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Chairman / CEO Statement

We are pleased to present this Annual Report for the financial

year ended 31 December 2008.

Summary

2008 was an eventful year for Petro Matad Limited. We
started the year with a substantial fund raising, and followed
with admission to AIM. Trading commenced on May 1st. An
event such as this is a milestone in a company’s development,
but admission to AIM was a particularly proud achievement
for Petro Matad, as it was the first time that a company with
a substantial Mongolian shareholding was tradable on an

international exchange.

Following admission to AIM, we continued with our
exploration of Matad Block XX in the east of Mongolia for the
remainder of the year. We are very pleased with the results of
the 3D seismic work on Davsan Tolgoi, which provide further
validation of our faith in the prospectivity of Matad Block
XX, particularly when read in conjunction with the 2008 and
previous years’ 2D seismic survey results. Davsan Tolgoi is

“drill-ready”, and the prospectivity of other areas of Block XX

has been advanced or enhanced.

In addition, the Company has been pursuing other exploration
opportunities in Mongolia, including applications for two
new Production Sharing Contracts through a wholly owned

subsidiary, Central Asian Petroleum Corporation Limited.

Due to these programmes, achievements and initiatives, we are
confident that your company will evolve in a positive manner in

the next financial year.

The year has been marked by economic turmoil, which affected
the global economy and the sector in which the Company
operates. Overall economic conditions remain challenging, the
effects of which will continue to have a significant bearing on

the Company’s future.

Matad Block XX
After being awarded Block XX in July 2006, and prior to 2008,
Petro Matad reprocessed 565km of previous seismic data

and commissioned 423 km of new 2D seismic surveys. The
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Chairman / CEO Statement

Company also commissioned a 3,000km? gravity and magnetic
survey in 2007, which improved our understanding of the

structural elements of the block.

Our 2008 exploration works included a 2D seismic survey
programme, consisting of the acquisition of a further 155km of
seismic data and the amalgamation, interpretation and mapping
of the data with all of the 2D seismic data previously held by the
Company. The 2008 programme also consisted of a 145km?
3D seismic survey to mature, to drillable status, the Company’s
most advanced prospect, “Davsan Tolgoi”, which was formerly

known as “8Ts”.

The results of the 2008 surveys can be summarised as follows:

The Davsan Tolgoi Prospect was materially advanced
as a drillable prospect. Two additional prospects were
defined in the area of Davsan Tolgoi and the aggregate
prospective resources of the Davsan Tolgoi area were
increased. As a result of this new information, Isis has
increased the probability of success on the main Davsan
Tolgoi structure from 23% to an average of 37%. The key
findings from the 3D seismic survey are discussed in detail
below. The prospect has been renamed the Davsan Tolgoi
prospect, which is the local Mongolian nomenclature for

the general area of 8Ts.

Strong Lead 6Ts did not mature into a prospect because,
on analysis of the enlarged 2D data set, the previously
interpreted continuous faults necessary for the trapping
mechanism broke up into smaller discontinuous segments.
6Ts has now been remapped as a small fault bounded
closure and re-designated Prospect 6Ts with a Mean

Risked Prospective Resource of 0.27 million barrels.

Anew Lead 15Ts was discovered during this 2D programme,
to the southwest of 6T. It requires additional seismic work

to advance it to prospect status, and is relatively small, but

promising.
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Mongolian sub-contractors and consultants carried out the
majority ofthe 2006-2008 in-field programmes. The data obtained
was a credit to those companies, in particular Khet LLC and
Geosan LLC, and it enabled some sophisticated processing and
analysis to be performed. The only work not to be undertaken
by a national company was the 3D survey. Chinese contractor,

BGP Inc. performed creditably in that project.

All processing and analytical work was carried out in Australia
by various consultants and contractors. This was either
supervised or performed by your Company’s prime consultant,

Isis Petroleum Consultants Pty Ltd (“Isis”).

Finally, your Company’s own professional staff in Mongolia had
invaluable input and supervision over various aspects of both

the fieldwork and research.

As a result of the 2008 work, the total inventory increased to
15 prospects with the mean unrisked prospective resources
totalling 638 million barrels and the mean risked prospective

resources totalling 112 million barrels.
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The Company remains confident about the overall prospectivity
for oil exploration of Block XX. Davsan Tolgoi (discussed
below) is the most advanced prospect, but the work described
above has also, in general advanced our confidence in the
other leads, strong leads and prospects outside of that prime
target. In addition, the unexplored grabens to the south-west

provide significant longer term exploration potential.

The Davsan Tolgoi Prospect

Isis reported that the 2008 3D data is of very good quality and has
greatly improved fault definition. The overall structural configuration
from the 3D data shows significantimprovement over the structural
definition shown by the 2D seismic data set. Our understanding
of the reservoir presence, trap integrity, migration pathways and
sealing potential over the prospective area has been appreciably

enhanced by the acquisition of the 3D dataset.

The 3D survey increased the previous STOIIP and Mean
Unrisked Prospective Resources of the Davsan Tolgoi
Prospect by 71%, to 607 million barrels and 147 million barrels
respectively. Its Mean Risked Prospective Resource increased

by 192% to 55 million barrels.

Included in the mapping are three separate prospects. The
Davsan Tolgoi Prospect is the largest feature with Mean
Unrisked Prospective Resources of 122 million barrels. The
Davsan Tolgoi Prospect has two high points; “A” and “B”. In
addition, the Davsan Tolgoi North and Davsan Tolgoi West

prospects have been mapped as separate prospects.

Daqing Oilfields Activity

Since it took over Blocks XIX, XX| and XXIl in 2005, Petro China
subsidiary, Daqging Oilfields (“Daqing”) has been very active and
has drilled more than 340 wells. This has led to the discovery of

a third oilfield, nominally named Tolson West.
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In the last two years, Daqing’s activity has markedly increased
and in 2008 Daqing drilled 207 wells - exploration, appraisal and
development - on the three blocks with in excess of 90% success
(defined as “oil shows”). Production from the three blocks
averaged approximately 2,750 b/d in 2008 and ended the year
at around 3,300 b/d. Some of those wells are closer than five
kilometres from Petro Matad’s boundary with Daqging’s Block XIX.
This production is termed “test production” as the exploration
phase of Daqging’s PSCs is not yet completed, and reserves and

full development plans have yet to be established.

Daging has announced it will drill approximately 390 wells in
2009, of which approximately 280 wells are likely to be on the
neighbouring Block XIX. Half of the wells on Block XIX will
be development wells with the remainder exploration and

appraisal wells.

The 2009 Drilling Programme
With a view to furthering the exploration of Block XX, in March

2009 the Board commissioned both technical and economic

PETRO
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Chairman / CEO Statement

studies, as well as employing an internationally respected
drilling consultancy to examine the costs and logistics of drilling.
These studies all endorsed the earlier work on Davsan Tolgoi,
and established sufficient economic and technical parameters

to provide comfort for a Board decision to drill in 2009.

The Company currently envisages that it will drill up to three
wells in the 2009 drill season. There are a number of options
available to Petro Matad and the Board is in the process of
evaluating the optimal means by which the wells may be
funded. Block XX is an inexpensive location for exploration
drilling due to the shallow target depth of the wells, the nature
of the regional topography and the ready availability of drilling
equipment because of the proximity of large oil producing
regions of China. The final drilling location of the wells has yet
to be determined but in all likelihood all will be on the Davsan

Tolgoi prospect.

The Company’s Environmental Impact Statement and resultant
practices are being upgraded from the original, approved
Mongolian studies, to internationally recognised standards,
using a combination of Mongolian and international consultancy
firms. At the same time, Health and Safety standards are
progressively being introduced and Social Impact programmes

commenced.

Administrative and Corporate

Our Mongolian operating entities are developing an international
standard of operation and are amongst the leading examples of
modern business in Mongolia. We are particularly proud of our
Mongolian subsidiaries and their Mongolian leadership. Our
Mongolian staff have shown a willingness to grow and adapt to

meet the challenges their management has set.

Our fellow Board Directors, both executive and non-executive
have all had invaluable input into your Company’s development.

In mid-year, Mr Gregory Meldrum gave notice of his resignation

PETRO

as director of the Company. The Board reiterates its thanks to
Mr Meldrum for his contribution to the Company, particularly in

its formative years, and wishes him well.

The Board and management have been well served by the
Company'’s professional advisers and consultants in the Isle of
Man, London, Mongolia and Australia who have all contributed

in a positive manner to your Company’s growth.

The successes of 2008, the positive outlook for Block XX
specifically and the Company in general, are due to the hard

work of the Board, management, staff and consultants.

Our single largest shareholder, the leading Mongolian
company Petrovis LLC, has been particularly supportive and
active. However, we also recognise the valuable support of all
shareholders, large or small, corporate or individual. Thus, we
would like to thank you all for your continued support of Petro

Matad Limited.

O /4

Gordon L Toll
Chairman

Douglas J McGay
Chief Executive Officer

10th June 2009
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TTAPTA\EPOHXVI I'YULIDTIAX 3AXUPIIBIH MR

2008 oubl 12 pyraap capbiH 31-Huil ejpeep jayycrasap OOJICOH
CaHXYYTUIH >KUIWIAH TaiJlaH TIHLJIUIAT ToNMiyyJjaxjaa Oasprail

OarHa.

Tainanruiia ToBY yTra

Ierpo Maray Jlumurequitn xyBba 2008 oH yiln siBIylaap AYYP3H
>k 6afinaa. OHbIT OUJT MX33X3H X3MXKI3HUI XOPOHTe XyPUMTIIYYJax
aXJ1aap XY YIDK TYYHUISH OJIOH YJICHIH XOPOHIMIH XOEPOrY 3ax
32951 60onox AIM-i OypTryyJpK vajcaH sBan oM. Bupx peapxu
KOMIIaHUI1 XyBblLlaaHbl apyiikaa 5 iyraap capblH 1-HUil eIpeec 3XJI9H
sBarjca. MiiM yiis siBfaj Hb siMap 4 KOMIAHUI HAalibIH XOrsKU|
OHLOM YyXasl Yl siBfaj 0ereef slaHrysia XyBbLaaHbl JUATIHXUIAT
MoHrosn Tan 233MUIEK Oailraa KOMIAHUII XYBbJ] XyBbllaaraa aHx
y/laa OJIOH YJICBIH XOPOHIMIlH OMpXK /193p apuirKaajnax OOJIOMKTOMN

6onconoo [lerpo Matap TyiinbiH GaxapxanTail 6aiiraa oM.

XepeHIrHitH 32X 32371 123p O Y PTIY YJILK Ty XalH OHbI YJIJICIH XyrauaaHj
6uy, MoHrosbiH gopHOA Xacar fex Matan XX Tanbaiiy XauryyJsbH
QXKIBIT  YPra/oKITYyyJsH  siByyiutaa. [lascan Tomroin siByyncan
3[1-rvitH YMYUpXUIUMiH cypanraadbl oyHr, 2007, 2008 oHyyabH
2]1 anuMpXUIIIINIAH CyanraaHbl JYHT3M X0N00H y39xa1 Maraj XX
Tanbaiy] TaBbK OaficaH OWIHUI HAWBAPBIT yJaM OaTairaaskyyJscaHy
coTran xauranyyH Oafina. [JlaBcan Tounroit eHeepnep “‘epemjier
Xuixan” 63519H 6051007 Gaiiraa 6ereen XX Tanbdaiin 6ycaj X3cry yad

SIBYYJICAH aXKJIbIH YP JIYH MOH H3MO3IJIC3H OOJIHO.

Y yH23¢ rajjHa, MOHT oI Xalry yJIbIH YA aXKuil1araaraa eprexxy yJ1ax
GOJIOMKUIAT 9P3JIXUIIZH eepuiiH 0ypaH a3oMuuniid Centpait A3uan
Ilerponeym Kopnopeiimn JIumurenaap navekyynad byTasrasxyyH

XyBaax ['apas Gaitryysnax xo€p eprejien rapraaj 6aiHa.

Dn 6yX XeTenbepyy/, OJCOH OJIOAT aMXKMUJIT MOH OWJIHWII cCaHan
caHaawjara 39pruiil  aBY Y39X3J] MP3X CAHXYYTHUIH KIII MaHail
KOMINAHUI YW aKujularaa HaaluTai Oaijyiaap YproykUiaHd IaerT

Ouj] UTTAITAM GalHa.

