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Enkhmaa Davaanyam

Chairperson

Ms. Enkhmaa is the CEO of Petrovis Group, Mongolia’s largest fuel supplier. Ms.
Enkhmaa has over 18 years of international experience in financing and risk
management of mining, infrastructure and energy projects and commodities
trading. 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. Ms. Enkhmaa was appointed as Petro Matad'’s Chairperson in 2015.
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Michael Buck
Chief Executive Officer (CEO)

Mr. Buck is a geologist/geophysicist by training and joined the oil industry in
1979. He spent 20 years with LASMO PLC working first as a prospect generator
focused on the UK continental shelf. He then moved to international assignments
in Indonesia, Colombia, Vietnam and Libya and was involved in the discovery
of several commercial oil and gas field. Following Eni's takeover of LASMO,
Mike became Managing Director of Eni Pakistan and then Managing Director
of Eni Iran, working on major oil and gas developments in both countries. In
2006, Mike joined S E Asian focused Salamander Energy PLC as Chief Operating
Officer. After the takeover of Salamander by Ophir Energy he was retained to
help with the integration process following which he consulted for a number
of companies in the S E Asian region before joining Petro Matad. Mike has ﬁ
worked on all aspects of the E&P value chain. He holds a BSc in Geophysics from b
Liverpool University and an MSc (with Distinction) in Petroleum Geology from

Imperial College, London.
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Dr. Oyungerel Janchiv

Non-Executive Director

Dr. Oyungerel graduated from the Institute of Petrochemical and Gas Industry,
Moscow in 1979. She began her career as an economist at the Ulaanbaatar Oil
Terminal and in 1982 became the Chief Economist at the Petroleum Supply
Department at the Mongolian Ministry of Transportation where she was
employed until 1991. In 1991, she was appointed the CEO of the Petroleum
Import 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 Mongolian
Mining Corporation (MMC) which is listed on the Hong Kong Stock Exchange.
MMC is a high quality coking coal producer and exporter in Mongolia. On 15
August 2014, she was appointed as the Chairperson of Ard Financial Group.
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Timothy Bushell

Non-Executive Director

Mr. Bushell is a qualified geologist with more than 35 years’ experience in the
oil and gas industry. He has worked for British Gas, Ultramar, LASMO, and
Paladin Resources. Most recently Tim was Chief Executive Officer at Falkland
Oil and Gas Limited and Director/co-founder of Core Energy AS (now Point
Resources AS). He is currently serving as a Non-Executive Director on the
Boards of Rockhopper Exploration PLC and Genel Energy Limited. He is also a
Director of Point Resources AS and Redrock Energy Limited.
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John Henriksen
Chief Financial Officer (CFO)

Mr. Henriksen has 35 years’ of experience in the international oil industry and
in April 2012 assumed the role of CFO for the Petro Matad Group, based in
Ulaanbaatar. Prior to this he was the Country Manager for Salamander Energy’s
Indonesian operations. Prior to Salamander, Mr. Henriksen worked in senior fi-
nancial roles for VICO, ENI, LASMO, and Hudson'’s Bay Oil & Gas, ultimately be-
ing responsible for all aspects of financial management, reporting and internal
control. A substantial portion of Mr. Henriksen’s career has been spent overseas
in developing countries and as a result he has a full understanding of cultural
sensitivities and working with local governments and partners. Mr. Henriksen
is a qualified Accountant and holds a Bachelor of Commerce degree from the
University of Alberta in Canada.
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Your Directors submit their report for the year end-
ed 31 December 2017.

Petro Matad Limited (Company) a company incor-
porated in the Isle of Man on 30 August 2007 has
four wholly owned subsidiaries, including Capcorp
Mongolia LLC and Petro Matad LLC (both incorpo-
rated in Mongolia), Central Asian Petroleum Cor-
poration Limited (Capcorp) and Petromatad Invest
Limited (both incorporated in the Cayman Islands).
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
*  Enkhmaa Davaanyam
*  Philip Arthur Vingoe (Retired 10 March 2017)
*  Amarzul Tuul (Stepped down 11 September 2017)
* John Rene Henriksen
* Mehmed Ridvan Karpuz
(Stepped down 15 October 2017)
*  Timothy Paul Bushell (Appointed 10 March 2017)
*  Michael James Buck
(Appointed 1 November 2017)

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 2017 was $9.93 mil-
lion (31 December 2016: Profit $10.90 million).

During the year the Group focused on explora-
tion activities on its Production Sharing Contracts
(PSCs) with the Mineral Resources and Petroleum
Authority of Mongolia (MRPAM) on Blocks 1V, V
and XX in Mongolia.

Changes in State of Affairs

On 1 February 2017, following the withdrawal of
Shell's Affiliate from Mongolia, $5 million was re-
ceived from the Affiliate, which was in relation to
an agreement that such amount would be paid
upon receipt of Mongolian government approval
for the reassignment of Blocks IV and V interests
back to the Company which was received on 15
December 2016, with the Protocol of Assignments
signed on 18 January 2017.
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On 24 March 2017, 197,500 shares were issued to
Directors and employees upon exercise of Options
under the Group's Long Term Equity Incentive Plan
(Plan), with an exercise price per share of GBP0.11.

On 24 March 2017, 75,000 shares were awarded to a
Director upon exercise of Options under the Group's
Plan, with an exercise price per share of GBP0.0788.

On 24 March 2017, 16,000 shares were awarded to
a Director and employees upon exercise of Options
under the Group's Plan, with an exercise price per
share of GBP0.1975.

On 24 March 2017, 141,000 shares were awarded
to employees upon exercise of Options under the
Group's Plan, with an exercise price per share of
GBP0.0888.

On 8 May 2017, the Company announced a Private
Placement/Convertible Note arrangement with Ber-
gen Asset Management, LLC (Bergen), which pro-
vides staged private placements of up to $43,200,000
worth of new ordinary shares in the Company and
a convertible instrument with a nominal value of
$2,000,000. The staged private placements were
planned to occur over a period not exceeding 15
months and the value of each tranche ranging be-
tween $1.2 million - $3 million per month, the pre-
cise amounts being subject to mutual agreement.

On 11 May 2017, the Company issued 5,651,951
commencement and collateral shares to Bergen as
part of the initial closing under the Private Place-
ment arrangement.

On 16 May 2017, the Company received $1,235,000
from Bergen for the first tranche and collateral
shares payment.

On 13 June 2017, the Company issued 9,507,963
new ordinary shares to Bergen in relation to the first
tranche payment.

On 14 June 2017, the Company received PSCs ex-
tension approvals from MRPAM for Blocks IV and V.
These extensions are for two years to 29 July 2019. A

further extension of two years is allowed under the
PSCs. The agreed financial commitments for obtain-
ing the extensions are $5 million for Block IV and $2
million for Block V.

On 21 June 2017, the Company received $1,200,000
from Bergen for the second tranche payment.

On 18 July 2017, the Company issued 13,389,719
new ordinary shares to Bergen in relation to the sec-
ond tranche payment.

On 16 August 2017, the Company received
$1,500,000 from Bergen for the issue of a convert-
ible note.

On 1 September 2017, the Company issued
16,784,344 new ordinary shares to Bergen in relation
to the issue of a convertible note.

Significant Events after Reporting Date

On 9 February 2018, the Company issued 59,167,335
shares through direct subscriptions at a price of
GBPO0.065 per share.

On 9 February 2018, the Company concluded a
placement by issuing 19,708,520 shares at a price
of GBP0.065 per share arranged through its broker,
Pareto.

On 9 February 2018, the Company concluded a
placement by issuing 67,057,398 shares at a price
of GBP0.065 per share arranged through its broker,
Stifel.

On 9 February 2018, the Company concluded a
placement by issuing 40,654,376 shares at a price
of GBP0.065 per share arranged through its broker,
Stockdale.

On 14 February 2018, pursuant to the Group's Plan,
5,507,533 Bonus Share Awards were issued to Direc-
tors and employees. These have an exercise price
per share of $0.01.

On 3 April 2018, 2,598,911 shares were awarded
to employees upon exercise of Awards under the
Group's Plan, with an exercise price per share of
$0.01.

On 16 April 2018, 2,868,065 shares were awarded to
Directors and employee upon exercise of Awards un-
der the Group's Plan, with an exercise price per share
of $0.01.

Dividends

No dividends have been paid or are proposed in re-
spect of the year 2017 (2016: Nil).

Future Developments

The Group will continue to pursue exploration proj-
ects within high graded exploration areas in Mon-
golia.

Indemnification of Officers and
Auditors

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

Environmental Regulation

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

DIRECTORS’' REPORT

Auditors

Bentleys (WA) Pty Ltd, being eligible, has indicated
its willingness to continue in office.

Rounding

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

Signed in accordance with a resolution of the Direc-
tors.

;A/

John R Henriksen
Director
4 June 2018
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SUMMARY

2017 was a challenging year which commenced with an
expectation that the Company would conduct its first drilling
operation for more than six years. Snow Leopard-1 (Irves-1) in
Block V was planned to be drilled in the second half of 2017
and would have been the first exploration well drilled in this

While disappointing, this did provide the Company
with additional time in which to review and revise its
financing and operational strategy. In October 2017,
the Company appointed a new Chief Executive Officer,
Mr. Mike Buck, who brought with him considerable
international exploration and production expertise,
including experience in raising equity funding. With the
full support of the Board, in January 2018 the CEO and
the Technical Non-Executive Director, Mr. Tim Bushell,
embarked on an equity raise roadshow, with a view
to replacing the Company’s previous equity financing
arrangements. Meetings were held with more than
50 institutions and potential investors to present the
exploration strategy and the opportunity was well
received, with investors participating in a placing to
raise $16.8 million at 6.5p per share. The Company's
largest shareholder, Petrovis Matad Inc, once
again showed its full support of, and commitment
to, the Company as the largest participant in the
raise. Additionally Petro Matad's management also
participated. At the time of publication the shares
are currently trading at 12p.

The fundraise has enabled the Company to
implement an aggressive, impactful and exciting
drilling programme in 2018.

2017 REVIEW

Governance

During 2017, the Company strengthened its Board
with the addition of Mr. Tim Bushell as Technical
Non-Executive Director (in April) and Mr. Mike Buck
as Chief Executive Officer (in October). Both are
qualified geoscientists and each has more than thirty
years of related experience in international upstream
oil and gas exploration and production.

International Association of Oil and Gas Producers
(IOGP) guidelines and has been rolled out and
implemented within the Company. All incidents are
fully investigated, recorded and classified according
to IOGP guidelines and learnings are shared through
the management review process.

The Company is fully committed to environmental
protection and ensures all practical measures are
implemented. National and international standards
are strictly followed with reference to ISO 14001 as
the benchmark.

Both the Company and its sub-contractors followed
all prescribed procedures during 2017 operations
which were conducted in full legal compliance at
all times. Environmental specialists were contracted
to undertake base line and environmental impact
studies and to generate independent reports on the
Company's compliance to environmental policies.
There were no environmental incidents during the
Company'’s field activities in 2017.

The Company had no lost time injuries (LTI) and no
reportable incidents during the year. The Company
has an overall goal of zero LTI and strives to maintain
this in all of its activities.

Community Relations

The Company takes its responsibilities in community
engagement and relations very seriously. In advance
of any work programme activity being undertaken,
the Company obtains the necessary approvals
from industry regulator, the Mineral Resources
and Petroleum Authority of Mongolia (MRPAM),
and then participates in joint meetings with the
regulator and the local communities to present
and discuss planned activities. In addition to
meeting local government officials, the socialisation
programmes will also normally include town hall

part of Mongolia. As the year progressed, it became evident
that the drilling rig contracted for the programme would not HSSE
achieve the required certification to international standards, in
time to allow the well to be completed prior to winter setting
in. The Company therefore took the decision to defer drilling
until 2018.

meetings where questions from local residents are
answered. Company representatives will also meet
with nomadic herders who may be in proximity to

As part of the Board's ongoing process of continual )
planned operations.

improvement the Company's Health, Safety,
Security and Environmental Management System
(HSSE MS) has been fully structured to follow

PETRO MATAD LIMITED 17
ANNUAL REPORT 2017




(=1

PETROMATAD

A focused programme of community projects
is undertaken in areas where operations are
conducted, and this is done in cooperation with
local government.

The Company views the successful engagement
with local communities as a key to conducting safe
and successful operations.

PSC Licences

On 15 June 2017, the Company announced that the
MRPAM had formally approved an extension of the
exploration period for the Blocks IV and V Production
Sharing Contracts (PSCs), for 2 years each, until 29
July 2019. A further two-year extension is provided
for in the PSCs, which the Company will be eligible
to apply for in early 2019. In exchange for these
extensions, the Company agreed to further commit
$5 million in expenditure in Block IV and $2 million
in Block V. These additional commitments, along
with the commitments in the first eight-year terms
of the PSCs, will be fully met by the planned 2018
drilling programme.

In October 2017, the Company lodged an
application with MRPAM to extend the PSC on Block
XX for a further two years. This was approved in
early 2018. The term of the PSC now runs to July
2020. No additional work programme or financial
commitment were required to obtain the two-
year extension. The outstanding commitment in
the previous term will be carried forward into the
extended term.

Operations

The 2017 work programme was initially focused on
preparations for drilling wells in Blocks IV and V in
western central Mongolia. The tender processes for
the planned drilling programme commenced in late
2016. A significant number of companies expressed
initial interest in providing rigs, and after pre-
qualification processes were completed three valid
bids were received. Evaluation and negotiations
followed which eventually led to the award of the
drilling contract to Sinopec. Subsequently, the
Company's primary focus was to prepare for drilling
and to work with Sinopec to ensure the rig achieved
certification to international standards prior to
mobilisation.

As previously announced, the Company took
the decision to defer the planned 2017 drilling
programme as the rig had not achieved certification
in time for the drilling to be conducted before winter
set in. While this was an unfortunate outcome, the
Company had no choice but to delay the drilling
programme once it was clear that rig certification
to recognised international industry standard,
a prerequisite for Petro Matad, would not be
achieved within the required timeframe. Sinopec
did eventually achieve the required rig certification
in October 2017, meeting all of the Company's
requirements and the rig is in good working
order and ready to undertake the planned drilling
programme in Blocks IV and V in 2018.

With the postponement of the 2017 drilling
campaign, the Company re-evaluated its work
plans for the remainder of the year and decided to
accelerate a programme of 3D seismic acquisition in
the Tugrug Basin in Block V, with a view to optimising
the 2018 drilling programme. The Tugrug Basin has
long been of particular interest as the TSC-1 core
hole, drilled by Petro Matad in 2011, had proved a
working petroleum system with the discovery of live
oil staining in sandstones and basement rocks. The
interpretation of previous 2D seismic programmes in
the basin had resulted in the mapping of attractive
prospects, but sub-surface structural complexity
was such that it was determined that a 3D seismic
programme was needed to reduce pre-drill risks.

