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Dr. George
Edward Watkins CBE

Chairman

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 En-
gineering DEng from Heriot Watt University.
He has 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 years,
starting as a geophysicist in the UK and then
as Vice President Exploration and Produc-
tion, 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, Paladin Resources
plc, Abbot Group plc, Panoro Energy ASA,
Production Services Network (PSN) Ltd and
the Defence Procurement Agency. He was a
governor of the Robert Gordon University in
Aberdeen from 2005 through 2012.



Mary Ellen Collins

Non-Executive Director

Ms. Collins has over 30 years’ experience in
international corporate banking, including ex-
tensive experience in Russia, Eastern Europe
and Central Asia. She began her banking co-
reer 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 Re-
covery at the European Bank for Reconstruc-
tion 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, D.C.
She is a non-executive director for companies
in Latvia and Mongolia.

Dr. Oyungerel Janchiv

Deputy Chair

Dr. Oyungerel graduated from the Institute of Petro-
chemical and Gas Industry, Moscow in 1979. She be-
gan 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 Qil 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 Corpora-
tion (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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Dr. Philip Arthur Vingoe

Non-Executive Director

Dr. Vingoe has nearly 40 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 Geo-
physicist and General Manager for worldwide
exploration. In 1995, he moved to Australia
to co-lead the IPO of an Australian indepen-
dent, Novus Petroleum. Over the ensuing five
years, the Company acquired a portfolio of as-
sets across Asia, Africa and the Middle East. In
2000, he took up the role of Managing Direc-
tor 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 Ad-
dax for CS$1.5 billion in September 2006. He
left EER in November 2007 in order to estab-
lish 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 En-
ergy is listed on the Oslo stock exchange and
is focused on Brazil and West Africa.



David Daniel Skeels

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 Con-
oco focusing on infernational upsiream proj-
ects 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 discov-
ery 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 agen-
cies. 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 organisa-
tions across Eastern Europe and Azerbaijian.

Enkhmaa Davaanyam

Non-Executive Director

Ms. Enkhmaa is based in Mongolia and is an
investment banker. She is currently Head of
Country Coverage for Mongolia for Macquo-
rie Capital Advisers. Ms. Enkhmaa has been
with the Macquarie Group of companies for
the last nine years with a focus in energy, re-
sources and infrastructure sectors. Prior to her
current role advising Macquarie Capital Advis-
ers, Ms. Enkhmaa was a Managing Director
responsible for risk management in the ener-
gy sector for Macquarie Group in the United
States.
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Amarzul Tuul
Executive Director of the Mongolian
supsidiaries

A Mongolian citizen, educated in Singapore
Ms. Amarzul Tuul has worked in the Mongo-
lian Government’s Foreign Investment and For-
eign Trade Agency (FIFTA). She then joined the
resources sector in Mongolia, holding senior
management positions in private sector re-
source companies. She is the Executive Direc-
tor of the two local subsidiary companies of
the Group. She played an integral role in the
negotiation of the PSC terms with the Mon-
golian Government on Blocks IV and V. One
of Ms.Tuul’s main responsibilities includes main-
taining government relations and she represents
the Group in all government liaisons with the
Ministry, PAM, Customs Office and Local Ad-
ministration. Ms. Tuul represents Petro Matad
on the Board of the Business Council of Mon-
golia, an organization that promotes increased
trade and investment in Mongolia. She is also
the Executive Director of the Mongolian Petro-
leum Exploration and Production Association,
which was established in 2011 and represents
PSC contractors’ rights and responsibilities in
Mongolia. She was awarded a Certificate of
Merit in 2003 and Leading Employee of Pe-
troleum Sector in 2011 by the Government of
Mongolia.



John Rene Henriksen
Chief Financial Officer

Mr. Henriksen has 35 years of experience in
the international oil industry and in April 2012
assumed the role of CFO for the Petro Matad
Group, based in Ulaanbaatar. Prior to this he
was the Country Manager for Salamander En-
ergy’s Indonesian operations. Prior to Salaman-
der, Mr. Henriksen worked in senior financial
roles for VICO, ENI, LASMO, and Hudson’s
Bay Oil & Gas, ultimately being responsible for
all aspects of financial management, reporting
and internal control. A substantial portion of Mr.
Henriksen’s career has been spent overseas in
developing countries and as a result he has a
full understanding of cultural sensitivities and
working with local governments and partners.
Mr. Henriksen is a qualified Accountant and
holds a Bachelor of Commerce degree from
the University of Alberta in Canada.

Ridvan Karpuz

Director of Exploration

Mr. Karpuz has over 20 years’ experience
in petroleum industry with proven oil finder
skills. Prior to joining Petro Matad, Mr. Karpuz
worked for Austrian listed integrated oil and
gas company, OMYV, where he has spent the
last 5 years as an exploration and reservoir
manager working in Iran, Yemen and more re-
cently Tunisia. He has worked for Norsk Hydro,
Norway and Endeavour Energy UK & Norway
in various roles from expert structural geolo-
gist to exploration team leader working in a
wide spectrum of offshore and onshore basins
worldwide. Mr. Karpuz has a proven track-re-
cord of establishing successful exploration and
subsurface teams and working in remote and
frontier regions. Mr. Karpuz has a BSc in geo-
logical engineering degree from Dokuz Eylul
University, Turkey and Cand. Scient geology
degree from University of Bergen, Norway.
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Your Directors submit their report for the year

ended 31 December 2012.

Petro Matad Limited (“Company”) a company
incorporated in the Isle of Man on 30 August
2007 has five wholly owned subsidiaries, includ-
ing Capcorp Mongolia LLC and Petro Matad
LLC (both incorporated in Mongolia), Central
Asian Petroleum Corporation Limited (“Cap-
corp”) and Petromatad Invest Limited (both in-
corporated 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)

*  Oyungerel Janchiv

*  Douglas John McGay
(resigned 30 November 2012)

* Clyde Robert Evans
(resigned 20 December 2012)

*  John Campbell Robertson
(resigned 12 March 2012)

*  Sarangua Davaadori
(resigned 12 March 2012)

*  Mary Ellen Collins

*  Enkhmaa Davaanyam

*  David Daniel Skeels
(appointed 12 March 2012)



Philip Arthur Vingoe

(appointed 12 March 2012)

*  George Edward Watkins
(appointed 12 March 2012)

*  Amarzul Tuul
(appointed 19 March 2012)

*  John Rene Henriksen
(appointed 20 December 2012)

*  Mehmed Ridvan Karpuz

(appointed 20 December 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 this activity.

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 2012 was $12.155
million (31 December 2011: Loss $39.599 mil-
lion).

During the year the Group focused on explora-
tion activities on its Production Sharing Con-
tracts (“PSCs”) with the Petroleum Authority of
Mongolia (“PAM”) on Blocks IV, V and XX in
Mongolia.

Changes in State of Affairs

On 13 February 2012, pursuant to the Group’s
long Term Equity Incentive Plan (“Plan”),
206,987 shares were awarded to employees
exercising Conditional 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 employ-
ees 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 Conditional Share Awards
with an exercise price per share of $0.01.

On 25 April 2012, pursuant to the Group’s
Plan, 981,000 Options over shares were grant-
ed 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, 942,000 Conditional Share Awards over
shares were granted to Directors and employ-
ees with an exercise price per share of $0.01.

The Conditional Share Awards will vest on

achievement of the following performance con-

ditions:

*  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 Conditional Share Awards over
shares were granted to an employee with an
exercise price per share of $S0.01. The service
conditions of the awards are tied to employ-
ment 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 Conditional Share Awards over
shares were granted to an employee with an
exercise price per share of $0.01. The Condi-
tional Share Awards are available for vesting
on various dates in 2012.

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

On 26 April 2012, pursuant to the Group’s
Plan, 505,447 shares were awarded to former
Directors and an employee exercising Condi-

tional Share Awards with an exercise price per
share of $0.01.
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On 9 July 2012, pursuant to the Group’s Plan,
164,553 shares were awarded to employees
exercising Conditional Share Awards with an
exercise price per share of $0.01.

On 16 July 2012, pursuant to the Group’s Plan,
1,198,080 Options over shares were granted
to employees with an exercise price per share
of GBP0.0888, exercisable in three equal parts
on various dates.

On 16 July 2012, pursuant to the Group’s Plan,
660,000 Conditional Share Awards over shares
were granted to an employee with an exercise
price per share of $0.01. The service conditions
of the awards are tied to employment continuity
and are available for vesting in three equal an-

nual instalments on various dates commencing
in 2012.

On 5 October 2012, pursuant to the Group’s
Plan, 135,000 Options over shares were grant-
ed to employees with an exercise price per
share of GBP0.0788, exercisable in three parts
as follows:

e 33% after 5 Oct 2013;

*  33% after 5 Oct 2014;

*  34% after 5 Oct 2015.

On 5 October 2012, pursuant to the Group’s
Plan, 190,000 Conditional Share Awards over
shares were granted to employees with an ex-
ercise price per share of $0.01.

The Conditional Share Awards will vest on

achievement of the following performance con-

ditions:

*  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 4 December 2012, pursuant to the Group’s
Plan, 12,000 Options over shares were granted
to employees with an exercise price per share
of GBP0.08, exercisable in three parts as fol-
lows:

*  33% after 4 Dec 2013;

*  33% after 4 Dec 2014;

*  34% after 4 Dec 2015.

On 4 December 2012, pursuant to the Group’s
Plan, 6,000 Conditional Share Awards over
shares were granted employees with an exer-
cise price per share of $0.01.

The Conditional Share Awards will vest on

achievement of the following performance con-

ditions:

*  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 4 December 2012, pursuant to the Group’s
Plan, 1,862,364 Conditional Share Awards
over shares were granted to an employee
with an exercise price per share of $0.01. The
service 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.

Significant Events after Reporting Date

On 25 January 2013, pursuant to the Group’s
Plan, 500,000 shares were awarded upon ex-
ercise of Conditional Share Awards with an
exercise price per share of $0.01.

In recognition of the need to enhance port-
folio management, accelerate work program
activities, and to diversify exploration risk, the
Company has embarked on a farm-out pro-
cess and to this end opened a data-room in
February 2013. A significant number of parties
visited the data-room with several expressing
technical interest in the exploration potential of
the Company’s three PSCs. As of the date of
this report discussions with interested parties
continue.

In April 2013 the Company commenced a
fund raising effort and in conjunction with its
joint brokers conducted an institutional road-
show. While the roadshow was well received
and successful in outlining the potential of the
Company’s exploration holdings, market sen-
timent remains bearish and institutional inves-
tors’ appetite for junior exploration companies
continues to be subdued. Although the Com-



pany received investment offers they cumula-
tively were insufficient to meet minimum targets
and alternative means of funding the Company
were explored.

On 12 June 2013, Petrovis Matad Inc. (Petro-
vis) signed an Equity Subscription Agreement
with the Company that will result the in issu-
ance of 90,612,540 ordinary shares to mem-
bers of the Petrovis Group at a Subscription
price of GBP0.0356 per share. The proceeds
have been received by the Company and will
be used to fund the Company’s ongoing op-
erations which is planned to include work pro-
gram activities in the second half of 2013. The
following table summarizes the pre and post
Equity Subscription Agreement shareholdings.

Pre Equity Subscription Post Equity Subscription

Percent Shares Percent Shares
Petrovis Group 27.56% 51,444,262 51.23% 142,056,802
EBRD 17.00% 31,741,110 11.45% 31,741,110
Others 55.44% 103,490,629 37.32% 103,490,629
Total 100.00% 186,676,001 100.00% @ 277,288,541
Dividends

No dividends have been paid or are proposed
in respect of the year 2012,

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 li-
ability incurred as such by an officer or auditor.

Environmental Regulation

The Group is required to carry out its activi-
ties in accordance with the petroleum laws
and regulations in the areas in which it under-
takes 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 finan-
cial report have been rounded to the nearest

$1,000 (where rounding is applicable).

Signed in accordance with a resolution of the
Directors.

yM/

John R Henriksen
Director
27 June 2013
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2012 was a year of dramatic change for Petro
Matad. As the year began, it became clear
that the early hope of an oil discovery in North
Block XX had proved illusory and that the 2010
and 2011 drilling campaign had failed to dis-
cover oil. As a consequence, the Company suf-
fered a loss of credibility in the market and a
fall in share price. The failure of the drilling
campaign was compounded by the fact that
all eleven unsuccessful wells had been drilled
within a very small and confined portion of the
extensive acreage that Petro Matad has under
licence in Mongolia. By being drilled in such a
small area in Block XX, the wells provided only
limited new and meaningful data that might
help direct future exploration across the maijor-
ity of the acreage.

The year ended with a strengthened Board and
a new management team in place, the man-
agement personnel responsible for the previ-
ous drilling campaign having left the Company.
Most positively, the interpretation and evalua-
tion of the total acreage, as opposed to one
small corner of that acreage, has shown that
the Company’s three blocks have significant
untapped exploration potential. This has not yet
led to restoring full credibility in the Company
and, in truth, we recognise that that may take
some time and be dependent on the current
Board and management demonstrating that we

are worthy of that trust. However, we hope that
when you read the account of what has been
done, both in this statement and in the Techni-
cal Review, you will agree that we are on the
right track.

The major personnel changes that took place
during the year began in March 2012 with the
appointment of three new Board members with
considerable knowledge and experience in the
global oil and gas industry. Dr. Philip Vingoe
has nearly 40 years’ experience of the oil and
gas industry, including 20 years with BP where
he was Chief Geophysicist and General Man-
ager for worldwide exploration. Since leaving
BP, he has been involved with the start-ups and
IPOs of Novus Petroleum and Panoro Energy,
among others. David Skeels is a geologist with
over 40 years’ experience working in the olil
and gas industry, including 20 years at Con-
oco focusing on upstream development and
10 years at BG Group where he was General
Manager in Kazakhstan. Dr. George Watkins
has over 40 years’ experience in the oil and
gas industry including 30 years with Conoco
where he was Vice President, Exploration and
Production in both North America and the UK.
Since retiring from Conoco, he has held non-
executive directorships at companies such as
Paladin Resources plc and Abbot Group plc.



NG
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Mr. John Henriksen was appointed CFO to the
Company on 17 April 2012. Mr. Henriksen is a
Qualified Accountant (Canada) with 36 years’
experience in the oil and gas industry. For the
previous five years, he was Country Manager
(Indonesia) for Salamander Energy Plc. Prior to
that, he had managerial positions in the finance
departments of Vico, ENI and Lasmo plc.

Then in August 2012, Mr. Ridvan Karpuz joined
Petro Matad as Exploration Director from Aus-
trian listed integrated oil and gas company
OMV where he spent the last five years as an
Exploration and Reservoir Manager working in
Iran, Yemen and Tunisia. Mr. Karpuz has 23
years’ experience in oil and gas exploration
and production and a proven track record of
significant oil discoveries. Most significantly, Mr.
Karpuz has substantial experience establishing
and building strong subsurface exploration
teams and leading them to deliver successful
‘fast-track” exploration programmes.

Both Mr. Henriksen and Mr. Karpuz reside in
Mongolia, operating from the Company’s op-
erating office in Ulaanbaatar, along with the
other executive management team and techni-
cal personnel. Messrs Henriksen and Karpuz
were appointed as Board Directors of the
Company in December 2012.

Two other decisions flowed from the personnel
changes. Petro Matad closed its representative
office in Perth, Western Australia, from where
certain functions of the group had been support-
ed since the Company’s inception. These func-
tions are now supported by the Ulaanbaatar
operational office. In May 2012, the Company
also announced that the Board had determined
that further drilling or testing on Block XX should
not be pursued before conducting a thorough
re-appraisal of the exploration potential of that
block plus Blocks IV and V.

This re-appraisal began in August 2012 under
the guidance of the Company’s new Director of
Exploration, Mr. Ridvan Karpuz. In order to ac-
complish this task in the shortest possible time,
Petro Matad’s internal exploration team of 12
explorationists and geoscientists was supple-
mented at various stages by appropriate in-
ternational technical consultants working in our
offices in Ulaanbaatar and abroad.

This programme of work has included basin
modelling and play fairway analysis across all
three PSC Blocks IV, V and XX. The available
seismic and geological data has been re-inter-
preted to provide a structural and depositional
history of the individual basins. Geological field
work has also been undertaken in Blocks IV
and V in central Mongolia. The data from this
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field work, when integrated with the geologic
section observed in the two stratigraphic holes
drilled along the basins” margin in those blocks,
has also contributed to a better definition of
basin evolution and hydrocarbon generation
potential in the region. Most importantly, it has
confirmed that the geologic section present in
these basins matches that encountered in the
prolific oil producing basins to the immediate
south in China. As you will see described in the
Technical Review, this analogy with the basins
in China is very significant.

Review of all the data in Block XX threw up an-
other interesting observation. The failure of the
2010 and 2011 drilling programme in Block
XX has obscured the fact that the Competent
Person’s Report (“CPR”), prepared by ISIS Pe-
troleum Consultants Pty Limited (“ISIS”) in 2008
in connection with the Company’s admission to
AIM, identified three graben areas that lie on
trend or en-echelon with the producing fields
in the Tolson Uul Graben in Block XIX to the
north. The ISIS CPR noted that “one or more of
the grabens could contain the equivalent or a
greater sedimentary section than has been de-
fined in the Tolson Uul Graben”. None of these
grabens was tested by the drilling programme.
Additionally, the interpretation work over the
last six months has also identified a number of
similar basins in the southern part of Block XX.
Block XX has enormous unexplored potential
and it was therefore a significant achievement
for the Company when PAM granted a five
year extension to July 2017 for the PSC on the
block.

More information and discussion on the anal-
ogy with the basins in China and the potential
of the PSCs for Blocks IV, V and XX is given in
the Technical Review section.