DH? XWIMIAH XYBbJ JJIXMAH S UIAH 3acar XsMpanj OpxK MaHai
KOMIAHUI YA axKujutaraa siBy yJixk Oyl canoap MeH ajiiil ©pTexXK SIUitH
3aCTUIH TOTTBOPry# Oafiman Omii 60scoH oM. OmooruiiH Garjiaap
€PeHXUI1 IAMIH 3aCTUIH HOXLOJ XYHJ] X3B33p Oaiicaap Oaiiraa 6ereey
9H3 Hb KOMIIAHWI LAALLIbIH YA asKUJJIaraaHy TOJOPXON X3MXK33r33p

HeJleelleX Hb ﬂaM)KPII‘I‘YfI.

MATAJI XX TAJIBAI

2006 onbl 7 gyraap capg Marang XX TanGaiif Y axKuaraa sByyiaax
apx aBcHbl j1apaa 2008 oH XypTan 565 KM eMHOX UMUMPXUNIIUIAH
M3J123JI3J11 JAXUH OO0IOBCPY YT XUITK, 423 KM-T 21 ynuupXuiiinuiny
cyfairaar mrH3p XuiicaH 6oHo. Komnanu 2007 onp 3000 xaBTrai
JIOPBOJIKMH KM Tajbaiijl XyHUIH Xy4 OOJIOH COPOH30H XalryyJIbIH
cyjairaar siByyJcHaap Taja0aiH Oy ToUMITH 3JIEMEHTY YIMIH TalaapXu

OMJITONITBIT Call>KpyyJIicaH.

2008 OHBI XalTyyJbIlH QXIbIH XOTen0epT HAMaNT 155 kM
YNYUPXUIUIMIAH MO3JUIMAT aBaX, éMHe Hb KommaHuj GaiicaH 2]]
YMUUPXUATUIMIH M3JI23JIRJTY YATIM HAr3TraX, Tallax, 3yparyiaj Xuix
33par tycrarjcaH GaiicaH. 2008 oHbl xeTen6epT MeH 145 xaBrrait
JepBOJKUH KM Tan6ar 311 ynuupXuilimMiiH cyairaa Xtk yaMaap
epeMJIer XUilX ra3pbll HApUIBYJIAH TOITOOX acyyjal OpxK MaHai
komranu “[laBcan Tomroir” (emHe Hb “8TS” IaK TIMJIRIJIAIIICIH)

COHI'OH aBCaH.
2008 oHbI cyfranraaHbl aXJbIr 6y X3J]] Hb aBY Y3B3JI:

- ¥Ypbp cyganraaraap TOrtooracon 8Ts XamMa3X HIpUIT IIMHAYISH
OpOH HYTIMIH H3pJaX MpcaH33p Hb [aBcan Tomroit raxk
eepuneB. Cypanraanel yp AyHrasc xapaxaj [lascan Tonroi
Hb ©POMJIJIer XUIX OOJIOMXKTOH ra3ap rax TOJOPXOMIIOrJICOH 6a
JlaBcat ToaroitH opurM H3MAIT XOEP TAIOANT TOLOPXONICHOOD
ron [JaBcan TonroiiH TaamMar Heel HUNT YHI39P33 HIMIIIXK
GaiiHa. DHAX Y'Y IINHA M3JI93JUIMIH YHACH 123p “ISIS” [TaBcan
TONrofH YHC3H X3C3IT ra3pblH TOC WIPYYISX 6osomxk 23%
raxk TOOLOOJK OaiicaH 6oi ofoo ayHpaxkaap 37% 6onroon
GaitHa. 3]1 YMUMPXMIUUIMIH CyJalraaHbl TOJ Yp AYHT JIOp

TOJIOPXO¥ aBY y33X GOJIHO.

unasp xuiican 21 cyanraaibl yp JYHII3p YPbi Hb XalryyJIbIH
XOTHITH TOJIOBTAM OaiiX OOJIOMKTOM T TOrrooracoH 6Ts
CY/UIbIH X3M3K33 Hb OaracaXk ra3pblH TOC aryyjard Xypjac
Hb Xarapiyyfaap XopuMI[aH Tacapy Oue JaacaH IKIKUT
GJIOKYyy OOJIOH XyBaarjcaH OOJIOXbIr XapyyJiuiaa. 6Ts —bIr
0J100 LIMHI3P 3ypariian XUiHH XKXKUT Tan0ai 60JIrOH TAOMITIIK
TYYHUI 3PCAI3JI TOOLCOH Ta3pblH TOCHBI AyHAax Heey 0,27

casi Gappen Gailx OOJOMXKTOI I'9K Y33B.

- 2]1 ynuMpXUIIKiH cypanraassl siBuag 6Ts TanGairaac yparui,

raspblH TOCHbl OPJIMIH X3TUIMH TEJeBT3 0ailx OGOIOMXKTON

PETRO
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JIAPTA\EPOHXVIM I'YULIDTIOX 3AXUPIILIH MAIAIIII

15Ts Tanbailr  MWHI3p WIPYYJC3H.  XalryysblH X3TUIH
TOJIOBTAM TICOH  39PAMVIAN)  OPYYJaxblH TYJI CyJairaaHbl
HOMOJT aXKWJ lIaapjjaraTail, XapbUAHI'yH >KIXKUT OOJI0BY

UP33YIH TeJIeB caiiTail Tanbail 60JHO.

2006-2008 oHji AUIATOHX XOTeNOepT axKibi' MOHIOJIBIH T3p23T
ryHURTraruuy] 60JI0H 36BI6XY Y/ I'YHLSTIACoH O0MHO. XairyyJsbiH
X9PUIH CyairaaHbl aXJbil MOHIOJIBIH YHCHUI KOMIIAHUY ] 6010X
Xat XXK 60i0H 'eocan XXK ronon aMunTTail ryiusTracaH 6a
Y YHUIL YD AYHI WYY HapuiiBYUICAH OOJIOBCPYYJIANT, LIMHXKUIT33
XUiX OONMOMXK OypanacsH. MOHTONbIH — YVHASCHUA — KOMIAHU
OpOJILIOOrY#l LOPbIH TaHy, axkua Hb 31 YMYMpXWITIMIAH cypasiraa
Gaiican Oa yyHuilr Xsarajg YiceiH BGP Inc. xommanu rspasrasp

OHJ16p TYBILMHJL XUILK MY ALIRTIIC3H 1OM.

nHxunrasuuit 6010H 60JI0BCPYYNANThIH Oy XUl JT aXKIIbII ABCTpasn
laxb 36BI6XYY/ OOJOH I3p33T I'YHUSTIOMYM[l XUIAC3H. DHY OyX
axKuJIIaraas;] MaHaii rosi 3eBjiex Komnauu 6osiox ISIS Petroleum Con-

sultants Pty Ltd (“ISIS”) xstHanT TaBuH askuinacan 60IHO.

DUBCT Hb TAIMJIRIIIAX 3], MaHal KoMIaHuil MOHIosl 1axb M3IprasKIIMitH
AKUITHYY/ TanOaiiH O0JIOH cyfanraa IMHXKUITI3HAN asKUIL Y HIJK

GapLUryii X XyBb HOM3P OpYYJICaH.

2008 oHJ I'YHURTI3C3H aXKIIbIH YP AYHA X3TUIH TeneB Oyxuil 15
Tajbail Gailraa 6a OOOrOOp MaHail Tajbaiif] XalryyJblH 3pCA3J
TOOLOOT'YH Ta3pblH TOCHBI Taamar Heel 638 cas Gappenb, XapuH
SPC/UIMIAT Hb TOOLOXK Y3Bas 112 cas GappenuiiH Taamar Heel, Gaiix

OOJIOMKTOM T'9K TOTTOOrOOf OaifHa.

XX TasnbaiiH ra3pblH TOCHBI XairyyJbIH YIUJI a>KUlaraa aveKuiITTai
sIBarjflaHa T3J[3IT KOMIIAHKM UTI3J Terc xapasp Oaina. Cypanraanaac
xapaxaj [Hascan Tonroit Hb  XaMruiiH UPI3AYUTSH Tanbail GosoBY
M6H TYYHI3C TaJHa OpIUMX 3apuM TalOaiHyy[l UP3I3YNT3M GaiK
OOJIOXBII XalryyJblH Yp JYH Xapyyiaa. YyH93c ragHa, laBcaH
Tonroiirooc  6apyyH eMHe 3yIT 0aiiraa TYULPA —CyAjarjaaryi
OpjeHaLaraaHbl  XOTropyyj 4

L@ALIKl XalryyJblH aXJbIl ypT

Xyrajaasjl ypraJokiry yiIax aaparataid 60IoXblr XapyyJsrK O6aiHa.

Xoatnita TeneB oyxui Jdascan Toxaron tanéan

3[1-uilH YMIMPXUIIUIMIH Cy[lAraaHbl MOJP2JUIMAH 4YaHap  ©HJep

TOBIUMHJ OaificaH TyJ ra3pblH 'YHUI [EOJIOTMIH TOILTOL, TYYHUI

PETRO

JIOTOp XarapulyyjlblH OallpuuIbIl YH3H 36B TOITOOXK Yajjiaa rax
ISIS mapaancaH oM. 3]1 cypanraanbl MIR2JUTHIAT aBCaHAAp TaIbailH
ra3pblH TOCHBI aryyjamx, TOC XYPUMTIYYp, TOC LIMIKUJITUIH
CYBryyj, OOJIOH Xywjara XypjCblH TajaapXu OUIrOJIT M3JAIIRX YL

HOMOITIC3H OM.

Cypanraaraap  ©MHe Hb TOITOOCOH ©OaficaH Taamar HeeuuiH
X3MXk33 HUITAR3 71% -uap ecu [Nascan Tonroitn STOIIP neeu- 607
cast GappeJib, 3pCA3J TOOLOOT'YH XairyyJsblH Taamar Heeu-147 cas
Gappesib 60Jk33. MeH XaliryyJibIH 9pc/ia)l  TOOLCOH TaaMar HeeLuiir

192% ecrex 55 cas 6appenba XY PpracaH OarHa.

Tan6ait Hb Tyc Oypr2 Oue maacan 3 Xacraac OYPHAIHI. DArazpasc
122 cast 6appesb TOCHBI 3pCAa TOOLOOT'YH AyHJaK Taamar HeeLTai
Hascan Tonaroit xamruitH TOM Hb GosiHO. [JaBcan TosroitH poTOp
6ac “A”, “B” racaH X0€p eprericeH Tanbai Ouil. Y YHI3C rajHa,
Xoiin Hascan Tonroit, bapyyn [Jascan Tonroir xxuu X3THH TeneB

Oyxuil Tanbdait 60JIroH opyyJicaH 00JHO.

Haituun OinipuiaiiniiH ra3pbiH TOCHBI YIUI aXKMLIaraa

[etpo Yaitnarmitn can6ap Gomox Haitunn Orncpumitny \”Haana’™\
ra3pbiH TocHbl Komnanu Hb 2005 onp XIX, XXI, XXII TanGaitHyyasIr
aBcaHaac XOMII UISBXUTAM YT axkuiaraa siByysk 340 rapyit LooHOT
epempieey 6aitHa. Y yHuil yp nyHa bapyyn TocoH xaMaax rypasiaxb

ra3pblH TOCHBI TAJI0ANT WIPY YJIC3H.

CyymuiiH X0€p Kunp, JalluMHruiiH Y axkusuiaraa Magaraaxy i
nEBxXkmK, 2008 owg 207 1oOHOr epemjiexk, TypBaH Tajbail
XaWTyyJsl, YHJII33, H32ITUiH axiblr 90 rapyil XyBUIH aM>KUITTAR
\’ra3pbIH TOC WIAPCH’’ T'3K TOAOPXOMICOH\ MY HIPTI3C3H OariHa. DHd
rypBaH Tanbaiiraac 0J60pJI0COH Oy TI3raXY YHUI XaMxk33 2008 oHfy
otiponooroop 2,750 6\e xypy, oHbI 313c raxaf 3,300 6\e Gomkaa.
Onrssp HooHoruiH 3apuM Hb Jaitunaruitn  XIX TanGaiitait XumisK
Gaitraa maHaii [Tetpo MaTajbIH Tan6aiiraac TaB X'y paXxry il KM-UIiH 3aii
Gariraa 1oM. D/ira3p 0J00PIOCOH TOCOO “TYPLIMIATHIH Oy TISNAXY YH
22K HOpJ1aXk Oaitraa 6a [JaitunHruiid 6aiiryyncad bXI'-Huit XairyysabiH
Ye 1aT gyycaaryii 6aiiraa TyJ1, HOOLMIAT TOITOOX OYP3H alUIJIAIT

SIByYJIaX TeJIeBIIOreer xapaaxaH 00J0BCpyyJaaryi 6arraa 60JHO.

