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CGX Energy Inc. is an oil and gas exploration company with an interest in 9.8 million
acres (7.7 million net) in Guyana, South America – an area ranked 2nd among the

world’s under-explored basins – where we’re exploring for giants. We have identified 2 significant drillable
targets offshore: Eagle has giant potential (>500 million barrels), and Wishbone West is in the elephant
category (>100 million barrels). Our newly formed subsidiary, ON Energy, is exploring our 800,000-acre
onshore licence in Guyana.

PROFILE
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FOREFRONT OF NEW AREA The Guyana/Suriname Basin is, for the most part, an unexplored area

with only 2 oil discoveries. However, the region has begun to attract attention with mean

undiscovered resource potential estimated by the United States Geological Survey to be

15.2 billion barrels of oil and 42 trillion cubic feet of gas.

TECHNOLOGY CGX has been at the forefront of applying new technology in the area. Offshore,

in 1999 we used the new Solid-Sentry system to shoot a 3,500 km seismic program. The

resulting high-quality data enabled us to identify turbidite targets and conduct AVO analysis.

Onshore, in 2003 we used aeromag and geomicrobial analyses that have identified prospective

leads covering 250 square kms.

GEOGRAPHY From our activities as well as gathering historical geological and geophysical data,

we have a broad regional understanding of the Guyana/Suriname Basin. We believe the Basin has

the 4 key elements for the presence of hydrocarbon reservoirs: regional source beds of organic

carbon, timing of migration, reservoir-quality rocks forming large structures and trapping seals

around the structures.

4 AREAS OF EXPLORATION Covering 9.8 million gross acres, our offshore and onshore holdings stretch 400 kms

across Guyana. The Pomeroon Licence (awaiting government approval) is in the East Venezuelan Basin and the

Corentyne, Georgetown and our new onshore Berbice licences are in the Guyana/Suriname Basin. 

CAUTIONARY STATEMENT CONCERNING FORWARD-LOOKING STATEMENTS

We have made forward-looking statements in this annual report that are subject to significant risks and uncertainties. These statements concern CGX’s plans, expectations and objectives for future operations

and, most importantly, discussions of the undiscovered resource potential of CGX’s licences in Guyana. No discoveries have beendrilled in Guyana, so CGX has no proven, probable or possible reserves. A portion

of the Company’s Corentyne concession is in an area where Guyana and Suriname have overlapping border claims for which resolution is being sought under the United Nations Convention on the Law of the Sea.



The Government of Guyana’s announcement that it was beginning binding-dispute settlement

procedures to demarcate the maritime boundary between Guyana and Suriname is very welcome

news for CGX and our shareholders as 4 years ago in June 2000, our offshore exploration plans

were halted by an offshore border dispute between the two countries. The extreme patience

and understanding of our shareholders may finally be rewarded. We are excited about our

exploration on 4 fronts – in the near term on our onshore Berbice Block and, hopefully, in the

not too distant future, on each of our 3 offshore licences. 

During these last 4 years, CGX has made a lot of progress on our Guyana concessions, and we

are pleased with what we are discovering. We have been gathering historical geological and

geophysical data, which has led to a broader regional understanding of the Guyana-Suriname

Basin and adjacent East Venezuela Basin to the north. (For a more thorough and interesting

review of this, see our newly revamped website www.cgxenergy.com, in particular the section

entitled Geology 101.) Buoyed by our new knowledge, we’ve now acquired an interest in 4 licences

covering 9.8 million acres (7.7 million acres net). Our 4 fronts of exploration are our original

Corentyne Licence (100%); the adjacent Georgetown Licence (25%, with Repsol as operator); our

new onshore Berbice Block (800,000 acres held by our 84.6% subsidiary, ON Energy Inc.); and

the Pomeroon Licence (100%, subject to government approval). 

Because of the lack of historical exploration in the Basin, we’ve been in the forefront in bringing

exploration technology that has been used successfully elsewhere into the area. For example,

in 1999, we, along with Maxus, were the first to use the newly developed solid-state seismic

cable in the Basin, technology that enabled us to obtain crystal-clear seismic images compared

to that of vintage data. Noting that Suriname had proven the effectiveness of geochemical

techniques analyzing adsorbed gas to screen prospective acreage onshore, we contracted

GeoMicrobial Technologies to rapidly identify the most prospective targets on our 800,000-acre

Berbice Block.

For CGX, 2004 looks like a promising
year. On February 25, 2004, the

Government of Guyana announced the filing of a claim under the United Nations Convention on the Law
of the Sea to demarcate its maritime boundary with Suriname. That news, combined with our exploration
plans on 4 fronts in Guyana, gives us confidence in the Company’s future.

LETTER TO SHAREHOLDERS
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With its most recent acquisition of an 18,600 square km concession in Suriname, Repsol YFP became the #1 holder of offshore concessions in Latin America. More than 95% of Exxon’s Latin American

offshore holdings are in the deep water adjacent to our concessions. Source: IHS Energy.

While there are more detailed descriptions of our 4 areas in Guyana elsewhere in this report,

I’d like to share the highlights of each licence so you can see why we are optimistic about the

future – beginning with the Berbice Block where we’ve been most active recently.

Onshore Guyana, we’re using 4 technologies to explore our 800,000-acre Berbice Block: aeromag

to identify basement highs and fault structures; geomicrobial analysis to identify areas with

high concentration of hydrocarbons, potentially sourced from underlying traps; 2D seismic to

identify depth of potential prospects; and drilling to confirm the validity of prior exploration.

We completed our aeromag and geomicrobial analysis in January 2004, identifying 22 anomalies

with a cumulative surface area of 250 square kms. Our 2D seismic program started in April and

will be followed by drilling later this year. If we were to confirm just one reservoir with

resources of 15 million barrels, it would be very material to both CGX and the people of Guyana.

And if we were to discover one reservoir, we believe we would find several more.

Our initial exploration has provided a high economic boost and a low environmental impact as

it has been labour-intensive rather than equipment-intensive. Our geomicrobial sampling

employed more than 50 local people, and we hired approximately 150 local people for our 2D

seismic program.

To broaden the in-country benefits of our onshore exploration, we incorporated ON Energy Inc.

on September 10, 2003, under the Companies Act of Guyana. CGX transferred the onshore portion

of the Corentyne Licence to ON, and ON was subsequently awarded an adjoining 387,000-acre

onshore licence by the Government of Guyana. In total, ON holds approximately 800,000 acres,

equivalent to almost two-thirds the land mass of Trinidad, which in the 1950s was the third-

largest oil producer in the Western Hemisphere. Guyanese investors own 15.4% of ON, and we

hold the remaining interest in this subsidiary.



Offshore, the 3-million-acre Corentyne Licence is where we eagerly await the opportunity to

drill our Eagle target. We’ve interpreted Eagle to be a large turbidite target covering 29,000

acres with an approximate thickness of 750 feet. An independent study prepared by David Birnie,

P.Geoph., estimates the mean resource potential of Eagle to be 610 million barrels. Further to

the east, our Wishbone West turbidite target is similarly well defined, but appears to be about

half the size of Eagle.

Exploration in the Basin has been suspended since Suriname forced CGX from the Eagle location

in June 2000. Since then, the governments of Guyana and Suriname have been searching for a

solution that would allow exploration to proceed, particularly within the area of overlapping

border claims. Failure of the bilateral process led Guyana in February 2004 to file for a resolution

under the United Nations Convention on the Law of the Sea (UNCLOS). CGX has agreed to financially

assist Guyana with the legal costs incurred in seeking a resolution of the maritime dispute.

Other sources of funding for both Guyana and Suriname are expected from benefactor nations

and institutions that are cognizant of the overpowering benefit of a timely and peaceful solution

to each country and the region. This process typically can take 2-3 years, but can be accelerated

through cooperation of the parties such as may be the case here where there aren’t complicating

circumstances, such as offshore islands. Both Guyana and Suriname are full signatories to UNCLOS,

and the parliaments in both countries have ratified the treaty – Guyana in 1992 and Suriname

in 1998. A resolution under UNCLOS is binding for both parties.

There’s a significant incentive to resolve the border issue. The discovery of just one giant

reservoir could double the Gross Domestic Product of either country. As is the case onshore,

the first discovery should lead to the discovery of many more reservoirs. In June 2000, the United

States Geological Survey (USGS) estimated the mean undiscovered resource potential of the

Guyana/Suriname Basin to be 15.2 billion barrels of oil and 42 trillion cubic feet of gas. By

comparison, at year-end 2003, the remaining proven reserves in the United States were estimated

to be 22.7 billion barrels. If the USGS is correct in its assessment, the Basin could become a

major supplier of energy to the Western Hemisphere.