Alongside the major effort being applied to a
technical re-appraisal, the Board also initiated
an administrative review. Corporate gover-
nance has been strengthened by the introduc-
tion of a procurement policy document that sets
out the process to be followed as well as au-
thority limits for management and the Board. A
procurement committee has been established.

Ongoing costs for steady state management of
the business, as opposed to costs associated
with work programmes for seismic acquisition,
processing and interpretation, etc. have also
been reduced by one third, from $600,000
per month in the first half of 2012 to about
$400,000 today. This has been achieved by
looking carefully at all expenditures and not
replacing many of the people who have left the
group. While some of these positions may need
to be filled when Petro Matad commences field
operations again, it is likely that many of these
roles can be undertaken by contractors and so
avoid creating a higher base line cost for the
longer term.

However, even though a number of good
things were happening within the Company,
there can be no disguising that, by the end of
2012, the Company needed additional funding
in order to execute the sort of programme that
the next phase of exploration demands.

In February 2013, with this in mind, the Com-
pany’s Exploration Director, Ridvan Karpuz,
gave a presentation at the 57th Oil Barrel con-
ference in London to provide an update on
the Company’s portfolio of exploration assets
in Mongolia and to advertise Petro Matad’s
strategy to seek farm-out partners in order to
accelerate the exploration of the Company’s
acreage.

At the same time, Petro Matad announced that
it had engaged Macquarie Capital (Europe)
Limited (“Macquarie”’) to find a strategic part-
ner to progress exploration activities. The three
blocks comprise over 60,000 square kilometres
and it is felt that the optimal means of explor-
ing this vast acreage is through farm-outs and
joint venture agreements.

Following the conference, a copy of the Com-
pany’s presentation to delegates at Oil Barrel
was made available on the investors” section of
the Company’s website. A link was also added
to the website to allow access to information
regarding the farm-out.

A virtual data room was opened in mid Febru-
ary 2013 for interested parties and a physical



data room was opened in Macquarie’s London
office from early March. Access to the data
rooms was restricted to industry participants on
the basis of a signed confidentiality agreement.

In parallel, during April 2013, Petro Matad
embarked on a round of institutional visits to
inform shareholders and potential investors of
the positive results of the recent interpretation
work. Also, with one or two exceptions, Petro
Matad had not met with any UK institutions for
nearly 24 months and this roadshow round
corrected this. While it was soon clear that the
current market was not conducive to raising
funds for small cap oil and gas companies, we
nevertheless believe that this was a useful ex-
ercise. We are cognisant that market sentiment
can change quickly and believe that these dis-
cussions will provide a useful background when
considering possible fundraising in the future.

For the moment, we are fortunate to have a
supportive shareholder in the Petrovis Group
who has agreed to an equity injection of S5
million into the Company which will allow the
Company to commence preliminary field op-
erations during the 2013 field season. As previ-
ously noted, the Company is also in the process
of conducting a farm-out. The Company has
had a number of international companies visit
the data room. The data room is now closed
and the Company is in discussions with those
companies that have expressed an interest in
pursuing the opportunity further. While there
can be no guarantee that these discussions
will result in a concluded transaction, the level
of interest shown encourages the Petro Matad
Board in our technical evaluation of the merits
of the acreage that we have under licence.

In concluding, the Board would like to express
their great appreciation for our staff, both tech-
nical and non-technical, who have worked with
enthusiasm and diligence through what has
been, and in some sense continues to be, an
uncertain time for the Company. There is no
doubt that, without their efforts, the Company
would not have been able to make the prog-
ress that it has over the last year.

Board of Directors
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Metpo Matag komnawwmitd xyesg 2012 oH
Hb WX ©epUYNenTuitH >un Gainaa. Toc onox
MAraananToi xXam3H Hakipgax 6bakicad Martag
-XX TanbaiH xoia X3Crasc ToC Mnpaxryi Gonox
Hb XMIUIAH 3Xx3HA Togopxoi Boncod 6a 2010
GonoH 2011 oHA XWIHTOCOH  ©pemanerviiH
XOTONOOPYYA MAHXYY OMXMUITIYH GOSCOH OM.
YAMaaQp 3H3 Hb 30X 33371 A3X KOMMOHMIH H3P
XYHO3LA HeneesX, XyBbLAdHbl XAHLW YyHOXAn
XYpracaH 6unss. OpemanernitH  xetenbepwitr
OMXMITIYA  XIP3MKUXSL  HOmNeenceH  3ymic
Hb [leTpo Matag KOMNOHMMH  333MLLIUIAH
XQMUIYYSblH ©PreH yyaam TanbaiH 3eBXxeH X3T
XUXKM, XA3raapnargMan Har xacar rasap 11
LLOOHOTUIT OPEMICOH SBAAS IOM. DHD XIMXKIIHMMA
XUXUT TA30PT ©POMACOH TYXAMH LLOOHOTYYA Hb
LOQLWAbIH HUMT TanbaMH XAWUFYYAbIH QXKW TYC
Bonox ay xonbornon Gyxuit M3O33MIUIAT 36BXEH
XS3rAQPNAraAMan XSMX39HE ©rceH.

KunuitH  3u3C XA KOMMAHWUIAH — TENeeneH
yoMpaox 3eenen 60noH  yaMpanareiH - 6arT
eepunent opx OMHOX OPOMINOTUIH
XeTeNbepPUIr xapuyuax 6ancaH  yaMpanarsH
6ue BypanasxyyH Hb KOMMAHMAr OPXMCOH oM.
MiAHXyy TyC OHA XMHCSH M3A33MNMKMH Tawunan,
YH3NI3r TANBAMH H3T ©UYYX3H X3CIIT XUMANTYMra3p
HUIAT TaNBAMH XIMX33HL, XMICIH Hb KomnaHuiiH
rypeaH Tanbaig ay xonborpon byxuit epemaex
BonomMx  Byxui  xairyyrnbiH - Heel, 6ononuoo
Bairaar xapyymk 6airaad Hb Mall Sepsr yp
OYHT3 camxaH m34333 60mx 6aiHa. Xaamirssp

3H3 Hb 3EP3ar M333 6ONOBY YP AYH Hb KOMMNAHMA
UTI3X UTTRIMIAT BYP3H 3PIyYIX ABYMPY XAPAAXAH
YO@OXTYH YYHA LOr Xyrauaa LaapaiarartaiH
n33p, wuHs Teneenen Yaupaax 3esnen (“TY3”)
GOMOH YOMPANArbiH 6ar 3H3 UTIAMAT 3Pryymx
ABYPAX 3C3X33  XAPYYAX  X3IP3MTOU  MArMUr
Oun xynasH 3eslieepy OaiHa. [caH xaamit v,
3HIXYY M3a3ra3n 6onoH TexHukuiH [yrHanT naxs
OUOHUIA XMIACIH QOKNbIH TOMMBIT Y3334, BUAHWIT
36B 30MAAP ABX DXCHUMII XY/33H 36BLUESOPHS
rI31T Oua Hanpax 6anHa.

HanxuiH raspeiH TOC, XWAH canbapT M34ar,
TYpLWAAra — XYPUMTIYYACOH — TYPBOH  LUKMHD
ruwyyHuiar 2012 onbl 3-p capa TY3 -a Tomuncon
Hb YOMPANATBIH YHACSH BYP3NASXYYHUAT ©epUnex
axnbiH 3xn3n 6oncoH. [oktop ®Punun Buwnro
Hb [aspeiH TOC, xmitH canbapt 40 opunm
XU QOKMIIIACAH  TypLlunaratan Teamiryin “bu
Mu” (BP) komnanug Axnax eoduamky 6Gonow
Eperxuit 3axmpnaap 20 xun axunnacaH xyH
oM. “Bu Tn” komnawuiiH gapaaraap T3p33p
“Hosyc [letponeym” 6a “lNaHopo DHepxu”
33031 KOMMNAHKUYALIT YyCraH 6airyynax, IPO xuix
QXMUA oponuUoH axmnnax 6aiHa. Ossun Ckunc
Hb [a3psid TOC, XmitH canbapT 40 xun Typwnara
xypumTiyyncad  leonorny  6ereen  KoHoko
(Conoco) komnaHua m334 ypCranbiH YMiisnasp
20 xun  axunnacad  Typuwnaratai. TyyHunsH
Kasaxcrarn Yncein “Bu Xu” Tpynn koMnaHmiH
Eperxuit 3axupnbin anbad Tywaansir 10 xun
xawcaH. doktop Xopx YOTKMHC Hb raspbiH



TOC, xmiH canbapt 40 rapyit xun axunnacad
bereepn Xoig Amepuk 6onoH Mx bputaru gaxb
KoHnoko komnawumitH  canbapyynan  Xawryyn,
On6opront xapuyucad Osn Epenxuinerueep
axunnax  6aicad 30 XunuitH  TypLUNAraTaim.
KoHoKko kOMMNaHW paxb yyparT axnaa XymnssnrH
ercheec xoiw “lManagme Pecypc”, “A66ot
fpynn” X M3T KOMNAHWYAQA ryMusTrRXx Byc
3AXMPIbIH ANBAH TYLIAANbLIF XAWMX BaiHA.

Hoén Xon XeHpukcsH Hb 2012 oHbl 4-p capbin
17-06 epep Komnawuin Carxyy Xapuyucan
3axupnaap TOMMNOrACOH. T3p33p raspeiH TOC,
XWIH canbapT 36 XU AXUNNACAH TypLINAraTan
Mspraxnumitn - Harmnan  Bogory  (Kanag)  tom.
OHIrepCcoH TABAH XMIUAH XyrauaaHa T3p33p
CanamaHgep DHepxu komnawua 3axmpan /
Muponesn/ xumitx Baican. TyyHssc emHe Buko,
M Du A 6onon Jlacmo (VICO, ENI Lasmo
plc) KOMRAHUYABIH CAHXYYTUIH X3NT3CT YAMPAAX
anbaH Tywaan 3pxanx 6aicaH.

2013 oHbl 8-p capaac HoéH Pupsan Kapnys
Hb  [letpo  Matag  komnawug — XanryynbiH
XonTeuitH  3axuMpnaap  axXuax  3xancaH  6a
CYYIMIH LepBeH Xung ABCTPUIAH XOPOHMUIAH
OupxML BYPTIaNTM ra3pbiH TOC, XMIH KOMMAHM
6onox Oy Om Bu (OMV) Komnawnuitn Xaviryyn,
Aryynary  gasxapreid - Cyganraa xapuyucaH
saxupnaap Mpan, Memen, TyHucT axunnax
BaicaH. T3p33p raspbiH TOC, XMHAH  XQMTyys
GonoH  onbopnonTeiH  CcanbapT  AXMANAX

BaicaH 23 XUnWAH  TYpLINAraTain  TeauiMryi
TOMOOXOH X3MX33HWA TOCHbBI HI3ATYYOMMUI XMIAXK
BaicaH.  XamruiH yyxan Hb HoéH Kapnys Hb
AOBXAPTbIH - CYAQATQQHLI  XQWTYYnbiH - Garmir
OVYPAYYNdX, YAMPAOX MOH  XAMIyyMbiH  QXIbIr
AMXMNTTAMIAAP SPUYUMXKYYISX TANAAP MXI3X3H
TYPLUNAraTaM XYH IOM.

Hoén Xenpukcan 6onon Kapnys Hap Hb MoHrong
OPLWMH CYyH yampanarsii 6ar 60NoH TEXHUKUIAH
6ue 6ypanmdxyyHMit xamtaap Ynaanbaartap
paxb  KomnawuiH  yin  axunnaraa 3pxascaH
odpoducooc axunnax 6baiHa. 2012 oHel 12-p
capn Hoén Xenpukcan 6onon Kapnys Hap Hb
KoMnaHuiH TeneeneH ymauMpaax 3eBnens MeH
TOMMIIOTACOH.  YAMPANQrbiH - TYBLUHMM  XYMYYC
MIHXYY CconuracoHTom yanayynad [letpo Matag
Komnaru Hb anx 6AiryynargcaH uaraac sxiisH
TOLOPXOMN ACYYLMbIT XAPUYLAH AXMUANAX 6ANCaH
bapyyn Asctpanuitn [ept psx TeneeneruuiiH
raspaa xaacad. Ogoo sHaxyy yin axunnaraar
YnaoHbaaTap AOxXb VAN QOXMANArad SPX3CoH
opducooc asyymx 6BaiHa. 2012 owbl 5-p
capa Martag-XX tanbait 6onon borp-IV 6a
Ounrn-V tanbaitH xairyynsiH Heel, 6ononuoor
OOXWH  HOPUMBUNAH YH3MI3X33C Haaw Martag
XX Tanbann epemaner 6GONOH  CyaQNrAQHb
OXKMI XMIAXTYH  X3M33H  TY3  WMIALBIPNICHUIT
KOMMQHWMH 3Yr93C M3A3TACIH.

TexHUKMIH MOII3MNMIAH AAXMH YHINTIIHUA QXM
Hb 2012 owbl 8-p capa KomnaHuiH wumH




2 TY3-UAH rUWYYOUAH M3O3rO3N
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Xauryynein 3axupan HoéH Pugsan Kapnysbin
YOMPLANATGH JOP IXIMCIH. DHIXYY QXKITbIT XAMIMAH
BONOMXKMT BOrMHO  XyrauaaHs BuenyynsxXuiH
Tyng 12 xynuit  GypanmdxyyHTIH  xamryynd,
reobusnkugmnitt - etpo  Matag  komnaHuiiH
XaUryyneiH - 6araac ragHa  LWaapanaratai ye
watyyaas  YnaaHbaatapt 6OMOH  ragaanog
BANPAX TEXHUKMIAH 30BNEXYYA BYXUi N TYBLUMHA
TYCNQH QXunnanaa.

DHIXYy QXung COB  rO3PbIH - 3QrBAPYNAN,
XYPQAryypbiH — QWMIT  BYCUAH  WMHXMAMST
it BXI-1 3 Tanbarn xamxasHg xuinss. Cas
razap Tyc OypwitH 6yTumin GonoH  xypaac
XYPUMTNASbIH TYYXMUr  TOrTOOX YYLH33C
OfOOTWIH  CEMCMMIH  GONOH  TeONOrMitH
M3A337M1304 AOXMH Taunan xuix, MoHron opHel
TeB x3cart 6Ganpnax IV 6onon V tan6anin
FEONOTMMH  XI3PUAH  CXJIbIT MOH  TYMLITIICIH.
TyyHunaH 34r33p TanbGAMH COB ra3pbiH 30XxaAp
OpPOMACOH [ABXAPrasyMH XO&p LOOHOrooc
QBCAH TEONIOTMMH 3YCINTTIM HIMTIIXIL IHIXYY
X93PMIAH CKIAAC ONICOH M333M31 Hb TyXAMH ByC
HYTAr [OXb HYYPCTEperd yycrax 6onomx 6onoH
CAB rA3PbIH XYBbCASN ©OPYNenT 33PIMUr Mayy
COMH TOLOPXOMNOXOH TyCAncaH. XaMrmiH 4yxan
Hb 3Ar33p CAB rA3pyylh AOXb FE€ONOMUAH 3yCanT
Hb XATQOBIH 6MHO[ X3C3radX TOC onbopnox Oyit
CAB raspyyasiH 3yCanTTain Taapy 6airaar yyrasp
Batancan. TexHukuin [yrHanTsHa M3a33ncHI3p
XaTan [Ox CAB  rA3pyyaTal MKW TeCeeTdi
6airaa Hb Mx33x3H Qa4 XONbOrgonTON  3yWin
Bonoxuir Ta ByxaH xapax 60Ho.

Mataa-XX tanbarin  6yx  M333nnMHr  AGXMH
LLIMHXN3X34 €60 H3I 3YIZJ'I axXxurnargCaH asaan Hb
Metpo MaTan KomnaHm JIoHAOHMMItH xepeHruitH
BUPXMItH x08paord 3ax 33304 6ypTrarasx yen
ISIS Petroleum Consultants Pty Limited (“ISIS”)
Hb 2008 oHg Mapraxnuitn Xynwmin Tannanr (MXT)
GanTraH rapracad 6ereen yyHa XIX tan6aim
Tocon-Yyn [pabens TOC onbopnox 6y
TanbaiTan 33parusx Gyoy uysapd GanpnacaH
rypeaH rpaben Baitraa Tanaap TOLOPXOMIK33.
M8y 2010 6onon 2011 onbl Maton-XX Tan6ai
133D XMIrACIH ©POMIIOMMIH xeTenbep yyHWIMr
cyanaxsir opxurayyncad 6annaa. DHaxyy a33p

nypacan  Tainanp  “TyxanH  rpabenyynoac
H3r Byloy TYYHI3C OfOH TOOHB rpabeHyys Hb
Tocon-Yyn rpaben [33p TOOOPXOMSICOHTOM
VOKMIT 3CBIM TYYHIIC MX XIMXIIHWIM  Xypaac
aryymx 6anx MaragnanTain’ xamasH TSMIIM3CIH
Baitx 60noBY 34r33p rPAbeHyyabiH QNMAT Hb Y
OPOMANOIUIAH QXIAAP LUANTAATYH oM. YyH33C
FQAHA CYYIMHAH 6 COap XMIMCIH QXKIbIH TAMNAn
Hb [33PXTaM TOCEOOTIM X3, X3[3H COB TA3pyyL4
Matan-XX  tanbann  ypn  xacart  Gairaar
TOITOOCOH. Matan-XX TanbaiH  xamx33Ha
cyanargaaryil acap ux Heeu 6ononuoo 6airaa
yupaac [aspsiH TocHs [aspeid 3yraac MaTtag-XX
Tanbai pz3p Gakryyncan bytasrmexyyH Xysaax
M3pasnuin xyrayaar 2012 owel 7 ayraap capa
AQXMH 5 XUN33p CYHrOCAH ABAAN Hb KOMMOHMIMH
XYBbJl TOMOOXOH OMXMIIT IOM.

