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Dr. Oyungerel Janchiv

Acting Chairperson

Dr. Oyungerel graduated from the Institute of Petrochem-
ical and Gas Industry, Moscow in 1979. She began her
career as an economist at the Ulaanbaatar Oil Terminal
and in 1982 became the Chief Economist at the Petro-
leum Supply Department at the Mongolian Ministry of
Transportation where she was employed until 1991. In
1991, she was appointed the CEO of the Petroleum Im-
port Concern of Mongolia and in 1994 became the CEO
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 CEO until January
2008 and has been Chair ever since. In January 2007, she
completed a doctorate in economics in Moscow, Russia.
In 2010, she became a Non-Executive Director of Mon-
golian Mining Corporation (MMC) which is listed on the
Hong Kong Stock Exchange. MMC is a high quality coking
coal producer and exporter in Mongolia. On 15 August
2014, she was appointed as the Chairperson of Ard Fi-
nancial Group.

Ridvan Karpuz

Non-Executive Director

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, OMV, where he has spent the last
5 years as an exploration and reservoir manager working
in Iran, Yemen and more recently Tunisia. He has worked
for Norsk Hydro, Norway and Endeavour Energy UK &
Norway in various roles from expert structural geologist
to exploration team leader working in a wide spectrum of
offshore and onshore basins worldwide. Mr. Karpuz has a
proven track-record of establishing successful exploration
and subsurface teams and working in remote and frontier
regions. Mr. Karpuz has a BSc in geological engineering
degree from Dokuz Eylul University, Turkey and Cand. Sci-
ent geology degree from University of Bergen, Norway.
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Non-Executive Director

Ms. Enkhmaa is the CEO of Petrovis Group, Mongolia’
largest fuel supplier. Ms. Enkhmaa has over 16 years of in-
ternational experience in fiinancing and risk management
of mining, infrastructure and energy projects. She serves
as Deputy Chair of Board of Directors of Petrovis Group
since 2011 and was appointed as the CEO in August 2013.
Prior to joining Petrovis Group, Ms. Enkhmaa worked as a
Managing Director at Macquarie Group for over 10 years,
responsible for risk management in the energy sector in
the United States.

Dr. Philip Arthur Vingoe

Non-Executive Director

Dr. Vingoe has over 40 years experience in the oil and
gas industry, commencing in the technical arena and pro-
gressing to both Executive and Non-Executive leadership.
His formal education comprised a B.Sc. in Physics (Uni-
versity of Newcastle Upon Tyne), an M.Sc. and Ph. D. in
Geophysics (University of Birmingham) followed by the
Program for Management Development and the Interna-
tional Senior Management Program at Harvard Business
School. His primary career foundation was with BP, where
he spent nearly 20 years and became their worldwide
Chief Geophysicist and General Manager, Exploration. In
1995 he decided to move into the entrepreneurial world
of the Independents and has subsequently held many di-
rectorships in both Executive and Non-Executive capaci-
ties. During this period he has been deeply involved in
the full spectrum of business activity ranging from the
start-up of private oil and gas companies, the listing
through I.LPO’s of companies in Australia and Norway, and
the sale of companies on London AIM and Toronto TSX.
He has lived and worked in most continents of the world
and has an expansive knowledge of the worldwide oil and
gas industry.
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John Rene Henriksen

Chief Financial Officer (CFO)

Mr. Henriksen has 35 years’ of experience in the interna-
tional 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
Energy’s Indonesian operations. Prior to Salamander, 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, re-
porting 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 Univer-
sity of Alberta in Canada.

Amarzul Tuul

Executive Director of the Petro Matad

Mongolian subsidiaries

A Mongolian citizen, educated in Singapore Ms. Amar-
zul has worked in the Mongolian Government'’s Foreign
Investment and Foreign Trade Agency (FIFTA). She then
joined the resources sector in Mongolia, holding senior
management positions in private sector resource compa-
nies. She is the Executive Director of the two local subsid-
iary companies of the Group. She played an integral role
in the negotiation of the PSC terms with the Mongolian
Government on Blocks IV and V. Ms. Amarzul's main re-
sponsibilities includes maintaining government relations
and she represents the Group in all government liaisons
with the Ministry, PAM, Customs Office and Local Ad-
ministration. Ms. Amarzul represents Petro Matad on the
Board of the Business Council of Mongolia, an organi-
zation that promotes increased trade and investment in
Mongolia. She is also the Executive Director of the Mon-
golian Petroleum Exploration and Production Associa-
tion, 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 Petroleum Sector in 2011 by the Govern-
ment of Mongolia.
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Your Directors submit their report for the year end-
ed 31 December 2014.

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

®  Oyungerel Janchiv

° Mary Ellen Collins (Not re-appointed 21 November 2014)

*  Enkhmaa Davaanyam

° David Daniel Skeels (ot re-appointed 21 November 2014)
®  Philip Arthur Vingoe

° George Edward Watkins (Resigned 24 November 2014)
*  Amarzul Tuul

* John Rene Henriksen

* Mehmed Ridvan Karpuz

PRINCIPAL ACTIVITIES

The Group's principal activity in the course of the
financial year consisted of oil exploration in Mon-
golia. 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 2014 was $3.940 mil-
lion (31 December 2013: Loss $7.498 million).

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

CHANGES IN STATE OF AFFAIRS

The Directors of the Company agreed on a number
of measures to preserve cash resources. In par-
ticular, the Non-Executive Directors agreed unani-
mously that for the six month period, April-Sep-
tember 2014, they would forgo their usual Director
fees and in lieu of the cash fee, would receive Con-
ditional Share Awards. In addition, the Executive
Directors and certain employees at their own voli-
tion opted to sacrifice a portion of their salary to
participate in the same Conditional Share Award
programme.

The Conditional Share Awards were issued under
the Group's existing Long Term Equity Incentive
Plan (“Plan” or "Group's Plan”) on 23 April 2014.
The Conditional Share Awards vested on 1 October
2014 and participants have a maximum of one year
from the vesting date to exercise these awards for
an exercise price of $0.01 per Petro Matad ordi-
nary share. An aggregate of 5,229,255 Conditional
Share Awards were awarded and the table below
sets out the 3,675,536 Conditional Share Awards
that were issued to the Company'’s Directors.

Number of Conditional
Director name Share Awards awarded in
lieu of fees
George Watkins 830,634
Oyungerel Janchiv 498,380
Enkhmaa Davaanyam 498,380
Philip Vingoe 498,380
David Skeels 498,380
Ridvan Karpuz 498,380
Amarzul Tuul 58,834
John Henriksen 294,168

PETRO MATAD LIMITED 1 1
ANNUAL REPORT 2014
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The Board also implemented a number of changes
to the operational structure of the Company, with
resources being focused on a core team to support
the technical studies associated with the farm-out
effort, maintain relations with government and
maintain the financial and administrative gover-
nance of the Company. These efforts resulted in
significant reductions in monthly running costs.

On 18 June 2014, as agreed with the relevant au-
thorities any payments due under the PSCs for
Blocks IV and V prior to mid-2015 will not be pay-
able until July 2015.

The new Mongolian Petroleum Law became effec-
tive on 29 July 2014. With passage of this law the
initial exploration terms for Blocks IV and V have
been amended to eight years as compared to five
years under the old law. Consequently the initial
exploration term for these Blocks now expires on
29 July 2017 (extendable by a further four years - 2
years X 2).

On 3 October 2014, pursuant to the Group's Plan,
146,400 shares were awarded upon exercise of
Conditional Share Awards with an exercise price
per share of $0.01.

SIGNIFICANT EVENTS AFTER REPORTING
DATE

On 7 April 2015, the Company announced the suc-
cessful completion of a farmout agreement with
BG International Limited and BG Mongolia Hold-
ings Limited ("BG Group”). Under the terms of the
farmout the BG Group will acquire 78% of Blocks
IV and V in exchange for agreeing to fund Petro
Matad’s share of a mutually agreed US$28 million
work programme which will fulfil the minimum
work obligations for both Blocks within the cur-
rent licence period to July 2017. To accelerate the
exploration evaluation process the majority of the
work will be undertaken in 2015 and 2016. Petro
Matad will also receive additional cash consider-
ation of US$4.55 million to fund ongoing opera-
tions and obligations.

On 23 April 2015, pursuant to the Group's Plan,
5,750,946 shares were awarded upon exercise of
Conditional Share Awards with an exercise price
per share of $0.01. Of the 5,750,946 Conditional
Share Awards shares issued, 5,229,255 of the
Conditional Share Awards shares relate to the
Conditional Share Awards programme. The other
521,691 Conditional Share Awards shares are pur-
suant to the Group's Plan.

On 22 June 2015 all conditions to the farmout
were satisfied and unconditional status was there-
fore received. On the same date $2,750,000 cash
consideration was received from BG Group. The
remaining cash consideration of $1.8 million un-
der the terms of the farmout agreement will be
received over the next thirty months - $300,000 of
which will be received shortly, with the balance be-
ing received in increments of $50,000 per month.

DIVIDENDS

No dividends have been paid or are proposed in
respect of the year 2014.

FUTURE DEVELOPMENTS

The Group will continue to pursue exploration
projects within high graded exploration areas in
Mongolia.

INDEMNIFICATION OF OFFICERS AND AU-
DITORS

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

ENVIRONMENTAL REGULATION

The Group is required to carry out its activities in
accordance with the petroleum laws and regula-
tions in the areas in which it undertakes its ex-
ploration 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.

AUDITORS

Deloitte Touche Tohmatsu, being eligible, has indi-
cated its willingness to continue in office.

ROUNDING

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

Signed in accordance with a resolution of the Di-
rectors.

;A/

John R Henriksen
Director
29 June 2015
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2014 was a quiet year from the per-

spective of work programme activities

in the field, but it was nevertheless a very

active and busy year for the Company and

its core team of staff. The primary focus was

the continuing effort to farmout a working interest

share of the Company’s acreage, comprising of three
PSCs covering some 60,000 square kilometres.

The farmout process, which initially commenced in
2013, finally realised a successful outcome with the
conclusion of an agreement with BG Group in April
2015. The agreement enables BG Group to earn a 78%
working interest in Blocks IV and V in West/Central
Mongolia, in exchange for a substantial work pro-
gramme to be carried out at BG Group's sole cost, as
well as the payment of significant cash consideration.

The farmout agreement included two conditions
precedent which had to be satisfied before un-
conditional status could be achieved. The first of
these, approval by the Mongolian Government,
was obtained on 11 June 2015. The remaining
condition precedent was waived by BG Group and
consequently the farmout became unconditional
on 22 June 2015, when final signed documents
were exchanged.

The farmout is a key milestone as for the first time
in its history the Company will be undertaking op-
erations with a partner. That the partner is a world
class oil and gas producer and explorer enhances
the impact of the transaction. The entry of BG
Group into Mongolia is a very positive message
for exploration in the country in general and the
prospectivity of Blocks IV and V in particular.

The planned work programme activities to be un-
dertaken in 2015 and 2016 in Blocks IV and V as a
result of the farmout are summarized below.

® Geological field studies. Expeditions are
planned to collect additional outcrop data to
better understand the evolution of the basins
and structures. The fieldwork will be carried
out in cooperation with international universi-
ty research groups, which have been involved
in the previous studies in the region.

® Surface Geochemical Survey. The study is
aimed at identifying indications of hydrocar-
bon seeps at surface. To date no geochemi-
cal sampling work has been carried out in the
region. The survey will be conducted along
the new seismic lines that will be acquired in

2015, which will enable the integration of sur-
face seep data with subsurface data to analyse
the source of any hydrocarbon seeps.

2000 kms of 2D seismic acquisition and
processing. The programme has been de-
signed to achieve three main objectives: (1)
to infill the existing reconnaissance level and
basin definition seismic grids to improve cor-
relation and understanding of structural and
stratigraphic architecture of the petroleum
basin systems; (2) to tighten line spacing
across previously identified lead and prospect
trends such that drillable prospects may be
adequately mapped; (3) to expand reconnais-
sance level and basin definition coverage into
unimaged parts of the basin to identify new
lead areas, play concepts and improve the re-
source estimation across a greater basin area.

Full Tensor Gravimetry (FTG). The survey is
designed to provide high-resolution gravity
coverage capable of resolving prospect scale
structural offsets, which will aid in the correla-
tion between 2D seismic profiles and extrapo-
late structural networks into frontier areas to
delineate future exploration focus areas. This
tri-axial gravity measurement is collected and
processed in conjunction with high-resolution
aero-magnetic surveys and lidar topographic
profiles to precisely constrain both lithologic
and terrain induced variability in the gravita-
tional field. This will better constrain the sub-
surface basin structures and correlate struc-
tural trends in areas of limited seismic data;
and high grade prospective basinal areas in an
economical way.
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Core Holes. The two planned 1,500m-2,000m
continuous core holes are designed to char-
acterise sedimentologic and stratigraphic
properties of the basin fill and inspect the
presence/quality of petroleum system ele-
ments (source, reservoir, and seal) at the basin
margin. These continuous coring operations
will be located in a position that will maximise
recovery of data within the mechanical limita-
tion of the continuous coring rig. The posi-
tions will be tied to deep kitchen areas along
specific seismic profiles to improve correlation
of sedimentary/stratigraphic architecture, pe-
troleum system packages, and burial history
models across the entire basin fill sequence.

Exploration Wildcat Wells. Two basin centre
exploration wildcat wells are planned to be
drilled in 2016. To date there have been no
exploration wells drilled in the frontier acre-
age of Blocks IV and V, nor in the surrounding
regions. The primary objectives of the wells
are to prove the existence of a working pe-
troleum system and play types and ultimately
to test the hydrocarbon potential of the struc-
tures. The wells will be drilled in optimum
locations to allow the full penetration of the
stratigraphy to collect data on the source rock
and reservoir potential of the basin(s) and to
test the hydrocarbon productive potential of
the high graded structure(s). The final location
of the wells will be determined once the new
seismic data has been acquired, processed
and interpreted along with the existing geo-
logical and geophysical data.

It is worth noting that there are no oil exploration
wells and only limited seismic coverage in Central
— Western Mongolia so the planned exploration
wells will be the first drilled in this frontier area.
The wells will be basin openers that will signifi-
cantly advance knowledge of, and confidence in,
the hydrocarbon potential of the area.

