Company’s cash resources. In an
effort to ameliorate the position, the Company raised £800,000 through two convertible loans: £500,000
from Westmount Energy Ltd, an independent energy investment company quoted on AIM, and
£300,000 from GMG Trust Ltd, a Geneva based fund management group. Full details of these
arrangements were contained in announcements published on 19 January 2006 and 15 May 2006
respectively.

Despite the significant challenges and setbacks which the Company has faced in its first year as a listed
company, the fundamental investment proposition remains undiminished. CDS holds prospecting
rights over a very large area of the under-explored Chaco basin of Northwest Paraguay which is due
east of, and shares the same stratigraphy at shallower depth as, the oil and gas producing areas in
Bolivia. The two most interesting plays have yet to be drilled by CDS - the Carboniferous oil on the
Boqueron block and the deep Devonian gas on the Gabino Mendoza block.
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CDS Energy will continue to select exploration lots in the Boqueron Block amounting to a total of
800,000 hectares prior to May 2007, as required by the terms of the Concession. This new exploration
area is extensive and contains the primary area of interest to CDS and its best ranked leads in the
Block.

Rather than follow the strategy of drilling further wells with 100 per cent. working interest, as stated
in the AIM Admission document, it is now the intention to bring in joint venture partners on the
different licences to provide majority funding and to spread the risk for CDS shareholders. Professional
advisers have been retained to assist with these endeavours and the Company has had initial discussions
with several parties, but these are at an early stage and no definitive agreements have yet been reached.
Nor can any guarantee be given that such discussions will have a positive outcome.

A study of the Independencia gas prospect and the Emilia oil prospect has been undertaken by
Collarini Associates of Houston, Texas, to update the extent of each target and its potential
productivity. The draft results of this review indicate in the case of Independencia the expected
resource potential in the immediate area of the Independencia #1 well is estimated at 216 BCF in place
or 140 BCF recoverable.

Although several prospects exist in the Boqueron Concession only the Emilia was studied by Collarini
who have concluded that the reservoir is potentially more productive than originally thought. However,
due to the lack of data at this stage they can only map a restricted area and accordingly the prospective
resources at Emilia are estimated at 27.0 MMBDbI in place or 6.4 MMBDI recoverable.

It is especially difficult to quantify resource potential in frontier plays of this type. The initial Scott
Pickford report, which focused on the broader potential of the basin, based its analysis at the Emilia
prospect from two seismic lines and the data from an earlier well.

Collarini’s results using the same basic data and a more rigorous engineering-based and industry
standard approach have derived a risked resource with a potentially more productive reservoir over a
smaller area. For example, at Emilia, the Scott Pickford report indicated 12 MBO per acre of mean
recoverable reserves while the Collarini report indicates 18 MBO per acre of mean recoverable for the
same reservoir, greatly improving the possible recoverable oil in place.

The Collarini methodology is accepted internationally to be more accurate in modelling the reservoir
capability and gives validity to the productive qualities of the reservoir both at Emilia for oil and at
Independencia for gas. But, it also indicates that more work needs to be done for CDS to be able to
understand more fully the lateral extent or trap for each case.

This report will be completed during the next month and will be made available to shareholders as soon
as practicable. A resource update will be announced at that time in accordance with the “Guidance
note for mining, oil and gas companies™ issued by the London Stock Exchange plc in March 2006.

Steven L Veal, a consultant to the company, has reviewed the summary set out above of the draft
results of the Collarini Associates study. Steven is a professional petroleum geologist and is a qualified
person with more than 26 years experience in the petroleum and natural gas industries and is a member,
and former Vice President and Treasurer, of the American Association of Petroleum Geologists and a
Fellow of the Royal Geological Society, London.

On 25 July 2006, due to the uncertainty over CDS’s financial position, trading in the Company shares
was suspended, but has been restored today following the issue of these interim statements. The
Company is currently in the process of raising further funds through an equity placing, to continue the
exploration programme and to provide working capital. In this placing investors are being offered a
unit consisting of one share and one warrant to subscribe for a further share (a “Unit”) for 1.25 pence
per Unit. The warrant is exercisable at a price of 3 pence over a period of two years. CDS has
commitments for approximately two-thirds of the minimum of £1.2 million that needs to be raised and
the Board is confident of raising the remainder from other investors who are showing interest. On the
other hand, if the funding is unsuccessful, then it is unlikely that CDS would be able to meet its
financial obligations as and when they fall due and may therefore be unable to trade unless alternative
financing arrangements can be negotiated in the short term. Whilst the Board have been actively
pursuing alternative funding arrangements, there is no certainty as to the outcome of these
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negotiations nor is there any guarantee that such funding could be obtained on terms equivalent to the
current fundraising.

There is no doubt that CDS is at a turning point. The Company still has an excellent acreage in the
Chaco Basin in Paraguay which has a proven hydrocarbon system in which a number of prospective
exploration leads have been identified. Paraguay itself is now beginning to attract the interest of some
of the larger oil companies. CDS has already received a number of approaches from other companies
interested in its assets. As said earlier, these are all at an early stage and shareholders will be advised as
soon as practicable of any discussions which move beyond that stage.

Finally, I would like to thank my fellow board members, executive directors and the dedicated staff in
Asuncion for all their hard work and loyalty to the company. Ed McMaster, a resident of Canada,
decided not to offer himself for re-election as a director at the AGM. James Wade (65), the current
Chief Executive, has agreed to relinquish his executive responsibilities on completion of the current
funding, although he will continue as a non-executive director of the parent company only. Dan
Morrison, the chief executive of CDS Energy SA, will continue in his role and serve as Chief Operating
Officer of CDS. The Board will review the question of other management changes following
completion of the current funding.

JWS Bentley
Chairman

Note:

BCF = Billion Cubic Feet of gas
MMbbl = Million barrels of oil
Mbbl = thousand barrels of oil

See the following unaudited accounts for the period 1 January to 30 June 2006.
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Interim Unaudited Accounts for the Six Months ended 30 June 2006

CONSOLIDATED PROFIT AND LOSS ACCOUNT

Half year ended Year ended
30 June 30 June 31 December
2006 2005 2005
(Unaudited) (Unaudited) (Audited)
$000 $000 $000
Administrative expenses (530) (469) (816)
Operating loss (530) (469) (816)
Interest receivable 11 - 32
Loss on ordinary activities before
and after taxation (519) (469) (784)
All amounts relate to continuing activities.
Loss per ordinary share (cents) (Note 3)
Basic (0.3) (0.3 (0.4)
Diluted (0.3 (0.3) 0.4)

CONSOLIDATED STATEMENT OF RECOGNISED GAINS AND LOSSES

Loss for the period (519) (469) (784)

Exchange differences (31) 56

Total recognised losses for the period (550) (469) (728)
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CONSOLIDATED BALANCE SHEET