A 200km? 3D seismic survey was successfully
acquired in November and December 2017. A
planned 2D survey, also in the Tugrug Basin, was
postponed to avoid disturbance to local herders in
what, at the time, was the only piece of winter pasture
not snowbound in the area. The acquisition crew
subsequently moved to Block IV to acquire 204 km
of 2D seismic in the Khangai Basin. This programme
was designed to evaluate a newly defined deep
and prospective basin in Block IV evident on only
two regional 2D seismic lines and on 2015 high
resolution gravity and magnetics data. Acquisition
was completed successfully in early 2018.

Farmout

Following the exit of Shell from Blocks IV and V
after its takeover of Petro Matad's partner BG
Group, the Company initiated a farmout process
that ran through most of 2017. The goal was to find
a well-financed and experienced partner for the
exploration campaign planned on Blocks IV and V.
Whilst most companies that attended the data room
were very positive about the technical aspects of the
opportunity, the year passed without any firm offers
to farmin. From the feedback received Petro Matad
believes this to be a combination of the high hurdles
companies place, when considering new country
entry decisions, along with a continued lull within
the exploration farmin market following the 2015
decrease in oil prices.

Petro Matad’s successful equity raise in early 2018
has fully financed the Company for its planned 2018
work programme, with the requirement for a farmout
less pressing to the business at this stage. This allows
the Company to be more strategic in its thinking
and a farmout that enables a significant expansion
of the work programme could be an attractive
proposition if achievable on good commercial terms.
With evidence of a gradual improvement in market
sentiment towards exploration, it was decided to
continue the farmout process into 2018. This has
allowed the Company to gauge market interest and
the Company will evaluate any proposals that may
be forthcoming.

2018 OUTLOOK

With funding secured for the high impact
exploration drilling programme, 2018 is going to be
a very exciting year for the Company. Preparations
are in hand to spud the first well, on the Snow
Leopard prospect in Block V, in July 2018. This is
to be followed back to back by a well on the Wild
Horse prospect in Block IV. These two targets have
estimates of 90MMbo and 480MMbo respectively of
prospective resources, presenting excellent success
case economics. In Block XX, five lease line prospects
have been identified straddling the boundary of Petro
Matad’s Block XX and Petro China’s producing Block

DIRECTORS’' STATEMENT

XIX to the North. These targets offer prospective
resources in the range of 15 to 28MMbo and have
high chance of success with the potential for early
commercialisation via production through adjacent
processing and export facilities. Drilling in Block XX
is expected to commence in the second half of 2018.

CONCLUSION

The Directors would like to express their appreciation
to the staff of Petro Matad, both technical and non-
technical, who have worked with enthusiasm and
diligence throughout the year. The Board looks
forward to an exciting time ahead with the full
commitment of the Petro Matad team. The Board
would also like to express its gratitude to shareholders
for their continued support of the Company.

Board of Directors
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TY3-UNH
rMwyYyYanmH
M343rnan

AJIBAH BYC OPYYVYIJITA

XYPAAHTYW

3ypraaH >Xu rapyi xyraliaa eHrepcHuin gapaa gaxuH epemaner
XUMAH3 T3C3H XYN33NTTN 3x31C3H 2017 OH KOMMaHWIH XyBbj,
H3MH COPUNTTONM Xun 6ok eHrepnes. V TanbanH Mpeac-1
yooHornr 2017 oHbl XOépayraap xaracT epemgexeep
TeNeBneceH HancaH 6erees 3H3Xyy LLOOHOT Hb MOHFOM OpHbI
Tyc ByC HyTart epemMAersex aHxHbl XalryyablH LLOOHOr 600X
6aiB. AXbIT XUAAMIX33P FIPINCIH OPMUINH LlaMxar Hb OJIOH
YACbIH CTaHAapTaZ HWNLC3H, LWaapgnaraTt FapyUuaradKyyasnT,
6aTanraaxkyynantbir LLOOHOTUIT ©Be/1 6ONOX00C eMHe Ayycrax
60M0MXTOW Baix uar xyralaaHg Hb aB4 aMXXUXTY Hb axJblH
ABLaA ToAopXxon 601COH. VIHr334 KOMMaHu epemanerniiH
axbir 2018 OH pyy LWXMKYYAIX WWAABIP rapracaH FoM.

Taaryli Xagui 4 3H3 Hb KOMMaHWZ caHxyy 6O/NOH yiin
aXuanaraaHbixaa CTPATErMAr HATTAAH LIaNrax, @epUmiIxKX
cavixpyynax axuy Lar, xyrauaa rapracaH. 2017 oHbl 10-p
caps, EpeHxuid ryrusTtrax 3axvpiblH anbaH Tylwaang
HOEH Malik bakuir WWH33p TOMUACOH 6a TaP33P
Xanryyn, onbopAONTbIH TalblH WX33X3H O/NOH Y/ICbIH
M3AJ13T, SKCMEPTU3 aBYpaaz, 30rCOXryn CaHxyy>XuATuiiH
XepeHre 60ocrox TypLuiaratait H3raH oM. TY3-nitH 6ypaH
O3MXKN3rTarasp 2018 owHbl 01-p caps KOMMaHWIAH
EpeHxuli ryiuaTrax 3axvpan TEXHWKWUIH TaiblH XapaaTt
6yc 3axupan HOEH TuM bylennbiH xamMTaap XepeHre
60Crox M3A33//IMINH asHr 3XAYYACOH 6a KOMMaHWIH
YPbAbIH XUNCIH CaHXYY>XUNTUAH TOXMPOLLOOT COMMX
30puAroTon GaiB. XalryynblH cTpaTerna TaHwLyynaH
50 rapyn ©Gaviryynnara,  GONOMXUT  XOpPeHre
opyynaruvatain  yynsant XuWNCIH 6ereeg  3H3 YN
aXunanaraa amxunTTanm 60K H3r xyBbuaar 6.5 neHc
CTEPAVHIAIP YHI3H 16.8 cas am.pgoanap 6ocroxon,
XOPeHre opyynaruung xyBbliaa aB4y opoaunoo. MaHaw
KOMMaHWMH XaMI1IiH TOM XyBbLiaa 333MLmnry MNeTposuc
Matag, KOMMaHu yr XepeHre OO0CroNTOHA XaMruiH
TOM OpOALOrY Hb 6OalicHaapaa KOMMaHWWAr OGypaH
O3MXKAST, KOMMNaHWUA 6ypaH UTrax Galiraaraa AaxvH Har
xapyynanaa. TyyHuasH [letpo MatagbiH yampanarbiy
6ar YyHZ OPOJLCOH. DHAXYY TalnaHr raprax 6y 3H3
Lar yeg xyBbLiaa 12neHc cTepanHIasp apwmkaanargax
6aiiHa.

DHIXYY X6peHre 60CroNT MaaHb KOMMaHWA 3pYNMTIN,
OHAGP HOJee Y3YY/3X, CITF/I XOANreM epPeMAerniiH
xeTenbepuiir 2018 oHA X3P3rKyyn3x HONOMXK ONTOOZ
6aiiHa.

2017 OHbl TOUM

3acarnan

2017 OHZA KOMMaHW Hb TEXHWKMIH TasblH XapaaT byc
3axmpnaap HOéH Tum bywennbir (04-p capa), epeHxui
ryAu3TraX 3axupnaap HoéH Maink bak (10-p capg)
HapbIr TOMUAOH TY3-WIH XyuuiAr 3y3aatranaa. Xo&yn
Malll YaZBap/ar reo-LUnHXI3X yXaaHbl MIPraXUATHYYA,
6erees raspblH TOC, XWIH Xalryyn, 0On60pPAOATbIH
TanbapT ryy WYY OXKWAWNAH ONOH YACbIH aX/blH
TypLunaraTam Xymyyc rom.

XAB3ABO

TY3-eec KOMMaHWH YW  aXwuanaraar TOrTMOAN
calxpyynax 30pUATOOP aBY X3P3MKYYAA3M  aX/blH
XYP33HJ, KOMMNaHWMH XeaenMepuiiH atoyaryi bangan,

Spyyn axyi, bairanb OpUHbl MEHEXMEHTUAH CUcTeM
(XAB3ABO-bI  MC)-uiir  ONOH  yACbIH ra3pbiH  TOC,
GarranMinH  xun  onbopnoruabiH xon6oo (IOGP)-
Hbl YAVPAAMXUIAT Mepaex 6apuMmTiax 30puaroton
6yTu3A  OYpaH oOpyynaH  H3BTPYYMK, KOMMAHWAH
YA axunnaraang awwvriax 6ainHa. AnvBaa rapcaH
Toxuongabir  IOGP-Hbl  yaupaaMxuinH - garyy  6ypaH
Wwanrax, OypTrax, aHrungar 6a 34r33p3sc oK aBy,
cypanLcaH 3yWACUIr yaupAnarbiH XAHaNTbIH YA ABLIbIH
XYPI3HA Llaall Tyra343r.

KoMnaHu Hb 6Galiranb OpuYHbIr Xamraasax Tan [A33p
eHAep Xapwyusaratain axuanagar 6erees aBy 600X
BYX apra Xamxaar Xaparkyynsx 60A0MX0o0p XaHragar.
ISO 14001-mir sxnwnr 60ArOH YHAICHUI BONIOH O/I0H
YNCbIH CTaHAAPTYYABIT YaH MOpPAeH axuanax barHa.

2017 OHbl YAN  axwuanaraaHbl SBUAZ  KOMMaHU
6ONOH TycnaH rymuaTraIrYmg uar med 6ypt 3aargcaH
TOPYM XYPMbIT MOPAeX, Xyylb AYPMUIAH XYpP33HZ
axwunnacaH. Cyypb cypanraa 60soH bairanb OpuHbI
HONeeNNNIAH YHINT33 XUWAAr3X, KOMMaHWIH 6Galiranb
OPYHbl YT BOANOrbIH BUENYYAINTIH A33p Xapaat byc
TainaH rapryynax 33parT 6airasb OpUHbl MIPIaXKANIH
Ganryynnaryys rapaaik  axwanyyncaH. 2017 oHg
KOMMaHUH Tanbal f33px YN axuanaraaHbl fBLAZ,
sAMapBaa HaraH Haliranb OpUNHTON X0N600TON 38pUn
rapaaryi 6osHo.

KoMnaHuiiH XyBbA, TanaHT XUAUAH TypLumg Xyrauaa
anpacaH  rmTan (LTI) 3cBan  TamnarHaBan — 30XMX
TOXVONANYYA rapaaryii. KoMnaHuitH epeHxuin 30puaro
6on LTI-uiAr Tar Garinrax 6erees YYHUWrss 6yx yun
aXxunnaraaHgaa Uaallng XagramK YAAIXWUNAT XUUIK
6aliHa.

ONOoH HUITUIAH Xapuauaa

KomnaHn ONOH HUWTWIAH  OpoOALL0O, XapwilaaTai
XonbooToW xapuyusaraa Mall uyxang y3gar. Anvsaa
XK/bIH XETeN6epUr 3xayya3X33C 6MHE KOMMaHU Hb
Waapgnarataii 3eBLUeePAYYAUIAT canbap XapuyucaH
areHTaar ALLMIT ManTMan, raspbiH TOCHbI rasap (AMITT)-
aac aBgar 6a YYHWUI YHAC3H A33p TONeBN6CeH Yia
aXwuanaraaraa TaHUALYYAX, X3N3L3X 30pUArOTONroop
OPOH  HyTar, OJIOH HWWT, J33pX  areHTaarvinH
OpOJILOOTOV XamTapcaH yyn3antyysas opoaugor. OpoH
HYTIMIAH 3acar 3axupraaHbl anbaH TyllaanTHyyATau
YYN3aNT XVAXWUIAH 33P3rL33 HUATMUIAH XOMKWu, OpPOH
HYTTUAH  XaMTblH  aXwanaraaHbl  XeTenbepyyAninH
XYP33HJ, OPOH HYTIUIH VPr3AWiH acyynTaHs, xapuynax
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YYN3anTbir TyxalH ra3pbiH 3axupraaHbl 6alripaHs Hb
30XMOH Bawryyngar. MeH KOMMNaHWMH Teneenerung yimn
axuwinaraa siByynaxaap Te/NeBN6COH rasapT OMpOJIL00
ambJapiar 3CB3/1 HyTarniagar HYYA3NYMH Manuuatai
yyn3ax spuaugar.

Yin axwnnaraa sByyax 6aiiraa raspyyaas OpoH HyTar
pyy TeBNOPCOH XxoTenbepyyaunr HyTruiiH 3axmpraatam
XaMTpaH X3p3rKyyaa3r.

KoMnaHwu atoynryi 6erees amxuntran yin axuanaraa
X3PIMKYYAIXUAH FON TYAXYYP 60N OPOH HYTIUIAH TyAXYY
OPOJILLOO, XaMTbIH axuaaaraa XaM33H y343r.

ByT33rasxyyH XyBaax M pasHyya,

AMITT IV, V Tan6aiiH byTaarasxyyH Xysaax p33 (BXT)-
HWUW XalryysblH XyrauaaHbl TyC 6yp 2 xuaninH byroy 2019
OHbl 07-p capblH 29-HWIAT XYPT3/AX CyHranTbir anbaH
écoop 3eBLUeepcHMIr koMnaHn 2017 oHbl 06-p capblH
15-Hbl 80P M3A3rACIH. BXI-HA AaxuH 2 XKUAWIAH CyHranT
TycrargcaH 6angar 6a komnaHu 2019 oHbI 3X33p YYHA
XYC3A1T raprax 3pxtai 6anx rom. [133px CyHranTblH Xxapuys,
KomnaHu 5 casa am.gonnapbir IV Tanbain g33p, 2 cas
am.gonnapeir V tanbari A33p H3IM3NTI3P 3apLyynaxaap
TOXVIPCOH. DAr33p H3M3AT amMaantyys Hb BXI-Hun
3XHWUW HaMaH XWIWNH XyralaaHbl aMaanTyyAblH XamT
2018 oHp TeneBneceH epemanervuinH xetenbepuir
X3P3MKYYACH33p BYp3aH Brenarasx 60Ho.

2017 oHbl 10-p capa komnaHu XX TanbaH BXI-r
JaxWH 2 XXWA33p CyHryynax xycant? AMITT-T TaBbcaH.
OH3 Hb 2018 OHbI 3x33p 3eBLUEEpersceH 6oaHo. BXI-
HuI xyrauyaa 2020 oHbl 07-p cap XypTas YPrakKuaH3.
OH3 2 XWUAWUMAH CYHranTbir aBaxblH TYAZ HIM3AT aX/blH
xeTenbep 3CBaN CaHXYYrMilH aMnanT Wwaapgargaaryi 6a
OMHexX XyrauaaHbl OVenyyn3sryid amnantbir CyHracaH
Xyrawaa pyy LUMAKYY/I3H TOOLLOX FOM.

