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CHAIR'S
STATEMENT

“My dream has been to
discover oil beneath my
homeland of Mongolia. |
firmly believe that Petro
Matad has the right
assets and the right
team to fulfil that
dream.”




I introduce this Annual Report with a mixture of
pride and disappointment.

Petro Matad has achieved much in its short life.
After Petrovis LLC combined with Australian
shareholders in 2006 and subsequently international
finance in 2008, the Company set about exploring
for petroleum in Mongolia in a meaningful manner.
In the first two years we showed great endeavour
and innovation as we mobilised Mongolian wisdom
with international talent and technology in a bid to
locate commercial oil in the eastern steppes of our
country. When | accepted the appointment of Co-
Chair in 2010, | was excited by the opportunity to
pioneer the discovery of oil in my country at the head
of a company with the assets and capability to
achieve this.

For a period, we thought we had been successful. To
our disappointment, this first stage of exploring our
vast land position did not prove to be commercial oil.

Like true explorationists, Petro Matad has not given
up. The Company has refashioned itself and still has
both money in the bank and highly attractive
exploration prospects. The fast developing Blocks IV
and V in the centre of Mongolia are now
supplementing our prospective eastern Block XX.
And that is once again a cause for pride.

Growth and change are initiated at the top level of
any Company, and Petro Matad commenced this
process by strengthening our Board's technical and
business expertise. | detail hereunder the changes
that have been made to the Board over the past year.

In May 2011, the Company welcomed Ms Enkhmaa
Davaanyam to the Board of Directors as Petrovis's
nomination, in the place of Ms Enkhchimeg
Davaanyam, who had resigned as a Director.

In January 2012, Mr Gordon Toll stepped down as Co-
Chair and resigned as a Director of the Company. He had
been with the Company since its formation and | would
like to reiterate the Company's gratitude for his
contribution. | was pleased to be appointed Chair of the
Board at that time, accepting this appointment with a
clear belief that the past hard work, although not
rewarded with commercial success had laid the
foundations for a sound future, and that | could
contribute to the process of change that lay in front of us.

In March 2012, two more Directors retired: Dr John
Robertson and Ms Sarangua Davaadorj, who had
served on the Board with distinction since listing in
2008. The three new independent non-executive

Directors, Dr Philip Vingoe, Dr George Watkins CBE
and Mr David Skeels, each prominent figures from
within the oil and gas industry were appointed to the
Board in March 2012. The appointments of these
three individuals brought the benefit of a combined
industry and exploration experience of 125 years to
the Petro Matad board. In the same month, the
Company also appointed Ms Amarzul Tuul to the
Board of Directors, who had also been with the
Company in management positions since its
formation. Ms Tuul was appointed as an executive
Director to ensure management representation on
the Board after the retirement of the CFO, Mr Clyde
Evans from his management role (although he has
remained as a non-executive Director).

The above has resulted in a Board of nine
members, an increase of one since the last report.
| believe that the added expertise of the new
independent non-executive Directors has greatly
strengthened the resources, knowledge and skills
available to the Company.

The Board has set policies to strengthen the
Company and charged the CEO, Douglas McGay to
work with his talented management team to
implement those policies and guidelines.
Importantly those changes focus upon the
exploration processes and programmes of the
Company and as he will report herein, those
developments are now in place and progressing well.

Mr McGay, as CEO has provided stability combined
with energy during these challenging and
changing times. The period under review was
difficult, and he and I resolved to be the steady
nucleus of Petro Matad so that the necessary
changes could be implemented whilst ensuring our
core values were maintained.

I would like to express my gratitude to my fellow
Directors for their continuing efforts on behalf of Petro
Matad. Our patient shareholders, large and small also
deserve our gratitude, along with our promise to work
hard for the future success of the Company.

My dream has been to discover oil beneath my
homeland of Mongolia. | firmly believe that Petro
Matad has the right assets and the right team to
fulfil that dream.

.

Janchiv Oyungerel
Chair of the Board
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TeNesJI6H YANPLAX 36BNeANIH

APTbIH M3[13r 3N

bua 3H> XUNWNMH TannaHr ONONT aMXKTaapaa
OaxapxaxblH 33pP3rud> C3Tr371  FOHCOMITOCOH
acyynnblH xaMTaap Ta OyxaHa Xyprax banHa.

MeTpo Matag KoMnaHu yycraH GanryynaracaHaac
XOMWXM OOrMHO  XyrauaaHf, OJloH  3yAInnr
ryMusTrX YapcaH. Metposmuc XXK 2006 oHA
ABCTPanunH XyBblLi@a 333MLUMYMATIN HIrO3X,
2008 OHA OfIOH YINCbIH CaHXYY>XMAT aBCHaac
XOWLL TYC KOMNaHW MoHron Yncag, ra3pbiH TOCHbI
XaWryynbIr KKMHX3HD yTraap Hb XWMX33p 30pur
LWYNYYACaH. DXHNIA XOp XUNNH XyrauaaHm oung
acap WX XY4YMH HapMaWnT, LWKHD CaHaa4yunra
raprax, OfIOH YACbIH X3MX33HWUM MIPrIaXKINMH
4aaBap, TEXHOMOMMI MOHION yXaaHTar XOd1yynaH,
MoHron VYncbiH OOPHbIH Tam HyTarT ra3pbiH
TOCHbI XaWryynbliH axnaa 3xayyncaH. 2010 oHA
©6PUINH 3X OPOHL, SAMIH 3aCTVNH Y aliur Oyxuia
TOCHbI H3T XUAX Oyp3aH OONOMXKTOM 3HIXYY
KOMNaHWMH xaMTapcaH TY3-UnH faproiH anbax
TyLUAanbIr Xy133XK aBaxfaa ou basprtan bannaa.

X3car xyrauaaHn OuaHWMA  yUAN  axunnaraa
aMXMNTTan 98X OarHa i 6omoX OamcaH u
XapamcanTan Hb acap epreH HyTar A3BCrapunr
XaMapCaH XaWryynblH 3XHUM LWATaHL 3IHIXYY
30UVH 3aCTUH a4y xonborgon Oyxuin raspbiH
TOChIT MNPYYSIXK YagcaHryu.

[3BY KMHX3H3 XaWryynyHbl 3aHraap [leTpo
Matag, KoMnaHu LWaHTpaary bereeg oug LWNHS
30XMOH Ganryynant espunentunr X1, oaooriiiH
banpgnaap OaHKMHAAA XOPOHreTalr, COHUPXON
TaTaxymu XamryynbiH TanbarHyyatal Xx3B33p
OavHa. ©Heer XypTan COHMPXON  TaTaxyul,
X3IMXK33H[, Dariraa gopHodbiH XX Tanbar A33p yp
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IYH Hb XypAaH axmx Oyn TeBurH OycumH IV, V
Tan®an H3M3ras34 OarHa. DH3 Hb OUOHWUN
Baxapxax 000X 3YNNCUINH H3T IOM.

Komnanu  pg33n  yauvpanarag  WUHIYAAT,
©epUNenT XMUX caHaa4dmnra rapy, Metpo Matag
KOMMaHW Hb  TY3-UIH M3praxnniH  GonoH
OM3HECUIH YapaBXMIT CavxXpyynax ynn sBLbIr
IXNYYNCIH Ba OHrOPCOH XUNNNH XyrauaaHg TY3-
I XMNCIH eepunentuir ou gop untrae.

TY3-UMH 3axXMpAblH - axsaa Xy33rH  erceH
[aBaaHAMbIH DHXYMMITMINH OPOHA, [JJaBaaHAMbIH
SHxmaar TY3 paxb [leTpoBUC KOMMaHUM
Teneenneep 2011 oHbl 5 Ayraap capa TOMUIICOH.

2012 oHbl 1 gyr3p capg FopaoH Tonn He TY3-uiH
xamTapcaH fapra 6onoH TY3-WiH 3axvpnblH
axJlaa Xy/33Ar3H erceH. T3p33p KOMMaHumr
YYCraH Oanryynaxaac 3x/13H axunnacaH Oereef
3H3 XyralaaHg KoMnaHua opyyncaH TyYHUN XyBb
HIMpPUIT KOMMaHNW 3yrasc eHapesp YHMK Oynr
JaxvH Xamaxunr xycd banHa. HoéH Tonn axnaa
OrcHeep MWHWN Oue paHraapaa TY3-UMWH
Japraap axwunnax 0oncoH Oereepn eHrepceH
KUNYYOSL XWUACIH OUAHWM aXWn apuikaaHsbl
AWrMUr  aBypaarym x3auMM 4  KOMMAHWIH
LaalldbiH YA axunnaraaHbl 6at 63x  Ganp
CYypWNr TaBbCaHA, ryH33> UTrax Oaviraa Gereep
Laallng eepuiH XyBb HIMPUKT YPIIKIYYAdH
opyynax 6oncoHnoo baspTar GanHa.

2012 oHbl 3 Oyraap Caph XOep 3axuvpan axnaa
XyM33NH  erceH Hb  JKoH  PobeptcoH  GonoH
[asaapopxunnH CapaHrya Oereen 3arasp
3axMpnyyn KomnaHm aHx 2008 oHO XepeHruvH




Oup>K [133p OYPTMIACHAC XOML KOMAaHWAH TY3-1
MaLl aMXKMITTTal axunnacaH Xymyyc oM . dunmnn
BuHro, Xopxx YotkuHke, [38ua CKUANC HapbiH Ove
[aacaH, rnynuaTrx Oyc 3axumpnyyn 2012 oHbl 3 Ayraap
capa, TY3-g ToMmuroracoH Gereen, 3A33p XyMyYC Hb
ra3pbiH TOC, GarranuiH XMH canbapbiH X3MXKIIHL,
YHIM3MAOM MIPIXKMATHYYA, IOM. DAM3p XyMYYCUAT
TOMMICHOOPOO CanbapbIH OOMOH XalryysbiH axIIbIH
HUKT 125 XnnnnMH apBuH TypLunarsir Metpo MatagbiH
TY3-0, aBuvp4 4adcaH toM. MeH KomnaHumiar
Danryynax yeac 3x/mBH yovpdax anbaH Tylaang
KM MpGH TyynbiH AMap3ynbir TY3-4 3 ayraap
capa, TOMUACOH. Xatartan Amap3yn He CaHxyyryiH
MYMLRTX 3axmpan Knana, dsaHc (1opasp ogoo TY3-4
MYMURTRX Byc 3axvpnaap axunnax Oariraa) andad
Tyllaanaacaa YeneeneraceHun [apaa  KOMMaHWH
MEHEXMEHTUIH  yavpaAiarbiH - GarbiH - TeneennminH
TY3-f, 33/13X TOHUBIPTN OalIibir XaHrax YyaH3C
TOMUSOTACOH.

[33px eepynentuH yp OYHL 6HrepCeH >KUANMH
TalnaHraac xonw TY3-uvnH OypangdxyyH Har
FUILLIYYH33P HIM3MASH, HUMT €CEH MLLIYYHT3 OOMCOH
4 [9pXM TypBaH, Ouve pdaacaH, MyMUTRX Oyc
3aXMpIbIH M3AM3M TyplUnara Hb KOMMaHUM Heel|
©ononuoo, MaAsar, YaaBapbir acap MX X3MXK33r3p
YaOaBXVKYYNCaH AT On UTMXK GaliHa.

KomMnaHuir mnyy 63xxyynax ognorsir TY3-eec
raprax, Komnanmm rynustrax 3axvpan [yrnac
Maklna YagBapnar Gartaviraa xamTpaH 3Ar3p
©oanoro, YAMPAAMXKUIAT X3P3rKYY/IaX AaanraBap
OrceH. XaMruvH 4yxan Hb 34r33p 6epynent Hb
KOMMaHWIM  XauryynblH yWn §BU, TeUIyyA 43P
TeBnepy Oanraa Oereef, aMXUNTTak X3PIKWNT,
ABLbIH Taniaap T2p eepee TannarHax 6onHo.

FYMUSTMX 3axMpnblH XyBrap HoéH Maklsm Hb
ONOHUI 8MHe TynrapcaH spBurtar, eepynernex
YVN ABLbIH TYPLIXA, LyLUaWrym Xy4vH YapMannTt
rapraH axunnax vpna3. bUgHWIM TannarHax oym
XyrauaaHg ©O3pxwa3n Tynrapy OavicaH Oereep
MakMn 6ug xoép xamTpaH [letpo MaTtag
KOMMaHu ©Gat 03X ueM 0ofk axunnaxaap
WynyyacaH MaaHb KOMMAHWW  YHIT 3yWACUMD
X3B33P XafranaxblH 33p3ry3> LWaapafaratan
©OPYUNBNTUIT XIPIMKYYIIXMIT 30PbCOH.

Metpo Matag KOMMaHWA eMHeec OWO3HTIN
axunnax 0OancaH, 0000 axwnnax Oavraa
3axupnyyngaa  T3OAHMM  Uyuawrynm  XyyuH
4apMaWnTbiHX Hb Tenee 0OWM Tanapxan
WI3PXUNAIXUNT  Xycy GawHa. bugHunr
T3BYIIPTIMIDIP OWArOX OyrM  TOM, KUXKUT
XyBbllaa 333MWWUIYALA33 MeH TallapXaxblH
33p3ru33  KOMMaHWUM  UP33AyMH  Tenee Oup
TyyLTar axkunnnaHa raara amanxk 6anHa.

MoHron HyTartaa raspbiH TOC H33X Hb MUHWUN
3PTHUM MepeeaIH Har. Xagmnrasp 2010 oH
O3pxWw2anTaM  GarcaH 4 SHIXYY Mepeemunr
Ounenyynaxag LWaaphnaratall xepeHre, 368
Oarunr Tetpo Matan KoMMaHu  OypayymK
YagcaH r3g3rt om 6at UTragar.

JKaHumBbIH OlOyHr3p3N
TY3-nnH Japra
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CHIEF
EXECUTIVE
OFFICER'S

{ STATEMENT

“The Directors believe
that the changes that
have been wrought by
the Company
advantageously position
it to properly exploit
the opportunities that
Its assets represent.”




| am pleased to present Petro Matad's Annual
Report for the financial year ended 31 December,
2011, and to comment more generally on the
events of that year and up to the date of
publication — 29 June, 2012.

2011 was a year that ended in disappointment for
the Company and its shareholders, and the value
of Petro Matad has dropped even further during
the first part of 2012. The Directors experienced
that sense of disappointment very keenly. While
it is proper to reflect somewhat on the past year's
challenges with the benefit of hindsight, this
report will concentrate more on relaying to
shareholders that the Company has taken positive
steps to ensure that Petro Matad is better placed
to address the exploration risks that are inherent
to our business.

Petro Matad operates three Production Sharing
Contracts (PSCs) over attractive and extensive
exploration areas in the emerging country of
Mongolia. Our Company's largest shareholder is the
biggest petroleum products importer in Mongolia
(Petrovis LLC). In 2008, Petro Matad was the first
substantially owned Mongolian company to list on
an international stock exchange.

Following a series of fund-raisings, the Company's
main focus was the exploration of its most
advanced prospect at the time, the Davsan Tolgoi
anticline from 2010 through to 2011.

Unfortunately that exploration proved
unsuccessful and the Board and management are
now concentrating on rebuilding and refocusing
the Company so as to better explore the
remainder of its vast acreage. The Directors
believe that the changes that have been wrought
by the Company advantageously position it to
properly exploit the opportunities that its assets
represent.

As part of the process of introducing positive
changes to Petro Matad, the Company took
advantage of Board and management resignations
or retirements and proactively sought to strengthen
those and other aspects of the Company. In
addition, the Company decided to supplement its
own in-house technical team with an independent
firm of geoscience consultants, RISC Pty Ltd (RISC),
to assist in the examination of previous results,
assessment of assets and be a part of further
planning and programmes.

The Directors believe that with the above
initiatives the Company is now in a position to
productively explore the sometimes difficult
frontier environment in which we operate, and to
apply experiences from the past. Additionally, we
consider that the individuals we have brought
together, when combined with the existing
Directors and management and technical teams,
have created a Company that is in an excellent
position to progress forward.

2011 Drilling Programme on Block XX

During 2011, Petro Matad encountered problems
with its log evaluation on certain Davsan Tolgoi
wells due to the differing log responses that can
occur in formations where the connate water has
low salinity. This problem was exacerbated in the
case of Davsan Tolgoi, because of the frontier
nature of the area and a lack of prior samples on
which to base standards. The Company is
reviewing its operational logging and analysis
procedures to ensure that these take full account
of the issues associated with low salinity
formations and are as robust as possible in this
regard. As a means of calibrating these
procedures, the Company plans to revisit the
reservoir parameters (including porosity and fluid
saturations) that should be derived from the log
interpretation of the Davsan Tolgoi wells using
the salinities measured from water samples taken
from those wells.

Our technical team and consultants, in
conjunction with RISC's peer assist programme
will conduct a number of specific basin and other
studies ahead of the next phase of drilling. The
other studies include defining hydrocarbon play
fairways and re-processing and interpreting
some key seismic lines. The objective of these
studies is to provide a more balanced and lower
risk exploration drilling campaign for 2013.
Accordingly, the Company decided to suspend
drilling for the remainder of 2012, whilst the
studies are completed and, consequently the
drilling and workover rigs have been stood down.

Beyond Davsan Tolgoi

Petro Matad's PSCs in Blocks XX, IV and V with
the Government of Mongolia cover over 60,000
square kilometres and encompass nineteen
distinct basinal areas spread throughout the
blocks. The basins total 18,000 square kilometres
in extent. By contrast, drilling by Petro Matad in
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CHIEF EXECUTIVE OFFICER'S STATEMENT (CONTINUED)

While acreage alone is not the sole
arbiter of exploration potential, the
number of basins and the fact that
there has only been drilling in one part
of one of these basins illustrates the
huge amount of exploration potential

in the Company's portfolio.

2010 and 2011 took place in only one part of one
basin and covered approximately 100 square
kilometres. While acreage alone is not the sole
arbiter of exploration potential, the number of
basins and the fact that there has only been
drilling in one part of one of these basins
illustrates the huge amount of exploration
potential in the Company's portfolio.

Block XX

Hydrocarbon maturation mapping using
geochemical data combined with structural
mapping indicates a significant area of
hydrocarbon maturity in the area west of Davsan
Tolgoi (West Tolgoi). Significantly this basin area is
also on trend with, and adjacent to the basin area in
the Tolson Uul oilfield in Block XIX to the north. This
mapping has also identified a second smaller area
of potential hydrocarbon maturity east of Davsan
Tolgoi (East Tolgoi). Both areas contain several
structural lead areas and current seismic mapping is
being focused on confirming these leads as possible
drilling prospects. Finally, even further to the east
but still in the general area of Davsan Tolgoi a new
type of play has been identified. The Lag Nuur
thrust fault play shows promise and is also being
subjected to further study with the objective of
selecting locations for this play (as well as in West
Tolgoi and East Tolgoi) for drilling in 2013.

In 2011, 835 kilometres of seismic lines were
acquired in the central and southern parts of
Block XX. Interpretation of this seismic data has
revealed a number of basin areas with
structural features that may, with further
evaluation, progress into prospects. One of
these basins, the Erdenetsagaan basin appears

PETRO MATAD ANNUAL REPORT 2011

of particular interest. As in the north of Block
XX, hydrocarbon maturity in the central and
southern part of Block XX depends on the
structural and depositional history of individual
basins. Therefore, in addition to prospect
generation, basin modelling will be used to
assess the potential for hydrocarbon source
maturity prior to drilling.

Block V

Prior to Petro Matad's 2010-2011 exploration
programmes, petroleum exploration in the Valley
of Lakes region of Mongolia, in which both
Blocks IV and V lie, was virtually non-existent.
Our extensive surface and subsurface sampling
programmes have vastly improved the Company's
understanding of stratigraphic age and structural
development for this part of Mongolia and as a
result enhanced our knowledge of the potential
of these assets.

In particular, a core hole drilled on Block V in 2011
provided the following data:

= Conclusive evidence that oil has been generated
in the Tugrug Basin;
= The presence of good-to-excellent source

rocks; and
= Reservoir rocks with good porosity and

permeability.

Seismic has also revealed two major basins within
Block V. These are the Taatsiin Tsagaan Nuur
Basin and the Tugrug Basin, both about 30-35 km
wide. At present, the wide grid spacing of the
seismic lines precludes accurate precise prospect
delineation; however, a number of possible leads
have been mapped.




In order to further develop its regional
understanding of the block and to better focus its
exploration, the Company is undertaking
additional studies at this time. The studies are
scheduled to be completed over the next three
months, with a view to the resultant
recommended seismic acquisition taking place
over the coming winter months. These studies
and field programmes are all designed to
generate the first drilling programme on Block V
to take place in 2013.

Block IV

There is only a rudimentary 20 to 25 kilometre
grid of seismic reconnaissance lines across Block
V. However, while this seismic shows a 3,000
metre thick section of sedimentary rocks with
extensive lateral continuity, there appears to be a
lack of structural deformation over most of the
western part of the block. In the eastern part of
the block adjacent to Block V, there is the possibility
of some anticlinal folding, but more data is required.

A 1,440 metre stratigraphic core hole was drilled
in the Biger Basin (to the west) and is being used
to derive regional stratigraphy and oil potential
from comparison with regional outcrops.

Oil Shale

Blocks IV and V contain approximately fourteen
known occurrences of oil shale at this time. Most
have been preliminarily assessed with respect to
their association with conventional petroleum
exploration.

One, Khoid Ulaan Bulag (KUB) on the southern
boundary of Block IV showed early promise of

commercial grades of hydrocarbon saturation.
As outlined in the 25 May 2012 news release, a
programme of extra surface sampling, two drill
holes and one seismic line have confirmed that
this deposit has the potential to be a large
hydrocarbon source at grades that could be
considered commercial.

Exploration work and evaluation studies by our
consultants continue at KUB, albeit at a reduced
level when compared with our conventional
hydrocarbon exploration programmes.

Note 17b to the Financial Statements sets out the
Company's expenditure on its PSCs and details
the minimum exploration commitments as set out
in the agreements with the Petroleum Authority
of Mongolia (PAM). For the period under review
the Company has significantly exceeded the
minimum commitments on Block XX and has
recorded a small shortfall on Blocks IV and V. As
exploration on Block XX took priority over Blocks
IV and V it is anticipated that the Company will
make further shortfalls on IV and V in the current
period. The Company is currently revising
programmes and budgets that reflect both the
current stage of exploration of Blocks IV and V
and the current funding environment and will
submit these to PAM as part of its annual review
process.

Petro Matad has now created a large
knowledge base of petroleum systems in
Mongolia, with detailed but early stage data of
our own PSCs. As detailed elsewhere in this
report the Company has modified its modes of
operation and appropriately complemented or
changed its Board and management so as to

PETRO MATAD ANNUAL REPORT 2011
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CHIEF EXECUTIVE OFFICER'S STATEMENT (CONTINUED)

more suitably explore these areas. The technical
details of our various properties that |
summarise above demonstrate ample evidence
of the basic attractiveness of Petro Matad's
assets.

Management Changes

In January 2012, Mr Mark Zebrowitz was appointed
acting Chief Operating Officer replacing Rodney
Graham, whose contract expired. Mr Zebrowitz
joined the Company in March 2011 as Dirilling
Manager and brings 25 years of industry experience
to the position.

In April 2012, Dr James Coogan resigned as the
Company's Exploration Manager. Chief
geophysicist Dr Kurt Constenius has been
managing the exploration team until a new
Exploration Manager can be appointed. Petro
Matad has identified an exceptional and well
qualified candidate who is expected to commence
in Ulaanbaatar in late July.

Also in April of this year, Mr Clyde Evans retired
as Chief Financial Officer and was replaced in
mid-April by Mr John Henriksen. Mr Henriksen
is an oil industry professional with almost 40
years' experience. He has moved to Ulaanbaatar
and is now an integral part of the management
team.

The changes that Petro Matad has made at senior
management level reflect the Company's positive
evolution since the commencement of its review
of its 2011 drilling programme. The Company
expects that the depth of knowledge and
experience that the new appointees will bring to
their positions and the management of the
company will be significant.

New Financial Advisors

In November 2011, Petro Matad appointed Macquarie
Capital (Europe) Limited to act as its joint corporate
broker alongside its existing broker, Westhouse
Securities Limited. In May 2012, the Company
appointed RLM Finsbury as its investor and public
relations adviser. The Board recognises the need to
develop communication with investors and other
stakeholders to ensure that it properly informs of its
goals, strategy and activities in a transparent and
efficient manner. The appointment of both
Macquarie and RLM Finsbury are both positive steps
in the development of Petro Matad.

PETRO MATAD ANNUAL REPORT 2011
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Community Relations: Health, Safety and
Environment and Corporate Governance

The Board is aware of the importance of good
corporate governance. A Corporate Governance
Social Action and Environmental Committee was
formed in 2010.

In 2011 the Company also established a Legal and
Compliance Division and resourced it with a team of
internationally qualified lawyers. This Division is
charged with monitoring and advising on corporate
governance matters and answers to the CEQO.

More details of our commitment to corporate
governance can be found within this report.