2009 onp 390 wpooHor epemjexee [lailumH 3apnacaH Oereef

anraspuitH 280 maxam Hb 33prammes opumx XIX Tanbaiin Hoorgox
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TTAPTA\EPOHXVI I'YULIDTIIX 3AXUPIIBIH MAIAI I

6osonToi 6aitHa. ToAraapuiiH T9H Xarac Hb 0J100PJIONThIH, YIIIC3H Hb

XaNryyJibIiH OOJIOH YHSJI39HUI OOHOT 6aiiX oM.

2009 oHBI 6PEMIJIBTHITH X6TOJI06p

2009 onbl 3 pyraap capp XX TanbailH XalryyJblH aXkJIbIl LAl
T'YH3TUAPYYJI9X  30pUATOOpP TEXHUKUIH OOJIOH 3[UiH 3aCTUilH
Cyflalraar XuilX, MeH OJIOH YJCBIH X3MK33HJ HIpP XYHA OyXuil
OPOMJIJIOr1itH KOMIIAaHMAC ©POM/IOrUiiH 3apiall, 60JI0H epemM/IerTai
ySUIaH XUHATHRX Oycaj akibIl IMAITYYJDK 36BJI6Nree aBax Tanaap
yaMpaax 3eBienieec 1MiAB3p rapracad. lascan Toaroiin eMHe Hb
XUIDK MY AL TISCOH aXKITy ybIT 193X U Cyairaa 6aTiiaMKuiIcan 6ereej
93 Hb 2009 OHJl epeMUIeruir 3X/1YYJISX LIMAAB3PUIT yAUpAAxX
36BJI6NIO6C Taprax TEeXHWK, S[WIH 3aCTUiH rojl Y3YYJISITY YA Hb

OOJICOH.

2009 oHbI epeMyIer SIBYYJIax 60JIOMKTOH yJIMPIIbIH XyralaaHi rypBaH
LIOOHOT ©peM/IeXeep KOMIIaHM TeJleBJex OaliHa. ©peMmjeruir
CaHXY'YXKY YJI3XT3i1 X0J00IJICOH OJIOH TOOHBI XyBUiI0apyybIr [leTpo
Maraj cyjamk Gaiiraa 6ereeji CaHXy Y>KY YJI2JTHITH XyBb/] XaMIMilH
caflH XyBUJIOApbII Hb COHrOX aXJbIM YAUPAAX 36BJI6J X3IAL2XK
Gaiiraa. XX TanbaiiH XyBbjl, ©peM/JIOr XUAX LRI TYH3TUi  Oui,
GaiipLIIbIH XYBB/] HIBTPAIT CailTail Tasl Ta3ap, 9peMVIOruiH TyClIaH
FYHAURTIrYUAT OJI0XO0fL Xs10ap 33par Hb HUIT ©POMJUIOrHilH askKJIbIH
3apAJbIl XAMJIPYYJIax OOJIOMXTOH XapyyJHa. ©Opemjier ryiuaTrax
ra3pbIr 313CJ3H TOrTooryi 6airaa 6ososu JlaBcan Tosroir coHrox

Marajian exjep OariHa.

MOHTOJ1bIH GOJIOH OJIOH YJICHIH 36BJIOX KOMITAHUYIbIH OPOJILIOOTONT 00D,
Xauryyn xuilx TanbailH “Bafirajb OpuHBIN C3PrasH  3acBaplax
TeneBneree”’-r 3eBXeH MOHrON YJCBIH X3MXK99HJ OaTiarjaH
Meperjex Oaiiraa CTaHAAPT TOAUIIYH , OJIOH YJCHIH X3MXK33H[
XYJI93H 36BLLUOOPOIICOH XM X3MXKI3HL XY Prajiaa. Y YHUIl 33paruaa,
9pPYY M3HJ, AIOYATYH aXWIaraaHbl CTaHAAPTHIT HIBTPYYILK,
HUAMMUIH YaHapTail XeTes0epy Y MAr X3ParKyYJDK —3X3JIC3H

OOJIHO.

3axupraaHsl 60JIOH KOPNOPALMITH aXKujl1araa

Manait MoHroaj yin axuinaraa siByyJDK Oaiiraa KOMIAHUYJ Hb

OJIOH YJICBIH X3M X3MXK33HJl TOXMPYYJaH aXWIIaXK OPYMH YEWilH
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MOHroNbIH  OM3HECUIH XYPI9H[L TOPrYYJSIYUIAH OSTHI9HI Yl
axkuyularaaraa siByyJK OaitHa. Slnanrysia MoHros gaxs eepuiiH canbap
OOJIOH T3HJ aXuiutax Oafiraa MOHIoN yaup/sarbiH XyBb/l CITI3AJ
XaHranyyH Oafimar. Manait MoOHron axwuiarcaj Hb YAUpAJIarbiH
3YT33C [19BLIY YJIC3H 30PUIITBIT X3P3KY Y IBXUIH TYJIL 2K 19333
©6COX, T3P X3MXKI3HJ YIII aXKuularaa siByyJax 3pMaJI33I1 4alaBXu

Y'Y P3H Oaiiraaraa xapyyJcaH.

Isle of Man, Jlongon, MoHron 6a ABcTpanu [axXb KOMIAHUI
MO3PraskJUiH 36BJI6XYY/, YAUpax 3eBies 6a yaupaiaraj yH3X33p
CaflH YIIUWIK, KOMIAHUI XOIKUJ JIBLIWI YHITM XYBb HIM3P

OpYYJICaH.

2008 OHBI OJIONT aMKUNT, TyXain6an XX TanGaiiH HaalTain upasmy i
00JI0H KOMITAHWI HUIAT YA aXKUJ1araa Hb yIMpAax 3eBJ1eJ1, yiup/iara,

HUIAT asKuiarcaj 0O0JIOH 39BH9XYYHI/IﬁH XI/I'—ISSHI‘YI;I akKujuiaraaHbl

YP AYH oM.

Manait KoMnaHuil XyBbL@aHbl UX3HX XYBUUT 933MILIUIY MOHIOJIbIH
TOPryyasry komnawu IleTpoBuc Hb OMHMIA YT a>KuJlaraaHp
OGalHTbIH JIDMKIIAT Y3Y YJIH, WIIBXUTIM aKUlask UpcaH. bui meH
uX, 6ara XaMK39HWI1 XyBbl[aa 933MIIUTYN]], XYBb X'YH, KOMIIAHUY/bIH
JBMIKIIATUIAT T'YH33 XYHISTI9H XYJI99H 3eBuleepu OaiiHa. IleTpo
Maray JIumurenuir MAHXY'Y OarHra AsMKUXK UPCoH Ta OYX29H/99

Tanapxan WISpXuiibe.

=

T'oppon JI Tomn raac K MakI'sn

Ilapra Epenxuii I'yiinaTrax 3axupan

2009 onbl 6 myraap capbia 10
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Directors’ Report

Your directors submit their financial report for the 12 months ended 31 December 2008. The report covers the consolidated entity of
Petro Matad Limited and its controlled entities.

Petro Matad Limited is a company incorporated in the Isle of Man on 30 August 2007, which has 4 wholly owned subsidiaries,
Capcorp Mongolia LLC and Petro Matad LLC, situated in Mongolia, and Central Asian Petroleum Corporation Limited (“Capcorp”) and
Petromatad Invest Limited, incorporated in the Cayman Islands.

DIRECTORS

The names of the Company’s directors in office during the period and until the date of this report are as below. Directors were in office
for this entire period unless otherwise stated.

Gordon Toll

Janchiv Oyungerel

Douglas McGay

Clyde Evans

John Robertson

Sarangua Davaadorj

Gregory Meldrum (resigned on 1 July 2008)

YVVVVVVYY

PRINCIPAL ACTIVITIES
The Group’s principal activities in the course of the financial period consisted of oil exploration in Mongolia.

During the financial period, there were no significant changes in the nature of those activities.

REVIEW AND RESULTS OF OPERATIONS

The loss after tax for the Group for the 12 months ended 31 December 2008 was $6,277,306 (31 December 2007: Loss
$4,430,442).

During the period, the Group focused on exploration activities on its PSC on Block XX in Mongolia.

CHANGES IN STATE OF AFFAIRS

Between 25 January 2008 and 23 April 2008, Petro Matad Limited concluded a private placement comprising of one ordinary share
and one warrant at a price of US$0.50 per unit. One warrant entitled the holder to subscribe for one new ordinary share at an exercise
price of US$1.00 per warrant at any time prior to 30 September 2008. The warrant exercise date was extended until 30 January 2009
and have all since expired. The company raised a total of US$10,000,000 by the issue of 20,000,000 ordinary shares and 20,000,000
warrants, with the proceeds raised primarily to fund exploration activities relating to Block XX in Mongolia.

On 24 April 2008, it was agreed that 10,000,000 ordinary shares would be allotted and issued to Petrovis LLC conditional on AIM
Admission for a non-cash consideration. This allotment of shares occurred immediately prior to listing on 1 May 2008.

On 25 April 2008, the Company entered into an option agreement with Hanson Westhouse Limited (“Hanson Westhouse”) granting
Hanson Westhouse an option to acquire 966,800 ordinary shares at US$0.75 per ordinary share, exercisable at anytime up to
1 May 2013.

The Company entered into a share exchange agreement with Citadel Equity Fund Ltd and its affiliates (“Citadel”) to acquire the shares
in Capcorp to be allotted to Citadel in consideration for the issue of 20,000,000 ordinary shares in the Company. The agreement was
conditional upon the conversion of the convertible loan note held by Citadel in Capcorp. On 1 May 2008 the convertible loan note
was converted through the issue of 20,000,000 shares in Capcorp, which on the same day were exchanged for 20,000,000 shares in
Petro Matad Limited.

PETRO
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Directors’ Report

On 1 May 2008, Petro Matad Limited was successfully admitted to the AIM of the London Stock Exchange plc (“AIM Admission”).

On 3 June 2008, pursuant to the Group’s Long Term Equity Incentive Plan, the Company issued 1,930,000 options over ordinary
shares to employees and directors at US$0.75 per ordinary share, exercisable in three parts; 25 % after 1 May 2010, 50 % after 1
May 2011 and 25 % after 1 May 2012. The number of options outstanding as at 31 December 2008 has subsequently been reduced
to 1,745,000 as a result of employee resignations.

Also on 3 June 2008, pursuant to the Group’s Long Term Equity Incentive Plan, the Company issued 2,055,000 performance share
awards of ordinary shares to employees. These have an acquisition price per ordinary share equal to the nominal value of an ordinary
share after vesting. The performance share awards will vest on achievement of the following conditions:

(i) 25 % vest when the first discovery of oil on a commercial scale in accordance with the PSC is fulfilled;
(ii) 25 % vest when the first production of oil on a commercial scale in accordance with the PSC is fulfilled; and
(iii) 50 % vest on the Company achieving the sale of 1 million barrels of oil.

The number of awards outstanding as at 31 December 2008 has subsequently been reduced to 1,820,000 as a result of employee
resignations.

SIGNIFICANT EVENTS AFTER BALANCE SHEET DATE

On 27 January 2009, pursuant to the Group’s Long Term Equity Incentive Plan it was determined that the option granted to Damdin
Janchiv over 40,000 ordinary shares of USD$0.01 each in the Company under the Plan are exercisable in full for a period of 6 months
from 27 January 2009, at the end of which period the Option shall lapse to any extent that it is unexercised.

On 27 January 2009, pursuant to the Group’s Long Term Equity Incentive Plan it was determined that 25,000 shares would be vested
in Damdin Janchiv pursuant to the performance share award granted to him over 60,000 ordinary shares and that the Award would
lapse as to the balance of 35,000 shares.

On 30 January 2009, 20,000,000 unlisted warrants issued under the private placement in March and April 2008, expired.

On the 19 March 2009, Mr Douglas McGay purchased 150,000 ordinary shares of US$0.01 in the Company at a price of 10 pence per
ordinary shares. Mr McGay now has a beneficial interest in 5,750,000 ordinary shares in the Company.