The announcement of 7 April 2015 anticipated
that all work programme activities, except one
of the exploration wells, would be completed in
2015. The Company now anticipates that both ex-
ploration wells will be drilled in 2016, with the re-
maining work programme activities still being un-
dertaken in 2015. The drilling of both exploration
wells in 2016 will provide additional time for the
new data arising from this year's work programme
to positively influence the location of the wells.

The tender processes for the 2015 programmes
commenced in April and contract awards for FTG,
core-hole drilling and seismic acquisition are pro-
gressing. The tender processes and well design
engineering for the 2016 exploration wells are
about to commence.

The planned work programme in Blocks IV and
V will meet the cumulative PSC commitments in
those blocks until the end of the first exploration
period in July 2017. Petro Matad will continue to
act as operator during this period. BG Group has
the option to assume operatorship in any extend-
ed PSC term beyond July 2017.

Petro Matad has always taken its health, safety,
environment and social action plan responsibilities
very seriously. Great care is taken to not negatively
impact the communities in proximity to our areas
of operation. The Company’s record of working
with local communities has been exemplary and
we fully intend to maintain and even enhance this
record. BG Group's commitment to these areas is
second to none and their expertise and experience
will augment and possibly elevate our own already
high standards.

The new Petroleum Law was passed by Parliament
in mid-2014, which was a significant step in im-

proving the investment climate for oil exploration
in Mongolia, especially as the new law grandfa-
thered the key commercial terms for existing PSC's.
This development was instrumental in enabling
the farmout to be concluded.

Minimal exploration activity is planned in 2015 in
Block XX. Petro Matad's working interest in this
PSC remains at 100%. The amount of expenditure
in previous years was such that the PSC remains in
good standing as cumulative expenditures against
cumulative PSC commitments are in surplus. The
vast majority of Block XX acreage remains under-
explored. Previous reconnaissance and survey ac-
tivities in the southern portion of the PSC lead us
to believe the block has excellent potential. The
Company continues to engage in a farmout efforts
to try to bring in a proven explorer to assist in fu-
ture exploration efforts in Block XX.

The structural changes that the Petro Matad Board
implemented in 2014 reduced the organisation to
a core group of staff that continued the farmout
effort, maintained relations with government and
maintained the financial and administrative gover-
nance of the Company. The Company is currently
in process of hiring additional qualified staff to be
able to safely, effectively and efficiently meet the
requirements and objectives of the planned work
programme. The Company’s expertise, in conjunc-

tion with the secondees to be provided by the BG
Group, guarantees that the exploration effort will
be properly focused and will increase the prob-
abilities of a successful exploration outcome.

In conclusion, the Board would like to express their
great appreciation to our staff, both technical and
non-technical, who have worked with enthusiasm
and diligence throughout the year, regardless of
the challenges that were presented to them. We
would also like to express our gratitude to share-
holders for their continued support of the Com-

pany.

Board of Directors
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TY3-UUH
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/AJIBAH BYC OPYYYJITA/

X34UIArasp X33pUiH axun xuinraaryin 6onosu 2014
OH MaHall KOMMaHWM XyBbj Mall adaasnantain,
3aBryi Xun 601K eHrepiee. H3 xyralaaHg MaHain
KOMMaHWIN oA 30pUATO Hb ©ePUIAH 333MLUANAH
rypBaH OyT33rasxyyH XyBaax [3p33H33C Oypasx
60,000 xaBTrai 4epBeXXMH KunomeTp Tanbali 433p
XaMTpaH YN axwuanaraa fByyanax COHUPXONTOM
TYHLWWIAT  3PX  ONOX  @XJbIT  YPrJIKAYYAIXIA
TeBnepY balB.

AHXx 2013 oHA 3XAYYACIH  apMOyTbiH YA
axuanaraa Hb 2015 oHbl 4 ayrasp capg bu
Xu Tpynntaii rap3s bairyyncHaap amxwattai
X3PAMKMXK Yagaaa. DHIXYY TAP33HWIH aaryy bu
Xun Tpynn Hb MoHron opHbl 6apyyH-TeB X3CarT
bavipnax IV 6osoH V Tanbaing sByynax yan
aXuanaraaHbl 3pX, YYPrUH 78 XyBUIAT 333MLLMX,
MHI3CH33p XOEp Tasaac XxaMTpaH 60J0BCpyy/icaH
XJIbIH XOTON6OpPT TycrargcaH HUA33Z XIMXKIIHUN
XK/IbIT  JlaHraapaa CaHXYY>KYy/13X MeH MaHal
KOMMaHWZA TOLOPXON X3IMXKIIHUA 63N13H MEHTeHUI
Tenbep xuixasp 6OACOH oM.

®apmMayTbIH r3P33 Hb YpPbAUMAAH 3aacaH 2 HeXLen
6uencHuii fapaa XyumH Teresngep 6osox 6Galis.
ToAr33pUIH H3r Hb MOHIOA YAChIH 3aCTUIAH ra3pblH
3eBlUeepen HaicaH berees 2015 oHbl 6-p capbiH
11-HWIA efep 3HIXYY 36BLIOSPON ONTOTACOH HOM.
Heree Har Hexusmir Hb by Xu TpynnbiH 3yraac
XYUMHIYA 60nrocoH. NHra3g 2015 oHbl 6 Ayraap
capblH 22-Hbl eAep Tanyyh XapwauaH rapbiH
yCar 3ypX 6aTtasraaxyynaH, 3SUCUMAH BapumT
BUUTYYAMIT  CONMNLCOHOOP dapMayT r3p33 Hb
XYYUH Tereazep 6oanoo.

MaHai KOMMNaHW TYYX3HA33 aHX yAaa X3H HIM3HTIN
XamTapy XanryyablH YA axuanaraar saByynax rax
6aliHa. DH3 yTraapaa 3H3Xyy rapaar baiiryyncaH
fBAAN Hb OWAHWUIA TYYX3HA yuupy 6yh uyxan
yin aBgan 6osncoH oM. Tap Tycmaa 6GugHuii
COHFOCOH TYHLU MaaHb ra3pblH TOC, XUIMH XaWryyn,
ONGOPAOATBIH  ANXMIAH  TIPIYYNIX  XIMIXKIIHUIA
KOMMNaHu Barraa Hb SH3XYY XIN3/IL33PUMH YP AYHA
3eparasp Heneennee. bu Xu pynn Hb MoHron
y/caz OpX WPC3H Hb TYC Y/ICbIH Ta3pbliH TOCHbI
XauryynblH YyWn axwuanaraang, sanadrysa IV, V
TanbaiH X3TUINH TENeBT HaaluTal p334yK baliraar
xapyymx 6aliHa.

®apmayT rapasHui garyy 1V, V tanban g3sp 2015,
2016 OHA rymudTrax’sp TesneBnex Oy axblH
XeTenbepTt TycrargcaH YWA — axuanaraaHyyabir
[LOOp XypaaHryiinas.

® TeonorviiH  Xx33puiiH  cypanraa. Cas
raspyyablH XOmKu/, TIAM3PUNH  CYTPYKTYp
OYTUMAH  Tanaap WYy WX  OWArOATTOM
6010XbIH Ty YyNYYATVIAH FTapLUKNAH Tanaapxu
WYY ONIOH ereranyyAUNAT Liyriyynax X33puiiH
aKbIH  3KCMEAWULYYAUAT  axuanyynaxaap
TeneBNeX HaliHa. X33pUIH ax bl ypbl OMHE
3H3 ByC HyTarT cyjanraa XWX OpOJLOX
balicaH ragaafplH WX, 334 CypryyavyAbiH
cyAnaaygaac OypacaH baryyaTali  xamTapu
TYALITIOHS.

® TapapryyruiH  reoXMMWMH  cypasnraa.
DH3 cyspanraaraap raspbliH ragapryy 433p
HYYpC-yCTOperunH wyypan Hairaa 3caxvir

TOTTOOXbIF 30pbX OaliHa. ©Heer XypTan
3H3 6yC HyTart TeOXUMWMH A33KN3NTUIH
aXKUN XUATA33ryn Ganraa tom. lTagapryyruiiH
reoxuMuitH cyganraar 2015 oOHA LIKH33P
FYMLITIIX YNUUPXUANTNIAH WYyTramyyablH Aaryy
XU TYWALATIIHI. VIHFACH33p ragapryyruii
WYYPAUAH  Breranyyaumr  raspbiH - TYHWUNA
Orerg/lyYAT3M HIMTI3X  HYYpPC-yCTOperymiiH
AMap H3T3H LUYYPANAH 3X YYCBIPUIAT LUMHXK X
6o10MXTON BOSHO.

2000 Tyywnr KM ypT 2  X3MDKIICT
YNUMPXUANNNIH XI3PUiH XIMIKUAT
60/10H 6010BCpPYyyNanT. IHS axX/bIr YHACIH
rypBaH 30PWATBIT  X3P3IDKYYJIXUAH  TyA4
TeneBnes. Harayraspt, netposneym aryynax
bacceiHyyAblH  CTPyKTyp  6yTaL,  Xypaac
XyPUMTAaNbIH TOFTONLLOOT OMrOX, TSAMIPUIAH
ysaZaa XoN600r XOOPOHZ, Hb X060 erexuiiH
TYA4 YPbA OMHO XUWTACIH YMUUPXUANIANAH
Cyfanraa, TOPNON XOOPOHZbIH XOOCOH 3aur
erergneep 6Gernex. Xoépayraapt, ©MHex
CyAanraaHbl ax/yyjaap TOFTOOCOH raspbliH
TOCHbl  XYPUMTAANbIH  X3TWAH  TONeBTIN
TanbaliHyys A33p LyraM XOOPOHAbIH 3air
HATTPYYAaX. NHracHasp epemgiereep
H3BT3pY 6ONOX TaspbiH TOCHbI  X3TUWAH
TONOBTIN  XypUMTAaNYyAbIr 36B  3ypariax
600MX HIM3rA3X oM. TypaBayraapT, ra3pbiH
TOCHbI XyPUMTNA/bIH X3TUNH TONOBTIW LLUMH3
TanbaiHyyabIr TOTTOOX, ra3pblH TOC YYC3X,
HYYX, XYPUMTIaN YYCI3X34 HONeenex Xy4uH
3YAAYYAUAT  Hb  TOAOPXOWMAOX, WYYy TOM
Tanbang raspblH TOCHbI HEBLUWMAH TooLoor
XWX HOXLMIAT BYPAYYNIXNIAH TYNA Xanryynbir
epreTrex, sANaHrysa caB raspbir WAPYYACIH
OrerglyYAVIAr — TaMK  TYYHUIT  XapaaxaH
AYPC/K  Yajaaryh Xacryyawir erergneep
XyumX.

BypaH >X3MX33CT  XYHAUAH  XYUHWUW
cypanraa (FTG). CyganraaHbl Tanbaiir eHgep
HAFTPaNTan XYHANNH XYYHUIA ereraneep xy4mx
30pWATOOP 3H3 ax/bil TeneBnex 6GaliHa.
OHAep HArTpanTa XyYHAWIAH XYYHWIA erergen
Hb ra3pblH TOCHbI XypumTian 6aiix 60s10x
X3TUMH TONeBT3A Xypaaryypyys, T34r33pTan
XON600TON CTPYKTYPYYAbIH X3163p, X3M>XK33r
eHAep xapbLiaaTali MaclTabaap farax TaHux,
TOrTOOXOZ, alwmrnargaHa. MeH 2 Xxamx33cT
UNUNPXUININNIAH  3YCINTYYAUNAT  XOOPOHZ
Hb  yangyynaH Xonbox,  CTPYKTYpyyZAblH
YPIKAINYYAVIAT CyAantaaHbl erergen Xomc
TanbalHyysas WAPYYASH Tannax, Wp334yna
XanryynblH axun TeBaepex TanbanHyyabir
TOrTOOXO[, X3P3MN3rAIH3. YynyynrvuiH
amtonorn 6ONOH ra3pblH TyHA 6Galraa fH3
OYPWUH  TEONIOTUINH  BUETYYAUIH  X3163p
X3MXKIIHIIC Y3YYI3X HONOeNNeecC XYHAUVH
XYYHWIN OPOHZ rapy bairaa eepunentyyanmir
HapuiiBYNaH CyAnax YYAH33C 3H3XYY rypBaH
TIHXNIMUIAH aryy XUArAdX XYHAWAH XYYHUNA
XIMXKWUATUIAT  ©HAep HArTpantain araapbiH




TY3-UAH TALLYYOWIAH M303rd31
MATAD

COPOH30H OPHBbI CyAasraa, OHAeP HArTpanTai
rafjapryyruiH  penbeduiiH - X3MXKXWUATTIN
XaMT FYAUITINK, GONOBCPYYAANTLIF  XUAH3.
WHracH33p caB raspblH  TyHWUIA  ByTUMiAr
30B  AYPCAdX, UUUUPXUANAUMIAH  M3A33/13A
Xfisraapnargman  Tanbang  CTPYKTYpYYAbiH
UYNTYYAWUIAT XOOPOHZA Hb 36B XON60X, yimaap
6acceliHbl ra3pblH TOCHbI XyPVUMTAAN aryyix
60/10X X3TWIH TONeBTIN TanbanHyyabIr SAUMH
3aCTUMH XYBbJ, 33P3r4siaX, 33P3MI3JNNAT Hb
ecrex 60/10MXTON 60/HO.