30 June 30 June 31 December
2006 2005 2005
(Unaudited) (Unaudited) (Audited)
$000 $000 $000
Fixed Assets
Intangible assets 10,356 2,724 8,602
Tangible assets 240 1,780 321
10,596 4,504 8,9232
Current Assets
Debtors 96 225 86
Inventory 1,751 - 1,743
Cash at bank and in hand 453 1,514 826
2,300 1,739 2,655
Creditors: Amounts falling due within one year
Convertible debt Other (1,478) - -
Other (2,011) (255) (1,621)
Net Current (Liabilities)/Assets (1,189) 1,484 1,034
Total Assets less Current Liabilities 9,407 5,988 9,957
Capital and Reserves
Called up share capital 3,822 3,218 3,822
Share premium 8,794 5,193 8,794
Profit and loss account deficit (2,250) (1,315) (1,700)
Capital reserve 126 - 126
Other reserve (1,095) (1,117) (1,095)
Shareholders’ funds — equity 9,397 5,979 9,947
Minority interest 10 9 10
9407 5,988 9,957

37



209435 Geneva pp33-pp39 21/5/07 14:53 Page 38 $

CONSOLIDATED CASH FLOW STATEMENT

Net cash flow from operating activities

Returns on investments and servicing of finance
Interest received

Capital expenditure and financial investment
Sale/(purchase) of tangible fixed assets
Expenditure on oil and gas assets

Cash outflow before financing

Financing

Issues of ordinary shares for cash
Exercise of warrants

Convertible loans

(Decrease)/increase in cash

38

Half year ended

Year ended

30 June 30 June 31 December
2006 2005 2005
(Unaudited) (Unaudited) (Audited)
$000 $000 $000
(371) (612) (2,492)

11 - 32

81 (1,638) (180)
(1,542) (1,062) (5,560)
(1,821) (3,312) (8,200)
- 4,488 7,718

- - 970

1,448

(373) 1,176 488
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Note 1 — Currency
All amounts in the unaudited accounts are denominated in US Dollars.

Note 2 — Basis of preparation

The interim accounts have been prepared in accordance with applicable accounting standards and
under the historic cost convention.

The interim financial information has been prepared on the basis of the accounting policies set out in
the group’s statutory accounts for the period ended 31 December 2005.

The financial information set out in this interim statement, does not constitute statutory accounts
within the meaning of Section 240 of the Companies Act 1985. The financial information for the full
preceding period is based on the statutory accounts for the period ended 31 December 2005. Those
accounts, on which the auditors issued an unqualified opinion, have been delivered to the Registrar of
Companies.

Note 3 — Loss per share
The loss per share is calculated based on:

Half year ended Year ended

30 June 30 June 31 December

2006 2005 2005

Loss for the period ($000) (519) (469) (784)
Weighted average number of shares in issue (000) 210,170 162,913 177,656

Note 4 — Convertible loans

During January 2006, the company raised £0.5 million ($883,000) through a convertible loan, repayable
by 29 December 2006, but the holder has the option, at any time, to convert the loan into ordinary
share capital of up to 5,000,000 shares at £0.10 per share. The holder has also been issued with
warrants, in exchange for an interest waiver, to subscribe for a further number of ordinary shares at
£0.10 per share. If the rights are not exercised, then the loan and interest convert into ordinary shares
at the repayment date, at an average market price.

During May 2006, the company raised £0.3 million ($565,000) through a convertible loan, repayable by
31 December 2006, but the holder has the option, at any time, to convert the loan into ordinary share
capital of up to 3,000,000 shares at £0.10 per share. The holder has also been issued with warrants, in
exchange for an interest waiver, to subscribe for a further number of ordinary shares at £0.10 per share.
If the rights are not exercised, then the loan and interest convert into ordinary shares at £0.06 per share
at the repayment date.

Note 5 — Reconciliation of operating loss to net cash outflow from operating activities

Half year ended Year ended
30 June 30 June 31 December
2006 2005 2005
(Unaudited) (Unaudited) (Audited)
$000 $000 $000
Operating loss (530) (469) (816)
Shares based payments for professional services received - - 27
(Increase)/decrease in debtors (11) (133) 8
(Increase) in inventory (8) (1,743)
Increase/(decrease) in creditors 178 (10) 32
Net cash outflow from operating activities (371) (612) (2,492)
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1.2

2.2

2.3

2.4

2.5

2.6

2.7

2.8

2.9

PART IV

ADDITIONAL INFORMATION

Responsibility Statement

The Directors whose names appear in paragraph 3.1 below, accept responsibility for the
information contained in this document other than that relating to the Investors. To the best of
the knowledge and belief of the Directors (who have taken all reasonable care to ensure that such
is the case) the information contained in this document is in accordance with the facts and does
not omit anything likely to affect the import of such information.

The directors of the Investors, whose names appear in paragraph 3.2 below, accept responsibility
for the information relating to the Investors contained in this document. To the best of the
knowledge and belief of the Directors of the Investors (who have taken all reasonable care to
ensure that such is the case) the information contained in this document is in accordance with the
facts and does not omit anything likely to affect the import of such information.

Company and Share Capital

The Company was incorporated in England as a public company on 2 March 2004 with registered
number 05061058 under the Act and is trading under the name of CDS Oil & Gas Group plc. The
liability of the members of the Company is limited.

The registered office of the Company is 17 Hanover Square, London W1S 1HU and its place of
business in Paraguay is Avenida Santa Teresa 3020, PO Box 13244, Shopping del Sol, Asuncion,
Paraguay. The telephone number of its principal place of business is +595 21 664 270.

The following table shows the authorised and issued share capital of the Company as at the date
of this document, and the authorised and issued share capital of the Company following the
completion of the Proposal:

Issued and fully paid at Issued and fully paid
Authorised the date of this document following the Subscription
Number Amount Number Amount Number Amount
500,000,000 £5,000,000 407,758,277 £4,077,582.77 1,016,758,277 £10,167,582.77
Ordinary Ordinary Ordinary
Shares of Shares of Shares of
1p each 1p each 1p each

The Company is governed by and its securities were created under the Act.

The issued and fully paid share capital of the Company following Admission to AIM was
£2,932,904.51 (293,290,451 Ordinary Shares).

The Company granted options to subscribe for a total of 15,000,000 Ordinary Shares to the
Directors on the same terms as the Share Option Plan (save in respect of the first exercise date).

The Company granted options to subscribe for a total of 500,000 Ordinary Shares to consultants
on the same terms as the Share Option Plan (save in respect of the first exercise date).

The Company granted options to subscribe for a total of 400,000 Ordinary Shares to certain
employees on the same terms as the Share Option Plan (save in respect of the first exercise date).

Warrants to subscribe for a total of 154,509,411 Ordinary Shares are currently outstanding and
capable of exercise.