On CGX’s 3RD area, the 2.8-million-acre Georgetown Licence, we acquired AGIP’s 25% interest

offsetting our existing concession in June 2002. Our regional interpretation concluded the

turbidite trend continues west onto this concession. We believe the primary target in this area

is a turbidite prospect offsetting Shell’s Abary #1 well drilled in 1974. Exploration on the Abary

offset was planned for 2000, but has also been deferred because it too is in the area of overlapping

border claims. Fortunately, this issue will also be addressed in the current UNCLOS proceedings.

There are also 2 turbidite leads in Guyana’s undisputed waters that require additional seismic

to advance to the drill-ready stage. The prospect and 2 leads are each comparable in size to Eagle.

Pomeroon is our 4TH licence. In December 2003, we entered into an agreement to acquire Century’s

100% interest in the 2.8 million-acre Pomeroon Licence. The acquisition is subject to approval

by the Government of Guyana. The onshore boundary established in 1899 between Guyana and

Venezuela has been challenged by Venezuela and is being arbitrated through the United Nations

Good Officer process. Until resolved, the offshore boundary cannot be determined. However,

high-level discussions between the two countries, including a recent state visit to Guyana by

President Chavez of Venezuela, suggest the possibility that some exploration and development

may be possible in the interim period prior to resolution. Century had identified a number of

different target types, including turbidites, and in the near term, we’ll be reinterpreting vintage

data to advance these leads.

We believe the people of the region would like to see an acceleration of exploration to broaden

their economies. When the border issue is resolved, work commitments made by CGX and other

operators will ensure a high level of activity in the Basin over the next several years. The

Company’s successful financing initiatives have enabled us to maintain control with high working

interests. As we move forward, we will be in discussions with a number of parties that may lead

to CGX farming-out a portion of our interest in some of the concessions. 



In closing, I’d like to express my thanks to shareholders and extend it to the directors, officers, employees and consultants of CGX and ON Energy who have contributed so much
to advancing CGX to where it is today – on the forefront of exploration in one of the world’s most exciting basins. 

On behalf of the Board of Directors,

president & chief executive officer
KERRY E. SULLY
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CGX ranks first with the largest offshore concession holdings for Canadian companies in Latin America. Sherritt International is #2 with its holdings offshore Cuba. Source: IHS Energy.
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Guyana/Suriname Basin

In June 2000, the United States Geological Survey (USGS) estimated the mean undiscovered

resource potential in the entire Guyana/Suriname Basin to be 15.2 billion barrels of oil, with

a 95% chance (P05) of the resource being at least 2.8 billion barrels, a 50% chance (P50) of the

resource being at least 13.9 billion barrels, and a 5% chance (P95) of the resource being at least

32.6 billion barrels. USGS also estimated the mean resource potential for natural gas to be 

42 trillion cubic feet.

Although 31 exploration wells have been drilled offshore, no discoveries have been made to

date. Of the 31 exploration wells, only 18 were drilled in water depths greater than 150 feet,

and the rest were drilled near shore in Suriname. Onshore, 185 million barrels have been

discovered–170 million barrels in the elephant-sized Tambaredjo oil field and 15 million barrels

in the 2003 exploration at Calcutta. If the USGS mean assessment is correct, approximately 

99% of the oil resource is yet to be discovered.

After several years of inactivity, exploration is starting to accelerate. Staatsolie, the national

oil company of Suriname, is exploring the 200 km coastal region between Tambaredjo and the

Corentyne River. Staatsolie has announced plans to drill several exploration targets across the

river from us in the New Nickerie area within a year. Offshore Suriname, Repsol YPF was granted

an exploration concession in 2004 and plans an 1,800 km seismic program this fall. In May,

Staatsolie hopes to receive bids on an additional 13 concessions. In promoting its bid round,

Staatsolie has exposed the basin to many international companies that may otherwise have not

been aware of the Basin’s potential. We believe this will benefit us when we are looking for

joint-venture partners.

Columbus Basin 

Activity in the Columbus Basin is accelerating, and drilling southwest of Trinidad has yielded

many new discoveries. Proven gas reserves in Trinidad are estimated to be 26 trillion cubic

feet, but with the high level of exploration, that number is expected to increase significantly

to provide the feedstock for the country’s burgeoning liquefied natural gas (LNG) and petrochemical

complex. Several of the reservoirs in the Columbus Basin straddle the Trinidad/Venezuela

maritime border, leading PdVsa, the national oil company of Venezuela, to be very active in

shooting seismic and drilling exploration wells. PdVsa has estimated the resource potential of

the Deltana Platform to be 40-80 trillion cubic feet and opened the area for competitive bids.

Within the last 6 months, 3 of the blocks were granted for signing bonuses totalling US$56 million

and drilling commitments of US$107 million. Statoil ASA plans to drill 2 wells this summer on

Block 4, and ChevronTexaco plans to drill a well later this year on Block 2. Some of the gas from

Venezuela may supply the Trinidad industrial complex, but there are also plans to construct LNG

facilities in Venezuela. As a result, if gas were discovered on the Pomeroon, it would be reasonably

close to potential markets.

Stretching 400 kms across the country
of Guyana, CGX has an interest in 4

prospecting licences. The Pomeroon Licence is in the lightly explored offshore-portion of the East
Venezuelan Basin and near the prolific Columbus Basin, while the other 3 are in the Guyana/Suriname
Basin where exploration has also been very limited, yielding only 2 oil discoveries to date.

REGIONAL POTENTIAL



Dry Hole

Surface Oil Show

Oil or Gas Field

Geochemical Anomaly

0 25 km

B E R B I C E

G U Y A N A S U R I N A M E

TAMBAREDJO

CALCUTTA

Our entry into onshore exploration was serendipitous.
While meeting with Staatsolie in February 2003 to

discuss offshore exploration, we became quite impressed with its onshore exploration and development
programs. In Guyana, we learned about several reported oil shows in the area between the Berbice and
Corentyne Rivers. Today, Berbice is at the forefront of our 4 exploration areas.

1 BERBICE ONSHORE
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Onshore in Suriname, Staatsolie generates approximately 13% of the country’s Gross Domestic

Product by producing approximately 12,300 barrels of oil per day from the elephant-sized

Tambaredjo oilfield. Its success and the knowledge we acquired as we studied Guyana’s oil seeps

propelled us to increase our onshore landholdings on the Berbice Block to 800,000 acres. In the

fall, we incorporated a Guyana-based company, ON Energy Inc., after raising US$545,000 locally

using one of the first prospectuses filed under the Guyanese Securities Industry Act of 1998.

CGX holds 84.6% of ON.

This initial financing was used to acquire and reinterpret regional aeromagnetic data, and to

conduct an extensive sampling and geomicrobial analysis for microbes that thrive in the presence

of butane, a light hydrocarbon that can migrate to surface through microseeps from underground

hydrocarbon traps. 

Our initial exploration of the Berbice Block was very encouraging, resulting in the identification

of 22 geochemical leads. These leads cover 250 square kms, each averaging approximately 

12 square kms. In Suriname, the Tambaredjo oil field has a reserve density of 1.2 million barrels

per square km. Using this ratio, if one of our average leads proves commercial, it could have

reserves of 15 million barrels. Such a discovery would be material to Guyana, and to CGX.

To choose the best locations for drilling and thereby improve the probability of success, we are

launching a 2-Dimensional (2D) seismic program. The field work began in the last week of March,

and should be completed in May. The seismic will be analyzed and interpreted in May and June.

The geochem survey has shown us the best areas for exploring, and the seismic should show us

the depth and location of any possible reservoirs. We estimate the cost of this phase to be

approximately US$1.5 million. 

In planning for drilling, our consulting engineer has completed field reconnaissance and met

with contractors and suppliers. Using regional geology, we estimate a maximum well depth of

7,500 feet, which we hope will yield lighter crude than the 17º API crude produced from the

shallower formations in Suriname. Because of the lack of oil and gas industry infrastructure

in-country, this will be a challenging program. Nevertheless, we hope to be drilling several

exploration wells on some of the promising leads as soon as this fall.



Offshore, the 3-million-acre Corentyne Licence
is where we eagerly await the opportunity to

drill our Eagle target. We’ve interpreted Eagle to be a large turbidite target covering 29,000 acres with
a thickness of approximately 750 feet. Further east, our Wishbone West turbidite target is similarly well
defined and appears to be about half the size of Eagle.

2 CORENTYNE LICENCE
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Our Eagle target is a Lower Tertiary deep-sea turbidite fan at approximately 13,000 feet. To

assist investors in understanding the risk-reward aspects of the strategy for our Eagle prospect,

Mr. David Birnie, an independent Professional Geophysicist and evaluations analyst, reviewed

the technical data. The Birnie Report of April 2002 evaluates the Eagle prospect as having a

median or 50% probability (P50) prospective resource of 610 million barrels. At this early stage

of prospect exploration, the range of uncertainty is very broad – the comparative P95 and P05

prospective resources vary from 210 million barrels to 1,720 million barrels, respectively.