YemMreH p33)K aBax LLOOHOI. XalryynbiH
Tanbang Tacanganrym  YprasxkuncaH - ypt
yemer 33k asax 3opwuaroop 1,500-2,000
M TYHT31 XOEp LOOHOTWUIT epemiexeep
TenesneB. bacceiHbl 3axag XWIrAsX yYemer
AIDKUAH epeMANervuinH axsiaap OMK aBax
M33371971 Hb TyxaliH 6accelHbIr AyYypPracaH
UYNYYATUIAH XYpAAC XyPUMTAAbIH OHLIOTUIAT
cyanax, AaBxapra 3yWH LUMHX YaHapbIr
TOZOPXOWNOX, Laawmnban neTposeyMbiH
CUCTEMUIAT BYPAYYIIX dNeMeHTYY4 (yycrary,
pesepByap, Tycraapnary) TyxailH 6acceiHbl
[OTOp LOrLo0poOo baviraa 3CIXKMNIT LIanrax,
X3pB33 WAM  3nemeHTyys baliraa  6on
TAMIPUNAH  YaHapbIr YHIM3X 33P3rT  Mall
yyxan M3z33131 600X M. OpemanervinH
6apnanbir e pMUNH TOXOOPOMXNKUNH MEXaHNK
XYUUH Yagnbir BypaH awwmriax 60a0MXus
TOXMPYYNaH XaMr1MiH TOXMPOMXTON balpnan
433p COHrocoH 6onHo. TyxalH 6anpnan
[133P33C OJIK aBCaH reoNorMinH M3A33ANYYANIAT
YNYUNPXNANINNIAH 3YCINTYYAMIH  paryy
ran 3yyx 6amnpnax 6acceilHbl TyH X3C3rTan
yanayynaH xonboHo. VIHracHasp TyxaviH caB
raspblH XypAac Xypumtaan 60J0H AaBxapra
3YWH 6YT3L, TYYHWI NeTPOaeyMbIH CUCTEMUH
6arL, Xypaac XypvMTAaibiH TYYXUAT XOOPOHZ
Hb HIITI3H, T3AMAPUIMH yangaa xonboor
ONNTOX BONOMXNKUINT CamKpyyaHa.

XailiryynbiH Tynryyp uwooHor. 2016 OHj
XaWryyablH  XO8p  Tyaryyp  LLOOHOTWIAT
6accenHyyablH TYH TOB X3C3rT epemiexeep
Tenesnes. Cypanraa 6ara xuiracaH IV, V
Tanbal, T3AM33PUNH 3praH TOWpPHbI  ByC
HyTarT ©Heer XypTa/Jl raHL 4 XauryynabiH
LLOOHOTUIAr  epemgeeryli  baliraa oM.

XaulryynablH Tyaryyp LOOHOTYYAbIF epemaex
rON 30pWUArO Hb TyxalH 6acceilHbl JOTOpP
aXxwnnagar neTposieymMblH cuctem barraa
3COXMIT Wanrax, XapBa3 Hanraa 601 TyyHUIAT
OYPAYY/NIIX  INEMEHTYYAWINH  XOOPOHAbIH
xonboor TOrToox, ynmaap 6acceiHbl AOTOP
TOTTOOTACOH CTPYKTYPYYAbIH HYYpC-yCTepery
aryynax 4afaMxuinr Hb TypLiMXaj UWrsH3.
BacceliHbl  fOTOpXM TOC YYCrary — uynayy,
pe3epByap UynyyaruiiH noTeHUmanbiH Tanaap
OYpP3H M3A33/1371 aBax, MeH ra3pblH TOCHbI
XypuMTAan —aryynax eHgep 60n0MXKTOM
CTPYKTYPYYAbIH HYYPC-YCTOPOruniiH rapubiH
MOTEHUMaNbIT LWanraxbiH Tyl LOOHOTYYAbIr
JaBxapra 3yiH 6yx ye ZaBxapryyabir H3BTPIX
60/0MXKTOV Garpnanyys A33p epemieHse.
LlooHOrniH epemanervint 6anpnanbir
2 X3MXKIICT  YUNUMPXUANININAH  XIIPUIH
XIMXKUATUIH Cyfanraar Xvmx, yp QAYHF Hb
reosory, reodUsNKNNH ereranyyATan HarmraH
Tanan XMNCHUIM Japaa 3U3CA3H TOTTOOHO.

BapyyH60/10HTEOBMOHTIO/IbIHHYTAr A43BCrapTra3phbiH
TOCHbI XaWryyablH LOOHOT epemzex balraaryi
6ereeg 3H3 6yC HyTar Hb 3@BXOH YNUNPXUIAIINIAH
wyraMmyygaap Mall Xa3raapaargman  XaMx3IdHZ,
XyuuracaH 60oxXbir AypbAax Hb 3ymTam. Nimaac
6uaHNA epemaexeep Tenesnex baliraa LOOHOT
Hb 3H3XYyy 6ara cygnargcaH 6yc HyTart epemgex
aHXHbl XalryyablH LLooHor 6os0x tom. LlooHoryys
Hb CaB raspbir H33X, TYYHUIA HyypC-yCTOPOryniiH
Tanaap Wyy UX M3A33/13/1 O aBax GOoJOMXKWIAT
6uA3HA oNrox 6oHO.

MOHIONbIH XaxXMp XYMT3H ©BAWIH yaupang oytoy
12-00C 3-p capblH XOOPOHA X33PUNH aJblH
XOTONOOPUIAT  XIPIMKYYNIX  HEXLeN YHACIHADD
6ypasarryi oM. 2015 oHA xariryynbiH LOOHOTYYAbIH
epemganereec bycaz axiblH xeTenbept bartcaH
BYX aXYyAbIT XMIAX Ayycraxaap TeaeBaex banHa.
X3pB33 ©BANINH XYNTHUI 3pYy 3PT YaHrapBsasa Yemer
[193>K aBax LLOOHOTYY/AbIH H3rMIAr Hb 2016 OH XypTaN
XOWLLYY/IXK  MaraAryi. XapviH XawryynbiH Xoép
LOOHOTNNH epemanerninr 2016 oHbl xoépayraap
YANPaNZ XAYYAH3.

2015 OHbl aXblH XeTeNbepT TycraracaH X33puinH
AKAYYABIT  TYAUSTIAX  KOMMAHWYAbIr  COHIOH
Wwanrapyynax TeHAepUNH axwuanaraa 4-p capa

3X3NC3H Berees OA0Oroop OypaH  X3IMXKIICT
rpagmameTpuinH cypanraa (FTG), YeMreH
[033KUAH  LLOOHOTUMIH  epemMasier, 2 X3M>X33CT
UNYUPXUANANAH  X33PUMAH  XIMXKUIATUNH  aXKJiblH
3PXMIT ONrOX rIP33HYYAUNT BonoBcpyymK HanHa.
2016 OHbl XaWryynblH LLOOHOTYYAbIH TEHAEPWIH
axunnaraa 60/10H LOOHOTYYAbIH XUALIMIAT 30XMOX
AKNYYA YAAXTYI IXNIX IK HalHa.

ByTa3r43XyyH XyBaax rap3sHA 3aacaH XaunryynblH
aXblH 3XHWI ye waT 2017 oHbl 7-p capA Ayycax
bereey IV, V Tanbang xuixasp Tenesnex 6y
aX/blH XxeTenbep Hb 3H3 ye LaTaHj MaHal
KOMMaHW  ByTa3rasxyyHWI  XyBaax r3p3arasp
XY/I33C3H YYP3ar Xapuyunarbir 6YpaH xaHraHa. DH3
XyrauaaHg lNetpomMatag KOMMNaHu Hb onepaTopoop
YPra/mKAyyasH axwunnaHa. 2017 oHbl 7-p capg
ByTaargaxyyH XyBaax rapaa cyHrargcaHbl gapaa bu
Kn Tpynn onepatopbIr xapuyLax 3C3X33 COHIOHO.

MeTpoMaTaZ, KOMMAHWAH 3Yyrac 3pyya M3HZ,
X6A6/Mep  XaMraasiblH  atoyaryn  bangan,
6alranb OpPYHbIr Xamraanax 60J0H HUArMUIAH
acyypang smart xapuyLiartai xaHgax upcaH. bug
XalryyablH YA axwnnaraa seargax baiiraa 6yc
HYTIUIH apA VPr3AviH ambApans ceper Hesnee
Y3YYA3XTyM  Galx acyydans WX33X3H aHxaapan
xaHayyngar. MaHa# KOMMaHWIAH OPOH HYTIUIAH
VPI3ATIV XaMTpaH aXwuanax MPC3H Tyyx bycaag
VAP U3 bongor 6erees 6MA L@allng Y racaH
YYHUIT33 ynam B3x>Kyy/aK eprexxyynsx 6osHo. bu
XKu Tpynn Hb 3H3 YMM3N33P AINXMIAZ TIPryYNdX
LUWAAST KOMMAHW oM. bua T3SAHWI 3H3XYY apBUH 1X
M3AN3T, TypLUAArbIr ©8pCANIH Yl axuanaraaHgaa
HIBTPYY/IK, X3P3MKYY/K ByW cTaHAapTyysaa ynam
camxpyynax 60aHo.

MoHron YncbiH Wx Xypnaac ra3pbiH TOCHbI
Tyxal WWH3 Xyyaunr 6atancaH Hb MoHron yncag
ra3pblH TOCHbI Xalryyn XMNX XepeHre opyynantbiH
OPUMHI caiXpyynax uyxan anxam GONCOH oM.
flnaHrysa WWH3 Xyynavap OAOOTMMINH BYTI3rA3aXyyH
XyBaax [3p33HYYAWMH apwikaaHbl [OA o
HOXLIIYYAUWT TOTTOOCOH. XyyaWWr canxpyyncaH

34733p 33aNTyyAblH Yp AyHA dapmayTbiH r3p3ar
6anryyncaH rom.

2015 oHa XX Tanbang 6araxaH X3MXKIIHWUN
XalryyablH axun TenesneraceH. XX TanbaiiH
bytaargaxyyH xyBaax r3p33Ha [letpo Matag

KOMMA@HWIM YN axkuanaraaHsl 3px, yypar 100%
X3B33P YAA3HI. Ypba, XUAYYAIS MaHalh KOMMaHWR
TyxalH Tanbalig, 3apLyyncaH XepeHre opyynanTblH
X3MX33 ByTaargaxyyH XyBaax r3pasHZA yyprasp
XY/193C3H XOPOHre OpPYYNaNTblH X3IMXKIIHIIC MYy
baitraa oM. Bepeep x3nban 6ug byTa3aradXYYH
XyBaax r3p3arasp XyJ33C3H Yypras 6uenyyncaH.
Ogooroop XX TanbalH WMX3HX X3CIMT XaWryyablH
QXKW XUATA33TYA 3CBIN MaLl Hara XMMracaH X3B33p
6aiiHa. TanbaliH ©MHef X3C3rT XWMICIH YPbAblH
cypanraaHbl Yp AYHI3C XapBas 3HA3XYY TanbainH
raspblH TOC aryynax 60/OMX Mall ©HAep M.
MaHait KomnaHu uaalwmng XX Tanbaig xanryynbiH
Typlwnaratain  KOMMaHWWAT  TaTaH  OpOJLyynax
dapmayTblH YA axunnaraar  ypraskayyasH
AByynax 60/Ho.

MeTpo Matag komnawuii TeneeneH yaupzax
3eBneneec 2014 OHA X3P3NKYYACIH  OyTUMIH
eepunenTeep KOMMaHWM HUNUT axwuanarcibiH
Toor ueemx, dapmayTbiH YWA  axunnaraar
YPI3KAYYA3X, TOPUINH 6anryynnaryyartain
Xapuauax, KOMMaHWWH  CaHXYYrMiH  BOJOH
3axmpraaHbl  3acaranbir  X3BUMH  AByynax
YYAH33C KOMMAHWA LeMUAT BYPAYYICIH YHACIH
axwunnarcgaac 6ypAcaH LIOMXOH 6arvir 30XvOoH
banryyncaH tom. Ogooroop MaHal KoMMaHu
42p Tenesnex Oyl  axX/blH  xeTenbepuiir
XOAO/NMEOPUAH atoyaryil, WA3BXTIW, Yyp AYHTIN
X3P3MKYY3X3], WaapAnaraTan YyaZBapnar,
M3Pr3LLCIH aXWUANarcAbIr LUKHIIP aBY axkuanyynax
yWin fABU fABargax 6alHa. MaHali KOMMaHui
M3PrXUATHYYA Bu XKu rpynnasc maHang Typ
Xyrauaaraap  TOMWAOH  aXwanyymk  banraa
M3PrOdKUATHYYATIN XaMTapy XaWryyablH axsbir
aMXKWUATaHA  XYPraxaf, aMXWATbIH - Maragfanbir
HIM3rAayynsxag Oyx aHxaapnaa TeBlepPYYAdX
60/HO.

SU3CT Hb TIMA3M3X3A, TY3-UAH 3yrasc eHrepceH
KUAYYASL YyumpcaH caag O3pxwasnyyaunr ya
XaxpaH ypaM 30pWr, XW4331 3yTraj rapraH
axuanacaH KOMMaHWWA HWAT axunugajaa ryHs3
Tanapxax Oyiraa wndapxuiiak 6anHa. TyyHUA3H
6ug  HWMIAT  XyBbL@a 333MLWNMYMAASS  MaHaw
KOMMaHWIT 6aliHra A3amxm 6angart Hb Tanapxax
6alriraaraa WI3PXNUANIXMIAT Xycy HaiHa.

TY3-uliH 2uwyyd
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HEALTH,
SAFETY
ENVIRONMENT

Petro Matad has a proven-track record of HSE ex-
cellence. Although no substantial work programme
was undertaken in 2014, Petro Matad continues to
prepare for commencement of major activities in
2015, with HSE at the forefront of planning. The
attention and dedication of management and staff
to working safely and safeguarding the environ-
ment on an ongoing basis will continue to be a
paramount objective.
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Petro Matad operates in logistically demanding
remote locations where stringent application of in-
ternational Health, Safety and Environmental (HSE)
principles are of utmost importance to ensure Pet-
ro Matad staff and contractors return home safely
and do no harm to the environment.

Petro Matad has developed and implemented an
effective Health, Safety and Environment Manage-
ment System (HSE Management System) which
complies with international standards. It is con-
stantly monitored to ensure upgrading and im-
provement is implemented in line with activities.
Based on “lessons learned” from previous opera-
tions and everyday life experiences, the HSE Man-
agement System is interrogated and improved
through the active involvement of all employees,
which in turn has significantly improved the HSE
awareness of all employees. Employees and con-
tractors are encouraged to report any hazards or
potential issues which ae then immediately ad-
dressed and corrected. Employees are empowered
to bring field operations to a halt if they see any
unsafe work practices.

HEALTHY AND SAFETY POLICY

Petro Matad's vision and commitment to safety,
and ensuring an incident and injury free workplace
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 Company’s Health and Safety Policy aims to:

e Achieve an accident free workplace

* 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, con-
sultation and training

*  Provide a continuous program of education
and learning to ensure that employees work

in the safest possible manner

e Identify, 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 govern-
ment regulators

*  Maintain a comprehensive reporting system
that tracks performance at a detailed level,
which provides feedback for improvement on
an ongoing basis.