Petro Matad is cognisant of the social impact of
our operations and has developed a Social Action
Plan to contribute to the social developments of
communities impacted by our exploration and
drilling activities in Blocks IV, V and XX. We
believe that operating openly and transparently in
the community is integral to developing and
maintaining positive relationships.

Through meaningful engagement with
communities we identify opportunities to make
contributions that are beneficial to all
stakeholders. Company representatives meet
frequently with the local authorities and strive to
educate the community on oil exploration and our
planned activities.

The Company is very proud of our major
scholarship programmes operated in co-
operation with the PAM. Petro Matad sponsors
Mongolian students and oil sector professionals
with both international and domestic
scholarships.

Petro Matad has been continuously developing an
effective Health, Safety and Environment
Management System along with its
implementation and integration. At the corporate
level, policies, guidelines and standards are defined
and specific plans and procedures are formulated
for each project.

In 2011 Petro Matad achieved a remarkable safety
milestone in recording 665,336 worked man-
hours without a lost-time-injury for Petro
Matad's staff, contractors, sub-contractors, and
consultants. This achievement, added to our Total
Recordable Injury Frequency Rate, fulfils the



overall target set for the Group. The 2011 Health
and Safety Plan also focused on safety on the
road through Driving Safety Campaigns and
regular vehicle inspections. We recorded over
3,000,000km travelled without a major accident.

Petro Matad is committed to conserving and
protecting the environment in our areas of
operations. The Environmental Policy adopted by
Petro Matad underlines the management's
commitment to the protection of the environment.
This is achieved by the adoption of sound practices
such as preventing or minimising disturbances or
negative impact on the environment through
improved waste management, controlled use of
water resources and fuels, spill prevention practices
and environmental awareness training for its
employees.

Mongolia

Mongolia is holding general elections on 28 June,
2012. Additionally, the recent introduction of a
Foreign Investment Law has caused concern in
some quarters, although the final version would
seem to be workable in both the nation's interest
and that of reasonable foreign investment. The
proof of that will be in the implementation of the
law, along with the accompanying regulations
and perhaps some post-introduction
adjustments.

Finally, there is a national imperative to
modernise the current Petroleum Law, which
has been operating with little change for 21
years. Petro Matad was the catalyst in forming
the Mongolian Petroleum Exploration and
Producers Association and together with other
companies has been invited to have meaningful
input into to the process of amending the
Petroleum Law. The process continues and we
are confident that a sensible and modern law
will result, with proper consideration of both
the national interest and the promotion and
care for the exploration of the country's
petroleum resources.

Summary

The current share price causes the Directors and
me appreciable concern, particularly when
combined with the parlous state of the equity
markets in general, the relatively depressed oil
price and the widespread uncertainty in the world
financial markets.

The Directors and staff have identified the areas we
can influence and have applied and will continue to
diligently apply ourselves to managing and shaping
those elements of our business.

There is no doubt that Petro Matad has meaningful
exploration assets. As outlined in this statement,
the Company has spent time and resources over
the past six months, rebuilding an appropriate
and talented team. We have also sought
professional outside advice as necessary. All of
this has been aimed at ensuring that we are in a
position to further examine those assets and
assess a technical path forward, accompanied by
sensible financing or partnerships to be able to
implement those programmes.

We believe that Petro Matad is well placed to
continue its exploration activities in Mongolia,
although we continue to be watchful and
proactive. We have great confidence in the
democratic institutions of the nation, and believe
Mongolia is on an irreversible road to a free-
market economy with all the benefits of a
resource rich country.

I look forward to the challenges of the future and
| have full faith in the people that have
stewardship of the Company on behalf of the
shareholders. The Directors, management and
staff are all united behind Petro Matad and
applying their great talents, experience and work
ethic for the Company's good. | wish to thank
them for their past work, and look forward to
working with them to build an even stronger
Petro Matad in the future.

| would like to thank Mme Oyungerel, our Chair.
She has always been a supportive pillar of
strength and wise advice, and even more so in the
past eight months. Finally, | wish to relay my
appreciation, along with those of the Directors to
our loyal shareholders.

#r

Douglas J McGay
Chief Executive Officer
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EPOHXINA TYINLITr3IX 3AXIPbIH

M33argan

CaHxyyrmH TamnaHt xun 2011 oHbl 12 gyraap
capblH 31-Hun epdpeep  OyycraBap OONCOHTOM
xondorayynaH Metpo MaTan XXKomnaHuiiH 2011
OHJL XWX MYMLSTIC3H axI1blH TalaHr Ta OyxaHa,
TaHWnuyynaxan Taatan OanHa. 2012 OHbl 6
[lyraap capbiH 29-Hbl 646p XypTax Oyloy 3HIXYY
TaWNaHr X3BAYYA3X XyrauaaHg TyC KOMMaHWac
30XMOH OawryyncaH ymn  axwunnaraa, apra
X3IMXKIIHUM €POHXNIM M3OINNNNT OpYyYniaa.

2011 oH KOoMMaHM BOJIOH XyBbllaa 333MLNMHOUNH
XyBbL, C3TM3N AyHAYyp Xun 6annaa. 2012 OHbI
3XHWUM  XaracT KOMMaHWUW  XyBbl@aHbl XaHLL
Oarary yHacaH Hb 3axXUpnyyablH XyBbA HOXLON
Gavpang AYrH3AT XUKWX, Typlinara
XYPUMTAYYNCAHT OHLIOX Hb 3YMT3M IOM. BraHum
XYBbL, ©HIMOPCOH >KUIUMWH axnblH Yp AOVH,
COPUNTYYABIT  3PraLYY/I3H  OOOOXbIH  33p3ru33
KOMMaHWNH OWU3HECUH CanLryn X3car 0onox
XaWryynblH 3PCOAMIT OaBaH Tyyflaxagd OHLIron
aHxaapan XaHAyy/K uar Tyxand Hb 30XMCTOW
apra Xamx33r aB4y axwunnax 0Oawraa Tanaap
0oaAuT  M3O33NNMUAT  3HIXYY TaWnaHraap
JaM>KyynaH XyBbLaa 333MLIMMYALID XYPrIXUIAT
30pUnoo.

[Netpo MaTag koMnaHu Hb MOHron YncbiH HyTar
[O3BCr3PT 6preH yyaam raspbir xamapcaH 3
TanGang byTa3radxyyH XyBaax rapasHUA Aaryy
XauUryynblH axJsbIr  TYWMUSTrXK  OaliHa. MaHan
KOMMAHWNH XaMIMMMH TOM XyBblLi@a 333MLUMMY Hb
MOHron yNcbiH XaMrMIAH TOM HedTb BYTI3radXyYH
mmnoptnory Metpouc XXK tom. MNetpo Matag
KoMMNaHW Hb 2008 OHA ONOH YACbIH XOPOHIUINH
3ax 33374 OypTranT M aHxHbl MOHron  yncbiH
333MLUMAMUIMH KOMMNaHW BuUna3.

bua xepeHre 6ocrox wUyBpan axIbir 30XMOH
CanryyncHbl gapaa, TyXalH Vyedd3 XaMruiH
MP33AYMTIN MK Toouorggor [aBcaH TOMMOWMH
ryasH oytau o33p 2010-2011 oHyydan Xanryysbid
XKIbIM TEOBNSPYYISH aXunnanaa.
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YT XanryynbiH axun aMxXunTryn 60nCcoH Xagmn Y
YVNOCOH epreH yyaam Tanbawur yp  AyHTIN
awmrnaxelH tyng TeneeneH Yaupoax 3esnen
OONOH  KOMMaHWMH  yAMpAnarbiH - Gar  WuH3
30XMOH BarryynanTbIir XUAXK, axI1biH TONeBNenTes,
aHxaapaH axunnax 6aviHa. [133px eepunentmmr
XUMCH33P KOMMAHWWH  333MLWAVMH  XaWryynbiH
Tanbaur uaawwup 30XUCTOM Yp ereexTan
awvrnaxag dyxan xewyypar OOnHO  rO3rT
KOMMaHWNH 3ax1pnyyn BypaH UTMATI baliHa.

MeTpo MaTag KOMMAHWUMH YUN aXunnaraanz
XUMCIH LMH3YNBNT 6epYNenTunH xypasHg TY3
OonoH yaMpAnarbiH TYBWMWHA axnaac
Yyeneenex, T3Tr3B3PT raprax 33par  axnbir
30XMOH 0aWryyncaH Hb KOMMaHWWH Oyl
30XMOH Banryynantbir ©3XXKyyN3X34 YUrI3CIH
0oonT yp [OYHTOM eepunent OONCOH IOM.
TYYHYN3H, KOMNAHWVH YAMPANara TeXHUKUH
OarnMmH YalaBXUUT CaMXpyynax ablH
XYP33HL ©MHO Hb XUWFACIH axfblH YyP OYHA
OVH WWHXWUAT3 XWUWX, LaalgblH TeneBnenT,
xeTenbepunr OGONOBCPYYNax, YH3IAMd  XUNX
33P30 @XNbIT TYWUDTIAIX3L Tyc/ax 30pWAroop
reofiorniiH RISC Pty Ltd ("PUCK") komMnaHumnH
36BNOXYYOAVUT HIMXK aXXUNayynax WUnaB3punr
rapranaa.

DAr33p  CaHaaYuArbilr  aB4Y  X3P3MKYYICH33P
OHIrepCeH XyrauaaHg oOJK aBCaH aXI/blH
Typlwnarbir  yYHO3CN3H Oara cygnargcaH  yin
axunnaraa sByynx Oy Tanbang unyy yp AyHTaM
XaUryynblH axJblH TynMUSTrX GonoMx Oypanaa
M KOMMaHVMH yaMpanaryys y3ak 6ariHa. MeH
0,00 axunnax oy TY3-unH ruwyya, yanpanara
OONOH TEXHWUKUIH Barvir H3rraX H3FAM3M Har
CaHaaTall xaMT OJfIOHT OypAyymK 4YafdcaH Hb
Mp33O0yna  aMXUNTTaMm  Xerkux KOMMaHUWE
TOBXHYYICIH MASMT UTM31 Terc barHa.




XX tan6aiH 2011 oHbI
epempasiernH xetenéep

MeTpo Matag komnaHu 2011 oHA JaBcaH TONrovH
TOLOPXOW LLOOHOTYYAbIH TanNaH YHIM33 XUNX34,
O3pxwWwa3n TynrapcaH 0ereen 3H3 Hb AABCKWNT
Garatai, Wwaap Gyx1i TOrTOLbIH TaNANYy L XapuuaH
agunryn GancaHTa xonbooTon oM. Xampax
TanbamH X3M>K33 Xsi3raapnaramarn, cyypb Xuwmr
Donrox ypbaunMncaH A3 AyTargax OalncaH Hb
[laBcaH TOAromH XyBbf, acyyasbir yAam XYHAPYYACH
oM. bara JaBCKMNT OyxuA TOrTOUTOW ysnpaaH
rapax ©03pxwWw33nunUr OypaH X3MX33H[
aHxaapanzaa aBCaH 3CXMWM ToApyynaxbiH Tyng
KOMMaHW eepuiiH OyX Y axunaraaHsl TavnaH
OONIOH [lyH LUWMHXUIM3HUA FOPUMBIT IPIaH XAHAX,
uaawwvg angaarym Oonrox Tanaap aHxaapan
TaBUH axunnax 0OaviHa. 2ar3sp  ropumg
TOXMpyynra Xxumx 3amMaap pe3epByapblH
napameTpyyannr (Hyx cyBXunT GOMoH xXaHacaH
WWHFHUIAT  XaMpyynaH) [OaxXWH XsHaxaap
TeneBnex ©Oanraa Oereen yyHuAr [laBcaH
TONFOVIH LOOHOTYYAbIH Tavnnyyaan Tynryypnat,
34r33p LOOHOMYYAaac aBCaH YCHbl A33XKWH [3X
LaBOKUITUIAH XIMXK33T alUMriaH Xuix 6oHo.

MaHan TexHukuH 6ar 6onoH 3esnexyya, RISC-
bIH KOMMaHUWH TycnamxXTanraap TOLOPXOU X314
X303H CaB raspyymoblH GonoH Oycap cymanraar
epeMANIerMNH  JapaarninH  ye  LWaTHbl  axun
IX/3X33C OMHe XWX OonHo. bycan cypanraas
axung 1anbanH 3x13., Tercrenmninr TOgoPXomnnox
Oa [paxmH OonoBCpyynax, 3apuM  H3r  ron

CEVCMUVH WYTMbIH Tarnan 33prumr xaMpyysHa.
[33px cypanraaHbl axbiH 30punro Hb 2013 oHbl
XauUryynblH epeMANernnH axnbir  Kyy
TIHLBIPTAM, 3pCA3N Oaratan rymusTrX34 OPLUMHO.
Bug 2012 oHbl ynox Oaviraa Xxyrauaadg
OPOMASIOINMINH aXITbIr 30rCO0X, CyAanraaHbl axIibIr
3USCN3X  WWWMAB3P rapracaHTam xonboraoH
OPEMANBrMIH aXJIbIr 30rCO0X, axunnax banraa
epeMaNervnH TexeepeMXKyyounr byynraas barHa.

JaBcaH Tonromrooc 6ycag ran6arnHyyp,

Metpo Matag komnaHu Hb 60,000 xaBTram
LOPBOIIKMH KM Oyx1i1 19 caB raspbir xamapcaH
XX, IV, V 6nokyya A33p MoHron yncbiH 3acrumu
rasaprtau byTaargaxyyH XyBaax 3 p33 GauvryyncaH
Oun3. Ar33p caB raspyyn Hb HUATAS 18,000
XaBTran [epBeSKMH KM  Tanbawr 333n43r.
KomnaHumu 2010-2011 OHAO XWUWCOH
OPOMINSrMNH axun Hb [A33pX TanbaliH 3eBXeH
H3F CaB Tra3pblH TOLOPXOW X3C3rT Oyloy
onponuooroop 100 xaBTran [O6PBEMXUH KM
Tanbaunr xamapcaH 60HO. X3AMMI33p XanuryynbiH
YafaBXUIM 36BX6OH TanbalrH XaMX33, CaB ra3pbiH
TOOroOp TOLOPXOUNOXTyn BONOBY epemanerumr
36BX6H H3M CaB raspbliH TOAOPXOWM X3CIMT XMMCIH
Hb KOMMaHWMH XYBbA, XaWryyfblH acap 1x HeeL,
YafaBxu banraar xapyynx 6arraa oM.

XX Tan6an

FEOXUMUMH  M3O3MUNAT  alluUrmaH  XUMCIH
HYYPCTOPOrYMIH TOrTONLOOHbI 3yparnan OoroH
OyTUMMH 3yparnanaac xapaxag bapyyH TonromnH




X3C3T HYYPCTOPOryminH TOrtoNLoo OyXui HMR3
NX X3IMXKI3HMI Tanbar GanHa. DH3 caB rasap Hb
XIX Tanbawiraac xontw TocoH Yyn raspbiH TOCHbI
TanbarH caB rasapTan 33p3rLsH YPramkIIsH OpLUVXK
OanHa. DH> 3yparnan Hb 3yyH Tonromg
HYYPCTOPOrYMMH  TOTTONLOO OYXUM  XO0EpLoXb
KWXKMIBTIP  Tanbanr TortoocoH 6OanmHa. MeH
[193pX X0Ep Tanbawmpa, OyTUMMH X34, X3O3H Cymdan
Oanraar 3yparfnanaap TOrTOOCOH OanHa.
OO00rMVH CeMCMUIMH 3yparian Hb epeMaIernmnH
yen anb OONOX00p 34r33p CyANYYyAbIr HOTIOXOL
aHxaapy GarHa. [laBcaH TonrovH TanbarH XypasHa,
OapyyH Tan pyy LWWH3 MasrbiH Tanbamr
Tortooroop, 6aviHa. Jlar HyypbIH xarapsibiH Tanban
Hb H3M1330 HanaBap Tepyynx Oanraa Gereep 3H3
Tanbanraac (MeH bapyyH GofoH 3yyH Tomrow)
2013 OHbl epemafiervH axung xampyynax
OanpLunyyapir  COHrox 30pWiroop  Cypanraar
Laallna HapuBYIaH XX OOMHO.

2011 oHg, XX TanbaviH TeB OOMOH eMHend X3CarT
835 KM CEeMCMUMH CyanyyAblH M3O33MIT aBCaH
©onHo. CeNCMUIH M3A3311133p OYTUMIMH OHLJIOT
LUMHXKTAM X3 X3A3H CaB raspyyAblr TOApPYYcaH
Oereen, HapUMBYMICAH YHINM XWX, YIMaap
epeMANer Xunx OONOMXTOW oM. DArsp cap
raspyydblH H3r 2pA3H3UaraaHbl CaB rasap Hb
OHLIFOW COHMPXON TaTax Banraa oM. XX TanbamH
Xouf, TeB OOSIOH BMHB[, X3CTUH HYYPCTePerimniiH
TOITONLOO Hb CaB rasap OypuiH BYTUMIAH BOoMoH
XYPACHIH TYyX33C xamaapHa. uma epemanernmH
ye waTyyaaac rafiHa caB ra3pblH 3arsap raprantbir
epemManier XuMx33C ©OMHe HyypCTepervyuimH
TOrTONLOOHbI  3X  VYCB3PWUWH  MOTEHUMANNIH
YH3M33 XX, aLUUINaXx oM.

V Tanban

KomnaHumH 2010-2011 OHbl  XaWryynbliH
xeTenbepesc X3p3arkyynax33c emHe IV 0onoH V
Tan6a opwmx MoHron ynceiH HyypyyablH XOTrop
OyC HyTarT raspblH TOCHbI XaWryyn VHACIHOD
XUMrosx ©Gaviraaryy 0OawviHa. [agaprbiH GoMoOH
rafaprblH MYHUA ©PreH Xyp33T3M O33XKA3NTUMH
cyfanraaHbl xeTendepyyn Hb MOHIon yncbiH 3H3
Oyc rasapT gaBxpara 3yMH 3puH O0NIOH OyTUMIH
XOPKINM TaHWUH M3I3X34 axul, 0o, 3Arp
HyyroMan GasnrmnH Tanaapxm OWMOHNA M3ON3rAr
BPrexXyyNIaX34 Yp AYHTIN axun 6onnoo.

201 oHAO V TanbanH UeM LOOHOIT epemaner
XWINCH3P Aapaaxb MIAIINAT O aBnaa. YyHA:

= TerpermiH caB ra3apT ra3pbiH TOC XypUMT-
naracax 6avraar Oyp3H HOTOSMMNOO.
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EPBHXU TYILIATIaX 3AXUPNILIH M33rA3N (YPTANXN3N)

= (CaWHraac-oHU, CcaWH 23X YYCBIPUUH
YynyynrumH unpan 6avHa,

= Hyx cyBwWmAT BONOH HIBYMX LWanryyp Gyxum
YynyynrmnH caH canH 33par 6oHo.

CecMUIH CyaanraaHbl vp AyHA V TanbaiH XypasHL,
TaaumrH LlaraaH HyypblH caB rasap ©OonoH
TerpervitH caB raspbir uapyyanss. [O33p cas
rasap Hb Tyc Oypm> 30-35 KM epreH raspbir
xamapcaH 6anHa. OpoorunH Oawpgnaap,
CEMCMUH LUYTMYYAbIH OFTIONLON XOOPOHAbIH 3aMr
epeManervnH 3aaraap HapuMB4YNaH rapraarym
0onoBY OONOMXMUT X34 X3A3H CyAnblH
3yparnanbir rapracaH oM.

TanbaH ©OyC HYTrMMH OaWAnbiH - Tanaap
HaPWUNBYMICAH OWATONT aBax, yIMaap XauryynbiH
axrnaa CcavH TeBNepYYIdXUAH Tynpd,  HIM3INT
cypanraaHbl axnbir xuxk OanHa. CypanraaHb
AXKIbIF MP3X TypBaH CapblH XyrauaaHh, XWX
Llyycraxaap Tenesnex Oaviraa 6ereef ceMcMuiH
36BNOMXKUIT YHASCDH MP3X eBMANWH capyydam
axunnax OonHo. DArasp cypanraaHyyn GonoH
TanGarH axJblH xeTenbepyyn Hb byxangss 2013
OHZ, V BNOK O33p MYWUITIX IXHUN epemManeruiH
AXKIbIF XUMXD, YUTTISFAIHI.

IV Tan6an

IV Tanbawnr 3eBxeH pyauMMeHTapuinH 20-25 KM-
NAH CEUCMUVH XaWTyynblH LYrMbIH OFTA0MALON
JavpaH rapy arHa. DHaxyy CeMCMUIMH Cyaanraa
Hb Xaxyy TUULL WX33X3H YPr/KUICIH Cyypb
YynyynrmmH  3y3aaH Hb 3000 meTp ©Oawnraar
xapyyncaH Oereen TanGamH OapyyH X3CrUH
WX3HX Tanbang 38ApanuiH Oyt banxry banHa.
V ONIOKTOWM 33p3rud3 oplimx TanbamH 3yyH X3CarT
3apUM  HIM  aHTUKIIMHANWAH  Hyranaac 6amx
OonomMxTon 0Gereepn XapwH H3IM3INT M3A33/311
lWaapanaratan Ganraa iom.

BurspuinH cae razapt (GapyyH Tunw) 1440
METPUWH [aBxpara 3yWH VYHACIH LLOOHOIT
epeManer XuUMcH 0a yyHWUAr Oyc  HyTrUiH
[laBxpara 3ym OONOH raspbiH TOCHbI OONOMXUT
OYCUMH  YyNyyNrmnMH  MAP3UTIM - XapbLyynaH
rapraxag alumrnacaH 0osHo.

LLaTpar 3aHap

borp IV, OHru V Tanbang wathar 3aHapbiH apBaH
0OepBeH UNpP3L TOrToorgnoo. 3DAr3sp
WNP3LYYOUAH UX3HXW Hb MaHal ynamxknant oyc
raspblH TOCHbI XaWryynbiH XeTeNOepUinH XypasHz,
ypbaumMncaH bananaap cyanaracaH 6omHo.



Borg IV TanGarH ypp y3yypT opLimnx Xowna, ynaaH
Byt (XYB) HyypcC yCTeperduniH xsHanTbiH
X3MX33 Hb VWNOB3PMANUAH VP alnrtam 0amx
Oonox Maragnantamr xapyymk OanHa. bug
ragaproiH  [33X, XOEp LOOHOTUIH epemaner
OOMOH CEeNCMUMH Cydanraaraap 3H3XYY Oph Hb
YVINAB3PA3UMAH YP allnITar HyypC yCTeperiymmH
3X YYCBIPTIN Oaix OONOMXKTONT TOrTOOCHbIM 2012
OoHbl 05 pyraap capblH  25-Hbl  M3433M131433
nypacaH 6unaa.

Hyypc ycTeperimmH ynamxmaant  xanryynbiH
XeTenbepTant xapblyynaxan, axJibiH X3MX33r33p
Dara x3OMM 4 MaHaW 36BNex M3PraXMNnTHyYA
Xowp, ynaaH Gynart yH3Nr33, cydanraaHbl axiaa
YPMKIYYII3H MYMUATIX GalHa.

CaHxXyyruiH TamnaHvriH 176 Tamnbap x3carT
ByT33rosxyyH XxyBaax rapasHur garyy [pynnbiH
333MWMXK  Oyr  TanbawHyymand 3apuyynax
XOPOHIVINM TycracaH 0051 pP33rasp  XyN33C3H
XauryynblH aXJblH Lap XYP33HWUIA JOOA X3IMX33r
MoHron VYncblH [aspblH TOCHbI X3P3r 3PXJI3X
rasaptam OawryyncaH rap33Hg Tycrax erceH
ounas. XX Tanbamp  XWMIrOdX33p  r3p33rdsp
XY93C3H  axnyyaaac WMAyYy  axnbir XWX
rymusTracaH 6on IV 6onoH V Tanbampg xumrgsx
axnyyn TeneBnecHeec 0Oara 33par AyTyy
XMrOCOH OalrHa. TarnaHT Xxyrauaann [pynnbiH
3yraac XX Tanbavig xauryynbiH axIbir TYnXyy
XMINX33p TenesneceH yypaac IV 6onoH V Tanbang,
XVINFO3X  axwun TenesnereeHeec 0Gara 33par
XoUpox Maragnantan OarvHa. bupg IV 6onoH V
TanGamH XaWryynblH axsblH XxeTendep, TeCeBT
TOAOTroN XM Garvraan 6ereen Ganrans OpUMHL
XUXK Oy CaHXYYXKUATUAH Tanaapx M3O33M1unr
Fa3pblH TOCHbI X3P3r 3pXJI3X ra3apT axJblH
TaMnaHr Xypryynsax axXnblH XYyp33HA
TaHWUMUYYArbIF XX OOMHO.