Yin axxunnaraa

2017 oHbl ax/iblH xeTenbep aHxnaag MOHron opHbl
6apyyH-TeB Xx3carT bavpnax IV, V Ttanbaihg uooHor
epemaexes  631Traxas  TeBnepu  HaB.  DHIXYY
TONeBNOreeT OpMUNH  XOTeNbepuinH  TeHAEePUH
yin axwunnaraa 2016 OHbl Cyyn33p 3X31C3H HancaH.
Han334 onoH KoMnaHW epMuiiH LlaMxraa opoJLyynax
COHUPXI00 WUN3PXMIIXK balcaH bGerees ypbaumacaH
COHIOH lafrapyynant JyyccaHbl Aapaaraap rypsaH
Waapa/iara xaHraxywL, TEeHAEPWUNH MaTepuan Xya33H
aBcaH. YH3/1rss OONOH X3M13/1U3PYYAUAH YP  AYVHA
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CuHoneKk epemaneruiiH  rapasar aBax KoMmmMaHuap
3L3CT33 TOAOPCOH oM. VIHM34 MaHai KOMMaHWiiH ron
aHxaapan epemMaNerniiH axung 631Trax, MeH epMuitH
LLaMXTUIAT HYYAraxa3Cc eMHe O/IOH YACbIH CTaHAapTaj
HUALYYI3H  TIPUWMATIIXYYA3H  BaTanraaxyynaxas
CVHOMEKT3 XaMTpaH axuanax 6ans.

OMHe M3433/mK  HalicaHunaH ©epMUIAH  LLaMXTUIAH
rapunara’, bHartanraaxkyynant  uLartaa - amaaryiwH
yimMaac epemAneruiiH axun esesn 6010XxooC eMHe
Ayycaxaapryin 6ONCOH Tyl KOMMaHW TeneBneej
6aricaH 2017 OHbl 6PMUIH XOTeNBePUIAT XOWLNyynax
WNAAB3P rapracaH 6wa33. DH3 Hb X3AMIII3P Taarym
3ynn bGaincaH 4y lMeTpo MaTtagbiH wWwaapaax 6HancaH
canbapblH X3MX33HZ XY/193H 3eBlUeeperaser OJIoH
YACbIH  CTaHAapTag HUWLCIH OPMWUMH  LaMXTUIH
FIPUMUAMIKYYAINT,  BaTanraaxyynant  WwaapAnarat
XyrauaaHz, aMXWxryim Hb ToAopxon 6osox yes
KOMMaHWA, epeMANervinH axJsbir Xonwnyynaxaac eep
COHroAT ynA33ryin oM. CHMHOMEeK ePMUNH LaMXTUAH
WaapAnarata rapumarad, 6Gatanraaxyynantoir 2017
oHbl 10-p capg rapryy/mix, KOMAaHuiH TaBbX baincaH
Oyx LWaapanaryyablr xaHracaH 6a epMuiH Lamxar
ogoo 2018 oHbl IV, V TanbaitH Tenesnereet epmuiiH
XOTONBePUIAT X3PIMKYYA3X34 63/13H bargans baiHa.

Wiinxyy 2017 OHbl epemanerviiH  KamMmnaHUT axun
XOWWMWACOH TYn >KUAUAH YAACIH XyrauaaHz —Xuiix
aXJIblH TeNeBnereeree 3praH xapx, 2018 oHbl ©PMUIH
XeTeN6epuIir nayy OHOBYTON BOArOX 30PUATOTOMIOOP
V T1anban pax TerperuiiH 6accelHbl 3  X3MXK33CT
YAYUPXUANAUAH  XOMXKUATUAH  aXbll  Typracrax
LINAAB3P rapracaH. TerpervinH 6accerH Hb aHxHaacaa
OUAHUIA COHUPX/IBIT MX33p TaTax bancaH. Yuup Hb
MeTtpo MaTagbiH 2011 oHz epemaceH TSC-1 A333KHURA
LLOOHOTOOC A33XKWMAC3H 3/1C3H uynyy 6GONOH cyypb
YyNyyHA aMbg, TOCHbI TON60 TOrTOOrA0X, NeTpPoaeyMbIH
cncTeM axuanax bynr xapyyncaH oM. JH3 HacceinHp
OMHO Hb XUMAMACIH 2 X3MX33CT  YNUUPXUANAUIAH
CyAanraaHbl TaWanblH yp AYHA COHMPXON TaTcaH
NPOCMeKTyys 3yparnaragcaH X3AuWi 4 raspblH  TYH
[3X CTPYKTYp 6yTaL, Hb TYH 334p33Tai bairaa Tyn
OPOMA/IOTUH OMHOX 3PCANNIAT Byypyynax 3 XaMx33CT
YAUUPXUANAUIAH Cypanraa WwaapAnarata rax y3sX34
XYPracaH.

200kM? 3 X3MXKI3CT  YNYPXUIANWMIAH  CyAanraaHbl
XaMKuATuiAr 2017 oHbl 11, 12-p capyyzas am>untTan
XU fyycracaH. Terperniii 6accenHa MeH 2 XaM>33CT
UNUPXUANINIAH X3MXWAT TeneBneceH 6alicaH xaaui
Y TyxailH yes TyC rasap Hb T3P XaBbjaa LacaHj

Xyumrgaaryin yAaACIH raHuy, eBaviiH 631433p Hb GalcaH
TYA HYTTUAH  Manugag TyBar OONOXIYMH  YYAH33C
XOMLAYyyncaH oM. VIHF334 X33pUIH X3MXUATUIH bBar
XaHraiiH 6acceitHg 204kM 2 XaMXK33CT YNUNPXUANANIAH
XIMXKUAT XUIX33Pp XeaenceH. Tyc xetenbep Hb BycuiiH
XIMXKIIHA XUWArAXK OalicaH XOEPXOH 2 X3MXK33CT
YAUUPXUAAAMIAH Wwyram 6onoH 2015 OHg XWIArACaH
OHAep HapuBYNaNTa XYHAWMAH Xy4, COPOH30H OpPHbI
OreranyyAs3p WAIPXUANSMASH LWWHI3P TOrTOOrA004
6ancaH IV TanbaliH ryH, X3TWAH TeneBTdn bGanx
600Xy WL, A33pX BacCeMHbIr cyAnaxaap 3arsapuyiaracaH
tOM. X33pUAH X3MXKMAT Hb 2018 OHbI 3X33p aMXKXUATTal
XTI AyyCcaH.

®dapmayT

MeTpo MartagblH xamTpary 6aricaH buXu [pynnbir
LWenn xymangax aBmaruaa IV, V tanbaiiraac rapca.
YYHUA papaaraap MaHan KomnaHu dapmayT yihn
axunnaraa xnyyAcaH 6a 2017 OHbl MX3HX XyrauaaHz
yr YWN axunnaraar ypramkayyacaH. YYHUA 30puaro Hbe
IV, V Tanbaing TeneBneceH xauryynbiH KamnaHUT aXxkuaz
OpONLOX, Typluiarataih, caHxyyrminH 4agaBxTal TyHLU
on0x H6ancaH oM. M3a3311NAH ©PEeHS, 304UNIICOH UXIHX
KOMMaHWyZ caHan 601rox 6y 60NOMXUAH TEXHUKUAH
Y3YYA3NTUIH Tyxaing matl separ 6ailp cyypbTait baicaH
4 2017 oH xamTpaH axwanax batanraaT caHanrymrasp
Ayycnaa. Xyns3H aBcaH Xapuy caHan XyCanTyyA33C
Xapaxag, 3H3 Hb H3r Tajnaac KOMMaHWyj anvBaa yacaj,
aHX/laH OpOX LUWRAB3P rapraxgaa eHAep Lanryypyya
TaBbgarT, Heree Tanaac 2015 oHbl ra3pblH TOCHbI YHUIAH
YHanTblH Aapaax XawryyablH GapMuH 3ax 3331 A33pX
Hamxyy 6angan ypramkuacasp banraataint xonbooTtomn
6aiiHa rax MeTpo Martag, y33x baiiraa tom.

Metpo MaTtagblH 2018 OHbl 3X33p amMXuaTTa 60CrocoH
XOpeHre Hb KoMnaHwuiiH 2018 oOHbl TeneBnereeTt
AXJ/IbIH XeTenbepuinr BypaH caHXyyXyy/k bairaa 6a
dapmayT XuWiix Waapasiara o4oorninH bananaap TMiM Y
1X flapanTtait 6u 6aHa. SH3 Hb KOMMAHWIT 6oANOTbIH
XYP33HA WYY YAH xaTaH cTpaterutait 6oarox 6aliHa.
X3p3B CaHXYYrMiH CallH HOXL®N TOXMPOJILIBOA aX/iblH
xeTenbepuinr faauTanraap UXaCrax yagax papmayT Hb
H3I3H TaaTai yrn xapar 60K 600X oM. XalryynbiH
Tanbap A433p 3ax 333/IMNH XaHANara aaxxmaap camxunpy
Gaiiraa LWMHX TaMASr axwurnargax ©Garraa Tyn
dapmayT yiin axuanaraar 2018 oHg ypraskayynsxasp
LUINAABIPAICIH. IHFICH33Pp KOMMaHWA 3ax 33371 f33pX
COHMUPXAbIT Laallng axurnax 6onoauoo rapy baviraa
6a op>x MpX HOA30LWrYI caHaNyyAbIr KOMMAaHW YHIXK
cyanax om.

TY3-UWH TULLYYOUWH M3O3rA3N

2018 OHbl T©/16B

OHAep Henee Y3yyasx XalryyiblH epeMANeruiH
XOTONOOPUINT X3P3IMKYYNIX CaHXYY>XKUATbIr 6OCrocHOOp
2018 OH KOMMaHWIH XyBbJ Mall C3TF3/1 XeAe/receH
XWn 600X Hb. V TanbaiH MpB3ac npocnekT A33p 3XHUR
LooHoroo 2018 oHbl 07-p caps ©pemMAeXK 3XN3X 63T
xaHrargaag 6ainHa. YyHWI apaac wyysa 3anryynaaj
IV TtanbaiiH Taxb NPOCMEKTbIH ©POMANSTNAH axun
3X3/IH3. DAr33p X0&p MpocnekT Hb HaruaanaH TOOLLOX
6atiraaraap Tyc 6yp xapranzaH 90 cas 6os0H 480 cas
6appenb TOCHbI X3TUWH Heel, basnartan. SAr33puiiH
AMXKUANTTAN TOXMONAON AaX SAUMH 3aCrUiAH alur Hb
Mall caviH balixaap 6avHa. XX TanbaiH xyBbs TanbaniH
XWAWAH Aaryy TaBaH MpPOCMeKT TOAOPXOMACOH berees
3AM3PUIAH 33prangdd xona x3cart Metpo YanHarninH
0n160pNONTbIH Tanbal opwAor. SAr33p NPOCNeKTyyA Hb
15-aac 28 cas bappenb TOCHbI X3TWIH HeeLl, basnartan
X3M33H TOOL00/1004 HaraarviiH 33parL33 33prangasx
3KCMOPTbIH 60NOH 0160PNONTLIH KA BaliryynaMxyyabir
awmrnaH onbopaox, TYPraH XyrauaaHz aliur, opaoro
01K 3x/13X bonomxKTON Havix Honox tom. XX TanbarH
epemanerniii axunn 2018 oHbl xoépayraap xaracT ax13x
TeNeBT31 baliHa.

AYTHANT

TY3-WUH 3yr3ac XWUAWAH Typlw ypam 30pur, XWM433.
3YTMITON  @XWanax MPC3H  TeXHUKWUH  6osoH
TEXHUKMIH OyC axXwuiTaH, aXxwuanarcaajaa Tanapxax
byiraa WAPXUANIXUMIAH 33paryd3 [MeTpo MatagbiH
GarMinH yimrary xvmusan 3yTrang AepeeneH upx 6yin
C3TM31 XBA6NreM 3H3 uar yewiur yrtax 6anHa. MeH
KOMMaHWIMH YN axuanaraar Ypramkug 43MXKUXK NPCIH
XyBbliaa 333MLUUIYA3A33 Tanapxax byiraa naspxuinbe.

TY3-uliH euwyyod
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Health, Safety, Security and
Environmental Management System
(HSSE-MS)

As part of Petro Matad's ongoing improvement
to its HSSE-MS, the Company has revised and re-
structured the Management System to align it with
International Oil and Gas Procedure (IOGP) 511,
which specifies Operational Management System
Guidelines. Petro Matad will continue to update its
HSSE-MS to conform with IOGP 511 as new practices
are released.

Petro Matad's HSSE-MS is a fundamental part

of the Company’s HSSE culture. It is designed to
provide real time and practical support to all of the
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Company's operations. It allows for instant access
to industry standards facilitating the Company
to apply these and to do so always in line with
Mongolian legislation. The HSSE-MS is focused
and aligned to OHSA 18001 Occupational Health
and Safety Management System Guidelines,
International Association of Drilling Contractors
(IADC), American Petroleum Institute (API), the
International Association of Geophysical Contractors
and ISO 14001, Environmental Management System
Guidelines.

Petro Matad's HSSE-MS includes a proactive
approach to all incidents. Our Observation
Programme identifies all Unsafe Acts, Near
Misses, Unsafe Conditions as well as recognising

‘4

best practises in all field operations and in the
Ulaanbaatar Office. Information gathered from the
Observation Programme is collated and learnings
" are cascaded throughout the Company. This process
allows effective root causes analysis and preventative
measures to be identified and corrective actions to
be taken. All incidents are investigated, classified and
recorded per the guidelines laid out in IOGP.

Operations

As a good corporate citizen, Petro Matad is
committed to the building of HSSE capacity in
Mongolia.

In 2017, the Company undertook seismic acquisition
programme in Blocks IV and V. The seismic
programme was planned and executed under the
IOGP guidelines for Managing HSE in a Geophysical
Contract. Petro Matad ensured that its Contractor and
Sub-Contractors operated within the requirements of
IOGP 432. During the seismic programme, members
of Petro Matad's senior management conducted an
Audit on the main seismic Contractor. The purpose
of the Audit was to:

®* Evaluate the Contractor's and their Sub-
Contractor’'s  operational  capacity  and
commitment to HSSE in the field.

® Evaluate the Contractor’s HSSE Plan and its
execution during seismic operations.

®* Evaluate the Contractor's compliance to
guidelines set out by IOGP and IAGC.

The Audit findings concluded that the Contractor
was operating satisfactorily under the guidelines set
out in IOGP, IAGC and as a Mode 2 Contractor. This
being where the Contractor executes all aspects of
the contract under their own HSSE-MS. The Company
is responsible for verifying the overall effectiveness
of the HSSE management controls put in place by
the Contractor, including its interface with Sub-
Contractors, and assuring that both the Company'’s
and the Contractor's HSSE-MS are compatible.

With a strong Petro Matad HSSE presence in the
field and the continued efforts of the Contractor,
the seismic programme concluded with no lost
time injuries (LTI), with a total of 183,408 manhours

recorded. Leading and Lagging Indicators allowed for
proactive information gathering, which enabled both
Petro Matad and its Contractor to analyse trends that
could lead to a potential incident occurring.