2.10 CDS Oil & Gas Limited was incorporated in England with registered number 04876395 and is a

wholly owned subsidiary of the Company.
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2.11 CDS Energy is a company registered under the laws of Paraguay. It was constituted by public deed
number 218 dated 31 July 2002 in Asuncion, Paraguay, recorded in the Public Register of
Commerce under number 723 Series B Folio 5997 on 20 September 2002 and recorded in the
Register of Legal Entities and Associations under number 439 Folio 4489 Series A on 13

September 2002.

2.12 On 12 November 2003, CDS Oil & Gas Limited acquired 71,500,000 nominative shares and
36,050,000 bearer shares of CDS Energy in exchange for the issue of one ordinary share for each
share (bearer or nominative) acquired. Between 1 September 2004 and 25 April 2005, the
Company acquired 3,430,000 bearer shares of CDS Energy in exchange for the issue of one
ordinary share for each bearer share acquired. As a result of these acquisitions, the Company and
CDS Oil & Gas Limited together hold 98.1 per cent. of the shares in CDS Energy.

3.2

The Directors of the Company and the Investors

The Directors of the Company, the dates of their appointment and their business addresses are:

Name Date of appointment
John William Sharp Bentley 7 September 2005

James Gordon Wade 2 March 2004
Daniel James Morrison 2 March 2004
Keith Donald Irons 2 March 2004
Jeremy Eng 17 January 2005
Guillermo Francisco Peroni 4 October 2004

Casal Ribeiro

Business address

17 Hanover Square, London
WIS 1HU

Avenida Santa Teresa 3020, PO
Box 13244, Shopping Del Sol,
Asuncion, Paraguay

Avenida Santa Teresa 3020, PO
Box 13244, Shopping Del Sol,
Asuncion, Paraguay

1 Frederick’s Place, London
EC2R 8AE

30 Farringdon Street, London
EC4A 4HJ

Eulogio Estigarribia No 4846,
P.O. Box 114, Asuncion,
Paraguay

The Directors of the Investors who accept responsibility for the information relating to the

Investors contained in this document are:

Company Director
Feltown Assets Inc. Jean-Gabriel Antoni
Werton Finance S.A. Christo Christidis
Red Law Corporation Patrice Roman
Services Inc.

Interests and Dealings
For the purposes of this paragraph 4, Part IV:

Business address of Company

Aquilino De La Guardia,
No. 8 Street, Panama,
Republic of Panama

Aquilino De La Guardia,
No. 8 Street, Panama,
Republic of Panama

P.H. Proconse 2 Building,
Beatriz M. De Cabal Street,
Panama City,

Republic of Panama.

(a) *“acting in concert” has the meaning attributed to it in the City Code;
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(b)

(©)

(d)
(€)
()

(@)

(h)

(i)

)

(k)

“arrangement” includes any indemnity or option arrangements, and any agreement or
understanding, formal or informal, of whatever nature, relating to relevant securities which
may be an inducement to deal or refrain from dealing;

“associate” of any company means:

(i) its parent, subsidiaries and fellow subsidiaries, their associated companies, and
companies of which any such parent, subsidiaries, fellow subsidiaries or associated
companies are associated companies (for this purposes, ownership or control of 20 per
cent. or more of the equity share capital of a company is regarded as the test of
*“associated company” status);

(if) its connected advisers and persons controlling, controlled by or under the same control
as such connected advisers;

(iii) its directors and the directors of any company covered in (i) above (together in each
case with their close relatives and related trusts); and

(iv) its pension funds or the pension funds of a company covered in (i) above;

“connected adviser” has the meaning attributed to it in the City Code;
“connected person” has the meaning attributed to it in section 346 of the Act;

“control” means a holding, or aggregate holdings, of shares carrying 30 per cent. or more of
the voting rights attributable to the share capital of a company which are currently
exercisable at a general meeting, irrespective of whether the holding or aggregate holding
gives de facto control;

“dealing” or “dealt” includes the following:

(i) the acquisition or disposal of relevant securities, of the right (whether conditional or
absolute) to exercise or direct the exercise of voting rights attached to relevant
securities, or of a general control of relevant securities;

(ii) the taking, granting, acquisition, disposal, entering into, closing out, termination,
exercise (by either party) or variation of an option (including a traded option contract)
in respect of any relevant securities;

(iii) subscribing or agreeing to subscribe for relevant securities;

(iv) the exercise of conversion of any relevant securities carrying conversion or subscription
rights;

(v) the acquisition of, disposal of, entering into, closing out, exercise (by either party) of
any rights under, or variation of, a derivative referenced, directly or indirectly, to
relevant securities;

(vi) entering into, terminating or varying the terms of any agreement to purchase or sell
relevant securities; and

(vii) any other action resulting, or which may result, in an increase or decrease in the number
of relevant securities in which a person is interested or in respect of which he has a short
position;

“derivative” includes any financial product whose value in whole or in part is determined
directly or indirectly by reference to the price of an underlying security but which does not
include the possibility of delivery of such underlying security;

“disclosure date” means 17 May, 2007, being the latest practicable date prior to the date of
this document;

“disclosure period” means the period commencing on 18 May, 2006 being the date 12 months
prior to the date of this document and ending on the disclosure date;

“exempt principal trader” or “exempt fund manager” has the meaning attributed to it in the
City Code;

42

o



209435 Geneva pp40-pp51 21/5/07 14:55 Page 43

4.2

4

() being “interested” in relevant securities includes where a person:

(i) owns relevant securities;
(ii) has the right (whether conditional or absolute) to exercise or direct the exercise of the
voting rights attaching to relevant securities or has general control of them;

by virtue of any agreement to purchase, option or derivative, has the right to option to
acquire relevant securities or call for their delivery or us under an obligation to take
delivery of them, whether the right, option or obligation is conditional or absolute and
whether it is in the money or otherwise; or

(iii)

is party to any derivative whose value is determined by reference to its price and which
results, or may result, in his having a long position in it;

(iv)

“paragraph 1 associate” means, in relation to a company, its parent, subsidiaries and fellow
subsidiaries, their associated companies, and companies of which such parent, subsidiaries,
fellow subsidiaries or associated companies are associated companies (for this purposes,
ownership or control of 20 per cent. or more of the equity share capital of a company is
regarded as the test of “associated company” status);

(m)

“relevant Company securities” means shares in the Company (or derivatives referenced
thereto) and securities convertible into, rights to subscribe for and options (including
untraded options) in respect thereof;

(n)

“relevant securities” means relevant Company Securities; and

(0)
(p)

“short position” means any short position (whether conditional or absolute and whether in
the money or otherwise) including any short position under a derivative, any agreement to
sell or any delivery obligation or right to require another person to purchase or take delivery;

At the date of this document, the interests (all of which are beneficial unless otherwise stated) of
the Directors and persons connected with the Directors (within the meaning of section 346 of the
Companies Act 1985) in the issued share capital of the Company, as required to be notified to the
Company pursuant to section 324 or section 328 of the Act or are required to be disclosed in the
Register of Directors’ interests pursuant to section 325 of the Act in the issued share capital of
the Company, and the existence of which is known to, or could with reasonable due diligence be
ascertained by, any Director as at the date of this document and is expected to be, upon
Admission, are as follows:

As at the date of this document Following Subscription

Number of Percentage Percentage of
Name of Existing of issued Number of Enlarged
Director Ordinary Shares share capital Ordinary Shares Capital
John Bentley 1,200,000 0.29 1,200,000 0.12
James Wade® 54,800,100 13.44 54,800,100 5.39
Daniel Morrison® 52,300,100 12.83 52,300,100 5.14
Keith Irons® 2,450,000 0.6 2,450,000 0.24
Jeremy Eng 0.2 0.08

800,000 800,000

Guillermo Peroni

® BBHISL Nominees Limited holds 45,500,100 shares on behalf of Kensington Capital Trust of which James Wade
is the beneficiary and also holds 2,200,000 shares on behalf of The IRAL Investment Trust of which members of
James Wade’s family are the beneficiaries. 6,800,000 shares are held by James Wade and 300,000 shares are held by
Irina Ueyd, James Wade’s wife. James Wade holds warrants to purchase 6,800,000 shares.

@ BBHISL Nominees Limited holds 43,000,100 shares on behalf of The Meerkat Trust of which Daniel Morrison
is the beneficiary and also holds 5,000,000 shares on behalf of The Arasunu Trust of which members of Daniel
Morrison’s family are the beneficiaries. 4,000,000 shares are held by Tridanel S.A. of which Daniel Morrison is a
director and 300,000 shares are held by Gloria Isabel Dias de Bedoya, Daniel Morrison’s wife. Tridanel S.A. holds
warrants to purchase 4,000,000 shares.

@ 150,000 of these shares are held by Southington Associates, of which Keith Irons is a partner.
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4.3

4.4

4.5

4.6

The Directors hold the following Options over the Ordinary Shares:

Name of Number of First Final  Exercise Price
Director Options Exercise Date Exercise Date Per Share
James Wade 5,500,000 6 April 2005 5 April 2010 £0.10
Daniel Morrison 5,500,000 6 April 2005 5 April 2010 £0.10
John Bentley 1,000,000 7 September 2005 6 September 2010 £0.10
Keith Irons 250,000 17 February 2004 16 February 2009 US$0.10
Keith Irons 750,000 6 April 2005 5 April 2010 £0.10
Jeremy Eng 250,000 17 January 2005 16 January 2010 US$0.10
Jeremy Eng 750,000 6 April 2005 5 April 2010 £0.10
Guillermo Peroni 250,000 4 October 2004 3 October 2009 US$0.10
Guillermo Peroni 750,000 6 April 2005 5 April 2010 £0.10

Save for the subscription on 5 October 2006 by the Concert Party of 8 million Ordinary Shares at
£0.0125 each, none of the Investors nor any persons acting in concert with them, have dealt for
value during the period of 12 months preceding the date of this document, nor intends prior to
14 June, 2007, being the date of the EGM, to deal for value in relevant securities of the Company.

Share dealing for value of the Directors during the period of 12 months preceding the date of this
document are set out below:

Director Date  Number of Shares Price Buy/Sell
James Wade Sept 30, 2006 6,800,000 £0.0125 Buy
Daniel Morrison® Sept 30, 2006 4,000,000 £0.0125 Buy
Keith Irons Sept 30, 2006 1,200,000 £0.0125 Buy
John Bentley Sept 30, 2006 1,200,000 £0.0125 Buy
Jeremy Eng Sept 30, 2006 800,000 £0.0125 Buy

® Held by Tridanel S.A. of which Daniel Morrison is a director.

As at the close of business as of the day prior to the date of this document, save as disclosed in
this document:

(a) the Investors have no interest in or right to subscribe for, or had any short position in relation
to, any Company securities, nor had it dealt in any relevant Company securities during the
disclosure period;

(b) none of the Investors’ directors (including any members of such directors’ respective
immediate families, related trusts or connected persons) had an interest in or a right to
subscribe for, or had any short position in relation to, any relevant Company securities, nor
had any such person dealt in any relevant Company securities during the disclosure period;

(c) no person acting in concert with the Investors had an interest in or a right to subscribe for,
or had any short position in relation to, any relevant Company securities, nor had any such
person dealt in any relevant Company securities during the disclosure period;

(d) no person referred to in paragraph 4.6 (a), (b) or (c) has dealt in any relevant Company
securities in the disclosure period;

(e) none of the Directors (including any members of such Directors’ respective immediate
families, related trusts or connected persons) had any interest in or a right to subscribe for,
or had any short position in relation to, any relevant Company securities;

(f) no paragraph 1 associate of the Company had any interest in or a right to subscribe for, or
had any short position in relation to, any relevant Company securities;

(9) no pension fund of the Company or of a paragraph 1 associate of the Company had an
interest in or a right to subscribe for, or had any short position in relation to, any relevant
Company securities;

(h) no employee benefit trust of the Company or of a paragraph 1 associate of the Company
had an interest in or a right to subscribe for, or had any short position in relation to, any
relevant Company securities;
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4.7

(i)

)

(k)

0]

(m)

(n)

(0)

()

4

save for 1,048,851 warrants held by Insinger as detailed at paragraph 7, no connected adviser
to the Company or to a paragraph 1 associate of the Company or to a person acting in
concert with the Company, nor any person controlling, controlled by or under the same
control as any such connected adviser (except for an exempt principal trader or an exempt
fund manager) had an interest in or a right to subscribe for, or had any short position in
relation to, any relevant Company securities;

the Company has not redeemed or purchased any relevant Company securities during the
disclosure period;

there were no arrangements which existed between the Company, or any associate of the
Company, and any other person;

there were no arrangements which existed between the Investors, or any associate of the
Investors, and any other person;

there were no relationships, arrangements and understandings between the Investors and the
Concert Party and any of the directors of the Company (or their close relatives and related
trusts);

there were no relationships, arrangements and understandings between the Investors and the
Concert Party on the one hand and any of the shareholders of the Company or any persons
acting in concert with such shareholder on the other hand;

neither the Investors nor any person acting in concert with the Investors had borrowed or
lent any relevant Company securities, save for any borrowed shares which have either been
on-lent or sold; and

neither the Company nor any person acting in concert with the Company had borrowed or
lent any relevant Company securities, save for any borrowed shares which have either been
on-lent or sold.