The Company's Health and Safety Plan aims to:

e Continual improvement and enhancement of
a safety culture

*  Ensure zero fatalities

*  Reduce the number of total recordable inju-
ries or incidents

Petro Matad achieved a remarkable safety mile-
stone during the previous seismic acquisition 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 level of HSE perfor-
mance continued throughout 2013 while under-
taking exploration fieldwork activities in remote
locations in Blocks IV, V and XX including a seismic
acquisition program in Blocks IV and V. For 2013,
total man-hours without a lost-time injury stand
at 47,980. The planned operations in 2015 will see
a substantial number of man hours worked and
HSE awareness and best practices will continually
be reinforced.

The Company is also committed to ensuring that
the high standards and best practices of the HSE
Management System are adhered to by its con-
tractors and sub-contractors. Petro Matad's HSE
team conducts high level HSE Management Sys-
tem audits on its earthworks, seismic and drilling

contractors, covering all aspects 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 operations
in terms of HSE standards and procedures

*  Review contractors HSE system and their
practicality

*  Evaluate the effectiveness of the implementa-
tion of the HSE Plan when compared and in-
tegrated with the Petro Matad HSE Manage-
ment System

COMMITMENT TO ENVIRONMENT

Petro Matad is committed to conserving and pro-
tecting the environment in all areas where it oper-
ates. The Company achieves this through:

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

*  Ensuring adequate awareness training is con-
ducted for Petro Matad staff, contractors and
local communities in areas of operations

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

*  The development of, and adherence to, an En-
vironmental Management System

*  Constant and consistent research into new
environmental protection practices

*  Ensuring all preventive, mitigation and resto-
ration measures are strictly adhered to by all
Petro Matad staff and contractors

The Environmental Policy adopted by Petro Matad
underlines management’s commitment to the pro-
tection 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 man-
agement, controlled use of water resources and
fuels, spill prevention practices and environmen-
tal awareness training for its employees. During
past operations Petro Matad successfully restored

and reclaimed all of its drill sites and did not re-
quire the services of external service companies or
chemicals for the reclamation. The reclaimed drill
sites and other restoration activities have been in-
spected and accepted by the appointed Govern-
mental environmental inspectors and Authorities.
The Environmental Monitoring Programme was
successfully completed, and Annual Environmen-
tal Reports were submitted to the relevant Gov-
ernmental Authorities.

AIR QUALITY

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

MAINTAINING BIODIVERSITY

Petro Matad also aims to maintain and conserve
biodiversity across all areas of the Company's op-
erations through collaboration with its subcon-
tractors and local authorities, and by ensuring that
disturbances to flora and fauna are prevented or
minimised, especially in critical habitat areas.

PETROMATADLIMITED 5
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CORPORATE
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At Petro Matad, we believe that operating openly and trans-
parently in the community is integral to developing and main-
taining positive relationships. Through meaningful engage-
ment with communities, we identify opportunities to make
contributions that are beneficial to all stakeholders. Company
representatives meet frequently with the local authorities and
strive to educate the community on oil exploration, as well as
our planned activities and the possible impact on their com-
munity. Our social development policies are focused on the
quality and comfort of local community life through the sup-
port of local development plans, rather than through provid-
ing temporary reliefs.

Petro Matad receives requests for assistance to-
wards projects and developments through the
Community Reference Groups, or through local
assistance request forms. Submissions are care-
fully considered and projects that are consistent
with our Social Action Plan (SAP) are selected for
implementation. Petro Matad will continue to
evaluate community needs with a view to sup-
porting projects, rather than direct cash handouts,
aimed at reducing poverty, as well as improving
education, health awareness and the protection of
the environment.

Through its PSCs on Blocks IV and V, Petro Matad
had offered scholarship programme for students
studying Geology and Petroleum Engineering at
the National University of Mongolia and the Mon-
golian Science and Technology University. We
have awarded total of approximately USD 120,000
to 280 students over 4 years.

Every year we also provide USD150,000 under
the PSCs on Blocks IV and V to the Government
Scholarship Fund. The Government administers
the funds received.

The Mongolian Government's PAM is the other
Contracting party to our PSCs, and Petro Matad
is committed to assisting the Government in pro-
viding professional training to PAM’s officials and
employees. We are pleased to assist the Govern-
ment in their capacity building and are confident
that the educational development will be benefi-
cial for the development of the Mongolian Petro-
leum Sector.

We are also committed to providing employment
and career development opportunities to citizens
of local communities where we operate. Besides
offering part time positions to locals on our op-
erations, we have offered internships in our Ulaan-
baatar 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.

Our focus area for 2015 will shift to Blocks IV and
V in West/Central Mongolia where we plan to
undertake a significant work programme encom-
passing air borne surveys, seismic acquisition and
drilling. Meetings and visits to local communi-
ties across multiple provinces and dozens of local
communities are planned in advance of the work
programme activities commencing in the third
quarter of 2015. Full engagement with local com-
munities at an early stage fosters understanding
and support from communities for our activities.
In essence, local communities become willing
stakeholders as any commercial success realised
from our work programmes will have a positive
impact on the communities in an environmentally
sustainable manner.
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CORPORATE GOVERNANCE AT PETRO
MATAD LIMITED

The Board is aware of the importance of good cor-
porate governance and operates so that the Com-
pany is in compliance with the QCA Corporate
Governance Guidelines for AIM Companies (QCA
Code), to the extent considered applicable.

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

BOARD OF DIRECTORS AND
COMPOSITION

The Board is currently comprised of 3 Non-Exec-
utive Directors (2 of whom are shareholder repre-
sentatives), 1 Independent Non-Executive Director
and 2 Executive Directors.

Due consideration is given to the composition of
the Board to ensure:

*  The principle of having an appropriate num-
ber of Independent Directors on the Board to
oversee the interests of the Company and all
shareholders. In this regard, there are plans to
appoint another independent director to the
Board in the future

*  Ensuring that the Board has appropriate skills,
experience and expertise

*  Maintaining appropriate representation for
the Company’s major shareholder Petrovis
Matad Inc. (Petrovis)

*  Ensuring appropriate executive representa-
tion on the Board

The Board is comprised of the following members
at the date of this report:

*  Oyungerel Janchiv, Acting Chairperson
(Petrovis appointee)

*  Enkhmaa Davaanyam, Non-executive Director
(Petrovis appointee)

*  Philip Vingoe, Non-executive Director
(Independent)

e Amarzul Tuul, Executive Director
(Director of the Company’s Mongolian
subsidiaries)

e John Henriksen, Executive Director
(Chief Financial Officer)

*  Ridvan Karpuz, Non-executive Director

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 Independent Non-Executive Director
has been granted Options and Conditional Share
Awards to acquire shares in the Company, the
amount of Options and Conditional Share Awards
granted are not significant so as to affect his inde-
pendence. In the opinion of the Board, this aligns
his objectives with those of shareholders and the
Board considers that the Independent Non-Exec-
utive Director can be classified as being indepen-
dent.

Whilst the Chairperson of the Board may not qual-
ify under the definitions of an Independent Chair-
person, with her experience, skill sets, and indepen-
dence, the Company is confident of her leadership
in fostering an effective corporate governance re-
gime.

The Board has not formally adopted performance
evaluation procedures. However, the Board takes

the effectiveness and efficiency of its Directors se-
riously and will continue to review its own perfor-
mance and effectiveness in an informal way.

BOARD PROCESSES

There is a clear division of responsibilities at Petro
Matad through the separation of the positions of
the Chairperson of the Board and the Executive Di-
rectors.

Dr. J. Oyungerel ensures the efficient and effec-
tive functioning of the Board and, together with
the Board as a whole, are responsible to the share-
holders for the proper management, develop-
ment, leadership and protection of the Company’s
assets. The roles of the Board and its Committees
include, but are not limited to, the establishment,
review and monitoring of business and strategic
plans, overseeing the Company'’s systems of inter-
nal control, governance and policies and protect-
ing the shareholders’ interests.

Attendance at Board and Committee Meetings in 2014:

Scheduled Ad hoc
Board Board
Meetings = Meetings

Oyungerel Janchiv 1/1 3/6
Mary Ellen Collins 1/1 6/6
Enkhmaa Davaanyam 1/1 6/6
George Watkins 1/1 6/6
Philip Vingoe 1/1 6/6
David Skeels 1/1 6/6
Amarzul Tuul 1/1 6/6
John Henriksen 1/1 6/6
Ridvan Karpuz - 6/6
Total No. of Meetings 1 6

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

The Company, through its various communications
with the public (website, news releases, annual re-
ports, 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 2014, all Board meetings were
attended by the majority of Board members in of-
fice at the time. The Board also aims to meet and
visit the Company’s employees and operating sites
periodically so as to adequately oversee and re-
main acquainted with the Company's operations.

Audit Remunera- CGSAE Ad hoc

Committee = tion Commit- = Committee = Nomination

Meetings tee Meetings Meetings Committee

Meetings
- 1/1 - -
- - 1/1 1/1
2/2 - - 1/1
2/2 - 1/1 -
2/2 1/1 - 1/1
- 1/1 1/1 1/1
- - 1/1 -
2/2 1/1 1/1 -
2 1 1 1
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The Board and its Committees are provided with
detailed Board papers in advance of each Board
meeting and receive regular management and fi-
nancial reports.

BOARD COMMITTEES

The Board has established an Audit Committee,
a Remuneration Committee, a Corporate Gover-
nance Social Action and Environmental (CGSAE)
Committee and a Nomination Committee, each
with formally delegated rules and responsibilities.
Each of the Committees contained until November
2014 two independent non-executive directors, in
accordance with the QCA Guidelines, and meets
regularly and at least three times a year. Manage-
ment executives and other individuals are invited
to attend all or part of the Committee meetings as
and when appropriate.

Audit Committee

The members of the Audit Committee in 2014 and
up to the date of this report are as follows:

Chair
Enkhmaa Davaanyam

Members
Philip Vingoe
George Watkins (resigned 24 November 2014)

The Audit Committee met 2 times in 2014 and met
with the Group's auditors, Deloitte Touche Tohm-
atsu in one of the meetings. The Audit Committee
meetings are linked to events in the Group's finan-
cial calendar, including a review of the Company’s
annual and half yearly results, the review of the
internal controls of the Group and ensuring that
the financial performance of the Group is properly
reported and monitored. The Audit Committee is
responsible, inter alia, for:

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

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

(c) monitoring the integrity of the financial state-
ments of the Company and any formal announce-
ments relating to the Company’s financial perfor-
mance, reviewing significant financial reporting
judgments contained in them, including reviewing
the half-yearly and annual financial statements be-
fore submission to the Board;

(d) reviewing the Company's internal control sys-
tems; and

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

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

Remuneration Committee

The members of the Remuneration Committee in
2014 and up to the date of this report are as fol-
lows:

Chair
Philip Arthur Vingoe

Members
Oyungerel Janchiv
David Skeels (not re-appointed 21 November 2014)

The Remuneration Committee met 1 time in 2014.
The Remuneration Committee evaluates the scale
and structure of remuneration for Executive Di-
rectors, reviews the recommendations for senior
management of the Company, and where appro-
priate overviews the broad issues of salary levels
for all employees. The Company's remuneration
policy is to facilitate the recruitment, retention
and motivation of employees through appropri-
ate remuneration in line with those prevailing in
the market of similar positions and responsibili-
ties taking into consideration qualifications and
skills possessed. The Committee also makes rec-
ommendations to the Board regarding employee
incentives 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 Directors
fees. The full details of the Company’s remunera-
tion policy and remuneration of Directors are set
out in the Remuneration Report on pages [].

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

The members of the CGSAE Committee in 2014
and up to the date of this report are as follows:

Chair
Mary Ellen Collins (not re-appointed 21 November 2014)

Members
George Watkins (resigned 24 November 2014)
David Skeels (not re-appointed 21 November 2014)

The CGSAE Committee met 1 time in 2014. The
CGSAE Committee among other things: regularly
reviews the Company's corporate governance and

system of internal non-financial controls; assigns
responsibilities for health, safety and environmen-
tal (HSE) matters and community liaison; reviews
the application of the Company’s social action
policies and environmental policies and super-
vises the preparation of various reports in respect
of these aspects of the Company'’s activities. The
Board is intending to appoint new members to this
Committee in due course.

Nomination Committee

The members of the Nomination Committee in
2014 and up to the date of this report are as fol-
lows:

Chair
David Skeels (not re-appointed 21 November 2014)

Members

Mary Ellen Collins (not re-appointed 21 November 2014)
Enkhmaa Davaanyam

Philip Vingoe

The Nomination Committee met informally 1
time in 2014. The Nomination Committee views
the structure and composition of the Board and
its committees as well as senior management.
The Committee identifies and nominates possible
candidates for the Board and makes recommenda-
tions in terms of succession planning, re-appoint-
ment and re-elections of Directors.

INTERNAL CONTROLS

The Board has responsibility for the Group's sys-
tems 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 reg-
ulations and internal policies with respect to the
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conduct of business and the reliability of finan-
cial information for both internal use and external
publication. The Board has delegated manage-
ment for the implementation of material internal
control system and reviews policies and proce-
dures through regular updates from management.
A budgeting process is in place for all material
items of expenditures, especially major exploration
expenditures and an annual budget is approved
by the Board. All major expenditures require senior
management approval at the appropriate stages
of each transaction. Actual versus budgeted ex-
penditure data and the Company’s cash position
is monitored on a monthly basis. In 2012, manage-
ment introduced enhanced procedures for pro-
curement, budgeting and expenditure approvals,
which are in line with standard industry practices.
Whilst the Board is aware that no system can pro-
vide absolute assurance against material misstate-
ment 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 assessment and
evaluation is an essential part of the Group’s plan-
ning and an important aspect of the Group's inter-
nal control system. The principal risks facing the
Group are set out below. This list is not exhaustive
and investors should be aware that additional risks
which were not known to the Directors at the time
of review, or that the Directors considered at the
date of this report to be immaterial, may also have
a material adverse effect on the financial condi-
tion, 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 probability of occurrence and
impact on operations. Each identified risk is del-
egated to a senior member of the management
team to monitor and propose intervening action,
should circumstances warrant it.