Birnie assessed the probability of a hydrocarbon discovery to be 25%, with a 50% probability

of it being oil, resulting in an overall chance of success of oil at 12.5%. Conversely, the USGS

Report assesses the prospective resources of the Basin to be approximately 70% oil and liquids,

and 30% gas. Within 10 kms, the Abary well drilled by Shell in 1974 recovered 37º API crude

from a depth of 13,090 feet. Our internal assessment is 75% for oil and 25% for gas.

Overshadowing these resource estimates is the border risk. On February 25, 2004, Guyana

applied to the United Nations Convention on the Law of the Sea (UNCLOS) for a resolution of the

border dispute with Suriname. A decision by UNCLOS may have an impact on CGX’s tenure on the

Eagle target, or on the similar Wishbone target further to the east. However, if the border

dispute is resolved and exploration proceeds, the targets are drill-ready. The locations are in

300 feet of water, 160 kms from shore. The estimated cost to drill using a large jack-up rig will

depend on rig rates and the costs of equipment mobilization, but based on CGX’s experience in

drilling the nearby Horseshoe West well in 2000, drilling costs for the first Eagle well should

not exceed $12 million, with subsequent wells at about one-half of that cost.

Our seismic defines Eagle as covering 29,000 acres, which will require 4 production platforms

and up to 100 directional wells. Production would be produced and stored in a converted tanker,

a Floating Production Storage and Offloading system, for offloading to tankers taking the oil

to refineries in the Caribbean and the Gulf of Mexico. We expect it to be light oil, so under the

favourable fiscal regime, it would be economic at reference prices as low as US$15/bbl. 



On our Georgetown Licence, there are 3 turbidite leads, all comparable in size to our Eagle

target. Exploration on the Abary offset has been deferred because it’s also in the area of

overlapping border claims. Fortunately, this border claim issue will also be addressed in the

current UNCLOS proceedings. The other 2 turbidite leads are in Guyana’s undisputed waters and

require additional seismic to advance to the drill-ready stage.

Repsol, operator of the Georgetown concession, has identified three prospects with resource

potential of 1.1 billion barrels in the mega-incised Berbice Canyon. This play would require

considerable additional interpretation, including 3D seismic. We have a different interpretation

because the confidential data from the well we drilled at Horseshoe West suggests low probability

of a good seal. However, we are encouraged that Repsol has endorsed the merits of this basin

by recently negotiating a 4.5-million-acre concession from Staatsolie east of our Corentyne Licence.

West of the Georgetown Block is the Annex, a 1-million-acre addition to the original Corentyne

Licence. The Annex area was previously licensed on numerous occasions, most recently to Total

who relinquished its interest in 1999. In early 2002, we acquired 3,300 km of vintage data shot

by Deminex in 1973 and 1976, and by Petrel in 1980, which we are reprocessing and interpreting.

We are still in the early stages of reinterpretation, but so far have identified a few anomalous

features that require new state-of-the-art seismic to advance them to the prospect stage. One

impressive feature is a toe-thrust anticlinal closure, showing a significant slide of a sediment

package many miles in length. Additional interpretation is required to tie these features into

offsetting well and seismic information on the adjoining Georgetown Block.

On CGX’s 3rd area,
the 2.8-million-acre

Georgetown Licence, we acquired AGIP’s 25% interest offsetting our existing concession in June 2002.
Our regional interpretation concluded the turbidite trend continues west onto this concession. We believe
the primary target in this area is a turbidite prospect offsetting Shell’s Abary #1 well drilled in 1974,
which encountered 37º API crude oil. 

3 GEORGETOWN LICENCE & ANNEX
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Pomeroon is our 4th Licence. In December 2003,
we entered into an agreement, subject to approval

by the Government of Guyana, to acquire Century’s 100% interest in the 2.8 million-acre block. Our
regional analysis led to our basic understanding of the potential of this area. Drilling this summer on
adjacent licences granted by Venezuela will bring added interest to this area.

4 POMEROON LICENCE

Recent tectonic exploration by the Ocean Drilling Program on the Demerera Rise offshore Suriname

confirmed the presence of Turonian source beds. In the Guyana/Suriname Basin, the Turonian is

equivalent to the Canje formation, and offshore Venezuela and Trinidad, equivalent to the La Luna

formation. This discovery shows the deposition of the source beds is laterally extensive, and its

presence can be reasonably expected offshore from Trinidad to Suriname. In addition, the world-

class richness of the source bed was confirmed with an astounding 29% total organic content.

The Pomeroon is in the East Venezuela Basin on the southern flank of the Orinoco Delta. It is

separated from the Guyana/Suriname Basin by the Pomeroon high, a geological feature that is

the northeastern extremity of the South American tectonic plate. We believe the La Luna will be the

likely source of hydrocarbons, based on many documented seeps within the Orinoco Delta and

heavy oil discoveries onshore Venezuela, including the giant Cero Negro reservoir. This portion

of the basin is virtually unexplored, with only 2 wells having been drilled offshore Venezuela.

After the Government of Guyana grants approval for transfer of the Pomeroon Licence to us from

Century, we will acquire approximately 6,000 kms of vintage seismic from the area. Over the

next 2 years, we intend to reprocess and reinterpret a portion of this seismic, conduct satellite

seepage analysis, and integrate regional aeromag, gravity and geological data. Subsequent work

will include shooting new seismic and exploration drilling.

The northwestern edge of the licence is adjacent to the Columbus Basin in which many prolific

gas discoveries have been made offshore Venezuela and Trinidad. Some of the larger companies

in the oil and gas industry are in the area. During 2004, Statoil ASA plans on drilling 2 wells

in Deltana Platform Block 4 and in August, ChevronTexaco plans to drill a well on Block 2. And

north of the Pomeroon licence, Exxon was granted a 17-million-acre licence by Guyana.

Oil or Gas Field

Dry Hole

Geophysical Anomaly P O M E R O O N



CGX Energy Inc. was created for the primary purpose of exploring offshore Guyana, South America.

Exploration was actively underway with an 1,800 km seismic program in 1999, leading to the

start-up of drilling at our Eagle target in June 2000. However, a border dispute between Guyana

and Suriname led to us being forced off the Eagle location by gunboats from Suriname. As a

result of that incident, all active exploration offshore by CGX and the other operators in the

area, including Exxon, Maxus (Repsol YPF) and Century, was suspended. 

Since June 2000, many meetings were held between Guyana and Suriname, but they failed to

lead to a bilateral resolution. Finally, in February 2004, Guyana filed a claim under the United

Nations Convention on the Law of the Sea seeking peaceful and binding resolution of the dispute.

During the intervening period, we expanded our regional understanding of the Basin by acquiring

and reinterpreting historic information, mainly seismic data, and acquiring interests in the

surrounding concessions.

In January 2001, we acquired an extension to our Corentyne Licence, the one-million-acre Annex,

after relinquishing a similar-sized portion of the Corentyne Licence we viewed as less prospective.

We subsequently acquired 3,800 kms of vintage seismic and have begun reprocessing and

reinterpreting our data from and adjacent to the Annex.

In June 2002, we purchased AGIP Guyana’s 25% interest in the adjoining 2.7-million-acre

Georgetown Block. Through a data exchange, we already had 1,700 kms of seismic that had been

shot in 1999 in conjunction with our own 1,800 km program on the Corentyne Block. Since then,

we have continued to reinterpret some of the data on the Georgetown Block.

In January 2004, we purchased Century Guyana Inc.’s 100% interest in the 2.8-million-acre

Pomeroon Licence, subject to approval by the Government of Guyana. The proposed work program

for the first 18 months includes reinterpretation of existing data. 

During 2002 and 2003, Staatsolie, the national oil company of Suriname, was reporting success

in using aeromagnetic data and geochemical analysis to develop exploration leads between their

onshore Tambaredjo field and the Corentyne River, a distance of approximately 200 kms. This

provided us with the encouragement to actively explore the 415,000-acre-onshore portion of

our Corentyne Licence, and to acquire a new 387,000-acre licence, collectively the Berbice Block.

Management’s discussion and analysis of the financial and operating results for CGX
should be read in conjunction with our consolidated audited financial statements and

related notes for the years ended December 31, 2003 and 2002. This discussion contains forward-looking
statements that are not historical in nature and involves risks and uncertainties. Forward-looking
statements are not guarantees as to CGX’s future results as there are inherent difficulties in predicting
future results. Accordingly, actual results could differ materially from those expressed or implied in the
forward-looking statements.