On 2 April 2009, Damdin Janchiv paid USD$250 for the conversion 25,000 options at USD$0.01 each to ordinary shares.

On the 8 April 2009, the Company has issued 1,915,000 new options at an exercise price of 11 pence per share. The new options
include 1,350,000 options issued to directors of the Company. The vesting terms of the directors’ options are that 25% will vest on the
first anniversary of the date of grant, 50% on the second anniversary of that date of grant and 25% on the third anniversary of grant.
The number of new options issued to each director is set out in the table below:

Gordon Toll 250,000
Janchiv Oyungerel 250,000
Douglas McGay 350,000
Clyde Evans 200,000
John Robertson 150,000
Davaadorj Sarangua 150,000

The options will expire on the 8 April 2018.

Also on 8 April 2009, pursuant to the Group’s Long Term Equity Incentive Plan, the Company issued 155,000 performance share
awards of ordinary shares to employees. These have an acquisition price per ordinary share equal to the nominal value of an ordinary
share after vesting. The performance share awards will vest on achievement of the following conditions:

(i) 25 % vest when the first discovery of oil on a commercial scale in accordance with the PSC is fulfilled;
(ii) 25 % vest when the first production of oil on a commercial scale in accordance with the PSC is fulfilled; and
(iii) 50 % vest on the Company achieving the sale of 1 million barrels of oil.

There has not been any other matter or circumstance, other than that referred to in the financial statements or notes thereto, that has
arisen since the end of the financial year, that has significantly affected, or may significantly affect, the operations of the Group, the
results of those operations, or the state of affairs of the Group in future financial periods.

PETRO
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Directors’ Report

DIVIDENDS

No dividends have been paid or are proposed in the current period.

FUTURE DEVELOPMENTS

The Group will continue to pursue exploration projects within the commercially proven areas of interest in Mongolia.

INDEMNIFICATION OF OFFICERS AND AUDITORS

The Group has not, during or since the financial period, indemnified or agreed to indemnify an officer or auditor of the Company against
a liability incurred as such by an officer or auditor.

ENVIRONMENTAL REGULATION

The Company is required to carry out its activities in accordance with the petroleum laws and regulations in the areas in which it
undertakes its exploration activities. The Company is not aware of any matter which requires disclosure with respect to any significant
environmental regulation in respect of its operating activities.

PROCEEDINGS ON BEHALF OF THE COMPANY

No person has applied for leave of Court to bring proceedings on behalf of the Company or intervene in any proceedings to which the
Company is a party for the purpose of taking responsibility on behalf of the Company for all or any part of those proceedings

Signed in accordance with a resolution of the directors.

Director (Clyde Evans)

10th June 2009

PETRO
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Consolidated Income Statement

For the year ended 31 December 2008

Continuing operations

Revenue
Finance revenue 190 12 - -
190 12 - -
Expenses
Exploration and evaluation expenditure 4(a) (2,828) (270) - -
Finance costs 4(b) (240) (720) - -
Audit 7 (57) 61) (39) -
Accountancy (189) (238) (58) -
Consultancy expense (1,174) (1,252) (599) -
Depreciation (16) (7) ) -
Directors fees (196) (102) (81) -
Employee benefits 4(d) (930) (594) (363) -
Other 4(c) (837) (622) (174) -
Share of loss of an associate 5 - (577) - -
Loss before income tax (6,277) (4,431) (1,315) -
Income tax expense 6 - - - -
Loss after tax from continuing operations (6,277) (4,431) (1,315) -
Loss attributable to members of the company (6,277) (4,431) (1,315) -
Loss per share (cents per share)
- basic and diluted loss per share 20 (7.6) (16.7)

PETRO
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Consolidated Balance Sheet
As at 31 December 2008

ASSETS

Current assets

Cash and cash equivalents 8 3,248 170 15 -
Trade and other receivables 9 1 7 10,005 -
Other current assets 10 20 25 - -
Total current assets 3,269 202 10,020 -

Non-current assets

Exploration and evaluation 11 15,275 15,275 - -
Property, plant and equipment 12 98 49 13 -
Investment in subsidiaries 20 - - 19,163 11,903
Total non-current assets 15,373 15,324 19,176 11,903
TOTAL ASSETS 18,642 15,526 29,196 11,903
LIABILITIES

Current liabilities

Trade and other payables 13 245 1,266 981 -
Total current liabilities 245 1,266 981 -

Non-Current liabilities

Interest bearing loans and borrowings 14 - 6,022 - -
Total non-current liabilities - 6,022 - -
TOTAL LIABILITIES 245 7,288 981 -
NET ASSETS 18,397 8,238 28,215 11,903
EQUITY

Equity attributable to equity holders of the

parent

Issued capital 15 28,928 11,903 29,121 11,903
Reserves 16 1,240 1,829 409 -
Accumulated losses (11,771) (5,494) (1,315) -
TOTAL EQUITY 18,397 8,238 28,215 11,903
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Cash Flow Statement

For the year ended 31 December 2008

Cash flows from operating activities

Payments to suppliers and employees
Interest received

Income tax paid

Net cash flows from/(used in) operating
activities

Cash flows from investing activities
Purchase of plant and equipment

Proceeds from the disposal of plant and equipment

Purchase of other financial assets

Acquisition of subsidiary (net of cash acquired)

Net cash flows from/(used in) investing activities

Cash flows from financing activities
Proceeds from issue of shares

Capital raising costs

Loans to related parties

Proceeds from loans from related parties

Payments made to related party

Net cash flows from/(used in) financing
activities

Net increase/(decrease) in cash and cash
equivalents

Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period

(6,817) (1,582) (803)

190 12 -

8 (6,627) (1,570) (803)
12 (81) (35) (14)
21 - .

- (20) -

- (2,999) -

(60) (3,054) (14)

10,000 E 10,000

(235) = (42)

. - (10,005)

- - 879

= (1,123) =

9,765 (1,123) 832

3,078 (5,747) 15

170 5,917 .

8 3,248 170 15
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Statement of Changes in Equity

For the year ended 31 December 2008

At 1 January 2007 233 831 - 1,234 (1,063) 1,235
Loss for the period - - - - (4,431) (4,431)
Total income / expense for the period - - - - (4,431) (4,431)
Unwinding of convertible note 16 - - - (236) - (236)
Issue of share capital 15 11,670 - - - - 11,670
At 31 December 2007 11,903 831 - 998 (5,494) 8,238
At 1 January 2008 11,903 831 - 998 (5,494) 8,238
Loss for the period - - - - (6,277) (6,277)
Total income / expense for the period - - - - (6,277) (6,277)
Issue of shares on conversion of con-

vertible note 15 7,260 - - (998) - 6,262
Issue of share capital 15 15,000 - - - - 15,000
Issue of options to employees and

directors 16 - - 409 - - 409
Cost of capital raising 15 (5,235) - - - - (5,235)
At 31 December 2008 28,928 831 409 - (11,771) 18,397

At 1 January 2007
Issue of share capital

At 31 December 2007

At 1 January 2008
Loss for the period

Total income / expense for the period

Issue of shares on conversion of convertible note
Issue of share capital

Issue of options to employees and directors

Cost of capital raising

At 31 December 2008

PETRO
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11,903 - - - 11,903
11,903 - - 11,903
11,903 - - 11,903
- - (1,315) (1,315)

- - (1,315) (1,315)
7,260 - - 7,260
15,000 - - 15,000
- 409 - 409
(5,042) - - (5,042)
29,121 409 (1,315) 28,215
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Notes to the Financial Statements

For the year ended 31 December 2008

1.

CORPORATE INFORMATION

The financial report of Petro Matad Limited for the year ended 31 December 2008 was authorised for issue in accordance with a
resolution of the directors.

The financial report covers the consolidated entity of Petro Matad Limited and its controlled entities.

Petro Matad Limited is a company incorporated in the Isle of Man on 30 August 2007, which has 4 wholly owned subsidiaries, Capcorp
Mongolia LLC and Petro Matad LLC, situated in Mongolia, and Central Asian Petroleum Corporation Limited and Petromatad Invest
Limited, incorporated in the Cayman Islands.

The nature of operations and principal activities of the consolidated entity are described in Note 3.

(a)

(b)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Preparation

The financial report is a general purpose financial report, which has been prepared in accordance with the requirements of
Australian equivalents to International Financial Reporting Standards (“IFRS”).

On 12 November 2007, 23,340,000 ordinary shares were issued pursuant to the completion of agreements with the shareholders
of Central Asian Petroleum Corporation Limited (“Capcorp”) providing for the acquisition of the whole of the share capital of that
company held by them, in consideration for the issue of such ordinary shares.

This transaction has been accounted for as a combination of entities under common control and as such is outside the scope
of AASB 3 ‘Business Combinations’. Australian Accounting Standards currently do not provide guidance in relation to common
control transactions therefore in accordance with AASB 108 ‘Accounting Policies, Changes in Accounting Estimates and Errors’
other international pronouncements have been applied to account for the business combination. The transaction has been
accounted for using merger accounting under UK Accounting Standard FRS 6 ‘Acquisitions and Mergers’ where two or more
companies are combined to form one group on terms such that the equity shareholders in each company become the equity
shareholders in the combined entity. The accounts therefore represent a continuation of the financial statements of Capcorp,
the legal subsidiary acquired.

The financial report covers the financial period 1 January 2008 to 31 December 2008. The comparison figures are from 1
January 2007 to 31 December 2007.

This financial report has been prepared on a historical cost basis, except where stated.
Statement of Compliance

This general purpose financial report has been prepared in accordance with the requirements of all applicable Australian
Accounting Standards (“AASB’s”) and Australian Accounting Interpretations and other authoritative pronouncements of the
AASB that have a material effect. International Financial Reporting Standards (“IFRS’s”) form the basis of the AASB’s adopted
by the AASB. No other applicable Accounting Standards or other authoritative pronouncements of the Australian Accounting
Standards Board have been applied.

Certain Australian Accounting Standards and Australian Accounting interpretations have recently been issued or amended but
are not yet effective. These standards have not been adopted by the company for the period ended 31 December 2008 and
would not have a material effect on the company’s current accounting policies.




Notes to the Financial Statements

For the year ended 31 December 2008

(c)

(d)

(e)

U]

(@

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (cont’d)
Basis of Consolidation

The consolidated financial statements comprise the financial statements of Petro Matad Limited and its subsidiaries (“the
Group”) as at 31 December 2008.

Subsidiaries are entities controlled by the Group. Control exists when the Group has the power to govern the financial and
operating policies of an entity so as to obtain benefits from its activities. In assessing control, potential voting rights that
presently are exercisable or convertible are taken into account. The financial statements of the subsidiaries are included in the
consolidated financial statements from the date that control commences until the date that control ceases.

The financial statements of subsidiaries are prepared for the same reporting period as the parent company, using consistent
accounting policies.

Adjustments are made to bring into line any dissimilar accounting policies that may exist.

All intercompany balances and transactions, including unrealised profits arising from intra-group transactions, have been
eliminated in full. Unrealised losses are eliminated unless costs cannot be recovered.

Foreign Currency Translation
Both the functional and presentation currency of the consolidated entity is United States Dollars.

The assets and liabilities of foreign operations are translated to United States Dollars at exchange rates at the reporting date.
The income and expense of foreign operations are translated to United States Dollars at exchanges rates at the date of the
transactions. Foreign currency differences are recognised directly in a foreign currency translation reserve (FCTR). When the
foreign operation is disposed of, the relevant amount in the FCTR is transferred to the income statement. For the year ended
31 December 2008, the foreign currency translation movements were immaterial and charged to the income statement.

Property, Plant and Equipment
ltems of plant and equipment are measured at cost less accumulated depreciation and impairment losses.

Depreciation is calculated on a straight-line basis over the estimated useful life of the asset. The useful life of the assets is
currently estimated to be an average of 6.6 years.

Exploration and Evaluation Expenditure

Exploration and evaluation expenditure incurred by the Company is accumulated separately for each area of interest. The
Company’s policy is to expense all exploration and evaluation costs funded out of its own resources.

Exploration and Evaluation Assets

Exploration and evaluation assets arising out of business combinations are capitalised as part of deferred exploration and
evaluation assets. Subsequent to acquisition exploration expenditure is expensed in accordance with the Company’s accounting

policy.