Financial Risks

*  Bank Default

*  Lack of funding leading to temporary slow-
down

*  Lack of funding leading to insolvency

*  Financial risks — inflation, exchange rates etc

Government/Statutory Risks
*  Expropriation of PSC
*  Sanctity of contract — Detrimental change of

PSC terms

e Statutory environment: FDI, Petroleum Law,
Tax etc

*  Government ineffectiveness/Institutional fail-
ure

*  Loss of listed status
e External statutory risks ( Anti-bribery, FSA)

Operational Risks

e Lack of sufficient success in next exploration
programme

*  Contractual risk — quality of work or value for
money not achieved

*  Work programme risk — improper well design
and others

e 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, sabo-
tage

Management Risks

*  Management effectiveness

*  Project management/operational efficiency
e Loss of key staff

BUSINESS CONDUCT AND ETHICS

Extractive Industries Transparency Initia-
tive (“EITI”)

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

Anti-Bribery and Corruption Policy
("ABCP”)

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

Insurance

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

Share Dealing Code

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

SHAREHOLDER AND INVESTOR
RELATIONS

The Board remains committed to maintaining
communication with its shareholders. The Com-
pany revamped its website for the purpose of im-
proving information flow to shareholders as well
as potential investors. All press announcements
and financial statements as well as extensive op-
erational information about the Group's activities
are made available on the website. Enquiries from
individual shareholders on matters relating to their
shareholdings and the business of the Group are
welcomed through the Company’s website and
other methods of communication. Shareholders
are also encouraged to attend the Annual General
Meeting to discuss the progress of the Group.
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The Board of Directors of the Company has appointed a Remuneration Committee for the purposes of estab-
lishing 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.

Philip Arthur Vingoe (Chairperson)
Oyungerel Janchiv

David Daniel Skeels was a member of the committee until 21 November 2014, at which point he was not re-
appointed to the Board of Directors during the Company’s Annual General Meeting on 21 November 2014.
In due course the company expects to appoint another director to the committee to return to the optimum
level of three.

The Committee’s objective is to meet at least twice a year and as at such other times as the Committee Chair-
person 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 objec-
tive of such policy is to ensure that members of the management of the Group are provided with appropriate
incentives to encourage enhanced performance and are, in a fair and responsible manner, rewarded for their
individual contributions to the success of the Group.

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

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

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

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

Within the terms of the agreed policy and in consultation with the Chief Executive as appropriate, the Com-
mittee 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 consid-
eration 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 auto-
matic 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 set-
ting 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” or “Group’s Plan”)

The Group provides long term incentives to employees (including Executive Directors), Non-Executive Direc-
tors 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 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 deter-
mine.

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 overall perfor-
mance of the Group
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(a) Details of Directors

The names of the Company'’s Directors, having authority and responsibility for planning, directing and con-
trolling the activities of the Group, in office during 2013 and 2014, are as below:

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

Directors

George Edward Watkins
Oyungerel Janchiv
Mary Ellen Collins
Enkhmaa Davaanyam
David Daniel Skeels
Philip Arthur Vingoe
Amarzul Tuul

John Rene Henriksen
Mehmed Ridvan Karpuz

Non-Executive Chairperson
Non-Executive Deputy Chairperson
Non-Executive Director
Non-Executive Director
Non-Executive Director
Non-Executive Director

Executive Director

Chief Financial Officer
Non-Executive Director

Resigned 24 November 2014

Appointed Chairperson 27 November 2014

Not re-appointed 21 November 2014

Not re-appointed 21 November 2014

On 31 December 2013, Ridvan Karpuz retired from his executive role as Director of Exploration, while con-

(c) Shareholdings of Directors and their related parties

tinuing on in a role as a Non-Executive Director.

(b) Compensation of Directors

Consolidated

31 Dec 2014 31 Dec 2013
Note $'000 $'000
Short-term employee benefits 646 1,348
Post-employment benefits _ -
Share based payment expense 499 584
1,145 1,932

Consolidated

31 Dec 2014 31 Dec 2013
Directors $'000 $'000
Oyungerel Janchiv 12 55
Clyde Robert Evans - 14
Mary Ellen Collins 12 55
Enkhmaa Davaanyam 12 55
David Daniel Skeels 12 55
Philip Arthur Vingoe 12 55
George Edward Watkins 22 94
Amarzul Tuul 183 183
John Rene Henriksen 369 378
Mehmed Ridvan Karpuz 12 404
Total 646 1,348

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

Directors are not entitled to termination or retirement benefits.

40

Balance at 31 December 2013 Balance Acquired Options Balance as at
as at and & Awards 31-Dec-13
01-Jan-13 (Disposed) Exercised

Directors

Oyungerel Janchiv 6,585,000 11,723,686 - 18,308,686
Mary Ellen Collins - - - -
Enkhmaa Davaanyam - 3,891,640 - 3,891,640
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 - - 263,030 263,030
Mehmed Ridvan Karpuz - - 620,788 620,788
Total 7,757,500 15,615,326 883,818 24,256,644
Balance at 31 December 2014 or if applicable Balance Acquired Options Balance as at
at the date of resignation as at and & Awards 31-Dec-14

01-Jan-14 (Disposed) Exercised

Directors

Oyungerel Janchiv 18,308,686 - - 18,308,686
Mary Ellen Collins - - - -
Enkhmaa Davaanyam 3,891,640 - - 3,891,640
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 263,030 - - 263,030
Mehmed Ridvan Karpuz 620,788 - - 620,788
Total 24,256,644 - - 24,256,644

Resigned Directors’ shareholdings are accurate up to their dates of resignation or none re-appointment in
2014.

Mary Ellen Collins (not re-appointed 21 November 2014)

David Daniel Skeels (not re-appointed 21 November 2014)

George Edward Watkins (resigned 24 November 2014)

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 apply-
ing AIM Rules for Companies, the holdings of Petrovis and Oyungerel Janchiv are treated on an aggregated
basis and the aggregated holding is treated as a Director’s interest.
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(d) Options holdings of Directors

(e) Conditional Share Awards holdings of Directors

For the year ended 31 Balance Granted Options  Options Balance Not Vested Vested
December 2013 as at as Exercised Lapsed as at & &
01-Jan-13 Remu- 31-Dec-13 Not Exercisable
neration Exercisable
Directors
Oyungerel Janchiv 475,000 - - - 475,000 - 475,000
Mary Ellen Collins 125,000 - - - 125,000 - 125,000
Enkhmaa Davaanyam 150,000 - - - 150,000 51,000 99,000
David Daniel Skeels 150,000 - - - 150,000 100,500 49,500
Philip Arthur Vingoe 150,000 - - - 150,000 100,500 49,500
George Edward Watkins 150,000 - - - 150,000 100,500 49,500
Amarzul Tuul 608,500 - - - 608,500 203,380 405,120
John Rene Henriksen 100,000 - - - 100,000 67,000 33,000
Mehmed Ridvan Karpuz 75,000 - - - 75,000 50,250 24,750
Total 1,983,500 - - - 1,983,500 673,130 1,310,370
For the year ended 31 Balance Granted  Options  Options Balance Not Vested Vested
December 2014 as at as Exercised Lapsed as at & &
01-Jan-14 Remu- 31-Dec-14 Not Exercisable
neration Exercisable
Directors
Oyungerel Janchiv 475,000 - - - 475,000 - 475,000
Mary Ellen Collins 125,000 - - - 125,000 - 125,000
Enkhmaa Davaanyam 150,000 - - - 150,000 - 150,000
David Daniel Skeels 150,000 - - - 150,000 51,000 99,000
Philip Arthur Vingoe 150,000 - - - 150,000 51,000 99,000
George Edward Watkins 150,000 - - - 150,000 51,000 99,000
Amarzul Tuul 608,500 - - - 608,500 102,000 506,500
John Rene Henriksen 100,000 - - - 100,000 34,000 66,000
Mehmed Ridvan Karpuz 75,000 - - - 75,000 25,500 49,500
Total 1,983,500 - - - 1,983,500 314,500 1,669,000

For the year ended 31 Balance Granted Awards Awards Balance  Not Vested Vested
December 2013 as at as Exercised Lapsed as at & &
01-Jan-13 Remu- 31-Dec-13 Not Exercisable
neration Exercisable
Directors
Oyungerel Janchiv 475,000 - - - 475,000 475,000 -
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 503,000 - - - 503,000 503,000 -
John Rene Henriksen 889,090 - (263,030) - 626,060 626,060 -
Mehmed Ridvan Karpuz 2,012,364 - (620,788) (982,915) 408,661 150,000 258,661
Total 4,604,454 - (883,818) (982915) 2,737,721 2,479,060 258,661
For the year ended 31 Balance Granted Awards Awards Balance Not Vested Vested
December 2014 as at as Exercised  Lapsed as at & &
01-Jan-14 Remu- 31-Dec-14 Not Exercisable
neration Exercisable
Directors
Oyungerel Janchiv 475,000 498,380 - - 973,380 475,000 498,380
Mary Ellen Collins 125,000 - - - 125,000 125,000 -
Enkhmaa Davaanyam 150,000 498,380 - - 648,380 150,000 498,380
David Daniel Skeels 150,000 498,380 - - 648,380 150,000 498,380
Philip Arthur Vingoe 150,000 498,380 - - 648,380 150,000 498,380
George Edward Watkins 150,000 830,634 - - 980,634 150,000 830,634
Amarzul Tuul 503,000 58,834 - - 561,834 503,000 58,834
John Rene Henriksen 626,060 294,168 - - 920,228 363,030 557,198
Mehmed Ridvan Karpuz 408,661 498,380 - - 907,041 150,000 757,041
Total 2,737,721 3,675,536 - - 6413257 2,216,030 4,197,227
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Consolidated Statement of Profit or Loss Consolidated
and Other Comprehensive Income Statement of Financial Position

For the year ended 31 December 2014 For the year ended 31 December 2014
Consolidated Consolidated
31 Dec 2014 31 Dec 2013 31 Dec 2014 31 Dec 2013
Note $'000 $'000 Note $'000 $'000

Continuing operations ASSETS
Revenue Current Assets
Interest income 4(a) 72 188 Cash and cash equivalents 7 895 3,308
Other income 4(a) 5 67 Trade and other receivables 8 241 310

77 255 Prepayments and other assets 9 364 484
Expenditure Total Current Assets 1,500 4,102
Consultancy fees (147) (418)
Depreciation and amortisation (131) (203) Non-Current Assets
Employee benefits expense 4(b) (1,941) (3,514) Exploration and evaluation assets 10 15,275 15,275
Exploration and evaluation expenditure 4(c) (266) (1,617) Property, plant and equipment 11 439 618
Other expenses 4(d) (1,532) (2,001) Total Non-Current Assets 15,714 15,893
Loss from continuing operations before income tax (3,940) (7,498) TOTAL ASSETS 17,214 19,995
Income tax expense 5 - - LIABILITIES
Loss from continuing operations after income tax (3,940) (7,498) Current Liabilities

Trade and other payables 12 1,353 718

Net loss for the year (3,940) (7,498) Total Current Liabilities 1,353 718
Other comprehensive income TOTAL LIABILITIES 1,353 718

Items that may be reclassified subsequently to profit or loss:

Exchange differences on translating foreign operations, net of income

] A NET ASSETS 15,861 19,277
tax of $Nil (2013: $Nil) (115) (212)
Other comprehensive loss for the year, net of income tax (115) (212)
EQUITY
Total comprehensive loss for the year (4,055) (7,710) Equity att.rlbutable to owners of the parent
Issued capital 13 105,278 105,097
. Reserves 14 4,896 4,736
Loss attributable to owners of the parent (3,940) (7,498) Accumulated losses (94,313) (90,556)
TOTAL EQUITY 15,861 19,277
Total comprehensive loss attributable to owners of the parent (4,055) (7,710)

Loss per share (cents per share)
Basic and diluted loss per share 6 14 33

The above Consolidated Statement of Profit or Loss and Other Comprehensive Income should be read in conjunction with The above Consolidated Statement of Financial Position should be read in conjunction with the accompanying notes.

the accompanying notes.
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Consolidated
Consolidated Statement of Cash Flows Statement of Changes in Equity

For the year ended 31 December 2014 For the year ended 31 December 2014
Consolidated Consolidated
31 Dec 2014 31 Dec 2013 Attributable to equity holders of the parent
Note $'000 $'000 Other
Cash flows from operating activities Issued  Accumulated  Reserves
Payments to suppliers and employees (2,363) (6,329) capital Losses Note 14 Total
Interest received 72 188 Note $'000 $'000 $'000 $'000
Net cash flows used in operating activities 7 (2,291) (6,141) As at 1 January 2013 98,893 (83,993) 5,988 20,888
Cash flows from investing activities Net loss for the year - (7,498) - (7,498)
Purchase of property, plant and equipment (20) (32) Other comprehensive income - - (212) (212)
Proceeds from the sale of property, plant and equipment 15 13 Total comprehensive loss for the year _ (7,498) 212) (7,710)
Net cash flows used in investing activities (5) (19)
Issue of share capital 13 5,025 - - 5,025
Cash flows from financing activities Cost of capital raising 13 - - - -
Proceeds from issue of shares 13 1 5,025 Share-based payments 13, 14 &15 1,179 935 (1,040) 1,074
Net cash flows from financing activities 1 5,025 As at 31 December 2013 105,097 (90,556) 4,736 19,277
Net decrease in cash and cash equivalents (2,295) (1,135) Net loss for the year _ (3,940) ~ (3,940)
Other comprehensive income - - (115) (115)
Cash and cash equivalents at beginning of the year 3,308 4,588 Total comprehensive loss for the year - (3,940) (115) (4,055)
Net foreign exchange differences (118) (145)
Cash and cash equivalents at the end of the year 7 895 3,308 Issue of share capital 13 1 _ _ 1
Cost of capital raising 13 - - - R
Share-based payments 13,14 & 15 180 183 275 638
As at 31 December 2014 105,278 (94,313) 4,896 15,861
The above Consolidated Statement of Cash Flows should be read in conjunction with the accompanying notes. The above Consolidated Statement of Changes in Equity should be read in conjunction with the accompanying notes.
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1 CORPORATE INFORMATION

The financial report of Petro Matad Limited ("“Company”) for the year ended 31 December 2014 was autho-
rised for issue in accordance with a resolution of the Directors on 28 June 2015.