MD&A



In 2003, we completed a very large geochemical survey and reinterpreted existing aeromagnetic

data that covered the Berbice Block and surrounding region. 

Initial funding of this program proved to be a challenge, because our share price was low

following years of passive exploration and little apparent progress in the bilateral discussions

to resolve the border issue. This led to the decision to sell our interests in 7 wells in Alberta

in which we had participated. Because they were small interests in scattered wells, there were

few apparent buyers. We ended up selling all of our wells that had been assigned proven reserves

to our joint-venture partner, who is the operator of the wells. The funds from this sale provided

the basis to launch our onshore exploration program on the Berbice Block.

Canadian Operations

Although the focus of our activity is in Guyana, in the last 3 years we invested small amounts

in Canada, the majority of which was raised by issuing tax flow-through shares. On an annual

basis, we employ an independent petroleum consultant to evaluate our oil and gas reserves, all

of which to date have been in Canada. At year-end 2001 and 2002, Doug McLellan, P.Eng, provided

an estimate of our reserves, all of which were sold in 2003. At year-end 2003, Paddock Lindstrom,

Independent Petroleum Engineers, estimated the reserves associated with 2 new wells. As shown

in the Supplemental Information, proven reserves at year-end were estimated to be only 7,700

barrels of oil and 2.3 million cubic feet of gas. The valuation associated with those 2 wells is

low, requiring a “ceiling test” writedown of our Canadian investment. However, part of the

writedown includes prior investments in a well that will be put on production in Q2 2004 that

did not warrant reserve assignment at year-end. If and when expedient, CGX may continue to

raise money through flow-through shares, with the expectation that successful wells could be

sold to provide funds for exploration in Guyana.

The following table provides a summary of CGX’s Alberta operations for the past 2 years:

2002 2003 2003 2003 2003 2003
Avg/Total Q1 Q2 Q3 Q4 Avg/Total

Daily production
Oil (bbls/d) 9 27 9 6 9 12
Gas (mcf/d) 277 139 (1) — 18 38
Oil equivalent (10:1) (boe/d) 55.5 40 8 6 11 16

Average sales price
Oil (Cdn$/bbl) 34.14 47.13 28.95 55.91 23.45 40.79
Gas (Cdn$/mcf) 4.39 9.09 8.16 — 5.93 8.72

Gross revenue (Cdn$) 559,060 226,322 21,662 29,429 28,838 306,251
Royalties (Cdn$) 139,998 63,809 4,724 4,344 6,943 79,820
Operating expenses (Cdn$) 169,332 46,668 17,773 25,581 11,793 101,815

Income before G & A, 
Depletion and 
site restoration

249,730 115,845 (835) (496) 10,102 124,616
G & A, Canadian 

operations (Cdn$) 41,495 15,157 (3,502) 2,023 1,418 15,096
Depletion and site 

restoration (Cdn$) 144,300 51,300 11,425 16,157 38,718 117,600
Operating income (Cdn$) 63,935 49,388 (8,758) (18,676) (30,034) (8,080)

Capital investment (Cdn$) 469,027 337,395 27,484 41,127 137,143 543,149
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During 2003 and 2002, the Company entered into farm-in agreements to drill for petroleum and

natural gas in Canada. In 2003, CGX earned $218,601 (2002 – $356,009) in revenues, paid $56,975

(2002 – $89,150) in royalties and $72,676 (2002 – $107,831) in production expenses, and recorded

depletion and site restoration costs of $83,943 (2002 – $92,111). No overhead costs related to

exploration and development activities were capitalized. 

During 2003, the Company sold all of its Canadian reserves, maintaining an interest in 2

undeveloped leases. The proceeds of the sale were $608,522 resulting in a loss on disposition

of $35,957. As at December 31, 2003, the estimated future site restoration costs to be accrued

over the life of the subsequently developed proven reserves are estimated to be $16,000. The

balance of the Canadian operations was written off in the last quarter of 2003, based on an

independent reserve report prepared by Paddock Lindstrom.

RESULTS OF OPERATIONS

The Company incurred a net loss of US$895,963 or US$0.02 a share for the year ended December

31, 2003, compared with a net loss of US$605,185 or US$0.01 a share for the year ended December

31, 2002. 

CGX incurred a foreign exchange gain of $125,391 during 2003 versus a loss of $13,276 in 2002.

Interest earned on term deposits was down during 2003 compared with 2002 because of lower

cash balances for most of 2003.

Shareholder information costs decreased in 2003 mainly because of a one-time payment in 2002

to a group that assisted us with shareholder relations in Europe. This amount was partially

offset by an equity investment in the Company by this same group.

Professional fees were higher in 2003 because of the costs to complete the financings during

the year and for legal fees incurred to settle a dispute with the drilling contractor relating to

the offshore drilling in 2000. Professional fees will increase again in 2004, as the Company will

hire professionals to provide guidance on the resolution of border issues in conjunction with

the announcement by the Government of Guyana that it has begun binding-dispute settlement

procedures to demarcate the maritime boundary between Guyana and Suriname. 

General and administrative expenses increased in 2003, mainly a result of launching the new

exploration program onshore Guyana. Total general and administration costs increased to

$620,285 from $407,837 in 2002. The travel component was up almost 100% to $35,000 because

of the increased number of trips to Guyana. Direct compensation to officers and executive

directors has been maintained at low levels relative to normal compensation levels at junior

and intermediate oil and gas companies and was further reduced for a portion of 2003 relative

to 2002 levels of direct compensation. Following the launch of initial exploration onshore Guyana

and its successful financing, certain executives and consultants were awarded bonuses in 2003

totalling $175,000. Insurance costs increased 45% in 2003. 

CAPITAL RESOURCES, CAPITAL EXPENDITURES AND LIQUIDITY

The Company’s working capital increased to $2,758,050 in 2003 from $1,071,092 for the same

period in 2002.

During 2003, CGX raised $2,440,510 through the issuance of common shares compared with

$579,190 during 2002. In addition, $496,400, net of share issuance costs of $48,600, was raised

through the issuance of shares of ON Energy. 

In 2003, CGX spent $1,538,808 on the Canadian and Guyanese projects compared with $761,297

in 2002. In 2003, $608,522 was raised through the sale of the Canadian reserves. 

The disposal of a portion of our steel pipe or casing inventory contributed $236,000.

The future income tax liability increased by $166,000 to $256,000 with a corresponding decrease

in share capital. As a result of the disposition and writedown of the Canadian properties, this

liability was eliminated, resulting in a future income tax recovery of $256,000.

The creation and subsequent deemed disposition of a portion of ON Energy resulted in having

to record $125,340 of minority interest regarding ON Energy.

Subsequent to 2003, the Company issued 4,100,000 common shares for total net proceeds of

$2,993,000 and announced a private placement of units of common shares and warrants for up

to $10 million. 

CGX is dependent on obtaining future financings for the exploration and development of its

properties and for the acquisition of any new projects. There is no assurance that such financings

will be available when we require them, or under terms that are favourable to us.

RISKS AND UNCERTAINTIES

Political Risk

We operate in Guyana in an immature and emerging economy with associated risk factors. Neither

land nor maritime boundaries have been resolved with the neighbouring countries of Suriname

and Venezuela. Our operations and related assets are subject to the risks of actions by governmental

authorities, insurgent groups or terrorists. We conduct our business and financial affairs to



protect against political, legal, regulatory and economic risks applicable to our operations.

However, there can be no assurance that we will be successful in protecting ourselves from the

impact of these risks.

Both Guyana and Suriname are signatories to the United Nations Convention on the Law of the

Sea (UNCLOS), which provides that any border disputes be resolved peacefully. On February 25,

2004, Guyana applied under UNCLOS to begin proceedings to resolve the maritime border issue

between the 2 countries. In response, Suriname has challenged whether UNCLOS has the authority

to adjudicate on this claim. If the process continues to resolution, it cannot be determined if

the Guyana claim will be fully upheld, and hence, if the full Corentyne Licence granted by Guyana

to CGX will be maintained.

Business Risk

The oil and gas industry is highly competitive, particularly with respect to searching for and

developing new sources of crude oil and natural gas reserves, constructing and operating crude

oil and natural gas pipelines and facilities, and transporting and marketing crude oil, natural

gas and other petroleum products.

Our competitors include major integrated oil and gas companies and numerous other independent

oil and gas companies that have significant financial and internal technical capabilities that

are only available to CGX externally.

In Guyana, we are pursuing a pure exploration program that is extremely risky, and there is no

assurance that hydrocarbon reserves will be discovered and economically produced. Financial

risks in the petroleum industry include fluctuations in commodity prices, and interest and

currency exchange rates. Operational risks, if a discovery were made, include reservoir performance

uncertainties, reliance on partners, competition, environmental and safety issues, and a complex

regulatory environment.