Impairment review for deferred exploration and evaluation costs are carried out on a project-by-project basis, with each project
representing a potential single cash generating unit. An impairment review is undertaken when indicators of impairment arise,
typically when one of the following circumstances apply:

Unexpected geological occurrences that render the resource uneconomic;
Title to asset is compromised;

Variations in prices that render the project uneconomic; and

Variations in the currency of operation.

)
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For the year ended 31 December 2008

(h)

U

1)

(k)

U

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (cont’d)
Cash and Cash Equivalents

Cash and short-term deposits in the balance sheet comprise cash at bank and in hand and short-term deposits with an original
maturity of twelve months or less.

For the purposes of the Cash Flow Statement, cash and cash equivalents consist of cash and cash equivalents as defined
above, net of outstanding bank overdrafts.

Borrowing Costs

Borrowing costs include interest on convertible notes and are expensed as incurred.

Investment in Associates

The Group’s investment in its associates is accounted for under the equity method of accounting in the consolidated financial
statements. These are the entities in which the Group has significant influence and which is neither a subsidiary nor a joint

venture.

The financial statements of the associates are used by the Group to apply the equity method. The reporting dates of the
associates and the Group are identical.

The investment in the associates are carried in the consolidated balance at cost plus post-acquisition changes in the Group’s
share of net assets of the associates, less any impairment in value. The consolidated income statement reflects the Group’s
share of the results of operations of the associates.

Where there has been a change recognised directly in the associates’ equity, the Group recognises its share of any changes
and discloses this, when applicable in the consolidated statement of changes in equity.

Investments
Investments in subsidiaries are stated at cost less impairment losses.
Interest Bearing Loans and Borrowings

All loans and borrowings are initially recognised at cost, being the fair value of the consideration received net of issue costs
associated with the borrowing.

After initial recognition, interest-bearing loans and borrowings are subsequently measured at amortised cost using the
effective interest method. Amortised cost is calculated by taking into account any issue costs, and any discount or premium
on settlement.

Gains and losses are recognised in the income statement when the liabilities are derecognised and as well as through the
amortisation process.

The component parts of compound financial instruments are classified as financial liabilities and equity in accordance with
the substance of the contractual arrangement. The fair value of the liability portion of a convertible note is determined using a
market interest rate for an equivalent non-convertible note. This amount is recorded as a liability on an amortised cost basis
until extinguished on conversion or maturity of the notes. The remainder of the proceeds is allocated to the conversion option.
This is recognised and included in shareholders’ equity.
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(m)

(n)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (cont’d)

Share-based Payment Transactions

The Group provides to certain key management personnel share-based payments, whereby directors render services in
exchange for rights over shares (‘equity-settled transactions’).

The cost of these equity-settled transactions is measured by reference to the fair value at the date at which they are granted.
The fair value is determined by use of the Black Scholes model.

In valuing equity-settled transactions, no account is taken of any performance conditions.

The cost of equity-settled transactions is recognised, together with a corresponding increase in equity, over the period in which
they vest.

The cumulative expense recognised for equity-settled transactions at each reporting date until vesting date reflects (i) the
extent to which the vesting period has expired and (ii) the number of awards that, in the opinion of the directors of the Group,
will ultimately vest. This opinion is formed based on the best available information at balance date. No adjustment is made for
the likelihood of market performance conditions being met as the effect of these conditions is included in the determination of
fair value at grant date.

No expense is recognised for awards that do not ultimately vest, except for awards where vesting is conditional upon a market
condition.

Where the terms of an equity-settled award are modified, as a minimum an expense is recognised as if the terms had not been
modified. In addition, an expense is recognised for any increase in the value of the transaction as a result of the modification,
as measured at the date of modification.

Where an equity-settled award is cancelled, it is treated as if it had vested on the date of cancellation, and any expense not
yet recognised for the award is recognised immediately. However, if a new award is substituted for the cancelled award, and
designated as a replacement award on the date that it is granted, the cancelled and new award are treated as if they were a
modification of the original award, as described in the previous paragraph.

Taxation
>1) Current tax

Current tax is calculated by reference to the amount of income taxes payable or recoverable in respect of the taxable profit or
tax loss for the year. It is calculated using tax rates and tax laws that have been enacted or substantively enacted by reporting
date. Current tax for current and prior years is recognised as a liability (or asset) to the extent that it is unpaid (or refundable).

(ii) Deferred tax

Deferred tax is accounted for using the comprehensive balance sheet liability method in respect of temporary differences arising
from differences between the carrying amount of assets and liabilities in the Financial Report and the corresponding tax base
of those items.

In principle, deferred tax liabilities are recognised for all taxable temporary differences. Deferred tax assets are recognised to
the extent that it is probable that sufficient taxable amounts will be available against which deductible temporary differences
or unused tax losses and tax offsets can be utilised. However, deferred tax assets and liabilities are not recognised if the
temporary differences giving rise to them arise from the initial recognition of assets and liabilities (other than as a result of
a business combination) that affects neither taxable income nor accounting profit. Furthermore, a deferred tax liability is not
recognised in relation to taxable temporary differences arising from goodwill.
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (cont’d)

Deferred tax assets and liabilities are measured at the tax rates that are expected to apply to the year(s) when the asset and
liability giving rise to them are realised or settled, based on tax rates (and tax laws) that have been enacted or substantively
enacted by reporting date. The measurement of deferred tax liabilities and assets reflects the tax consequences that would
follow from the manner in which the Consolidated Company expects, at the reporting date, to recover or settle the carrying
amount of its assets and liabilities.

Deferred tax assets and liabilities are offset when they relate to income taxes levied by the same taxation authority and the
company intends to settle its current tax assets and liabilities on a net basis.

(iii) Current and deferred tax for the year.
Current and deferred tax is recognised as an expense or income in the income statement, except when it relates to items
credited or debited directly to equity, in which case the deferred tax is also recognised directly in equity, or where it arises

from the initial accounting for a business combination, in which case it is taken into account in the determination of goodwill or
excess.

Significant Accounting Judgments, Estimates and Assumptions

In applying the Company’s accounting policies management continually evaluates judgments, estimates and assumptions
based on experience and other factors, including expectations of future events that may have an impact on the Company. All
judgments, estimates and assumptions made are believed to be reasonable based on the most current set of circumstances
available to management. Actual results may differ from the judgments, estimates and assumptions.

Revenue Recognition

Revenue from the sale of goods is recognised when risks and rewards of ownership of the goods have passed to the buyer.
Interest revenue is recognised on an accrual basis.

Comparatives Figures

Where necessary, comparatives figures have been adjusted to conform with changes in presentation in the current year.
Earnings Per Share

Basic earnings per share is calculated by dividing the profit or loss attributable to ordinary shareholders of the Company by
the weighted average number of ordinary shares outstanding during the period. Diluted earnings per share is determined
by adjusting the profit or loss attributable to ordinary shareholders and the weighted average number of ordinary shares
outstanding for the effects of all dilutive potential ordinary shares, which comprise convertible notes and share options granted
to employees.

Leases

Finance leases, which transfer to the Group substantially all the risks and benefits incidental to ownership of the leased item,
are capitalised at the inception of the lease at the fair value of the leased property or, if lower, at the present value of the
minimum lease payments.

Lease payments are apportioned between the finance charges and reduction of the lease liability so as to achieve a constant
rate of interest on the remaining balance of the liability. Finance charges are charged directly against income.

Capitalised leased assets are depreciated over the shorter of the estimated useful life of the asset or the lease term.
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (cont’d)

Leases where the lessor retains substantially all the risks and benefits of ownership of the asset are classified as operating
leases. Initial direct costs incurred in negotiating an operating lease are added to the carrying amount of the leased asset and
recognised over the lease term on the same bases as the lease income.

Operating lease payments are recognised as an expense in the income statement on a straight-line basis over the lease
term.

Recoverable Amount of Assets

At each reporting date, the Group assesses whether there is any indication that an asset may be impaired. Where an indicator
of impairment exists, the Group makes a formal estimate of recoverable amount. Where the carrying amount of an asset
exceeds its recoverable amount the asset is considered impaired and is written down to its recoverable amount.

Recoverable amount is the greater of fair value less costs to sell and value in use. It is determined for an individual asset,
unless the asset’s value in use cannot be estimated to be close to its fair value less costs to sell and it does not generate cash
inflows that are largely independent of those from other assets or groups of assets, in which case, the recoverable amount is
determined for the cash-generating unit to which the asset belongs.

In assessing value in use, the estimated future cash flows are discounted to their present value using a pre tax discount rate
that reflects current market assessments of the time value of money and the risks specific to the asset.

Provisions

Provisions are recognised when the Group has a present obligation (legal or constructive) as a result of a past event, it is
probable that an outflow of resources embodying economic benefits will be required to settle the obligation and a reliable
estimate can be made of the amount of the obligation.

If the effect of the time value of money is material, provisions are determined by discounting the expected future cash flows at
a pre-tax rate that reflects current market assessments of the time value of money and, where appropriate, the risks specific
to the liability.

Where discounting is used, the increase in the provision due to the passage of time is recognised as a finance cost.

SEGMENT INFORMATION

The company operates in one industry, and one geographical location, oil exploration in Mongolia.

CONSOLIDATED PARENT
31 Dec 2008 31 Dec 2007 31 Dec 2008 31 Dec 2007
UsD$000 USD$000 USD$000 UsD$000
4. REVENUES AND EXPENSES
(@) Exploration and evaluation expenditure
Exploration (Capcorp) 4 270 - -
Exploration (Petromatad Invest Limited) 2,421 - - -
(a) Exploration (Petro Matad LLC) 403 - - -
Total exploration and evaluation expenditure 2,828 270 - -

)
PETRO
MATAD
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4. REVENUES AND EXPENSES (cont’d)

(b) Finance costs

Interest on convertible notes 240 720 - -
Total finance costs 240 720 - -

(c) Other expenses

Included in other expenses are the following:

Foreign exchange differences 39 - - -
Administration costs 606 371 121 -
Travel expenses 192 251 53 -

837 622 174 -

(d) Employee benefits

Comprises the following:

Consultancy fees to directors 358 534 150 -
Wages 419 60 60 -
Share based payments expense 153 - 153 -
Total employee benefits 930 594 363 -

5. INVESTMENT IN ASSOCIATES

In previous financial year, Capcorp acquired a 50% interest in Petromatad Invest Limited for consideration of $3,000,000.

On 12 November 2007 the Group acquired the remaining 50%. Pursuant to the agreements entered into with Petrovis LLC, Petro
Matad Limited acquired the remaining 50% interest in Petromatad Invest Limited not owned by Capcorp in consideration for the issue
of 23,340,000 ordinary shares at $0.50 each, totalling $11,670,000.

The Group’s share of Petromatad Invest Limited’s loss to 12 November 2007 is as follows:

Revenue )
Expense
Exploration and Evaluation Expenditure 1,109
Employee benefits expense 11
Insurance expense 2
Other expenses 32
1,154
Net Loss 1,154
Share of associates net loss — 50% 577
PETRO
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6. INCOME TAX

Income tax recognised in the income statement

Tax expense / (income) comprises:

Current tax expense / (income)

Deferred tax expense / (income) relating to the origination
and reversal of temporary differences

Total tax expense / (income)

The prima facie income tax expense on pre-tax accounting
profit /(loss) from operations reconciles to the income tax
expense in the financial statements as follows:

Net Loss for the period

Income tax expense calculated at 20%

(Profit) / Losses incurred which are not subject to income tax
Tax losses not brought at account
Timing differences not brought to account

(6,277) (4,431) (1,315)
1,255 886 263
(1,039) (768) (263)
(216) (118) -

The tax rate used in the above reconciliation is the corporate tax rate of 20% payable by Mongolian corporate entities on taxable profits

under Mongolian tax law.
7. AUDITORS’ REMUNERATION

Amounts received or due and receivable by PKF Australia
for:

- An audit or review of the financial report of the entity and

any other entity in the consolidated entity 54 22 39
- Other services in relation to the entity and any other entity
in the consolidated entity - 9 -
54 31 39
Amounts received or due and receivable by auditors other
than PKF Australia for:
- An audit or review of the financial report of parent entity - 29 -
- An audit or review of the financial report of subsidiary
entities 3 1 -
TOTAL 57 61 39

PETRO
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8. CASH AND CASH EQUIVALENTS

Cash at bank and in hand
Short term deposits

Total cash and cash equivalents

Cash at bank and in hand earns interest at floating rates based on daily bank rates.