This financial report presents the consolidated results and financial position of Petro Matad Limited and its
subsidiaries (together, the "Group”). The Group's principal activity in the course of the financial year consisted
0 e of oil exploration in Mongolia.

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). Its majority shareholder

is Petrovis Matad Inc.

Petrovis Matad Inc. is a major shareholder of the Company, currently holding approximately 33% of the
shareholding.
S I A I E M E N I S 2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(a) Basis of preparation

This financial report complies with International Financial Reporting Standards (“IFRS") as adopted by the
European Union as issued by the International Accounting Standards Board ("IASB").

Corporate information

Summary of significant accounting policies This financial report has been prepared on a historical cost basis, except where otherwise stated. Historical
Operating segments cost is generally based on the fair values of the consideration given in exchange for goods and services. Fair
Revenues and expenses value is the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction
Income tax between market participants at the measurement date, regardless of whether that price is directly observable
Loss per share or estimated using another valuation technique.

Cash and cash equivalents

Trade and other receivables In addition, for financial reporting purposes, fair value measurements are categorised into Level 1, 2 or 3
Prepayments and other assets based on the degree to which the inputs to the fair value measurements are observable and the significance
10 Exploration and evaluation assets of the inputs to the fair value measurement in its entirety, which are described as follows:

11 Property, plant and equipment *  Level 1 inputs are quoted prices (unadjusted) in active markets for identical assets or liabilities that the
12 Trade and other payables (current) entity can access at the measurement date;

13 Issued capital *  Level 2 inputs are inputs, other than quoted prices included within Level 1, that are observable for the
14 Reserves asset or liability, either directly or indirectly; and

15 Share based payments *  Level 3 inputs are unobservable inputs for the asset or liability.

16 Commitments and contingencies

1
2
3
4
)
6
7
8
9

17 Related party disclosures For the purpose of preparing the consolidated financial statements, the Company is a for-profit entity.
18 Key management personnel

19 Financial risk management objectives and policies

20 Capital management

21 Events after the reporting date
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(b) Statement of compliance

This general purpose financial report has been prepared in accordance with the requirements of all applicable
IFRS as adopted by the European Union and Interpretations and other authoritative pronouncements of the
IASB.

(c) Going concern note

The consolidated entity has incurred a net loss after income tax of $3.940 million (2013: Loss of $7.498 mil-
lion) and experienced net cash outflows from operating activities of $2.291 million (2013: $6.141 million) for
the year ended 31 December 2014.

In addition and as outlined in Note 16(b) the consolidated entity is required to meet minimum exploration
commitments in the next 12 months on its PSCs of approximately $7.515 million with further commitments
thereafter as disclosed in Note 16(b).

These conditions indicate a material uncertainty that may cast significant doubt over the company and the
consolidated entity's ability to continue as going concerns.

The ability of the Company and the consolidated entity to continue as going concerns is principally depen-
dent upon raising additional equity and/or further varying and/or deferring PSC commitment expenditures
and/or securing farmout agreements to fund minimum exploration commitments.

In April 2015, the Company successfully entered into a farmout agreement with BG International Limited
on Blocks IV and V, which gives access to additional funding necessary to meet the minimum expenditure
requirements until the end of the first exploration term in July 2017 under the PSC contracts with the gov-
ernment. The necessary government approval in relation to this transaction has been obtained and all the
conditions precedent have been satisfied and as such part funding to the extent of $2.75 million under the
farmout arrangement has now been received.

In relation to Block XX, the consolidated entity will have to arrange for alternative sources of funding to
fund the future exploration expenditure commitments of $21.8 million due by July 2017. The Company has
engaged in discussions for possible farmout arrangements of its interest in this Block to potential investors,
which would take on part or all of the amount of the exploration spend on this Block as part of the arrange-
ment. In the absence of a farmout being concluded, the Company will engage with PAM 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 farmout process are known and the fact that the cur-
rent term for Block XX expires in July 2017.

The Directors have prepared a cash flow forecast, which indicates that the consolidated entity will have suf-
ficient cash flows to meet their working capital requirements (excluding minimum exploration commitments)
for the 12 month period from the date of signing the financial report.

The Directors are satisfied that they will achieve successful outcomes in relation to the matters set out above
and therefore the going concern basis of preparation is appropriate. The financial report has therefore been
prepared on the going concern basis, which assumes continuity of normal business activities and the realisa-
tion of assets and the settlement of liabilities in the ordinary course of business.

Should the Company and the consolidated entity be unable to achieve the matters referred to above, there

is a material uncertainty whether the Company and the consolidated entity will be able to continue as go-
ing concerns and, therefore, whether they will realise their assets and discharge their 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 Company
and the consolidated entity not continue as going concerns.

(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
International Accounting Standards Board that are relevant to their operations and are effective for the cur-
rent financial reporting period beginning 1 January 2014.

The following new and revised Standards and Interpretations have been adopted in the current period:

. IFRS 10 ‘Consolidated Financial Statements’

« IFRS 11 Joint Arrangements’

. IFRS 12 ' Disclosures of Interests in Other Entities’

« IAS 27 ' Separate Financial Statements’

. IAS 27 " Investments in Associates and Joint Ventures'

. Amendments to IFRS 10, IFRS 12 and IAS 27 Investment Entities

«  Amendments to IAS 39 Novation of Derivatives and Continuation of Hedge Accounting
. Amendments to IAS 36 Recoverable Amount Disclosures for Non-Financial Assets

«  Amendments to IAS 32 Offsetting Financial Assets and Financial Liabilities

. IFRIC 21 Levies

The impact of the adoption of the above standards and interpretations did not have a material impact for
the group.

Standards and Interpretations in issue not yet adopted

At the date of authorisation of the financial statements, following International Financial Reporting Standards
and Interpretations have recently been issued or amended but are not yet effective and have not been ad-
opted by the consolidated entity for the year ended 31 December 2014:
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Effective for Expected to be
annual reporting initially applied in the
periods begin- financial year ending
Standard/Interpretation ning on or after
IFRS 9 ‘Financial Instruments’ 1 January 2018 31 December 2018
IFRS 15 ‘Revenue from Contracts with Customers’ 1 January 2017 31 December 2017
Amendments to IFRS 10 and IAS 28 ‘Sale or Contribution of Assets Be- 1 January 2016 31 December 2016

tween an Investor and Its Associate or Joint Venture’

Amendments to IFRS 11- ‘Accounting for Acquisitions of Interests in Joint 1 January 2016 31 December 2016
Operations

Amendments to IAS 27 'Equity Method in Separate Financial Statements’ 1 January 2016 31 December 2016
IAS 36 and IAS 38 ‘Clarification of Acceptable Methods of Depreciation 1 January 2016 31 December 2016
and Amortisation

Annual Improvements to IFRSs 2012-2014 Cycle 1 January 2016 31 December 2016
Annual Improvements to IFRSs 2011-2013 Cycle 1 July 2014 31 December 2015
Amendments to IAS 32 'Offsetting Financial Assets and Financial Liabili- 1 January 2014 31 December 2014
ties

Annual Improvements to IFRSs 2010-2012 Cycle 1July 2014 31 December 2015
Annual Improvements to IFRSs 2011-2013 Cycle 1July 2014 31 December 2015

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 incorporate the financial statements of the Company and entities con-
trolled by the Company and its subsidiaries. Control is achieved when the Company:

*  has power over the investee;

* is exposed, or has rights, to variable returns from its involvement with the investee; and

*  has the ability to use its power to affect its returns.

The Company reassesses whether or not it controls an investee if facts and circumstances indicate that there
are changes to one or more of the three elements of control listed above.

The financial statements of the subsidiaries are included in the consolidated financial statements from the
date that control commences until the date that control ceases.

The financial statements of subsidiaries are prepared for the same reporting period as the parent company,
using consistent accounting policies. Adjustments are made to bring into line any dissimilar accounting poli-
cies 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 transac-
tions, have been eliminated in full. Unrealised losses are eliminated unless costs cannot be recovered.

(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 retranslated at the rate of exchange ruling at the reporting date.

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

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

*  Exchange differences on transactions entered into to hedge certain foreign currency risks; and

*  Exchange differences on monetary items receivable from or payable to a foreign operation for which
settlement is neither planned nor likely to occur (therefore forming part of the net investment in the
foreign operation), which are recognised 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 ac-
cumulated in the foreign currency translation reserve in equity.

On consolidation, exchange differences arising from the translation of the net investment in Mongolian
subsidiaries are recognised in other comprehensive income and accumulated in the foreign currency transla-
tion 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.

(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 equiva-
lents 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 subse-
quently measured at amortised cost using the effective interest method, less an allowance for impairment.
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Collectability of trade receivables is reviewed on an ongoing basis. An impairment provision is recognised
when there is objective evidence that the Group will not be able to collect the receivable. Objective evidence
of impairment includes financial difficulties of the debtor, default payments or debts more than 60 days over-
due. 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 appropriate,
at each financial year end.

Derecognition

An item of property, plant and equipment is derecognised upon disposal or when no further future economic
benefits are expected from its use or disposal.

(j) Exploration and evaluation expenditure

Exploration and evaluation expenditure incurred by the Group is expensed separately for each area of inter-
est. 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 accor-
dance with the Company's accounting policy.

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

At each reporting date, the Group assesses whether there is any indication that tangible and intangible asset
may be impaired. Where an indicator of impairment exists, the Group makes a formal estimate of recover-
able 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 as-
set belongs.

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

to the asset.

Where an impairment loss subsequently reverses, the carrying amount of the asset (or cash-generating unit)

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

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

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

e \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 pay-
ables 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 amortised cost
using the effective interest method. Amortised cost is calculated by taking into account any issue costs, and
any discount or premium on settlement.

Gains and losses are recognised in the profit and loss 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 con-
vertible note is determined using a market interest rate for an equivalent non-convertible note. The remain-
der 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 required to settle the
obligation and a reliable estimate can be made of the amount of the obligation.

The amount recognised as a provision is the best estimate of the consideration required to settle the present
obligation at the end of the reporting period, taking into account the risks and uncertainties surrounding
the obligation. If the effect of the time-value of money is material, provisions are determined by discounting
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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 ownership of
the leased item, are capitalised at the inception of the lease at the fair value of the leased property or, if lower,
at the present value of the minimum lease payments.

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

Interest revenue

Revenue is recognised on an accrual basis using the effective interest method.

(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, vesting conditions that are not market condi-
tions are not taken into account.

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 revi-
sion 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 trans-
action as a result of the modification, as measured at the date of modification.

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

(t) Income tax
Current tax

Current tax is calculated by reference to the amount of income taxes payable or recoverable in respect of the
taxable profit or tax loss for the year. It is calculated using tax rates and tax laws that have been enacted or
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 tempo-
rary differences arising from differences between the carrying amount of assets and liabilities and the cor-
responding 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 tax-
able income nor accounting profit. Furthermore, a deferred tax liability is not recognised in relation to taxable
temporary differences arising from goodwiill.

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
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assets reflects the tax consequences that would follow from the manner in which the consolidated Group
expects, at the reporting date, to recover or settle the carrying amount of its assets and liabilities.

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

Current and deferred tax for the year

Current and deferred tax is recognised as an expense or income in the profit or loss, 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 into account in the determination of goodwill.

(u) 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
conversion of dilutive potential ordinary shares, divided by the weighted average number of ordinary
shares and dilutive potential ordinary shares, adjusted for any bonus element.

(v) Significant accounting judgments, estimates and assumptions

In applying the Group's accounting policies management continually evaluates judgments, estimates and as-
sumptions 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 judg-
ments, estimates and assumptions.

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

The following are the most critical estimates and judgments made by management in applying the account-
ing 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 develop-
ment 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.

Going Concern

The Group assesses the going concern of the Group on a regular basis, reviewing their cash flow require-
ments, commitments and status of PSC requirements and funding arrangements. Refer to Note 2 (c) for
further details.

3 OPERATING SEGMENTS

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

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

Consolidated

31 Dec 2014 31 Dec 2013

Note $'000 $'000
(a) Revenue
Interest Income 72 188
Other income 5 -
Foreign exchange gains - 67
77 255
(b) Employee benefits expense
Included in employee benefits expense are the following:
Wages and salaries 610 909
Directors’ fees (including Directors of affiliates) 104 416
Consultancy fees 589 1,115
Share-based payments 638 1,074
1,941 3,514
(c) Exploration and evaluation expenditure
Exploration and evaluation expenditure relates to the
following PSCs:
Block XX 30 222
Blocks IV and V 236 1,395
266 1,617
(d) Other expenses
Included in other expenses are the following:
Administration costs 623 781
PSC administration costs 732 807
Audit fees 99 111
Travel expenses 78 302
1,532 2,001
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5 INCOME TAX

Note

Consolidated

31 Dec 2014 31 Dec 2013
$'000 $'000

Income tax recognised in the statement of profit or loss:

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 profit or loss

The prima facie income tax expense on pre-tax accounting loss from continuing operations reconciles to the

income tax expense/(benefit) in the financial statements as follows:

Consolidated

31 Dec 2014 31 Dec 2013

Note $'000 $'000
Net loss for the year (3,940) (7.498)
Income tax benefit calculated at 10% (i) 394 750
Effect of different tax rates on entities in different jurisdictions (i) (220) (527)
Change in unrecognised deferred tax assets (174) (223)

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

(i) Petromatad Invest Limited and Capcorp are exempt of Mongolian corporate tax on profits derived from
the sale of oil under their PSCs once production commences 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.
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6 LOSS PER SHARE

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

Consolidated

31 Dec 2014 31 Dec 2013
cents per share cents per share

Basic loss per share 14 33
Diluted loss per share 14 33

$'000's $'000's
The loss and weighted average number of ordinary shares used in the calcula-
tion of basic and diluted loss per share are as follows:
Net loss attributable to owners of the parent 3,940 7,498
Weighted average number of ordinary shares for the purposes of basic and
diluted loss per share 279,377 227,541

Share Options and Conditional Share Awards could potentially dilute basic loss per share in the future, how-
ever they have been excluded from the calculation of diluted loss per share because they are anti-dilutive for
both years presented.
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7 CASH AND CASH EQUIVALENTS

Consolidated

31 Dec 2014 31 Dec 2013
Note $'000 $'000

Cash at bank and in hand

895 3,308

895 3,308

Cash at bank and in hand earns interest at fixed and floating rates based on prevailing bank rates, and the
fair value of the above cash and cash equivalents is $895,000 (2013: $3,308,000) 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 2014 31 Dec 2013

Note $000 $'000

Net loss after tax (3,940) (7,498)
Adjustments for:

Depreciation and amortisation 131 203
Net (profit)/loss on disposal of property, plant and equipment 6 9
Share based payments 638 1,074
Unrealised foreign exchange (gains)/ losses 50 23
Changes in assets and liabilities

(Increase)/decrease in trade and other receivables 69 112
(Increase)/decrease in prepayments and other assets 120 91
Increase/(decrease) in trade and other payables 635 (155)
Net cash flows used in operating activities (2,291) (6,141)

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 Conditional Share Awards of $0.180 million (2013: $1.179 million).
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8 TRADE AND OTHER RECEIVABLES

Consolidated

31 Dec 2014 31 Dec 2013
Note $'000 $'000
Current
Other debtors 241 310
241 310

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

9 PREPAYMENTS AND OTHER ASSETS

Consolidated
31 Dec 2014 31 Dec 2013

Note $'000 $'000
Prepayments 55 70
Other assets 309 414
364 484

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

10 EXPLORATION AND EVALUATION ASSETS

Consolidated
31 Dec 2014 31 Dec 2013

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 Pet-
romatad 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 develop-
ment 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.