CGX is exploring its oil and gas properties in Guyana and has not yet determined whether the

properties contain any reserves. The recovery of both the costs of acquiring the oil and gas

properties and the related deferred exploration costs depends on the existence of economically

recoverable reserves, our ability to obtain the financing necessary to complete the exploration

and development of the oil and gas properties, and future profitable production or, alternatively,

on the sufficiency of proceeds from disposition.

A portion of our onshore exploration in Guyana is being funded by local investors, through our

subsidiary, ON Energy Inc., which is one of the first new companies to have been financed under

the Guyana Securities Industry Act 1998. Operating a foreign registered subsidiary presents

risks associated with differences in business regulations and practices compared with operating

a Canadian corporation. We are a responsible member of the Guyanese community and are

building relationships with its members and involving them in key decisions that will have an

impact on their lives.

CGX has made modest investments in Western Canada, the majority of which were sold in 2003.

The Canadian exploration, development and production activities of the Company are conducted

jointly with others and, accordingly, the consolidated financial statements reflect only the

Company’s proportionate interest in such activities.

The amounts recorded for depletion and amortization of petroleum and natural gas properties

and the provision for future site restoration and abandonment costs are based on estimates.

The ceiling test calculation is based on estimates of proven reserves, production rates, oil and

natural gas prices, future costs and other relevant assumptions. By their nature, these estimates

are subject to measurement uncertainty and the effect on the consolidated financial statements

from changes in such estimates in future years could be significant.

Commodity Risk

There are risks of volatility in world oil prices and other risks that the Company cannot control.

CGX has no current plans to hedge its production to eliminate pricing risk.

Currency Risk

The Company’s expenses are recorded in U.S. dollars except for costs and revenue in Canada and

the expenses associated with conducting business in Guyana. As a result, CGX is exposed to

market risks resulting from fluctuations in currency exchange rates.

OUTLOOK

The maritime dispute between Guyana and Suriname suspended active exploration in the Basin

by all companies from June 2000 until late 2003, when we, through ON Energy Inc., conducted a

geochemical program onshore Guyana. Following the positive results of that survey, we started

a 190 km seismic program in March 2004, from which we expect to have interpreted the results

by June. If the seismic program identifies potential targets, we hope to take drilling equipment

into Guyana to test our best prospects later in 2004.

Within the region, new production contracts granted by Venezuela and Suriname will generate

a high level of activity and interest in the immediately offsetting areas this year and in years

to come. Offshore Venezuela in the Deltana Platform, Statoil is scheduled to drill 2 wells in

2004, and ChevronTexaco plans to drill a well, too. East of our Corentyne Licence, Suriname

granted Repsol a 4.5 million acre Production Sharing Contract, on which an 1,800 km 2D seismic

program is scheduled this year. 
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March 12, 2004

Kerry E. Sully

President & Chief Executive Officer

James N. Fairbairn, C.A.

Chief Financial Officer

Management’s Responsibility

Management is responsible for all information contained in this annual report. The consolidated

financial statements have been prepared in accordance with Canadian generally accepted

accounting principles and include amounts based on management’s informed judgments and

estimates. The financial and operating information included in this annual report is consistent

with that contained in the consolidated financial statements in all material aspects.

Management maintains internal controls to provide reasonable assurance that financial information

is reliable and accurate and assets are safeguarded.

Auditors’ Report

To the Shareholders of CGX Energy Inc.

We have audited the consolidated balance sheets of CGX Energy Inc. as at December 31, 2003,

and 2002 and the consolidated statements of operations and deficit and cash flows for the years

then ended. These consolidated financial statements are the responsibility of the Company’s

management. Our responsibility is to express an opinion on these consolidated financial

statements based on our audits.

We conducted our audits in accordance with Canadian generally accepted auditing standards.

Those standards require that we plan and perform an audit to obtain reasonable assurance

whether the consolidated financial statements are free of material misstatement. An audit

includes examining, on a test basis, evidence supporting the amounts and disclosures in the

consolidated financial statements. An audit also includes assessing the accounting principles

used and significant estimates made by management, as well as evaluating the overall consolidated

financial statement presentation.

In our opinion, these consolidated financial statements present fairly, in all material respects,

the financial position of the Company as at December 31, 2003, and 2002 and the results of its

operations and its cash flows for the years then ended in accordance with Canadian generally

accepted accounting principles.

External auditors, appointed by the shareholders, have independently examined the consolidated

financial statements and performed the tests deemed necessary to enable them to express an

opinion on these consolidated financial statements.

The Audit Committee has reviewed the consolidated financial statements with management and

the auditors. The Board of Directors has approved the consolidated financial statements on the

recommendation of the Audit Committee.

April 30, 2004
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CONSOLIDATED BALANCE SHEETS

(Denominated in United States Dollars)

As at December 31 2003 2002

ASSETS

Current assets

Cash and short-term investments $ 3,088,891 $ 729,247

Receivables and other 63,063 94,950

Drilling supplies 62,720 299,192

3,214,674 1,123,389

Petroleum and natural gas properties (Note 2 and 4) 3,217,931 3,557,183

$ 6,432,605 $ 4,680,572

LIABILITIES AND SHAREHOLDERS’ EQUITY

Current liabilities

Accounts payable and accruals $ 456,624 $ 52,297

456,624 52,297

Future income tax liability (Note 5) — 90,000

Minority interest 125,340 —

581,964 142,297

Shareholders’ equity

Capital stock (Note 5) 19,090,956 16,882,627

Deficit (13,240,315) (12,344,352)

5,850,641 4,538,275

$ 6,432,605 $ 4,680,572

See notes and supplementary information to the
consolidated financial statements.

Approved by the Board:

Director Director



CONSOLIDATED STATEMENTS OF OPERATIONS & DEFICIT

(Denominated in United States Dollars)

Year Ended December 31 2003 2002

REVENUES

Petroleum and natural gas $ 218,601 $ 356,009

Royalties, net of ARTC (56,975) (89,150)

161,626 266,859

Interest 802 12,884

162,428 279,743

EXPENSES

General and administration 620,285 407,837

Professional fees 157,097 98,059

Depletion, amortization and site restoration 83,943 92,111

Production 72,676 107,831

Shareholders’ information 60,450 165,814

Loss on disposal of petroleum and natural gas properties (Note 4) 35,957 —

Foreign exchange (gain) loss (125,391) 13,276

905,017 884,928

NET LOSS BEFORE OTHER ITEMS (742,589) (605,185)

Writedown of petroleum and natural gas properties (Note 4) (409,374) —

NET LOSS BEFORE INCOME TAXES (1,151,963) (605,185)

Future income tax recovery 256,000 —

NET LOSS (895,963) (605,185)

Deficit, beginning of year (12,344,352) (11,739,167)

DEFICIT,  END OF YEAR $(13,240,315) $(12,344,352)

NET LOSS PER SHARE – BASIC $ (0.02) $ (0.01)

WEIGHTED-AVERAGE NUMBER OF SHARES OUTSTANDING 49,453,078 47,006,373

See notes and supplementary information to the
consolidated financial statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS

(Denominated in United States Dollars)

Year Ended December 31 2003 2002

OPERATIONS

Net loss $ (895,963) $ (605,185)

Adjustments to reconcile net loss to net cash used by operating activities:

Depletion, amortization and site restoration 83,943 92,111

Writedown of petroleum and natural gas properties 409,374 —

Loss on sale of petroleum and natural gas properties 35,957 —

Future income tax recovery (256,000) —

Net change in non-cash operating working capital items:

Receivables and other 31,887 (45,329)

Drilling supplies 236,472 —

Accounts payable and accruals 402,471 (151,293)

Net cash from (used by) operating activities 48,141 (709,696)

FINANCING

Issuance of common shares 2,440,510 579,190

Issuance of common shares by ON Energy Inc. (Note 2) 496,400 —

Costs of share issuances (66,181) (48,265)

Net cash from financing activities 2,870,729 530,925

INVESTING

Proceeds on disposition of petroleum and natural gas properties 608,522
Petroleum and natural gas properties (1,167,748) (761,297)

Net cash used by investing activities (559,226) (761,297)

INCREASE (DECREASE) IN CASH AND SHORT-TERM INVESTMENTS 2,359,644 (940,068)

Cash and short-term investments, beginning of year 729,247 1,669,315

CASH AND SHORT-TERM INVESTMENTS, END OF YEAR $ 3,088,891 $ 729,247

See notes and supplementary information to the
consolidated financial statements.



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

Years Ended December 31, 2003, and 2002
(Denominated in United States Dollars)

GENERAL
CGX Energy Inc. (CGX, or the Company) is incorporated under the laws of Ontario. Its principal
business activity is petroleum and natural gas exploration onshore and offshore Guyana, South
America, combined with a minor petroleum and natural gas exploration and development program
in Western Canada.