MeTpo MaTap KOMMaHW eepuriH byTa3rasxyyH
XyBaax rap33T TanbamHyydblH aHXaH LWaTHb
HapUMBYMNCAH  M3L33NAMAT  OONOBCPYYNaXxbIH
33p3ru33 MOHIon OpHbl ra3pbiH TOCHbLI OYTUMIAH
M3O3UAH - Cyypuir  Oypayymk ernee. bug
KOMMaHWMH  3axumpnyys ©onoH  yaupanarsid
OYPaNAdXYYHL Yp [OYHTAM OyTUMWH  eep4nent
XWX, YW axunnaraaHbl apra  Xanospumir
cavxpyynaH 34r33p TanbariHyyObir 30XMX ECoop
cyanaxaap axwunnax 6avHa. MaHan
TanbaviHyydan Xunrgsx Oym  g3p  gypacaH
cyfanraaHbl axJyyaaac Xxapaxaf, KOMMaHWMH
333MLWAMNH  TanbanHyyd Hb XaHranTram
COHMPXON TaTaxynu, banraar xapyynx banHa.

YauppnarbiH TYBLUWHA XUNC3H eepunent

Ynn axwunnaraa xapuyucaH 3axvpan PogHu
lpaxambiH m™p33 2012 oHbl 1 pym3p caph
nyycraBap 6GoncoHTon  xonborgyynaH Mapk
3e0poBULMNT YN axwunnaraa XapuyucaH
3axvpnaap ToMunnoo. Mapk 3ebposut, 2011 oHbl
3 Ayraap capaac 3x/13H etpo Mataz KomMnaHug,
OPOMANerMNH  MEHeXepurH anbaH Tywaang,
axunnax barcaH bereep ras3pbiH TOCHbI CanbapT
CYYNUIH 25 XXnn axkunnacaH TypLunaratam oM.

KoMnaHumH XanryynumH meHexep Xenmc KyreH
2012 OHbl OepeBAyrIdp caph Vyp3arT axsaacaa
veneerneraceH bereep XanryynbiH WWH3 MeHexXep
TOMWIOTAOX XYPT3/ XauryynblH 6armnr EpeHxui
reousmky Jokrop. Kypt KoHcTeHnyc yanpoax
OanHa. KoMnaHuH 3yraac g3spx anbaH Tywaang
T3HU3X, YadBapfar H3p A3BLUMMHYMNE COHFOCOH
Oanraa bereep 7 fiyraap capbiH Cyyn33p TOMUIIOH
aXunnyynaxaap Tenesnex danHa.

MeH 2012 oHbl 4 nyrasp capg CaHXyy XapuyucaH
3axvpan Knang EBaHC T3TraB3pT33 rapcaH berees
raspblH TOCHbI candapT 40 rapym Xun axunnacaH
TypLunaratam XXoH XeHpukceHmumr CaHxyy xapuyLicaH
3axupraap ToMnoB. KOH XeHprkceH MoHron yncag,
WWDKAH  CYYPbLUMXK,  KOMMNaHWAH  yAVMPAarbiH
DarvH caniryi Har xacar 6OMoH axunnaxk tanHa.

KoMnaHumH yampanarsiH 4334, TYBLUUHA, XUACIH
OyTUMVH  eepYnenTmnr  XmincHasp 2011 oHbl
epemManernnH xetendbepT AyH WUHXUAT XUIAX
3X3MC3H  Hb  KOMMAHWWH ©COnT  XerkKunTem
HaalTar XxaHanarbir Tepyymk OGanmHa. LLWH3p
TOMUIOTACOH  3axMpJlyyablH — apBWH  M3AJIar,
Oasnar Typwnara Hb T3AHWA 3px3nXx Oawnraa
aXun OOMOH KOMMaHWH yAMpAiaras X33xaH ady
Xonborfon erHe raAsrT 3pransaxryr banHa.

CaHXYYrMIH LUVH3 36BNeX

Bectxayc Cekptoputinz  Jlumuten (Westhouse
Securities Limited) KkommaHW Hb MaHan
KOMMaHWUMH OPOKEPUIH YUT YYPIMAr XapuyLaar
bereen 2011 oHbl 11 myrasp capa, Macquarie
Capital Limited (EBpon) komnaHumr
DanryynnarblH xamTapcaH Opokep3p [aBxap
TOMUIOH axunnyymx 6arHa. 2012 oHbl 5 gyraap
capa, KOMMaHWMH XepeHre opyynardy Oereef
OfIOH HWUTTAN  xapunuax 3eBnexeep RLM
Finsbury komnaHumr TomMumnos.

KoMnaHumH 3o0pwnro, ctpatern OoOfoH  yin
axunnaraaHbl Tanaap vn Tod, 604MT M3AIINANNAT
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EPBHXIAN MYALITr3aX 3AXUPMLIH M3J3r 43N (YPTaNXNan)

OJIOH HUITOL, XYPraXWUIAH TyNA XepeHre opyynard
OonoH Oycap oponuory Tanyyaran xapuniaaraa
XOrKYY3X a4 Xon0oraonbIr 3axXMpnyya M3a3pCcaH
Ounn33. Macquire 6onoH RLM Finsbury komnaHumr
COHFOCOH Hb MaHal KOMMaHUAH  LaalablH
XOMXKU LU3USMNIATA, WWHAM3T, ©8pHNenTunr oum
Bonroxof, HaallTal anxam 60COH OM.

OnOH HUNTT3N Xapunuax; Spyyn M3HA,
aloynrym axwunnaraa 6a baviranb opumH

TY3-1nH 3axmpnyyn KOMNaHW carH 3acarnantau
OalvixblH a4 xonborgonbir  Oyp3aH  XYN33H
3eBlWeeper Oereen ynmaap KomnaHumnH
3acarnan  HUANMWAH  yWN  axunnaraa ©onoH
bawnranb opyHbl xopoor 2010 oHp Gaviryynnaa.

Xyynb OOMOH  XYYNUAH  X3P3DKUNTUAT  XsIHAH
HUALLYYN3X XanTcuir 2011 oHg Ganryynx, OJfoH
YNCbIH X3MX33HA, M3PM3LWCH XYYNbYAMIH Oarumr
OypayynaH axwunnax 06avHa. Yr XanTac Hb
KOMMaHWMH 3acarnanbiH - acyyanyynan XsHant
TaBbX, 36BfeX yyparmn Gereen [ymu3TrX
3aXVIPIIbIM M3433/1133P XaHragar oM.

KomnaHuH 3acarnansiH garyy OuaHum Xynasx
Oy1 YYPrnH Tanaap 1iyy TooopXon M3A33MIuIr
3HIXYY TaMnaHraac y33» 0osHo.

MeTpo MaTtag KOMMAHW Hb ©6pUNH YN
aXunnaraaHaac VyAsH HUMMMLI Y3Yy1aX Heneer
Oyp3H yxamcapnaH axwunnapgar 6ereen IV, V
OornoH XX Tanbarg rynusTrax bariraa xanryysbiH
OONOH epPeMANerunH Y axunnaraaHaac yyasx
HeneeH[, epTex banraa OPoH HYyTIUAH HAATMUH
XOrXUNLA XYyBb HIM3P Opyynax Yy4AH33C
HUMFMWMH - yWn axunnaraadbl Tenesnereer
OonoBcpyyncaH oM. YWn axwunnaraaraa OJIoH
HWWT3[, HI3ATTIN, U TOA, ABYYK TAIHTIM Hampcar
xapunuaaTan 6arxk XxamTpaH axkunnax Hb OUaHUN
YV @XunnaraaHbl CanLrym Yyxasn xacar oM.

OfoOH  HWWTT3M  HaWpcar XaMTblH axwunnaraa
TOITOOX aXwnnacHaap oponuory Oyx Tanyyn
awmr xypTtax 6onomx Oypasx tom. KomnaHumH
Teneenen OpoH HYTTVUWH yaMpanaratan TortMon
YYN3anT 30XMOH Banryynx, ofoH HUIT3A ra3pbiH
TOCHbI XaWryyn, KOMNaHWH Y axunnaraaHaac
YYO3H Oyc HyTart y3yymx 6o5ox HeneeHumn
Tanaap yxyynaH Tavnbapnax YapManH axmninax
banHa.

MaHali KOMMaHW Hb [a3pbiH TOCHbI X3P3r 3PX/aX
rasapTa’ xamTpaH CyprantblH T3Tr313rT
XeTenbepyyn X3parkyyk Oavraagaa Gaxapxmar.

PETRO MATAD ANNUAL REPORT 2011

16

MoHron yncbiH OloyTHyya GOMOH raspblH TOCHSI
canbapbiH M3PraXKUNTHYYOMUVH rafaag, AoToOoAbIH
CypranTblH TITM3MIAT B33H T3 OaliHa.

Metpo MaTag, KOMMaHW Hb 3pyyNl M3HA, atoynryn
axunaraa bonoH darranb opYHbl MEHEXMEHT BOSOH
TYYHUA X3P3RKMNTIHL, TOITMON aHxaapas XaHayynaH
VAN axunaraaraa  sByy/k  OarHa.  KoMnaHuiH
TyBLWMHA, Gofnoro, 3aaBapynara OONOH CTaHAAPTbIK
TOLIOPXOWIIOH, Tecen Oypasp  Tenesneres, Xypmbir
ONOBCPYYMaH X3p3anKyyIiK OarHa.

20711 oHA KOMNaHWVH aXunnarcag, ryyuustrarqmg,
OONOH TycnaH ryWMudTrardna, 3eBnexyyd HUIT
665,336 xyH/Uar aXua rynustraxass amap Har
MMTAUWH yIMaac angarfcaH Lar rapraaryy He
3IOYNrYM  aXxwunnaraaHbl XyBbA acap TOM
aMXUNTam XypCaH Xun Gannaa. DHIXYY aMXKUnT
Hb, MaHan Hwunt HoTnoracoH [BMTAUNH
[aBTamM>XXnmH YH3Nr3r AaBX, [pynnibiH XyBbA
L3BLUYYNICIH OyX 30punThbir GrenyyncaH oM. 2011
OHbl  Dpyyn M>3HA, alOYArynm axunnaraaHsbl
TeNeBIereer XaparKyyax axmblH XyP33HA aBTO
3aMblH aloynryn GarasbIr XaHrax, aBTo MallMHbI
aBaap OCOMMyM >KON0OASOrbIH KaMMaHUT axui
©ONOH aBTO MaLLIWHI Y3J13T XMIAX 3aMaap aHxaapy
1npn33. brua 3,000,000 rapym KM 3aMbir sMap Har
HOLLTOW aBaap OCOMryM TyyncaH barHa.

MeTpo Matag KoMMaHW Hb VAN axunaraa
aByymx Gavraa HyTtar A3BCr3pT Oanranb OPHUHT
Xamraanad xagranax yypar Xxynssmasr 6wnss.
KoMnaHuiiH 3yrsac banranb OpuMHr Xxamraanaxag,
4nrnaceH boanoro GapumMTnagar 6ereef sHaxyy
©omonoro Hb banranb opyHbl GOANOrbIH BapUMT
Ounurasp xsparxkux OGanHa. XaaranbiH
MEHEXMEHTUIT  camxXpyynax, YCHbl Heel,
WaTaxyyHbIr  XfHaNTTam alurnax, acraxaac
COPrUANaX NPakTUK BOIOH eePUINH axuninarcaag,
Oanranb OpYHbI Taflaap yxamcapTar axusnax
CypranT 30XvMox 3amaap banranb OpUUHA y3yyiax
HeneeHeeC CIPrMnUnax OONOH 3SPCO3NNNT
Baracrax axbir Xap3rKyyk 6anHa.

MoHron ync

DHAXYY 3axMAanbIr DONOBCPYYNX rapax uar yeTamn
naBxuaH MoHron yncag Gyx HUWTUIAH COHryynb
TOXMOX ©OarHa. TyyH4n3H, [apaafblH XepeHre
OpyyfNanTbiH TyXal XyyauWr casxaH COEPXOH
Gatannaa. Yr XyynumH 3apum  3aanT  CITraf
30BOOX OancaH X3aMM 4 3UCUMIH XyBUnbap Hb
YHO3CHUA OONOH rafaafblH X6peHre
opyynaryiMH awWwur COHMPXOSbIH  YYOH33C
X3P3MKYY13x  Oonomx Oawraar xapyynnaa.



DHIXYY XYYAUWH  X3IPITXKUNT, TYYHWUUT
X3P3CKYYAIX XKypaM Maragrym XOoMWwmng, Xuinx
HIM3/T ©6pYNenT Hb YYHWUA HOTONroo O0fHO
A3 UTFATIM DanHa.

DU3CT Hb TAMA3IMN3X34 CYYAUUH 21 XUAWUAH
Typwua LOPBUTOWM  HIM3IAT eep4vynent
XUArO33ry 0400 YWNYUIK Oy Fa3pbiH TOCHbI
TyXar XYYAWUWAr LWH3YA3X Hb YHA3ICHUIW H3H
gyyxan acyypan OonoH TaBurgax OavHa.
MOHron yncbiH ra3pbiH TOCHbI Xauryyn OonoH
YUNAB3PA3MYAMMH  accoumaummr  Ganryynax
aXIblH xefenrery xy4d Hb Netpo Matag Ganx,
Oycal, KOMMaHWyOblH XaMmT XyynbL HIM3AT
©eepYNenT opyynax yMn fBUALA YP OreexrTau
caHaa 0oanoo opyynaxaap YypuWracaH oM. SH3
YW fBU Hb OA00 YPrafmxumx Oarviraa Gereep
YYHUM yP AYHA Hb YHO3CHWI alwunr COHMPXON
OONOH yNC OpHbl Ta3pblH TOCHbI OAANTMNH
XaWryynbir eprexyynsx acyyasbir 30Xmx ecoop
aHxaapcaH 0oauTONM, OPYMH LATUAH  Xyyib
rapHa r3aart 6ua UTranTan GanHa.

AyrHsnt

KoMnaHMMH XyBblLa@aHbl ©HEerunH VH>
3axuMpnyydblH OOMOH MWHWIA  CaHaar 30BOOX
Oawnraa bereep sinaHrysa xyBbLiaaHbl 3aX 3331MNH
Ganpan yYHOCOHA3Y [OPOMTOX, HEMTUMH YH3
XxapbuaHrym myy 6anraa ©0M0OH [O31XWUH
CaHXYYTUIMH 3ax 333UKH Topopxonryr Gamnpan
Oyx3ana33 caHaa 30BHMYCaH X3B33p HanHa.

3axvpnyyf, 00f0oH KOMMAHWMH HUNT axunnarcag
Ona eepCANNH XaMX33HA, HeNeenex 60NoMXTOM
AXIYYAbIr TOLOPXOWIIOH X3P3rkyyk banraa Oa
uaawuva eepcauiiH  Xyd  YapMaWnTbir  rapraH
XUYIIHTYA3H axusinax 6onHo.

MaHa KOMMaHW OfiHbl aHXaapnblH TeBp, Oyn
XauryynelH Tanbam 333MwAsr  Oun3s.  bug
CYYIUMH 3ypraaH CapblH TypLWA, Yamnaxaaprym
uar xyrauaa, XepeHre 3apuyynx, Heel,
bonoMxoo awmrnaH yp YagsapTav bGarunr
OYPLYYNCIH Tyxalt eMHe Hb AypAcaH ounss. MeH
Waapafarata ragaafblH  M3PraxXUATHUN
3eBnefreer ag4 axunnax canHa.

YH3T Oasnrnr Laalling, yp alwurtan HapuinBynaH
CyANaH, XauryynblH axnbIl  3PYUMXKYYIIX
TEXHUKNIWH apra 3aMg, YH3M3 XUH CaHXYYKUAT
OONOH TYHWM3AT3W XOCHyynax 3amaap
XOTONOBPYYAMNT XIPIMKYYIIIX HEXLIUAT XaHraH
aXunnnaxbir 30pbx banraa o1ns3.

MeTpo MaTaf, KOMMaHW Hb ©EPWUAH XaWryyJbiH
yrn axunnaraar MOHIon yncag, YPrasxkiyynax
OypaH BonoMxkTOM rA3IT 6ua UTran Terc banraa
Oereen ypbAblH agun  XsHamram, WAIBXM
CaHaauunratan axunnax 6onHo. MoHron ync
apaYMncaH HUMMMA banranuiiH GasnrnHxaa yp
WUMWWT  XYPTIH YeneeT 3ax 333UWH 3OMUH
3aCrMMH  3aMaap 3pranT Oyuantryn 3amHaHa
MA3MT 01 ryH3 UTraX bariHa.

XVYUUIAr  COPbCOH  MP33OyM  OUOHMIAT  XYN33XK
Caviraa Gereep, xyBblaa 333MLNTYANNH 6MHE6C
SHIXYY KOMMaHWAM YAMPAAH Yuriyymx Oanraa
XYMYYCT Omn OypaH UTrax OarHa. 3axupnyya,
yovpanaryyn OOnoH axwunnarcag H3rnsH
HArTap4, ©epCAMVIH yp YafBap, TypLunara, axmng
XaH[ax ec 3ym OyXH33 KOMMaHUIH CalH CaliXHbI
Tenee 30puUy/K OalHa. Ta OyxaHL ywrarym,
WAHTPaNryy axunnax WpCaHA Tanapxan
WNPXUMIXUAH - indamMa,  UP33OYMH  XYH1MpXar
MeTpo MaTaf, KOMMaHWWH Tenee xamTpaH
3yTraxa33 baspTam baviHa.

KoMmnanumH TY3-unH papra xartartam
OloyHrapang Tanapxan Unapxumnnbe. buosHo, spy
XYY, yxaanar 3eBneree bGanHra erd Tywmr Tynryyp
Bamx WPCIH Gereefd TyYYHUN SHIXYY AIMXKIIC
Tycnanuaar CyynuMiH HalMaH capbiH XyrauaaHm
ynam byp M33pCaH 6un3a.

SUACT Hb, OWIHMIA YHIHY XYBbliaa 33MLUMMNNAADD
XyBMacaa OONOH 3axupnyyiblHXaa ©MHeec
Tanapxan unapxunnbe.

#ir

Ayrnac Makln
EpeHxui Tynustrax 3axmpan
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BOARD OF DIRECTORS (CONTINUED)

Dr. Janchiv Oyungerel
Chair

Dr. Oyungerel graduated from the Institute of
Petrochemical and Gas Industry, Moscow in 1979. She
began her career as an economist at the Ulaanbaatar
Oil Terminal and in 1982 became the Chief Economist
at the Petroleum Supply Department at the Mongolian
Ministry of Transportation where she was employed
until 1991. In 1991, she was appointed the General
Director of the Petroleum Import Concern of
Mongolia and in 1994 became the General Director
and Chair of the Board of Directors of the government
owned company, Neft Import Company (NIC). In
1996, she founded Petrovis LLC and was the General
Director until January 2008 and has been Chair ever
since. She has completed an Oil Economics and
Marketing Program at the Arthur D. Little Institute in
Cambridge, USA. In January 2007, she completed a
doctorate in economics in Moscow, Russia. In 2010,
she became a Non-Executive Director of Mongolian
Mining Corporation (MMC) which is listed on the
Hong Kong Stock Exchange. MMC is a high quality
coking coal producer and exporter in Mongolia.
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Mr. McGay is a land, mining and engineering
surveyor by profession. Between 1974 and 1988 he
was the principal of his own practice, McGay
Surveys. The head office was in Kalgoorlie, with
offices and operations throughout Australia.
Following the sale of McGay Surveys in 1988, he
remained involved in the mining and mineral
industry as a management consultant to
international mining and exploration companies
providing computer generated aerial mapping
services. In 1997, he moved to Mongolia initially
pursuing his profession, but then expanding to a
general resource industry service consultancy,
mainly as the Country Manager for mineral
exploration companies. He was most recently
involved in forming the Mongolian NGO, the
“Minerals and Mining Development Foundation”,
serving as founding Executive Director. In 2005, he
was part of the formation of Central Asian
Petroleum Corporation Limited. Mr. McGay lives in
Mongolia.

Douglas John McGay
Chief Executive
Officer

Tuul Amarzul
Executive Director
of the Petro Matad
Mongolian subsidiaries

Ms. Amarzul is a Mongolian
citizen, educated in Singapore
and has a BA degree in Foreign
Relations. She has worked in the
Mongolian Government's
Foreign Investment and Foreign
Trade Agency (FIFTA). Ms.
Amarzul joined the resources
sector in Mongolia in 2003,
holding senior management

positions in private sector
resource companies.
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BOARD OF DIRECTORS (CONTINUED)

Ms. Collins has over 30 years experience in
international corporate banking, including
extensive experience in Russia, Eastern Europe
and Central Asia. She began her banking career
with Chase Manhattan in New York, and
subsequently with Security Pacific Bank (later
Bank of America) in Los Angeles, London and
Paris. She was Director for Corporate Recovery
at the European Bank for Reconstruction and
Development in London until 2005. Ms. Collins
holds an MBA in Finance from Wharton and a
BS in Foreign Service from Georgetown
University, Washington, DC. She is non-
executive director for institutions in Latvia and
Macedonia.
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Clyde Robert Evans
Non-Executive Director

Mr. Evans was a career banker, having
spent 37 years with National Australia
Bank (NAB), where he was involved in
senior leadership roles. He successfully led
and managed NAB's Western Australian
corporate banking centres, catering for
NAB's large base of public listed industrial
and natural resource companies.

Mary Ellen Collins
Non-Executive Director




Davaanyam Enkhmaa
Non-Executive Director

Ms. Enkhmaa is based in Mongolia and is an
investment banker. She is currently Head of
Country Coverage for Mongolia for Macquarie
Capital Advisers. Ms. Enkhmaa has been with
the Macquarie Group of companies for the last
nine years with a focus in energy, resources and
infrastructure sectors. Prior to her current role
advising Macquarie Capital Advisers, Ms.
Enkhmaa was a Managing Director responsible
for risk management in the energy sector for
Macquarie Group in the United States.
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BOARD OF DIRECTORS (CONTINUED)

Dr. Philip Arthur Vingoe
Non-Executive Director

Dr. Vingoe has over 35 years' experience of the oil and gas
industry, commencing in the technical arena and
progressing to executive leadership. He began his career
with BP, where he spent nearly 20 years and was Chief
Geophysicist and General Manager for worldwide
exploration. In 1995, he moved to Australia to co-lead the
IPO of an Australian independent, Novus Petroleum. Over
the ensuing five years, the Company acquired a portfolio of
assets across Asia, Africa and the Middle East. In 2000, he
took up the role of Managing Director of Sasol Petroleum
International (SPI) based initially in Johannesburg. In 2005,
he joined Energy Equity Resources where he directed all the
exploration and appraisal activity as well as communicating
with investors and raising investment capital. During 2005
and 2006, he was also a Non-Executive Director of the
Canadian-listed company Pan-Ocean Energy Corporation
Ltd. Pan-Ocean was sold to Addax for C$1.5 billion in
September 2006. He left EER in November 2007 in order to
establish Pan-Petroleum as its Chief Executive Officer and
was instrumental in the subsequent merger and creation of
Panoro Energy in mid 2010 - at which time he assumed his
position of Non Executive Chairman of the Board. Panoro
Energy is listed on the Oslo stock exchange and is focused
on Brazil and West Africa.




Dr. Watkins holds a BSc in Mining, a PhD in
Geophysics and an MSc in Management as well as an
honorary degree of Doctor of Engineering DEng
from Heriot Watt University. He has nearly 45 years'
experience in the oil and gas industry. Dr Watkins
began his career with Shell as a geophysicist in the
Netherlands and Australia before moving to Conoco.
He worked for Conoco for the next 30 vyears,
starting as a geophysicist in the UK and then as Vice
President Exploration and Production, North
America. From 1993 until 2002 he was Chairman and
Managing Director of Conoco UK Ltd. For the last 10
years, he has held a number of non-executive
directorships at companies including Xtract Energy
plc, Paladin Resources plc, Abbot Group plc,
Production Services Network (PSN) Ltd and the
Defence Procurement Agency. He is also a governor
of the Robert Gordon University in Aberdeen.

Dr. George
Edward Watkins CBE
Non-Executive Director

Mr. Skeels was educated as a geologist and has over 40 years'
experience of working in the oil and gas industry. He spent 20 years at
Conoco focusing on international upstream projects and has held a
number of management positions, including Manager Exploration and
Reservoir Management, West Siberia and Vice President and Manager
Exploration, Indonesia where he was responsible for the Belida
discovery in 1989. Mr Skeels then spent 10 years at BG Group where he
was General Manager in Kazakhstan building the relationship
between the company, the government and state agencies. He was
recognized by the President of Kazakhstan for his contributions to the
Kazakh oil and gas industry and was recorded in Who is Who in
Kazakhstan. Recently he has been working with governments and
state organisations across Eastern Europe and Azerbaijian.

David Daniel Skeels
Non-Executive Director
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Your directors submit their report for the year

DIRECTORS' ended 31 December 2011.

Petro Matad Limited (‘Company”) a company
incorporated in the Isle of Man on 30 August
2007 has five wholly owned subsidiaries,
including Capcorp Mongolia LLC and Petro Matad
LLC (both incorporated in Mongolia), Central
Asian Petroleum Corporation Limited (“Capcorp”)
and Petromatad Invest Limited (both
incorporated in the Cayman Islands), and Petro
Matad Services Limited (incorporated in the Isle
of Man). The Company and its subsidiaries are
collectively referred to as the “Group”.