64

11 PROPERTY, PLANT AND EQUIPMENT

Consolidated

31 Dec 2014 31 Dec 2013
Note $'000 $'000
Plant and equipment at cost 936 1,071
Accumulated depreciation and impairment (497) (453)
439 618
Reconciliation of carrying amounts at the beginning and end of the year:
Plant
and
equipment
Total
$'000
As at 1 January 2013 (net of accumulated depreciation) 901
Additions 32
Disposals (22)
Depreciation charge for the year (90)
(203)
As at 31 December 2013 (net of accumulated depreciation) 618
Additions 20
Disposals (21)
Foreign exchange 47)
Depreciation charge for the year (131)
As at 31 December 2014 (net of accumulated depreciation) 439

12 TRADE AND OTHER PAYABLES (CURRENT)

Consolidated

31 Dec 2014 31 Dec 2013
Note $000 $'000
Trade payables 1,351 716
Other payables 2 2
1,353 718

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

Consolidated
31 Dec 2014 31 Dec 2013

Note $'000 $'000

Ordinary Shares
279,487,279 shares issued and fully paid (2013: 279,340,879) 105,278 105,097
105,278 105,097

Movements in ordinary shares on issue:
Number of Issue
Shares Price $ $'000

As at 1 January 2013 186,176,001 98,893
Exercise of Conditional Share Awards on 24 January 2013 (note (a)) 500,000 0.010 5
Issue of shares to Petrovis on 22 July 2013 (note (b)) 90,612,540 0.055 5,000
Exercise of Conditional Share Awards on 22 July 2013 (note (c)) 671,550 0.010 6
Exercise of Conditional Share Awards on 27 November 2013 (note (d)) 1,380,788 0.010 14
5,025
Share based payment - - 1179
As at 31 December 2013 279,340,879 105,097
Exercise of Conditional Share Awards on 3 October 2014 (note (e)) 146,400 0.010 1
1
Share based payment - - 180
As at 31 December 2014 279,487,279 105,278

(a) On 25 January 2013, pursuant to the Group’s Plan, 500,000 shares were awarded to a former Director
exercising Conditional Share Awards with an exercise price per share of $0.01.

(b) On 22 July 2013, Petrovis signed an Equity Subscription Agreement with the Company that resulted in
issuance of 90,612,540 ordinary shares to Petrovis and concert parties at a subscription price of GBP0.0356
per share.

() On 22 July 2013, pursuant to the Group's Plan, 671,550 shares were awarded to Directors and employees
exercising Conditional Share Awards with an exercise price per share of $0.01.

(d) On 27 November 2013, pursuant to the Group’s Plan, 1,380,788 shares were awarded to a Director and
an employee exercising Conditional Share Awards with an exercise price per share of $0.01.

(e) On 3 October 2014, pursuant to the Group's Plan, 146,400 shares were awarded to former employees
exercising Conditional Share Awards with an exercise price per share of $0.01.

14 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 2013 831 5,841 (684) 5,988
Currency translation differences - - (212) (212)
Share based payments - (1,040) - (1,040)
As at 31 December 2013 831 5,841 (684) 5,988
831 4,801 (896) 4,736
Currency translation differences - - (115) (115)
Share based payments - 275 - 275
As at 31 December 2014 831 5,076 (1,011) 4,896

Nature and purpose of reserves
Merger reserve

The merger reserve arose from the Company's acquisition of Capcorp on 12 November 2007. This transac-
tion is outside the scope of IFRS 3 ‘Business Combinations’ and as such Directors have elected to use UK
Accounting Standards FRS 6 ‘Acquisitions and Mergers'. The difference, if any, between the nominal value of
the shares issued plus the fair value of any other consideration, and the nominal value of the shares received
in exchange are recorded as a movement on other reserves in the consolidated financial statements.

Equity benefits reserve

The equity benefits reserve is used to record the value of Options and Conditional Share Awards provided to
employees and Directors as part of their remuneration, pursuant to the Group’s Long Term Equity Incentive
Plan (referred to as “Plan” or “Group’s Plan”). Refer to Note 15 for further details of these plans.

Foreign currency translation reserve

The foreign currency translation reserve is used to record exchange differences arising from the translation
of the financial statements of foreign subsidiaries.
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15 SHARE BASED PAYMENTS

(a) Long Term Equity Incentive Plan (“Plan” or “Group’s Plan”)

The Group provides long term incentives to employees (including Executive Directors), Non-Executive Direc-
tors 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 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 deter-
mine. Options have a term of 10 years.

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 overall perfor-
mance of the Group.

Conditional Share Awards based on performance conditions will vest on achievement of the following per-

formance conditions:

e 25% vest on the first discovery of oil on a commercial scale, estimated by management as being by 30
September 2016;

e 25% vest on the first production of oil on a commercial scale, estimated by management as being by
30 June 2017; and

*  50% vest on the Company achieving the sale of 1 million barrels of oil, estimated by management as
being by 30 June 2019.

Other Conditional Share Awards 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 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 following Table summarizes Options granted during 2013, along with relevant details in relation to grant.
No options have been issued during 2014.

9 Jul 13
Options Granted 112,000
Share price at grant date $0.0633
Expected Volatility (%) 85
Risk-free interest rates (%) 0.50
Expected life (years)
Tranche 1 5.50
Tranche 2 6.00
Tranche 3 6.50
Exercise Price (in GBP) 0.0425
Estimate fair value of Option
Tranche 1 $0.0434
Tranche 2 $0.0447
Tranche 3 $0.0460
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
(c) Movement in share Options
Opening Granted Forfeited  Exercised Closing Exercisable
balance at  during the  during the during balance as at as at
Consolidated 1Jan 2013 year year theyear 31 Dec 2013 31 Dec 2013
Grant of Options on 24 April 2008 - - - - - -
Grant of Options on 3 June 2008 812,000 - (412,500) - 399,500 399,500
Grant of Options on 8 April 2009 425,000 - (156,250) - 268,750 268,750
Grant of Options on 9 July 2010 1,949,500 - (1,050,000) - 899,500 899,500
Grant of Options on 6 April 2011 75,000 - - - 75,000 49,500
Grant of Options on 5 July 2011 150,000 - - - 150,000 99,000
Grant of Options on 22 Nov 2011 120,000 - - - 120,000 79,200
Grant of Options on 5 Dec 2011 84,800 - (4,886) - 79,914 53,394
Grant of Options on 25 Apr 2012 935,000 - (6,700) - 928,300 308,550
Grant of Options on 16 Jul 2012 743,390 - (226,530) - 516,860 314,820
Grant of Options on 5 Oct 2012 115,000 - (16,700) - 98,300 34,650
Grant of Options on 4 Dec 2012 12,000 - (6,000) - 6,000 1,980
Grant of options on 9 July 2013 - 112,000 - - 112,000 -
5,421,690 112,000 (1,879,566) - 3,654,124 2,508,844
Weighted Average Exercise Price 56.67 6.33 58.94 - 53.96 60.16

(cents per option)
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Opening Granted Forfeited Exercised Closing Exercisable

balance at during the during the during the balance as at as at
Consolidated 1 Jan 2014 year year year 31 Dec 2014 31 Dec 2014
Grant of Options on 24 April 2008 - - - - - -
Grant of Options on 3 June 2008 399,500 - (19,500) - 380,000 380,000
Grant of Options on 8 April 2009 268,750 - (52,500) - 216,250 216,250
Grant of Options on 9 July 2010 899,500 - (154,100) - 745,400 745,400
Grant of Options on 6 April 2011 75,000 - - - 75,000 75,000
Grant of Options on 5 July 2011 150,000 - - - 150,000 150,000
Grant of Options on 22 Nov 2011 120,000 - - - 120,000 120,000
Grant of Options on 5 Dec 2011 79,914 - (36,486) - 43,428 43,428
Grant of Options on 25 Apr 2012 928,300 - (66,360) - 861,940 570,900
Grant of Options on 16 Jul 2012 516,860 - (306,020) - 210,840 200,640
Grant of Options on 5 Oct 2012 98,300 - (23,300) - 75,000 49,500
Grant of Options on 4 Dec 2012 6,000 - - - 6,000 3,960
Grant of options on 9 July 2013 112,000 - (12,000) - 100,000 33,000
3,654,124 - (670,266) - 2,983,858 2,588,078
Weighted Average Exercise Price 53.96 - 31.68 - 58.96 63.54

(cents per option)

(d) Share Options Contractual Life

The weighted average remaining contractual life of outstanding share Options is 6.3 years (2013: 6.9 years).

(e) Conditional Share Awards pricing model

The fair value of Conditional Share Awards granted is estimated as at the date of grant using the Black Scho-
les model, taking into account the terms and conditions upon which the Awards were granted.

The following Table summarizes Conditional Share Awards granted during 2013 and 2014, along with rel-
evant details in relation to each grant.

(h)

)

9 Jul 13 23 Apr 14
Conditional Share Awards granted 176,000 5,229,255
Share price at grant date $0.0633 $0.0923
Expected Volatility (%) 51 10
Risk-free interest rates (%) 0.50 0.50
Expected life (years) 5 10
Exercise Price $0.01 $0.01
Estimated fair value of each Conditional Share Award at the grant
date $0.0541 $0.0827

Items (1): Conditional Share Awards will vest on achievement of the following performance conditions: (Note:
these dates are based on a farmout being successfully concluded in near future, otherwise they will need to

be revised)

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

September 2016;

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

June 2017; and

*  50% vest on the company achieving the sale of 1 million barrels of oil, estimated by management as

being by 30 June 2019.

Items (2): Conditional Share Awards vested on 1 October 2014.

(f) Movement in Conditional Share Awards

Opening Granted Awarded Forfeited Closing Exercisable

balance at during the during the  during the  balance as at as at
Consolidated 1Jan 2013 year year year 31 Dec 2013 31 Dec 2013
Grant of Conditional Share 1,085,000 - (550,000) - 535,000 -
Awards on 3 Jun 2008
Grant of Conditional Share 145,000 - - - 145,000 -
Awards on 8 Apr 2009
Grant of Conditional Share 1,277,666 - (216,666) - 1,061,000 -
Awards on 9 Jul 2010
Grant of Conditional Share 139,854 - (139,854) - - -
Awards on 12 Nov 2010
Grant of Conditional Share 366,000 - (2,000) (39,000) 325,000 -
Awards on 6 Apr 2011
Grant of Conditional Share 341,082 - - (111,082) 230,000 -
Awards on 5 Jul 2011
Grant of Conditional Share 150,000 - (100,000) - 50,000 -
Awards on 22 Nov 2011
Grant of Conditional Share 84,800 - - (6,800) 78,000 -
Awards on 5 Dec 2011
Grant of Conditional Share 1,708,090 - (263,030) (5,000) 1,440,060 -
Awards on 25 Apr 2012
Grant of Conditional Share 660,000 - (660,000) - - -
Awards on 16 Jul 2012
Grant of Conditional Share 175,000 - - (10,000) 165,000 -
Awards on 5 Oct 2012
Grant of Conditional Share 1,868,364 - (620,788) (985,915) 261,661 -
Awards on 4 Dec 2012
Grant of Conditional Share - 176,000 - - 176,000 -
Awards on 9 Jul 2013

8,000,856 176,000 (2,552,338) (1,157,797) 4,466,721 -
Weighted Average Exercise Price 1.00 1.00 1.00 1.00 1.00 -

(cents per award)
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Opening Granted Awarded Forfeited Closing Exercisable 16 COMMITMENTS AND CONTINGENCIES
balance at during during the  during the balance as at as at
Consolidated 1Jan 2014  the year year year 31 Dec 2014 31 Dec 2014
Grant of Conditional Share Awards 535,000 - - (20,000) 515,000 - (a) Operating lease commitments
on 3 Jun 2008. ) Operating leases relate to premises used by the Group in its operations, generally with terms between 2
Grant of Conditional Share Awards 145,000 - - (50,000) 95,000 - . . . . .

8 Apr 2009 and 5 years. Some of the operating leases contain options to extend for further periods and an adjustment
on . . . . - . .
Grant of Conditional Share Awards 1,061,000 . (87,000  (102,000) 872,000 i to t?rlng the lease payments into line with market rates prevailing at that time. The leases do not contain an
on 9 Jul 2010 option to purchase the leased property.

Grant of Conditional Share Awards - - - - - -
on 12 Nov 2010 The Group has committed to office lease in Mongolia in the amounts of $27,000 as at 31 December 2014.
Grant of Conditional Share Awards 325,000 - (24,000) (157,000) 144,000 -
on 6 Apr 2011 Consolidated
Grant of Conditional Share Awards 230,000 - (12,000) (38,000) 180,000 - 31 Dec 2014 31 Dec 2013
on 5Jul 2011 Note $'000 $'000
Grant of Conditional Share Awards 50,000 - - - 50,000 - .