At the date of this document, the interests (all of which are beneficial unless otherwise stated) of
the Investors and the Concert Party in the issued share capital of the Company, and the interests
which is expected to be, upon Admission, are as follows:

As at the date of this document Following Subscription

Number of Percentage Percentage of
Name of Existing of issued Number of Enlarged
Director Ordinary Shares share capital Ordinary Shares Capital
Feltown - - 328,571,429 32.3
Werton - - 192,857,143 19
Red Law - - 87,571,428 8.6
Concert Party 8,000,000 1.96 8,000,000 0.79

Directors’ service agreements and letters of appointment
The following are particulars of the Directors’ service agreements with the Company:

(@)

The Company entered into a consultancy agreement on 21 September 2005 with Tridanel SA
(“Tridanel’”) and Daniel Morrison for the provision of the services of Daniel Morrison as
the Vice President and a Director of the Company (the “Consultant™) with effect from 27
September 2005. The agreement will continue until terminated upon 12 months’ written
notice by either the Company or Tridanel. Tridanel will receive a consultancy fee of £114,000
per annum and reimbursement of benefits to be provided to and expenses of the Consultant
(to include all reasonable insurance cover, expenses incurred in the provision of the services,
the cost of a security guard and security system for the Consultants’ residence where required
and the cost of a car and driver). In the event of a change of control, Tridanel will be entitled
to a lump sum payment within 30 days of that change, at the rate of the annual consultancy
fee inclusive of any entitlement to contractual notice. Tridanel and the Consultant will be
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subject to non-compete provisions during the term of the Consultancy Agreement and non-
interference provisions after termination of the Consultancy Agreement. Tridanel and the
Consultant will also be subject to provisions of confidentiality.

5.2 Save as disclosed above there are no service agreements existing or proposed between any Director
and the Company.

5.3

5.4

The following are the particulars of the Non-executive Directors’ letters of appointment with the
Company:

(@)

(b)

©

(d)

On 7 December 2006, John Bentley entered into a Letter of Appointment with the Company
confirming his appointment as a Non-executive Director and Chairman with effect from 7
September 2005. His appointment will continue indefinitely subject to the approval of the
Board, although it may be terminated by either party on one month’s written notice at any
time. He receives a fee of £1,000 per annum. The Company will use its reasonable endeavours
to arrange directors’ and officers’ liability insurance for his benefit.

On 6 April 2005, Jeremy Eng entered into a Letter of Appointment with the Company
confirming his appointment as a Non-Executive Director with effect from 17 January 2005.
His appointment will continue for an initial period of 12 months which is terminable by
either party on one month’s notice. Thereafter the appointment will continue until
terminated on one month’s notice. He receives an annual fee of £1,000 per annum. The
Company will use its reasonable endeavours to arrange directors’ and officers’ liability
insurance for his benefit. Jeremy Eng chairs the Remuneration and Nomination Committee.

On 6 April 2005, Keith Irons entered into a Letter of Appointment with the Company
confirming his appointment as a Non-Executive Director with effect from 2 March 2004. His
appointment will continue for an initial period of 12 months which is terminable by either
party on one month’s notice. Thereafter the appointment will continue until terminated on
one month’s notice. He receives an annual fee of £1,000 per annum. The Company will use
its reasonable endeavours to arrange directors’ and officers’ liability insurance for his benefit.
Keith Irons is a member of the Government Relations Committee and chairs the Audit
Committee.

On 6 April 2005, Guillermo Francisco Peroni entered into a Letter of Appointment with the
Company confirming his appointment as a Non-Executive Director with effect from 14
October 2004. His appointment will continue for an initial period of 12 months which is
terminable by either party on one month’s notice. Thereafter the appointment will continue
until terminated on one month’s notice. He receives an annual fee of £1,000 per annum. The
Company will use its reasonable endeavours to arrange directors’ and officers’ liability
insurance for his benefit. Guillermo Francisco Peroni is a member of the Audit Committee
and he chairs the Government Relations Committee.

In addition to the letters of appointment disclosed above, the Non-executive Directors have
entered into the following consultancy agreements:

(@)

(b)

On 8 April 2005, the Company entered into a Consultancy Agreement with Guillermo
Francisco Peroni for the provision of legal advice and such other services as may be required
from time to time The agreement commences with effect from and subject to Admission and
continues until terminated on two months’ notice by either party. Services will be provided
for a minimum of 20 days per annum and such additional days as the Company may require.
Guillermo Francisco Peroni will be paid a fee of US$1,500 per day worked and all out of
pocket expenses. There is a requirement to protect the confidential information of the
Company. Guillermo Francisco Peroni has agreed to indemnify the Company against any
tax liabilities and expenses arising out of the payment of fees to him.

On 18 April 2005, the Company entered into a Consultancy Agreement with Petro-
Engineering (Overseas) Limited and Jeremy Eng for the provision of Jeremy Eng’s services
as a consultant advising the Company on its activities in exploring for, developing and
producing hydrocarbons and such other services that may be required from time to time.
This agreement took effect as of 17 January 2005 and can be terminated by either party on
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(©)

(d)

one month’s written notice. Services will be provided for a minimum of 20 days per annum
and such additional days as the Company may require. The fee payable is €1,000 per day
worked (plus VAT if applicable) and all out of pocket expenses. There is a requirement to
protect the confidential information of the Company. Petro-Engineering (Overseas) Limited
and Jeremy Eng have each agreed to indemnify the Company against any tax liabilities and
expenses arising out of the payment of fees under this agreement.

On 8 May 2005, the Company entered into a Consultancy Agreement with Southington
Associates Limited and Keith Irons for the provision of Keith Irons’ services as a Consultant
providing investor relations advice, administrative services and other services that may be
required from time to time. The agreement commences with effect from and subject to
Admission and continues until terminated on two months’ notice by either party. Services
will be provided for a minimum of 10 days per month and such additional days as the
Company may require. The fee is £500 per day worked (plus VAT if applicable) and all out
of pocket expenses. There is a requirement to protect the confidential information of the
Company. Southington Associates Limited and Keith Irons have agreed to indemnify the
Company against any tax liabilities and expenses arising out of the payment of fees under
this agreement.

On 7 December 2006, the Company entered into a Consultancy Agreement with Ptarmigan
Natural Resources Limited and John Bentley for the provision of John Bentley’s services as
a consultant to provide strategic and corporate advice to the Company. The Agreement can
be terminated by either party on one month’s written notice. Services will be provided for
such hours and at such locations as the Company and Ptarmigan Natural Resources Limited
shall agree. The fee payable is £29,000 per annum, payable monthly in arrears and all out of
pocket expenses. Ptarmigan Natural Resources Limited has agreed to indemnify the
Company against all liability costs, claims and damages arising out of any negligent, wilful
or material breach of the Agreement by either Ptarmigan Natural Resources Limited or
John Bentley.

5.5 Save as disclosed above there are no letters of appointment existing or proposed between any
Non-executive Director and the Company.

5.6

Save as disclosed above, the Directors do not receive any benefits upon termination of their
respective consultancy agreements and letters of appointment with the Company.