Directors

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

= Gordon Leonard Toll

(resigned 27 January 2012)

Janchiv Oyungerel

Douglas John McGay

Clyde Robert Evans

John Campbell Robertson

(resigned 12 March 2012)

Davaadorj Sarangua (resigned 12 March 2012)
= Mary Ellen Collins

Davaanyam Enkhchimeg

(resigned 20 May 2011)

Davaanyam Enkhmaa (appointed 20 May 2011)
David Daniel Skeels (appointed 12 March 2012)
Philip Arthur Vingoe (appointed 12 March 2012)
George Edward Watkins

(appointed 12 March 2012)

= Tuul Amarzul (appointed 19 March 2012)

Principal Activities

The Group's principal activity in the course of the
financial year consisted of oil exploration in
Mongolia. During the year there were no significant
changes in the nature of those activities.

Review and Results of Operations

The functional and presentation currency of Petro
Matad Limited is United States Dollars (“$").

The net loss after tax for the Group for the 12
months ended 31 December 2011 was $39.599
million (31 December 2010: Loss $16.079 million).

During the year the Group focused on exploration
activities on its Production Sharing Contracts
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("PSC's") with the Petroleum Authority of Mongolia
("PAM") on Blocks IV, V and XX in Mongolia.

Changes in State of Affairs

On 25 March 2011, pursuant to the Group's Long Term
Equity Incentive Plan (“Plan”), 191,479 shares were
awarded to employees exercising Performance Share
Awards with an exercise price per share of $0.01.

On 6 April 2011, pursuant to the Group's Plan,
519,100 options over shares were granted to
employees with an exercise price per share of
GBP1.8167, exercisable in three parts as follows:

= 33% after 6 April 2012;
= 33% after 6 April 2013;
= 34% after 6 April 2014.

On 6 April 201, pursuant to the Group's Plan, 250,000
options over shares were granted to employees with an
exercise price per share of GBP1.8167, exercisable in
three parts on the anniversaries of their employment
commencement dates.

On 6 April 2011, pursuant to the Group's Plan,
707,800 Performance Share Awards over shares
were granted to employees with an exercise price
per share of $0.01.

The Performance Share Awards will vest on
achievement of the following conditions:

= 25% vest on the first discovery of oil on a

commercial scale;
= 25% vest on the first production of oil on a

commercial scale;
= 50% vest on the Group achieving the sale of 1

million barrels of oil.

On 6 April 201, pursuant to the Group's Plan,
273,180 Performance Share Awards over shares
were granted to employees with an exercise price
per share of $0.01. The performance conditions of
the awards are tied to employment continuity and
are available for vesting in three equal annual
instalments on various dates commencing in 2012.

On 6 April 201, pursuant to the Group's Plan,
20,176 Performance Share Awards over shares
were granted to employees with an exercise price
per share of $0.01. The Performance Share
Awards are available for vesting on various dates
commencing in 2011.

On 12 April 2011, pursuant to the Group's Plan,
50,000 shares were awarded to a director

exercising options with an exercise price of $0.75
per share.

On 12 April 201, pursuant to the Group's Plan,
628,750 shares were awarded to directors and
employees exercising options with an exercise
price of GBPO.11 per share.

On 21 April 201, pursuant to the Group's Plan,
142,447 shares were awarded to an employee
exercising Performance Share Awards with an
exercise price per share of $0.01.

On 21 April 2011, pursuant to the Group's Plan,
25,000 shares were awarded to employees
exercising options with an exercise price of
GBPO.11 per share.

On 10 June 207, pursuant to the Group's Plan,
83,534 shares were awarded to employees
exercising Performance Share Awards with an
exercise price per share of $0.01.

On 10 June 2011, pursuant to the Group's Plan,
7,500 shares were awarded to an employee
exercising options with an exercise price of
GBPO.11 per share.

On 5 July 2011, pursuant to the Group's Plan,
563,000 options over shares were granted to
employees with an exercise price per share of
GBP1.17, exercisable in three parts as follows:

= 33% after 5 July 2012;
= 33% after 5 July 2013;
= 34% after 5 July 2014.

On 5 July 2011, pursuant to the Group's Plan, 60,000
options over shares were granted to an employee
with an exercise price per share of GBP1.17,
exercisable in three parts on the anniversaries of her
employment commencement dates.

On 5 July 2011, pursuant to the Group's Plan,
583,000 Performance Share Awards over shares
were granted to employees with an exercise price
per share of $0.01.

The Performance Share Awards will vest on
achievement of the following conditions:

= 25% vest on the first discovery of oil on a commercial

scale;
= 25% vest on the first production of oil on a commercial

scale;
= 50% vest on the Group achieving the sale of 1 million

barrels of oil.
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DIRECTOR'S REPORT (CONTINUED)

On 5 July 2011, pursuant to the Group's Plan, 94,123
Performance Share Awards over shares were
granted to employees with an exercise price per
share of $0.01. The performance conditions of the
awards are tied to employment continuity and are
available for vesting in three equal annual
instalments on various dates commencing in 2012.

On 5 July 2011, pursuant to the Group's Plan,
54,145 Performance Share Awards over shares
were granted to employees with an exercise price
per share of $0.01. The Performance Share
Awards are available for vesting on various dates
commencing in 2011.

On 5 August 2011, pursuant to the Group's Plan,
97,497 shares were awarded to employees
exercising Performance Share Awards with an
exercise price per share of $0.01.

On 5 August 2011, pursuant to the Group's Plan,
184,090 shares were awarded to employees
exercising options with an exercise price of
GBP0.4676 per share.

On 5 August 2011, pursuant to the Group's Plan,
5,000 shares were awarded to an employee
exercising options with an exercise price of
GBPO.11 per share.

On 21 November 2011, pursuant to the Group's
Plan, 83,410 shares were awarded to employees
exercising Performance Share Awards with an
exercise price per share of $0.01.

On 21 November 2011, pursuant to the Group's
Plan, 5,000 shares were awarded to an employee
exercising options with an exercise price of
GBPO.11 per share.

On 22 November 2011, pursuant to the Group's
Plan, 215,000 options over shares were granted
to employees with an exercise price per share of
GBP0.225, exercisable in three parts as follows:

= 33% after 22 November 2012;
= 33% after 22 November 2013;
= 34% after 22 November 2014.

On 22 November 2011, pursuant to the Group's
Plan, 119,000 Performance Share Awards over
shares were granted to employees with an
exercise price per share of $0.01.

The Performance Share Awards will vest on
achievement of the following conditions:
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= 25% vest on the first discovery of oil on a
commercial scale;
= 25% vest on the first production of oil on a

commercial scale;
= 50% vest on the Group achieving the sale of 1

million barrels of oil.

On 22 November 2011, pursuant to the Group's
Plan, 150,000 Performance Share Awards over
shares were granted to an employee with an
exercise price per share of $0.01. The
performance conditions of the awards are tied to
employment continuity and are available for
vesting in three equal annual instalments on
various dates commencing in 2011.

On 5 December 2011, pursuant to the Group's
Plan, 100,000 options over shares were granted
to employees with an exercise price per share of
GBP0.1975, exercisable in three parts as
follows:

= 33% after 5 December 2012;
= 33% after 5 December 2013;
= 34% after 5 December 2014.

On 5 December 2011, pursuant to the Group's
Plan, 100,000 Performance Share Awards over
shares were granted to employees with an
exercise price per share of $0.01.

The Performance Share Awards will vest on
achievement of the following conditions:

= 25% vest on the first discovery of oil on a

commercial scale;
= 25% vest on the first production of oil on a

commercial scale;
= 50% vest on the Group achieving the sale of 1

million barrels of oil.
Significant Events after Reporting Date

On 13 February 2012, pursuant to the Group's
Plan, 206,987 shares were awarded to employees
exercising Performance Share Awards with an
exercise price per share of $0.01.

On 13 February 2012, pursuant to the Group's
Plan, 11,250 shares were awarded to employees
exercising options with an exercise price of
GBPO.11 per share.

On 5 March 2012, pursuant to the Group's Plan,
280,000 shares were awarded to a former
director exercising Performance Share Awards
with an exercise price per share of $0.01.



On 25 April 2012, pursuant to the Group's Plan,
881,000 options over shares were granted to
directors and employees with an exercise price
per share of GBP0.225, exercisable in three parts
as follows:

= 33% after 25 April 2013;
= 33% after 25 April 2014,
= 34% after 25 April 2015.

On 25 April 2012, pursuant to the Group's Plan, 100,000
options over shares were granted to an employee with
an exercise price per share of GBP0.225, exercisable in
three parts on the anniversaries of the employment
commencement date.

On 25 April 2012, pursuant to the Group's Plan,
942,000 Performance Share Awards over shares
were granted to directors and employees with an
exercise price per share of $0.01.

The Performance Share Awards will vest on
achievement of the following conditions:

= 25% vest on the first discovery of oil on a

commercial scale;
= 25% vest on the first production of oil on a

commercial scale;
= 50% vest on the Group achieving the sale of 1
million barrels of oil.

On 25 April 2012, pursuant to the Group's Plan,
789,090 Performance Share Awards over shares
were granted to an employee with an exercise
price per share of $0.01. The performance
conditions of the awards are tied to employment
continuity and are available for vesting in three
equal annual instalments on various dates
commencing in 2013.

On 25 April 2012, pursuant to the Group's Plan,
1,638 Performance Share Awards over shares
were granted to an employee with an exercise
price per share of $0.01. The Performance Share
Awards are available for vesting on various dates
commencing in 2012.

On 26 April 2012, pursuant to the Group's Plan,
442,500 shares were awarded to former
directors and employee exercising options with
an exercise price of GBPO.11 per share.

On 26 April 2012, pursuant to the Group's Plan,
505,447 shares were awarded to former directors
and employee exercising Performance Share
Awards with an exercise price per share of $0.01.

Dividends

No dividends have been paid or are proposed in
respect of the 2011 year.

Future Developments

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

Indemnification of Officers and Auditors

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

Environmental Regulation

The Group 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 Group is not aware of
any matter which requires disclosure with respect
to any significant environmental regulation in
respect of its operating activities.

Rounding

The amounts contained in the annual financial
report have been rounded to the nearest $1,000
(where rounding is applicable).

Signed in accordance with a resolution of the
directors.

Clyde R Evans
Director
28 June, 2012
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CORPORATE GOVERNANCE STATEMENT

The Board is aware of the importance of good
corporate governance and operates so that the
Company is in compliance with the QCA Corporate
Governance Guidelines for AIM Companies, to the
extent considered applicable.

A Corporate Governance Social Action and
Environmental (CGSAE) Committee was formed in
2010. The Committee is charged, amongst other
things, with overseeing and reviewing compliance
and corporate governance issues.

In 2011 the Company also established a Legal and
Compliance Division and resourced it with a team
of internationally qualified lawyers. This Division is
charged with monitoring and advising on corporate
governance matters and answers to the CEO.

“Petro Matad has embraced the concept of
corporate governance since our listing on AIM in
2008 and has continually reviewed our standards of
governance. Board and management renewal over
the past eight months have been made with the
highest standards of corporate governance and our
shareholders' values in mind. We will continue to
supervise and implement such measures that are
applicable for the size and operations of our
Company.” — Chair, Dr. J. Oyungerel

Board of Directors and Composition

The Board is comprised of 4 Non-Executive
Directors (3 of whom are shareholder
representatives), 3 Independent Non-Executive
Directors and 2 Executive Directors.

The changes made to the Board composition in the
recent months were undertaken with the
following factors in mind:

= The principle of having an appropriate number
of Independent Directors on the Board to oversee

the interests of the Company and all shareholders

= Ensuring that the Board has appropriate skills,
experience and expertise with the appointment
of 3 experienced oil industry professionals as
Non-Executive Directors

= Maintaining appropriate representation for two
of the Company's major shareholders, Petrovis
LLC (Petrovis) and the European Bank for

Reconstruction and Development (EBRD)
= Ensuring appropriate executive representation

on the Board with the appointment of the
Company's most senior Mongolian executive
(T. Amarzul) upon the retirement of the former
CFO, Clyde Evans from his executive role
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The Board is comprised of the following members
at the date of this report:

= Janchiv Oyungerel,
Non-executive Chair (Petrovis appointee)
= (Clyde Evans
Non-executive director
= Mary Ellen Collins
Non-executive director (EBRD appointee)
= Davaanyam Enkhmaa
Non-executive director (Petrovis appointee)
= Philip Vingoe
Non-executive director (independent)
= George Watkins
Non-executive director (independent)
= David Skeels
Non-executive director (independent)
= Douglas McGay
Chief Executive Officer
= Tuul Amarzul
Executive Director (Director of the Company's

Mongolian subsidiaries)

Brief biographies of the directors are set out on
pages 20-25. Directors are re-elected at the
Annual General Meetings on a rotational basis as
per the Company's Articles of Associations.

Whilst the 3 Independent Non-Executive Directors
have been granted Options and Performance Share
Awards to acquire shares in the Company, the
amount of Options and Performance Share Awards
granted are not significant so as to affect their
independence. In the opinion of the Board, this
aligns their objectives with those of shareholders and
the Board considers that the 3 Independent Non-
Executive Directors can be classified as being
independent. The Board's Chair, Dr J. Oyungerel is
not considered independent because of her
relationship with Petrovis; however, the Board
considers the benefit of her experience, skills and
capabilities, which are well known within the
Mongolian business community, outweighs the
benefits of appointing an independent Chair.

The Board has not formally adopted performance
evaluation procedures; however, the recent changes
made to the Board demonstrate that the Board takes
the effectiveness and efficiency of its Directors
seriously and will continue to review its own
performance and effectiveness in an informal way.

Board Processes

There is a clear division of responsibilities at Petro
Matad through the separation of the positions of
the Chair, Dr J. Oyungerel, and the CEO, Douglas
McGay.



Dr J. Oyungerel ensures the efficient and effective
functioning of the Board and, together with the
Board as a whole, is responsible to the
shareholders for the proper management,
development, leadership and protection of the
Company's assets. The roles of the Board and its
Committees include but are not limited to, the
establishment, review and monitoring of business
and strategic plans, overseeing the Company's
systems of internal control, governance and
policies and protecting the shareholders' interests.

The CEO is charged by the Board with the day to
day operations of the Company and is responsible
for the execution of strategy set by the Board and
to act as an interface between the Board,
management and employees to ensure that
everyone at Petro Matad works towards upholding
the Company's goals, vision and mission. The CEO
works with a team of appropriately qualified
management executives to achieve those goals.

The Company, through its various communications
with the public (website, news releases, annual
reports, interviews, and presentations), also aims
to communicate its goals, strategy and activities in
a transparent and efficient manner.

The Board and its Committees meet quarterly and as
and when issues arise that requires the Board's
attention. During 2071, all Board meetings were
attended by the majority of Board members in office
at the time. The Board also aims to meet and visit the
Company's employees and operating sites
periodically so as to adequately oversee and remain
acquainted with the Company's operations. The
Board and its Committees are provided with detailed
Board papers in advance of each Board meeting and
receive regular management and financial reports.

Attendance at Board and Committee Meetings in 2011:

Board Committees

The Board has established an Audit Committee, a
Remuneration Committee and a Corporate
Governance Social Action and Environmental
(CGSAE) Committee, each with formally
delegated rules and responsibilities. The Board has
not established a separate Nomination Committee,
as it currently deems this unnecessary, given the
size of the Company. For any appointments to the
Board, special working groups are formed to
methodically appraise and consider candidates.
Each of the Committees contains two independent
non-executive directors, in accordance with the
QCA Guidelines, and meets regularly and at least
three times a year. Management executives and
other individuals are invited to attend all or part of
the Committee meetings as and when appropriate.

Audit Committee

The members of the Audit Committee in 2011 and
up to the date of this report are as follows:

Chair
= John Robertson (resigned on 12 March 2012)
= Davaanyam Enkhmaa

(appointed Chair on 19 March 2012)

Members

= Gordon Toll (resigned on 27 January 2012)

= Davaadorj Sarangua (resigned on 12 March 2012)
= Philip Vingoe (appointed 19 March 2012)

= George Watkins (appointed 19 March 2012)

The Audit Committee met 3 times in 2011 and met
with the Group's auditors, Deloitte Touche
Tohmatsu in one of the meetings. The Audit
Committee meetings are linked to events in the
Group's financial calendar, including a review of
the Company's annual and half yearly results, the

Scheduled Ad hoc Audit Remuneration CGSAE

Board Board Committee Committee Committee

Meetings Meetings Meetings Meetings Meetings

Gordon Toll 5/5 2/4 1/3 2/4 2/5
Janchiv Oyungerel 5/5 2/4 - 4/4 -
Douglas McGay 5/5 4/4 - - -
Clyde Evans 5/5 3/4 - - -
John Robertson 5/5 3/4 3/3 4/4 -
Davaadorj Sarangua 4/5 3/4 3/3 - -
Mary Ellen Collins 5/5 4/4 - - 5/5
Davaanyam Enkhchimeg' 11 1/4 - - 4/4
Davaanyam Enkhmaa® 4/5 - - - 11
Total No. of Meetings 5 4 5] 4 5

' Davaanyam Enkhchimeg resigned from the Board on 20 May 2011

* Davaanyam Enkhmaa was appointed to the Board on 20 May 2011
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CORPORATE GOVERNANCE STATEMENT (CONTINUED)

review of the internal controls of the Group and
ensuring that the financial performance of the
Group is properly reported and monitored. The
Audit Committee is responsible, inter alia, for:

(a) considering the appointment of the auditors of
the Group, their fees, any questions relating to the
resignation or removal of the auditors and their
objectivity and independence in the conduct of the
audit, and reviewing the nature and extent of non-
auditing services provided by the auditors, seeking
to balance the maintenance of objectivity and
value for money;

(b) discussions with the auditors before the audit
commences on the nature and scope of the audit
and subsequently reviewing the audit process;

(c) monitoring the integrity of the financial
statements of the Company and any formal
announcements relating to the Company's financial
performance, reviewing significant financial
reporting judgments contained in them, including
reviewing the half-yearly and annual financial
statements before submission to the Board;

(d) reviewing the Company's internal control
systems; and

(e) considering such other matters as the Board
may from time to time refer to it.

The Audit Committee meetings minutes are
circulated to the Board and the Committee reports
its findings to the Board and identifies any matters
in respect of which it considers that action or
improvement is needed.

Remuneration Committee

The members of the Remuneration Committee in
20711 and up to the date of this report are as follows:

Chair
= Janchiv Oyungerel
(resigned as Chair on 12 March 2012)
= Philip Vingoe (appointed Chair on 19 March 2012)

Members

= Gordon Toll (resigned on 27 January 2012)

= John Robertson (resigned on 12 March 2012)
= Janchiv Oyungerel

= David Skeels (appointed 19 March 2012)

The Remuneration Committee met 4 times in 2011.
The Remuneration Committee evaluates the scale

and structure of remuneration for Executive Directors,
reviews the CEO's recommendations for senior
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management of the Company, and where appropriate
overviews the broad issues of salary levels for all
employees. The Company's remuneration policy is to
facilitate the recruitment, retention and motivation
of employees through appropriate remuneration in
line with those prevailing in the market of similar
positions and responsibilities taking into
consideration qualifications and skills possessed. The
Committee also makes recommendations to the
Board regarding employee incentives and rewards
under the share incentive schemes. The Committee
reviews and recommends a framework for the
remuneration of the Chair as well as the Non-
Executive Directors fees. The full details of the
Company's remuneration policy and remuneration
of directors are set out in the Remuneration Report
on pages 46-51.

Corporate Governance, Social Action and
Environmental (CGSAE) Committee

The members of the CGSAE Committee in 2011 and
up to the date of this report are as follows:

Chair
= Mary Ellen Collins

Members
= Gordon Toll (resigned on 27 January 2012)
= Davaanyam Enkhchimeg (resigned on20May201)
= Davaanyam Enkhmaa
(appointed 20 May 2011 and resigned on 19

March 2012)
= George Watkins (appointed 19 March 2012)
= David Skeels (appointed 19 March 2012)

The CGSAE Committee met 5 times in 2011. The
CGSAE Committee among other things: regularly
reviews the Company's corporate governance and
system of internal non-financial controls; assigns
responsibilities for health, safety and environmental
(HSE) matters and community liaison; reviews the
application of the Company's social action policies
and environmental policies and supervises the
preparation of various reports in respect of these
aspects of the Company's activities.

The application of the Company's social action and
HSE policies are detailed on pages 43-45 and 37-41
respectively.

Internal Controls

The Board has responsibility for the Group's systems of
internal controls and for reviewing their effectiveness.
The internal controls systems are designed to safeguard
the assets of the Company, ensure compliance with



applicable laws and regulations and internal policies with
respect to the conduct of business and the reliability of
financial information for both internal use and external
publication. The Board has delegated management for
the implementation of material internal control system
and reviews policies and procedures through regular
updates from management. A budgeting process is in
place for all material items of expenditures, especially
major exploration expenditures and an annual budget is
approved by the Board. All major expenditures require
senior management approval at the appropriate stages
of each transaction. Actual versus budgeted expenditure
data and the Company's cash position is monitored on a
monthly basis. Whilst the Board is aware that no system
can provide absolute assurance against material
misstatement or loss, continuing reviews of internal controls
will be undertaken to ensure that they are adequate and
effective and the Board considers that the system of
internal control operated effectively throughout the year.

Risk Management

The principal risks facing the Group are set out below.
This list is not exhaustive and investors should be aware
that additional risks which were not known to the
Directors at the date of this report, or that the Directors
considered at the date of this report to be immaterial,
may also have a material adverse effect on the financial
condition, performance or prospects of the Company,
and the market price of Company' shares. The Board
acknowledges that risk assessment and evaluation is an
essential part of the Group's planning and an important
aspect of the Group's internal control system.

= Exploration and development risks associated with
the Company's objectives of oil exploration and
future development and production in Mongolia
and other risks inherent in all junior oil and gas
exploration companies

= Weakness and movements in the equity and
share markets in the United Kingdom and throughout
the world including changes in market sentiments
towards the resource industry

= Currency exchange rate fluctuations and in,
particular the relative prices of the Mongolian
Tugrug (MNT), USD and GBP

= Changesin government policy, laws and regulations

= Political and country risks

= Ability to raise sufficient funds to continue
exploration efforts on its assets

= Occupational Health, Safety and Environmental
requirements

= Regulatory and compliance obligations

= Legal risks relating to contracts, licenses and
agreements

= Attraction and retention of key employees

Business Conduct and Ethics
Extractive Industries Transparency Initiative (EITI)

The EITI is a global initiative in which extractive
industries, governments and civil society, all work
together for greater transparency. Improved
financial transparency of extractive industries
operating in the country would enable
governments to better manage its natural resource
wealth for the benefit of a country's citizens.
Mongolia is one of the countries compliant with
the EITI. Therefore the Company's Mongolian
subsidiaries have cooperated with the government
in this respect and participated in the transparency
report prepared by the Mongolian government.

Anti-Bribery and Corruption Policy (ABCP)

At the enactment of the Bribery Act 2010, the
Company's legal counsels undertook extensive
review of the Act and the Board has accordingly
adopted an ABCP, including training to its staff to
ensure that the business integrity and ethics are
upheld within the operations of the Company at all
levels for a zero-tolerance approach to bribery and
corruption.

Insurance

The Group maintains insurance in respect of its
Directors and officers against liabilities in relation
to the Company.

Share Dealing Code

The Company has adopted a model code for
dealing in ordinary shares by directors and
employees which is appropriate for an AIM-
quoted company.

Shareholder and Investor Relations

The Board remains committed to maintaining
communication with its shareholders. The Company
maintains a website for the purpose of improving
information flow to shareholders as well as potential
investors. All press announcements and financial
statements as well as extensive operational
information about the Group's activities are made
available on the website. Enquiries from individual
shareholders on matters relating to their
shareholdings and the business of the Group are
welcomed through the Company's website and
other methods of communication. Shareholders are
also encouraged to attend the Annual General
Meeting to discuss the progress of the Group.
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HEALTH SAFETY AND ENVIRONMENT

Petro Matad has developed an effective Health,
Safety and Environment Management System
(HSE Management System) to international
standards. Following its implementation and
integration, it has been monitored with a view to
continual upgrading and improvement.

The Company understands that HSE training is an
effective instrument for transferring and sharing
safety and environmental expertise and ensures
that adequate HSE training is conducted for all its
management and employees. Petro Matad has
developed a specific training matrix which sets
out the minimum requirements for the
implementation of the HSE Management System
and the courses. The course schedules in the
matrix are designed to suit the Company's needs.

The courses are divided into two categories: Type
A (Approved Professional HSE Courses) and Type
B (Standard HSE Courses). Type A courses are
conducted by accredited third-party
organisations and at the end of the course
approved professional certificates are issued to
participants. A final assessment or scheduled
refreshment courses may be required, depending
on the course provider and accredited training
programme. Type B courses are non-accredited
and are conducted by in-house trainers or third
party organisations. In 2011, Petro Matad staff
attended over 190 HSE training hours.
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Health and Safety Policy

The Petro Matad Health and Safety Policy is based on
a belief that the well-being of people employed at
work, or people affected by the Company's activities
is a major priority and must be considered a priority at
all times. People are the Company's most important
priority and their health and safety are accorded
proper attention. Third parties and the public are
given equal status to that of employees.