The Company had initially planned to proceed with
a small 2D seismic acquisition programme in the
Tugrug Basin following the completion of the 3D
survey in Block V. However, as this 2D programme was
designed to identify additional prospects and leads
for potential drilling beyond 2018, and therefore
did not impact the choice of locations for the 2018
drilling programme, the Company decided to not
acquire the Tugrug Basin 2D seismic at the time. A
factor in this decision was that the Mongolian winter
had been harsh and there were only a few grazing
lands still accessible to livestock, one of which was
in the area where the Tugrug Basin 2D survey was
planned. Herders and their livestock had therefore
entered the area in large numbers. The Company
therefore felt it prudent to postpone the 2017/18
Block V 2D seismic programme to avoid the short
term but poorly timed disturbance to herders’ access
to pasture for their animals.

Health, Safety, Security and
Environmental Policy

Petro Matad's Health, Safety, Security and
Environmental Policy is focused primarily on the
well-being of our employees, Contractors and all
those involved in or who may be affected by our
work. It is critical in achieving success and therefore
is a priority during all operations. People are our
most important asset and their health and safety is
our greatest responsibility.

The objectives of our HSSE Policy are to:

*  Achieve an accident-free workplace

* Make Health & Safety an integral part of every
managerial and supervisory position

®* Ensure Health & Safety is considered in all
planning and work activities

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

®* Ensure that we minimize the Environmental
footprint, in all of our activities.

*  Provide a continuous programme of education
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and development to ensure that our employees
work in the safest possible manner

¢ Identify, manage, and control all potential
hazards in the work place through hazard
identification and risk analysis

® Ensure all potential accidents and incidents are
controlled and prevented

*  Provide effective injury management

* Comply with relevant occupational Health &
Safety laws, regulations, guidelines, and project
requirements specified by our regulations.

The success of our HSSE management system is

dependent on:

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

* Understanding the total work process and
associated health and safety risks

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

*  Ensuring that open and honest communication
exists between management and all employees

®* Petro Matad minimizing impact upon and
conservation and protection of the environment
in its areas of operation.

Commitment to the Environment

Petro Matad is fully committed to the conservation
and protection of the environment in all its areas
of operation. The Company's annual Environmental
Management Plans (EMP) for each of its areas of
operation which are approved by the Ministry of
the Environment and Tourism, comprise detailed
plans as to how the Company intends to protect
the environment in all operating areas. The EMP
is provided to local and regional governance
bodies to provide assurance to local communities
and governments that Petro Matad will operate
responsibly. The Environmental Policy underlines
the Company’s commitment to the protection of
the environment. It includes robust measures for
spill prevention, environmental training of staff and
Contractors, waste management and recycling and
water source management.
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During the Company's 2017 seismic programme,
a specialist company was contracted to conduct a
third party Environmental Monitoring Programme in
our areas of operations to ensure legal compliance
when working near protected areas and to
minimize all adverse environmental impacts. Petro
Matad takes all comments received from the local
community seriously and we ensure that comments
are addressed, and where possible are recertified
as soon as reasonably practical. Post the seismic
programme, the areas of operations are inspected
by local authorities to ensure that we have made
appropriate efforts to remediate the land and any
comments and recommendations made by the
local authorities are acknowledged and recorded.
Recommendations from the 2017 operational follow
up have been incorporated into the planning and
execution of the Company’s 2018 operations.

Air Quality

Air Quality is one of the fundamental areas of
the Company’s commitment to the environment.
Through our environmental monitoring Contractors,
we are able to ascertain the emissions that are
produced through the Company's consumption of
hydrocarbon fuels. This ensures that national and
international regulatory parameters are adhered
to and accurate emissions are recorded for future
emission estimations and emission reduction
measures are assessed and adopted.

2017 Manhours Recorded

In 2017, a total of 206,432 man hours were recorded
by the Company.

HEALTH, SAFETY, SECURITY
AND ENVIRONMENT

PETROMATAD

Petro Matad Group HSSE Policy

Commitment
Petro Matad Group is committed to conducting its activities in a manner that incorporates safety, people's health, security and environmental
protection (HSSE) as core values. To achieve this commitment, Petro Matad Group companies will be guided by the following principles:

Leadership and Integrated Management

The Board of Directors shall lead and set the overall strategy for health, safety, security and environmental programmes. The Board shall also mandate
and facilitate the process where

« appropriate resources will be allocated to implement the strategy; and

« allemployees are made aware of and work in accordance with the established principles on a continuing basis.

Line Management shall integrate health, safety, security and environmental protection principles into the business and shall be responsible for their
implementation and for the achievement of goals and objectives.

Inclusion of Health, Safety, Security and Environmental Criteria in the Complete Business Cycle

Petro Matad Group shall do everything ‘reasonably practicable’ to demonstrate legal “due diligence” in onsite health, safety, security and
environmental criteria in its strategy and in all aspects and throughout the life cycle of its business activities. The objective is to prevent personal
injuries, asset damage and minimise any detrimental effects on the environment and on climate change while respecting local bio-diversity and local
communities.

Compliance with Standards & HSSE Management System
Petro Matad Group shall be proactive in seeking to identify, understand and comply with all local applicable regulatory requirements.

This shall be achieved through a fit for purpose documented Health, Safety, Security, and Environmental Management System (HSSE MS). The HSSE MS
will also seek to incorporate current industry best practice and will be updated through a process of continual improvement.

These standards and practices covering health, safety, security and the environment shall be common across all geographic areas, no matter where the
Group's activities are being carried out. In non-operated joint ventures, the Group will seek to influence the designated Operator to comply with
equivalent standards and principles and apply duty of care to verify minimum standards of performance are met. Petro Matad Group will also seek to
design and planits strategies taking into account relevant trends in legislation and international standards.

Continual Improvement

Petro Matad Group shall systematically establish goals and objectives for continual improvement in health, safety, security and environmental
protection. Performance against these objectives shall be evaluated and the necessary corrective measures shall be applied in order to achieve the
established goals. Petro Matad Group shall actively research new technical solutions and approaches concerning health, safety, security and
environmental issues.

Communication and Community Relations

Petro Matad Group shall maintain regular communication with interest groups and shall work with the community, sharing its knowledge and
reporting its performance and the effect of its activities and products upon people and the environment, in a trustworthy and transparent
manner.

Contractor and Worker Competency

Petro Matad Group considers demonstrable “competence” an essential prerequisite for all persons holding HSSE or operational critical positions.
The scope of this requirement includes both staff and consultants and Contractors carrying out work on behalf of the Group. All personnel in
critical positions shall be demonstrably task competent through training, and experience to safely perform the work assigned without supervision.
All personnel shall also demonstrate site competence through successful induction.

All Petro Matad Group staff and consultants, no matter what their position or geographic location, are responsible for their own safety and shall
contribute as an individual and collectively, to health, safety, security and environmental performance.

Implementation, Including Rights and Duties of Workers
Petro Matad Group considers that complying with and ensuring the fulfilment of this policy is the responsibility of everyone who takes part in its
activities. This includes the right and duty to refuse work which might reasonably be considered to be outside this policy subject to formal review.

Working Safely — One Day at a Time

PETRO MATAD LIMITED
ANNUAL REPORT 2017

27



CORPORATE
SOCIAL
RESPONSIBILITY

Community Social Responsibility (CSR) is an integral part of Petro Matad'’s
activities. The Company is committed to evaluating and minimizing the social
and environmental impact of its operations, thereby ensuring its long-term
sustainability. Petro Matad has developed a Social Performance (SP) Plan based
on socio-economic and social impact assessments, which sets out the socio-
economic context, identifies the key stakeholders and associated consultation
rocess, community grievance management mechanism, social investment
tegyka'hd'commitments including the required resources and budget..
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Social Performance Objectives

Petro Matad's strategic SP objective is to support its
business needs primarily through managing social
risks and building broad based stakeholder support
for its projects to enable on-time and within budget
delivery. The strategic SP objectives are to:

* Manage on the ground social impacts and
engage closely with local communities on the
management of these risks;

*  Ensure community access to timely and accurate
information on proposed and executed projects;

* Maintain an effective community grievance
mechanism to resolve issues promptly and
appropriately;

*  Provide local contractor support to avoid,
minimise or mitigate adverse social and cultural
impact on surrounding communities; and

e Support local contractors to optimise local
participation in  projects through direct
employment or procurement of goods/services.

Stakeholder Engagement

The core objective of Petro Matad's SP stakeholder
engagement strategy is to build relationships,
strengthen trust, gain broad-based support and
broaden understanding of the communities in
which Petro Matad is operating, which provides a
mechanism for effective social risk management.
In 2017, Petro Matad undertook community and
stakeholder engagement ahead of its exploration
programme with the objectives of:

e Introducing the project, its background and
status, and provision of information on current
and planned activities to community members
in the areas where seismic acquisition was
being conducted;

* Gaining the support of herders and other
stakeholders for the proposed exploration
programme;

e Building trust between the Company and
affected community members;

e  Building a constructive working relationship
with local authorities;

e Obtaining a better understanding of community
concerns about the seismic acquisition
programme and other issues; and

* Managing stakeholders’ expectations in
relation to the project and its benefits.

Petro Matad maintains an effective community
grievance mechanism to resolve issues and
complaints promptly and appropriately. The
grievance mechanism was established ahead of
commencing the seismic acquisition programme
in Block IV in 2015 and continues to this day for
all work programme activities undertaken by the
Company.

The Company’s stakeholder engagement initiatives
were tested during the 2017/18 seismic programme
in Block V. Petro Matad had initially planned
to proceed with a small 2D seismic acquisition
programme in the Tugrug Basin following the
completion of the 3D survey in late 2017. However,
as this 2D programme was designed to identify
additional prospects and leads for potential drilling
beyond 2018, and therefore did not impact the
choice of locations for the 2018 drilling programme,
the Company decided to not acquire Tugrug Basin
2D seismic. A factor in this decision was that the
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Mongolian winter was harsh and there were only a few
snow-free grazing lands still accessible to livestock,
one of which was in the area where the Tugrug Basin
2D survey was planned. Herders and their livestock
had therefore entered the area in large numbers.
The presence of the seismic acquisition crew and
its activities were impacting, if only temporarily, the
herders full access to grazing areas. Following local
meetings, the Company therefore felt it prudent to
postpone the Tugrug 2D seismic programme and by
doing so, reduced the immediate impact in a time of
hardship and reduced the potential for grievances
to arise.

Social Investment Activities

Petro Matad has developed and implemented a
Social Development Policy to contribute to the social
needs of communities located near and impacted
by our exploration and drilling activities in Blocks
IV, V and XX. Through meaningful engagement
with communities and stakeholders, we identify
opportunities to make contributions that have
wide reaching benefits for all local residents. The
Company focuses on the delivery of accessible and
meaningful assistance to the communities in which
work programme activities are undertaken. Our social
development policies are focused on the quality and
comfort of local community life through supporting
developments in local regions and provinces, rather
than providing temporary relief.

In 2017, under the Company’s Social Development
Policy and Social Action Plans, we implemented
the following projects, after consultation with
Community Reference Groups formed in each Soum.

CORPORATE SOCIAL RESPONSIBILITY

Guchin-Us Soum, Uvurkhangai Aimag:

* Funded the construction of modern toilet
facilities at a local High School for the comfort
of students, teachers, residents and visitors

*  Funding of ‘Elders Tour’ for 120 elders to visit
Gandan Monastery in Ulaanbaatar and Aglag
Buteel Monastery, near Ulaanbaatar

Tugrug Soum, Uvurkhangai Aimag:

e Funded the construction of 'Elders Hall' for
elders to spend their time constructively. The
venue will also be used by the Soum for many
other social events.

Bayankhongor Aimag:

e Contributions towards renovation of the Burged
Boxing Club training hall where children can now
train in a proper and controlled environment.

Bumbugur Soum, Bayankhongor Aimag:
e Supply of winter feed to herders to tide livestock
over the harsh winter.




CORPORATE
GOVERNANCE
STATEMENT

The Board is committed to and aware of the importance of
good corporate governance and ensures that the Company
is in compliance with the QCA Corporate Governance
Guidelines for AIM Companies (QCA Code) in force during
2017, to the extent considered applicable.

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

The Board is currently comprised of 2 Non-Executive
Directors (who are shareholder representatives),
1 Independent Non-Executive Director and 2
Executive Directors.

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

e The principle of having an Independent Director
on the Board to oversee the interests of the
Company and all shareholders.

*  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 representation
on the Board

The Board is comprised of the following members as

of the date of this report:

*  Enkhmaa Davaanyam, Non-Executive
Chairperson (Petrovis appointee)

e Oyungerel Janchiv, Non-executive Director
(Petrovis appointee)

e Timothy Bushell, Non-Executive Director
(Independent)

*  Michael Buck, Executive Director
(Chief Executive Officer)

¢ John Henriksen, Executive Director
(Chief Financial Officer)

Brief biographies of the Directors are set out on
pages 6 to 10. Directors are re-elected at the Annual
General Meetings on a rotational basis as per the
Company's Articles of Associations.

Whilst the Chairperson of the Board may not fully
meet the definitions of an Independent Chairperson,
with her experience, skill sets, and independence
from Petro Matad's day to day operations, the
Company is confident of her leadership in fostering
an effective corporate governance regime.
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The Board has not formally adopted performance
evaluation procedures. However, the Board takes the
effectiveness and efficiency of its Directors seriously
and will continue to review its own performance and
effectiveness in an informal way.

Board Processes

There is a clear division of responsibilities at Petro
Matad through the separation of the positions
and duties of the Chairperson and non-executive
members of the Board and the Executive Directors.

Ms D. Enkhmaa ensures the efficient and effective
functioning of the Board and, together with the Board
as a whole, are responsible to the shareholders for
the proper management, development, leadership
and protection of the Company’s assets. The roles
of the Board and its Committees include, but are not
limited to, the establishment, review and monitoring
of business and strategic plans, overseeing the
Company's systems of internal control, governance
and policies, reviewing and approving annual
operating plans and budgets, and protecting the
shareholders’ interests.

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
all Petro Matad employees and contractors work
towards achieving the Company’s goals, vision and
mission.

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

In 2017, the Board had 2 formal meetings and 8
ad hoc discussions via teleconference, which were
attended by a majority of the Directors. The Board
and its Committees are provided with detailed
Board papers in advance of each Board meeting and
receive regular management and financial reports.

Board Committees

The Board has established an Audit Committee,
a Remuneration Committee and a Corporate
Governance Social Action and Environmental
(CGSAE) Committee, each with formally delegated
rules and responsibilities. Management executives
and other individuals are invited to attend all or part
of the Committee meetings as and when appropriate.