1. Summary of Significant Accounting Policies
Consolidation

The consolidated financial statements include the accounts of the Company together with its
wholly owned subsidiary, CGX Resources Inc., a Bahamas-based company, as well as its 84.6%
interest in ON Energy Inc., a Guyana-based public company. The 1998 acquisition of CGX Resources
Inc. has been accounted for as a reverse takeover. As such, these consolidated financial statements
reflect the continuation of the legal subsidiary, CGX Resources Inc., and not that of the legal
parent. The Company’s Canadian exploration, development and production activities are undivided
interests in properties that are developed jointly with others. Accordingly, the consolidated
financial statements also reflect the Company’s pro rata share of the assets, liabilities, revenues
and expenses of these undivided interests.

Nature of Operations

CGX is exploring its Guyanese petroleum and natural gas properties and has not yet determined
whether they contain economically recoverable reserves. The recovery of both the costs of
acquiring the petroleum and natural gas properties and the related deferred exploration expenses
depends on the existence of economically recoverable reserves, the ability of the Company to
obtain the financing necessary to complete exploration and the development of the properties,
and the future profitable production, or alternatively, on the sufficiency of proceeds from
disposition.

Foreign Currency Translation

CGX is a Canadian holding company whose principal assets are its wholly owned subsidiary, CGX
Resources Inc. and its controlling interest in ON Energy Inc. Although the company generates
cash flow from its Canadian operations, its main source of cash is through capital market financing.
This financing is used to fund both its Canadian operations as well as its subsidiaries’ petroleum
and natural gas activities, which are denominated in United States (U.S.) dollars. Capital market
financing is principally denominated in U.S. dollars. However, some financing is denominated
in Canadian dollars to fund its Canadian operations. The Company’s shares are traded and quoted
on a Canadian exchange in U.S. dollars; accordingly, the U.S. dollar is the functional currency of
the consolidated financial statements.

The Company uses the temporal method of foreign currency translation in accounting for its
integrated foreign operations. Under this method, monetary assets and liabilities denominated
in foreign currency are translated into U.S. dollars at the exchange rate prevailing at the balance
sheet date, while non-monetary assets and liabilities are translated into U.S. dollars at the
exchange rate prevailing on the transaction date. Revenue and expenditures denominated in

foreign currencies are translated into U.S. dollars at the exchange rate prevailing on the date
of the transaction. Foreign exchange gains and losses arising from the translation of transactions
denominated in foreign currency are reflected in operations for the year.

Petroleum and Natural Gas Properties

The Company follows the full cost method of accounting for petroleum and natural gas properties
and, accordingly, capitalizes all exploration and development costs, drilling (including related
overhead) on producing and non-producing properties and other carrying charges on unproven
properties. Proceeds of disposition are applied against the cost pools with no gain or loss
recognized except where the disposition results in a significant change in the rate of depletion
and amortization.

The costs of significant unevaluated properties are excluded from the depletion and amortization
base. The carrying value is limited to the recoverable amount. This is determined on proven
properties by estimating the present value of future net revenues based on current prices and
cost. On unproven properties, the carrying value is determined by using the lower of cost or net
realizable value less estimated future site restoration costs, general and administrative expenses,
financing costs and income taxes.

Amortization of these costs is done on a country-by-country basis and is calculated on the unit-
of-production method based on estimated proven reserves, before royalties, as determined by
independent engineers. For purposes of depletion and amortization calculations, petroleum and
natural gas reserves are converted to a common unit of measure on the basis of their relative
energy content.

The Company estimates its future site restoration and abandonment costs for its petroleum and
natural gas properties on a country-by-country basis. The costs represent management’s best
estimate of the future site restoration and abandonment costs based on current legislation and
industry practices. Total estimated costs are on a unit-of-production basis. The annual provision
included in amortization expense and actual future site restoration and abandonment costs is
charged to the account as incurred.

The amounts recorded for depletion and depreciation of property, plant and equipment and the
provision for future site restoration and abandonment costs are based on estimates. The ceiling
test calculation is based on estimates of proven reserves, production rates, petroleum and natural
gas prices, future costs and other relevant assumptions. By their nature, these estimates are
subject to measurement uncertainty, and the effect on the consolidated financial statements
from changes in such estimates in future years could be significant.

The Canadian exploration, development and production activities of the Company are undivided
interests in properties that are developed jointly with others. Accordingly, the consolidated
financial statements reflect only the Company’s proportionate interest in such activities.

Cash and Short-Term Investments

Cash and short-term investments include cash equivalents, which are investments having an
original maturity of less than or equal to 90 days.



Stock Options

CGX has a stock-based compensation plan. All stock-based payments to non-employees as well as
direct awards of stock to employees and directors are accounted for in accordance with the fair
value method of accounting for stock-based compensation.

Flow-Through Shares

The resource expenditure deductions for income tax purposes related to exploratory and
development activities funded by flow-through share arrangements are renounced to investors
in accordance with tax legislation. Under the liability method of accounting for income taxes,
the future income taxes related to the temporary difference arising at the later of renunciation
and when the qualifying expenditures are incurred, are recorded at that time together with a
corresponding reduction to the carrying value of the shares issued.

Future Income Taxes

Future income taxes are accounted for using the liability method of tax allocation. Under this
method, future income taxes are based on the differences between assets and liabilities reported
for financial accounting purposes and those reported for tax purposes. Because of the nature
of the Company’s operations, it may be subject to income taxes in Canada, the Bahamas and
Guyana.

Net Loss per Share

Net loss per share has been calculated using the weighted-average number of common shares
outstanding during the year. Net loss per share, fully diluted, has been calculated reflecting the
issuance of warrants and assuming the full exercise of stock options. Net loss per share, fully
diluted, has not been presented, as the factors referred to above are anti-dilutive.

4. Petroleum and Natural Gas Properties

2003 2002
Guyana Canada Total Guyana Canada Total

Balance, beginning of year $ 2,879,038 $ 678,145 $ 3,557,183 $ 2,416,394 $ 466,271 $ 2,882,665
Acquisition costs 60,000 — 60,000 200,000 — 200,000
Exploration costs 1,021,013 — 1,021,013 262,644 134,314 396,958
Development costs — 457,795 457,795 — 164,340 164,340
Depletion — (82,087) (82,087) — (86,780) (86,780)
Disposal — (644,479) (644,479) — — —
Deemed disposition (Note 2) (371,060) — (371,060) — — —
Writedown — (409,374) (409,374) — — —
Balance, end of year $ 3,588,991 $ — $ 3,588,991 $ 2,879,038 $ 678,145 $ 3,557,183

Administrative Expenditures

Administrative and general expenditures not directly attributable to the petroleum and natural
gas properties are expensed when incurred.

2. Gain on Deemed Disposition of Interest in Subsidiary
In 2003, CGX incorporated a wholly owned subsidiary, ON Energy Inc. (ON), a Guyana-based
company, to explore and develop oil and gas onshore Guyana. ON filed an Initial Public Offering
under the Securities Industry Act of Guyana, through a Prospectus dated November 5, 2003, and
as amended December 5, 2003, to raise funds for its onshore activities. On December 23, 2003,
the financing closed with 10,900,000 common shares being issued for total net cash proceeds
of $496,400.

The issue by CGX’s subsidiary of its common shares outside the consolidated group resulted in
a decrease in CGX’s proportionate interest in ON to 84.6%. This dilution resulted in CGX
recognizing a gain of $371,060 on this deemed disposition. This gain on deemed disposition
was recorded as a reduction in the book value of the Petroleum and Natural Gas Properties.

3. Related-Party Transactions
Certain corporate entities that are related to the Company’s officers and directors provide
consulting services to CGX. These expenditures are summarized as follows:

2003 2002

Petroleum and natural gas properties $ 160,000 $ 123,000
Administrative expenses 354,000 204,000
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Corentyne Block, Guyana

The Company holds a Petroleum Agreement for the approximately 3.8-million-acre Corentyne
Block offshore Guyana. The Initial Period of the Petroleum Agreement was for a period of four
years beginning June 1998, renewable for up to two three-year periods. The Petroleum Agreement
was amended on December 9, 1998, June 2, 2000, and again on January 12, 2001. The required
work program for the Initial Period, which ended June 2002, was completed. On November 30,

If a discovery is made, CGX has the right to convert the Discovery Area plus reasonable surrounding
acreage to a Production Licence, subtracting this area from the Contract Area.