Substantial Shareholders

The Directors are aware of the following persons (other than interests of Directors disclosed in
the paragraphs above) who, at the date of this document and following Proposal directly or
indirectly, are interested in 3 per cent. or more of the issued share capital of the Company:

As at the date of this document Following Subscription
Number of Percentage Percentage of
Name of Existing of issued Number of Enlarged
Director Ordinary Shares share capital Ordinary Shares Capital
RAB Special Situations
(Master) Fund Limited® 40,816,000 10.01 40,816,000 4.01
RAB Energy Fund
Limited® 34,252,000 8.40 34,252,000 3.37
Westmount Energy 37,622,687 9.23 37,622,687 3.70
Fitel Nominees 31,000,000 7.60 31,000,000 3.05
HSBC Global Custody
(UK) Limited 44,030,000 10.8 44,030,000 4.33

€]

@

RAB Special Situations (Master) Fund Limited is also interested in warrants to subscribe for 12,816,000 Ordinary
Shares at an exercise price of £0.03 per share.

RAB Energy Fund Limited is also interested in warrants to subscribe for 10,752,000 Ordinary Shares at an exercise
price of £0.03 per share.
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6.2

6.3

8.2

8.3

9.1

The voting rights of the persons as set out in paragraph 6.1 and of the directors as set out in
paragraph 4.2 do not differ from the voting rights of other persons holding Ordinary Shares.

Save for the Investors and the Concert Party following completion of the Proposal and save as set
out above, the Directors are not aware of any persons who, directly or indirectly, jointly or
severally exercise or could exercise control over the company, nor are they aware of any
arrangements between any persons to exercise control over the Company.

Warrants

Immediately following the Proposal, warrants to subscribe for 154,509,411 Ordinary Shares will
remain outstanding in the amounts set out below:

Final exercise date Number of warrants Exercise price
30 June 2007 2,700,000 US$0.10
5 October 2008 108,620,560 £0.03
30 April 2009 42,140,000 £0.03
21 September 2010® 1,048,851 £0.10

® All of the warrants expiring on 21 September 2010 are held by Insinger.

Options
The Company granted options to purchase a total of 500,000 Ordinary Shares at an exercise price

equal to £0.10 to a consultant on substantially the same terms as the Share Option Plan (save only
in respect of the first exercise date which is 6 April 2005, the final exercise date being 5 April 2010).

The Company granted options to purchase a total of 400,000 Ordinary Shares at an exercise price
equal to £0.10 to 4 employees which is pursuant to the CDS Oil & Gas Group Plc Unapproved
Share Option Plan. 300,000 are effective as of 24 October, 2005 with a final vesting date of 24
October, 2008 and 100,000 are effective as of 1 May, 2006 with a final vesting date of 1 May, 2009.
All of the options vest in four equal tranches of 25,000 per year commencing on the effective date.

On 1 September 2004, the Company adopted the CDS Oil & Gas Group plc Unapproved Share
Option Plan (the “Share Option Plan”) for the purpose of granting options to employees. At the
AGM of the Company held on 30 August 2005 a resolution was passed to amend the rules of the
Share Option Plan to provide, inter alia, that officers, consultants and other persons providing
services to the Group will also be eligible to participate in the Share Option Plan.

Material Contracts

The following contracts, being contracts outside the ordinary course of business, have been
entered into by companies within the Group in the two years prior to the date of this document
and are or may be material. There are no other contracts outside the ordinary course of business
entered into by companies within the Group which contain any provision under which any
member of the Group has any obligation or entitlement which is material to the Group as at the
date of this document. The Investors have not entered into any contracts which are outside the
ordinary course of business and no companies within the Investors’ group have in the two years
prior to the date of this document entered into any contracts which are or may be material.

2005 Placing Agreement

On 21 September 2005, the Company entered into a placing agreement with the Directors and
Insinger de Beaufort (2005 Placing Agreement™). Under the 2005 Placing Agreement, Insinger
de Beaufort undertook as agent for the Company to use its reasonable endeavours to procure
persons to subscribe for the placing shares at the placing price with subscribers also receiving one
placing warrant for every two placing shares. Under the 2005 Placing Agreement the Company
agreed to pay to Insinger de Beaufort a corporate finance fee together with certain commissions
equal to £135,000, in each case together with any applicable VAT, and to issue to Insinger de
Beaufort a warrant over Ordinary Shares amounting to 0.5 per cent. of the issued capital of the
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9.2

9.3

9.4

9.5

10.

Company following admission of the shares issued under the 2005 Placing Agreement, exercisable
at the placing price at any time up to 21 September 2010.

Lock-in Agreements

The Directors, Kensington Capital Management Trust (now Kensington Capital Trust), IRAL
Investment Management Trust (now IRAL Investment Trust), The Meerkat Trust and The
Arasunu Trust agreed (under the terms of the 2005 Placing Agreement in the case of the
Directors) that they will not (save in certain specific circumstances) dispose of, or agree to dispose
of any Ordinary Shares or interests in Ordinary Shares for a period of one year following
27 September, 2005 or dispose of Ordinary Shares without the prior written consent of Insinger
de Beaufort for a period of one year thereafter.

Orderly Market Agreements

RAB Special Situations (Master) Fund Limited and RAB Energy Fund Limited agreed that they
would not (save in certain specific circumstances) dispose of, or agree to dispose of any Ordinary
Shares or interests in Ordinary Shares for a period of one year following 27 September, 2005
without the prior written consent of Insinger de Beaufort.

Family Asset Management Trust and Antelope Trust agreed that they would not (save in certain
specific circumstances) dispose of, or agree to dispose of any Ordinary Shares or interests in
Ordinary Shares, for a period of one year following 27 September, 2005 without the prior written
consent of Insinger de Beaufort. Each of the Family Asset Management Trust and the Antelope
Trust hold 2,500,000 Ordinary Shares.

Assignments of Gross Overriding Royalty Interests to CDS

Under assignment agreements dated 9 August 2004, Tridanel and Kintyre each assigned to the
Company all of their right, title and interest in GORRs in the Boqueron, Gabino Mendoza and
PG & E Blocks in exchange for consideration which was to be conditional upon certain conditions
and which the parties agreed would be set at £1. These assignments took effect on 1 September
2004. The relevant GORRs for each of Tridanel and Kintyre were: (a) a 3 per cent. GORR in the
gross revenues from the Boqueron Block; (b) a 1.25 per cent. GORR in the gross revenues from
the Gabino Mendoza Block, such GORRs having been retained by each of Tridanel and Kintyre
under the 11 September 2003 Gabino Mendoza Sale Agreements; and (c) a 2.7 per cent. GORR
in the gross revenues from the PG & E Block, such 2.7 per cent. GORRs being a part of the 6 per
cent. GORR retained by PG & E pursuant to the PG & E Joint Venture Agreement having been
transferred to Tridanel and Kintyre in September 2004.

Contract with Black Rock Oil & Gas plc.