XaTan noxe CaB raspyyaran teceeTsi Hairaa
TANOQp WYYy [A3ArP3HIyA  mag3man 6onoH
boro-IV, Onrn-V, Matag-XX tanbaigsH Heel,
6ononuooHs Tanaap  TexHukuiH  [yreantuin
X3C3MT WAYY L3Mr3P3HIYH AypacaH 6omnHo.

TY3 Hb TEXHWMKMMH AQXMH YHINMD3 XMAX COKILIT
COHOQUNAOXAAC ~ FAAHA YA QXKMIIAraaHs
XSHAQNTHIF  COMXPYYNAX — CAHQQYAArbIl  MOH
x3parkyynna3.  KomnawuiH  yaupanara  Hb
XyOONAQH QBANTHIH YEeA [AraX Mepaex YMn
9Bl, yaupanara 6GonoH TeneeneH yaMpadx
36BMGMIMMH 3PX M3LJIMIMH XA3radpbir TYCracaH
XYyLONAGH — QBONTHIH - BOLIOTHIr  HIBTPYYIX,
xymongaH  asanteiH - Xopoor  Gaitryynaan
BaitHa. CelcMmuiin  xamxunT, HonoscpyynanT,
TAMNQN 33P31 XAUIYYNbiH QXJIbIH XeTenbepTait
xon6ooToM 30paonTan XAPbLYYNOXa4
KOMMOHWAH ~ TOFTBOPTOM  YMN  QXXMANArQaHbl
sapaan 2012 oHbl 3xHMI xaract, cop TyTam
600,000 am.monnap 6arcan 6on eHeeapuitH
6apnaap 400,000 am.gonnap Gomx GyypcaH.
Bun 6yx 3apanaa canTap HAMMIaH y33X, axinaa
XYNI93ArK  OrceH axunyabH anbad  Tywaang
AOXMH TOMMITTOO XMIXryit BAix 3amaap a33px
sapansir 6yypyynx yancaH. KomnanuitH xaspuitH
QXXMM OOXMH 3XII9X34 dAr33p OxnbiH Gakpyynas
OPIIOX XYH X3P3r BOMOX Y, OAOOTOOP SArP3PUMH
H3M934 X3CTWIr 3HD yen 3eBnex KOHCANTAHIyya



OPNOH TYHUITr OakHO. YyHUI yp AyHA ypT
XyrauaaHsl eHgep 3apaan 6uit 6onoxooc 6ug
3AMUNCXMIK YOACAH.

KoMnaHmiH  xaMx33HA  MiHXYY ONOH  3eper
oopunentyyd rapcad xsguit 4 2012 owbl
TOrcren raxsg, XawWryynblH GOPAArUiAH ye LaTbIr
TYMUSTIEX HIMNT CAHXYYXKMIT X3P3rToH 6OMNOX Hb
3pran3saryit 6ONCOH IOM.

Tuitmaac MoHron [aXb KOMNAHWUH XQMTYYSbIH
TanOAMAbIH TANAAP WWHUMICSH M3AD3M13Nerex
OONOH XAMUIyyMbiH CXIBIT SPUMMXKYYNISX Gapm-
QyTbiH XAMTpary xaix sopunro Byxui [letpo
MaTagn komMnaHuitH cTpaTeruir TaHunUyynaxaap
KOMMAHMIMH  XauryynbiH - X3NTCUAH  3axmMpan
Pugsan Kapnys 2013 onbl 2-p capa JloHgoH
xoTof 30xuoH 6anryynaracad 57 paxe Onn
bappen Xypana TaHunuyynra xuicaH om.

YyHMIM 3303MU35 CTPATErMMH XAMTPArY Xanxaap
Makkyarp  Kanutan  (Espon)  Jlumursgurir
(“Makkyaip”) xencenx 6aviraa Tanaap [letpo
Matagbin 3yrasc mapsracsH. Huir 60,000xm?
TaANBANr XAMPAX XAMUryysbliH FypBaH Tanbawmr
cyanax oHoBuToM apra Hb Papm-ayT 6onoH
MIPIXIUMAH KOMNOHUTAM XOMTPAX ApPra oM.

Yr XyprblH BOpaaraap COHUMPXOTYAOL 30PUYIX
Komnawuin  uaxum  xyyaacHsl  “XepeHre
opyynary”  XoM33X X3C3MT  KOMMOHWUH  LLIMHD
TAHMALYYNTBIT  HUATONCOH. MeH  dapMm-ayTbiH
TANQAPX M3AI3MMUNAH XONBOOCHIT LAXMM XYYLCAH
033p B6anipnyyncad 6osHo.

2013 oHbl 2-p capL  COHMPXOrY  TAnyynon
30PUYNAH BUPTYQN M3A33MMIH CAHT H33CaH Oa
3-p capbiH 3x335p MakkyahpbiH JloHgoH aaxs
anbaH 6aipaHs BUEeT M3AISMIMIH  TAHXMMBIF
H33CoH 60nHO. TyxaMH M333M314 H3BTP3X 3PX Hb
36BXOH MIPIrIaXIMMAH KOMMAHWYLOA HYYLIObIH
T3P33HUI YHACIH A33P HO3ATTM BGAMCAH 1OM.

Yyuuit  33paruss [letpo Martag Hb  cyynmit
YEMWH  TOMMOMBIH ~ OXJbIH - 3€P3r  YP  AYHT
XyBblLIAQ  333MWMruna  BONoH  BONOMXMT
XOPOHIe  Opyynardaan  M>3A33M3X33P  HUID3

ONOH  XOPOHre  Opyynary  KOMMOHWYATAM
yyn3ax axnbir axnayyncaH. CyynuiH 2 xunuiH
xyrauaaHs KomnaHu Hb, raHu Xxoépbir  3c
Toouson, 3am3p WMx  bputanuin  xepeHre
opYyynary KOMNAHUyATAM yynsaaryi 6ancaH Tyn
3H3 YAAATUIH 30PMITOT Yyn3antaap Gug T3AsHA
CYYTMHH  YEMMH  MIO3MNIMAT  OArOX  CAMXAH
BONMOMX ONACOH oM. OHeempuitH 3ax 33314
xepeHre 60OCrox Hb raspeiH TOC GONOH XMMH
KMKMI KOMIAHUYIBIH XyBbJ, TAQNAMXIYi Hairaa
Hb YAQIIYA TOROPXOM 60ncoH x3pui 4 6un
YYHWAT yp QLIMITAR Typlunara 6ancaH X3SMa3H
Y33k BaiHa. 30X 333MUHH  XQHANAra XypaaH
XYBUPAQAr Tyn 3AM3P YYN30ATYYA Hb MP334YMH
xepeHre 60oCrox yin ABUAA  WAAPANAraTa
CYYPb M3[33MM133D XAHIAHA M3 UTraX BaiHa.

2013 oHI KOMNAHWIH X33 PUIMH YT QXUANAradaHsl
BTN QXKABIN 3XAYYndX BONOMXKMIAr onroH 5
COaa OM.JONIAPLIH XOPOHre OPYYNANTHIN XMAXMIAT
36BLUIEOPCOH [1eTPOBUC X XyBbLAA 333MLUMMY
6aitraa Hb GUAHMIA XyBbl MALL Q3 3ABLIAAHTAN
xapar oM. [93p mYypACAHUNOH KOMMOHM  Hb
bapm-ayThiH QXIBIr SXIYYACIH 6a M3a33MMiH
CAHI X34, X343H OJIOH YJCbIH KOMNAHWYL UPX
conmnpxcoH 6ereen 0000 6GMET M3A3IMIMMAH
TAHXMM  XQArAcaH 6a  GONOMXMIr  LaaLmg
CYLJIOX COHMPXON MI3PXMUNCIH KOMMAHWUYATAM
X3M3AUYYAMMIAT  ypramknyynx  BaiHa.  Darsp
X3M3MLYYNTYYA Hb IMAP H3MH X3MLI33D AyyCcax
batanraa  6anxryt  xspMi 4 T3AHMA  3Yr33C
Y3YYIK Oy COHMPXbIH TYBLUMH Hb 3 TanGaiH
MP330yMH BONOMXKMIMH TEXHUKMMH  YH3I33HMMA
tanaap [letpo Maran Komnawwmitn TY3-uitn
TULLIYYASA YPAM erceH 6unas.

DUSCT Hb KOMNAHWIH TOZOPXOMIyH Baranaac
Y XOMOAPQAH  XWMYIIHIYM, 3P4 XYYTIMMIP
axunnax 6anraa TEXHUKUIAH 6ar 6ONOH HUAT
axmunuaanad TY3-uiH HUAT TMyyauiH emMHeec
TANAPXNaa UN3pxmuinmssp 6aiHa. TapHMi XyduH
YOPMOMNTIYHM3P GUA  ©HIePCeH OHA  axul
O3BLUMA rApPrax Yapaxryi 6aican 6mnss.

TY3-wir ruyyn
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Petro Matad holds an extensive land position in Mongolia covering prospective emerging and frontier
hydrocarbon basins in PSC Blocks 1V, V and XX. Together these PSCs have a total licence area of
60,000km? within which the basin areas total 21,000km?.

In all there are 531,000km? under licence in Mongolia (see figure 1). However, there has been only
limited exploration drilling in recent years and there has been no exploration drilling in the western
half of Mongolia. This is surprising given the prolific producing basins that lie just to the south across
the border in China. These analogue basins in China have been widely explored resulting in numer-
ous discoveries including a number of giant fields. For example, the Junggar basin, which provides
a good analogy for Blocks IV and V, has reported reserves in excess of 9 billion barrels of reported
recoverable reserves while the Erlian Basin to the south of Block XX has reported recoverable reserves
of more than 600 million barrels.

Figure 1: Exploration activity in Mongolia and location of Petro Matad’s blocks
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3ypar 1: Moxron Yncan xwirasx 6ysi raspsid TOCHbI xasiryynsid axun 6onor [letpo Martagsin TanbasinyyasiH 6avipnan

Metpo Matan komnaHu Hb MOHIron opHbl rO3PLIH  TOCHBI  3PMMIH  X3TUIH TENeBsT3H, ypa Hb 6apar
cyanargaaryit cas raspyyn 6onox borg-1V, Onru-V 6onon Matap-XX TanbaitHyyaan BXI-wuin paryy
xanryyn xuix 6aiHa. Darsap BXI-1 tanbainyyn b Huittass 60,000 km? tanbaitr xampax Gereep
T3AM3PUAH AOTOPXM TyHaman xypaact cas raspyyn Hb 21,000 km? 6onHo.

Mownron Yncan Huitass 531,000 km? tanbaita xaiiryyn onbopnonT xmiix TyCrai 3eBLIeepes ONroracoH
6anaar (1-p 3ypruir xapHa yy). [3BY  CyyaMiH Xuayya3a Mal XA3radpiaraman TOOHbI XQAMryysbiH
epemaner xuiracsH 6ereen MoHron opHel 6APYYH X3C3MT AMAP HIM3H XAWTYYbIH OPOMANST XUIML33ryit
BaiHa. XaTaabiH Heewl, UXT3K, onbopnonT xmitraax Oyt cas raspyya MoxronsiH emHen 6onoH 6apyyH
OMHOL  XWIUIAH LAAHA OPLUAOT Hb FAMXANTAW. XATGAbIH 3Ar330 MXUN TOCT3M CAB ra3pyyaon epreH
X3MXKI3HUM XAMIYYN XMACHWMA YP OYHI X34 X3A3H TOM X3MXK33HMI OpAayyasir H33CoH 6aipar. Xuwss Hb
bora-1V, OHru-V TanbaiiHyyatai agmuntrad xapbuyyix 6010xyiy 3yyHrapsiH COB ra3pbiH ALKMIANTbIH
Heeu 9 Tpbym rapyit 6appens 6on Mataa-XX tanbarraac ypa 3yrm 6aipnax DpasHuic cas rasapt
600 cas rapyi bappent awMrmanTbiH HeeL Guit 1 M3a33ncsH 6aiHa.
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Data from the stratigraphic wells drilled in
Blocks IV and V combined with surface outcrop
data from field studies has been used to build
up a picture of the stratigraphy across these
blocks (see figure 2). The stratigraphy is analo-
gous to that in the China basins to the south
and comprises a Permo-Carboniferous pre-rift
megasequence overlain by a Jurassic-Creta-
ceous syn-rift megasequence. In places, these
megasequences are separated by an angular
unconformity. In turn, these are overlain by a
Tertiary post-rift megasequence.

Xo3puiH cypanraaraap  LyriyyncaH  rapLuMidH
O3XUMH  WinHxmnr3 6onon bora-1IV, Ownrn-V
Tan6aiHyynan  ©pPeMACeH  AAaBXApra  3yiH
CYAQNTAQHbl LLOOHOTMMH HIITIICIH  M3AIMIMAT
QLIMIIAH 3ar33p TaNBGaiHYyabIH AABXAPrasymr
rapracad (2-p aypruitr xapHa yy). TanbaiHyya
Hb OABXAPrasyiH xysbd MoHronsiH  emHes
XMIMAH  paryy XarapsiH - HyTart  6aitraa cas
ra3pyyabiHXTan wxxun Tectsit Gereen Opa-
Li>panitt  HacHbl  pudTHitH  Mera  yenanasp
xyumracaH  [Nepm-Kapborbl  puUdpTUIH  emHex
Mera yenanssc GypasHa. Darssp Mera yensnyyn
Hb 30PMM X3C3MT33  OHUMeH YN  HUALIIMIP
TYCrOQpAAraax, rypasaaryuiH HACTAM pudTHMH
LAOPAOXM MErd YENanasp XyYUracaH G6aiHa.

o e e

Figure 2: Stratigraphic column with
syn-rift and pre-rift petroleum sys-
fems

 CAMMCRAFIIIOU PLAT VAT VTN BATST O AT
WL AR Racs,

G R
R B8R

Ak b b

3ypar 2: Pudtuiin 60n0H puTuiin
OMHOX [Q3pbIH TOCHbI  CUCTEMMIIT
Anraca Aasxaprasydid 6araHa

Tl T+
o o 0 0 PP
S

@,

PETRO MATAD LIMITED
o
ANNUAL REPORT 2012




PETRO
MATAD

TECHNICAL REVIEW / TEXHUKUWAH OYTHINT

26

All production in Mongolia to date is from the syn-rift sequence. The producing fields in Blocks XIX
and XXI are sourced from rich, oil-prone Upper Jurassic — Mid Cretaceous lacustrine shales which
form both source and seal. The largest of these fields is the Tolson Uul field in Block XIX which has
quoted recoverable reserves of 151 million barrels. This syn-rift sequence is also analogous to pro-
ductive sequences in the Songliao and Erlian basins to the southeast in China (see figure 3).

As yet, there has been no well penetration of the Permo-Carboniferous pre-rift section and so this
sequence remains unproven in Mongolia. However, this sequence has been explored extensively in
the Junggar and Turpan basins to the southwest (see figure 3) and has been found to contain multi-

million barrels of recoverable reserves.
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Figure 3: Prolific analogue basins in China
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MonronbiH  raspeiH TocHs  6yx  onGopnonT
PUDTUAH YeUtH 0ABXAPTYYAQn XWX 6aiHa.
XIX 6onon XXI tan6aiH opayyn aaxs Oasp IOpa-
Oyna  Lspauin HacTal HyypbiH rapantai, Toc
aryyncaH 6aix GOMOMXTON, ©H4ep OPraHmk
aryynratai - 3aHOpaac  onbopronT XMt
baitraa bereen 3H> Yynyy Hb ©6PE6 YyCrary
GonoH  Tycraapnard  uynyynruir - Gypayynx
Bairaa oM. DArs3paIsc XxaMruiH Tom Hb XIX
tan6ain Tocon YynbiH opa 6ereen TyyHuit
awmrmnanteiH - 6atanraatr  Heeuunr 151 cas
Bappenuap TOOUCOH. PudbTuiH yeunH sHaxyy
A0paanan He MOHFOMbIH 3YYH YPA TONG OpLUMX
Xaragbin CoHrnmnao, DpasHui CaB raspyyadbiH
QUIMIT AABXAPIYYATAM Mxun TecTsi 6aiHa (3-p

3YPIUAr XAPHA Yy).

Oupooroop [Mepm-Kap6oHe Hactan pudTmii
OMHOX YEMMH [ABXAPraf SAMAp 4  LOOHOT
epemaeeryi baitraa Tyn MoHron opoHa 3Haxyy
paexapreir cyganx, 6atnaaryit 6anHa. XapuH
Mowronein 6apyyH ypa 3yrT opuwux 3yyHrap,
TypnaHbl COB raspyynodd 3HIXYY ACQBXAPTHIF
cantap cymancaH (3-p  sypruir xapHa  yy)
Gereen onoH cas GAPPEnUIH  ALIMIIANTBIH
He®eLUT3M Hb TOrTOOIACOH.

PETRO MATAD LIMITED
ANNUAL REPORT 2012

@,
27@



PETRO
MATAD

TECHNICAL REVIEW / TEXHUKUAH OYTHANT

A closer analogy can be made between the
producing Junggar and Turpan basins of Chi-
na with the basins mapped in Blocks IV and V
(see figure 4).

When we look closely at the Junggar basin
area, we see that it is not a single basin but a
series of large sub-basins with production lo-
cated within these sub-basins. This is the same
basin frame work and size that we observe in
Blocks IV and V. This is illustrated by the red
oblongs shown on the maps of the Junggar
basin and Blocks IV and V, which are at the
same scale.

WUTE WOOE

100°0'0"E

Toc onbopnox Byit XatagbiH 3yyHrap, TypnaHs
cae raspyyasir bora-IV, Ouru-V tanbaiHyynag
AracaH ~ cas ra3pyyatai  XapbLyynax
BONOMXTON oM (4-p 3ypruitr xapHa yy).