Audit Committee

The members of the Audit Committee in 2017 and to
the date of this report, are as follows:

Chair
Enkhmaa Davaanyam

Members

J. Oyungerel

Philip Vingoe (retired from the Board on 10 March 2017)
Timothy Bushell (appointed 16 June 2017)

The Audit Committee met once in 2017, to receive
the 2016 Audit Report with the Group's auditors
at the time, Bentleys (WA) Pty Ltd. The Audit
Committee meetings are normally linked to events
in the Group’s financial 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 statements
of the Company and any formal announcements
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relating to the Company’s financial performance,
reviewing significant financial reporting judgments
contained in them, including reviewing the half-
yearly and annual financial statements before
submission to the Board;

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

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

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

Remuneration Committee

The members of the Remuneration Committee in
2017 and to the date of this report are as follows:

Chair
Philip Vingoe (retired from the Board on 10 March 2017)
Timothy Bushell (appointed 16 June 2017)

Members
Oyungerel Janchiv
D. Enkhmaa

The Remuneration Committee evaluates the
scale and structure of remuneration for Executive
Directors, reviews the recommendations for senior
management of the Company, and where appropriate
overviews the broad issues of salary levels for all
employees. The Company's remuneration policy is to
facilitate the recruitment, retention and motivation
of employees through appropriate remuneration
in line with those prevailing in the market of
similar positions and responsibilities taking into
consideration qualifications and skills possessed.
The Committee also makes recommendations
to the Board regarding employee incentives and
rewards under the share incentive schemes. The
Committee reviews and recommends a framework
for the remuneration of the Chairman as well as the
Non-Executive Directors fees. The full details of the
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Company's remuneration policy and remuneration
of Directors are set out in the Remuneration Report
on pages 38 to 43.

Corporate Governance, Social Action and
Environmental (CGSAE) Committee

The members of the CGSAE Committee in 2017 and
to the date of this report are as follows:

Chair
J. Oyungerel

Members

D. Enkhmaa

Philip Vingoe (retired from the Board on 10
March 2017)

Timothy Bushell (appointed 16 June 2017)

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, security and
environmental (HSSE) matters and community
liaison; reviews the application of the Company’s
social action policies and environmental policies
and supervises the preparation of various reports in
respect of these aspects of the Company’s activities.

Internal Controls

The Board has responsibility for the Group's
systems of internal controls and for reviewing their
effectiveness. The internal controls systems are
designed to safeguard the assets of the Company,
ensure compliance with applicable laws and
regulations and internal policies with respect to the
conduct of business and the reliability of financial
information for both internal use and external
publication. The Board has delegated to management
the implementation of internal control systems and
reviews policies and procedures through regular
updates from management. A budgeting process is
in place for all items of expenditures, and an annual
budget is approved by the Board. In accordance with
Board approved Delegation of Authorities, all major
expenditures require senior management approval
at the appropriate stages of each transaction.
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Actual versus budgeted expenditure data and
the Company’'s cash position is reported to, and
monitored by the Board on a monthly basis. In 2017,
management continued to enhance procedures
for procurement, budgeting and expenditure
approvals, which are in line with standard industry
practices. Whilst the Board is aware that no system
can provide absolute assurance against material
misstatement or loss, regular reviews 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
planning and an important aspect of the Group's
internal 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 condition,
performance or prospects of the Company, and the
market price of Company shares. The Board has
undertaken to review risks annually using a purpose
built risk matrix. Risks identified are ranked in
relation to the probability of occurrence and impact
on operations. Each identified risk is delegated
to a senior member of the management team to
monitor and define mitigating and intervening
action, should circumstances warrant it.

Financial Risks

e Bank Default

e Lackof funding leading to temporary slowdown
e Lack of funding leading to insolvency

e Financial risks — inflation, exchange rates etc.

Government/Statutory Risks

*  Expropriation of PSC

e Sanctity of contract — Detrimental change of
PSC terms

e Statutory environment: FDI, Petroleum Law,
Tax etc.

e Government ineffectiveness/Institutional failure
e Loss of listed status
«  External statutory risks (Anti-bribery, FCA)

Operational Risks

e Lack of sufficient success in next exploration
programme

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

*  Work programme risk — improper well design
and others

*  Contractor risk — equipment failure

Health, Safety, Security and Environmental Risks

e Natural disasters/health epidemics

e Environmental damage

* Accidents in workplace

e Security concern: Civil unrest, terrorism,
sabotage

Management Risks

*  Management effectiveness

*  Project management/operational efficiency
e Loss of key staff

Business Conduct and Ethics
Extractive Industries Transparency Initiative (EITI)

EITIis a global initiative in which extractive industries,
governments and civil society, all work together
for greater transparency.  Improved financial
transparency of extractive industries operating in
countries 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 EITL Therefore, the Company'’s
Mongolian subsidiaries have cooperated with the
government in this respect and participated in the
transparency report prepared by the Mongolian
government.

Anti-Bribery and Corruption Policy (ABCP)

At the time of 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 of its staff to
ensure that business integrity and ethics are upheld
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within the operations of the Company at all levels to
demonstrate a zero-tolerance approach on bribery
and corruption.

Insurance

The Group maintains insurance for its Directors and
officers to protect against liabilities in relation to the
Company's operations.

Share Dealing Code

The Company has adopted a Share Dealing Policy
for dealing in ordinary shares by Directors and
employees which is in line with the new Market
Abuse Regulations that came into effect on 3 July
2016.

Shareholder and Investor Relations

The Board remains committed to maintaining
communication with its shareholders. The Company
maintains a website for the purpose of improving
information flow to shareholders as well as
potential investors.  All press announcements
and financial statements as well as extensive
operational information about the Group’s activities
are made available on the website. Enquiries from
individual shareholders on matters relating to their
shareholdings and the business of the Group are
welcomed through the Company's website and
other methods of communication. Shareholders
are also encouraged to attend the Annual General
Meeting to discuss the progress of the Group. The
Company has also engaged FTI Consulting in 2017
to enhance investor relations.
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REMUNERATION
REPORT
(UNAUDITED)

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

The Remuneration Committee has been comprised of the following members during the year and
until the date of this report. Directors were in office for this entire year unless otherwise stated.

Philip Arthur Vingoe (Chairperson) (Retired 10 March 2017)
Timothy Paul Bushell (Chairperson) (Appointed 16 June 2017)
Oyungerel Janchiv

Enkhmaa Davaanyam

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

Remuneration Policy

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

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

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

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

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

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

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

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

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

The Committee reviews and notes annually the remuneration trends across the Group.
The Committee is aware of and oversee any major changes in employee benefit structures throughout the Group.
The Committee ensures that all provisions regarding disclosure of remuneration, including pensions, are fulfilled.

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

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

The Committee reviews the ongoing appropriateness and relevance of the remuneration policy.

Long Term Equity Incentive Plan (Plan or Group’s Plan)

The Group provides long term incentives to employees (including Executive Directors), Non-Executive Directors
and consultants through the Group’s Plan based on the achievement of certain performance criteria. The Plan
provides for share awards in the form of Options and Conditional Share Awards. The incentives are awarded at
the discretion of the Board, or in the case of Executive Directors, the Remuneration Committee of the Board, who
determine the level of award and appropriate vesting, service and performance conditions taking into account
market practice and the need to recruit and retain the best people.

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



(=1

PETROMATAD

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 performance of the

Group.

(a) Details of Directors

The names of the Company's Directors, having authority and responsibility for planning, directing and controlling

the activities of the Group, in office during 2016 and 2017, are as below:

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

Oyungerel Janchiv Non-Executive Director
Enkhmaa Davaanyam Non-Executive Chairperson
Philip Arthur Vingoe Non-Executive Director
Amarzul Tuul Executive Director

John Rene Henriksen Chief Financial Officer
Mehmed Ridvan Karpuz Chief Executive Officer
Timothy Paul Bushell Non-Executive Director
Michael James Buck Chief Executive Officer

(b) Compensation of Directors

Retired 10 March 2017
Stepped down 11 September 2017

Stepped down 15 October 2017
Appointed 10 March 2017
Appointed 1 November 2017

Consolidated

31 Dec 2017 31 Dec 2016

$'000 $'000
Short-term employee benefits 1,176 1,402
Post-employment benefits - -
Share based payment expense 11 177
1,187 1,579

Consolidated
31 Dec 2017 31 Dec 2016

Directors $'000 $'000

Oyungerel Janchiv 31 39
Enkhmaa Davaanyam 52 66
Philip Arthur Vingoe 6 39
Timothy Paul Bushell 59 -
Amarzul Tuul 170 230
John Rene Henriksen 279 337
Mehmed Ridvan Karpuz 481 691
Michael James Buck 98 -
Total 1,176 1,402

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

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

Balance at 31 December 2016 or if applicable Balance Acquired Options & Balance as at
at the date of resignation as at and Awards 31-Dec-16
01-Jan-16 (Disposed) Exercised

Directors

Oyungerel Janchiv 19,305,446 - - 19,305,446
Enkhmaa Davaanyam 4,888,400 - - 4,888,400
Philip Arthur Vingoe 1,496,760 - - 1,496,760
Amarzul Tuul 531,334 - - 531,334
John Rene Henriksen 1,083,258 - - 1,083,258
Mehmed Ridvan Karpuz 1,946,209 - - 1,946,209
Total 29,251,407 - - 29,251,407
Balance at 31 December 2017 or if applicable Balance Acquired Options & Balance as at
at the date of resignation as at and Awards 31-Dec-17

01-Jan-17 (Disposed) Exercised

Directors

Oyungerel Janchiv 19,305,446 (6,100,000) 62,500 13,267,946
Enkhmaa Davaanyam 4,888,400 - - 4,888,400
Philip Arthur Vingoe* 1,496,760 - - 1,496,760
Amarzul Tuul** 531,334 - 52,000 583,334
John Rene Henriksen 1,083,258 - - 1,083,258
Mehmed Ridvan Karpuz*** 1,946,209 - 75,000 2,021,209

Timothy Paul Bushell - - - -
Michael James Buck - - - _

Total 29,251,407 (6,100,000) 189,500 23,340,907

*Philip Arthur Vingoe retired from the Board of Petro Matad Limited on 10 March 2017.
** Amarzul Tuul stepped down from the Board of Petro Matad Limited on 11 September 2017.
*** Mehmed Ridvan Karpuz stepped down from the Board of Petro Matad Limited on 15 October 2017.

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 Oyun-
gerel Janchiv and Petrovis are aggregated on account of Oyungerel Janchiv's shareholding of over 20% in Petro-
vis. The holdings as set out above are the direct interests of Oyungerel Janchiv. However, when applying 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

For the year ended Balance Granted Options  Options Balance Not Vested Vested
31 December 2015 as at as Exercised Lapsed as at & &
01-Jan-16 Remu- 31-Dec-16 Not Exercisable
neration Exercisable
Directors
Oyungerel Janchiv 475,000 - - - 475,000 - 475,000
Enkhmaa Davaanyam 150,000 - - - 150,000 - 150,000
Philip Arthur Vingoe 150,000 - - - 150,000 - 150,000
Amarzul Tuul 608,500 - - - 608,500 - 608,500
John Rene Henriksen 100,000 - - - 100,000 - 100,000
Mehmed Ridvan Karpuz 75,000 - - - 75,000 - 75,000
Total 1,558,500 = = - 1,558,500 = 1,558,500
For the year ended Balance Granted Options ~ Options Balance  Not Vested Vested
31 December 2017 as at as Exercised  Lapsed as at & &
01-Jan-17 Remu- 31-Dec-17 Not Exercisable
neration Exercisable
Directors
Oyungerel Janchiv 475,000 - (62,500) - 412,500 - 412,500
Enkhmaa Davaanyam 150,000 - - - 150,000 - 150,000
Philip Arthur Vingoe* 150,000 - - (150,000) - - -
Amarzul Tuul** 608,500 - (52,000) - 556,500 - 556,500
John Rene Henriksen 100,000 - - - 100,000 - 100,000
Mehmed Ridvan Karpuz*** 75,000 - (75,000) - - - -
Timothy Paul Bushell - - - - - - -
Michael James Buck - - - - - - -
Total 1,558,500 - (189,500) (150,000) 1,219,000 - 1,219,000

*Philip Arthur Vingoe retired from the Board of Petro Matad Limited on 10 March 2017.
** Amarzul Tuul stepped down from the Board of Petro Matad Limited on 11 September 2017.
*** Mehmed Ridvan Karpuz stepped down from the Board of Petro Matad Limited on 15 October 2017.
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For the year ended Balance Granted Awards Awards Balance  Not Vested Vested
31 December 2016 as at as Exercised Lapsed as at & &
01-Jan-16 Remu- 31-Dec-16 Not Exercisable
neration Exercisable
Directors
Oyungerel Janchiv 475,000 - - 475,000 475,000 -
Enkhmaa Davaanyam 150,000 - - 150,000 150,000 -
Philip Arthur Vingoe* 150,000 - - 150,000 150,000 -
Amarzul Tuul 503,000 - - 503,000 503,000 -
John Rene Henriksen 100,000 - - 100,000 100,000 -
Mehmed Ridvan Karpuz 150,000 - - 150,000 150,000 -
Total 1,528,000 - - 1,528,000 1,528,000 -
For the year ended Balance Granted Awards Awards Balance Not Vested Vested
31 December 2017 as at as Exercised  Lapsed as at & &
01-Jan-17 Remu- 31-Dec-17 Not Exercisable
neration Exercisable
Directors
Oyungerel Janchiv 475,000 - - 475,000 475,000 -
Enkhmaa Davaanyam 150,000 - - 150,000 150,000 -
Philip Arthur Vingoe* 150,000 - - 150,000 150,000 -
Amarzul Tuul** 503,000 - - 503,000 503,000 -
John Rene Henriksen 100,000 - - 100,000 100,000 -
Mehmed Ridvan Karpuz*** 150,000 - - 150,000 150,000 -
Timothy Paul Bushell - - - - - -
Michael James Buck - - - - - -
Total 1,528,000 - - 1,528,000 1,528,000 -

*Philip Arthur Vingoe retired from the Board of Petro Matad Limited on 10 March 2017.