The fair value of cash and cash equivalents is $3,248,000 (2007: $170,000).

Reconciliation of cash

For the purposes of the Cash Flow Statement, cash and
cash equivalents comprise the following:

Cash at bank and in hand
Short-term deposits

Reconciliation from the net profit after tax to the net
cash flows from operations

Net Loss

Adjustments for:

Depreciation

Interest expense on convertible notes
Share of associates’ net losses

Loss on sale of plant & equipment
Consultancy fees

Share based payment

Changes in assets and liabilities

(increase)/decrease in trade and other receivables
(decrease)/increase in trade and other payables

Net cash from operating activities

Non-cash investing and financing activities

The Company entered into a share exchange agreement with Citadel to acquire shares in Capcorp allotted to Citadel in consideration
of 20,000,000 ordinary shares in the company. The agreement was conditional upon the conversion of the convertible loan note
held by Citadel in Capcorp. On 1 May 2008 the convertible loan note of a value of $7,260,000 was converted through the issue of
20,000,000 shares in Capcorp, which on the same day were exchanged for 20,000,000 shares in Petro Matad Limited.

3,248 170 15
3,248 170 15
3,248 170 15
3,248 170 15

(6,277) (4,431) (1,315)

16 7 1

240 720 -

- 577 -

(3) = =

256 360 256
153 - 153

11 9) -
(1,021) 1,206 102
(6,627) (1,570) (803)
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9. TRADE AND OTHER RECEIVABLES (CURRENT)

Other debtor 1 7 - -
Related party receivables: -
- loan to subsidiary - - 10,005 -
Total trade and other receivables (current) 1 7 10,005 -

For terms and conditions of related party receivables, refer to Note 21.

10. OTHER CURRENT ASSETS

Other current assets 20 20 - -
Prepayments - 5 - -
Total other current assets 20 25 - -

Other current assets of $20,000 represents mining fees of 2 x $10,000 government fees involved with the applications for PSCs for
Blocks IV and V.

11. EXPLORATION AND EVALUATION ASSETS

Year ended 31 December 2007

At 1 January 2007, net of accumulated depreciation -
Additions on acquisition of subsidiary 15,275
Disposals -
Impairment -

At 31 December 2007, net of accumulated depreciation 15,275

At 1 January 2008, net of accumulated depreciation 15,275
Additions -
Disposals B
Impairment -

At 31 December 2008, net of accumulated depreciation 15,275

The exploration and evaluation asset arose on the acquisition of the 50% of Petromatad Invest Limited not already held by the Group
on 12 November 2007. The consideration was 23,340,000 ordinary shares credited as fully paid up and with an estimated fair value of
$0.50 per share totalling $11,670,000, taking into account assets and liabilities acquired on acquisition.

PETRO
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12. PROPERTY, PLANT AND EQUIPMENT

Period ended 31 December 2007

At 1 January 2007, net of accumulated depreciation 20 20 - -
Additions 36 36 - -
Disposals - - - -
Impairment - - - -
Depreciation charge for the period 7) (7) - -
At 31 December 2007, net of accumulated depreciation 49 49 - -

Period ended 31 December 2008

At 1 January 2008, net of accumulated depreciation 49 49 - -
Additions 81 81 14 14
Disposals (16) (16) - -
Impairment - - - -
Depreciation charge for the period (16) (16) (1) (1)
At 31 December 2008, net of accumulated depreciation 98 98 13 13

At 31 December 2007

Cost or fair value 57 57 - -
Accumulated depreciation and impairment (8) (8) - -
Net carrying amount 49 49 - -

At 31 December 2008

Cost or fair value 117 117 14 14

Accumulated depreciation and impairment (19) (19) ) (1)

Net carrying amount 98 98 13 13
PETRO
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13. TRADE AND OTHER PAYABLES

Trade payables 242 1,263 102 -
Other payables 3 3 - -
Related party payables:

- loan from subsidiaries - - 879 -
Total trade and other payables 245 1,266 981 -

Trade payables are non-interest bearing and are normally settled within 60-day terms.

For terms and conditions of related party payables, refer to Note 21.

14. INTEREST BEARING LOANS AND BORROWINGS

Unsecured
Convertible notes - 6,022 - -
Total interest bearing loans and borrowings - 6,022 - -

Capcorp issued $6,000,000 convertible, unsecured loan notes due on 2 August 2009. Interest accrued at a rate of 12% per annum
and was capitalised to the principal. The notes were convertible to shares at a conversion price of 33.6 cents on the first anniversary
date, 37.6 cents on the second anniversary date and 40.8 cents on the maturity date.

The notes were convertible in ordinary shares of Capcorp at any time at the option of the holder and automatically if the company
completes an initial public offering. The maximum number of shares to be issued on conversion was 20,000,000 shares.

The Company entered into a share exchange agreement with Citadel to acquire the shares in Capcorp to be allotted to Citadel in
consideration for the issue of 20,000,000 ordinary shares in the company. The agreement was conditional upon the conversion of
the convertible loan note held by Citadel in Capcorp. On 1 May 2008 the convertible loan note was converted through the issue of
20,000,000 shares in Capcorp, which on the same day were exchanged for 20,000,000 shares in Petro Matad Limited.

The convertible notes are presented in the balance sheet as follows:

Face value of convertible note 6,000 6,000
Equity portion — value of conversion right (998) (998)

5,002 5,002
Accredited Interest Capitalised 1,260 1,020
Total convertible note — Liability Portion 6,262 6,022

PETRO
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15. ISSUED CAPITAL

Ordinary shares
96,680,004 shares paid up (2007: 46,680,004) 28,928 11,903 29,121 11,903

TOTAL 28,928 11,903 29,121 11,903

Ordinary Shares
Movement in ordinary shares:

Opening at 1 January 2007 23,340,000 233,400
Issue of founder shares 30 August 2007 4 0.01 -
Share issue on 12 November 2007 to acquire Petromatad Invest Limited (note (b)) 23,340,000 0.50 11,670,000
At 31 December 2007 46,680,004 11,903,400
Issue of shares from private placement on 17 March 2008 and 24 April 2008 (note (c)) 20,000,000 0.50 10,000,000
Issue of shares to Petrovis on 1 May 2008 (note (d)) 10,000,000 0.50 5,000,000
Issue of shares on conversion of convertible note on 1 May 2008 (note (e)) 20,000,000 0.363 7,260,000
Capital raising costs - - (5,234,961)
At 31 December 2008 96,680,004 28,928,439

Issue of founder shares 30 August 2007 4 0.01 -
Share issue on 12 November 2007 to acquire Capcorp (note (a)) 23,340,000 0.01 233,400
Share issue on 12 November 2007 to acquire Petromatad Invest Limited (note (b)) 23,340,000 0.50 11,670,000
At 31 December 2007 46,680,004 11,903,400
Issue of shares from private placement on 17 March 2008 and 24 April 2008 (note (c)) 20,000,000 0.50 10,000,000
Issue of shares to Petrovis on 1 May 2008 (note (d)) 10,000,000 0.50 5,000,000
Issue of shares on conversion of convertible note on 1 May 2008 (note (e)) 20,000,000 0.363 7,260,000
Capital raising costs - - (5,042,000)
At 31 December 2008 96,680,004 29,121,400
PETRO
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15. ISSUED CAPITAL (cont’d)

(a) On 12 November 2007, pursuant to agreements entered into with all shareholders of Capcorp the Company issued 23,340,000
ordinary shares at nominal value in the share for share exchange with Capcorp Refer to note 16 for further details.

(b) On 12 November 2007, the Company issued 23,340,000 ordinary shares at USD$0.50 per share for the purchase of 50% interest
in Petromatad Invest Limited.

(c) On 17 March 2008 and 24 April 2008, Petro Matad Limited concluded a private placement comprising of one ordinary share and
one warrant at a price of US$0.50 per unit, totalling 20,000,000 ordinary shares and 20,000,000 warrants.

(d) On 1 May 2008, 10,000,000 ordinary shares were allotted to Petrovis for non-cash consideration.
(e) On 1 May 2008, the Capcorp convertible loan note was converted through the issue of 20,000,000 shares in Capcorp. Pursuant
to share exchange agreements entered into with Citadel, on the same day the Capcorp shares exchanged for 20,000,000 shares

in Petro Matad Limited.

Warrants
Movements in warrants:

Opening balances at 1 January 2007 - -
At 31 December 2007 .

Issue of warrants from private placement on 17 March 2008 and 24 April 2008 20,000,000 US$1.00
At 31 December 2008 20,000,000

On 17 March 2008 and 24 April 2008, Petro Matad Limited concluded a private placement comprising of one ordinary share and one
warrant at a price of US$0.50 per unit, totalling 20,000,000 ordinary shares and 20,000,000 warrants. One warrant entitled the holder
to subscribe for one new ordinary share at an exercise price of US$1.00 per warrant at any time prior to 30 September 2008. The
warrant exercise date was extended until 30 January 2009 and have all since expired.

16. RESERVES

Merger reserve 831 831 - -
Option Premium on convertible notes - 998 - -
Options reserve 409 - 409 -
Total reserves 1,240 1,829 409 -

Option premium on convertible notes

Opening balance at the beginning of the financial period 998 1,234 - -
Issue of convertible notes - - - -
Conversion of convertible notes to ordinary shares (998) (236) - -
Closing balance at the end of the financial period - 998 - -
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16. RESERVES (cont’d)

The option premium on convertible notes represents the equity component (conversion rights) of the $6,000,000 12% convertible notes
issued on 2 August 2006. On 1 May 2008, the convertible note was converted to ordinary shares. Details are shown in Note 14.

Merger reserve

Opening balance at the beginning of the financial period
831 831 - -

Arising on the acquisition of Capcorp - - - -

Closing balance at the end of the financial period 831 831 - -

The merger reserve arose from the Company’s acquisition of Capcorp on 12 November 2007. As detailed in Note 2(a), this transaction
is outside the scope of AASB 3 ‘Business Combinations’ and as such directors have elected to use UK Accounting Standard FRS
6 ‘Acquisitions and Mergers’. The difference, if any, between the nominal value of the shares issued plus the fair value of any other
consideration given, and the nominal value of the shares received in exchange are recorded as a movement on other reserves in the
consolidated financial statements.

The following represents the adjustment to the previously reported figures of Capcorp as a result of the merger.
UsSD$000

Nominal value of shares issued by Petro Matad Limited (note 15(a)) (233)
Nominal value of shares acquired by Capcorp 1,064

Merger reserve arising on consolidation 831

Option reserve

Opening balance at the beginning of the financial period - = = -
Issue of options to employees and directors 153 - 153 -
Issue of options for services provided 256 - 256 -

Closing balance at the end of the financial period 409 - 409 -

The option reserve relates to issue of options relating to share based payment transactions.

PETRO
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17. SHARE BASED PAYMENTS

(a) Long Term Incentive Plan

The Company provides for long-term incentives to employees (including executive directors, non-executive directors and consultants
through the company’s Long Term Equity Incentive Plan (“LTIP”) based on the achievement of certain performance criteria. The LTIP
provides for share awards in the form of options and performance share awards. Awards will be made at the discretion of the Board, or
in the case of executive directors, the Remuneration Committee of the Board, who shall determine the level of award and appropriate

vesting, service and performance conditions taking into account market practice and the need to recruit and retain the best people
and align their interests of shareholders.

Options may be exercised, subject only to continuing service, during such period as the Board may determine. Options granted will
become exercisable in three parts:

*  25% on the second anniversary of the date of grant;

*  50% on the third anniversary of the date of grant; and

*  25% on the fourth anniversary of the date of grant.

Performance Share Awards shall vest subject to continuing service and appropriate and challenging performance conditions determined
by the Committee and, in the case of directors, relating to the overall performance of the Company. The performance share awards will
vest on achievement of the following conditions:

(i) 25 % vest when the first discovery of oil on a commercial scale in accordance with the PSC is fulfilled;
(i) 25 % vest when the first production of oil on a commercial scale in accordance with the PSC is fulfilled; and
(iii) 50 % vest on the Company achieving the sale of 1 million barrels of oil.