3YYHIAPbIH CAB rA3PbLIT HATTIAH XAPBAN 3HA ACQH
raHL caB rasap 6yc xaf X343H O34 CAB raspyysn
baitraa Gereen >Arv3p A34 CAB ra3pyyadac
onbopnont xuuraak 6aiHa. DH3 Hb  6yTaL,
xamx33r33p33 bora-IV, Ouru-V Tanbainyynan
QXMMIArACAH  CAaB  rasaptai  mxun  6aiHa.
Yyuuir 3yyHrapeii cas rasap, bora-IV, Ownru-V
TanBGAMH MXMN XIMXKIITIM 3ypar L3P YyNaaH
eHreep xapyynas.
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pan B

Blocks IV & V Basin Configuration

Figure 4: Analogy between Junggar and Turpan Basins and Blocks IV and V
3ypar 4: 3yyurap, Typnansl cas raspyys 6onon borg IV, Onrn V tanbasiHyyasiH xapbuyynant



Basin and structural style similarities suggest similar traps to be expected in Blocks IV & V

100 km

Shenginkou Oil Field

e

Shanshan Clil Field

] g Producing Traps

250 km

Block IV Seismic Section

— Base Tertiary
—— Syn-Rift (paleo oil window below 1,600 m TVD)
— Pre-Rift (mature where quality source rocks exist)

—— Basement

@ Syn-Rift Kitchens
Potential Hydrocarbon Traps
Syn-Rift HC Charge

- Pre-Rift HC Charge

1. Znanlong et al . 2011: Burled giant arc-type structure system and petroleum exploration in Turpan-Kumul Basin, northwest China. Abstract,

AAPG Inemational Convention and Exhibition, Mitan, itady, Oclober 23-26. 2011

Figure 5: Block IV seismic analogue to the prolific Turpan basin seismic section in China
3ypar 5: bora IV tanbasi 6onorH XaraaeiH TyprnaHsl cas ras3peid CEACMMIH 3YCINTHIH XAPbLYYNQIT

Comparison of seismic data across fields within
the analogue basins suggests that similar trap
types can be expected in Blocks IV and V. Fig-
ure 5 illustrates a comparison of a seismic line
over the Shenginkou and Shanshan fields in the
Turpan basin with a seismic line across Block
IV. The similarities in structural and depositional
styles within the Petro Matad acreage in Blocks
IV and V are clearly seen.

Recoverable reserves in the Junggar and Tur-
pan basins are quoted as 9 billion boe and
400 million boe respectively. Using similar pa-
rameters to those from the Junggar and Turpan
basins for Blocks IV and V, oil in place within
these blocks is estimated to be in the order of
3.8 billion boe with resulting prospective recov-
erable resources of more than 1 billion boe.

Darssp  MXMI TecTai  CAB  rA3pYyyablH
cercmuiH 3ycantsac xapaxan borg-1V, Owru-V
TaN6AMHYYAO WXUN TOPIMIH  Xypaaryypyyn
6aitx bonomxTon HaiHa. 5-p sypart Typnansi
cas rasap gaxs Lenrukoy, LLlaHwan opayyasiH
cercmminn wyrameir borp IV Tanbain cetcmuinm
wyramtam  xapsuyyncad  6anna. [letpo
Martagein  bora-IV, Owrn-V  tan6annyynan
XYPAAC XYPUMTNANLIH TOPOn, OyTUuMiH  MxXurn
TecTai 6ananyyn Tonopxon xaparaax 6anHa.

3yyHrap  6onoH  TypnaHel  caB  raspyynsiH
ALUMIIONTBIH TOCHBI Heeuuir 9 Taspbym GonoH
400 cas 6appenstai TaHWxX (boe) mx Tyc
Tyc TooucoH. borp-IV, Ouru-V tan6ainyyasir
3yyHrap 6GonoH TypnaHsl CaB ra3pyyabHXTAi
WOKWUA  Y3YYIBATTOMM3P  QBY  Y3B3N  3AM3P
TaN6aMHYyabIH reonormith Heeumir 3,8 T3pbym
Bappenbtai TaHWX (boe), awmrnanTbiH x3TUiH
TenesT Heeuunr 1 T3pbym rapyi Gappenstadn
HU3X (boe) P TooucoH.
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Figure 6 illustrates that a similar seismic analogue can be
made between Block XX and producing Block XIX. The pro-
ducing field areas of Block XIX are on trend with Block XX
basins. The seismic sections in the southern half of Block XX
document the same structural configuration. In all, six such
sub-basins have been identified in the southern half of Block
XX. This indicates a significant prospective potential of Block
XX which hasn’t been tested by drill-bit to date.

The basin area that contains the Block XIX producing fields
is shown in dark blue. The producing field areas themselves
are shown in red. As it can be seen from the map, the trend
of both the basin area and the producing fields point to-
wards the northern boundary of Block XX. This northern part
of Block XX is the area that is noted in the 2008 ISIS CPR
report as an area worthy of drilling but was not tested as
part of Petro Matad’s previous drilling campaign.

Based on the comprehensive technical evaluation done dur-
ing 2012, Petro Matad’s portfolio has been updated to in-
clude both emerging and frontier basins with potential for
multiple petroleum systems and play types. A number of
independent leads have been identified and high graded in
Blocks IV, V and XX. The forward exploration work program
focuses on de-risking the identified leads to mature them to
drillable prospects in 2014.

y ! -
Block XX

Producing oil
fields

Block XIX

Similar Leads mapped in
Block XX

. | ;

J: =




JapxuTai WKMA TeCcT3M CENCMUIH
xapbuyynanter Mataa-XX 6onoH  onbopnont
xuirpex  6anraa XIX  tanbanHyymon  xuix
Bonoxbir 6-p  3ypart xapyyncad 6aiHa.  XIX
TanbaitH onbopnonT xMitrasx 6airaa opayys Hb
Martag-XX Tanbaitait Har umrnsng 6aiHa.

XX TanbaiH  ypa  xaracaap  AOMpyyncaH
CENCMWUMAH  3YCINTYYAMMH  XAPbLYYNANT  Hb
TOAM3PUMAr  BYTUMIH  XyBbA  Mxun  BGakraar
xapyymx 6aina.  Matag-XX  TanbaiH  ypa
XAracT 3ypradH 434 CAB FA3pbIr sSAraCaH. JH3
Hb MaTtag-XX Tanbair OHUroM XaTUHH TeNeBTsH
Baix BHonomxTonr xapyymx 6aitraa 6ereep
YYHUIT OfOOTOOP ©PeMaeX Cyaiaaryi 6aiHa.

XIX  tanbaitH onbopnont xuirgx  6arraa
opayyabir 6arraacaH  CaB  raspeIr Xap  Xex
eHreep Y3yyncoH Gereen onbopnonT XuMArasx
6airaa opayyasir ynaaHaap xapyynas. 3ypar
0o3p cas rasap 60noH onbopPRoOnT XMArasX
6airaa opayyasiH ynrnan He Matag-XX TanbaiH
XOWMA X3C3r pyy YMM>CoH Bairaa Hb xapargax
6aiHa. MaTaa-XX TanbaiH 3H3XYY XOMa X3Cruir
ISIS KOMNAHMIH  M3pPraXUATHYYAMAH  TOMNAHA
opeMINer XuNx3[ 30XMMXTOM Tanbai X
Tycraracad - xsguit 4 [etpo MatagsiH emHe
Hb X3P3MKYYNCOH ©POMINSrUnH  XeTenbepmitH
XYP33HL CyAnargaarym.

g 5 =
~_Top Basement |

2012 OHAO XWHATACIH TEXHWMKMMH HOAPUIABYMICAH
yHanresHg  Tynryypnad - [etpo  MaragsiH
X3TUMH TONeBT OONOH XTUIH TONeB CANTAI
TANOANHYYABIT  WWHUMACIH.  YYHA ypba
Hb  cyanargaaryd  6aicaH, Hyypcycteperdy
XYPUMTIYynax — cuctem  Bypmdx  Bonomx
OYXMI X34 X3[3H CAB raspyyabr 6arraaca.
Matap-XX, bBorg-1IV, Owrm-V  tanbaiHyynon
MeH Oue [aaCaH X3TUIH TONOBT3M X34 X3A3H
TanbaiHyyaer - anracad.  Llaawun  xadryynsiH
QAXIbIH XOTONOEPee WUH3P  ANrACaH X3TUMH
TONesT TaANBANHYyabH 3PCaAdnMiAr  Garacrax,
yimaap 2014 oHn epempex x3TwitH Tenes
caiTan Tanbai GONroxoa UMIYYI3H AXKMINAHQ.

Figure 6: Block XX producing analogue from the adjacent Block XIX.
3ypar é: Maraag XX 6onoH 33prangasx XIX tanbarin xapbuyynant
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Petro Matad Environmental Policy

Petro Matad is committed to conserving and protecting the environment in their

areas of op

eration.

Thisis achieved by:
v

Adhering to State-approved Environmental Impact Assessment
plans and all Mongolian legislation involving the environment
v Ensuring adequate awareness training is conducted for Petro
Matad staff and contractors as well as local communities in areas
of operation
¥ Striving to stay up-to-date with, and abide by, standard international
environmental practices
¥ The development and execution of an Environmental Management
System
v Constant and consistent research into new environmental
protection practices
v' Employing strict prevention, mitigation and restoration measures
and closely enforcing their practice by Petro Matad Staff and
contractors

9 4L

John R. Henriksen
Chief Financial Officer
Petro Matad LLC

Ridvan Karpuz
Director of Exploration
Petro Matad LLC

T. Amarzul

Executive Director
Petro Matad LLC

Petro Matad Health and Safety Policy

At Petro Matad, our Health and Safety Policy is based on the fact that the well-being
of our employees, and those affected by our work, is critical for genuine success and
therefore must be a priority during all work performed by us or on our behalf. People
are our mostimportant asset and their health and safety is our greatest responsibility.
The public shall be given equal priority to that of our Employees.

The objectives of our Health and Safety Policy are to:

v
v

v
v

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 our Employees in the decision-making process through regular
communication, consultation and training

Provide a continuous program of education and learning to ensure that
our Employees work in the safest possible manner

Identify, 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 relevant occupational health and safety laws, regulations,
guidelines and project requirements specified by our regulators

The success of our health and safety management is dependant on:

v

v

v

v

Pro-active planning of all work activities with due consideration given to
implementing health and safety controls that are suitable to each given
situation

Understanding the total work process and associated health and safety
risks

Ensuring that the work team is totally committed to achieving our
objectives

Ensuring that open and honest communication exists between
management and all Employees

It is the responsibility of Petro Matad Management to ensure that this policy is
adhered to and displayed on all projects.

John R. Henriksen Ridvan Karpuz T. Amarzul
Chief Financial Officer Director of Exploration Executive Director
Petro Matad LLC Petro Matad LLC Petro Matad LLC



Health, Safety
Environment

Petro Matad has a proven-track record of
HSE excellence. During 2012, the company
undertook and completed its 2012 explora-
tion fieldwork program in remote and logis-
tically demanding locations without an inci-
dent, thereby extending its record of HSE
excellence. The attention and dedication of
management and staff to working safely and
safeguarding the environment continues to
be instrumental in these results.
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Petro Matad operates in logistically demanding
remote locations where stringent application of
international Health, Safety and Environmental
(“HSE”) principles are of utmost importance to
ensure Petro Matad staff and contractors return
home safely and do no harm to the environ-
ment.

Petro Matad has developed and implemented
an effective Health, Safety and Environment
Management System (HSE Management Sys-
tem) which complies with international stan-
dards. It is constantly monitored to ensure
upgrading and improvement is implemented in
line with Company activities. Based on “lessons
learned” from previous operations and every-
day life experiences, the HSE Management Sys-
tem is interrogated and improved through the
active involvement of all employees, which in
turn has significantly improved the HSE aware-
ness of all employees.

Healthy and Safety Policy

Petro Matad’s vision and commitment to safety,
and ensuring an incident and injury free work-
place for its employees are cornerstones of its
Health and Safety Policy and Health and Safety
Plan. The main objectives of both the Policy
and Plan are listed below. The HSE Division
underwent organizational changes in 2012 to
further enhance the effective implementation of
the objectives.

The Company’s Health and Safety Policy aims

to:

*  Achieve an accident free workplace

e Instill health and safety as an integral part
of the job description of every managerial
and supervisory position

*  Ensure health and safety is considered in
all planning and work activities

* Involve employees in the decision-making
process through regular communication,
consultation and training

«  Provide a continuous program of educa-
tion and learning to ensure that employees
work in the safest possible manner

« Identity, manage and control all potential
hazards in the workplace through hazard
identification and risk analysis

*  Ensure the potential for accidents and inci-

dents are reduced and prevented through
proper advance planning and what-if
analysis.

«  Provide effective injury management

¢ Comply with relevant occupational health
and safety laws, regulations, guidelines
and project requirements specified by gov-
ernment regulators

The Company’s Health and Safety Plan aims

to:

¢ Continual improvement and enhancement
of a safety culture

e Ensure zero fatalities

¢ Reduce the number of total recordable in-
juries

Petro Matad achieved a remarkable safety
milestone during the previous seismic acquisi-
tion and drilling operations programs in 2011:
665,336 man-hours recorded without a lost-
time injury by Petro Matad’s staff, contractors,
sub-contractors, and consultants. This high lev-
el of HSE performance continued throughout
2012 while undertaking exploration fieldwork
activities in remote locations in Blocks IV, V and
XX.

The Company is also committed to ensuring
that the high standards and best practices of
the HSE Management System are adhered to
by its contractors and sub-contractors. Petro
Matad’s HSE team conducts high level HSE
Management System audits on its earthworks,
seismic and drilling contractors, covering all as-
pects of their activities. The purpose of these
audits is to:

* Increase and improve contractor employee
HSE awareness and instil these practices
as part of their everyday life.

«  Evaluate field, seismic and drilling opera-
tions in terms of HSE standards and pro-
cedures

¢ Review contractors HSE system and their
practicality

«  Evaluate the effectiveness of the implemen-
tation of the 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 all areas where it
operates. The Company achieves this through:

*  Adhering to state-approved environmental
impact assessment plans and all Mongo-
lian environmental legislation

«  Ensuring adequate awareness training is
conducted for Petro Matad staff, contrac-
tors and local communities in areas of op-
erations

*  Adherence to standard international envi-
ronmental protection practices, such as the
guidelines published by the World Bank

*  The development of, and adherence to, an
Environmental Management System

*  Constant and consistent research into new
environmental protection practices

*  Ensuring all preventive, mitigation and res-
toration measures are stricily adhered to
by all Petro Matad staff and contractors

The Environmental Policy adopted by Petro
Matad underlines 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 train-
ing for its employees. Petro Matad has suc-
cessfully restored and reclaimed all of its drill
sites and did not require the services of ex-

ternal service companies or chemicals for the
reclamation. The reclaimed drill sites and other
restoration activities have been inspected and
accepted by the appointed Governmental en-
vironmental inspectors and Authorities. During
the year, the Company participated and assist-
ed in extinguishing wild fires on three occasions
and enhanced the fire breaks around the Block
XX camp and active well sites. The Environmen-
tal Monitoring Programme was successfully
completed, and Annual Environmental Reports
were submitted to the relevant Governmental
Authorities. The Environmental Management
Plan for 2013 has been approved.

Air Quality

Petro Matad is committed to studying emis-
sions caused by the consumption of fuel. This
analysis is aimed at comparing the emission
factors with emission parameters in line with
local and international regulatory standards in
order to identify relioble and accurate emis-
sion coefficients to be used for future emission
estimations.

Maintaining Biodiversity

Petro Matad also aims to maintain and con-
serve biodiversity across all areas of the Com-
pany’s operations through collaboration with
its subcontractors and local authorities, and by
ensuring that disturbances to flora and fauna
are prevented or minimised, especially in criti-
cal habitat areas.
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At Petro Matad, we believe that operating
openly and transparently in the community is
integral to developing and maintaining posi-
tive relationships. Through meaningful engage-
ment with communities, we identify opportuni-
ties to make contributions that are beneficial
to all stokeholders. Company representatives
meet frequently with the local authorities and
strive to educate the community on oil explora-
tion, as well as our planned activities and the
possible impact on their community. Our social
development policies are focused on the qual-
ity and comfort of local community life through
the support of local development plans, rather
than through providing temporary reliefs.

Petro Matad receives requests for assistance
towards projects and developments through
the Community Reference Groups, or through
local assistance request forms. Submissions
are carefully considered and projects that are
consistent with our Social Action Plan (“SAP”)
are selected for implementation. In 2013, Petro
Matad plans to spend a total of MNT200mil-
lion (equivalent to approximately USD140,000)
in Blocks IV, V and XX, covering commitments
for years 2012 and 2013 on projects aimed to
reduce poverty, as well as to improve educa-
tion, health awareness and the protection of
the environment.

Through its PSCs on Blocks IV and V, Petro
Matad awarded scholarships to students study-
ing Geology and Petroleum Engineering at
the National University of Mongolia and the
Mongolian Science and Technology University,
in the last four years. 2013 is the last year
for the award of these scholarships which vary
from MNT500,000 to MNT Imillion (equivalent
to approximately USD380 to USD760) per stu-

dent for contribution towards their tuition fees.
To date, we have awarded a total of approxi-
mately MNT161,939,100 (equivalent to ap-
proximately USD120,000) to two hundred and
eighty students.

The Mongolian Government’s PAM is the other
Contracting party to our PSCs, and Petro Ma-
tad is committed to assisting the Government
in providing professional training to PAM’s of-
ficials and employees. Under this scholarship
scheme, a Geologist and a Drilling Engineer
are currently studying for their Master’s degree
at the University of Alberta in Canada. In May
2013, five PAM officials were also sent to a
two months intensive professional training at
the same University. We are pleased to assist
the Government in their capacity building and
are confident that the educational develop-
ment will be beneficial for the development of
the Mongolian Petroleum Sector.