On 9 March 2007, the Company entered into an Option Agreement with Black Rock Oil & Gas
plc. Under the terms of the agreement, the Company granted Black Rock Oil & Gas plc the
option to purchase a 20% working interest in the Boqueron Block exploration area for the sum of
US$800,000. The agreement is restricted to any hydrocarbon bearing formations, including
Carboniferous formation. This option was initially due to expire on 21 May 2007, however this
was extended to 28 July 2007 by separate agreement. If the option has not been exercised by
28 July 2007, Black Rock Oil & Gas plc will pay a break fee of US$ 50,000.

Subscription Agreement

The Investors and the Company have entered into a conditional Subscription Agreement with
respect to the subscription by the Investors of the Subscription Shares for £0.014 per Subscription
Share. The Subscription Agreement provides for the terms and manner of subscription of the
Subscription Shares as well as customary representations and warranties for a transaction of this
nature as well as undertakings that certain matters would not occur or be undertaken without the
consent of the Investors. Completion under the Subscription Agreement is conditional upon
receipt of approval from the Shareholders of the Company, Admission of the Subscription Shares

49

o



209435 Geneva pp40-

11.

12.

13.

14.
141

14.2

14.3

14.4

pp51 21/5/07 14:55 Page 50 iF

becoming effective and receipt of waiver under Rule 9 of the City Code from the Panel. The
Subscription Agreement will lapse if the conditions specified therein are not satisfied or waived
by 31 August, 2007.

Irrevocable Undertakings

The Directors have irrevocably undertaken to vote in favour of the Resolutions at the EGM in
respect of their beneficial holdings and to use their best efforts to procure the convening of the
EGM and such other meetings of Directors or Shareholders as are necessary to pass the
Resolutions. They have also agreed, subject to their fiduciary duties as directors of the Company,
to recommend to Shareholders to vote in favour of the Resolutions.

Litigation
The Company or its subsidiaries is not party to any litigation.

Market quotations

The following table shows the closing middle market quotations of Ordinary Shares, as derived
from the AIM Appendix to the Daily Official List of the London Stock Exchange on the first
business day of each of the six months immediately before the date of this document.

Price per Ordinary Share

Date (pence)
1 December, 2006 1.0
2 January, 2007 1.5
1 February, 2007 1.5
1 March, 2007 15
2 April, 2007 1.25
1 May, 2007 15
General

Insinger de Beaufort as Nomad has given and not withdrawn its written consent to the issue of
this document with the inclusion herein of the references to its name in the form and context in
which it appears.

No arrangement, agreement or understanding (including any compensation arrangement) exists
between the Directors (including persons acting in concert with the Directors), recent directors,
Shareholders or recent shareholders in the Company having connection with or dependence upon
the proposals set out in this document or whereby the beneficial ownership of any of the
Subscription Shares to be acquired pursuant to the Proposal will be transferred to any other
person.

No arrangement, agreement or understanding (including any compensation arrangement) exists
between the Directors (including persons acting in concert with the Directors), recent directors,
Shareholders or recent shareholders in the Company having connection with or dependence upon
the exercise of the Options or subscription of the Warrants set out in this document or whereby
the Subscription Shares acquired pursuant to the exercise of the Options or subscription of the
Warrants will be transferred to any other person.

There have been no material changes in the financial position of the Company since the last
published audited accounts of the Company.

14.5 The Existing Ordinary Shares are admitted to trading on AIM.
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15. Documents available for inspection

Copies of the following documents will be made available for inspection during normal business
hours on any weekday (except Saturdays and public holidays) at the registered office of the
Company at 17 Hanover Square, London W1S 1HU up to and including 14 June, 2007:

(@)
(b)

(©)
(d)
(€)
()
()
(h)

the Memorandum and Articles of Association of the Company and of each of the Investors;

the audited consolidated accounts for the Company for the financial year ended
31 December 2005 and the interim accounts of the Company for the 6 months ended
30 June, 2006;

the service agreements and letters of appointment of each of the Directors;
the material contracts referred to in paragraph 9 above;

the written consent referred to above in paragraph 14.1;

the register of Directors’ interests in the share capital of the Company;
this document; and

the Proxy Form.
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NOTICE OF EXTRAORDINARY GENERAL MEETING

CDS OIL & GAS GROUP PLC
(Registered in England and Wales under number 05061058)

Notice is hereby given that an Extraordinary General Meeting of CDS Oil & Gas Group PLC (the
“Company”) will be held at 4th floor, 17 Hanover Square, London W1S 1HU at 11.00 a.m. on 14 June,
2007 for the purpose of considering and, if thought fit, passing the following resolutions:

1.2

2.1

ORDINARY RESOLUTIONS

THAT

the authorised share capital of the Company be increased from £5,000,000 to £15,000,000 by the
creation of an additional 1,000,000,000 ordinary shares of £0.01 each, such shares to form one
class with and to rank pari passu in all respects with the existing ordinary shares of £0.01 each in
the Company’s share capital;

the Directors be generally and unconditionally authorised pursuant to section 80 of the
Companies Act 1985 (the “Act”) to allot relevant securities (as defined in section 80(2) of the Act)
of the Company up to a maximum aggregate nominal amount of £10,000,000 provided that:

(a) this authority shall expire at the conclusion of the annual general meeting of the Company
in 2008 or, if earlier, the date fifteen months from the passing of this resolution, unless
previously revoked, varied or renewed by the Company in general meeting;

(b) the Company shall be entitled to make, prior to the expiry of such authority, any offer or
agreement which would or might require relevant securities to be allotted after the expiry of
such authority and the directors may allot any relevant securities pursuant to such offer or
agreement as if such authority had not expired; and

(c) all prior authorities to allot relevant securities pursuant to section 80 of the Act be revoked
(including, without limitation those passed at the annual general meeting of the Company
convened for the same date and place as this meeting) (“AGM”) but without prejudice to the
allotment of any relevant securities already made or to be made pursuant to such authorities.

SPECIAL RESOLUTIONS

THAT

subject to and conditional upon the passing of resolution 1 above at this meeting (or at any
adjournment(s) hereof) and such resolution becoming effective:

the directors be granted power pursuant to section 95 of the Act to allot equity securities (as
defined in section 94(2) of the Act) for cash pursuant to the authority conferred by resolution 1
as if section 89(1) of the Act did not apply to any such allotment provided that this power shall
be limited to:

(a) the allotment of equity securities in connection with the Proposal (as defined in the Circular
referred to in resolution 1 above); and

(b) the allotment for cash (otherwise than pursuant to sub-paragraph 2.1(a) above) of equity
securities up to an aggregate nominal amount of £3,910,000,

and this power shall expire at the conclusion of the annual general meeting of the Company in
2008 or, if earlier, the date fifteen months from the passing of this resolution unless previously
varied, revoked or renewed by the Company in general meeting provided that the Company may;,
before such expiry, make any offer or agreement which would or might require equity securities to
be allotted after such expiry and the Directors may allot equity securities pursuant to any such
offer or agreement as if the power hereby conferred had not expired; and
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all prior powers granted under section 95 of the Act be revoked (including without limitation
those passed at the AGM (referred to in resolution 1 above)) provided that such revocation shall
not have retrospective effect.