The Company's Health and Safety Policy aims to:

= Achieve an accident-free workplace

= Make health and safety an integral part of
every managerial and supervisory position

= Ensure health and safety is considered in all

planning and work activities
= Involve employees in the decision-making

processes through regular communication,

consultation and training
= Provide a continuous programme of education

and learning to ensure that employees work

in the safest possible manner

= |dentify, manage and control all potential
hazards in the workplace through hazard
identification and risk analysis

= Ensure all potential accidents and incidents
are controlled and prevented

= Provide effective injury management

= Comply with the relevant occupational health
and safety laws, regulations, guidelines and
project requirements specified by the regulators
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Petro Matad's vision and commitment to safety,
and ensuring incident and injury free workplace for
its employees are specified in the 2011 Health and
Safety Plan. A detailed management programme
was also developed and implemented to achieve
the Plan's objectives. The 2011 Health and Safety
Plan’'s main objectives are to:

= Continue toimprove and enhance safety culture
= Ensure zero fatalities
= Reduce the number of total recordable injuries.

In 2011 Petro Matad achieved a remarkable safety
milestone in recording 665,336 worked man-hours
without a lost-time injury for Petro Matad's staff,
contractors, sub-contractors, and consultants. This
was in a year when the Company had a very high
level of field activity and a record number of
employees. 11 wells and four drill holes were drilled
and 1861 kilometres of seismic line were shot,
along with geological expeditions.

This achievement, combined with a Total
Recordable Injury Frequency Rate (TRIFR) fulfils
the overall target set for the Group. The 2011 Health
and Safety Plan also focused on safety on the road
through Driving Safety Campaigns and regular
vehicle inspections. Over 3,000,000 vehicle
kilometres were recorded without a major accident.

The Company is committed to ensuring that the
high standards and best practices of the HSE

Management System are adhered to by its
contractors and sub-contractors. As a result of
this policy the Petro Matad HSE team conducted
a high level HSE Management System Audit of its
drilling contractor, DQE International (DQE)
covering all aspects of their activities. The
purpose of the audit was to:

=  Evaluate DQE drilling operations in terms of

HSE standards and procedures
= Review the DQE HSE system and their practicality
= Evaluate the effectiveness of the

implementation of the DQE's HSE Plan when
compared and integrated with the Petro
Matad HSE Management System.

Commitment to Environment

Petro Matad is committed to conserving and
protecting the environment in the areas in
which it operates. The Company achieves this
through:

= Adhering to state-approved environmental
impact assessment plans and all Mongolian
environmental legislation

= Ensuring adequate awareness training is
conducted for Petro Matad staff and contractors

and local communities in areas of operation
= Adherence to standard international

environmental protection practices, such as
the guidelines published by the World Bank
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HEALTH SAFETY AND ENVIRONMENT (CONTINUED)

= The development of, and adherence to, an

environment management system
=  Constant and consistent research into new

environmental protection practices

=  Ensuring all preventive, mitigation and
restoration measures are strictly adhered to
by all Petro Matad staff and contractors

The Environmental Policy adopted by Petro Matad
underlines the management's commitment to the
protection of the environment. This is achieved by
the adoption of sound practices such as preventing
or minimising disturbances or negative impact on
the environment through improved waste
management, controlled use of water resources
and fuels, spill prevention practices and
environmental awareness training for its
employees. Petro Matad has successfully restored
and reclaimed most of the drill sites and did not
require the services of external service companies
or chemicals for the reclamation. Those not yet
fully restored are being worked upon in the
prescribed manner. The reclaimed drill sites and
other restoration activities have been inspected and
accepted by the appointed Governmental
environmental inspectors.

Spills

It is Petro Matad's highest priority to prevent oil and
chemical spills during its operations. This is achieved
through the implementation of risk assessment
programmes and the adoption of various preventive
measures. The Company's environmental team
ensures that spill clean up material (spill kit) and
suitable personal protective equipment are always
available and stored at each site.

Waste Management

Petro Matad adopted a Waste Management
Strategy to ensure that waste disposals follow
best practice and standards. The Petro Matad
Waste Management Plan identifies all wastes
that can potentially damage human health
and/or the environment, and involves
implementing special controls for the safe
handling and disposal of such wastes. The
Company strives to reduce or eliminate the
generation of waste from its operations
through reusing and recycling/recovering
materials in an economic and environmentally
responsible manner, and in compliance with
local authority regulations. The minimisation of
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the volume or relative toxicity of liquid or solid
wastes is applied to the extent practicable.
Moreover, best practice procedures are applied
in segregation, collection and transportation of
wastes. Waste generated is clearly labelled and
identified when stored and transported. As a
general rule, different waste types are not
mixed during storage except when their
methods of disposal are similar and special
caution is used for hazardous wastes, keeping
the incompatible materials segregated from
each other. Storage areas for waste are
designed to retain spills and leakages so as to
avoid the contamination of land and
groundwater resources.

Air Quality

As one of the 2011 environmental initiatives,
Petro Matad committed to studying the
estimated emissions into the air caused by the
consumption of fuel. The analysis aimed to
compare the emission factors with emission
parameters used by the local and international
regulatory standards in order to identify reliable
and accurate emission coefficients to be used for
future emission estimations.

Maintaining Biodiversity

Petro Matad also aims to maintain and conserve
biodiversity across areas of the Company's
operations through collaboration with its
subcontractors and local authorities, and
through ensuring that the disturbance on various
species of flora and fauna is prevented or
minimised, especially in areas of critical habitats.
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Through meaningful
engagement with
communities, we identify
opportunities to make
contributions that are
beneficial to all
stakeholders.



CORPORATE SOCIAL RESPONSIBILTY

At Petro Matad, we are aware of the social
impact of our operations and have developed and
adopted a Social Action Plan (SAP) to contribute
to the social developments of communities
located near and impacted by our exploration and
drilling activities in Blocks IV, V and XX. We
believe that operating openly and transparently in
the community is integral to developing and
maintaining positive relationships.

Through meaningful engagement with
communities, we identify opportunities to make
contributions that are beneficial to all
stakeholders. Company representatives meet
frequently with the local authorities and strive to
educate the community on oil exploration, as well
as our planned activities and the possible impact
on their community. The Company emphasises
the delivery of meaningful assistance to
communities.  Our social development policies
are focused on the quality and comfort of local
community life through the support of local
development plans, rather than through
providing temporary reliefs.

Block XX is located in eastern Mongolia and
covers Matad Soum' of Dornod Aimag® and
Erdenetsagaan Soum of Sukhbaatar Aimag. In
201, we spent a total of MNT34million
(equivalent to approximately USD25,000) in the
region. This included the purchase and installation
of playgrounds in Matad and Erdenetsagaan
Soums, the provision of a laptop and a printer to
the Sukhbaatar Aimag Police Department and the
provision of assistance to the Dornod Emergency
Office Branch for the organisation of a drilling
competition in the eastern region of Mongolia.

Petro Matad, through its subsidiary, Central Asian
Petroleum Corporation Limited was successfully
granted the Production Sharing Contracts on
Blocks IV and V in July 2009. The two blocks
currently cover over 50,000km’ in area and
spread over 3 Aimags (Uvurkhangai,
Bayankhongor and Gobi-Altai) and 19 Soums. In
the Soums where our operations are
concentrated, we have established Community
Reference Groups consisting of local citizen
representatives, environmental officers, officers
from other authorities (such as the police force)
and other stakeholders (such as business
representatives), as well as the Petro Matad
Community Relations officers, in order to
meaningfully engage with the communities.

PETRO MATAD ANNUAL REPORT 2011

44

Petro Matad receives requests for assistance towards
projects and developments through the Community
Reference Groups, or through local assistance request
forms. The Company carefully considers and selects
projects that are consistent with our SAP. In 2011,
Petro Matad spent a total of MNT63million
(equivalent to approximately USD47,000) in the 3
Aimags and 15 Soums covered by Blocks IV and V on
projects which aimed to reduce poverty, as well as
improve education, health awareness and the
protection of the environment.

Improving Health Awareness

In 2011, the Government of Mongolia conducted
a campaign to improve public physical training
and social health. Bearing this in mind, Petro
Matad implemented the following projects through
its SAP:

= The establishing of a fully equipped gym in
the Guchin-Us Soum of Uvurkhangai Aimag
and the Immigration Office of Mongolia in

Ulaanbaatar;
= The provision of an ultrasound apparatus to

Tugrug Soum Hospital of Uvurkhangai Aimag;
®= The provision of medication, anesthetics,

medical supplies and dental care equipment
for the treatment of children at the Biger
Soum Hospital of Uvurkhangai Aimag.

Improving Education

Petro Matad has implemented a significant
number of projects in an effort to improve
education and encourage information sharing,
providing the following:

= A laptop, a printer, a projector, tables and
chairs to facilitate the creation of an anti-
crime centre at the Bogd Soum Police
Department in Bayankhongor Aimag;

® Tables, chairs, computers, a printer and a
television to the new recreational, media and
learning room of the Bayan-Ovoo Soum
school's dormitory in Bayankhongor Aimag;

= Personal computers to the ecology studies
room of Bumbugur Soum's Youth
Development Centre in Bayankhongor Aimag;

= A laptop, a printer and a projector to the
medical information sharing room of
Nariinteel Soum's hospital in Uvurkhangai Aimag;

= New seating for the new Cultural Palace in
Khairkhandulaan Soum in Uvurkhangai Aimag;

= A new playground for Bayangol Soum's
kindergarten in Uvurkhangai Aimag

' A "Soum” is a sub-province of an Aimag.

An "Aimag” is a Mongolian province.
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Environmental Protection

Petro Matad assisted in the cleaning up of a
dumpsite in Batsagaan Soum in Bayankhongor
Aimag and Baruunbayan-Ulaan Soum in
Uvurkhangai Aimag to protect the environment,
as well as the health of the community. The
Company also fenced off the seabuckthorn
plantation in Buutsagaan Soum of Bayankhongor
Aimag in an effort to protect it from livestock
and humans.  There are currently on-going
projects to protect the water spring from
sandstorm pollution in Jinst Soum of
Bayankhongor Aimag and to prevent a water
wellhead from freezing in winter in Chandmani
Soum in Gobi-Altai Aimag.

Reducing Poverty and Improving Lives

New furniture was provided to replace ancient
furniture of Baruunbayan-Ulaan Soum's
administration office in Uvurkhangai Aimag in
order to improve the working environment of
public servants serving the community. Petro
Matad also provided gers (Mongolian tents) to 5
single-mother families who were homeless and
suffering from poverty.

Apart from working with the local communities,
Petro Matad also assisted in the publication of
‘Petroleum Drilling Machinery and Mechanism’
textbooks, used as educational, teaching material
at the Mongolian Science and Technology University

and in the renovation of the classrooms dedicated
to the Geology and Petroleum Engineering
faculty at the University.

Petro Matad committed to awarding scholarships
to students studying Geology and Petroleum
Engineering at the National University of
Mongolia and the Mongolian Science and
Technology University. Scholarships vary from
MNT 500,000 to MNT 1 million (equivalent to
approximately USD380 to USD760) per student
which are contributed towards their tuition fees.
To date, we have awarded a total of MNT
80.6million (equivalent to approximately
USD61,000) to 128 students.

We are also committed to providing employment
and career development opportunities to citizens
of local communities where we operate. Besides
offering part time positions to employees at our
camp on Block XX, we have offered internships in
Ulaanbaatar to university students studying in
various fields. The internship positions are
offered to students who are originally from the
Aimags in which Petro Matad operates. To date,
we have offered internship positions to 11 students
in our Accounting, Community Relations, Drilling
and Environmental departments and onsite on
Block XX. The interns successfully completed their
internships and some students have subsequently
been offered full time employment with our
Group companies.




REMUNERATION
REPORT
(UNAUDITED)




The Board of Directors of the Company has appointed a Remuneration Committee for the purposes of
establishing a framework for setting and maintaining remuneration at appropriate levels in the Group.

The Remuneration Committee has been comprised of the following members during the year and until the
date of this report.

Janchiv Oyungerel (retired as Chairperson 19 March 2012)

Gordon Leonard Toll (resigned 27 January 2012)

John Campbell Robertson (resigned 12 March 2012)

Philip Arthur Vingoe (appointed a member & Chairperson 19 March 2012)
David Daniel Skeels (appointed 19 March 2012)

The Committee's objective is to meet at least twice a year and as at such other times as the Committee
Chairperson shall require in accordance with the formal “Terms of Reference for the Remuneration
Committee” approved by the Board of Directors on 24 April 2008.

Remuneration Policy

The Committee determines and agrees with the Board on behalf of the shareholders the broad policy for the
remuneration of the Company's Chairman, the Chief Executive of the Company, the executive directors and
such other members of the executive management as it is designated to consider. No director or manager is
involved in any decisions as to their own remuneration.

In determining the policy, the Committee takes into account all factors which it deems necessary. The
objective of such policy is to ensure that members of the management of the Group are provided with
appropriate incentives to encourage enhanced performance and are, in a fair and responsible manner,
rewarded for their individual contributions to the success of the Group.

The Committee approves the design of, and determine targets for, any performance related pay schemes
operated by the Group and approve the total annual payments made under such schemes.

The Committee approves the design of all share incentive plans for approval by the Board and shareholders.
For any such plans, the Committee determines each year whether awards will be made, and if so, the overall
amount of such awards, the individual awards to any executive directors and other senior executives and the
performance targets to be used.

The Committee determines the policy for, and scope of, pension arrangements for any executive directors
and other senior executives. Currently the Group has not adopted any policy for pension arrangements.

The Committee ensures that contractual terms on termination of employment of any executive directors, and
any payments made, are fair to the individual, and the Group, that failure is not rewarded and that the duty
to mitigate loss is fully recognised.

Within the terms of the agreed policy and in consultation with the Chief Executive as appropriate, the
Committee determines the total individual remuneration package of each executive director including
bonuses, incentive payments and share options or other share awards.

In determining such packages and arrangements, the Committee gives due regard to any relevant legal
requirements, the provisions and recommendations in the UK Corporate Governance Code and the London
Stock Exchange's AIM Rules for Companies and associated guidance. The Committee also gives due
consideration to pay and employment conditions elsewhere in the Group.

The Committee reviews up-to-date remuneration information on companies of a similar size in a comparable
industry sector, as well as on other companies within the same group as the Group and ensures that
automatic increases are not implemented without considering relative performance and judging the
implications carefully.
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REMUNERATION REPORT (UNAUDITED)

The Committee reviews and notes annually the remuneration trends across the Group.

The Committee is aware of and oversee any major changes in employee benefit structures throughout the
Group.

The Committee ensures that all provisions regarding disclosure of remuneration, including pensions, are
fulfilled.

The Committee is exclusively responsible for establishing the selection criteria, selecting, appointing and
setting the terms of reference for any remuneration consultants who advise the Committee, and for
obtaining reliable, up-to-date information about remuneration in other companies. The Committee has full
authority to commission any reports or surveys which it deems necessary to help it fulfil its obligations.

The Committee gives guidance to the executive management in setting the levels of remuneration for the
Group.

The Committee reviews the ongoing appropriateness and relevance of the remuneration policy.
Long Term Equity Incentive Plan

The Group provides long term incentives to employees (including executive directors), non-executive directors
and consultants through the Group's Plan based on the achievement of certain performance criteria. The Plan
provides for share awards in the form of options and conditional Performance Share Awards. The incentives are
awarded at the discretion of the Board, or in the case of executive directors, the Remuneration Committee of the
Board, who 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.

Options may be exercised, subject only to continuing service, during such period as the Board may determine.

Performance Share Awards shall vest subject to continuing service and appropriate and challenging
performance conditions determined by the Remuneration Committee relating to the overall performance of
the Group.

(a) Details of Directors

The names of the Company's directors, having authority and responsibility for planning, directing and
controlling the activities of the Group, in office during the year and until the date of this report are as below:

The directors were in office for this entire year unless otherwise stated.

Directors

Gordon Leonard Toll Non-executive Co-Chairperson  Resigned 27 January 2012
Janchiv Oyungerel Non-executive Co-Chairperson  Appointed Chairperson on 27 January 2012
Douglas John McGay Chief Executive Officer

Clyde Robert Evans Chief Financial Officer

John Campbell Robertson ~ Non-executive Director Resigned 12 March 2012
Davaadorj Sarangua Non-executive Director Resigned 12 March 2012
Mary Ellen Collins Non-executive Director

Davaanyam Enkhchimeg Non-executive Director Resigned 20 May 2011
Davaanyam Enkhmaa Non-executive Director Appointed 20 May 2011
David Daniel Skeels Non-executive Director Appointed 12 March 2012
Philip Arthur Vingoe Non-executive Director Appointed 12 March 2012
George Edward Watkins Non-executive Director Appointed 12 March 2012
Tuul Amarzul Executive Director Appointed 19 March 2012

On 16 April 2012, Clyde Robert Evans retired as Chief Financial Officer, while continuing on in a role as a Non-
executive Director. John Rene Henriksen was appointed Chief Financial Officer on the same date.
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(b) Compensation of Directors

Consolidated Parent
31Dec 2011  31Dec2010 31 Dec 2011 31 Dec 2010
Note USD$’000 USD$'000 USD$’000 USD$'000
Short term employee benefits 939 663 874 602
Post-employment benefits - - - -
Share based payment expense 1,015 944 1,015 934
1,954 1,607 1,889 1,536
Consolidated Parent

31 Dec 2011 31 Dec 2010 31 Dec 2011 31 Dec 2010
Note USD$°000 USD$'000 USD$’000 USD$'000

Directors
Gordon Leonard Toll 64 52 64 52
Janchiv Oyungerel 64 47 64 47
Douglas John McGay 356 263 291 202
Clyde Robert Evans 288 214 288 214
John Campbell Robertson 48 32 48 32
Davaadorj Sarangua 48 32 48 32
Mary Ellen Collins 22 - 22 -
Davaanyam Enkhchimeg 19 23 19 23
Davaanyam Enkhmaa 30 - 30 -
Total 939 663 874 602

The short-term employment benefits were paid to directors and associated entities of the directors.

Directors’ compensation includes consultancy service payments of $290,748 (2010: $202,278) paid to a
company associated with Douglas John McGay and consultancy service payments of $123,420 (2010:
$91,605) paid to a company associated with Clyde Robert Evans.

Mary Ellen Collins, who serves as a non-executive director to the Company under the nomination of the
European Bank for Reconstruction and Development (“EBRD"), commenced receiving remuneration from the
Company from 15 July 2011. Before 15 July 2011, Ms Collins was paid a fee by EBRD for her role, and under
those arrangements, the Company is not required to reimburse EBRD for Ms Collins' services.

Directors are not entitled to any termination or retirement benefits.

(c) Shareholdings of Directors and their related parties

Balance as Acquired Balance as
at and Options at

For the year ended 31 December 2010 01-Jan-10 (Disposed) Exercised 31-Dec-10
Directors
Gordon Leonard Toll 5,102,501 - - 5,102,501
Janchiv Oyungerel 6,335,000 - 125,000 6,460,000
Douglas John McGay 5,750,000 (1,950,000) 175,000 3,975,000
Clyde Robert Evans 3,782,377 200,000 - 3,982,377
John Campbell Robertson 150,000 200,000 - 350,000
Davaadorj Sarangua - - 75,000 75,000
Mary Ellen Collins - - - -
Davaanyam Enkhchimeg 200,000 2,350,000 - 2,550,000
Total 21,319,878 800,000 375,000 22,494,878
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Balance as Acquired Balance as
at and Options at

For the year ended 31 December 2011 01-Jan-11 (Disposed) Exercised 31-Dec-11
Directors
Gordon Leonard Toll 5,102,501 - - 5,102,501
Janchiv Oyungerel 6,460,000 - 125,000 6,585,000
Douglas John McGay 3,975,000 (175,000) 175,000 3,975,000
Clyde Robert Evans 3,982,377 - 200,000 4,182,377
John Campbell Robertson 350,000 - - 350,000
Davaadorj Sarangua 75,000 - 75,000 150,000
Mary Ellen Collins - - - -
Davaanyam Enkhchimeg 2,550,000 - 25,000 2,575,000
Davaanyam Enkhmaa - - - -
Total 22,494,878 (175,000) 600,000 22,919,878

Al transactions with directors other than those arising from the exercise of options have been entered into under
terms and conditions no more favourable than those the entity would have adopted if dealing at arm's length.

Pursuant to the definition of Director's Family within AIM Rules for Companies, the respective holdings of
Janchiv Oyungerel and Petrovis LLC ("Petrovis”) are aggregated on account of Janchiv Oyungerel's
shareholding of over 20% in Petrovis. The holdings as set out above are the direct interests of Janchiv
Oyungerel. However, when applying AIM Rules for Companies, the holdings of Petrovis and Janchiv
Oyungerel are treated on an aggregated basis and the aggregated holding is treated as a Director's interest.

(d) Options holdings of Directors

Balanceas  Granted Balance as  Not Vested &

For the year ended a as Options Options at Not Vested &
31 December 2010 01-Jan-10 Remuneration Exercised Lapsed 31-Dec-10  Exercisable  Exercisable
Directors

Gordon Leonard Toll 500,000 175,000 - - 675,000 550,000 125,000
Janchiv Oyungerel 500,000 225,000  (125,000) - 600,000 600,000 -
Douglas John McGay 700,000 550,000  (175,000) - 1,075,000 1,075,000 -
Clyde Robert Evans 400,000 400,000 - - 800,000 700,000 100,000
John Campbell Robertson 300,000 150,000 - - 450,000 375,000 75,000
Davaadorj Sarangua 300,000 100,000 (75,000) - 325,000 325,000 -
Mary Ellen Collins - 125,000 - - 125,000 125,000 -
Davaanyam Enkhchimeg - 100,000 - - 100,000 100,000 -
Total 2,700,000 1,825,000 (375,000) - 4,150,000 3,850,000 300,000

Balance as Granted Balance as  Not Vested &

For the year ended at as Options Options at Not Vested &
31 December 2011 01-Jan-11  Remuneration Exercised Lapsed 31-Dec-11  Exercisable  Exercisable
Directors

Gordon Leonard Toll 675,000 - - - 675,000 242,250 432,750
Janchiv Oyungerel 600,000 - (125,000) - 475,000 275,750 199,250
Douglas John McGay 1,075,000 - (175,000) - 900,000 543,500 356,500
Clyde Robert Evans 800,000 - (200,000) - 600,000 368,000 232,000
John Campbell Robertson 450,000 - - - 450,000 175,500 274,500
Davaadorj Sarangua 325,000 - (75,000) - 250,000 142,000 108,000
Mary Ellen Collins 125,000 - - - 125,000 83,750 41,250
Davaanyam Enkhchimeg 100,000 - - (100,000) - - -
Davaanyam Enkhmaa - 150,000 - - 150,000 150,000 =
Total 4,150,000 150,000 (575,000) (100,000) 3,625,000 1,980,750 1,644,250

Davaanyam Enkhchimeg's holdings lapsed subsequent to her resignation on 20 May 2011.
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(e) Performance Share Awards holdings of Directors

Balanceas  Granted Balance as  Not Vested &

For the year ended at as Awards Awards at Not Vested &
31 December 2010 01-Jan-10 Remuneration Exercised Lapsed 31-Dec-10  Exercisable  Exercisable
Directors

Gordon Leonard Toll 250,000 175,000 - - 425,000 425,000 -
Janchiv Oyungerel 250,000 225,000 - - 475,000 475,000 -
Douglas John McGay 350,000 250,000 - - 600,000 600,000 -
Clyde Robert Evans 200,000 200,000 - - 400,000 400,000 -
John Campbell Robertson 150,000 150,000 - - 300,000 300,000 -
Davaadorj Sarangua 150,000 100,000 - - 250,000 250,000 -
Mary Ellen Collins - 125,000 - - 125,000 125,000 -
Davaanyam Enkhchimeg - 100,000 - - 100,000 100,000 -
Total 1,350,000 1,325,000 - - 2,675,000 2,675,000 -

Balance as  Granted Balance as  Not Vested &

For the year ended at as Awards Awards at Not Vested &
31 December 2011 01-Jan-11  Remuneration Exercised Lapsed 31-Dec-11  Exercisable  Exercisable
Directors

Gordon Leonard Toll 425,000 - - - 425,000 425,000 -
Janchiv Oyungerel 475,000 - - - 475,000 475,000 -
Douglas John McGay 600,000 - - - 600,000 600,000 -
Clyde Robert Evans 400,000 - - - 400,000 400,000 -
John Campbell Robertson 300,000 - - - 300,000 300,000 -
Davaadorj Sarangua 250,000 - - - 250,000 250,000 -
Mary Ellen Collins 125,000 - - - 125,000 125,000 -
Davaanyam Enkhchimeg 100,000 - (25,000) (75,000) - - -
Davaanyam Enkhmaa - 150,000 - - 150,000 150,000 -
Total 2,675,000 150,000 (25,000) (75,000) 2,725,000 2,725,000 -

75,000 of Davaanyam Enkhchimeg's holding lapsed subsequent to her resignation on 20 May 2011.
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STATEMENT OF
COMPREHENSIVE INCOME

FOR THE YEAR ENDED 31 DECEMBER 2011

Consolidated Parent

31Dec2011  31Dec2010  31Dec 2011 31 Dec 2010
Note UsD$’000 USD$'000 USD$’000 USD$'000

Continuing operations

Revenue
Interest income 4(a) 1,385 48 95 1
1,385 48 95 1
Expenditure
Consultancy fees 199 104 189 86
Depreciation and amortisation 174 56 27 13
Employee benefits expense 4(b) 9,892 4,110 6,173 3,578
Exploration and evaluation expenditure 4(c) 27,807 9,579 - 4
Other expenses 4(d) 2,912 2,278 662 895
Loss from continuing operations before income tax (39,599) (16,079) (6,956) (4,575)
Income tax expense/(benefit) 5 - - - -
Loss from continuing operations after income tax (39,599) (16,079) (6,956) (4,575)
Net (loss) for the year (39,599) (16,079) (6,956) (4,575)
Other comprehensive income
Exchange rate differences on translating foreign operations (609) (68) - -
Other comprehensive loss for the year, net of income tax (609) (68) - -
Total comprehensive loss for the year (40,208) (16,147) (6,956) (4,575)
Loss attributable to owners of the parent (39,599) (16,079) (6,956) (4,575)
Total comprehensive loss attributable to owners of the parent (40,208) (16,147) (6,956) (4,575)
Loss per share (cents per share)
Basic and diluted loss per share 6 21.5 10.5 - -

The above Statement of Comprehensive Income should be read in conjunction with the accompanying notes.
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STATEMENT OF
FINANCIAL POSITION

AS AT 31 DECEMBER 2011

Consolidated Parent
31Dec2011 31Dec2010 31Dec2011 31 Dec 2010

Note USD$’000 USD$'000 USD$°000 USD$'000
ASSETS
Current Assets
Cash and cash equivalents 7 15,477 51,690 796 29,063
Trade and other receivables 8 316 88 - -
Prepayments and other assets 9 729 354 5 6
Total Current Assets 16,522 52,132 801 29,069
Non-Current Assets
Trade and other receivables 8 - - 68,632 42,574
Exploration and evaluation assets 10 15,275 15,275 - -
Property, plant and equipment 11 1,149 450 59 67
Investment in subsidiaries 12 - - 19,163 19,163
Total Non-current assets 16,424 15,725 87,854 61,804
TOTAL ASSETS 32,946 67,857 88,655 90,873
LIABILITIES
Current Liabilities
Trade and other payables 18 1,952 1,421 99 127
Annual leave provision 24 - 24 -
Total Current Liabilities 1,976 1,421 123 127
TOTAL LIABILITIES 1,976 1,421 123 127
NET ASSETS 30,970 66,436 88,532 90,746
EQUITY
Equity attributable to owners of the parent
Issued capital 14 97,187 95,466 97,380 95,659
Reserves 15 6,232 3,900 6,154 3,213
Accumulated losses (72,449) (32,930) (15,002) (8,126)
TOTAL EQUITY 30,970 66,436 88,532 90,746

The above Statement of Financial Position should be read in conjunction with the accompanying notes.