We are also committed to providing employ-
ment and career development opportunities
to citizens of local communities where we op-
erate. Besides offering part time positions to
locals at our camp on Block XX, we have of-
fered internships in our Ulaanbaatar office 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 of-
fered internship positions to twenty-five students
in our Accounting, Community Relations, Drill-
ing and Environmental departments and onsite
on Block XX. The interns successfully completed
their internships and some students have subse-
quently been offered full time employment with
our Group companies.



Corporate Governance
Statement



< CORPORATE GOVERNANCE STATEMENT
PETRO
MATAD

40

Corporate Governance at Petro Matad
Limited

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 ("“QCA Code”), to the extent con-
sidered applicable.

A Corporate Governance Social Action and
Environmental (“CGSAE”) Committee was
formed in 2010. The Committee is charged,
amongst other things, with overseeing and re-
viewing compliance and corporate governance
issues. For this statement, we have reviewed
and analysed the latest changes to the QCA
Code published in May 2013, and have ap-
plied the new standards accordingly.

“Petro Matad seeks to embrace the highest
standards of Corporate Governance, con-
scious that how a company achieves its objec-
tives is as important as the results themselves.
With that in mind, we have strengthened our
Committee structure and Board reporting as
noted in the following sections.” — Chairman,
George Watkins.

Board of Directors and Composition

The Board is comprised of three Non-Executive
Directors (shareholder representatives), three
Independent Non-Executive Directors and
three Executive Directors.

The changes made to the Board composition in
2012 were undertaken with the following fac-
tors in mind:

« The principle of having an appropriate
number of Independent Directors on the
Board to oversee the interests of the Com-
pany and all shareholders

*  Ensuring that the Board has appropriate
skills, experience and expertise with the
appointment of three experienced oil in-
dustry professionals as Independent Non-
Executive Directors

*  Maintaining appropriate representation for
two of the Company’s major shareholders,
Petrovis and the European Bank for Recon-

struction and Development (“EBRD”)
*  Ensuring appropriate executive representa-
tion on the Board

The Board is comprised of the following mem-
bers at the date of this report:

*  George Edward Watkins,
Chairman (Independent)
* Opyungerel Janchiv,
Deputy Chair (Petrovis appointee)
¢ Mary Ellen Collins,
Non-Executive Director (EBRD appointee)
*  Enkhmaa Davaanyam,
Non-Executive Director (Petrovis appointee)
«  Philip Arthur Vingoe,
Non-Executive Director (Independent)
*  David Daniel Skeels,
Non-Executive Director (Independent)
¢ Amarzul Tuul,
*  Executive Director
(Director of the Company’s Mongolian subsidiaries)
e John Rene Henriksen,
Executive Director (Chief Financial Officer)
* Mehmed Ridvan Karpuz,
Executive Director (Director of Exploration)

Brief biographies of the Directors are set out
on pages 4 to 9. Directors are re-elected at the
Annual General Meetings on a rotational basis
as per the Company’s Articles of Associations.

Whilst the three Independent Non-Executive Di-
rectors have been granted Options and Con-
ditional Share Awards to acquire shares in the
Company, the amount of Options and Condi-
tional Share Awards granted are not significant
so as to affect their independence. In the opin-
ion of the Board, this aligns their objectives with
those of shareholders and the Board considers
that the three Independent Non-Executive Di-
rectors can be classified as being independent.
Dr. George Watkins was also appointed as
an Independent Chairman in September 2012.
Since his appointment, the new Chairman has
been appropriately involved in the running of
the operations and has contributed significantly
to the running of effective and efficient Board
meetings and operations. With his experience,
skill sets, and independence, the Company is
confident of his leadership in fostering a more
effective corporate governance regime.



The Board has not formally adopted perfor-
mance evaluation procedures. However, the
recent changes made to the Board composition
demonstrate that the Board takes the effective-
ness and efficiency of its Directors seriously and
will continue toreview 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 po-
sitions of the Chairs of the Board and the Ex-
ecutive Directors.

Dr. George Watkins together with Dr. J. Oyun-
gerel ensure the efficient and effective function-
ing of the Board and, together with the Board
as a whole, are responsible to the sharehold-
ers for the proper management, development,
leadership and protection of the Company’s
assets. The roles of the Board and its Com-
mittees include, but are not limited to, the es-
tablishment, review and monitoring of business
and strategic plans, overseeing the Company’s
systems of internal control, governance and
policies and protecting the shareholders” inter-
ests.

The Executive Directors are charged by the
Board with the day to day operations of the
Company and are responsible for the execu-
tion of strategy set by the Board and to act
as an interface between the Board, manage-
ment and employees to ensure that everyone
at Petro Matad works towards upholding the
Company’s goals, vision and mission.

The Company, through its various communica-
tions 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 2012, 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 em-
ployees 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 meet-
ing and receive regular management and fi-
nancial reports.

Attendance at Board and Committee Meetings in 2012:

Scheduled Ad hoc

Board Board

Meetings Meetings
Oyungerel Janchiv 4/4 1/2
Douglas John McGay' 3/4 2/2
Clyde Robert Evans? 4/4 1/2
Mary Ellen Collins 4/4 2/2
Enkhmaa Davaanyam 4/4 1/2
George Edward Watkins 4/4 1/2
Philip Arthur Vingoe 4/4 1/2
David Daniel Skeels 4/4 1/2
Amarzul Tuul 4/4 2/2
John Rene Henriksen® 3/4 -
Mehmed Ridvan Karpuz* 2/4 -
Total No. of Meetings 4 2

Audit Remuneration CGSAE Nomination
Committee Committee Committee Committee
Meetings Meetings Meetings Meetings

} 4/4 _ -

3/5 3/4 3/4 -

5/5 - - -

- - 4/4 2/2

5/5 - - 2/2

5/5 - 4/4 .

5/5 4/4 - 2/2

- 4/4 4/4 2/2

- 2/4 4/4 -

4/5 1/4 1/4 .

5 4 4 2

! Douglas John McGay resigned on 30 November 2012 and did not attend the December 2012 Board meeting

2 Clyde Robert Evans resigned on 20 December 2012 and attended all 2012 Board meetings and relevant committee meetings
Sand4 John Rene Henriksen and Ridvan Karpuz were formally appointed as Board members on 20 December 2012 however
they have both attended subsequent Board meetings to their commencement of employment on 17 April 2012 and 1 August

2012 respectively.
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Board Committees

The Board has established an Audit Commit-
tee, a Remuneration Committee, Corporate
Governance, Social Action and Environmental
(“CGSAE”") Committee and a Nomination Com-
mittee, each with formally delegated rules and
responsibilities. Each of the Committees con-
tains 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 Commit-
tee meetings as and when appropriate.

Audit Committee

The members of the Audit Committee in 2012
and up to the date of this report are as follows:

Chair

John Campbell Robertson
(resigned on 12 March 2012)

Enkhmaa Davaanyam
(appointed Chair on 19 March 2012)

Members

Gordon Leanard Toll (resigned on 27 January 2012)
Sarangua Davaadorj (resigned on 12 March 2012)
Philip Arthur Vingoe (appointed 19 March 2012)
George Edward Watkins (appointed 19 March 2012)

The Audit Committee met five times in 2012and
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 re-
sults, the review of the internal controls of the
Group and ensuring that the financial perfor-
mance 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 mainte-
nance of objectivity and value for money;

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

(c) monitoring the integrity of the financial state-
ments of the Company and any formal an-
nouncements relating to the Company’s finan-
cial performance, reviewing significant financial
reporting judgments contained in them, includ-
ing reviewing the half-yearly and annual finan-
cial 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 cir-
culated to the Board and the Committee re-
ports its findings to the Board and identifies
any matters in respect of which it considers that
action or improvement is needed.

“During 2012, the Audit Committee initiated and
oversaw a thorough review of internal control pro-
cesses which cumulated in the introduction of: (a)
new Procurement Policy, which includes a require-
ment for an executive committee to review/approve
tender plans for significant value procurement/
contracts and to approve contract awards prior to
financial commitments being made to the winning
bidder; (b) implemented an updated Delegations
of Authority procedure to better align budget re-
sponsibilities with departments making operational
decisions; (c) introduced an enhanced management
reporting system to provide managers and Direc-
tors with more focused monthly budget performance
reports; and (d) completed a review of the Compa-
ny’s Internal Control procedures and implemented
updates as required. With these overall enhance-
ments, the Company’s internal control environment
has been further improved, operational efficiencies
implemented and cost reductions identified/realized
for both the near and longer term. As a result, |
am confident that from a financial control perspec-
tive, Petro Matad is positioned to optimally execute
current and future operational/work program activi-
ties”- Enkhmaa Davaanyam, Audit Committee Chair.



Remuneration Committee

The members of the Remuneration Committee
in 2012 and up to the date of this report are
as follows:

Chair

Oyungerel Janchiv
(resigned as Chair on 19 March 2012)

Philip Arthur Vingoe
(appointed Chair on 19 March 2012)

Members
Gordon Leonard Toll (resigned on 27 January 2012)

John Campbell Robertson (resigned on 12 March
2012)

Oyungerel Janchiv
David Daniel Skeels (appointed 19 March 2012)

The Remuneration Committee met four times in
2012. The Remuneration Committee evaluates
the scale and structure of remuneration for
Executive Directors, reviews the recommenda-
tions for senior management of the Company,
and where appropriate overviews the broad
issues of salary levels for all employees. The
Company’s remuneration policy is to facili-
tate the recruitment, retention and motivation
of employees through appropriate remunera-
tion in line with those prevailing in the market
of similar positions and responsibilities taking
into consideration qualifications and skills pos-
sessed. The Committee also makes recommen-
dations to the Board regarding employee in-
centives and rewards under the share incentive
schemes. The Committee reviews and recom-
mends a framework for the remuneration of
the Chairman as well as the Non-Executive Di-
rectors fees. The full details of the Company’s
remuneration policy and remuneration of Di-
rectors are set out in the Remuneration Report
on pages 47 to 53.

“2012 has been a year of considerable change
in personnel requiring many decisions regard-
ing recruitment and departure terms. Through-
out all of this, the Remuneration Committee
has remained firm in its conviction of finding
the right business balance for both employees
and shareholders. Our guiding principles have
been, and will continue to be, to seek both
fairness and simplicity in all matters.” — Philip
Vingoe, Remuneration Committee Chair.

Corporate Governance, Social Action
and Environmental (“CGSAE”) Committee

The members of the CGSAE Committee in
2012 and up to the date of this report are as
follows:

Chair
Mary Ellen Collins

Members
Gordon Leonard Toll (resigned on 27 January 2012)

Enkhmaa Davaanyam (resigned on 19 March
2012)

George Edward Watkins (appointed 19 March 2012)
David Daniel Skeels (appointed 19 March 2012)

The CGSAE Committee met four times in 2012.
The CGSAE Committee among other things:
regularly reviews the Company’s corporate
governance and system of internal non-finan-
cial controls; assigns responsibilities for health,
safety and environmenta matters and commu-
nity liaison; reviews the application of the Com-
pany’s social action policies and environmental
policies and supervises the preparation of vari-
ous reports in respect of these aspects of the
Company’s activities.

“During 2012, Petro Matad put in place new
policies on governance, including a clear com-
mitment to best practice in risk evaluation, dis-
closure and ethics in our business practices.Fol-
lowing the CGSAE Committee recommendation
to the Board, Petro Matad adopted the QCA
Guidelines as our corporate governance stan-
dard. The Committee oversaw implementation
of the steps required for compliance, including
ensuring that the appropriate disclosure was
included on the website and required reporting
included in the annual report. The Committee
also oversaw the adoption of Petro Matad’s
Anti-Bribery Policy, and reviewed the training
provided for all staff members. The committee
also began a process of formal evaluation of
operational and corporate risks, to be updated
and reported to the board on a regular basis.”
— Mary Ellen Collins, CGSAE Committee Chair.
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Nomination Committee

A Nomination Committee was formed on 13
September 2012. The members of the Nomina-
tion Committee in 2012 and up to the date of
this report are as follows:

Chair
David Daniel Skeels

Members

Mary Ellen Collins
Enkhmaa Davaanyam
Philip Arthur Vingoe

The Nomination Committee met two times in
2012. The Nomination Committee views the
structure and composition of the Board and
its Committees as well as senior management.
The Committee identifies and nominates pos-
sible candidates for the Board and makes rec-
ommendations in terms of succession planning,
re-appointment and re-elections of Directors.

“The Nomination Committee was formed in
2012 and since its formation, the Committee
has met several times to address management
staffing requirements. It will continue to be re-
viewed and appropriate actions will follow sub-
ject to the finalization of near future operations
programs.” — David Skeels, Nomination Com-
mittee Chair.

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 reli-
ability 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 up-
dates 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 manage-

ment approval at the appropriate stages of
each transaction. Actual versus budgeted ex-
penditure data and the Company’s cash posi-
tion is monitored on a monthly basis. In 2012,
management infroduced enhanced procedures
for procurement, budgeting and expenditure
approvals, which are in line with standard
industry practices. Whilst the Board is aware
that no system can provide absolute assurance
against material misstatement or loss, regular
review of internal controls are undertaken to
ensure that they are appropriate and effective.
It is the opinion of the Board that the system of
internal controls operating throughout the year
were adequate and effective.

Risk Management

The Board acknowledges that risk assess-
ment and evaluation is an essential part of the
Group’s planning and an important aspect of
the Group's internal control system.The princi-
pal 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 re-
port, or that the Directors considered at the
date of this report to be immaterial, may also
have a material adverse effect on the finan-
cial condition, performance or prospects of the
Company, and the market price of Company
shares. The Board has undertaken to review
risks annually per a designed risk matrix. Risks
identified are ranked in relation to the prob-
ability of occurrence and impact on operations.
Each identified risk is delegated to a senior
member of the management team to monitor
and propose intervening action, should circum-
stances warrant if.

Financial Risks

*  Bank Default

*  Lack of funding leading to temporary slow-
down

« Lack of funding leading to insolvency

*  Financial risks — inflation, exchange rates
efc

Government/Statutory Risks

»  Expropriation of PSC

+  Sanctity of contract — Detrimental change
of PSC terms



e Statutory environment: FDI, Petroleum Law,
Tax etc

¢ Government
failure

e Loss of listed status

«  External statutory risks (Anti-bribery, FSA)

ineffectiveness/Institutional

Operational Risks

«  Lack of sufficient success in next exploration
programme

+  Contractual risk = quality of work or value
for money not achieved

* Work programme risk — improper well de-
sign and others

«  Contractor risk — equipment failure

Health, Safety and Environmental Risks

*  Natural disasters/health epidemics

*  Environmental damage

e Accidents in workplace

e Security concern: Civil unrest, terrorism,
sabotage

Management Risks

¢ Management effectiveness

*  Project management/operational efficiency
¢ Loss of key staff

Business Conduct and Ethics

Extractive Industries Transparency Initia-
tive (“EITI”)

The EITl is a global initiative in which extrac-
tive industries, governments and civil society,
all work together for greater transparency.
Improved financial transparency of extractive
industries operating in the countrywould en-
able governments to better manage itsnatural
resource wealth for the benefit of a country’s
citizens. Mongolia is one of the countries com-
pliant with the EITI. Therefore the Company’s
Mongolian subsidiaries have cooperated with
the government in this respect and participat-
ed in the transparency report prepared by the
Mongolian government.

Anti-Bribery and Corruption
(“ABCP”)

Policy

At the enactment of the Bribery Act 2010, the
Company’s legal counsels undertook extensive

review of the Act and the Board has accord-
ingly 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 ap-
proach to bribery and corruption.

Insurance

The Group maintains insurance in respect of its
Directors and officers against liabilities in rela-
tion 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 maintain-
ing communication with its shareholders. The
Company revamped its website recently 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 avail-
able on the website. Enquiries from individual
shareholders on matters relating to their share-
holdings and the business of the Group are
welcomed through the Company’s website and
other methods of communication. Sharehold-
ers are also encouraged to attend the Annual
General Meeting to discuss the progress of the
Group.
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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.

Oyungerel Janchiv (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 Commit-
tee 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 share-
holders. 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 tor pension
arrangements.

The Committee ensures that contractual terms on termination of employment of any executive Direc-
tors, 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.

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 (“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 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 info 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.

Conditional Share Awards shall vest subject to continuing service and appropriate and challenging

service and performance conditions determined by the Remuneration Committee relating to the over-
all 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 2011 and 2012, are as below:

The Directors were in office until the date of this report and for this entire year unless otherwise stated.