Summary of Fiscal Regime: After commercial production begins, the Licensee is allowed to recover
all capital and operating costs from “cost oil,” which for the first three years is up to 75% of
production and thereafter up to 65% of production. The Licensee share of the remaining production
or “profit oil,” for the first five years is 50% of the first 40,000 barrels of oil per day and 47%
for additional production, and thereafter 45% in full satisfaction of all income taxes and royalties.

Berbice Block, Guyana

Effective September 30, 2003, the 415,000 acre onshore portion of the Corentyne Block was
transferred to ON Energy Inc., a wholly owned subsidiary of CGX registered in Guyana. The
consideration for transfer of US$282,625 was satisfied through the issuance of 59.5 million
shares of ON. The work commitment for this portion of the Corentyne Petroleum Agreement was
to conduct a pilot geochemical study. This commitment was fully satisfied in 2003 by conducting
a full-scale geochemical survey covering 250,000 acres, a portion of which covered the new

Relinquish at 
Period Start Date End Date Work Commitment End of Period Status

Initial Period June 1998 June 2000 Conduct regional review, shoot 1,800 kms of 2D seismic Complete
Phase 1

Initial Period June 2000 June 2001 Drill 1 exploration well Complete
Phase 2 Year 1

Initial Period June 2001 June 2002 Interpret well results 20% 1 Complete
Phase 2 Year 2

1st Renewal June 2002 December 2004 Main Area: Conduct a pilot geochemical study onshore. Annex Area: 
Phase 1 Interpret 3,300 kms of seismic data and reprocess 825 km 1% Partially complete

1st Renewal December 2004 June 2005 Shoot 500-line kms of 3D seismic; or shoot 1,500 kms of 
Phase 2 2D seismic; or drill 1 exploration well 20%

2nd Renewal

Phase 1 June 2005 December 2006 Drill 1 exploration well

2nd Renewal December 2006 June 2008 Drill 1 exploration well

Phase 2

1. In January 2001, one million acres (27% of the concession) were relinquished. An additional one million acres (the Annex) were subsequently added to the concession.

2002, the first renewal period of the Petroleum Agreement was granted under two Petroleum
Prospecting Licences, which included renegotiated work commitments and separate obligations
for the eastern main area and the western annex area. 

The principal terms of the licences include annual fees of $100,000, plus a guarantee for 10%
of the estimated cost of the work commitment in the pending exploration period as follows:

Berbice Block under a Petroleum Agreement granted to ON on October 1, 2003. The work commitment
includes a geochemical study and interpretation of existing geophysical data in year one, both
of which have been completed. In year two, the commitment is to conduct further geochemical
studies, or do a gravity survey, or drill a well. In year three, the commitment is to acquire seismic
or drill an exploration well. In year four, the commitment is to conduct further geophysical and
geochemical work and/or drill an exploration well.

Georgetown Block, Guyana

The Company signed a Letter Agreement on April 19, 2002, to obtain a 25% participating interest
in the Georgetown Block (offshore Guyana) from AGIP Guyana, B.V. for $100,000 on signing,
$75,000 on assignment of the Joint Operating Agreement (JOA) and $1 million at the spud of the
first well on the Block in which CGX participates. The Government of Guyana approved the transfer
on September 3, 2002. 

The principal terms and work commitment are similar to the terms for the Corentyne Block. The
only work completed to date is a regional review and completion and interpretation of 1,700 kms



of 2D seismic. An exploration well is required during the Initial Period, but because sovereign
issues between Guyana and Suriname prevent unhindered access to a portion of the Contract
Area, in the event of any postponements, the Licensees will have a mandatory 36 months to
complete the work program in the Initial Period. 

Alberta, Canada

During 2003 and 2002, the Company entered into farm-in agreements to drill for petroleum and
natural gas on four properties in Alberta, and one in Saskatchewan, Canada. Only the direct costs
associated with exploration and development activities have been capitalized. As such, no
overhead costs have been capitalized. A summary of the operations is as follows:

2003 2002 

Petroleum and natural gas revenue $ 218,601 $ 356,009

Royalties, net of ARTC (56,975) (89,150)

161,626 266,859

Expenses

Production 72,676 107,831

Depletion and site restoration 83,943 91,917

General and administration 10,775 26,426

Foreign exchange loss 62,609 2,800

Loss on disposition of properties 35,957 —

265,960 228,974

Net income (loss) $ (104,334) $ 37,885

In 2003, the Company sold all of its Canadian reserves, retaining an interest in just two prospective
properties. The proceeds of the sale were $608,522 (Cdn$820,000) resulting in a loss on disposition
of $35,957.

As at December 31, 2003, the future site restoration costs to be accrued over the life of the
remaining proven reserves are estimated to be $16,000.

The Company retained an independent consultant to evaluate the oil and gas reserves for the
remaining properties as at December 31, 2003. This reserves evaluation resulted in a “ceiling
test” writedown of the Canadian petroleum and natural gas properties asset of $409,374.

5. Capital Stock
Authorized and Issued Capital Stock

The Company is authorized to issue an unlimited number of common shares without nominal or
par value. The Company’s issued and outstanding common shares were as follows:

Number of Shares Amount

Balance as at December 31, 2001 46,735,513 $ 16,441,702

Issuance of shares for cash:

Private placements 1,854,446 577,090

Stock options exercised 10,000 2,100

Cost of share issuances — (48,265)

Future tax benefits renounced 
pursuant to flow-through shares — (90,000)

Balance as at December 31, 2002 48,599,959 16,882,627

Issuance of shares for cash:

Private placements 9,480,636 2,392,034

Warrants exercised 100,000 34,709

Stock options exercised 85,000 13,767

Cost of share issuances — (66,181)

Future tax benefits renounced 
pursuant to flow-through shares — (166,000)

Balance as at December 31, 2003 58,265,595 $ 19,090,956

Flow-Through Shares

Pursuant to flow-through share agreements entered into during 2001 and 2002, the Company
renounced resource expenditures of $730,530. During 2003, the Company incurred the remaining
qualifying expenditures relating to the flow-through shares. The effect of these expenditures
was an increase in future income taxes and a decrease in share capital of $166,000. 

Warrants

CGX has the following common share purchase warrants outstanding as at December 31, 2003:

Warrants Issued Expiry Exercise Price No. Issued

November 2003 private placement June 1, 2005 $ 0.35 4,584,068

December 2003 private placement June 12, 2005 $ 0.42 156,250

4,740,318

Stock Options

The Company established a stock option plan to provide additional incentive to its directors,
officers, employees and consultants in their efforts on behalf of the Company in the conduct of
its affairs. The total number of shares that may be issued is 5,625,000. During 2003, the Company
established a new stock option plan to replace the existing stock option plan. No additional stock
options may be granted under the old plan. The old plan will terminate after the exercise, expiry,
termination or cancellation of all of the currently outstanding stock options that were granted
under the old plan. Under the terms of the new plan, one-quarter of the options granted vest
immediately, and another one-quarter vest every six-month period following the grant date.
Under the terms of the old plan, all options vested immediately. All options under both the old
and new plan expire on the fifth anniversary from the date of issue, unless otherwise specified.
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2003 2002
Weighted Weighted

Average Average
Exercise No. of Exercise No. of

Price Options Price Options

Outstanding, beginning of year $ 0.53 5,514,000 $ 0.61 4,900,000

Transactions during the year:

Granted 0.23 1,403,000 0.30 1,109,000

Exercised 0.16 (85,000) 0.21 (10,000)

Expired 0.18 (1,588,000) 0.79 (485,000)

Outstanding, end of year $ 0.57 5,244,000 $ 0.53 5,514,000

Exercisable at year-end $ 0.65 4,191,750 $ 0.53 5,514,000

The following table provides additional information about outstanding stock options at December
31, 2003.

Weighted
Average

Weighted Weighted No. of Exercise
No. of Average Average Options Price –

Range of Options Remaining Exercise Currently Exercisable
Exercise Prices Outstanding Life (Years) Price Exercisable Options

$ 0.20 – 0.30 2,909,000 2.9 $ 0.25 1,950,500 $ 0.27

0.43 – 0.43 675,000 2.6 0.43 581,250 0.43

0.75 – 1.05 735,000 1.0 0.81 735,000 0.81

1.45 – 1.50 925,000 1.4 1.48 925,000 1.48

5,244,000 2.2 $ 0.57 4,191,750 $ 0.65

In January 2004, 350,000 stock options priced at $0.20 were exercised. In February 2004, the
Company granted an additional 50,000 options exercisable at $0.63.

In 2003, CGX’s subsidiary ON Energy Inc., a Guyana-based public company, established a stock
option plan. As at December 31, 2003, there were 1,750,000 stock options outstanding. If these
options are exercised, then CGX’s controlling interest in its subsidiary will be reduced.