PETRO MATAD ANNUAL REPORT 2011

53



STATEMENT OF
CASH FLOWS

FOR THE YEAR ENDED 31 DECEMBER 2011

Consolidated Parent

31Dec 2011  31Dec2010  31Dec 2011 31 Dec 2010
Note UsD$’000 USD$'000 USD$’000 USD$'000

Cash flows from operating activities

Payments to suppliers and employees (36,475) (13,390) (2,623) (2,881)
Interest received 1,385 48 95 1
Net cash flows used in operating activities 7 (35,090) (13,342) (2,528) (2,880)
Cash flows from investing activities

Purchase of property, plant and equipment (873) (307) (19) (67)
Loans to related parties - - (26,581) (32,972)
Proceeds from loans to related parties - - 523 3,342
Net cash flows used in investing activities (873) (307) (26,077) (29,697)
Cash flows from financing activities

Proceeds from issue of shares 14 303 61,960 303 61,960
Capital raising costs - (1,518) - (1,518)
Net cash flows from/(used in) financing activities 303 60,442 303 60,442
Net increase/(decrease) in cash and cash equivalents (35,660) 46,793 (28,302) 27,865
Cash and cash equivalents at beginning of the year 51,690 5,215 29,063 1,198
Net foreign exchange differences (553) (318) 35 -
Cash and cash equivalents at the end of the year 7 15,477 51,690 796 29,063

The above Statement of Cash Flows should be read in conjunction with the accompanying notes.
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STATEMENT OF
CHANGES IN EQUITY

FOR THE YEAR ENDED 31 DECEMBER 2011

Consolidated

Attributable to equity holders of the parent

Issued  Accumulated  Other reserves
capital Losses Note 15 Total
Note USD$'000 USD$'000 USD$'000 USD$'000
As at 1 January 2010 35,115 (16,851) 1,766 20,030
Net loss for the year - (16,079) - (16,079)
Other comprehensive income - - (68) (68)
Total comprehensive loss for the year - (16,079) (68) (16,147)
Issue of share capital 14 61,960 - - 61,960
Cost of capital raising 14 (1,609) (1,609)
Share-based payments 15& 16 - - 2,202 2,202
As at 31 December 2010 95,466 (32,930) 3,900 66,436
Net loss for the year - (39,599) - (39,599)
Other comprehensive income - - (609) (609)
Total comprehensive loss for the year - (39,599) (609) (40,208)
Issue of share capital 14 303 - - 303
Cost of capital raising 14 - -
Share-based payments 14,15 & 16 1,418 80 2,941 4,439
As at 31 December 2011 97,187 (72,449) 6,232 30,970

Parent
Attributable to equity holders of the parent

Issued  Accumulated  Other reserves
capital Losses Note 15 Total
Note USD$'000 USD$'000 USD$'000 USD$'000
As at 1 January 2010 35,308 (3,551) 1,011 32,768
Net loss for the year - (4,575) - (4,575)
Other comprehensive income - - - -
Total comprehensive loss for the year - (4,575) - (4,575)
Issue of share capital 14 61,960 - - 61,960
Cost of capital raising 14 (1,609) - - (1,609)
Share-based payments 15 & 16 - - 2,202 2,202
As at 31 December 2010 95,659 (8,126) 3,213 90,746
Net loss for the year - (6,956) - (6,956)
Other comprehensive income - - - -
Total comprehensive loss for the year - (6,956) (6,956)
Issue of share capital 14 303 - - 303
Cost of capital raising 14 - - - -
Share-based payments 14,15 & 16 1,418 80 2,941 4,439
As at 31 December 2011 97,380 (15,002) 6,154 88,532

The above Statement of Changes in Equity should be read in conjunction with the accompanying notes.
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1 Corporate information

The financial report of Petro Matad Limited (“Company”) for the year ended 31 December 2011 was
authorised forissue in accordance with a resolution of the directors on 26 June 2012.

This financial report presents the consolidated results and financial position of Petro Matad Limited and its
subsidiaries (together, the “Group”).

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

2 Summary of significant accounting policies

(a) Basis of preparation

This financial report complies with Australian Accounting Standards (“AAS”) as issued by the Australian
Accounting Standards Board ("AASB") and International Financial Reporting Standards (“IFRS") as issued by
the International Accounting Standards Board.

This financial report has been prepared on a historical cost basis, except where otherwise stated.
(b) Statement of compliance

This general purpose financial report has been prepared in accordance with the requirements of all applicable
AAS and Australian Accounting Interpretations and other authoritative pronouncements of the AASB that
have a material effect. IFRS form the basis of the AAS adopted by the AASB. Compliance with AAS ensures
that the financial statements and notes to the financial statements comply with IFRS. No other applicable
Accounting Standards or other authoritative pronouncements of the AASB have been applied.

Certain AAS and Australian Accounting Interpretations have recently been issued or amended but are not yet
effective. These standards have not been adopted by the Group for the year ended 31 December 2011 and
would not have a material effect on the Group's current accounting policies.

(c) Basis of consolidation
The consolidated financial statements comprise the financial statements of the Group as at 31 December each year.

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.

Investments in subsidiaries held by Petro Matad Limited are accounted for at cost less any impairment in the
separate financial statements of the parent entity. Dividends received from subsidiaries are recorded as a
component of other revenues in the separate statement of comprehensive income of the parent entity, and
do not impact the recorded cost of the investment.

A change in the ownership interest of a subsidiary that does not result in a loss of control is accounted for as
an equity transaction.
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

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.

(d) Foreign currency translation

Functional and presentation currency
Both the functional and presentation currency of Petro Matad Limited is United States Dollars (“USD"). The

Cayman Island and Isle of Man subsidiaries’ functional currency are USD. The Mongolian subsidiaries’ functional
currency is Mongolian Tugriks (“MNT") which is then translated to the presentation currency, USD.

Transactions and balances

Transactions in foreign currencies are initially recorded in the functional currency by applying the exchange
rates ruling at the date of the transaction. Monetary assets and liabilities denominated in foreign currencies
are retranslated at the rate of exchange ruling at the reporting date.

Non-monetary items that are measured in terms of historical cost in a foreign currency are translated using
the exchange rate as at the date of the initial transaction. Non-monetary items measured at fair value in a
foreign currency are translated using the exchange rates at the date when the fair value was determined.

Exchange differences are recognised in profit or loss in the period in which they arise except for:

= Exchange differences on transactions entered into to hedge certain foreign currency risks; and
= Exchange differences on monetary items receivable from or payable to a foreign operation for which

settlement is neither planned nor likely to occur (therefore forming part of the net investment in the
foreign operation), which are recognises initially in other comprehensive income and reclassified from
equity to profit or loss on disposal or partial disposal on the net investment.

Translation of subsidiaries’ functional currency to presentation currency
The results of the Mongolian subsidiaries are translated into USD (presentation currency) as at the date of

each transaction. Assets and liabilities are translated at exchange rates prevailing at the reporting date.

Exchange differences resulting from the translation are recognised in other comprehensive income and
accumulated in the foreign currency translation reserve in equity.

On consolidation, exchange differences arising from the translation of the net investment in Mongolian
subsidiaries are recognised in other comprehensive income and accumulated in the foreign currency translation
reserve. If a Mongolian subsidiary was sold, the proportionate share of exchange difference would be transferred
out of equity and recognised in profit and loss in the statement of comprehensive income.

(e) Cash and cash equivalents

Cash and short-term deposits in the statement of financial position comprise cash at bank and in hand and
short-term deposits with an original maturity of three months or less.

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

(f) Trade and other receivables

Trade receivables, which generally have 30-60 day terms, are recognised initially at fair value and subsequently
measured at amortised cost using the effective interest method, less an allowance for impairment.

Collectability of trade receivables is reviewed on an ongoing basis. An impairment provision is recognised
when there is objective evidence that the Group will not be able to collect the receivable. Objective evidence
of impairment includes financial difficulties of the debtor, default payments or debts more than 60 days
overdue. The amount of the impairment loss is the amount by which the receivable carrying value exceeds the
present value of the estimated future cash flows, discounted at the original effective interest rate.
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(g) Plant and equipment
Plant and equipment is stated at historical cost less accumulated depreciation and any impairment in value.

Depreciation is calculated on a straight-line basis over the estimated useful life of the asset and is currently
estimated to be an average of 6.5 years.

The assets' residual values, useful lives and amortisation methods are reviewed, and adjusted if appropriate,
at each financial year end.

Derecognition
An item of property, plant and equipment is derecognised upon disposal or when no further future economic

benefits are expected from its use or disposal.
(h) Exploration and evaluation expenditure

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

(i) 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.

(j) Impairment of tangible and intangible assets other than goodwill

At each reporting date, the Group assesses whether there is any indication that tangible and intangible assets
may be impaired. Where an indicator of impairment exists, the Group makes a formal estimate of
recoverable amount for each asset or cash generating unit to determine the extent of the impairment loss (if
any). Where the carrying amount of an asset (or cash-generating unit) 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.

Where an impairment loss subsequently reverses, the carrying amount of the asset (or cash-generating unit)
is increased to the revised estimate of its recoverable amount, but so that the increased carrying amount does
not exceed the carrying amount that would have been determined had no impairment loss been recognised
for the asset (or cash-generating unit) in prior years. A reversal of an impairment loss is recognised
immediately in profit or loss, unless the relevant asset is carried at a revalued amount, in which case the
reversal of the impairment loss is treated as a revaluation increase.

Impairment review for deferred exploration and evaluation assets 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;
= Titletoassetis compromised;

= Variations in prices that render the project uneconomic; and

= Variations in the currency of operation.
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(k) Trade and other payables

Trade and other payables are carried at amortised cost and due to their short term nature are not discounted.
They represent liabilities for goods and services provided to the Group prior to the end of the financial year
that are unpaid and arise when the Group becomes obliged to make future payments in respect of the
purchase of these goods and services. The amounts are unsecured and are usually paid within 30 days of
recognition.

() Interest-bearing loans and borrowings

Allloans 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 profit and loss in the statement of comprehensive income 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.

(m) 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.

The amount recognised as a provision is the best estimate of the consideration required to settle the present
obligation at the end of the reporting period, taking into account the risks and uncertainties surrounding 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.
(n) 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.

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 statement of comprehensive income on a
straight-line basis over the lease term.
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(o) Contributed equity

Ordinary shares are classified as equity. Incremental costs directly attributable to the issue of new shares or
options are shown in equity as a deduction, net of tax, from the proceeds.

(p) Revenue

Revenue is recognised to the extent that it is probable that the economic benefits will flow to the Group and
the revenue can be reliably measured. The following specific criteria must also be met before revenue is
recognised:

Sale of goods
Revenue is recognised when the significant risks and rewards of ownership of the goods have passed to the

buyer and can be measured reliably.

Interest revenue
Revenue is recognised on an accrual basis.

(9q) Share-based payment transactions

The Group provides to certain key management personnel share-based payments, whereby they 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 determining the fair value of the equity-settled transactions, no account is taken of any non-market based
vesting conditions.

The cost of equity-settled transactions is recognised as an expense on a straight-line basis, 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 the vesting
date reflects:

= the extent to which the vesting period has expired; and
= 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 the reporting date. The impact of the
revision of original estimates, if any, is recognised in profit or loss such that the cumulative expense reflects
the revised estimate, with a corresponding adjustment to equity reserves.

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.

(r) Borrowing costs
Borrowing costs are recognised as an expense when incurred.
(s) Income tax

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
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substantively enacted by the 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).

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 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.

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 Group
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.

Current and deferred tax for the year
Current and deferred tax is recognised as an expense or income in the statement of comprehensive income,

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.

(t) Earnings per share

Basic earnings per share is calculated as net profit attributable to owners of the parent, adjusted to exclude
any costs of servicing equity (other than dividends), divided by the weighted average number of ordinary
shares, adjusted for any bonus element.

Diluted earnings per share is calculated as net profit attributable to owners of the parent, adjusted for:

= Costs of servicing equity (other than dividends);
= The after tax effect of dividends and interest associated with dilutive potential ordinary shares that have

been recognised as expenses; and
= Other non-discretionary changes in revenues or expenses during the year that would result from the

dilution of potential ordinary shares, divided by the weighted average number of ordinary shares and
dilutive potential ordinary shares, adjusted for any bonus element.

(u) Comparatives figures

Where necessary, comparatives figures have been adjusted to conform to any changes in presentation in the
current year.

(v) Significant accounting judgments, estimates and assumptions

In applying the Group'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 Group. 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.
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Any revisions to accounting estimates are recognised in the period in which the estimate is revised if the
revision affects only that period, or in the period of the revision and future periods if the revision affects both
the current and future periods.

The following are the most critical estimates and judgments made by management in applying the accounting
policies and have the most significant effect on the amounts recognised in the financial statements.

Share -based payments

The Group measures the cost of equity settled transactions with directors and employees at the fair value of
the equity instruments at the date at which they are granted. The fair value is determined using a Black
Scholes model. One of the inputs into the valuation model is volatility of the underlying share price which is
estimated on the 3.5 year history of the share price and has been estimated in a range from 78 % to 220%
depending on the date of the option / award. The share price used in the valuation model is based on the
Company's share price at grant date of each option / award. The term of each option issued is 10 years,
whereas management have determined that awards will expire on 30 June 2028. To allow for the effects of
early exercise, it was assumed that executives and employees would exercise the options / awards at the
mid-point after the vesting date, but before expiry date.

Recovery of the exploration and evaluation assets
The ultimate recoupment of the exploration and evaluation assets is dependent upon successful development

and commercial exploitation or alternatively the sale of the respective areas of interest at an amount at least
equal to book value. At the point that it is determined that any capitalised exploration and evaluation
expenditure is not recoverable, it is written off.

3 Operating segments

Operating segments have been identified on the basis of internal reports of the Group that are regularly
reviewed by the chief operating decision maker in order to allocate resources to the segments and to assess
their performance.

The chief operating decision maker has been identified as the Board of Directors. On a regular basis, the
Board receives financial information on a consolidated basis similar to the financial statements presented in
the financial report, to manage and allocate their resources. Therefore, the Group has one operating segment
and geographical segment, being Mongolia; as such no separate disclosure has been provided.
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4 Revenues and expenses

Consolidated Parent
31Dec 2011  31Dec2010 31 Dec 2011 31 Dec 2010
Note UsD$’000 USD$'000 USD$’000 USD$'000
(a) Revenue
Interest Income 1,385 48 95 1
1,385 48 95 1
(b) Employee benefits expense
Included in employee benefits expense are the following:
Wages and Salaries 1,762 750 210 244
Directors' fees (including directors of affiliates) 329 212 295 186
Consultancy fees 3,362 946 1,229 946
Expense of share-based payments 4,439 2,202 4,439 2,202
9,892 4,110 6,173 3,578
(c) Exploration and evaluation expenditure
Exploration and evaluation expenditure relates to the following PSCs:
Block XX 19,333 7,593 - .
Blocks IV and V 8,474 1,982 - -
Other . 4 - 4
27,807 9,579 . 4
(d) Other expenses
Included in other expenses are the following:
Administration costs 2,426 1,625 381 418
Travel expenses 541 406 317 227
Foreign exchange (gains)/losses (55) 247 (36) 250
2,912 2,278 662 895
5 Income tax
Consolidated Parent
31Dec2011  31Dec2010 31 Dec2011 31 Dec 2010
Note USD$’000 USD$'000 USD$’000 USD$'000

Income tax recognised in the statement of comprehensive income:

Tax expense/(benefit) comprises:

Current tax expense/( benefit)

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

Total tax expense/(benefit) reported in the statement
of comprehensive income
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The prima facie income tax expense on pre-tax accounting profit/(loss) from continuing operations
reconciles to the income tax expense/(benefit) in the financial statements as follows:

Consolidated Parent

31Dec2011 31Dec2010 31 Dec 2011 31 Dec 2010
Note USD$’000 USD$'000 USD$’000 USD$'000

Net loss for the year 39,599 16,079 6,956 4,575
Income tax expense calculated at 10% (i) 3,960 1,608 696 457
Effect of different tax rates on entities in different jurisdictions (ii) (3,547) (1,168) (696) (457)
Change in unrecognised deferred tax assets (413) (440) - -

(i) The tax rate used in the above reconciliation is the corporate tax rate of 10% payable by Mongolian
corporate entities on taxable profits up to 3 billion MNT under Mongolian tax law.

(i) Petromatad Invest Limited and Capcorp are exempt of Mongolian corporate tax on profits derived from
the sale of oil under their PSC's and are subject to Cayman Islands income tax at a rate of 0%. As a
consequence, no provision for Mongolian corporate tax or Cayman Islands current tax or deferred tax
has been made in the Company's accounts in relation to them.

Petro Matad Limited is subject to Isle of Man income tax at a rate of 0%. As a consequence, no provision
for Isle of Man current tax or deferred tax has been made in the Company’s accounts.

6 Loss per share

The following reflects the income and share data used in the total operations basic and diluted loss
per share computations:

Consolidated

31 Dec 2011 31 Dec 2010
cents per share cents per share
Basic loss per share 21.5 10.5
Diluted loss per share 215 10.5
USD$’000 USD$'000
The loss and weighted average number of ordinary shares used

in the calculation of basic and diluted loss per share are as follows:
Net loss attributable to ordinary shareholders 39,599 16,079
Weighted average number of ordinary shares for the purposes of 183,995 153,558

basic and diluted loss per share

Share options and Performance Share Awards could potentially dilute basic loss per share in the
future, however they have been excluded from the calculation of diluted loss per share because
they are anti-dilutive for both years presented.

There have been further transactions involving ordinary shares since the reporting date and before
the completion of these financial statements, details of these can be found in Note 22 Events after
the reporting date.
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7 Cash and cash equivalents

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

Consolidated Parent
31Dec 2011 31Dec2010 31 Dec 2011 31 Dec 2010
Note USD$’000 USD$'000 USD$’000 USD$'000
Cash at bank and in hand 15,477 51,690 796 29,063
15,477 51,690 796 29,063

Cash at bank and in hand earns interest at fixed and floating rates based on prevailing bank rates, and the
fair value of the above cash and cash equivalents is $15,477,000 (2010: $51,690,000).

Note

Consolidated Parent

31Dec 2011 31Dec2010 31 Dec 2011 31 Dec 2010
USD$’000 USD$'000 USD$’000 USD$'000

Reconciliation from the net loss after tax to the net cash flows from operations:

Net loss after tax (39,599) (16,079) (6,956) (4,575)
Adjustments for:

Depreciation and amortisation 174 56 27 13
Share based payments 4,439 2,202 4,439 2,202
Unrealised foreign exchange (gains)/losses (55) -250 (35) -
Changes in assets and liabilities

(increase)/decrease in trade and other receivables (228) (54) - 32
(increase)/decrease in prepayments and other assets (375) (332) 1 (6)
(decrease)/increase in trade and other payables 554 615 (4) (546)
Net cash flows used in operating activities (35,090) (13,342) (2,528) (2,880)

Non-cash investing and financing activities

There were no non-cash investing or financing activities undertaken in the financial year or prior year.

8 Trade and other receivables

Consolidated Parent
31 Dec 2011 31 Dec2010 31 Dec 2011 31 Dec 2010
Note USD$’000 USD$'000 USD$’000 USD$'000
Current
Other debtors 316 88 - -
316 88 - -
Non-current
Related party receivables:
- loan to subsidiaries - - 68,632 42 574
. - 68,632 42,574

All amounts are recoverable and are not considered past due or impaired.

For terms and conditions of related party receivables, refer to Note 18.
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9 Prepayments and other assets

Consolidated Parent

31Dec 2011 31Dec2010 31 Dec 2011 31 Dec 2010
Note USD$’000 USD$'000 USD$’000 UsD$'000

Prepayments 262 41 5) 6
Other assets 467 313 - -
729 354 5 6

Other current assets are mainly comprised of consumables, including casing, mud and drilling materials
purchased for Block XX.