Directors

Gordon Leonard Toll Non-Executive Co-Chair Resigned 27 January 2012

Oyungerel Janchiv Non-Executive Deputy Chair Appointed Chair on 27 January 2012
and Deputy Chair on 13 September 2012

Douglas John McGay Chief Executive Officer Resigned 30 November 2012

Clyde Robert Evans Non-Executive Director Resigned 20 December 2012

John Campbell Robertson  Non-Executive Director Resigned 12 March 2012

Sarangua Davaadori Non-Executive Director Resigned 12 March 2012

Mary Ellen Collins Non-Executive Director

Enkhchimeg Davaanyam  Non-Executive Director Resigned 20 May 2011

Enkhmaa Davaanyam Non-Executive Director

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 Chairman Appointed 12 March 2012 and as
Chairman on 13 September 2012

Amarzul Tuul Executive Director Appointed 19 March 2012

John Rene Henriksen Chief Financial Officer Appointed 20 December 2012

Mehmed Ridvan Karpuz Director of Exploration Appointed 20 December 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
31 Dec 2012 31 Dec 2011

Note $'000 $'000

Short-term employee benefits 1,950 939
Post-employment benefits - -
Share based payment expense 802 1,015

2,752 1,954

Consolidated

31 Dec 2012 31 Dec 2011

Directors $'000 $'000
Gordon Leonard Toll 5 64
Oyungerel Janchiv 65 64
Douglas John McGay 822 356
Clyde Robert Evans 188 288
John Campbell Robertson 21 48
Sarangua Davaadori 21 48
Mary Ellen Collins 54 22
Enkhchimeg Davaanyam - 19
Enkhmaa Davaanyam 54 30
David Daniel Skeels 45 -
Philip Arthur Vingoe 45 -
George Edward Watkins 52 -
Amarzul Tuul 146 -
John Rene Henriksen 267 -
Mehmed Ridvan Karpuz 165 -
Total 1,950 939

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

Directors are not entitled to termination or retirement benefits.
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(c) Shareholdings of Directors and their related parties

Balance at 31 December 2011 or if Balance Acquired Options Balance
applicable at the date of resignation as at and & Awards as at
01-Jan-11 (Disposed) Exercised 31-Dec-11
Directors
Gordon Leonard Toll 5,102,501 - 5,102,501
Opyungerel Janchiv 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
Sarangua Davaadori 75,000 75,000 150,000
Mary Ellen Collins - - -
Enkhchimeg Davaanyam 2,550,000 25,000 2,575,000
Enkhmaa Davaanyam - - -
Total 22,494,878 (175,000) 600,000 22,919,878
Balance at 31 December 2012 or if Balance Acquired Options Balance
applicable at the date of resignation as at and & Awards as at
01-Jan-12 (Disposed) Exercised 31-Dec-12
Directors
Gordon Leonard Toll 5,102,501 - 5,102,501
Oyungerel Janchiv 6,585,000 - 6,585,000
Douglas John McGay 3,975,000 - 3,975,000
Clyde Robert Evans 4,182,377 - 4,182,377
John Campbell Robertson 350,000 - 350,000
Sarangua Davaadori 150,000 - 150,000
Mary Ellen Collins - - -
Enkhmaa Davaanyam - -
David Daniel Skeels - - -
Philip Arthur Vingoe 500,000 - 500,000
George Edward Watkins 200,000 - 200,000
Amarzul Tuul 472,500 - - 472,500
John Rene Henriksen - - -
Mehmed Ridvan Karpuz - -
Total 20,817,378 700,000 - 21,517,378

Resigned Directors” shareholdings are accurate up to their dates of resignation.

Enkhchimeg Davaanyam (resigned 20 May 2011)
Gordon Leonard Toll (resigned 27 January 2012)
Douglas John McGay (resigned 30 November 2012)
Clyde Robert Evans (resigned 20 December 2012)
John Campbell Robertson (resigned 12 March 2012)

Sarangua Davaadorij (resigned 12 March 2012)

All 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 Oyungerel Janchiv and Petrovis are aggregated on account of Oyungerel Janchiv’s
shareholding of over 20% in Petrovis. The holdings as set out above are the direct interests of
Oyungerel Janchiv. However, when applying AIM Rules for Companies, the holdings of Petro-

vis and Oyungerel Janchiv are treate
treated as a Director’s interest.

on an aggregated basis and the aggregated holding is
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(d) Options holdings of Directors

For the year ended Balance Granted Options Options Balance Not Vested
31 December 2011 as at as Exercised Lapsed as at Vested & &
01-Jan-11  Remunera- 31-Dec-11 Not Exercisable
tion Exercisable
Directors
Gordon Leonard Toll 675,000 - - - 675,000 242,250 432,750
Oyungerel Janchiv 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
Sarangua Davaadorj 325,000 - (75,000) - 250,000 142,000 108,000
Mary Ellen Collins 125,000 - - - 125,000 83,750 41,250
Enkhchimeg Davaanyam 100,000 - - (100,000) - - -
Enkhmaa Davaanyam - 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
For the year ended Balance Granted Options Options Balance Not Vested
31 December 2012 as at as Exercised  Lapsed as at Vested & &
01-Jan-12  Remunera- 31-Dec-12 Not Exercis-
tion Exercisable able
Directors
Gordon Leonard Toll 675,000 - (250,000) (425,000) - - -
Oyungerel Janchiv 475,000 - - - 475,000 76,500 398,500
Douglas John McGay 900,000 - - - 900,000 - 900,000
Clyde Robert Evans 600,000 - - - 600,000 - 600,000
John Campbell Robertson 450,000 - (150,000) (300,000) - - -
Sarangua Davaadorj 250,000 - (37,500) (212,500) - - -
Mary Ellen Collins 125,000 - - - 125,000 42,500 82,500
Enkhmaa Davaanyam 150,000 - - - 150,000 100,500 49,500
David Daniel Skeels - 150,000 - - 150,000 150,000 -
Philip Arthur Vingoe - 150,000 - - 150,000 150,000 -
George Edward Watkins - 150,000 - - 150,000 150,000 -
Amarzul Tuul 308,500 300,000 - - 608,500 356,150 252,350
John Rene Henriksen - 100,000 - - 100,000 100,000 -
Mehmed Ridvan Karpuz - 75,000 - - 75,000 75,000 -
Total 3,933,500 925,000 (437,500) (937,500) 3,483,500 1,200,650 2,282,850

All the Options of resigned Directors were vested and remained exercisable for a period of 6 months
from the date of their resignations as per the rules of Plan and at the discretion of the Directors. The
Options will lapse to the extent unexercised at the end of the 6 months period.

Opening Balance of Amarzul Tuul relates to Options held before commencing as a Director.

52




(e) Conditional Share Awards holdings of Directors

For the year ended Balance Granted Awards  Awards Balance Not Vested Vested

31 December 2011 as at as Exer- Lapsed as at & &
01-Jan-11  Remunera- cised 31-Dec-11 Not Exercisable

tion Exercisable

Directors

Gordon Leonard Toll 425,000 - - - 425,000 425,000 -

Oyungerel Janchiv 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 -

Sarangua Davaadorj 250,000 - - - 250,000 250,000 -

Mary Ellen Collins 125,000 - - - 125,000 125,000 -

Enkhchimeg Davaanyam 100,000 - (25,000) (75,000) - - -

Enkhmaa Davaanyam - 150,000 - - 150,000 150,000 -

Total 2,675,000 150,000 (25,000) (75,000) 2,725,000 2,725,000 -

For the year ended 31 Balance Granted Awards Awards Balance Not Vested

December 2012 as at as Exercised  Lapsed as at Vested & &
01-Jan-12  Remunera- 31-Dec-12 Not Exercis-

tion Exercis- able
able

Directors

Gordon Leonard Toll 425,000 (280,000) (145,000) - -

Opyungerel Janchiv 475,000 - - 475,000 475,000 -

Douglas John McGay 600,000 - (100,000) 500,000 - 500,000

Clyde Robert Evans 400,000 - (133,334) 266,666 - 266,666

John Campbell Robertson 300,000 (198,000) (102,000) - - -

Sarangua Davaadori 250,000 (165,000)  (85,000) - -

Mary Ellen Collins 125,000 - - 125,000 125,000

Enkhmaa Davaanyam 150,000 - - - 150,000 150,000

David Daniel Skeels - 150,000 - - 150,000 150,000

Philip Arthur Vingoe - 150,000 - - 150,000 150,000

George Edward Watkins - 150,000 - - 150,000 150,000

Amarzul Tuul 203,000 300,000 - - 503,000 503,000

John Rene Henriksen - 889,090 - - 889,090 889,090

Mehmed Ridvan Karpuz - 2,012,364 - - 2,012,364 2,012,364

Total 2,928,000 3,651,454 (643,000) (565,334) 5,371,120 4,604,454 766,666

A portion of the Conditional Share Awards of resigned Directors were vested and made exercisable
as per the rules of the Plan and at the discretion of the Directors upon their retirements from the

Board.

Opening Balance of Amarzul Tuul relates to awards issued before commencing as a Director.
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Statement of Comprehensive Income

For the year ended 31 December 2012

Consolidated
31 Dec 2012 31 Dec 2011

Note $’000 $'000

Continuing operations
Revenue
Interest income 4(a) 688 1,385
Other income 11 -

699 1,385
Expenditure
Consultancy fees 399 199
Depreciation and amortisation 283 174
Employee benefits expense 4(b) 5,164 9,892
Exploration and evaluation expenditure 4(c) 4,912 27,807
Other expenses 4(d) 2,096 2,912
Loss from continuing operations before income tax (12,155) (39,599)
Income tax expense 5 - -
Loss from continuing operations after income tax (12,155) (39,599)
Net loss for the year (12,155) (39,599)

Other comprehensive income
Exchange differences on translating foreign operations 69 (609)
Income tax arising on translating the net assets of foreign operations -

Other comprehensive income/(loss) for the year, net of 69 (609)
income tax

Total comprehensive loss for the year (12,086) (40,208)
Loss attributable to owners of the parent (12,155) (39,599
Total comprehensive loss attributable to owners of the parent (12,08¢) (40,208)

Loss per share (cents per share)

Basic and diluted loss per share 6 6.5 21.5

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

For the year ended 31 December 2012

Consolidated

31 Dec 2012 31 Dec 2011

Note $’000 $'000
ASSETS
Current Assets
Cash and cash equivalents 7 4,588 15,477
Trade and other receivables 8 422 316
Prepayments and other assets 9 575 729
Total Current Assets 5,585 16,522
Non-Current Assets
Exploration and evaluation assets 10 15,275 15,275
Property, plant and equipment 11 901 1,149
Total Non-Current Assets 16,176 16,424
TOTAL ASSETS 21,761 32,946
LIABILITIES
Current Liabilities
Trade and other payables 13 873 1,952
Annual leave provision - 24
Total Current Liabilities 873 1,976
TOTAL LIABILITIES 873 1,976
NET ASSETS 20,888 30,970
EQUITY
Equity attributable to owners of the parent
Issued capital 14 98,893 97,187
Reserves 15 5,988 6,232
Accumulated losses (83,993) (72,449)
TOTAL EQUITY 20,888 30,970

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

For the year ended 31 December 2012

Consolidated
31 Dec 2012 31 Dec 2011

Note $'000 $'000

Cash flows from operating activities

Payments to suppliers and employees (11,679) (36,475)
Interest received 688 1,385
Net cash flows used in operating activities 7 (10,991) (35,090)
Cash flows from investing activities

Purchase of property, plant and equipment (78) (873)
Sale of property, plant and equipment 12 -
Net cash flows used in investing activities (66) (873)

Cash flows from financing activities
Proceeds from issue of shares 14 91 303
Capital raising costs

Net cash flows from financing activities 91 303
Net decrease in cash and cash equivalents (10,966) (35,660)
Cash and cash equivalents at beginning of the year 15,477 51,690
Net foreign exchange differences 77 (553)
Cash and cash equivalents at the end of the year 7 4,588 15,477

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 2012

Consolidated
Attributable to equity holders of the parent

Other
Issued Accumulat-  Reserves
capital ed Losses Note 15 Total
Note $'000 $'000 $'000 $'000
As at 1 January 2011 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 15& 16 1,418 80 2,941 4,439
As at 31 December 2011 97,187 (72,449) 6,232 30,970
Net loss for the year - (12,155) - (12,155)
Other comprehensive income - - 69 69
Total comprehensive loss for the year - (12,155) 69 (12,086)
Issue of share capital 14 91 - - 91
Cost of capital raising 14 - - - -
Share-based payments 14,15 & 16 1,615 611 (313) 1,913
As at 31 December 2012 98,893 (83,993) 5,988 20,888

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 (the “Company”) for the year ended 31 December 2012
was authorised for issue 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). lts majority shareholder is Petrovis.

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(a) Basis of preparation

This financial report complies with International Financial Reporting Standards (“IFRS”) as issued by the
International Accounting Standards Board ('IASB’).

This financial report has been prepared on a historical cost basis, except where otherwise stated.
For the purpose of preparing the consolidated financial statements, the Company is a for-profit entity.
(b) Statement of compliance

This general purpose financial report has been prepared in accordance with the requirements of all
applicable IFRS and Interpretations and other authoritative pronouncements of the IASB that have a
material effect.

(c) Going concern note

The consolidated entity has incurred a net loss after income tax of $12.155 million (2011: Loss of
$39.599 million) and experienced net cash outflows from operating activities of $10.991 million (2011:
$35.090 million) for the year ended 31 December 2012. In addition and as outlined in Note 17(b)
the consolidated entity is required to meet minimum exploration commitments on its PSCs of approxi-
mately $17.017 million.

Should the minimum exploration commitments for Blocks IV and V not be met and/or unless an al-
ternative arrangement is not reached with PAM, the Company will be required to pay the shortfall
(which at the end of 2012 stood at $9.9 million) to PAM at the end of the current PSC term, ending
on 29 July 2014,

These conditions indicate a material uncertainty that may cast significant doubt over the consolidated
entity’s ability o continue as a going concern.

The ability of the consolidated entity to continue as going concern is principally dependent upon
raising additional capital of approximately $10 million by early 2014, vary and/or defer Blocks IV
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and V commitment expenditure and/or secure a farm-out agreement to fund minimum exploration
commitments.

On 12 June 2013, Petrovis, signed an Equity Subscription Agreement with the Company that resulted
in aggregate subscription monies of $5,000,000 being received on 25 June 2013. Excluding cur-
rent exploration commitments on PSC Blocks IV and V, this injection of funds enables the Company
to operate as a going concern with respect to funding ongoing working capital commitments and
operating expenses.

With respect to the current shortfall in expenditures on PSC Blocks IV and V, the Company is engaged
in discussions for possible farm-out of the interests in these blocks to potential investors. It is antici-
pated that the investor would take on part or all of the spend on these blocks as part of the farm-out
arrangement. If an agreement is reached, the Company reasonably expects it would be finalized
before the end of the third quarter of 2013. In the absence of a farm-out being concluded the Com-
pany would engage PAM in discussions to reschedule current PSC term expenditure commitments. The
Company has not formally initiated such discussions with PAM and does not intend to do so until the
results of the current farm-out process are known. For Block XX, the Company has previously negoti-
ated PSC exploration term extensions and re-phasing of commitments, which indicates an extension
and re-phasing of commitments may be possible.

The Directors have prepared a cash flow forecast, which indicates that the consolidated entity will
have sufficient cash flows to meet all commitments and working capital requirements for the 12 month
period from the date of signing the financial report if they are successful in securing funding and/or
deferral of exploration commitments as referred above.

The Directors are satisfied that they will achieve resolution of the matters set out above and there-
fore the going concern basis of preparation is appropriate. The financial report has therefore been
prepared on a going concern basis, which assumes continuity of normal business activities and the
realisation of assets and the settlement of liabilities in the ordinary course of business.

Should the consolidated entity be unable to achieve the matters referred to above, there is a material
uncertainty whether the consolidated entity will be able to continue as a going concern and, therefore,
whether it will realise its assets and discharge its liabilities in the normal course of business and at
amounts stated in the financial report.

The financial report does not include adjustments relating to the recoverability and classification of
recorded asset amounts, or to the amounts and classification of liabilities that might be necessary
should the consolidated entity not continue as a going concern.

(d) Application of new and revised Accounting Standards
Standards and Interpretations adopted in the current year

The consolidated entity has adopted all of the new and revised Standards and Interpretations issued
by the Australian Accounting Standards Board that are relevant to their operations and are effective
for the current financial reporting period beginning 1 January 2012.

The following new and revised Standards and Interpretations have been adopted in the current pe-
riod:

*  Amendments to IAS 1 ‘Presentation of ltems of Other Comprehensive Income’

*  Amendments to IFRS 7 ‘Disclosures on Transfers of Financial Assets’



The impact of the adoption of these Standards and Interpretations did not have a material impact on
the consolidated entity.

Standards and Interpretations in issue not yet adopted

At the date of authorisation of the financial statements, following Australian Accounting Standards
and Interpretations have recently been issued or amended but are not yet effective and have not
been adopted by the consolidated entity for the year ended 31 December 2012:

Effective for Expected to be
annual reporting initially applied in the
periods beginning  financial year ending

Standard/Interpretation on or after

IFRS 9 ‘Financial Instruments’ (December 2009), Amendments to IFRS 7 and December 2015
IFRS 9 ‘Mandatory Effective Date of IFRS 9 and Transition Disclosures’

IFRS 10 “Consolidated Financial Statements’

IFRS 11 “Joint Arrangements’

IFRS 12 ‘Disclosure of Interests in Other Entities’

IAS 127 ‘Separate Financial Statements’ (2011)

IAS 128 ‘Investments in Associates and Joint Ventures’ (2011)

Amendments to IFRS 10, IFRS 11 and IFRS 12 ‘Consolidated Financial
Statements, Joint Arrangements and Disclosure of Interests in Other Entities:
Transition Guidance’

IFRS 13 ‘Fair Value Measurement’

IFRS 119 ‘Employee Benefits” (2011)

Amendments to IFRS 7 — ‘Disclosures — Offsetting Financial Assets and
Financial Liabilities’

Amendments to IAS 32 ‘Offsetting Financial Assets and Financial Liabilities ’
Amendments to IFRS’s ‘Annual Improvements to IFRS’s 2009-2011 Cycle’

January 2015 3

January 2013 31 December 2013
January 2013 31 December 2013
January 2013 31 December 2013
January 2013 31 December 2013
January 2013 31 December 2013
January 2013 31 December 2013

January 2013 31 December 2013
January 2013 31 December 2013
January 2013 31 December 2013

January 2014 31 December 2014
January 2013 31 December 2013

The impact of these recently issued or amended standards and interpretations are currently being
assessed by the consolidated entity and impact is not expected to be material.

(e) Basis of consolidation

The consolidated financial statements comprise the financial statements of the Group as at 31 De-
cember 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 state-
ments 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.

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.

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.
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(f) 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 subsidiaries functional currency is USD. The Mongolian subsidiaries” functional
currency is Mongolian Tugrugs (“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 refranslated 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 invest-
ment 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 Mon-
golian 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.