ORDINARY RESOLUTION

THAT approval is granted for the waiver of the obligation which would otherwise arise, pursuant
to Rule 9 of the City Code on Takeovers and Mergers, for the Investors (as defined in the Circular)
to make a general offer for all the issued ordinary shares of £0.01 each in the capital of the
Company in connection with the issue and allotment of up to 609,000,000 Ordinary Shares to the
Investors (as defined in the Circular) under the Proposal (as defined in the Circular).

In order to comply with the City Code, resolution number 3 will be taken on a poll and the Concert Party has undertaken
not to vote on the resolution.

ORDINARY RESOLUTION

THAT pursuant to the Companies Act (as amended):

(a) every 10 existing Ordinary Shares of £0.01 each in the capital of the Company be and are
hereby consolidated into 1 New Ordinary Share of £0.10 in the capital of the Company with
effect from 5 p.m. on the date of passing of this resolution and that paragraph 6 of the
Memorandum of Association of the Company be and is hereby amended accordingly to
read “The Company’s share capital is £15,000,000 divided into 150,000,000 Ordinary Shares
of £0.10 each”, provided always that, where such share consolidation results in any
Shareholder being entitled to a fraction of a New Ordinary Share, such fraction shall, so far
as possible, be aggregated with the fractions of New Ordinary Shares to which other
Fractional Shareholders may be entitled to form full New Ordinary Shares (“Aggregated
Shares”); and

(b) the Directors be and are hereby authorised to sell (or appoint any other person to sell), on
behalf of the Fractional Shareholders, all the Aggregated Shares at the best price reasonably
obtainable to such person or persons as the Directors may, in their absolute discretion,
determine and to distribute the proceeds of such sale (net of expenses) in due proportion
among the Fractional Shareholders entitled thereto, provided always that:

(i) any fraction of a penny that would otherwise be payable shall be rounded up or down
in accordance with the usual practice of the registrars of the Company for the time
being;

(ii) the Company shall not be entitled to remit the net proceeds of such sale to any
Shareholder whose entitlement to such proceeds is less than £3; and

(iii) any Director (or any person authorised by the Directors) shall be authorised by the
Directors to execute an instrument of transfer in respect of such shares on behalf of the
Fractional Shareholders and to do all things that the Directors consider necessary or
expedient to effect the transfer of the Aggregated Shares to, or in accordance with the
directions of, any buyer of any Aggregated Shares.

Dated 21 May, 2007

Registered Office By Order of the Board
17 Hanover Square CDS Qil & Gas Group Plc
London

W1S 1HU

Scrip Secretaries Limited
Secretary
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A member entitled to attend and vote may appoint one or more proxies to attend and, on a poll, vote instead of him or
her. A proxy need not be a member of the Company. Completion and return of a proxy form will not preclude a member
from attending and voting at the meeting in person or at any adjournment thereof. To comply with the requirements of
the City Code on Takeovers and Mergers, the Resolution will be taken on a poll.

A proxy form is enclosed which shareholders of the Company are invited to complete and return.

The instrument appointing a proxy, together with a power of attorney or other authority (if any) under which it is signed,
or a notarially certified copy of such power or authority, must be completed, signed and returned, by hand or by post,
so as to reach Computershare Investor Services PLC, The Pavillions, Bridgewater Road, Bristol, BS13 8FB.

Electronic proxies

Alternatively, you may register your proxy appointment and instructions on-line by visiting the website of
Computershare Investor Services PLC, where full instructions are given. In order to register your vote on-line you will
need to enter your Investor Code which appears on the bottom right hand side of your share certificate.

CREST electronic proxies

CREST members who wish to appoint a proxy or proxies through the CREST electronic proxy appointment service may
do so thereof by using the procedures described m the CREST Manual. CREST personal members or other CREST
sponsored members, and those CREST members who have appointed a voting service provider(s), should refer to their
CREST sponsor or voting service provider(s), who will be able to take the appropriate action on their behalf.

In order for a proxy appointment or instruction made using the CREST service to be valid. the appropriate CREST
message (a “CREST Proxy Instruction”) must be properly authenticated in accordance with CRESTCo’s specifications
and must contain the information required for such instructions, as described in the CREST Manual. The message,
regardless of whether it constitutes the appointment of a proxy or an amendment to the instruction given to a previously
appointed proxy must, in order to be valid, be transmitted so as to be received by the issuer’s agent at Computershare
Investors plc, The Pavilions, Bridgwater Road, Bristol BS13 8FB at 11.00 a.m. on 12 June, 2007. For this purpose, the
time of receipt will be taken to be the time (as determined by the timestamp applied to the message by the CREST
Applications Host) from which the issuers agent is able to retrieve the message by enquiry to CREST in the manner
prescribed by CREST. After this time any change of instructions to proxies appointed through CREST should be
communicated to the appointee through other means.

CREST members and where applicable, their CREST sponsors or voting service providers should note that CRESTCo
does not make available special procedures in CREST for any particular messages. Normal system timings and
limitations will therefore apply in relation to the input of CREST Proxy Instructions, it is the responsibility of the
CREST member concerned to take (or, if the CREST member is a CREST personal member or sponsored member or
has appointed a voting service provider(s), to procure that his CREST sponsor or voting service provider(s) takes(s)) such
action as shall be necessary to ensure that a message is transmitted by means of the CREST system by any particular
time. In this connection, CREST members and, where applicable, their CREST sponsors or voting service provider(s)
are referred, in particular, to those sections of the CREST Manual concerning practical limitations of the CREST system
and timings.

The Company may treat as invalid a CREST Proxy Instruction in the circumstances set out in Regulation 35(4)(a) of the
Uncertificated Securities Regulations 2001.

Appointing a proxy will not prevent a shareholder from attending in person and voting at the meeting.
Documents on display

The register of Directors’ interests in the share capital and debentures, of the Company, together with copies of service
agreements under which Directors of the Company are employed, and copies of the terms and conditions of
appointment of Directors, are available for inspection at the Company registered office during normal business hours
from the date of the notice until the date of the Extraordinary General Meeting and will be available for inspection at
the place of the Extraordinary General Meeting for at least 15 minutes prior to and during the meeting.

Right to attend and vote

Pursuant to Regulation 41 of the Uncertificated Securities Regulations 2001, only those members registered in the
register of members as at 48 hours prior to the time fixed for the meeting (or, in the case of an adjournment, as at 48
hours before the time of the adjourned meeting) shall be entitled to attend and/or vote at the meeting in respect of shares
registered in their name at that time. Changes to entries in the register of members after such time shall be disregarded
in determining the rights of any person to attend and/or vote at the meeting.
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