10 Exploration and evaluation assets

Consolidated Parent

31 Dec2011  31Dec2010 31 Dec 2011 31 Dec 2010
Note USD$’000 USD$'000 USD$’000 USD$'000

Exploration and evaluation assets 15,275 15,275 - -

15,275 15,275 - S

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

11 Property, plant and equipment

Consolidated Parent

31Dec 2011 31Dec2010 31 Dec 2011 31 Dec 2010
Note USD$’000 USD$'000 USD$’000 USD$'000

Plant and equipment at cost 1,360 540 80 76
Accumulated depreciation and impairment (211) (90) (21) 9)
1,149 450 59 67

Reconciliation of carrying amounts at the beginning and end of the year:

Consolidated Parent
Plant and Plant and
Equipment Total Equipment Total
USD$'000 USD$'000 USD$'000 USD$'000
As at 1 January 2009 (net of accumulated depreciation) 199 199 13 13
Additions 307 307 67 67
Disposals - - - -
Depreciation charge for the year (56) (56) (13) (13)
As at 31 December 2009 (net of accumulated depreciation) 450 450 67 67
Additions 873 873 19 19
Disposals - - - -
Depreciation charge for the year (174) (174) (27) (27)
As at 31 December 2010 (net of accumulated depreciation) 1,149 1,149 59 59
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12 Investment in subsidiaries

Consolidated Parent
31Dec 2011 31Dec2010 31 Dec 2011 31 Dec 2010
Note USD$’000 USD$'000 USD$'000 USD$'000
Investments in subsidiaries at cost - - 19,163 19,163
- - 19,163 19,163
For details of investments in subsidiaries, refer to Note 18.
13 Trade and other payables (current)
Consolidated Parent
31Dec 2011 31Dec2010 31 Dec 2011 31 Dec 2010
Note USD$°000 USD$'000 USD$’000 USD$'000
Trade payables 1,949 1,418 99 127
Other payables 3 3 - -
1,952 1,421 99 127
Trade payables are non-interest bearing and are normally settled within 60 day terms.
14 Issued capital
Consolidated Parent
31Dec 2011 31Dec2010 31Dec 2011 31 Dec 2010
Note USD$’000 USD$'000 USD$’000 USD$'000
Ordinary Shares
184,565,284 shares issued and fully paid
(2010: 183,061,577) 97,187 95,466 97,380 95,659
97,187 95,466 97,380 95,659
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Movements in ordinary shares on issue:

Number of Issue price

shares UsD$ USD$'000
Consolidated
As at 1 January 2010 125,341,789 35,115
Issue of EBRD first tranche shares on 22 February 2010 (note (a)) 13,730,103 0.218 3,000
Issue of shares to an employee on 11 June 2010 on exercise of options (note (b)) 18,750 0.163 3
Issue of EBRD second tranche shares on 11 June 2010 (note (c)) 14,644,004 0.205 3,000
Issue of Petrovis service shares on 21 July 2010(note (d)) 2,000,000 0.210 420
Issue of shares to Westhouse on 21 July 2010 on exercise of options (note (€)) 966,800 0.750 725
Placement shares on 21 September 2010 (note (f)) 13,640,203 2.080 29,154
Direct subscription shares on 5 October 2010 (note (g)) 8,843,675 2.080 18,423
Issue of shares to directors and employees on 12 October 2010 on exercise of options (note (h)) 235,500 0.750 177
Issue of shares to directors and employees on 12 October 2010 on exercise of options (note (1)) 255,000 0.175 45
Issue of EBRD subscription shares on 12 October 2010 (note (j)) 3,367,003 2.079 7,000
Issue of shares to an employee on 29 November 2010 on exercise of options (note (k)) 18,750 0.750 13
Capital raising costs - - (1,609)
As at 31 December 2010 183,061,577 95,466
Exercise of Performance Share Awards on 25 March 2011 (note (1)) 191,479 0.010 2
Issue of shares to directors and employees on 12 April 2011 on exercise of options (note (m)) 628,750 0.180 13
Issue of shares to a director on 12 April 2011 on exercise of options (note (n)) 50,000 0.750 38
Exercise of Performance Share Awards on 21 April 2011 (note (o)) 142,447 0.010 1
Issue of shares to employees on 21 April 2011 on exercise of options (note (p)) 25,000 0.180 5
Exercise of Performance Share Awards on 10 June 2011 (note (q)) 83,534 0.010 1
Issue of shares to an employee on 10 June 2011 on exercise of options (note (r)) 7,500 0.180 1
Exercise of Performance Share Awards on 5 August 2011 (note (s)) 97,497 0.010 1
Issue of shares to employees on 5 August 2011 on exercise of options (note (t)) 184,090 0.752 138
Issue of shares to an employee on 5 August 2011 on exercise of options (note (u)) 5,000 0.180 1
Exercise of Performance Share Awards on 21 November 2011 (note (v)) 83,410 0.010 1
Issue of shares to an employee on 21 November 2011 on exercise of options (note (w)) 5,000 0.174 1
Capital raising costs - - -
Share based payment - - 1,418
As at 31 December 2011 184,565,284 97,187
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Number of Issue price

shares UsD$ USD$'000
Parent
As at 1 January 2010 125,341,789 35,308
Issue of EBRD first tranche shares on 22 February 2010 (note (a)) 13,730,103 0.218 3,000
Issue of shares to an employee on 11 June 2010 on exercise of options (note (b)) 18,750 0.163 8
Issue of EBRD second tranche shares on 11 June 2010 (note (c)) 14,644,004 0.205 3,000
Issue of Petrovis service shares on 21 July 2010 (note (d)) 2,000,000 0.210 420
Issue of shares to Westhouse on 21 July 2010 on exercise of options (note (€)) 966,800 0.750 725
Placement shares on 21 September 2010 (note (f)) 13,640,203 2.080 29,154
Direct subscription shares on 5 October 2010 (note (g)) 8,843,675 2.080 18,423
Issue of shares to directors and employees on 12 October 2010 on exercise of options (note (h)) 235,500 0.750 177
Issue of shares to directors and employees on 12 October 2010 on exercise of options (note (1)) 255,000 0.175 45
Issue of EBRD subscription shares on 12 October 2010 (note (j)) 3,367,003 2.079 7,000
Issue of shares to an employee on 29 November 2010 on exercise of options (note (k) 18,750 0.750 13
Capital raising costs - - (1,609)
As at 31 December 2010 183,061,577 95,659
Exercise of Performance Share Awards on 25 March 2011 (note (1)) 191,479 0.010 2
Issue of shares to directors and employees on 12 April 2011 on exercise of options (note (m)) 628,750 0.180 13
Issue of shares to a director on 12 April 2011 on exercise of options (note (n)) 50,000 0.750 38
Exercise of Performance Share Awards on 21 April 2011 (note (o)) 142,447 0.010 1
Issue of shares to employees on 21 April 2011 on exercise of options (note (p)) 25,000 0.180 5
Exercise of Performance Share Awards on 10 June 2011 (note (q)) 83,534 0.010 1
Issue of shares to an employee on 10 June 2011 on exercise of options (note (r)) 7,500 0.180 1
Exercise of Performance Share Awards on 5 August 2011 (note (s)) 97,497 0.010 1
Issue of shares to employees on 5 August 2011 on exercise of options (note (t)) 184,090 0.752 38
Issue of shares to an employee on 5 August 2011 on exercise of options (note (u)) 5,000 0.180 1
Exercise of Performance Share Awards on 21 November 2011 (note (v)) 83,410 0.010 1
Issue of shares to an employee on 21 November 2011 on exercise of options (note (w)) 5,000 0.174 1
Capital raising costs - - -
Share based payment - - 1,418
As at 31 December 2011 184,565,284 97,380

(a) On 22 February 2010, 13,730,103 shares were issued to EBRD at a price per share of GBP0.14 being the
first tranche of shares pursuant to the Subscription Agreement signed on 18 December 2009 between
the Company and EBRD.

(b) On11June 2010, pursuant to the Group's Plan, 18,750 shares were awarded to an employee exercising
options with an exercise price per share of GBPO.11.

© On11June 2010, 14,644,004 shares were issued to EBRD at a price per share of GBP0.14 being the second
tranche of shares pursuant to the Subscription Agreement signed on 18 December 2009.

(d) On 21 July 2010, 2,000,000 shares were issued to nominated recipients of Petrovis in settlement of a
liability related to a fee of GBP280,000 pursuant to a Service Agreement dated 19 June 2009.

(e) On 21July 2010, 966,800 shares were issued to Westhouse on exercise of options with an exercise price
per share of $0.75 under an option agreement dated 25 April 2008.

(f) On 21 September 2010, the Company concluded a placement by issuing 13,640,203 shares at a price per
share of GBP1.35 arranged through its broker, Westhouse.

(g) On’5 October 2010, the Company issued 8,843,675 shares through subscriptions at a price per share of GBP1.35.
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(h) On 12 October 2010, pursuant to the Group's Plan, 235,500 shares were awarded to directors and
employees exercising options with an exercise price per share of $0.75.

(i) On 12 October 2010, pursuant to the Group's Plan, 255,000 shares were awarded to directors and
employees exercising options with an exercise price per share GBPO.11.

(j)  On12 October 2010, the Company issued 3,367,003 subscription shares to EBRD at a price per share of GBP1.35.

(k) On 29 November 2010, pursuant to the Group's Plan, 18,750 shares were awarded to an employee
exercising options with an exercise price per share of $0.75.

(I) On 25 March 2011, pursuant to the Group's Plan, 191,479 shares were awarded to employees exercising
Performance Share Awards with an exercise price per share of $0.01.

(m) On 12 April 201, pursuant to the Group's Plan, 628,750 shares were awarded to directors and employees
exercising options with an exercise price per share GBPO.11.

(n) On 12 April 2011, pursuant to the Group’s Plan, 50,000 shares were awarded to a director exercising
options with an exercise price per share of $0.75.

(0) On 21 April 201, pursuant to the Group's Plan, 142,447 shares were awarded to an employee exercising
Performance Share Awards with an exercise price per share of $0.01.

(p) On 21 April 2011, pursuant to the Group's Plan, 25,000 shares were awarded to employees exercising
options with an exercise price per share of GBP0.11.

(gq) On 10 June 2011, pursuant to the Group's Plan, 83,534 shares were awarded to employees exercising
Performance Share Awards with an exercise price per share of $0.01.

(r) On 10 June 2011, pursuant to the Group's Plan, 7,500 shares were awarded to an employee exercising
options with an exercise price per share of GBPO.11.

(s) On 5 August 2011, pursuant to the Group's Plan, 97,497 shares were awarded to employees exercising
Performance Share Awards with an exercise price per share of $0.01.

(t) On 5 August 2011, pursuant to the Group's Plan, 184,090 shares were awarded to employees exercising
options with an exercise price per share of GBP0.4616.

(u) On 5 August 2011, pursuant to the Group's Plan, 5,000 shares were awarded to an employee exercising
options with an exercise price per share of GBP0.11.

(v) On 21 November 2011, pursuant to the Group's Plan, 83,410 shares were awarded to employees
exercising Performance Share Awards with an exercise price per share of $0.01.

(w) On 21 November 2011, pursuant to the Group's Plan, 5,000 shares were awarded to an employee
exercising options with an exercise price per share of GBP0.11.
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

15 Reserves

A detailed breakdown of the reserves of the Group is as follows:

Equity Foreign

Merger benefits currency
reserve reserve translation Total
USD$'000 USD$'000 USD$'000 USD$000

Consolidated

As at 1 January 2010 831 1,011 (76) 1,766
Currency translation differences - - (68) (68)
Share based payments - 2,202 - 2,202
As at 31 December 2010 831 3,213 (144) 3,900
Currency translation differences - - (609) (609)
Share based payments - 2,941 - 2,941
As at 31 December 2011 831 6,154 (753) 6,232
Parent

As at 1 January 2010 - 1,011 - 1,011
Currency translation differences - - - -
Option premium on convertible notes - - - -
Share based payment - 2,202 - 2,202
As at 31 December 2010 - 3,213 - 3,213
Currency translation differences - - - -
Share based payments - 2,941 - 2,941
As at 31 December 2011 - 6,154 - 6,154

Nature and purpose of reserves

Merger reserve
The merger reserve arose from the Company's acquisition of Capcorp on 12 November 2007. This transaction

is outside the scope of AASB 3 'Business Combinations' and as such directors have elected to use UK
Accounting Standards 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, and the nominal value of the shares received
in exchange are recorded as a movement on other reserves in the consolidated financial statements.

Equity benefits reserve
The equity benefits reserve is used to record the value of options and Performance Share Awards provided to

employees and directors as part of their remuneration, pursuant to the Group's Plan. Refer to Note 16 for
further details of these plans.

Foreign currency translation reserve
The foreign currency translation reserve is used to record exchange differences arising from the translation

of the financial statements of foreign subsidiaries.
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16 Share based payments

(a) Long Term Equity Incentive Plan

The Group provides long term incentives to employees (including executive directors), non-executive directors
and consultants through the Group's Plan based on the achievement of certain performance criteria. The Plan
provides for share awards in the form of options and conditional Performance Share Awards. The incentives are
awarded at the discretion of the Board, or in the case of executive directors, the Remuneration Committee of the
Board, who 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.

Options may be exercised, subject only to continuing service, during such period as the Board may determine.
Options have a term of 10 years.

Performance Share Awards shall vest subject to continuing service and appropriate and challenging
performance conditions determined by the Remuneration Committee and, in the case of directors, relating to
the overall performance of the Group. The awards have an estimated expiry of 30 June 2028.

The following options were granted during the year:

On 6 April 2011, pursuant to the Group's Plan, 519,100 options over shares were granted to employees with an
exercise price per share of GBP1.18167, exercisable in three parts as follows:

= 33% after 6 April 2012;
= 33% after 6 April 2013;
= 34% after 6 April 2014.

On 6 April 2011, pursuant to the Group's Plan, 250,000 options over shares were granted to an employee with
an exercise price per share of GBP1.18167, exercisable in three parts on the anniversaries of her employment
commencement dates.

On 5 July 2011, pursuant to the Group's Plan, 563,000 options over shares were granted to employees with an
exercise price per share of GBP1.17, exercisable in three parts as follows:

= 33% after 5 July 2012,
= 33% after 5 July 2013;
= 34% after5July 2014.

On 5 July 2011, pursuant to the Group's Plan, 60,000 options over shares were granted to an employee with
an exercise price per share of GBP1.17, exercisable in three parts on the anniversaries of her employment
commencement dates.

On 22 November 2011, pursuant to the Group's Plan, 215,000 options over shares were granted to employees
with an exercise price per share of GBP0.225, exercisable in three parts as follows:

= 33% after 22 November 2012;
= 33% after 22 November 2013;
= 34% after 22 November 2014.

On 5 December 2011, pursuant to the Group's Plan, 100,000 options over shares were granted to employees
with an exercise price per share of GBP0.1975, exercisable in three parts as follows:

= 33% after 5 December 2012;
= 33% after 5 December 2013;
= 34% after 5 December 2014.
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

The following awards were granted during the year:

On 6 April 2011, pursuant to the Group's Plan, 707,800 Performance Share Awards over shares were granted
to employees with an exercise price per share of $0.01.

The Performance Share Awards will vest on achievement of the following conditions:

= 25% veston the first discovery of oil on a commercial scale, estimated by management as being by 30 June 2014;
= 25% vest on the first production of oil on a commercial scale, estimated by management as being by 30

June 2014; and
= 50% vest on the Group achieving the sale of 1 million barrels of oil, estimated by management as being

by 30 June 2017.

On 6 April 2011, pursuant to the Group's Plan, 273,180 Performance Share Awards over shares were granted
to employees with an exercise price per share of $0.01. The performance conditions of the awards are tied to
employment continuity and are available for vesting in three equal annual instalments on various dates
commencing in 2012.

On 6 April 2011, pursuant to the Group's Plan, 20,176 Performance Share Awards over shares were granted to
employees with an exercise price per share of $0.01. The performance conditions of the awards are tied to
employment continuity and are available for vesting on various dates commencing in 2011.

On 5 July 2011, pursuant to the Group's Plan, 583,000 Performance Share Awards over shares were granted
to a director and employees with an exercise price per share of $0.01.

The Performance Share Awards will vest on achievement of the following conditions:

= 25% vest on the first discovery of oil on a commercial scale, estimated by management as being by 30

June 2014;

= 25% vest on the first production of oil on a commercial scale, estimated by management as being by 30
June 2014; and

= 50% vest on the Group achieving the sale of 1 million barrels of oil, estimated by management as being
by 30 June 2017.

On 5 July 207, pursuant to the Group's Plan, 94,123 Performance Share Awards over shares were granted to
employees with an exercise price per share of $0.01. The performance conditions of the awards are tied to
employment continuity and are available for vesting in three equal annual instalments on various dates
commencing in 2012.

On 5 July 2011, pursuant to the Group's Plan, 54,145 Performance Share Awards over shares were granted to
employees with an exercise price per share of $0.01. The performance conditions of the awards are tied to
employment continuity and are available for vesting on various dates commencing in 2011.

On 22 November 2011, pursuant to the Group's Plan, 119,000 Performance Share Awards over shares were
granted to employees with an exercise price per share of $0.01.

The Performance Share Awards will vest on achievement of the following conditions:

= 25% vest on the first discovery of oil on a commercial scale, estimated by management as being by 30

June 2014,
= 25% vest on the first production of oil on a commercial scale, estimated by management as being by 30

June 2014; and
= 50% vest on the Group achieving the sale of 1 million barrels of oil, estimated by management as being

by 30 June 2017.

On 22 November 2011, pursuant to the Group's Plan, 150,000 Performance Share Service Awards over shares
were granted to an employee with an exercise price per share of $0.01. The performance conditions of the
awards are tied to employment continuity and are available for vesting in three equal annual instalments on
various dates commencing in 2011.
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On 5 December 2011, pursuant to the Group's Plan, 100,000 Performance Share Awards over shares were
granted to employees with an exercise price per share of $0.01.

The Performance Share Awards will vest on achievement of the following conditions:

= 25% veston the first discovery of oil on a commercial scale, estimated by management as being by 30 June 2014;
= 25% vest on the first production of oil on a commercial scale, estimated by management as being by 30

June 2014; and
= 50% vest on the Group achieving the sale of 1 million barrels of oil, estimated by management as being

by 30 June 2017.

The fair value of the options and Performance Share Awards granted is estimated as at the date of grant
using Black Scholes model, taking into account the terms and conditions upon which they were granted.
Expected volatility is based on the historical share price volatility over the past 3.5 years.

(b) Option pricing model
Options granted on 9 July 2010

On 9 July 2010, pursuant to the Group's Plan, 3,319,000 options over shares were granted to employees and
directors with an exercise price per share of GBP0.4616 ($0.70), exercisable in three parts as follows:

= 33% after 9July 2011;
= 33% after 9July 2012;
= 34% after 9 July 2013.

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 2010 for this transaction:

Tranche 1 Tranche 2 Tranche 3
Share price at grant date $0.88 $0.88 $0.88
Expected Volatility (%) 85 85 85
Risk-free interest rates (%) 0.50 0.50 0.50
Expected life (years) 5.50 6.00 6.50
Exercise Price $0.70 $0.70 $0.70
Estimate fair value of option $0.6576 $0.6743 $0.6896

Options granted on 6 April 2011

On 6 April 2011, pursuant to the Group's Plan, 769,100 options over shares were granted to employees with
an exercise price per share of GBP1.8167, exercisable in three parts as follows:

= 33% after 6 April 2012;
= 33% after 6 April 2013;
= 34% after 6 April 2014.

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 2011 for this transaction:

Tranche 1 Tranche 2 Tranche 3
Share price at grant date $3.0202 $3.0202 $3.0202
Expected Volatility (%) 85 85 85
Risk-free interest rates (%) 0.50 0.50 0.50
Expected life (years) 5.50 6.00 6.50
Exercise Price $2.9420 $2.9420 $2.9420
Estimate fair value of option $2.0842 $2.1470 $2.2047
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Options granted on 5 July 2011

On 5 July 2011, pursuant to the Group's Plan, 623,000 options over shares were granted to a director and
employees with an exercise price per share of GBP1.17, exercisable in three parts as follows:

= 33% after5July 2012;
= 33% after5July 2013;
= 34% after 5 July 2014.

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 2011 for this transaction:

Tranche 1 Tranche 2 Tranche 3
Share price at grant date $1.8819 $1.8819 $1.8819
Expected Volatility (%) 85 85 85
Risk-free interest rates (%) 0.50 0.50 0.50
Expected life (years) 5.50 6.00 6.50
Exercise Price $1.881 $1.8819 $1.8819
Estimate fair value of option $1.2947 $1.3333 $1.3714

Options granted on 22 November 2011

On 22 November 2011, pursuant to the Group's Plan, 215,000 options over shares were granted to employees
with an exercise price per share of GBP0.225, exercisable in three parts as follows:

= 33% after 22 November 2012;
= 33% after 22 November 2013;
= 34% after 22 November 2014.

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 2011 for this transaction:

Tranche 1 Tranche 2 Tranche 3
Share price at grant date $0.3534 $0.3534 $0.3534
Expected Volatility (%) 85 85 85
Risk-free interest rates (%) 0.50 0.50 0.50
Expected life (years) 5.50 6.00 6.50
Exercise Price $0.3534 $0.3534 $0.3534
Estimate fair value of option $0.2431 $0.2507 $0.2576

Options granted on 5 December 2011

On 5 December 2011, pursuant to the Group's Plan, 100,000 options over shares were granted to employees
with an exercise price per share of GBP0.1975, exercisable in three parts as follows:

= 33% after 5 December 2012;
= 33% after 5 December 2013;
= 34% after 5 December 2014.

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 2011 for this transaction:
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Tranche 1 Tranche 2 Tranche 3
Share price at grant date $0.3081 $0.3081 $0.3081
Expected Volatility (%) 85 85 85
Risk-free interest rates (%) 0.50 0.50 0.50
Expected life (years) 5.50 6.00 6.50
Exercise Price $0.3081 $0.3081 $0.3081
Estimate fair value of option $0.2109 $0.2174 $0.2235
(c¢) Movement in share options
Opening Closing  Exercisable
balance at Granted Forfeited Exercised balance as at as at 31
1 January during during during 31 December December
Consolidated and Parent 2010 the year the year the year 2010 2010
Grant of options on 24 April 2008 966,800 - - (966,800) - -
Grant of options on 3 June 2008 1,685,000 - - (254,250 1,430,750 167,000

)
- (273,750) 1,621,250 150,000

Grant of options on 8 April 2009 1,895,000 -
- 3,319,000 (62,000) 3,257,000

Grant of options on 9 July 2010

4,546,800 3,319,000 (62,000) (1,494,800) 6,309,000 317,000

Weighted Average Exercise Price 50.49 70.00 70.00 64.23 57.31 47.18
(cents per option)

Opening Closing  Exercisable

balance at Granted Forfeited Exercised balance as at as at 31

1 January during during during 31 December December

Consolidated and Parent 2011 the year the year the year 2011 2011
Grant of options on 24 April 2008 - - - - - -
Grant of options on 3 June 2008 1,430,750 - (56,250) (50,000) 1,324,500 922,000
Grant of options on 8 April 2009 1,621,250 - (71,250)  (671,250) 878,750 428,750
Grant of options on 9 July 2010 3,257,000 - (265,750)  (184,090) 2,807,160 805,200
Grant of options on 6 April 2011 - 769,100  (122,100) - 647,000 -
Grant of options on 5 July 2011 - 623,000 (124,000) - 499,000 -
Grant of options on 22 Nov 2011 - 215,000 (48,000) - 167,000 -
Grant of options on 5 Dec 2011 - 100,000 - - 100,000 -

6,309,000 1,707,100  (687,350)  (905,340) 6,423,410 2,155,950

Weighted Average Exercise Price 57.31 207.48 123.56 30.39 93.92 61.44
(cents per option)

(d) Share Options Contractual Life

The weighted average remaining contractual life of outstanding share options is 8.1years (2010: 8.7 years).
(e) Performance share awards pricing model

Performance share awards granted on 9 July 2010

On 9 July 2010, pursuant to the Group's Plan, 2,671,000 Performance Share Awards over shares were granted
to employees and directors with an exercise price per share of $0.01.

The Performance Share Awards will vest on achievement of the following conditions:

= 25% vest on the first discovery of oil on a commercial scale, estimated by management as being by 30

June 2014,
= 25% vest on the first production of oil on a commercial scale, estimated by management as being by 30

June 2014; and
= 50% vest on the Group achieving the sale of 1 million barrels of oil, estimated by management as being

by 30 June 2017.
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

The fair value of the Performance Share Awards granted is estimated as at the date of grant using Black
Scholes model, taking into account the terms and conditions upon which they were granted. The following
table lists the inputs to the model used for the year ending 31 December 2010 for this transaction:

Share price at grant date $0.88
Expected Volatility (%) 220
Risk-free interest rates (%) 0.50
Expected life (years) 10.5
Exercise Price $0.01

The estimated fair value of each Performance Share Award at grant date is approximately $0.88
Performance share awards granted on 12 November 2010

On 12 November 2010, pursuant to the Group's Plan, 846,903 Performance Share Awards over shares were
granted to employees with an exercise price per share of $0.01. The performance conditions of the awards
are tied to employment continuity and are available for vesting in three equal annual instalments on various
dates commencing in 2011.

On 12 November, 2010, pursuant to the Group's Plan, 198,940 Performance Share Awards over shares were
granted to employees with an exercise price per share of $0.01. The Performance Share Awards are available
for vesting at any time after the date of award.

The fair value of the Performance Share Awards granted is estimated as at the date of grant using Black
Scholes model, taking into account the terms and conditions upon which the Performance Share Awards
were granted. The following table lists the inputs to the model used for the year ending 31 December 2010 for
this transaction:

Share price at grant date $1.70
Expected Volatility (%) 220
Risk-free interest rates (%) 0.50
Expected life (years) 5.7
Exercise Price $0.01

The estimated fair value of each Performance Share Award at grant date is approximately $1.70
Performance share awards granted on 6 April 2011

On 6 April 2011, pursuant to the Group's Plan, 707,800 Performance Share Awards over shares were granted
to employees with an exercise price per share of $0.01.

The Performance Share Awards will vest on achievement of the following conditions:

= 25% vest on the first discovery of oil on a commercial scale, estimated by management as being by 30

June 2014,
= 25% vest on the first production of oil on a commercial scale, estimated by management as being by 30

June 2014; and
= 50% vest on the Group achieving the sale of 1 million barrels of oil, estimated by management as being

by 30 June 2017.

The fair value of the Performance Share Awards granted is estimated as at the date of grant using Black
Scholes model, taking into account the terms and conditions upon which they were granted. The following
table lists the inputs to the model used for the year ending 31 December 2011 for this transaction:

Share price at grant date $3.0202
Expected Volatility (%) 85
Risk-free interest rates (%) 0.50
Expected life (years) 10
Exercise Price $0.01
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The estimated fair value of each Performance Share Award at grant date is approximately $3.0202

On 6 April 2011, pursuant to the Group's Plan, 273,180 Performance Share Awards over shares were granted
to employees with an exercise price per share of $0.01. The performance conditions of the awards are tied to
employment continuity and are available for vesting in three equal annual instalments on various dates
commencing in 2012.

On 6 April 2011, pursuant to the Group's Plan, 20,176 Performance Share Awards over shares were granted to
employees with an exercise price per share of $0.01. The performance conditions of the awards are tied to
employment continuity and are available for vesting on various dates commencing in 2011.