(g) 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.

(h) 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 rec-
ognised when there is objective evidence that the Group will not be able to collect the receivable.
Obijective 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.

(i) 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 ap-
propriate, 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.

(i) 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.

(k) Exploration and evaluation assets

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

() Impairment of tangible and intangible assets other than goodwill

At each reporting date, the Group assesses whether there is any indication that tangible and intan-
gible asset 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.
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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 assets (or cash-generating unit) in prior years. A reversal of an impair-
ment loss is recognised immediately in profit or loss, unless the relevant asset is carried at a revalued
amount, in which case the reversal of 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, which 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 circum-
stances apply:

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

*  Variations in prices that render the project uneconomic; or

. Variations in the currency of operation.

(m) Trade and other payables

Trade and other payables are initially recognised at fair value. After initial recognition, 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.

(n) Interest-bearing loans and borrowings

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

After initial recognition, interest-bearing loans and borrowings are subsequently measured at amor-
tised 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.

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.
The remainder of the proceeds is allocated to the conversion option. If the conversion option meets
the definition of an equity instrument, this amount is recognised and included in shareholders” equity
and is not subsequently remeasured.

(o) 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 re-
quired 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 deter-
mined 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.

(p) Leases

Finance leases, which transfer to the Group substantially all the risks and benefits incidental to owner-
ship 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 to profit and loss.

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.

(q) 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.

(r) 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 using the effective interest method.
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(s) 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 cancel-
lation, 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.

(t) Borrowing costs

Borrowing costs are recognised as an expense when incurred.

(u) Income tax

Current tax

Current tax is calculated by reference to the amount of income taxes payable or recoverable in re-
spect of the taxable profit or tax loss for the year. It is calculated using tax rates and tax laws that
have been enacted or substantively enacted by 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 taxa-
tion 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/other comprehensive
income, in which case the deferred tax is also recognised directly in equity/other comprehensive
income, or where it arises from the initial accounting for a business combination, in which case it is
taken info account in the determination of goodwill or excess.

(v) 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.

(w) 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.

Any revisions to accounting estimates are recognised in the period in which the estimate is revised if
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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 4.5 year history of the share price and has been estimated in
a range from 78 % to 220% depending on the date of the grant.

Recovery of the exploration and evaluation assets
The ultimate recoupment of the exploration and evaluation assets is dependent upon successful de-
velopment 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 regu-
larly 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. Based on the information
provided to the Board of Directors, the Group has one operating segment and geographical seg-
ment, being Mongolia; as such no separate disclosure has been provided.



4 REVENUES AND EXPENSES

Consolidated
31 Dec 2012 31 Dec 2011

Note $000 $000
(a) Revenue
Interest Income 688 1,385
688 1,385
(b) Employee benefits expense
Included in employee benefits expense are the following:
Wages and salaries 1,340 1,762
Directors” fees (including Directors of affiliates) 431 329
Consultancy fees 1,480 3,362
Share-based payments 1,913 4,439
5,164 9,892
(c) Exploration and evaluation expenditure
Exploration and evaluation expenditure relates to the
following PSC:
Block XX 2,616 19,333
Blocks IV and V 2,296 8,474
Other - -
4,912 27,807
(d) Other expenses
Included in other expenses are the following:
Administration costs 958 1,756
PSC administration costs 651 566
Audit fees 129 104
Travel expenses 367 541
Foreign exchange (gains)/ losses (9) (55)
2,096 2,912
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5 INCOME TAX

Consolidated

31 Dec 2012 31 Dec 2011
Note $'000 $'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 comprehen- - -
sive income

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
31 Dec 2012 31 Dec 2011

Note $’000 $'000
Net loss for the year (12,155) (39,599
Income tax benefit calculated at 10% (i) 1,216 3,960
Effect of different tax rates on entities in different jurisdictions (ii) (953) (3,547)
Change in unrecognised deferred tax assets (263) (413)

(i)  The tax rate used in the above reconciliation is the corporate tax rate of 10% payable by Mon-
golian 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 de-
rived 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.

70




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 2012 31 Dec 2011
cents per share  cents per share

Basic loss per share

6.5 215
Diluted loss per share 6.5 21.5
$'000's $'000’s
The loss and weighted average number of ordinary shares used in the
calculation of basic wand diluted loss per share are as follows:
Net loss attributable to owners of the parent 12,155 39,599
Weighted average number of ordinary shares for the purposes of basic
and diluted loss per share 185,716 183,995

Share Options and Conditional 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

Consolidated
31 Dec 2012 31 Dec 2011

Note $'000 $'000
Cash at bank and in hand 4,588 15,477
4,588 15,477

Cash af 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 $4,588,000 (2011: $15,477,000) due to
the short-term nature of the instruments.

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

Consolidated
31 Dec 2012 31 Dec 2011

Note $'000 $'000

Net loss after tax (12,155) (39,599
Adjustments for:

Depreciation and amortisation 283 174
Net (profit)/loss on disposal of property, plant and equipment 34 -
Share based payments 1,913 4,439
Unrealised foreign exchange (gains)/ losses (10) (55)
Changes in assets and liabilities

(Increase)/decrease in trade and other receivables (106) (228)
Increase/(decrease) in prepayments and other assets 154 (375)
(Increase)/decrease in trade and other payables (1,104) 554
Net cash flows used in operating activities (10,991) (35,090)

Non-cash investing and financing activities

There were no non-cash investing or financing activities undertaken in the financial year or prior year,
other than the exercise of Options and Awards of $1.615 million (2011: $1.418 million).

8 TRADE AND OTHER RECEIVABLES

Consolidated

31 Dec 2012 31 Dec 2011
Note $000 $000

Current

Other debtors 422 316
422 316

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



9 PREPAYMENTS AND OTHER ASSETS

Consolidated
31 Dec 2012 31 Dec 2011

Note $'000 $'000
Prepayments 107 262
Other assets 467 467
575 729

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

10 EXPLORATION AND EVALUATION ASSETS

Consolidated
31 Dec 2012 31 Dec 2011

Note $000 $000
Exploration and evaluation assets 15,275 15,275
15,275 15,275

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. This relates to the exploration and evaluation of PSC Block XX.

The ultimate recoupment of exploration and evaluation expenditure 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.

Management have reviewed for impairment indicators on Block XX and no impairment has been
noted.
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11 PROPERTY, PLANT AND EQUIPMENT

Consolidated
31 Dec 2012 31 Dec 2011

Note $'000 $'000
Plant and equipment at cost 1,263 1,360
Accumulated depreciation and impairment (362) (217)
901 1,149

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

Consolidated
31 Dec 2012 31 Dec 2011

Note $'000 $’000
As at 1 January 2011 (net of accumulated depreciation) 450 450
Additions 873 873
Disposals - -
Depreciation charge for the year (174) (174)
As at 31 December 2011 (net of accumulated depreciation) 1,149 1,149
Additions 78 78
Disposals (43) (43)
Depreciation charge for the year (283) (283)
As at 31 December 2012 (net of accumulated depreciation) 901 901

12 INVESTMENTS IN SUBSIDIARIES

Consolidated

31 Dec 2012 31 Dec 2011
Note $000 $000

Investments in subsidiaries at cost - -

For details of investments in subsidiaries, refer to Note 18.

13 TRADE AND OTHER PAYABLES (CURRENT)

Consolidated
31 Dec 2012 31 Dec 2011

Note $'000 $’000
Trade payables 870 1,949
Other payables 3 3
873 1,952

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



14 ISSUED CAPITAL

Consolidated

(/\1
N

31 Dec 2012 31 Dec 2011
Note $'000 $'000
Ordinary Shares
186,176,001 shares issued and fully paid (2011: 184,565,284) 98,893 97,187
98,893 97,187
Movements in ordinary shares on issue:
Number of Issue
Shares Price S $'000
Consolidated
As at 1 January 2011 183,061,577 95,466
Exercise of Conditional Share Awards on 25 March 2011 (note (a)) 191,479 0.010 2
Issue of shares to Directors and employees on 12 April 2011
on exercise of Options (note (b)) 628,750 0.180 113
Issue of shares to a Director on 12 April 2011 on exercise of Options (note (c)) 50,000 0.750 38
Exercise of Conditional Share Awards on 21 April 2011 (note (d)) 142,447 0.010 1
Issue of shares to employees on 21 April 2011 on exercise of Options (note (e)) 25,000 0.180 5
Exercise of Conditional Share Awards on 10 June 2011 (note (f)) 83,534 0.010 1
Issue of shares to an employee on 10 June 2011 on exercise of Options (note (g)) 7,500 0.180 1
Exercise of Conditional Share Awards on 5 August 2011 (note (h)) 97,497 0.010 1
Issue of shares to employees on 5 August 2011 on exercise of Options (note (i) 184,090 0.752 138
Issue of shares to an employee on 5 August 2011 on exercise of Options (note (j)) 5,000 0.180 1
Exercise of Conditional Share Awards on 21 November 2011 (note (k)) 83,410 0.010 1
Issue of shares to an employee on 21 November 2011 on exercise of Options
(note (I)) 5,000 0.174 1
Capital raising costs - - -
Share based payment - 1,418
As at 31 December 2011 184,565,284 97,187
Exercise of Conditional Share Awards on 13 February 2012 (note (m)) 206,987 0.010 2
Issue of shares to employees on 13 February 2012 on exercise of Options (note (n)) 11,250 0.174 2
Exercise of Conditional Share Awards on 5 March 2012 (note (o)) 280,000 0.010 3
Exercise of Conditional Share Awards on 26 April 2012 (note (p)) 505,447 0.010 5
Issue of shares to Directors and an employee on 26 April 2012 on exercise of
BOptions (note (q)) 442,500 0.175 77
Exercise of Conditional Share Awards on 9 July 2012 (note (r)) 164,533 0.010 2
Capital raising costs - - -
Share based payment - - 1,615
As at 31 December 2012 186,176,001 98,893
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(a) On 25 March 2011, pursuant to the Group’s Plan, 191,479 shares were awarded to employees
exercising Conditional Share Awards with an exercise price per share of $0.01.

(b) On 12 April 2011, pursuant to the Group’s Plan, 628,750 shares were awarded to Directors and
employees exercising Options with an exercise price per share GBP0.11.

() 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.

(d) On 21 April 2011, pursuant to the Group’s Plan, 142,447 shares were awarded to an employee
exercising Conditional Share Awards with an exercise price per share of $0.01.

(e) 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.

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

(g) 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 GBP0.11.

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

(i)  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.

(il 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.

(k)  On 21 November 2011, pursuant to the Group’s Plan, 83,410 shares were awarded to employ-
ees exercising Conditional Share Awards with an exercise price per share of $S0.01.

(i  On 21 November 2011, pursuant to the Group’s Plan, 5,000 shares were awarded to an em-
ployee exercising Options with an exercise price per share of GBP0.11.

(m) On 13 February 2012, pursuant to the Group’s Plan, 206,987 shares were awarded to employ-
ees exercising Conditional Share Awards with an exercise price per share of $0.01.

(n)  On 13 February 2012, pursuant to the Group’s Plan, 11,250 shares were awarded to employees
exercising Options with an exercise price per share of GBP0.11.

(o) On 5 March 2012, pursuant to the Group’s Plan, 280,000 shares were awarded to a former
Director exercising Conditional Share Awards with an exercise price per share of $0.01.

(p) On 26 April 2012, pursuant to the Group’s Plan, 505,447 shares were awarded to former Direc-
tors and an employee exercising Conditional Share Awards with an exercise price per share of $S0.01.

(@) On 26 April 2012, pursuant to the Group’s Plan, 442,500 shares were awarded to former Direc-
tors and an employee exercising Options with an exercise price per share of GBPO.11.

() On 9 July 2012, pursuant to the Group’s Plan, 164,533 shares were awarded to employees
exercising Conditional Share Awards with an exercise price per share of $0.01.



15 RESERVES

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

Merger Equity benefits  Foreign currency

reserve reserve translation Total
Consolidated $'000 $'000 $'000 $'000
As at 1 January 2011 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
Currency translation differences - - 69 69
Share based payments - (313) - (313
As at 31 December 2012 831 5,841 (684) 5,988

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 IFRS 3 ‘Business Combinations” and as such directors have elected
to use UK Accounting Standards FRS é ‘Acquisitions and Mergers’. The difference, it any, between
the nominal value of the shares issued plus the fair value of any other consideration, and the nomi-
nal 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 Conditional 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 trans-

lation of the financial statements of foreign subsidiaries.

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 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,
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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.

Conditional Share Awards shall vest subject to continuing service and performance conditions deter-
mined by the Remuneration Committee and, in the case of directors, relating to the overall perfor-
mance of the Group.

Some Conditional Share Awards will vest on achievement of the following performance conditions:

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

* 25% vest on the first production of oil on a commercial scale, estimated by management as be-
ing by 30 June 2015; and

* 50% vest on the Company achieving the sale of 1 million barrels of oil, estimated by manage-
ment as being by 30 June 2017.

Other Conditional Share Awards over shares have service conditions tied to employment continuity
and are available for vesting in three equal annual instalments on various dates.

(b) Option pricing model

The following Table summarizes Options granted during 2011 and 2012, along with relevant details
in relation to each grant.

6 Apr 11 5 Jul 11 22 Nov 11 5Dec 11 25 Apr 12 16 Jul 12 5QOct 12 4 Dec 12
Options Granted 769,100 623,000 215,000 100,000 981,000 1,198,080 105,000 12,000
Share price at grant date $3.0202 $1.8819 $0.3534 $0.3081  $0.3630 $0.1383 $0.1271  $0.1284
Expected Volatility (%) 85 85 85 85 85 85 85 85
Risk-free interest rates (%) 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.50
Expected life (years) 5.50 5.50 5.50 5.50 5.50 5.50 5.50 5.50
Tranche 1 6.00 6.00 6.00 6.00 6.00 6.00 6.00 6.00
Tranche 2 6.50 6.50 6.50 6.50 6.50 6.50 6.50 6.50
Tranche 3 1.8167 1.1700 0.2250 0.1975 0.2250 0.0888 0.0788 0.0800

Exercise Price (in GBP)

Estimate fair value of Option

Tranche 1 $2.0842  $1.2947 $0.2431  $0.2109  $0.2922 $0.1137  $0.1023  $0.1034
Tranche 2 $2.1470  $1.3333 $0.2507  $0.2174  $0.2991 S0.1165 $0.1047  $0.1058
Tranche 3 $2.2047  $1.3714 $0.2576  $0.2235  $0.3053 $0.1189  $0.1069  $0.1080

Options granted above are exercisable as follows:
«  33% one year after grant date

« 33% two years after grant date

«  34% three years after grant date

The fair value of Options granted is estimated as at the date of grant using the Black Scholes model,
taking into account the terms and conditions upon which the Options were granted. The table above
lists the inputs to the model used for the years ending 31 December 2011 and 31 December 2012.

Modified Options

848,080 Options granted to employees in April 2011 were cancelled and the same number of
Options were issued in July 2012 at a lower exercise price (“Modified Options”) as the Board and
management viewed that the initial Options” exercise price were too high relative to the share price



in 2012 and did not serve the purpose of the Plan to incentivize employees.

The total fair value of the Options granted in July 2012 is GBP0.0733 and the USD equivalent is
US0.1142 as per Options valuation.

The fair value of the Options is estimated using the Black Scholes model consistent with other Op-
tions valuation, taking into account the new terms, conditions and exercise price of the new Options

granted.

(c) Movement in share Options

Opening Closing Exercisable

balance at  Granted Forfeited  Exercised  balance as at as at 31

1 January  during the  during the  during the 31 December ~ December
Consolidated 2011 year year year 2011 2011
Grant of Options on 24 April 2008 - - - - - 922,000
Grant of Options on 3 June 2008 1,430,750 - (56,250)  (50,000) 1,324,500 428,750
Grant of Options on 8 April 2009 1,621,250 - (71,250) (671,250 878,750 805,200
Grant of Options on 9 July 2010 3,257,000 - (265,750) (184,090 2,807,160 -
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
(cents per Option) 57.31 207.48 123.56 30.39 93.92 61.44

Opening Closing Exercisable

balance at  Granted Forfeited ~ Exercised balance as at as at 31

1 January  during the  during the during 31 December ~ December
Consolidated 2011 year year the year 2011 2011
Grant of Options on 24 April 2008 - - - -
Grant of Options on 3 June 2008 1,324,500 (512,500) - 812,000 812,000
Grant of Options on 8 April 2009 878,750 - (453,750) 425,000 425,000
Grant of Options on 9 July 2010 2,807,160 (857,660) - 1,949,500 1,281,060
Grant of Options on 6 April 2011 647,000 (572,000) 75,000 24,750
Grant of Options on 5 July 2011 499,000 (349,000) 150,000 49,500
Grant of Options on 22 Nov 2011 167,000 (47,000) 120,000 39,600
Grant of Options on 5 Dec 2011 100,000 - (15,200) 84,800 27,984
Grant of Options on 25 Apr 2012 - 981,000 (46,000) 935,000 -
Grant of Options on 16 Jul 2012 - 1,198,080 (454,690) 743,390 152,790
Grant of Options on 5 Oct 2012 - 135,000 (20,000) 115,000 -
Grant of Options on 4 Dec 2012 - 12,000 - 12,000 -

6,423,410 2,326,080 (2,874,050) (453,750) 5,421,690 2,812,684
Weighted Average Exercise Price 93.92 23.24 119.27 16.20 56.67 63.44

(cents per Option)

(d) Share Options Contractual Life

The weighted average remaining contractual life of outstanding share Options is 7.5 years (2011:

8.1 years).