(b) Option Pricing Model

On 24 April 2008, the Company entered into an option agreement with Hanson Westhouse granting them an option to acquire 966,800
ordinary shares at US$0.75 per ordinary share, expiring 1 May 2013. These options may not be exercised for a period of one year
from Admission on AIM (i.e. 1 May 2009). The fair value of the options granted is estimated as at the date of grant using Black Scholes
model, taking into account the terms and conditions upon which the options were granted. The following table lists the inputs to the
model used for the year ending 31 December 2008 for this transaction:

Share price at grant date US$0.3725
Expected Volatility (%) 114
Risk-free interest rates (%) 7.25
Contractual life (years) 5

Exercise Price US$0.75

The estimate fair value of each option at grant date is approximately US25.77 cents.

On 3 June 2008, pursuant to the Group’s Long Term Equity Incentive Plan, the Company issued 1,930,000 million options on ordinary
shares to employees and directors at US$0.75 per ordinary share, exercisable in three parts:

*  25% after 1 May 2010;
*  50% after 1 May 2011;
*  25% after 1 May 2012.

The fair value of the options granted is estimated as at the date of grant using Black Scholes model, taking into account the terms and
conditions upon which the options were granted. The following table lists the inputs to the model used for the year ending 31 December
2008 for this transaction:

Share price at grant date US$0.415
Expected Volatility (%) 106
Risk-free interest rates (%) 7.25
Contractual life (years) 10
Exercise Price US$0.75

The estimate fair value of each option at grant date is approximately US37.08 cents.

)
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17. SHARE BASED PAYMENTS (cont’d)

(c) Movement in share options

Grant of options for services provided on 24 April

2008 - 966,800 - 966,800 -

Grant of options to employees and directors on 3

June 2008 - 1,930,000 (185,000) 1,745,000 -

Total - 2,896,800 (185,000) 2,711,800 -
(d) Performance Awards

On 3 June 2008, pursuant to the Group’s Long Term Equity Incentive Plan, the Company issued 2,055,000 performance share awards
of ordinary shares to employees. These have an acquisition price per ordinary share equal to the nominal value of an ordinary share
after vesting. The performance share awards will vest on achievement of the following conditions:

(i) 25 % vest when the first discovery of oil on a commercial scale in accordance with the PSC is fulfilled;
(i) 25 % vest when the first production of oil on a commercial scale in accordance with the PSC is fulfilled; and
(iii) 50 % vest on the Company achieving the sale of 1 million barrels of oil.

As at 31 December 2008 and at the date of this report, none of the above conditions have been met, hence none of the performance
award have vested or become exercisable.

(e) Movement in Performance Awards

Grant of performace awards to employees and directors on 3

June 2008 - 2,055,000 (235,000) 1,820,000
Total - 2,055,000 (235,000) 1,820,000
PETRO
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18. FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES

The Group’s principal financial instruments comprise cash and short-term deposits and convertible notes on issue.
The main purpose of these financial instruments is to raise finance for the Group’s operations.

The Group has various other financial instruments such as trade debtors and trade creditors, which arise directly from its operations. It
is, and has been throughout the period under review, the Group’s policy that no trading in financial instruments shall be undertaken.

The main risks arising from the Group’s financial instruments are interest rate risk, liquidity risk, foreign currency risk and credit risk.

The board is responsible for identification and control of financial risks. The board reviews and agrees policies for managing each of
these risks and these are summarised below.

Interest rate risk

Interest rate risk is the risk that the value of a financial instrument or cash flows associated with the instrument will fluctuate due to
changes in market interest rates. Interest rate risk arises from fluctuations in interest bearing financial assets and liabilities that the
Group uses. Interest bearing assets comprise cash and cash equivalents which are considered to be short-term liquid assets. It is
the Group’s policy to settle trade payables within the credit terms allowed and the Group does therefore not incur interest on overdue
balances.

The following table sets out the carrying amount, by maturity, of the financial instruments that are exposed to interest rate risk:

Financial assets:

Cash and cash equivalents 3,248 - - - 3,248
Trade and other receivables - - - 1 1

3,248 - - 1 3,249
Weighted average interest rate 3.25%

Financial liabilities:

Trade and other payables - - - 245 245

Convertible notes - - - - -
: - - 245 245

Weighted average interest rate 12%
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18. FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES (cont’d)

Financial assets:

Cash and cash equivalents 170 - - - 170
Trade and other receivables - - - 7 7

170 - - 7 177
Weighted average interest rate 5.88%

Financial liabilities:

Trade and other payables - - - 1,266 1,266
Convertible notes - - 6,022 - 6,022

- - 6,022 1,266 7,288
Weighted average interest rate 12%

Financial assets:

Cash and cash equivalents 15 - - - 15
15 - - - 15
Weighted average interest rate 3.25%

Financial liabilities:
Trade and other payables - - - 102 102
- B - 102 102

Sensitivity analysis
If interest rates on cash balances had weakened/strengthened by 1 % at 31 December, there would be no material impact on the
income statement. There would be no effect on the equity reserves other that those directly related to income statement movements.

The group does not account for any fixed fate financial liabilities at fair value through profit or loss, therefore a change in interest rate
is not subject to interest rate risk.

PETRO
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18. FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES (cont’d)

Foreign currency risk
As a result of significant investment operations overseas, the Group’s balance sheet can be affected significantly by movements in
various exchange rates.

The functional currency of the Company is deemed to be US$ because the future revenues from the sale of oil will be denominated in
US dollars and the costs of the Company are likewise predominately in US dollars. Some transactions are however denominated in
currencies other than US dollars. These transactions comprise operating costs and capital expenditure in the local currencies of the
countries in which the Company operates. These currencies have a close relationship to the US dollar and the management believes
that changes in the exchange rates will not have a significant effect on the Company’s financial statements.

The Group does not use forward currency contracts to eliminate the currency exposures on any individual transactions.

The following significant exchange rates applied during the year:

Average Rate Spot Rate at Reporting date
usbD 2008 2007 2008 2007
MNT 1 1,165.92 1,169.73 1,267.51 1,169.97
AUD 1 1.19700 1.19540 1.44871 1.14190

Sensitivity Analysis
A5 % strengthening / weakening of the Mongolian Tugrik (MNT) against the US dollar at 31 December would not have a material effect
on profit and equity.

Commodity price risk
The Group’s exposure to price risk is minimal.

Credit risk

Credit risk is the risk of financial loss to the Group if a customer or counterparty to a financial instrument fails to meet its contractual
obligations. The Group is exposed to credit risk on its cash and cash equivalents and other receivables as set out in notes 10 and
11 which also represents the maximum exposure to credit risk. The Group only deposits surplus cash with well established financial
institutions of high quality credit standing.

In addition, receivable balances are monitored on an ongoing basis with the result that the Group’s exposure to bad debts is not
significant.

There are no significant concentrations of credit risk within the Group.

Maximum exposure to credit risk at reporting date:

CONSOLIDATED PARENT
31 Dec 2008 31 Dec 2007 31 Dec 2008 31 Dec 2007
USD$000 USD$000 USD$000 USD$000
Cash and cash equivalents 3,248 170 15 -
Trade & other receivables 1 7 - -
3,249 177 15 -

Impairment Losses
None of the company’s receivables are past due at 31 December 2008 (2007: Nil).

Liquidity risk

Liquidity risk is the risk that the Group will not be able to meet its financial obligations as they fall due. The Group’s approach to
managing liquidity is to ensure, as far as possible, that it will always have sufficient liquidity to meet its liabilities when due, under both
normal and stressed conditions, without incurring unacceptable losses or risking damage to the Group’s reputation.
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The Group’s objective is to ensure that sufficient funds are available to allow it to continue its exploration activities. Up to 31 December
2008 the Group funded its activities predominately through the use of convertible notes. Subsequent to the year end, the company
has raised a substantial amount of equity finance.

18. FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES (cont’d)
The following are the contractual maturities of financial liabilities:

Consolidated
Year ended 31 December 2008:

Non derivative financial liabilities: Carrying Amount ~ Under 6 Months 6-12 Months 1-2 Years
Trade and other payables 245 245 - -
245 245 - -

Year ended 31 December 2007:

Non derivative financial liabilities: Carrying Amount  Under 6 Months 6-12 Months 1-2 Years
Trade and other payables 1,266 1,266 - -
Convertible note 6,022 - - 6,022
7,288 1,266 - 6,022
Parent
Year ended 31 December 2008:
Non derivative financial liabilities: Carrying Amount  Under 6 Months 6-12 Months 1-2 Years
Trade and other payables 102 102 - -
102 102 - -

All of the Group’s amounts payable and receivable are current except for the convertible loan which was converted on 1 May 2008.

Fair Value of Financial Assets and Liabilities
The fair value of cash and cash equivalents and non-interest bearing financial assets and financial liabilities of the consolidated entity
is equal to their carrying value.

Capital Management

The Group’s objectives when managing capital are to safeguard the Group’s ability to continue as a going concern in order to provide
returns for shareholders and benefits for other stakeholders and to maintain an optimal capital structure to reduce the cost of capital.
The management of the Company and the Group’s capital is performed by the Board.

The Company monitors its capital requirements based on the funding required for its exploration activities in Mongolia.

Neither the company nor the Group are subject to externally imposed capital requirements.
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19. COMMITMENTS

Lease Commitments

Operating leases relate to premises used by the Company in its operations, generally with terms between 2 and 5 years. Some of the
operating leases contain options to extend for further periods and an adjustment to bring the lease payments into line with market rates
prevailing at that time. The leases do not contain an option to purchase the leased property.

The Company has committed to an office lease in Australia of USD$29,150 per annum expiring 31/1/2010.

The Company has also committed to an office lease in Mongolia of USD$46,345 per annum expiring 31/12/2009.

0to 1 year 75 36 29 -
1to 5 years 2 3 2 -
Greater than 5 years - - - -

Exploration Expenditure Commitments

Petromatad Invest Limited has minimum spending obligations, under the terms of its Production Sharing Contract (“PSC”) on Block
XX with The Minerals Resources and Petroleum Authority of Mongolia (“MRPAM”). The amounts set out here do not include general
and administrative expenses.

Production Sharing Contract Fees - Block XX:

Land Surface Rental due by 18/08/2009 $28,500.00
Training Bonus due by 18/08/2009 $25,000.00
Government Assistance Contribution due by 18/08/2009 $5,000.00

Total $58,500.00

Production Sharing Contract - Minimum Exploration Work Obligations:

4 2009/10 3D Seismic Survey and drilling 1 well $1,200,000.00
5 2009/11 3D Seismic Survey and drilling 1 well $1,275,000.00
Total $2,475,000.00

Under the PSC any expenditure over and above the annual minimum exploration work obligation may be used to reduce the next
year’s obligation.

In light of this allowance, the Company has a right to reduce the spending to NIL in 2009/2010.

Petromatad Invest Limited can voluntarily relinquish their rights on the contract area under the PSC, if the minimum work obligations
for that year are accomplished.
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20. EARNINGS PER SHARE

Basic earnings per share amounts are calculated by dividing net profit / (loss) for the year attributable to ordinary equity holders of the
parent by the weighted average number of ordinary shares outstanding during the year.

Diluted earnings per share amounts are calculated by dividing the net profit / (loss) attributable to ordinary shareholders (after deducting
interest on the convertible redeemable preference shares) by the weighted average number of ordinary shares outstanding during the
year (adjusted for the effects of dilutive options and dilutive convertible redeemable preference shares).

Basic earnings per share
Total basic earnings per share (note a) (7.6) (16.7)

Diluted earnings per share
Total diluted earnings per share (note b) (7.6) (16.7)

a) Basic earnings per share s s
Basi i h $000° $000°

The earnings and weighted average number of ordinary shares used in the calculation of
basic earnings per share are as follows:

Net loss attributable to ordinary shareholders (6,277) (4,431)

Weighted average number of ordinary shares for the purposes of basic earnings per
share 82,311 26,537

(b) Diluted earnings per share

The earnings and weighted average number of ordinary shares used in the calculation of
diluted earnings per share are as follows:

Net loss attributable to ordinary shareholders (6,277) (4,431)

Weighted average number of ordinary shares for the purposes of basic earnings per
share 82,311 26,537

The convertible notes, warrants, options and performance awards could potentially dilute basic earnings per share in the future ,
however they have been excluded from the calculation of diluted earnings per share because they are anti-dilutive for the either of the
periods presented.