These have an exercise price per share of $0.01.

The fair value of the Performance Share Awards granted is estimated as at the date of grant using Black
Scholes model, taking into account the terms and conditions upon which the Performance Share Awards
were granted. The following table lists the inputs to the model used for the year ending 31 December 2011 for
this transaction:

Share price at grant date $3.0202
Expected Volatility (%) 85
Risk-free interest rates (%) 0.50
Expected life (years) 5
Exercise Price $0.01

The estimated fair value of each Performance Share Award at grant date is approximately $3.0202
Performance share awards granted on 5 July 2011

On 5 July 2011, pursuant to the Group's Plan, 583,000 Performance Share Awards over shares were granted
to a director and employees with an exercise price per share of $0.01.

The Performance Share Awards will vest on achievement of the following conditions:

= 25% vest on the first discovery of oil on a commercial scale, estimated by management as being by 30

June 2014;
= 25% vest on the first production of oil on a commercial scale, estimated by management as being by 30

June 2014; and
= 50% vest on the Group achieving the sale of 1 million barrels of oil, estimated by management as being

by 30 June 2017.

The fair value of the Performance Share Awards granted is estimated as at the date of grant using Black
Scholes model, taking into account the terms and conditions upon which they were granted. The following
table lists the inputs to the model used for the year ending 31 December 2011 for this transaction:

Share price at grant date $1.8819
Expected Volatility (%) 85
Risk-free interest rates (%) 0.50
Expected life (years) 10
Exercise Price $0.01

The estimated fair value of each Performance Share Award at grant date is approximately $1.8819

On 5 July 2011, pursuant to the Group's Plan, 94,123 Performance Share Awards over shares were granted to
employees with an exercise price per share of $0.01. The performance conditions of the awards are tied to
employment continuity and are available for vesting in three equal annual instalments on various dates
commencing

On 5 July 201, pursuant to the Group's Plan, 54,145 Performance Share Awards over shares were granted to
employees with an exercise price per share of $0.01. The performance conditions of the awards are tied to
employment continuity and are available for vesting on various dates commencing in 2011.
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

The fair value of the Performance Share Awards granted is estimated as at the date of grant using Black Scholes
model, taking into account the terms and conditions upon which the Performance Share Awards were granted.
The following table lists the inputs to the model used for the year ending 31 December 2011 for this transaction:

Share price at grant date $1.8819
Expected Volatility (%) 85
Risk-free interest rates (%) 0.50
Expected life (years) 5
Exercise Price $0.01

The estimated fair value of each Performance Share Award at grant date is approximately $1.8813
Performance share awards granted on 22 November 2011

On 22 November 2011, pursuant to the Group's Plan, 119,000 Performance Share Awards over shares were
granted to employees with an exercise price per share of $0.01.

The Performance Share Awards will vest on achievement of the following conditions:

= 25% vest on the first discovery of oil on a commercial scale, estimated by management as being by 30

June 2014,
= 25% vest on the first production of oil on a commercial scale, estimated by management as being by 30

June 2014; and
= 50% vest on the Group achieving the sale of 1 million barrels of oil, estimated by management as being

by 30 June 2017.

The fair value of the Performance Share Awards granted is estimated as at the date of grant using Black
Scholes model, taking into account the terms and conditions upon which they were granted. The following
table lists the inputs to the model used for the year ending 31 December 2011 for this transaction:

Share price at grant date $0.3534
Expected Volatility (%) 79
Risk-free interest rates (%) 0.50
Expected life (years) 10
Exercise Price $0.01

The estimated fair value of each Performance Share Award at grant date is approximately $0.3495

On 22 November 2011, pursuant to the Group's Plan, 150,000 Performance Share Awards over shares were
granted to an employee with an exercise price per share of $0.01. The performance conditions of the awards
are tied to employment continuity and are available for vesting in three equal annual instalments on various
dates commencing in 2011.

The fair value of the Performance Share Awards granted is estimated as at the date of grant using Black
Scholes model, taking into account the terms and conditions upon which the Performance Share Awards
were granted. The following table lists the inputs to the model used for the year ending 31 December 2011 for
this transaction:

Share price at grant date $0.3534
Expected Volatility (%) 79
Risk-free interest rates (%) 0.50
Expected life (years) 5
Exercise Price $0.01

The estimated fair value of each Performance Share Award at grant date is approximately $0.3466

Performance share awards granted on 5 December 2011

On 5 December 2011, pursuant to the Group's Plan, 100,000 Performance Share Awards over shares were
granted to employees with an exercise price per share of $0.01.
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The Performance Share Awards will vest on achievement of the following conditions:

= 25% vest on the first discovery of oil on a commercial scale, estimated by management as being by 30
June 2014,

= 25% vest on the first production of oil on a commercial scale, estimated by management as being by 30
June 2014; and

= 50% vest on the Group achieving the sale of 1 million barrels of oil, estimated by management as being
by 30 June 2017.

The fair value of the Performance Share Awards granted is estimated as at the date of grant using Black
Scholes model, taking into account the terms and conditions upon which the Performance Share Awards
were granted. The following table lists the inputs to the model used for the year ending 31 December 2011 for
this transaction:

Share price at grant date $0.3081
Expected Volatility (%) 78
Risk-free interest rates (%) 0.50
Expected life (years) 10
Exercise Price $0.01

The estimated fair value of each Performance Share Award at grant date is approximately $0.3040

(f) Movement in performance share awards

Opening Closing  Exercisable

balance at Granted Forfeited Exercised balance as at as at 31

1 January during during during 31 December December

Consolidated and Parent 2010 the year the year the year 2010 2010

Grant of Performance Share Awards on 3 Jun 2008 1,740,000 - - - 1,740,000 -

Grant of Performance Share Awards on 8 Apr 2009 155,000 - - - 155,000 -

Grant of Performance Share Awards on 9 Jul 2010 - 2,671,000 - (50,000) 2,621,000 -

Grant of Performance Share Awards on 12 Nov 2010 - 1,045,843 - - 1,045,843 -

1,895,000 3,716,843 - (50,000) 5,561,843 -

Weighted Average Exercise Price 1.00 1.00 - 1.00 1.00 -
(cents per option)

Opening Closing  Exercisable

balance at Granted Awarded Forfeited balance as at as at 31

1 January during during during 31 December December

Consolidated and Parent 2011 the year the year the year 2011 2011

Grant of Performance Share Awards on 3 Jun 2008 1,740,000 - - (75,000) 1,665,000 -

Grant of Performance Share Awards on 8 Apr 2009 155,000 - - (10,000) 145,000 -

Grant of Performance Share Awards on 9 Jul 2010 2,621,000 - (25,000)  (179,000) 2,417,000 -

Grant of Performance Share Awards on 12 Nov 2010 1,045,843 - (481,241) - 564,602 -

Grant of Performance Share Awards on 6 Apr 2011 - 1,001,156 (16,481)  (190,604) 794,071 -

Grant of Performance Share Awards on 5 Jul 2011 - 731,268 (75,645) (84,000) 571,623 -

Grant of Performance Share Awards on 22 Nov 2011 - 269,000 - (32,000) 237,000 -

Grant of Performance Share Awards on 5 Dec 2011 - 100,000 - 100,000 -

5,561,843 2,101,424  (598,367)  (570,604) 6,494,296 -

Weighted Average Exercise Price 1.00 1.00 1.00 1.00 1.00 -
(cents per option)

(9) Performance Share Awards Contractual Life

The weighted average remaining contractual life of outstanding performance awards is 16.5 years (2010: 17.5
years).

PETRO MATAD ANNUAL REPORT 2011

81



NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

17 Commitments and contingencies

(a) Operating lease commitments

Operating leases relate to premises used by the Group 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 Group's Australian office closed and lease arrangements ceased on 30 April 2012.

The Group has committed to office and warehouse leases in Mongolia in the amounts of $162,000 for 2012,
and $8,000 for 2013.

Consolidated Parent

31 Dec 2011  31Dec2010 31 Dec 2011 31 Dec 2010
Note USD$’000 USD$'000 USD$’000 USD$'000

Operating Leases:

Within one year 166 135 4 3
After one year but not more than five years 8 - -

Greater than five years - - - -

174 135 4 3

(b) Exploration expenditure commitments

Petromatad Invest Limited and Capcorp have minimum spending obligations, under the terms of their PSC's
on Blocks IV, V and XX with the Petroleum Authority of Mongolia.

The amounts set out below do not include general and administrative expenses.

Consolidated Parent

31Dec 2011 31Dec 2010 31 Dec 2011 31 Dec 2010
Note USD$’000 USD$'000 UsD$’000 USD$'000

Production Sharing Contract Fees:

Within one year 696 735 - -
After one year but not more than five years 696 1,320 - -
Greater than five years - -

1,581 2,055 - -
Minimum Exploration Work Obligations:
Within one year 17,040 16,228
After one year but not more than five years 10,680 19,364
Greater than five years - -
27,720 35,592

Under the PSC's, prior year expenditure over and above minimum exploration work obligations may be used
to reduce the following year's obligation. As Block XX expenditure in prior years has significantly exceeded
the minimum PSC work obligations, the Company has the option to reduce its spending in Block XX for the
Year 7 work programme from $22.5 million to $1.46 million in 2012. This reduced amount has been included in
the above table as commitments for Block XX. The Company's current cash resources are sufficient to meet
this exploration expenditure commitment. Due to the prior focus on Block XX, cumulative expenditures on
Blocks IV and V are currently somewhat below the cumulative minimum PSC commitment. This shortfall of
$1.77 million and the current year exploration work obligations for 2012 of $13.81 million have been included
in the above table for Blocks IV and V. Discussions will be held with PAM on modifications to the work
programmes on these blocks.
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The work programme planned for the three blocks in 2012/2013 is subject to completion of an ongoing
technical review of seismic data and well results and the timing of raising additional capital.

Petromatad Invest Limited and Capcorp can voluntarily relinquish their rights under the PSC's, if the minimum
work obligations are completed, namely the $1.77 million shortfall on Blocks IV and V.

(c) Contingencies
There are no contingencies outstanding at the year end.

18 Related party disclosures

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

Equity Interest Investment

Country of 2011 2010 31 Dec 2011 31 Dec 2010

Incorporation % % USD$°000 USD$'000

Central Asian Petroleum Corporation Limited Cayman Islands 100 100 7,493 7,493
Capcorp Mongolia LLC Mongolia 100 100 - -
Petromatad Invest Limited Cayman Islands 100 100 11,670 11,670
Petro Matad LLC Mongolia 100 100 - -
Petro Matad Services Limited Isle of Man 100 100 -

19,163 19,163

Capcorp Mongolia LLC was acquired on the 14 August 2006, on incorporation of the Company. Capcorp
holds 1,000,000 ordinary shares of MNT150 each.

Petromatad Invest Limited was acquired on 12 November 2007. Petro Matad Limited and Capcorp each hold
25,000 shares of $1each.

Capcorp was acquired on 12 November 2007. Petro Matad Limited holds 43,340,000 ordinary shares of $0.01
each.

Petro Matad LLC is 100% owned by Petromatad Invest Limited. Petromatad Invest Limited holds 15,000
ordinary shares of MNT10,000 each.

Petro Matad Services Limited is 100% owned by Petro Matad Limited. Petro Matad Limited holds 1 ordinary
share of $1.
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

The following table provides the total amount of transactions which have been entered into with
subsidiaries for the relevant financial year:

31 Dec 2011 31 Dec 2010
Amounts receivable from related parties: USD$’000 USD$'000
Petro Matad Limited
- Central Asian Petroleum Corporation Limited 16,266 10,490
- Petromatad Invest Limited 18,712 6,439
- Petro Matad LLC 32,943 25,328
- Capcorp Mongolia LLC 707 317
- Petro Matad Services Limited 4 -
Central Asian Petroleum Corporation Limited
- Petro Matad LLC 6,342 7,742
- Capcorp Mongolia LLC 752 1,314
- Petromatad Invest Limited 115 315
Petro Matad LLC
- Petromatad Invest Limited 11,200 2,759
- Capcorp Mongolia LLC 2,951 1,854

Terms and conditions of transactions with subsidiaries
Outstanding balances at year-end are unsecured non-interest bearing and repayable on demand.

The following table provides the total amount of transactions which have been entered into with
related parties for the relevant financial year:

31 Dec 2011 31 Dec 2010

USD$’000 USD$'000

Petrovis' subscription for shares in Petro Matad Limited (notes (a)) - 5,500
EBRD's subscription for shares in Petro Matad Limited (notes (b)) - 13,000

Petrovis is a major shareholder of the Company, currently holding approximately 20% of the shareholding.
EBRD is a major shareholder of the Company, currently holding approximately 17% of the shareholding.

(a) On 5 October 2010, the Company issued 2,644,230 subscription shares to Petrovis to raise a total of
$5,499,998.

(b) On 22 February 2010, the Company issued 13,730,103 shares to EBRD at a price of GBP0.14 per share
being the first tranche of shares pursuant to the Subscription Agreement signed on 18 December 2009
between the Company and EBRD. On 11 June 2010, the Company issued 14,644,004 shares to EBRD at a
price of GBP0.14 per share being the second tranche of shares pursuant to the Subscription Agreement.
On 12 October 2010, the Company issued 3,367,003 subscription shares to EBRD at a price of GBP1.35
per share.
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19 Key management personnel

(a) Details of Directors

The names of the Company's directors, having authority and responsibility for planning, directing and
controlling the activities of the group, in office during the year and until the date of this report are as below:

The directors were in office for this entire year unless otherwise stated.

Directors

Gordon Leonard Toll Non-executive Co-Chairperson  Resigned 27 January 2012
Janchiv Oyungerel Non-executive Co-Chairperson  Appointed Chairperson on 27 January 2012
Douglas John McGay Chief Executive Officer

Clyde Robert Evans Chief Financial Officer

John Campbell Robertson ~ Non-executive Director Resigned 12 March 2012
Davaadorj Sarangua Non-executive Director Resigned 12 March 2012
Mary Ellen Collins Non-executive Director

Davaanyam Enkhchimeg Non-executive Director Resigned 20 May 2011
Davaanyam Enkhmaa Non-executive Director Appointed 20 May 2011
David Daniel Skeels Non-executive Director Appointed 12 March 2012
Philip Arthur Vingoe Non-executive Director Appointed 12 March 2012
George Edward Watkins Non-executive Director Appointed 12 March 2012
Tuul Amarzul Executive Director Appointed 19 March 2012

On 16 April 2012, Clyde Robert Evans retired as Chief Financial Officer, while continuing on in a role as a Non-
executive Director. John Rene Henriksen was appointed Chief Financial Officer on the same date.

(b) Compensation of Directors

Consolidated Parent

31Dec 2011 31Dec2010 31 Dec 2011 31 Dec 2010
Note USD$’000 USD$'000 UsD$'000 USD$'000

Short term employee benefits 939 663 874 602
Post-employment benefits - o o -
Share based payment expense 1,015 944 1,015 934

1,954 1,607 1,889 1,536

(c) Other key management personnel transactions

There were no other key management personnel transactions during the year (2010: Nil).

20 Financial risk management objectives and policies

The Group's principal financial instruments comprise cash and short-term deposits classified as loans and
receivables financial assets.

The main purpose of these financial instruments is to raise capital for the Group's operations.

The Group also 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 year 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, foreign currency risk,
credit risk and liquidity risk.

The Board is responsible for identification and control of financial risks. The Board reviews and agrees policies
for managing each of these risks as summarised below.
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

Risk Exposures and Responses

Interest rate risk
Interest rate risk is the risk that the value of a financial instrument or cash flow associated with the

instrument will fluctuate due to changes in market interest rate. 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 of the financial instruments that are exposed to interest rate risk:

Consolidated Parent
Weighted
Average 31Dec 2011 31 Dec2010 31 Dec 2011 31 Dec 2010
Int. rate USD$’000 USD$000 USD$’000 USD$000

Financial Assets

Cash and cash equivalents 3.74% 15,477 51,690 796 29,063
15,477 51,690 796 29,063

Financial Liabilities
Trade and other payables 0% 1,952 1,421 99 127
1,952 1,421 99 127
Net exposure 13,525 50,269 697 28,936

Sensitivity Analysis

If the interest rate on cash balances at 31 December 2011 weakened /strengthened by 1%, there would be no
material impact on the statement of comprehensive income. There would be no effect on the equity reserves
other than those directly related to statement of comprehensive income movements.

Foreign currency risk
As a result of operations overseas, the Group's statement of financial position can be affected by movements
in various exchange rates.

The functional currency of the Company is USD because majority of costs and source of capital raising are
denominated in USD, while the presentational currency of the Company and the Group is deemed to be USD
because the future revenue from the sale of oil will be denominated in USD, similar to other companies in the
oil and gas industry and the costs of the Group are likewise predominately in USD. Some transactions are
however dominated in currencies other than USD. These transactions comprise operating costs and capital
expenditure in the local currencies of the countries where the Group operates. These currencies have a close
relationship to the USD and management believes that changes in the exchange rates will not have a
significant effect on the Group'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 the balance date
usD 2011 2010 2011 2010
Mongolian Tugrik (“MNT”) 1 1,265.01 1,357.04 1,396.37 1,257.18
Australian Dollar (‘AUD”) 1 0.96890 1.09020 0.98280 0.98396
Great British Pound (“GBP”) 1 0.62360 0.64760 0.64710 0.64638
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Sensitivity Analysis

A 5% strengthening/weakening of the MNT against USD at 31 December 2011 would not have a material
effect on profit and equity.

Price risk

The Group's exposure to price risk is minimal as the Group is currently not revenue producing other than from
interest income.

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 7 and 8 which also represent 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

31Dec 2011 31Dec2010 31 Dec 2011 31 Dec 2010
Note UsD$’000 USD$'000 UsD$’000 USD$'000

Financial Assets

Cash and cash equivalents 7 15,477 51,690 796 29,063
Trade and other receivables 8 316 88 - -
Net exposure 15,793 51,778 796 29,063

Impairment Losses:
None of the Group's receivables are past due at 31 December 2011 (2010: 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.

The Group's objective is to ensure that sufficient funds are available to allow it to continue its exploration activities.

Upon discovery of commercial quantities of hydrocarbons the Group will submit a Plan of Development to
the Petroleum Authority of Mongolia, with the aim of commencing development and production as soon as
approvals are received. Raising funds for the development phase is not expected to be difficult due to the
transition from a relatively high risk exploration stage to a low risk development stage. Specific financing
alternatives will be evaluated at the time.
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The remaining contractual maturities of the Group's and parent entity's financial liabilities are:

Consolidated Parent

31Dec2011  31Dec2010 31 Dec 2011 31 Dec 2010
Note  USD$’000 USD$'000 UsD$’000 USD$'000

6 months or less 1,952 1,421 99 127
6-12 months - - - -
1-5 years - - - -
over 5 years - - - -

1,952 1,421 99 127

All of the Group's amounts payable and receivable are current.

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 approximate their carrying value.

21 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 Group and the Group's capital
is regularly reviewed by the Board. The capital structure of the Group consists of cash and bank balances
(Note 7) and equity of the Group (comprising issued capital, reserves and retained earnings as detailed in
Notes 14 and 15).

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

The Group is not subject to externally imposed capital requirements.

22 Events after the reporting date

On 13 February 2012, pursuant to the Group's Plan, 206,987 shares were awarded to employees exercising
Performance Share Awards with an exercise price per share of $0.01.

On 13 February 2012, pursuant to the Group's Plan, 11,250 shares were awarded to employees exercising
options with an exercise price of GBPO.11 per share.

On 5 March 2012, pursuant to the Group's Plan, 280,000 shares were awarded to a former director exercising
Performance Share Awards with an exercise price per share of $0.01.

On 25 April 2012, pursuant to the Group's Plan, 881,000 options over shares were granted to directors and
employees with an exercise price per share of GBP0.225, exercisable in three parts as follows:

= 33% after 25 April 2013;
= 33% after 25 April 2014;
= 34% after 25 April 2015.

On 25 April 2012, pursuant to the Group's Plan, 100,000 options over shares were granted to an employee
with an exercise price per share of GBP0.225, exercisable in three parts on the anniversaries of his
employment commencement date.

On 25 April 2012, pursuant to the Group's Plan, 942,000 Performance Share Awards over shares were
granted to directors and employees with an exercise price per share of $0.01.
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The Performance Share Awards will vest on achievement of the following conditions:

= 25% vest on the first discovery of oil on a commercial scale;
= 25% vest on the first production of oil on a commercial scale;
"  50% vest on the Group achieving the sale of 1 million barrels of oil.

On 25 April 2012, pursuant to the Group's Plan, 789,090 Performance Share Awards over shares were
granted to an employee with an exercise price per share of $0.01. The performance conditions of the awards
are tied to employment continuity and are available for vesting in three equal annual instalments on various

dates commencing in 2013.

On 25 April 2012, pursuant to the Group's Plan, 1,638 Performance Share Awards over shares were granted to
an employee with an exercise price per share of $0.01. The Performance Share Awards are available for

vesting on various dates commencing in 2012.

On 26 April 2012, pursuant to the Group's Plan, 442,500 shares were awarded to former directors and
employee exercising options with an exercise price of GBP0.11 per share.

On 26 April 2012, pursuant to the Group's Plan, 505,447 shares were awarded to former directors and
employee exercising Performance Share Awards with an exercise price per share of $0.01.

23 Auditors' remuneration

The auditor of Petro Matad Limited is Deloitte Touche Tohmatsu (“Deloitte”).

Consolidated Parent
31Dec 2011 31Dec2010 31Dec2011 31 Dec 2010
Note UsD$’000 USD$'000 UsD$°000 USD$'000
Amounts received or due and receivable
by Deloitte for:
- an audit or review of the financial report of the entity
and any other entity in the consolidated entity 99 57 99 57
- other services in relation to the entity and any other
entity in the consolidated entity - - - -
99 57 99 57
Amounts received or due and receivable
by auditors other than Deloitte for:
- an audit or review of the financial report of subsidiary entities 5 7 - -
- other services in relation to the subsidiary entities - - - s
5 7 - -
104 64 99 57

24 Other information

Registered Office:

Victory House
Douglas

Isle of Man
IMT1EQ
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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 Group give a true and fair view
of the consolidated entity's financial position as at 31 December 2011 and
of its 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; and

(b) the financial reports 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 R Evans
Director
28 June, 2012
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INDEPENDENT
AUDITOR'S REPORT

Deloitte. S

ABN 74 490 121 080

‘Wondaida Plara

Ll 14

240 5 Georges Termace
Perth Wa 6000

GPO Box Al

Parth WA BEIT Australia

Tel: +61 & 8365 7000
Fax: +B1 89385 7001
WA, B T SO

Independent Auditor’s Report
to the Members of Petro Matad Limited

We have audited the accompanying financial report of Petro Matad Limited, which comprises the statement of
financial position as at 31 December 2011, the statement of comprehensive income, the statement of cash flows
and the statement of changes in equity for the vear then ended, notes comprising a summary of significant
accounting  policies and other explanatory information, and directors” declaration of the consolidaed entity
comprising the company and the entities it controlled at the year™s end or from time to time during the financial
Wear as set out on pages 12 1o 49,

Directors Responsibilit for the Financial Repore

The Directors are responsible for the preparation and fair presentation of the financial report in accordance with
Australian Accounting Standards and for such internal control as the directors determine is necessary Lo enable the
preparation and fair presentation of the financial report that is free from material misstatement, whether due o
fraud or error, In Note 2(b}, directors also states, in accordance with Accounting Standard AASE 101
Presentation of Financial Statements, that the financial ststements comply with International Financial Reporting
Standards.

Auditor's Respansibility

Our responsibility is 1o express an opinion on the financial report based on our audit. We conducted our audit in
accordance with Australian Auditing Standards. Those standards require that we comply with relevant ethical
requirements relating to audit engagements and plan and perform the audit to obiain 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 repont, whether due 1o fraud or error, In making those risk assessments,
the auditor considers imemal control relevant to the entity's preparation and fair presentation of the financial
report in order o 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 imernal control. An audit also includes evaluating the
appropriatencss of accounting policies used and the reasonableness of accounting estimates made by directors, as
well as evaluating the overall presentation of the financial report.

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

Limbility limited by n schama sppeoved undar Prole daeds Lagisl
Wember of Delniiie Touche Tohmatsw Limited
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Deloitte

Opinion
In cur opinion:
{a) the financial report of Petro Matad Limited presents fairly, in all material respects, the company and

consolidated entity’s financial position as at 31 December 2011 and their financial performance for the vear
then ended in accordance with Australian Accounting Standards; and

(b} the financial statements also comply with International Financial Reporting Standards as disclosed in Note
2{h),

ﬂ(fﬂﬁlg /f;“dﬁ ’ﬁ‘n

DELOITTE TOUCHE TOHMATS

Chris Nicoloff
Partner
Chartered Accoumants
Perth, 28 June 2012
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PETRO MATAD LIMITED

Suite 407, NIC Building

Amar Street 8

Sukhbaatar District

Ulaanbaatar 210646

Mongolia

Tel: +976 11 331099

Fax:  +976 11 321799

E-mail: admin@petromatad.com
Web:  www.petromatad.com
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