** Amarzul Tuul stepped down from the Board of Petro Matad Limited on 11 September 2017.
*** Mehmed Ridvan Karpuz stepped down from the Board of Petro Matad Limited on 15 October 2017.
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Consolidated Statement

of Profit or Loss and Other Comprehensive Income

Consolidated Statement

of Financial Position

CONSOLIDATED FINANCIAL STATEMENTS

For the year ended 31 December 2017

As at 31 December 2017

Consolidated

Consolidated

31 Dec 2017 31 Dec 2016 31 Dec 2017 31 Dec 2016
Note $'000 $'000 Note $'000 $'000
Continuing operations ASSETS
Revenue Current Assets
Interest income 4(a) 203 40 Cash and cash equivalents 5,090 6,479
Other income 4(a) 7 18,849 Trade and other receivables 8 6 5,155
210 18,889 Prepayments 9 220 222
Expenditure Financial assets 10 3,010 -
Consultancy fees (55) (55) Inventory 11 254 301
Depreciation and amortisation (271) (226) Total Current Assets 8,580 12,157
Employee benefits expense 4(b) (2,845) (3,280)
Exploration and evaluation expenditure 4(c) (4,416) (2,464) Non-Current Assets
Other expenses 4(d) (2,553) (1,968) Exploration and evaluation assets 12 15,275 15,275
(Loss)/Profit from continuing operations before income tax (9,930) 10,896 Property, plant and equipment 13 604 783
Total Non-Current Assets 15,879 16,058
Income tax expense 5 - - TOTAL ASSETS 24,459 28,215
(Loss)/Profit from continuing operations after income tax (9,930) 10,896
LIABILITIES
Net (loss)/profit for the year (9,930) 10,896 Current Liabilities
Trade and other payables 14 3,389 1,352
Other comprehensive income Total Current Liabilities 3,389 1,352
Items that may be reclassified subsequently to profit or loss:
Exchange differences on translating foreign operations, net of income tax of TOTAL LIABILITIES 3,389 1,352
$Nil (2016: $Nil) 18 93)
Other comprehensive (loss)/income for the year, net of income tax 18 (93) NET ASSETS 21,070 26,363
Total comprehensive (loss)/income for the year (9,912) 10,803
EQUITY
. . Equity attributable to owners of the parent
(Loss)/Profit attributable to owners of the parent (9,930) 10,896 .
Issued capital 15 109,769 106,150
Reserves 16 2,980 4,109
Total comprehensive (loss)/income attributable to owners of the parent (9,912) 10,803 Accumulated losses (91,679) (83,396)
TOTAL EQUITY 21,070 26,863
(Loss)/Earnings per share (cents per share)
Basic (loss)/earnings per share 6 (3.2) 3.8
Diluted (loss)/earnings per share 6 (3.2) 3.8

The above Consolidated Statement of Profit or Loss and Other Comprehensive Income should be read in conjunction with the

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

For the year ended 31 December 2017 For the year ended 31 December 2017
Consolidated Consolidated
31 Dec 2017 31 Dec 2016 Attributable to equity holders of the parent
Note $'000 $'000 Other
Cash flows from operating activities Issued Accumulated Reserves
Payments to suppliers and employees (7,677) (9,908) capital Losses Note 16 Total
Interest received 203 40 Note $'000 $'000 $'000 $'000
Farm-out proceeds 5,000 11,659 As at 1 January 2016 106,150 (94,310) 4,010 15,850
Net cash flows (used in)/provided by operating activities 7 (2,474) 1,791
Net loss for the year - 10,896 - 10,896
Cash flows from investing activities Other comprehensive income - - (93) (93)
Purchase of property, plant and equipment (81) (676) Total comprehensive gain/(loss) for the year - 10,896 (93) 10,803
Purchase of financial assets (3,010) -
Proceeds from the sale of property, plant and equipment - 35 .
Issue of share capital 15 - - - -
Net cash flows used in investing activities (3,091) (641) Cost of capital raising 15 ) B B B
Changes in equity (Dissolved PMSL) - 18 - 18
Cash flows from financing activities Share-based payments 15,16 & 17 - - 192 192
Proceeds from issue of shares 4186 - As at 31 December 2016 106,150 (83,396) 4109 26,863
Capital raising cost (15) -
Net cash flows from financing activities 4,171 - Net loss for the year B (9,930) B (9,930)
Other comprehensive income - - 18 18
Net decrease/increase in cash and cash equivalents (1,394) 1,150 Total comprehensive gain/(loss) for the year B (9,930) 18 (9,912)
Cash and cash equivalents at beginning of the year 6,479 5,339 Issue of share capital 15 4818 B B 4818
Net foreign exchange differences s (10) Cost of capital raising 15 (1,251) - 602 (649)
Cash and cash equivalents at the end of the year 7 5,090 6,479 Share-based payments 15 & 16 - - (50) (50)
Exercise of Options 15,16 & 17 52 - (52) -
Expiry of Options 16 & 17 - 1,647 (1,647) -
As at 31 December 2017 109,769 (91,679) 2,980 21,070
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 2017 was authorised for
issue in accordance with a resolution of the Directors on 31 May 2018.

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

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

Petrovis Matad Inc. is a major shareholder of the Company, holding approximately 28.41% of the shareholding
at the year end of 2017.

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(a) Basis of preparation

This financial report complies with International Financial Reporting Standards (IFRS) as adopted by the Euro-
pean Union.

This financial report has been prepared on a historical cost basis, except where otherwise stated. Historical cost
is generally based on the fair values of the consideration given in exchange for goods and services. Fair value is
the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between
market participants at the measurement date, regardless of whether that price is directly observable or esti-
mated using another valuation technique.

In addition, for financial reporting purposes, fair value measurements are categorised into Level 1, 2 or 3 based

on the degree to which the inputs to the fair value measurements are observable and the significance of the

inputs to the fair value measurement in its entirety, which are described as follows:

e Level 1 inputs are quoted prices (unadjusted) in active markets for identical assets or liabilities that the en-
tity can access at the measurement date;

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

* Level 3 inputs are unobservable inputs for the asset or liability.

For the purpose of preparing the consolidated financial statements, the Company is a for-profit entity.

(b) Statement of compliance

This general purpose financial report has been prepared in accordance with the requirements of all applicable
IFRS as adopted by the European Union and related Interpretations and other authoritative pronouncements.
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(c) Going concern note

The financial statements have been prepared on a going concern basis, which contemplates the continuity of
normal business activity and the realisation of assets and the settlement of liabilities in the ordinary course of
business.

The Group generated a loss of $9.93 million (2016: $10.89 million profit) and experienced net cash outflows from
operating activities of $2.47 million (2016: $1.79 million inflow). In addition, as outlined in note 18(b) the Group
is required to meet minimum exploration commitments in the next 12 months on its PSCs of approximately $9.85
million with further commitments of $18.80 million thereafter.

These conditions indicate a material uncertainty that may cast significant doubt over the Company and the Con-
solidated Entity’s ability to continue as going concerns.

Although the Company is fully funded for its planned 2018 work programme the ability of the Company and the
Consolidated Entity to continue as going concerns beyond 2018 is principally dependent upon one or more of
the following:

* Negotiating a reduction in Block XX financial commitments;

*  Raising additional equity;

*  Securing farm-out agreements to fund operations beyond 2018.

On 19 January 2018, the Company announced a $16.8 million fundraise (gross before deduction of broker com-
missions and fees) through issuance of 127,420,294 shares to new institutional investors and a further 59,167,335
shares to the Company’s largest shareholder (Petrovis Matad Inc) and management of the Company. The Com-
pany has therefore secured financing for its planned exploration drilling programme in 2018. The Company con-
tinues to evaluate farmout opportunities as conclusion of an agreement that meets the Company’s expectations
would preserve its cash and enable expansion of the work programme while sharing the risk of exploration with
the farminee.

The previous financing arrangement that was announced on 8 May 2017, was terminated on 1 December 2017.

Expenditures in Block IV, by end 2017 had fully met financial obligations for the initial eight-year exploration term
that ended in July 2017. An additional $5 million was committed to by the Company to obtain a two-year PSC
extension, which has been granted by MRPAM and runs to July 2019. The drilling of the Wild Horse well (planned
in 2018) will fully discharge the financial commitment to the end of the extended PSC term (July 2019).

Expenditures in Block V, by end 2017 were $3.3 million under the initial eight-year exploration term that ended
in July 2017. An additional $2 million was committed to by the Company to obtain a two-year PSC extension,
which has been granted by MRPAM and runs to July 2019. The drilling of the Snow Leopard well (planned in
2018) will fully discharge the shortfall in the initial term as well as the new financial commitment to the end of
the extended PSC term (July 2019).

Expenditures in Block XX were $21.1 million below cumulative expenditure requirements at the end of 2017.
Although the current term of the PSC was not due to expire until July 2018, MRPAM has granted a two-year ex-
tension to July 2020. No additional financial commitment was required for the extension and the current shortfall
will carry-over to the extended period.
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The Directors have prepared a cash flow forecast which indicates that the consolidated entity will have sufficient
cash to meet their working capital requirements for the twelve-month period from the date of signing the fi-
nancial 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 realisation
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 going
concerns beyond 2018 and, therefore, whether it will realise its assets and discharge its liabilities in the normal
course of business and at amounts stated in the financial report.

The financial report does not include adjustments relating to the recoverability and classification of recorded
asset amounts nor to the amounts and classification of liabilities that might be necessary should the Company
and the Consolidated Entity not continue as a going concern.

(d) Application of new and revised Accounting Standards

New or revised standards and interpretations that are first effective in the current reporting
period

The Group has adopted all of the new, revised or amending Accounting Standards and Interpretations issued
by the Australian Accounting Standards Board (AASB) that are mandatory for the current reporting period. The
adoption of these Accounting Standards and Interpretations did not have any significant impact on the financial
performance or position of the Group during the financial year.

Any new, revised or amending Accounting Standards or Interpretations that are not yet mandatory have not
been early adopted.

New Accounting Standards for Application in Future Periods

Accounting Standards issued by the AASB that are not yet mandatorily applicable to the Group, together with
an assessment of the potential impact of such pronouncements on the Group when adopted in future periods,
are discussed below:

AASB 9: Financial Instruments and associated Amending Standards (applicable to annual reporting periods be-
ginning on or after 1 January 2018).

The Standard will be applicable retrospectively and includes revised requirements for the classification and mea-
surement of financial instruments, revised recognition and derecognition requirements for financial instruments
and simplified requirements for hedge accounting.

The key changes that may affect the Group on initial application include certain simplifications to the classi-
fication of financial assets, simplifications to the accounting of embedded derivatives, upfront accounting for
expected credit loss, and the irrevocable election to recognise gains and losses on investments in equity instru-
ments that are not held for trading in other comprehensive income. Based on preliminary analysis the directors
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anticipate that the adoption of AASB 9 is unlikely to have a material impact on the Group’s financial instruments.

AASB 15: Revenue from Contracts with Customers (applicable to annual reporting periods beginning on or after
1 January 2018,).

When effective, this Standard will replace the current accounting requirements applicable to revenue with a
single, principles-based model. Apart from a limited number of exceptions, including leases, the new revenue
model in AASB 15 will apply to all contracts with customers as well as non-monetary exchanges between entities
in the same line of business to facilitate sales to customers and potential customers.

The core principle of the Standard is that an entity will recognise revenue to depict the transfer of promised
goods or services to customers in an amount that reflects the consideration to which the entity expects to be
entitled in exchange for the goods or services. To achieve this objective, AASB 15 provides the following five-
step process:

* identify the contract(s) with a customer;

* identify the performance obligations in the contract(s);

e determine the transaction price;

* allocate the transaction price to the performance obligations in the contract(s); and

*  recognise revenue when (or as) the performance obligations are satisfied.

The transitional provisions of this Standard permit an entity to either: restate the contracts that existed in each
prior period presented per AASB 108 : Accounting Policies, Changes in Accounting Estimates and Errors (subject
to certain practical expedients in AASB 15 ); or recognise the cumulative effect of retrospective application to
incomplete contracts on the date of initial application. There are also enhanced disclosure requirements regard-
ing revenue.

Although the Directors anticipate that the adoption of AASB 15 may have an impact on the Group’s financial
statements, it is impracticable at this stage to provide a reasonable estimate of such impact.

AASB 16: Leases (applicable to annual reporting periods beginning on or after 1 January 2019).

When effective, this Standard will replace the current accounting requirements applicable to leases in AASB 117:
Leases and related Interpretations. AASB 16 introduces a single lessee accounting model that eliminates the
requirement for leases to be classified as operating or finance leases.

The main changes introduced by the new Standard are as follows:

*  recognition of a right-of-use asset and liability for all leases (excluding short-term leases with less than 12
months of tenure and leases relating to low-value assets);

*  depreciation of right-of-use assets in line with AASB 116: Property, Plant and Equipment in profit or loss and
unwinding of the liability in principal and interest components;

* inclusion of variable lease payments that depend on an index or a rate in the initial measurement of the
lease liability using the index or rate at the commencement date;

* application of a practical expedient to permit a lessee to elect not to separate non-lease components and
instead account for all components as a lease; and

* inclusion of additional disclosure requirements.

The transitional provisions of AASB 16 allow a lessee to either retrospectively apply the Standard to comparatives
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in line with AASB 108 or recognise the cumulative effect of retrospective application as an adjustment to open-
ing equity on the date of initial application.

Although the Directors anticipate that the adoption of AASB 16 will impact the Group's financial statements, it is
impracticable at this stage to provide a reasonable estimate of such impact.

(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:

e 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, us-
ing consistent accounting policies. Adjustments are made to bring into line any dissimilar accounting policies
that may exist.

A change in the ownership interest of a subsidiary that does not result in a loss of control is accounted for as
an equity transaction.

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

(f) Foreign currency translation

Functional and presentation currency

Both the functional and presentation currency of Petro Matad Limited is United States Dollars (USD). The Cay-
man Island subsidiaries functional currency is USD. The Mongolian subsidiaries’ functional currency is Mongo-
lian 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:
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*  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 settle-
ment is neither planned nor likely to occur (therefore forming part of the net investment in the foreign op-
eration), 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 accumu-
lated in the foreign currency translation reserve in equity.

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

(g) Cash and cash equivalents
Cash and short-term deposits in the statement of financial position comprise cash at bank and in hand and short-

term deposits with an original maturity of three months or less.

For the purposes of the statement of cash flows, cash and cash equivalents consist of cash and cash equivalents
as defined above, net of outstanding bank overdrafts.

(h) Trade and other receivables
Trade receivables, which generally have 30-60 day terms, are recognised initially at fair value and subsequently

measured at amortised cost using the effective interest method, less an allowance for impairment.

Collectability of trade receivables is reviewed on an ongoing basis. An impairment provision is recognised when
there is objective evidence that the Group will not be able to collect the receivable. Objective evidence of im-
pairment includes financial difficulties of the debtor, default payments or debts more than 60 days overdue. The
amount of the impairment loss is the amount by which the receivable carrying value exceeds the present value
of the estimated future cash flows, discounted at the original effective interest rate.

(i) Plant and equipment

Plant and equipment is stated at historical cost less accumulated depreciation and any impairment in value.

Depreciation is calculated on a straight-line basis over the estimated useful life of the asset and is currently es-
timated 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.
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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) Financial assets

Financial assets are classified into the following category: ‘held-to-maturity’ investments. The classification de-
pends on the nature and purpose of the financial assets and is determined at the time of initial recognition. All
regular purchases or sales of financial assets are recognised and derecognised on a trade date basis. Regular
way purchases or sales are purchases or sales of financial assets that require delivery of assets within the time
frame established by regulation or convention in the marketplace.

Held-to-maturity investments

Bills of exchange and debentures with fixed or determinable payments and fixed maturity dates that the Group
has the positive intent and ability to hold to maturity are classified as held-to-maturity investments. Held-to-
maturity investments are measured at amortised cost using the effective interest method less any impairment.

Loan and receivables

Trade receivables, loans, and other receivables that have fixed or determinable payments that are not quoted in
an active market are classified as ‘loans and receivables'. Loans and receivables are measured at amortised cost
using the effective interest method, less any impairment. Interest income is recognised by applying the effective
interest rate, except for short-term receivables when the effect of discounting is immaterial.