There have been no transactions involving ordinary shares or potential ordinary shares between the reporting date and the date of
completion of these financial statements.
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21. RELATED PARTY DISCLOSURES

(@) Subsidiaries

Investment in Capcorp 7,493 233
Investment in Petromatad Invest Limited 11,670 11,670
Closing balance at the end of the period 19,163 11,903

On 1 May 2008, the Capcorp convertible loan note was converted through the issue of 20,000,000 shares in Capcorp of a value of
$7,260,000. Pursuant to share exchange agreements entered into with Citadel, on the same day the Capcorp shares exchanged for
20,000,000 shares in Petro Matad Limited, therefore increased its shareholding in its subsidiary of the same value.

The consolidated financial statements include the financial statements of Petro Matad Limited and the subsidiaries listed in the
following table:

Central Asian Petroleum Corporation Limited Cayman Islands 100% 100%
Capcorp Mongolia LLC Mongolia 100% 100%
Petromatad Invest Limited Cayman Islands 100% 100%
Petro Matad LLC Mongolia 100% 100%

Capcorp Mongolia LLC was acquired on the 14 August 2006, on incorporation of the company. Capcorp holds 100,000 ordinary
shares at $0.10 each.

Petromatad Invest Limited was acquired on 12 November 2007. Petro Matad Limited holds 25,000 shares and Central Asian Petroleum
Corporation Limited holds 25,000 shares.

Petro Matad LLC is 100% owned by Petromatad Invest Limited.
(b) Key management personnel

The names of persons who were directors of Petro Matad at any time during the financial period and during the previous financial
period are as follows:
. Gordon Toll
Janchiv Oyungerel
Douglas McGay
Clyde Evans
John Robertson
Sarangua Davaadorj
Gregory Meldrum (resigned on 1 July 2008)

Information on remuneration of directors is disclosed in Note 22.
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21 RELATED PARTY DISCLOSURES (cont’d)

(c) Transactions with related parties

Petro Matad

- Capcorp 10,000 -
- Petromatad Invest 5 -
Capcorp

- Petro Matad LLC 7,767 -
- Capcorp Mongolia LLC 1,434 1,278
- Petromatad Invest 322

Capcorp Mongolia LLC

- Petro Matad 8 -
Petro Matad LLC

- Petro Matad 871 -
- Petromatad Invest 2,326 -
- Capcorp Mongolia LLC 1,127 846

Terms and conditions:
Outstanding balances at year-end are non-interest bearing and repayable on demand.

22. KEY MANAGEMENT PERSONNEL

(@) Compensation of key management personnel

Key management personnel comprise directors and other persons having authority and responsibility for planning, directing and
controlling the activities of the Capcorp and its controlled entities:

Summary:
Short-term employee benefits 694 636 291 -
Post-employment benefits - - - -
Share based payment expense 107 - 107 -
801 636 398 -

On 3 June 2008, 1,930,000 options on ordinary shares and 2,055,000 awards of ordinary shares were issued to employees and
directors. (31 December 2007: Nil)

Directors are not entitled to any retirement benefits.

The short term employment benefits were paid to directors and associated entities of the directors.
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22 KEY MANAGEMENT PERSONNEL (cont’d)

(b) Shareholdings of key management personnel and their related parties

Gordon Toll 5,102,501 - - 5,102,501
Janchiv Oyungerel 6,335,000 400,000 - 6,735,000
Douglas McGay 5,600,000 - - 5,600,000
Clyde Evans 4,048,751 - - 4,048,751

John Robertson - - - -
Davaadorj Sarangua - - - -
Gregory Meldrum (resigned 1 July 2008) 3,675,000 300,000 3,975,000

24,761,252 700,000 - 25,461,252

Gordon Toll 5,602,500 1 (500,000) 5,102,501
Janchiv Oyungerel - 5,835,000 500,000 6,335,000
Douglas McGay 7,550,000 - (1,950,000) 5,600,000
Clyde Evans 4,048,750 1 - 4,048,751

John Robertson - - - -
Davaadorj Sarangua - - - -
Gregory Meldrum (resigned 1 July 2008) 3,675,000 - - 3,675,000

20,876,250 5,835,002 (1,950,000) 24,761,252

(c) Option holdings of key management personnel and their related parties

Gordon Toll - 250,000 - 250,000
Janchiv Oyungerel - 250,000 - 250,000
Douglas McGay - 425,000 - 425,000
Clyde Evans - 200,000 - 200,000
John Robertson - 150,000 - 150,000
Davaadorj Sarangua - 150,000 - 150,000
Gregory Meldrum (resigned 1 July 2008) - 150,000 (150,000) -

- 1,575,000 (150,000) 1,425,000

No options were held as at 31 December 2007.
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22 KEY MANAGEMENT PERSONNEL (cont’d)

(d) Performance Awards of key management personnel and their related parties

Opening Acquired and . Closing

Balance (Disposed) el Balance
Period ended 31 December 2008 : during the

1 January off during the eriod 31 December

2008 period P 2008
Gordon Toll - 250,000 - 250,000
Janchiv Oyungerel - 250,000 - 250,000
Douglas McGay - 425,000 - 425,000
Clyde Evans - 200,000 - 200,000
John Robertson - 150,000 - 150,000
Davaadorj Sarangua - 150,000 - 150,000
Gregory Meldrum (resigned 1 July 2008) - 200,000 (200,000) -
- 1,625,000 (200,000) 1,425,000

No performance awards were held as at 31 December 2007.
(e) Other transactions with key management personnel and their related parties

Included within other payables at 31 December 2008 is an amount of $130,000 (2007: $100,000) owing to a company associated with
one of the directors, in reimbursement of expenditure incurred on behalf of the Group.

23. EVENTS AFTER THE BALANCE SHEET DATE

On 27 January 2009, pursuant to the Group’s Long Term Equity Incentive Plan it was determined that the option granted to Damdin
Janchiv over 40,000 ordinary shares of USD$0.01 each in the Company under the Plan are exercisable in full for a period of 6 months
from 27 January 2009 at the end of which period the Option shall lapse to any extent that it is unexercised.

On 27 January 2009, pursuant to the Group’s Long Term Equity Incentive Plan it was determined that 25,000 shares would be vested
in Damdin Janchiv pursuant to the performance share award granted to him over 60,000 ordinary shares and that the Award would
lapse as to the balance of 35,000 shares.

On 30 January 2009, 20,000,000 unlisted warrants issued under the private placement in March and April 2008, expired.

On 20 February 2009, 25,000 ordinary shares of US$0.01 has been issued to Damdin Janchiv pursuant to a performance share award
granted to him on admission of the Company’s shares to AIM in May 2008.

On the 19 March 2009, Mr Douglas McGay purchased 150,000 ordinary shares of US$0.01 in the Company at a price of 10 pence per
ordinary shares. Mr McGay now has a beneficial interest in 5,750,000 ordinary shares in the Company.

On 2 April 2009, Damdin Janchiv paid USD$250 for the conversion 25,000 options at USD$0.01 each to ordinary shares.

On the 8 April 2009, the Company issued 1,915,000 new options at an exercise price of 11 pence per share. The new options include
1,350,000 options issued to directors of the Company. The vesting terms of the directors’ options are that 25% will vest on the first
anniversary of the date of grant, 50% on the second anniversary of that date of grant and 25% on the third anniversary of grant. The
options will expire 8 April 2018. The number of new options issued to each director is set out in the table below:

Gordon Toll 250,000

Janchiv Oyungerel 250,000
Douglas McGay 350,000
Clyde Evans 200,000
John Robertson 150,000

Davaadorj Sarangua 150,000
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23. EVENTS AFTER THE BALANCE SHEET DATE (cont’d)

On the 8 April 2009, pursuant to the Group’s Long Term Equity Incentive Plan, the Company issued 155,000 performance share
awards of ordinary shares to employees. These have an acquisition price per ordinary share equal to the nominal value of an ordinary
share after vesting. The performance share awards will vest on achievement of the following conditions:

(i) 25 % vest when the first discovery of oil on a commercial scale in accordance with the PSC is fulfilled;
(ii) 25 % vest when the first production of oil on a commercial scale in accordance with the PSC is fulfilled; and
(iii) 50 % vest on the Company achieving the sale of 1 million barrels of oil.

There has not been any other matter or circumstance, other than that referred to in the financial statements or notes thereto, that has
arisen since the end of the financial year, that has significantly affected, or may significantly affect, the operations of the Group, the
results of those operations, or the state of affairs of the Group in future financial periods.

24. OTHER INFORMATION

Registered Office:
Victory House
Douglas

Isle of Man
IM11EQ
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Directors’ Declaration

In accordance with a resolution of the directors of Petro Matad Limited, | state that:

In the opinion of the directors:

(a) the financial statements and notes of the company gives a true and fair view of the consolidated entity’s financial position
as at 31 December 2008 and of their performance for the year ended on that date in accordance with Australian Accounting
Standards, mandatory professional reporting requirements and other authoritative pronouncements of the Australian Accounting
Standards Board;

(b)  the financial report also complies with International Financial Reporting Standards as disclosed in note 2(b); and

(c) there are reasonable grounds to believe that the company will be able to pay its debts as and when they become due and
payable.

On behalf of the Board

Clyde Evans
Director

10th June 2009

PETRO
Petro Matad Limited Annual Report for the year ended 31st December 2008 LEaEt™ 43



Independent Auditor’s Report

PKF

Chartered Accountants
& Business Advisers

INDEPENDENT AUDITOR’S REPORT

TO THE MEMBERS OF PETRO MATAD LIMITED

Report on the Financial Report

We have audited the accompanying financial report of Petro Matad Limited, which comprises the balance
sheet as at 31 December 2008, and the income statement, statement of changes in equity and cash flow
statement for the year ended on that date, a summary of significant accounting policies and other
explanatory notes and the directors’ declaration for both Petro Matad Limited and of the consolidated
entity. The consolidated entity comprises the company and the entities it controlled at the year’s end or
from time to time during the financial year.

Directors’ Responsibility for the Financial Report

The directors of the Petro Matad Limited are responsible for the preparation and fair presentation of the
financial report in accordance with Australian Accounting Standards (including the Australian Accounting
Interpretations). This responsibility includes establishing and maintaining internal controls relevant to the
preparation and fair presentation of the financial report that is free from material misstatement, whether
due to fraud or error; selecting and applying appropriate accounting policies; and making accounting
estimates that are reasonable in the circumstances. In Note 2 (b), the directors also state, in accordance
with Accounting Standard AASB 101 Presentation of Financial Statements, that compliance with
Australian Equivalents to International Financial Reporting Standards ensures that the financial report,
comprising the financial statements and notes, complies with International Financial Reporting Standards.

Auditor’s Responsibility

Our responsibility is to express an opinion on the financial report based on our audit. We conducted our
audit in accordance with Australian Auditing Standards. These Auditing Standards require that we comply
with relevant ethical requirements relating to audit engagements and plan and perform the audit to obtain
reasonable assurance whether the financial report is free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial report. The procedures selected depend on the auditor's judgement, including the
assessment of the risks of material misstatement of the financial report whether due to fraud or error. In
making those risk assessments, the auditor considers internal control relevant to the entity’s preparation
and fair presentation of the financial report in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s
internal controls. An audit also includes evaluating the appropriateness of accounting policies used and
the reasonableness of accounting estimates made by the directors, as well as evaluating the overall
presentation of the financial report.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinion.

Tel: 61 8 9278 2222 | Fax: 61 8 9278 2200 | www.pkf.com.au

West Australian Partnership | ABN 39 542 778 278

Level 7, BGC Centre | 28 The Esplanade | Perth | Western Australia 6000 | Australia
PO Box 25066 | St Georges Terrace | Perth | Western Australia 6831

PKF is a national association of independent chartered accounting and consulting firms, each trading as PKF. PKF Australia Ltd is
also a member of PKF International, an association of legally independent chartered accounting and consulting firms.

Liability limited by a scheme approved under Professional Standards Legislation




Independent Auditor’s Report

PKF

Chartered Accountants
& Businass Advisers

Independence

In conducting our audit, we have complied with the independence requirements of the Australian
professional accounting bodies.

Audit Opinion

In our opinion,

(a) the financial report of Petro Matad Limited:

(i) gives a true and fair view of the company’s and consolidated entity’s financial position as at
31 December 2008 and of its performance for the year ended on that date;

(i) complies with Australian Accounting Standards (including the Australian Accounting
Interpretations); and

(b) the financial statements and notes or financial report also comply with International Financial
Reporting Standards as disclosed in Note 2 (b).

PKF
Chartered Accountants

Chris Nicoloff é :

Partner

Dated in Perth, Western Australia on this 10" day of June 2009
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