Operating Leases:
on 22 Nov 2011 Within one year 27 122
Grant of Conditional Share Awards 78,000 - (3,400) (35,000) 39,600 - )

After one year but not more than five years - -
on 5 Dec 2011 .

Greater than five years - -
Grant of Conditional Share Awards 1,440,060 - (20,000) (41,000) 1,379,060 263,030

27 122
on 25 Apr 2012

Grant of Conditional Share Awards - - - - - - ) ) )
on 16 Jul 2012 (b) Exploration expenditure commitments

Grant of Conditional Share Awards 165,000 - - (15,000) 150,000 -

Petromatad Invest Limited and Capcorp have minimum spending obligations, under the terms of their PSCs

on 3 Oct 2012 on Blocks 1V, V and XX with PAM.
Grant of Conditional Share Awards 261,661 - - - 261,661 258,661
on 4 Dec 2012 ) o )
Grant of Conditional Share Awards 176,000 . ) (6,000) 170,000 ) The amounts set out below do not include general and administrative expenses.
on 9 Jul 2013 Consolidated
Grant of Conditional Share Awards - 5,229,255 - - 5,229,255 5,229,255 31 Dec 2014 31 Dec 2013
on 23 Apr 2014 Note $'000 $'000
4,466,721 5,229,255 (146,400) (464,000) 9,085,576 5,750,946 Production Sharing Contract Fees:
Within one year 1,677 779
Weighted Average Exercise Price 1.00 1.00 1.00 1.00 1.00 1.00 After one year but not more than five years 835 336
(cents per award) Greater than five years - -
2,512 1,115
(g) Conditional Share Awards Contractual Life Minimum Exploration Work Obligations:
The weighted average remaining contractual life of outstanding Conditional awards is 13.5 years (2013: 14.5 Within one year hle 22,758
years). Greater than one year but no more than two years 18,815 -
Greater than two years but no more than three years 18,056 11,300
Greater than three years but no more than four years - 10,299
Greater than five years - -
44,386 44,357

Prior year expenditure over and above minimum exploration work obligations may be used to reduce the
following year's obligation.

Due to the prior focus on Block XX, cumulative expenditures for Blocks IV and V are currently below the
minimum PSC commitment at the end of 31 December 2014 by $22.5 million. Under the new petroleum law,
the initial exploration term has been extended from five to eight years, without any additional expenditure
commitments required to be made; the Company therefore has the years 2015 - 2017 to fulfil the shortfall at
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the end of 2014. Accordingly, the deficit at end of 31 December 2014 has been allocated over the final three
years (2015-2017) of the initial exploration period for the Blocks IV and V PSCs. Further, the relevant authori-
ties have agreed to defer the fulfilling of PSC fee payments until July 2015.

The successful completion of the farmout of a portion of the Company’s Blocks IV and V interests will result
in sufficient expenditures in those blocks to fully satisfy all outstanding commitments over the remaining
initial exploration term of the PSCs, which runs until July 2017. The majority of the expenditure in the Blocks
will occur in 2015 and 2016.

In relation to Block XX, expenditure in prior years has significantly exceeded minimum PSC commitments
and the Company has the option to reduce its spending in Block XX until June 2015. Beyond June 2015,
the company will have to arrange for alternative sources of funding (ie capital raising and/or and farm-out
arrangements) to fund the future exploration expenditure commitments of $21.8 million due by July 2017.

In event that the Company is unable to complete a successful farm-out or agree a moratorium with the
relevant authorities for Blocks, the Company would have an obligation to pay the underspent amount of its

minimum obligation commitments 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.

17 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 sub-
sidiaries listed in the following table:

Equity Interest

2014 2013
Country of Incorporation % %
Central Asian Petroleum Corporation Limited (“Capcorp”) ~ 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 $1 each.

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

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

Petro Matad Services Limited is 100% owned by Petro Matad Limited. Petro Matad Limited holds 1 ordinary
share of $1.

Balances and transactions between the Company and its subsidiaries, which are related parties of the Com-
pany, 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 related
parties for the relevant financial year:

31 Dec 2014 31 Dec 2013
$'000 $'000

Petrovis’ subscription for shares in Petro Matad Limited - 5,000

Petrovis Matad Inc. is a major shareholder of the Company, currently holding approximately 33% of the
shareholding.

18 KEY MANAGEMENT PERSONNEL

(a) Details of Directors

The names of the Company's Directors, having authority and responsibility for planning, directing and con-
trolling the activities of the group, in office during 2013 and 2014, are as below:

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

Directors

George Edward Watkins Non-Executive Chairperson Resigned 24 November 2014

Oyungerel Janchiv Non-Executive Deputy Chairperson Appointed Chairperson 27 November 2014
Mary Ellen Collins Non-Executive Director Not re-appointed 21 November 2014
Enkhmaa Davaanyam Non-Executive Director

David Daniel Skeels Non-Executive Director Not re-appointed 21 November 2014
Philip Arthur Vingoe Non-Executive Director

Amarzul Tuul Executive Director

John Rene Henriksen Chief Financial Officer

Mehmed Ridvan Karpuz Non-Executive Director

On 31 December 2013, Ridvan Karpuz retired from his executive role as Director of Exploration, while con-
tinuing on in a role as a Non-Executive Director.
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(b) Compensation of Directors

Consolidated
31 Dec 2014 31 Dec 2013

Note $'000 $'000
Short-term employee benefits 646 1,348
Post-employment benefits = -
Share based payment expense 499 584
1,145 1,932

(c) Other key management personnel transactions

There were no other key management personnel transactions during the year (2013: Nil).

19 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 instru-
ment will fluctuate due to changes in market interest rate. Interest rate risk arises from fluctuations in interest
bearing financial assets and liabilities that the Group uses. Interest bearing assets comprise cash and cash
equivalents which are considered to be short-term liquid assets. It is the Group's policy to settle trade pay-
ables within the credit terms allowed and the Group does therefore not incur interest on overdue balances.

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

Consolidated

Weighted 31 Dec 2014 31 Dec 2013
Average Int. rate $'000 $'000
Financial Assets
Cash and cash equivalents 3.74% 895 3,308
895 3,308
Financial Liabilities
Trade and other payables 0% 1,353 718
1,353 718
Net exposure (458) 2,590

Sensitivity Analysis

If the interest rate on cash balances at 31 December 2013 and 2014 weakened/strengthened by 1%, there
would be no material impact on profit or loss. There would be no effect on the equity reserves other than
those directly related to other 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 currencies other than USD.
These transactions comprise operating costs and capital expenditure in the local currencies of the countries
where the Group operates. These currencies have a close relationship to the USD and management believes
that changes in the exchange rates will not have a significant effect on the Group's financial statements.

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

The following significant exchange rates applied during the year:

Spot rate at the

Average rate balance date
usb 2014 2013 2014 2013
Mongolian Tugrug (“MNT") 1 1,817.27 1,523.27 1,888.44 1,659.34
Australian Dollar ("AUD") 1 1.10970 1.03730 1.22600 1.12690
Great British Pound ("GBP") 1 0.60730 0.64020 0.64380 0.60650

Sensitivity Analysis
A 5% strengthening/weakening of the MNT against USD at 31 December 2013 and 2014 would not have a
material effect on profit and loss or on equity.

PETROMATADLIMITED 77
ANNUAL REPORT 2014




NOTES TO THE FINANCIAL STATEMENTS
MATAD

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

The Group's exposure to price risk is minimal as the Group is currently not revenue producing other than . . . . . .
£ int P ti P P P y P 9 Further, the Group has exploration expenditure commitments on its PSCs as disclosed in Note 16(b).
rom interest income.

Credit risk 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

Credit risk is the risk of financial loss to the Group if a customer or counterparty to a financial instrument fails . . . . . . .
the consolidated entity approximate their carrying value due to their short term duration.

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. Fair Value Hierarchy as at 31 December 2014

Level 1 Level 2 Level 3 Total
In addition, receivable balances are monitored on an ongoing basis with the result that the Group's exposure Financial Assets
to bad debts is not significant. Trade and other receivables - 241 - 241
Total - 241 - 241
There are no significant concentrations of credit risk within the Group.
. L . Financial Liabilities
Maximum exposure to credit risk at reporting date:
Consolidated Trade and other payables - 1,353 - 1,353
31 Dec2014 31 Dec 2013 Total - 1,353 - 1,353
Note $'000 $'000
Financial Assets
Trade and other receivables 8 241 310 Fair Value Hierarchy as at 31 December 2013
Net exposure 241 310 Level 1 Level 2 Level 3 Total
Financial Assets
Impairment Losses Trade and other receivables - 310 - 310
None of the Group's receivables are past due at 31 December 2014 (2013: Nil)
Total - 310 - 310
Liquidity risk
o . . o . o Financial Liabilities
Liquidity risk is the risk that the Group will not be able to meet its financial obligations as they fall due.
Trade and other payables - 718 - 718
The Group's approach to managing liquidity is to ensure, as far as possible, that it will always have sufficient Total - 718 - 718
liquidity to meet its liabilities when due, under both normal and stressed conditions, without incurring unac-
ceptable losses or risking damage to the Group's reputation. The fair values of the financial assets and financial liabilities included in the level 2 category above have been
determined in accordance with generally accepted pricing models based on a discounted cash flow analysis,
The Group's objective is to ensure that sufficient funds are available to allow it to continue its exploration with the most significant inputs being the discount rate that reflects the credit risk of counterparties.
activities.

The remaining contractual maturities of the Group’s and parent entity’s financial liabilities are:

Consolidated
31 Dec 2014 31 Dec 2013

Note $'000 $'000
6 months or less 1,318 718
6-12 months 35 -
1-5 years = -
over 5 years - -
1,353 718
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20 CAPITAL MANAGEMENT

The Group's objectives when managing capital are to safeguard the Group's ability to continue as a going
concern in order to provide returns for shareholders and benefits for other stakeholders and to maintain an
optimal capital structure to reduce the cost of capital. The management of the Group and the Group's capital
is regularly reviewed by the Board. The capital structure of the Group consists of cash and bank balances
(Note 7) and equity of the Group (comprising issued capital, reserves and retained earnings as detailed in
Notes 13 and 14). 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.

21 EVENTS AFTER THE REPORTING DATE

On 7 April 2015, the Company announced the successful completion of a farmout agreement with BG Inter-
national Limited and BG Mongolia Holdings Limited (“BG Group”). Under the terms of the farmout the BG
Group will acquire 78% of Blocks IV and V in exchange for agreeing to fund Petro Matad’s share of a mutu-
ally agreed US$28 million work programme which will fulfil the minimum work obligations for both Blocks
within the current licence period to July 2017. To accelerate the exploration evaluation process the majority
of the work will be undertaken in 2015 and 2016. Petro Matad will also receive additional cash consideration
of US$4.55 million to fund ongoing operations and obligations.

On 23 April 2015, pursuant to the Group's Plan, 5,750,946 shares were awarded upon exercise of Conditional
Share Awards with an exercise price per share of $0.01. Of the 5,750,946 Conditional Share Awards shares is-
sued, 5,229,255 of the Conditional Share Awards shares relate to the Conditional Share Awards programme.
The other 521,691 Conditional Share Awards shares are pursuant to the Group's Plan.

On 22 June 2015 all conditions to the farmout were satisfied and unconditional status was therefore re-
ceived. On the same date $2,750,000 cash consideration was received from BG Group. The remaining cash
consideration of $1.8 million under the terms of the farmout agreement will be received over the next
thirty months - $300,000 of which will be received shortly, with the balance being received in increments of
$50,000 per month.

DIRECTORS’
DECLARATION

In accordance with a resolution of the Directors of Petro Matad Limited, I state that:
In the opinion of the Directors:

(@) 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 2014 and of its performance and cash flows for the year ended on that
date in accordance with International Financial Reporting Standards as adopted by the European Union,
mandatory professional reporting requirements and other authoritative pronouncements of the International
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

;4/

John R Henriksen
Director
29 June 2014
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Independent Auditor’s Report
to the Members of Petro Matad Limited

We have audited the accompanying annual financial report of Petro Matad Limited which comprises the
consolidated statement of financial position as at 31 December 2014, the consolidated statement of profit or
loss and other comprehensive income, the consolidated statement of cash flows and the consolidated
statement of changes in equity for the year then ended, notes comprising a summary of significant
accounting policies and other explanatory information, and the directors declaration 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.

This report is made solely to the company’s members, as a body, in accordance with Section 80C of the Isle
of Man Companies Act 2006. Our audit work has been undertaken so that we might state to the company’s
members those matters we are required to state to them in an auditor’s report and for no other purpose. To
the fullest extent permitted by law, we do not accept or assume responsibility to anyone other than the
company and the company’s members as a body, for our audit work, for this report, or for the opinions we
have formed.

Directors’ Responsibility for the Financial Report

The Directors are responsible for the preparation of the financial report that gives a true and fair view of the
consolidated financial report in accordance with International Financial Reporting Standards as adopted by
the European Union, 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 due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on the financial report based on our audit. We conducted our audit
in accordance with International Auditing Standards. Those standards require that we comply with relevant
cthical 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 selected 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 financial report in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
entity’s internal control. An audit also includes evaluating the appropriateness of accounting policies used
and the rcasonableness of accounting estimates 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.

Liability limited by a scheme approved under Professional Standards Legislation.

Member of Deloitte Touche Tohmatsu Limited

Deloitte

Opinion

In our opinion, the consolidated financial report gives a true and fair view of the consolidated entity’s
financial position as at 31 December 2014 and its financial performance and cash flows for the year then
ended in accordance with International Financial Reporting Standards as adopted by the European Union and
have been properly prepared in accordance with the requirements of the Isle of Man Companies Act 2006.

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 $3.940 million (2013: Loss of $7.498
million) and experienced net cash outflows from operating activities of $2.291 million (2013: $6.141
million) for the year ended 31 December 2014. 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 ability of
the company and the consolidated entity to continue as going concerns and therefore, whether they will
realise their assets and extinguish their liabilities in the ordinary course of business.

Delofe Touebe [daton

DELOITTE TOUCHE TOHMATSU
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