(k) Inventory

Inventories are stated at the lower of cost and net realisable value. Costs of inventories are determined on a
first-in-first-out basis. Net realisable value represents the estimated selling price for inventories less all estimated
costs of completion and costs necessary to make the sale.

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

(m) Exploration and evaluation assets

Exploration and evaluation assets arising out of business combinations are capitalised as part of deferred explo-
ration and evaluation assets. Subsequent to acquisition exploration expenditure is expensed in accordance with
the Group's accounting policy.

(n) 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 recoverable
amount for each asset or cash generating unit to determine the extent of the impairment loss (if any). Where the
carrying amount of an asset (or cash-generating unit) exceeds its recoverable amount the asset is considered
impaired and is written down to its recoverable amount.
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Recoverable amount is the greater of fair value less costs to sell and value in use. It is determined for an indi-
vidual asset, unless the asset’s value in use cannot be estimated to be close to its fair value less costs to sell and
it does not generate cash inflows that are largely independent of those from other assets or groups of assets,
in which case, the recoverable amount is determined for the cash-generating unit to which the asset belongs.

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

Where an impairment loss subsequently reverses, the carrying amount of the asset (or cash-generating unit)
is increased to the revised estimate of its recoverable amount, but so that the increased carrying amount does
not exceed the carrying amount that would have been determined had no impairment loss been recognised for
the assets (or cash-generating unit) in prior years. A reversal of an 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 basis,
which each project representing a single cash generating unit. An impairment review is undertaken when indica-
tors of impairment arise, typically when one of the following circumstances apply:

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

e Variations in prices that render the project uneconomic; or

e Variations in the currency of operation.

(o) Trade and other payables

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

(p) Provisions

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

The amount recognised as a provision is the best estimate of the consideration required to settle the present
obligation at the end of the reporting period, taking into account the risks and uncertainties surrounding the
obligation. If the effect of the time-value of money is material, provisions are determined by discounting the
expected future cash flows at a pre-tax rate that reflects current market assessments of the time value of money
and, where appropriate, the risks specific to the liability.

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

(r) Contributed equity

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

(s) 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.
(t) 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 conditions
are not taken into account.

The cost of equity-settled transactions is recognised as an expense on a straight-line basis, together with a cor-
responding increase in equity, over the period in which they vest.
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The cumulative expense recognised for equity-settled transactions at each reporting date until the vesting date
reflects:

* the extent to which the vesting period has expired; and

* the number of awards that, in the opinion of the Directors of the Group, will ultimately vest.

This opinion is formed based on the best available information at the reporting date. The impact of the revision
of original estimates, if any, is recognised in profit or loss such that the cumulative expense reflects the revised
estimate, with a corresponding adjustment to equity reserves.

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

Where an equity-settled award is cancelled, it is treated as if it had vested on the date of cancellation, and any ex-
pense 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.

(u) 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 sub-
stantively enacted by the reporting date. Current tax for current and prior years is recognised as a liability (or
asset) to the extent that it is unpaid (or refundable).

Deferred tax

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

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

Deferred tax assets and liabilities are measured at the tax rates that are expected to apply to the year(s) when
the asset and liability giving rise to them are realised or settled, based on tax rates (and tax laws) that have been
enacted or substantively enacted by reporting date. The measurement of deferred tax liabilities and assets re-
flects 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.
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Deferred tax assets and liabilities are offset when they relate to income taxes levied by the same taxation author-
ity 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.

(v) Earnings per share

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

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

e Costs of servicing equity (other than dividends);

e The after tax effect of dividends and interest associated with dilutive potential ordinary shares that have
been recognised as expenses; and

e Other non-discretionary changes in revenues or expenses during the year that would result from the con-
version of dilutive potential ordinary shares, divided by the weighted average number of ordinary shares
and dilutive potential ordinary shares, adjusted for any bonus element.

(w) Significant accounting judgments, estimates and assumptions

In applying the Group's accounting policies management continually evaluates judgments, estimates and 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 judgments,
estimates and assumptions.

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

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

Share-based payments

The Group measures the cost of equity-settled transactions with Directors and employees at the fair value of
the equity instruments at the date at which they are granted. The fair value is determined using a Black Scholes
model. One of the inputs into the valuation model is volatility of the underlying share price which is estimated
on the historical share price.

62

NOTES TO THE CONSOLIDATED
FINANCIAL STATEMENTS

Recovery of the exploration and evaluation assets

The ultimate recoupment of the exploration and evaluation assets is dependent upon successful development
and commercial exploitation or alternatively the sale of the respective areas of interest at an amount at least
equal to book value. At the point that it is determined that any capitalised exploration and evaluation expendi-
ture is not recoverable, it is written off.

Going Concern

The Group assesses the going concern of the Group on a regular basis, reviewing its cash flow requirements,
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 perfor-
mance.

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 finan-
cial 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 disclo-
sure has been provided.

4 REVENUES AND EXPENSES

Consolidated
31 Dec 2017 31 Dec 2016

$'000 $'000
(a) Revenue

Interest Income 203 40

Other income:
Consideration for the BG Group farm-out agreement* = 14,008
Cash calls received from BG Group* = 4,841
Other income 7 -
210 18,889

*On 28 April 2016, Shell which acquired BG Group, through its affiliate company issued an Exit Notice to Petro
Matad's 100% owned subsidiary, Capcorp, exercising the exit option under the Farmout Agreement (FOA) dated
7 April 2015, to withdraw from Blocks IV and V Production Sharing Contracts in West/Central Mongolia. In accor-
dance with provisions of the FOA, Shell’s affiliate company was required to pay an exit payment of $10,005,303,
which was received by the Company on 9 August 2016, which along with an additional $5 million received from
Shell (as below) and cash calls paid by Shell’s affiliate prior to their exit, accounts for the Other Income amount
in 2016.
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On 1 February 2017, following the withdrawal of Shell's Affiliate from Mongolia, $5 million was received from The prima facie income tax benefit on pre-tax accounting loss from continuing operations reconciles to the
the Affiliate, which was in relation to an agreement that such amount would be paid upon receipt of Mongolian income tax expense/(benefit) in the financial statements as follows:
government approval for the reassignment of Blocks IV and V interests back to the Company. Consolidated
31 Dec 2017 31 Dec 2016
Consolidated Note $'000 $'000
31Dec2017 31 Dec 2016 Net (loss)/profit for the year (9,930) 10,896
$'000 $'000
(b) Employee benefits expense
Included in employee benefits expense are the following: Income tax benefit calculated at 10% (@) 993 (1,090)
Wages and salaries 2,101 2,370 Effect of different tax rates on entities in different jurisdictions (i) (280) 1,639
Non-Executive Directors’ fees (including Directors of affiliates) 148 144 Change in unrecognised deferred tax assets (713) (549)
Consultancy fees 646 574 ) i}
Share-based payments (50) 192
2,845 3,280

(i) The tax rate used in the above reconciliation is the corporate tax rate of 10% payable by Mongolian corpo-

(c) Exploration and evaluation expenditure rate entities on taxable profits up to 3 billion MNT under Mongolian tax law.

Exploration and evaluation expenditure relates to the following PSCs:

Block XX 49 - . - . . .
Blocks IV and V 4367 5464 (i) Petromatad Invest Limited and Capcorp are exempt of Mongolian corporate tax on profits derived from the
VT > 464 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
(d) Other expenses

) i tax has been made in the Company's accounts in relation to them.
Included in other expenses are the following:

Administration costs 1,432 977 L . . -
PSC administration costs 754 773 Petro Matad Limited is subject to Isle of Man income tax at a rate of 0%. As a consequence, no provision for Isle
Audit fees 79 81 of Man current tax or deferred tax has been made in the Company's accounts.
Travel expenses 288 137
2,553 1,968

6 (LOSS)/EARNINGS PER SHARE

5 INCOME TAX

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

Consolidated Consolidated

31 Dec 2017 31 Dec 2016
cents per share cents per share

31 Dec 2017 31 Dec 2016

$'000 $'000 . :
Income tax recognised in the statement of profit or loss: Basic (loss)/earnings per share 32 38
Diluted (loss)/earnings per share (3.2) 3.8
Tax expense/(benefit) comprises:
Current tax expense/(benefit) - - $'000’s $'000's

Deferred tax expense/(benefit) relating to the

origination and reversal of temporary differences B _ The loss and weighted average number of ordinary shares used in the calculation

of basic and diluted (loss)/earnings per share are as follows:

Total tax expense/(benefit) reported in the statement of profit or loss - -

Net (loss)/profit attributable to owners of the parent (9,930) 10,896

Weighted average number of ordinary shares for the purposes of diluted (loss)/
earnings per share (in thousands) 308,465 287,626

Weighted average number of ordinary shares for the purposes of basic (loss)/
earnings per share (in thousands) 308,465 287,495
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7 CASH AND CASH EQUIVALENTS

Consolidated
31 Dec 2017 31 Dec 2016
$'000 $'000
Cash at bank and in hand 5,090 6,479
5,090 6,479

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 $5,090,000 (2016: $6,479,000) due to the short-term nature of

the instruments.

Reconciliation from the net gain/(loss) after tax to the net cash flows from operations:

Consolidated

31 Dec 2017 31 Dec 2016
$'000 $'000

Net (loss)/gain after tax (9,930) 10,896
Adjustments for:

Depreciation and amortisation 271 226
Net (profit)/loss on disposal of property, plant and equipment - 24
Share based payments (50) 192
Unrealised foreign exchange (gains)/ losses - 110
Dissolvement of PMSL - 18
Changes in assets and liabilities

Decrease/(increase) in trade and other receivables 5,149 (3,797)
Decrease/(increase) in prepayments 2 289
Decrease/(increase) in inventory 47 -
Increase/(decrease) in trade and other payables 2,037 (6,167)
Net cash flows used in operating activities 2,474 1,791

Non-cash investing and financing activities

There were no non-cash investing or financing activities undertaken in the 2017 financial year or prior year,
other than the exercise of Options of $0.106 million (2016: Nil).
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8 TRADE AND OTHER RECEIVABLES

Consolidated
31 Dec 2017 31 Dec 2016

$'000 $'000
Current
Receivable from BG Group - 5,000
Other debtors 6 155
5,155

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

9 PREPAYMENTS

Consolidated
31 Dec 2017 31 Dec 2016
$'000 $'000
Prepayments 220 222

220 222

10 FINANCIAL ASSETS

Consolidated
31 Dec 2017 31 Dec 2016
$'000 $'000
Long Term Deposits 3,010 -

3,010 -

The Group holds term deposits with an average weighted interest rate of 6.4%. The deposits have maturity dates
greater than 3 months. None of these assets had been past due or impaired at the end of the reporting period.
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11 INVENTORY

Consolidated
31 Dec 2017 31 Dec 2016
$'000 $'000
Raw materials 254 301

254 301

Inventory are mainly consumabiles, including casing, mud and drilling materials purchased for Block XX.

12 EXPLORATION AND EVALUATION ASSETS

Consolidated
31 Dec 2017 31 Dec 2016

$'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 Petro-
matad Invest Limited, together with acquisition on 12 November 2007 of the remaining 50% not already held
by the Group, for a consideration of 23,340,000 ordinary shares credited as fully paid up and with an estimated
fair value of $0.50 per share, taking into account assets and liabilities acquired on acquisition. This relates to the
exploration and evaluation of PSC Block XX.

The ultimate recoupment of exploration and evaluation expenditure is dependent upon successful development
and commercial exploitation or alternatively the sale of the respective areas of interest at an amount at least

equal to book value.

Management have reviewed for impairment indicators on Block XX and no impairment has been noted.

13 PROPERTY, PLANT AND EQUIPMENT

Consolidated
31 Dec 2017 31 Dec 2016

$'000 $'000
Plant and equipment at cost 1,250 1,300
Accumulated depreciation and impairment (646) (517)
604 783
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Reconciliation of carrying amounts at the beginning and end of the year:

Plant and equipment

Total

$'000
As at 1 January 2016 (net of accumulated depreciation) 502
Additions 676
Disposals (59)
Foreign exchange (110)
Depreciation charge for the year (226)
As at 31 December 2016 (net of accumulated depreciation) 783
Additions 81
Disposals -
Foreign exchange 11
Depreciation charge for the year (271)
As at 31 December 2017 (net of accumulated depreciation) 604

The following useful lives are used in the calculation of depreciation:
Plant and equipment — 3 to 10 years

14 TRADE AND OTHER PAYABLES (CURRENT)

Consolidated

31 Dec 2017 31 Dec 2016
$'000 $'000
Trade payables 3,389 1,352

3,389 1,352

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

15 ISSUED CAPITAL

Consolidated
31 Dec 2017 31 Dec 2016

$'000 $'000
Ordinary Shares
333,258,252 shares issued and fully paid
(2016: 287,494,775) 109,769 106,150
109,769 106,150
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Movements in ordinary shares on issue:

Number of Issue $000
Shares Price $

As at 1 January 2016 287,494,775 106,150
No transaction during 2016 - -
As at 31 December 2016 287,494,775 106,150
Issue of shares to Directors and employees on 24 March 2017 on exercise of

Options (note (a) 197,500 $0.136 27
Issue of shares to a Director on 24 March 2017 on exercise of Options (note (b) 75,000 $0.093 7
Issue of shares to a Director and employees on 24 March 2017 on exercise of

Options (note (c) 16,000 $0.250 4
Issue of shares to employees on 24 March 2017 on exercise of Options (note (d) 141,000 $0.113 16
Issue of commencement shares to Bergen (note (e) 2,151,951 $0.294 632
Issue of collateral shares to Bergen (note (f) 3,500,000 $0.066 232
Issue of ordinary shares to Bergen (note (g) 9,507,963 $0.126 1,200
Issue of ordinary shares to Bergen (note (h) 13,389,719 $0.090 1,200
Issue of ordinary shares to Bergen (note (i) 16,784,344 $0.089 1,500
Capital raising cost (1,251)
Exercise of Options 52
As at 31 December 2017 333,258,252 109,769

(@) On 24 March 2017, 197,500 shares were issued to Directors and employees upon exercise of Options under

the Group's Plan, with an exercise price per share of GBPO.11.

(b) On 24 March 2017, 75,000 shares were awarded to a Director upon exercise of Options under the Group's

Plan, with an exercise price per share of GBP0.0788.

(c) On 24 March 2017, 16,000 shares were awarded to a Director and employees upon exercise of Options

under the Group's Plan, with an exercise price per share of GBP0.1975.
(d) On 24 March 2017, 141,000 shares were awarded to employees upon exercise of Options under the Group's

Plan, with an exercise price per share of GBP0.0888.

(e) On 11 May 2017, the Company issued 2,151,951 commencement shares to Bergen as part of the initial clos

ing under the Private Placement arrangement.

(f)  On 11 May 2017, the Company issued 3,500,000 collateral shares to Bergen as part of the initial closing

under the Private Placement arrangement.

(g) On 13 June 2017, the Company issued 9,507,963 new ordinary shares to Bergen in relation to the first

tranche payment.