(e) Conditional Share Awards pricing model

The following table summarizes Conditional Share Awards granted during 2011, along with relevant
details in relation to each grant.
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) (2) (3) (4) (5) (6) (7)

6Apr 11 6 Apr 11 5Jul 11 5Jul 11 22Nov 11 22Nov 11 5 Dec 11
Conditional share awards granted 707,800 293,356 583,000 148,268 119,000 155,000 100,000
Share price at grant date $3.0202 $3.0202 $1.8819 $1.8819 $0.3534 $0.3534  $0.3081
Expected Volatility (%) 85 85 85 85 79 79 78
Risk-free interest rates (%) 0.50 0.50 0.50 0.50 0.50 0.50 0.50
Expected life (years) 6.5 5 6.5 5 6 5 6
Exercise Price $0.01 $0.01 $0.01 $0.01 $0.01 $0.01 $0.01

Estimated fair value of each Condi-
tional Share Award at the grant date  $3.0202  $3.0202 $1.8819 $1.8813  $0.3495 $0.3466 $0.3040

ltems (1), (3), (5) and (7): Conditional Share Awards will vest on achievement of the following perfor-
mance conditions:

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

by 30 September 2014;

25% vest on the first production of oil on a commercial scale, estimated by management as be-
ing by 30 June 2015; and

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

ltems (2), (4) and (6): Conditional Share Awards are tied to employment continuity and are available
for vesting on various dates in commencing 2011-2014.

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

The following table summarizes Conditional Share Awards granted during 2012, along with relevant
details in relation to each grant.

(8) (9) (10) an (12) (13)
25 Apr 12 25Apr12 16 Jul 12 50Oct 12 04 Dec 12 04 Dec 12
Conditional share awards granted 942,000 790,728 660,000 190,000 6,000 1,862,364
Share price at grant date $0.3630 $0.3630 $0.1383  $0.1271 $0.1284 $0.1284
Expected Volatility (%) 89 89 91 74 60 60
Risk-free interest rates (%) 0.50 0.50 0.50 0.50 0.50 0.50
Expected life (years) 55 5 5 5 5 5
Exercise Price $0.01 $0.01 $0.01 $0.01 $0.01 $0.01
Estimated fair value of each Conditional $0.3601 $0.3574 $0.1341 $0.1233  $0.1277 $0.1209

Share Award at the grant date

ltems (8), (11), and (12): Conditional Share Awards will vest on achievement of the following perfor-
mance conditions:

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

« 25% vest on the first production of oil on a commercial scale, estimated by management as be-
ing by 30 June 2015; and

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

ltems (9), (10) and (13): Conditional Share Awards are tied to employment continuity and are avail-
able for vesting on various dates in commencing 2012-2015.

The fair value of Conditional Share Awards granted is estimated as at the date of grant using the
Black Scholes model, taking into account the terms and conditions upon which the Options were
granted. The table above lists the inputs to the model used for the year ending 31 December 2012.



(f) Movement in Conditional share awards

Opening Granted Awarded Forfeited Closing Exercisable
balance ot during the  during the  during the  balance as at as at
Consolidated 1 Jan 2011 year year year 31 Dec 2011 31 Dec 2011
Grant of Conditional Share Awards
on 3 Jun 2008 1,740,000 - (75,000) 1,665,000 -
Grant of Conditional Share Awards
on 8 Apr 2009 155,000 - (10,000) 145,000 -
Grant of Conditional Share Awards
on 9 Jul 2010 2,621,000 - (25,000)  (179,000) 2,417,000 -
Grant of Conditional Share Awards
on 12 Nov 2010 1,045,843 - (481,247) - 564,602 -
Grant of Conditional Share Awards
on 6 Apr 2011 - 1,001,156 (16,481)  (190,604) 794,071 -
Grant of Conditional Share Awards
on 5 Jul 2011 - 731,268 (75,645) (84,000) 571,623 -
Grant of Conditional Share Awards
on 22 Nov 2011 - 269,000 (32,000) 237,000 -
Grant of Conditional Share Awards
on 5 Dec 2011 - 100,000 - 100,000 -
5561,843 2,101,424 (598,367)  (570,604) 6,494,296 -
Weighted Average Exercise Price
(cents per Award) 1.00 1.00 1.00 1.00 1.00 -
Opening Granted Awarded Forfeited Closing Exercisable
balance at  during the  during the  during the  balance as at as at
Consolidated 1 Jan 2011 year year year 31 Dec 2011 31 Dec 2011
Grant of Conditional Share Awards
on 3 Jun 2008 1,665,000 - (550,000) (30,000) 1,085,000
Grant of Conditional Share Awards
on 8 Apr 2009 145,000 - - - 145,000
Grant of Conditional Share Awards
on 9 Jul 2010 2,417,000 - (93,000) (1,046,334) 1,277,666
Grant of Conditional Share Awards
on 12 Nov 2010 564,602 - (282,301) (142,447) 139,854
Grant of Conditional Share Awards
on 6 Apr 2011 794,071 - (153,487) (274,584) 366,000 2,000
Grant of Conditional Share Awards
on 5 Jul 2011 571,623 - (26,541) (204,000) 341,082
Grant of Conditional Share Awards
on 22 Nov 2011 237,000 - (50,000) (37,000) 150,000 50,000
Grant of Conditional Share Awards
on 5 Dec 2011 100,000 - - (15,200) 84,800
Grant of Conditional Share Awards
on 25 Apr 2012 - 1,732,728 (1,638) (23,000) 1,708,090
Grant of Conditional Share Awards
on 16 Jul 2012 - 660,000 - - 660,000 220,000
Grant of Conditional Share Awards
on 5 Oct 2012 - 190,000 - (15,000) 175,000
Grant of Conditional Share Awards
on 4 Dec 2012 - 1,868,364 - - 1,868,364
6,494,296 4,451,092 (1,156,967) (1,787,565) 8,000,856 272,000
Weighted Average Exercise Price
(cents per Award) 1.00 1.00 1.00 1.00 1.00 1.00
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(g) Conditional Share Awards Contractual Life

The weighted average remaining contractual life of outstanding Conditional Share Awards is 15.5
years (2011: 16.5 years).

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 has committed to office, warehouse and camp container leases in Mongolia in the
amounts of $105,000 for 2013

Consolidated
31 Dec 2012 31 Dec 2011

Note $'000 $'000
Operating Leases:
Within one year 105 166
After one year but not more than five years = 8
Greater than five years - _
105 174

(b) Exploration expenditure commitments

Petromatad Invest Limited and Capcorp have minimum spending obligations, under the terms of their
PSCs on Blocks IV, V and XX with PAM.

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

Consolidated
31 Dec 2012 31 Dec 2011

Note $'000 $'000
Production Sharing Contract Fees:
Within one year 972 696
After one year but not more than five years 567 885
Greater than five years - -
1,539 1,581
Minimum Exploration Work Obligations:
Within one year 17,017 17,040
After one year but not more than five years 29,662 10,680
Greater than five years R -
46,679 27,720




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
minimum PSC commitments, the Company has the option to reduce its spending in Block XX for next
year to year 10 (July 2015). On 22 August 2012, PAM granted a five-year extension for Block XX,
meaning that the Company’s PSC is therefore in effect until 04 July 2017. Due to the prior focus on
Block XX, cumulative expenditures on Blocks IV and V are currently below the cumulative minimum
PSC commitment of $9.897m. Discussions with PAM will be held to obtain their approval for future
work programme proposals on these blocks.

The work programme planned for the three blocks in 2013/2014 has been largely defined and will
include new seismic and wells in each block. The full extent of the work programme will be dependent
on the level of capital raised and farm-out negotiations which are currently in progress. In event that
the Company is unable to complete a successful farm-out or agree a moratorium with PAM for Blocks
IV and V, the Company would have an obligation to repay the underspent amount of its minimum
obligation commitment at the end of the PSC contract period.

Petromatad Invest Limited and Capcorp can voluntarily relinquish their rights under the PSCs, if the
minimum work obligations are completed.

(c) Contingencies

There are no contingencies outstanding at the year end.

18 RELATED PARTY DISCLOSURES

The immediate parent and ultimate controlling party of the consolidated entity is Petro Matad Limited.

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

Equity Interest

2012 2011
Country of Incorporation % %
Central Asian Petroleum Corporation Limited Cayman Islands 100 100
Capcorp Mongolia LLC Mongolia 100 100
Petromatad Invest Limited Cayman Islands 100 100
Petro Matad LLC Mongolia 100 100
Petro Matad Services Limited Isle of Man 100 100

Subsidiary Details

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 $S1 each.

Central Asian Petroleum Corporation Limited was acquired on 12 November 2007. Petro Matad
Limited holds 43,340,000 ordinary shares of $0.01 each.
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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 S1.

Balances and transactions between the Company and its subsidiaries, which are related parties of the
Company, have been eliminated on consolidation and are not disclosed in this note.

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

31 Dec 2012 31 Dec 2011
$'000 $'000

Petrovis” subscription for shares in Petro Matad Limited - -
EBRD’s subscription for shares in Petro Matad Limited - -

Petrovis is a major shareholder of the Company, currently holding approximately 20% of the share-
holding.

EBRD is a major shareholder of the Company, currently holding approximately 17% of the sharehold-
ing.

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 2011 and 2012, are as below:

The Directors were in office until the date of this report and for this entire year unless otherwise stated.

Directors

Gordon Leonard Toll Non-Executive Co-Chair Resigned 27 January 2012

Oyungerel Janchiv Non-Executive Deputy Chair Appointed Chair on 27 January 2012
and Deputy Chair on 13 September 2012

Douglas John McGay Chief Executive Officer Resigned 30 November 2012

Clyde Robert Evans Non-Executive Director Resigned 20 December 2012

John Campbell Robertson  Non-Executive Director Resigned 12 March 2012

Sarangua Davaadori Non-Executive Director Resigned 12 March 2012

Mary Ellen Collins Non-Executive Director

Enkhchimeg Davaanyam ~ Non-Executive Director Resigned 20 May 2011

Enkhmaa Davaanyam Non-Executive Director

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 Chairman Appointed 12 March 2012 and as
Chairman on 13 September 2012

Amarzul Tuul Executive Director Appointed 19 March 2012

John Rene Henriksen Chief Financial Officer Appointed 20 December 2012

Mehmed Ridvan Karpuz Director of Exploration Appointed 20 December 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.



Consolidated
31 Dec 2012 31 Dec 2011

Note $'000 $'000
Short-term employee benefits 1,950 939
Post-employment benefits = -
Share based payment expense 802 1,015
2,752 1,954

(c) Other key management personnel transactions

There were no other key management personnel transactions during the year (2011: 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.

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 fluctua-
tions 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.
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The following table sets out the carrying amount of the financial instruments that are exposed to
interest rate risk:

Consolidated

Weighted 31 Dec 2012 31 Dec 2011
Average Int. rate $’000 $’000
Financial Assets

Cash and cash equivalents 7.10% 4,588 15,477
Trade and other receivables 0% 422 316
5,010 15,793

Financial Liabilities
Trade and other payables 0% 873 1,952
873 1.952
Net exposure 4,137 13,841

Sensitivity Analysis

If the interest rate on cash balances at 31 December 2012 weakened/strengthened by 1%, there
would be no material impact on profit and loss included in 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 Petro Matad Limited and presentational currency of the Group is deemed
to be USD because the future revenue from the sale of oil will be denominated in USD and the costs
of the Group are likewise predominately in USD. Some transactions are however dominated in cur-
rencies other than USD. These transactions comprise operating costs and capital expenditure in the lo-
cal 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 in-
dividual transactions.

The following significant exchange rates applied during the year:

Spot rate at the

Average rate balance date
usb 2012 2011 2012 2011
Mongolian Tugrug (“MNT”) 1 1,358.86 1,265.01 1,392.10 1,396.37
Australian Dollar (“AUD”) 1 0.96600 0.96890 0.96410 0.98280
Great British Pound (“GBP”) 1 0.63110 0.62360 0.61880 0.64710

Sensitivity Analysis
A 5% strengthening/weakening of the MNT against USD at 31 December 2012 would not have a
material effect on profit and loss or on 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 instru-
ment 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
31 Dec 2012 31 Dec 2011

Note $'000 $'000
Financial Assets
Cash and cash equivalents 7 4,588 15,477
Trade and other receivables 8 422 316
Net exposure 5,010 15,793

Impairment Losses
None of the Group's receivables are past due at 31 December 2012 (2011: 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 explo-
ration activities.

The remaining contractual maturities of the Group’s and parent entity’s financial liabilities are:
Consolidated
31 Dec 2012 31 Dec 2011

Note $'000 $'000
6 months or less 873 1,952
6-12 months - -
1-5 years - -
over 5 years - -
873 1,952
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All of the Group’s amounts payable and receivable are current.
Further, the Group has exploration expenditure commitments on its PSCs as disclosed in Note 17(b).
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 due to their short term duration.

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 con-
sists 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). This is reviewed by the Board of Directors
as part of their regular directors meetings.

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

The Group is not subject to externally imposed capital requirements.

22 EVENTS AFTER THE REPORTING DATE

On 25 January 2013, pursuant to the Group’s Plan, 500,000 shares were awarded upon exercise of
Conditional Share Awards with an exercise price per share of $S0.01.

In recognition of the need to enhance portfolio management, accelerate work program activities,
and to diversify exploration risk, the Company has embarked on a farm-out process and to this end
opened a data-room in February 2013. A significant number of parties visited the data-room with
several expressing technical interest in the exploration potential of the Company’s three PSCs. As of
the date of this report discussions with interested parties continue.

In April 2013 the Company commenced a fund raising effort and in conjunction with its joint bro-
kers conducted an institutional roadshow. While the roadshow was well received and successful in
outlining the potential of the company’s exploration holdings, market sentiment remains bearish and
institutional investors’ appetite for junior exploration companies continues to be subdued. Although
the Company received investment offers they cumulatively were insufficient to meet minimum targets
and alternative means of funding the company were explored.

On 12 June 2013, Petrovis signed an Equity Subscription Agreement with the Company that will result
in the issuance of 90,612,540 ordinary shares to members of the Petrovis Group at a Subscription
price of GBP0.0356 per share. The proceeds have been received by the Company and will be used
to fund the company’s ongoing operations which is planned to include work program activities in the
second half of 2013. The following table summarizes the pre and post Equity Subscription Agreement
shareholdings.



Pre Equity Subscription Post Equity Subscription
Percent Shares Percent Shares
Petrovis Group 27.56% 51,444,262 51.23% 142,056,802
EBRD 17.00% 31,741,110 11.45% 31,741,110
Others 55.44% 103,490,629 37.32% 103,490,629
Total 100.00% 186,676,001 100.00% 277,288,541
23 AUDITORS” REMUNERATION
The auditor of Petro Matad Limited is Deloitte Touche Tohmatsu (“Deloitte”).
Consolidated
31 Dec 2012 31 Dec 2011
Note $'000 $'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 entit 96 99
- other services in relation to the entity and any other entity in the
consolidated entity - -
96 99
Amounts received or due and receivable by auditors other
than Deloitte for: 33 5
- an audit or review of the financial report of subsidiary entities - -
- other services in relation to the subsidiary entities
33 5
129 104

24 OTHER INFORMATION

Registered Office:

Victory House
Douglas

Isle of Man
IMT 1EQ
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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 2012 and of its performance and cash flows for the
year ended on that date in accordance with International Financial Reporting Standards, manda-
tory professional reporting requirements and other authoritative pronouncements of the Interna-
tional Accounting Standards Board; and

(b) 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

ﬁM_/

John R Henriksen
Director

27 June 2013
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Deloitte

Deloitte Touche Tohmatsu
ABN 74 490 121 060

Woodside Plaza

Level 14

240 St Georges Terrace
Perth WA 6000

GPO Box A46

Perth WA 6837 Australia

Tel: +61 8 9365 7000
Fax: +51 8 9365 7001
www.deloitte.com.au

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 2012, the statement of comprchensive income, the statement of cash flows
and the statement of changes in equity for the year then ended, notes comprising a summary of significant
accounting policies and other explanatory information of the consolidated entity comprising the company and the
entities it controlled at the year’s end or from time to time during the financial year as set out on pages 12 to 44.

Directors’ Responsibility for the Financial Report

The Directors are responsible [or the preparation and [air presentation of the consolidated financial report in
accordance with International Financial Reporting Standards and for such internal control as the directors
determine is necessary to enable the preparation and fair presentation of the consolidated financial report that is
free from material misstatement, whether duc to fraud or error.

Auditor’s Responsibility

QOur responsibility 1s to express an opinion on the financial report based on our audit. We conducted our audit in
accordance with International Auditing Standards. Those standards require that we comply with relevant ethical
requirements relating to audit engagements and plan and perform the audit to obtain reasonable assurance whether
the consolidated financial report is free from material misstatement.

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

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

Opinion

In our opinion, the consolidated financial report presents [airly, in all material respects, the consolidated entity’s
financial position as at 31 December 2012 and its financial performance and cash flows for the year then ended in
accordance with International Financial Reporting Standards and have been properly prepared in accordance with
the requirements of the Companies Act 2006.

Liability limited by a app d under P i dards L
Member of Deloitte Touche Tohmatsu Limited
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Deloitte.

Material Uncertainty Regarding Continuation as a Going Concern

Without modifying our opinion, we draw attention to Note 2(c) in the financial report, which indicates that the
consolidated entity has incurred a net loss after income tax of $12.155 million (2011: Loss of $39.598 million)
and experienced net cash outflows from operating activities of $10.991 million (2011: $35.090 million) for the
year ended 31 December 2012, These conditions, along with other matters as set forth in Note 2(c), indicate the
existence of a material uncertainty that may cast significant doubt about the consolidated entity’s ability to
continue as a going concern and therefore, whether it will realise its assets and extinguish its liabilities in the
ordinary course of business, and at the amounts stated in the financial report.

&{“f’k Aoudke /ﬁ‘naﬁw

DELOITTE TOUCHE TOHMATSU

Chris Nicoloff
Partner

Chartered Accountants
Perth, 27 June 2013
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