During 2003, CGX granted 1,278,000 stock options to employees, officers, and directors. If the
Company adopted the fair method of accounting for stock options, the stock-based compensation
costs associated with these options would have an impact on net loss and net loss per share as
follows:

2003

Net loss as reported $(1,151,963) 
Stock-based compensation cost (10,000) 

Pro forma net loss (1,161,963) 
Pro forma net loss per share – basic $ (0.02) 

Assumptions used in Black-Scholes option pricing model

Dividend yield — 

Expected volatility 7.8% 

Risk-free interest rate 5.0% 

Expected life (years) 5 

Number of options granted 1,278,000 

6. Income Taxes
As at December 31, 2003, the Company had non-capital losses of $4,780,000 available to reduce
future Canadian source income for income tax purposes. These losses expire during the years
2004 to 2010. A summary of the future income tax asset resulting from these operating losses
carry forward, using an approximate tax rate of 35%, is as follows:

2003 2002

Future tax assets:

Benefit of non-capital loss carry forwards $ 1,673,000 $ 4,033,000

Valuation allowance (1,673,000) (4,033,000)

$ — $ —

The Company has recorded a 100% valuation allowance against the future income tax assets
because of the uncertainty surrounding their realization.

7. Subsequent Event
In January 2004, the Company, through its wholly owned subsidiary, CGX Resources Inc., entered
into an Asset Purchase Agreement with Century Guyana, Ltd. (Century) to acquire Century’s 100%
interest in the Pomeroon Prospecting License located offshore in the Guyana Basin. Closing of
the transaction is subject to written approval from the Government of Guyana. As at the audit
report date, such approval has not been obtained. 

The purchase price consists of a payment of $100,000 plus the issuance of 2,000,000 unrestricted
common shares of the Company on the closing date. Upon closing of the transaction, CGX shall
assign to Century an Overriding Royalty Interest consisting of 2.5% of all revenues to the extent
that the revenues are directly attributable to the contractor’s share of Profit Oil.

The Pomeroon License issued by the Government of Guyana in November 1997 is approximately
11,254 square kms (2,781,000 acres) in size and is located between CGX’s 100%-owned Annex
portion of the Corentyne License and the Plataforma Deltana, which is offshore Venezuela. 



8. Segmented Information
The Company has operations in Canada and Guyana, and its entire operating activities are related
to the exploration, development and production of petroleum and natural gas.

2003 2002

Petroleum and Natural Gas Revenues

Canada $ 218,601 $ 356,009

Guyana — —

218,601 356,009

Net Loss

Canada 785,296 588,492

Guyana 110,667 16,693

895,963 605,185

Net Cash Provided by (Used by) Operations

Canada (346,726) (607,181)

Guyana 394,867 (102,555)

48,141 (709,736)

Capital Expenditures

Canada 457,795 298,654

Guyana 1,081,013 462,644

1,538,808 761,298

Total Assets

Canada 2,580,243 1,455,867

Guyana 3,852,362 3,224,705

6,432,605 4,680,572

CGX Energy Inc. Supplementary Information
Reserve Quantity Information for the Year Ended December 31, 2003
Constant Pricing after Royalty

Canada

Oil/NGLs (mbbls) Gas (mmcf)

Proven developed reserves:

Beginning of year 43.5 504.4

Production (1.6) (12.4)

Sales of reserves in place (41.9) (492.0)

Net reserves following sale — —

Extensions and discoveries 10.6 3.9

Revisions of previous estimates — —

Improved recovery — —

Purchases of reserves in place — —

Production (2.9) (1.6)

End of year 7.7 2.3
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Denis A. Clement, LL.M. 
Position Director
Age 51
Experience Denis, the founding President of CGX, has 24 years of experience in law, corporate

management and finance. He has held key executive and directorship positions in
several companies. Denis is the Chairman and a Director of Dumont Nickel Inc., and
a Director of Garrison International Ltd., and Vena Resources Inc.

John R. Cullen
Position Director and Founder
Age 48
Experience John, a co-Founder of CGX Resources Inc., has had a successful career in public company

financing, corporate/capital structuring and development over the last 24 years. For
10 years, John was an investment advisor with Nesbitt Burns, where he specialized
in the resource sector. John is a Director of a number of public companies, including
Dumont Nickel Inc., Garrison International Ltd., HMZ Metals Inc., Quincy Resources
Inc., and Vena Resources Inc.

Edris K. Kamal Dookie, PhD
Position Executive Vice President of CGX Resources Inc., 

Director of Guyana Operations, and Founder
Age 51 
Experience Kamal, a co-Founder of CGX Resources Inc., has been involved for more than 20 years

in the development of start-up projects in the agricultural and mining sectors. During
the last several years, he has focused on the acquisition and exploration of CGX’s
licenses in Guyana.

James (Jim) N. Fairbairn, C.A.
Position Chief Financial Officer
Age 46
Experience Jim has more than 17 years of financial experience with publicly traded companies.

He is an officer of the following public companies: Ausnoram Holdings Limited, Band-
Ore Resources Ltd., Black Pearl Minerals Consolidated Inc., Garrison International
Ltd., and Vena Resources Inc. 

Adrian C. Jackson, M.A. M.B.A.
Position Independent Director
Age 45
Experience Adrian has 22 years experience in corporate finance, investment banking and petroleum

engineering. He is the former Group Chief Financial Officer for Atlantic Energy
Resources, a private exploration and production company focusing on developing
discovered fields in Russia. Prior to this, he spent more than 6 years as a Vice President
of The Chase Manhattan Bank, mostly within the Global Oil & Gas Group where his
focus included advising on international and domestic mergers and acquisitions, and
corporate and project financing. Adrian has had similar roles with the Chemical Bank
and Daiwa Europe Limited. After graduation from Oxford University in 1982, he worked
for 10 years with Royal Dutch Shell as a petroleum and reservoir engineer, an asset
evaluator and negotiator. Adrian is a Director of JSC Pechoraneft.
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Oliver Lennox-King, B.Comm.
Position Independent Director
Age 55
Experience Oliver has 31 years of experience in the mineral resource industry in the areas of financing,

research and marketing. He is the Founder and Chairman of Southern Cross Resources
Inc. Oliver was formerly Chairman of Pangea Goldfields Inc. and President of Tiomin
Resources Inc. He is on the board of several public companies, including Dumont Nickel
Inc., and Tiomin Resources Inc.

Charlotte M. May
Position Investor Relations
Age 41
Experience Charlotte has 16 years of experience in marketing, finance, research and investor

relations in the institutional brokerage industry, and oil and gas and industrial
sectors. Her institutional investment experience includes the position of Manager,
Research Services, for Peters & Co. Limited, an oil and gas investment boutique, and
working in the oil and gas divisions of Loewen, Ondaatje, McCutcheon & Co. Limited
and Goepel, Shields & Partners Inc., where she was one of the original founders.

Stephen McIntyre, B.Sc., B.A.
Position Strategic Advisor
Age 56
Experience Steve has more than 28 years of experience in the mineral business. He is the former

President of Dumont Nickel Inc., and was President of Northwest Exploration Company
Limited, the predecessor company to CGX Energy Inc. During his career, Steve has
been the President and Chairman of other resource companies as well. 

Kerry E. Sully, P.Eng., B.Sc.
Position Director, President & Chief Executive Officer
Age 55
Experience Kerry has more than 33 years of petroleum and consulting experience. He initiated

computerized financial modeling at Texaco Exploration Canada Ltd., and was a key
participant on its mergers and acquisition team. As a consultant for Lewis Engineering
Co. Ltd. and its sister company in the United States, D.R. McCord and Associates, he
completed reserve evaluations and reservoir engineering models for securities
commissions and oil and gas production companies worldwide. In 1976, Kerry helped
found Ranchmen’s Resources Ltd., and was its President and Chief Executive Officer
from 1989 to 1995 when Ranchmen’s was the target of a $260-million takeover. In
addition to his responsibilities at CGX, Kerry is Chairman and a Director of Birch
Mountain Resources Ltd.

Warren G. Workman, P. Geol., B.Sc.
Position Vice President Exploration
Age 53
Experience Warren is a highly experienced geophysicist and geologist who has spent more than 29

years in international and domestic exploration. His career experience includes working
for Amoco Canada Petroleum, Unocal Corporation and Ranchmen’s Resources, where he
was Vice President Exploration. Warren has valuable expertise in the identification
and exploration of offshore oil and gas targets, including projects in the Gulf of Mexico.



In 2004, CGX created a logo with energy, momentum and openness. Subtly inherent
in the logo are the letters ‘c,’ ‘g’ and ‘x.’ The blue and green colours reflect our

exploration in the offshore waters and onshore verdant green of Guyana, with the blue arrow on the left
inspired by the yellow arrowhead in Guyana’s flag.WWW.CGXENERGY.COM