(h) On 18 July 2017, the Company issued 13,389,719 new ordinary shares to Bergen in relation to the second

tranche payment.

(i) On 1 September 2017, the Company issued 16,784,344 new ordinary shares to Bergen in relation to the

issue of a convertible note.
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16 RESERVES
A detailed breakdown of the reserves of the Group is as follows:
Merger Eqwt'y Foreign Total
benefits currency
reserve reserve translation
$'000 $'000 $'000 $'000
As at 1 January 2016 831 4,231 (1,052) 4,010
Currency translation differences - - (93) (93)
Share based payments - 192 - 192
As at 31 December 2016 831 4,423 (1,145) 4,109
Currency translation differences - - 18 18
Cost of capital raising - 602 - 602
Expiry of Options - (1,647) - (1,647)
Exercise of Options - (52) - (52)
Share based payments - (50) - (50)
As at 31 December 2017 831 3,276 (1,127) 2,980

Nature and purpose of reserves

Merger reserve

The merger reserve arose from the Company'’s acquisition of Capcorp on 12 November 2007. This transaction is
outside the scope of IFRS 3 ‘Business Combinations’ and as such Directors have elected to use UK Accounting
Standards FRS 6 ‘Acquisitions and Mergers'. The difference, if any, between the nominal value of the shares is-
sued 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 17 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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17 SHARE BASED PAYMENTS (c) Movement in Share Options

The weighted average fair value for all options in existence as at 31 December 2017 is 0.62 (2016: 0.51).

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

Opening Granted Forfeited  Exercised Closing Exercisable
The Group provides long term incentives to employees (including Executive Directors), Non-Executive Directors balance at  during the duringthe  during  balance as at as at
and consultants through the Group's Plan based on the achievement of certain performance criteria. The Plan Consolidated 1Jan 2016 year year theyear 31 Dec 2016 31 Dec 2016
provides for share awards in the form of Options and Conditional Share Awards. The incentives are awarded at Grant of Options on 3 June 2008 380,000 - - - 380,000 380,000
the discretion of the Board, or in the case of Executive Directors, the Remuneration Committee of the Board, who Grant of Options on 8 April 2009 216,250 - - - 216,250 216,250
determine the level of award and appropriate vesting, service and performance conditions taking into account Grant of Options on 9 July 2010 620,400 - - - 620,400 620,400
market practice and the need to recruit and retain the best people. 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
Options may be exercised, subject only to continuing service, during such period as the Board may determine. Grant of Optﬁons on 22 Nov 2011 120,000 i i i 120,000 120,000
. Grant of Options on 5 Dec 2011 39,600 - - - 39,600 39,600
Options have a term of 10 years. Grant of Options on 25 Apr 2012 550,000 - - - 550,000 550,000
Grant of Options on 16 Jul 2012 165,000 - - - 165,000 165,000
Conditional Share Awards shall vest subject to continuing service and appropriate and challenging service and Grant of Options on 5 Oct 2012 75,000 _ _ _ 75,000 75,000
performance conditions determined by the Remuneration Committee relating to the overall performance of the Grant of Options on 4 Dec 2012 6,000 _ - - 6,000 6,000
Group. Grant of options on 9 July 2013 50,000 - - - 50,000 50,000
2,447,250 - - - 2,447,250 2,447,250
Conditional Share Awards based on performance conditions will vest on achievement of the following perfor- Weighted Average Exercise Price
mance conditions: (cents per option) 63.25 - - - 63.25 63.25
*  25% vest on the first discovery of oil on a commercial scale, estimated by management as being by 31
December 2018; Opening Granted Forfeited  Exercised Closing Exercisable
e 25% vest on the first production of oil on a commercial scale, estimated by management as being by 31 balance at duringthe duringthe  during  balance as at as at
December 2020; and Consolidated 1 Jan 2017 year year theyear 31 Dec 2017 31 Dec 2017
*  50% vest on the Company achieving the sale of 1 million barrels of oil, estimated by management as being Grant of Options on 3 June 2008 380,000 ; ; ; 380,000 380,000
by 31 December 2021. Grant of Options on 8 April 2009 216,250 - - (197,500) 18,750 18,750
Grant of Options on 9 July 2010 620,400 - - - 620,400 620,400
Other Conditional Share Awards have service conditions tied to employment continuity and are available for Grant of Options on 6 April 2011 75,000 - - - 75,000 75,000
vesting in three equal annual instalments on various dates. 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
(b) Option pricing model Grant of Options on 5 Dec 2011 39,600 - - (16,000) 23,600 23,600
Grant of Options on 25 Apr 2012 550,000 - (150,000) - 400,000 400,000
The fair value of Options granted is estimated as at the date of grant using the Black Scholes model, taking into Grant of Options on 16 Jul 2012 165,000 - - (141,000) 24,000 24,000
account the terms and conditions upon which the Options were granted. Grant of Options on 5 Oct 2012 75,000 - - (75,000) - -
Grant of Options on 4 Dec 2012 6,000 - - - 6,000 6,000
No Options have been issued during 2016 and 2017. Grant of options on 9 July 2013 50,000 - - - 50,000 50,000
2,447,250 - (150,000) (429,500) 1,867,750 1,867,750
The Company issued 3,900,000 warrants to Bergen Global Opportunity Fund, LP on 8 May 2017. Refer to Note Weighted Average Exercise Price
17 (h). (cents per option) 63.25 - 36.30 15.36 76.42 76.42
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(d) Share Options contractual life

The weighted average remaining contractual life of outstanding share Options is 2.8 years (2016: 3.8 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 Scholes

model, taking into account the terms and conditions upon which the Awards were granted.

No Awards have been issued during 2016 and 2017.

(f) Movement in Conditional Share Awards

The weighted average fair value for all awards in existence as at 31 December 2017 is 0.81 (2016: 0.77)

. . . . Exercis-
Opening  Granted Exercised Forfeited Closing able as at

balance at  during during during  balance as at 31 Dec

. 1Jan 2016 theyear theyear theyear 31 Dec 2016
Consolidated 2016

Grant of Conditional Share Awards on 3 Jun 2008 515,000 - - - 515,000 -
Grant of Conditional Share Awards on 8 Apr 2009 95,000 - - (15,000) 80,000 -
Grant of Conditional Share Awards on 9 Jul 2010 747,000 - - (100,000) 647,000 -
Grant of Conditional Share Awards on 6 Apr 2011 144,000 - - - 144,000 -
Grant of Conditional Share Awards on 5 Jul 2011 180,000 - - - 180,000 -
Grant of Conditional Share Awards on 22 Nov 2011 50,000 - - - 50,000 -
Grant of Conditional Share Awards on 5 Dec 2011 39,600 - - - 39,600 -
Grant of Conditional Share Awards on 25 Apr 2012 850,000 - - - 850,000 -
Grant of Conditional Share Awards on 5 Oct 2012 150,000 - - - 150,000 -
Grant of Conditional Share Awards on 4 Dec 2012 3,000 - - - 3,000 -
Grant of Conditional Share Awards on 9 Jul 2013 120,000 - - - 120,000 -
2,893,600 - - (115,000) 2,778,600 -
Weighted Average Exercise Price (cents per award) 1.00 - - 1.00 1.00 -

. . . . Exercis-
Opening  Granted Exercised Forfeited Closing able as at

balance at  during during during  balance as at 31 Dec

. 1Jan 2017 theyear theyear theyear 31 Dec 2017
Consolidated 2017

Grant of Conditional Share Awards on 3 Jun 2008 515,000 - - - 515,000 -
Grant of Conditional Share Awards on 8 Apr 2009 80,000 - - - 80,000 -
Grant of Conditional Share Awards on 9 Jul 2010 647,000 - - - 647,000 -
Grant of Conditional Share Awards on 6 Apr 2011 144,000 - - - 144,000 -
Grant of Conditional Share Awards on 5 Jul 2011 180,000 - - - 180,000 -
Grant of Conditional Share Awards on 22 Nov 2011 50,000 - - - 50,000 -
Grant of Conditional Share Awards on 5 Dec 2011 39,600 - - - 39,600 -
Grant of Conditional Share Awards on 25 Apr 2012 850,000 - - (300,000) 550,000 -
Grant of Conditional Share Awards on 5 Oct 2012 150,000 - - - 150,000 -
Grant of Conditional Share Awards on 4 Dec 2012 3,000 - - - 3,000 -
Grant of Conditional Share Awards on 9 Jul 2013 120,000 - - - 120,000 -
2,778,600 - - (300,000) 2,478,600 =
Weighted Average Exercise Price (cents per award) 1.00 - - 1.00 1.00 -
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(g) Conditional Share Awards contractual life

The weighted average remaining contractual life of outstanding Conditional Share Awards is 10.5 years (2016:

11.5 years).

(h) Warrants

The Company granted 3,900,000 warrants to Bergen Gl--obal Opportunity Fund, LP on 8 May 2017 as consid-
eration for the private placement. These Warrants were valued using the Black-Scholes model with the following

inputs:

Expected volatility is based on the historical share price volatility over the past 2 years.

8 May 17

Warrant issued 3,900,000
Share price at grant date (GBP) 0.2375
Exercise Price (GBP) 0.4219
Expected Volatility (%) 100
Option life (years) 3
Dividend yield -
Risk-free interest rates (%) 0.01
Exchange rate on grant date (GBP: USD) 0.76991
Fair value per Warrant (GBP) 0.119
Fair value per Warrant (USD) 0.155

(i) Summary of Share Based Payments
A reconciliation of all share-based payments made during the year is as follows:
Consolidated
31 Dec 2017 31 Dec 2016
Note $'000 $'000

Issue of 3,900,000 Warrants to Bergen 17 (h) 602 -
Issue of 2,151,951 commencement shares to Bergen 15 (e) 632 -
Vesting of Awards and Options 17 (50) 0.192
1,184 0.192
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18 COMMITMENTS AND CONTINGENCIES

(a) Operating lease commitments

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

Due to prepayment of rent, the Group has no commitment for office lease in Mongolia as at 31 December 2017.

Consolidated

31 Dec 2017 31 Dec 2016
$'000 $'000

Operating Leases:

Within one year - R
After one year but not more than five years = -
Greater than five years 5 -

(b) Exploration expenditure commitments

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

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

Consolidated
31 Dec 2017 31 Dec 2016

$'000 $'000
Production Sharing Contract Fees:
Within one year 869 284
After one year but not more than five years 606 75
Greater than five years - -
1,475 359
Minimum Exploration Work Obligations:
Within one year 9,846 8,124
Greater than one year but no more than five years 18,800 21,004
Greater than five years - -
28,646 29,128
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(c) Contingencies

On 5 August 2016, Shell through its Affiliate company announced it would be withdrawing from Blocks IV and V
in West/Central Mongolia. As part of the negotiations leading to formal Mongolian Government approval of the
reassignment of interest from Shell's Affiliate to Petro Matad's Affiliate, Shell agreed to a payment of $5 million
to be remitted to Petro Matad's Affiliate upon such government approval being received. A condition to the pay-
ment by Shell is that the proceeds would be repaid to Shell by Petro Matad in the event a farmout is concluded in
future prior to the development of either Block IV or V. There is no certainty that such farmout will be concluded
in future in which case funds would not be repaid. The $5 million payment was received on 1 February 2017.

19 RELATED PARTY DISCLOSURES

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

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

Equity Interest

2017 2016
Country of Incorporation % %
Central Asian Petroleum Corporation Limited Cayman Islands 100 100
Capcorp Mongolia LLC Mongolia 100 100
Petromatad Invest Limited Cayman Islands 100 100
Petro Matad LLC Mongolia 100 100

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.

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

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

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

Petrovis Matad Inc. is a major shareholder of the Company, holding approximately 28.41% of the shareholding
at year end of 2017.
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20 KEY MANAGEMENT PERSONNEL

(a) Details of Directors

The names of the Company's Directors, having authority and responsibility for planning, directing and control-
ling the activities of the Group, in office during 2016 and 2017, are as below:

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

Directors

Oyungerel Janchiv Non-Executive Director

Enkhmaa Davaanyam Non-Executive Chairperson

Philip Arthur Vingoe Non-Executive Director Retired 10 March 2017

Amarzul Tuul Executive Director Stepped down 11 September 2017
John Rene Henriksen Chief Financial Officer

Mehmed Ridvan Karpuz Chief Executive Officer Stepped down 15 October 2017
Timothy Paul Bushell Non-Executive Director Appointed 10 March 2017

Michael James Buck Chief Executive Officer Appointed 1 November 2017

(b) Compensation of Directors

Consolidated
31 Dec 2017 31 Dec 2016

$'000 $'000
Short-term employee benefits 1,176 1,402
Post-employment benefits - -
Share based payment expense 11 177
1,187 1,579

(c) Other key management personnel transactions

There were no other key management personnel transactions during the year (2016: Nil).

21 FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES

The Group's principal financial instruments comprise cash and short-term deposits classified as loans and receiv-
ables 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.
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The Board is responsible for identification and control of financial risks. The Board reviews and agrees policies
for managing each of these risks as summarised below.

Risk Exposures and Responses

Interest rate risk

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

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

Consolidated

Weighted 31 Dec 2017 31 Dec 2016
Average Int. rate $'000 $'000
Financial Assets
Cash and cash equivalents 2.08% 5,090 6,479
*QOther financial assets 2.37% 3,010 -
4.45% 8,100 6,479
Trade and other receivables 0% 6 5,155
8,106 11,634
Financial Liabilities
Trade and other payables 0% 3,389 1,352
3,389 1,352
Net exposure 4,717 10,282

*Other financial assets are comprised of cash deposits placed in the banks over 90 days.

Sensitivity Analysis

If the interest rate on cash balances at 31 December 2016 and 2017 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 trans-
actions.
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The following significant exchange rates applied during the year:

Spot rate at the

Average rate balance date
usb 2017 2016 2017 2016
Mongolian Tugrug (MNT) 1 2,439.40 2,145.72 2,427.13 2,489.53
Australian Dollar (AUD) 1 1.305155 1.34553 1.281089 1.38851
Great British Pound (GBP) 1 0.776810 0.74031 0.741150 0.81029

Sensitivity Analysis

A 5% strengthening/weakening of the MNT against USD at 31 December 2016 and 2017 would not have a mate-
rial effect on profit and loss or on equity.

Price risk

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

Credit risk

Credit risk is the risk of financial loss to the Group if a customer or counterparty to a financial instrument fails to
meet its contractual obligations. The Group is exposed to credit risk on its cash and cash equivalents and other
receivables as set out in Notes 7 and 8 which also represent the maximum exposure to credit risk. The Group only
deposits surplus cash with well-established financial institutions of high quality credit standing.

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

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

Maximum exposure to credit risk at reporting date:

Consolidated
31 Dec 2017 31 Dec 2016

Note $'000 $'000
Financial Assets
Trade and other receivables 8 6 5,155
Net exposure 6 5,155

Impairment Losses
None of the Group's receivables are past due at 31 December 2017 (2016: Nil)

Liquidity risk
Liquidity risk is the risk that the Group will not be able to meet its financial obligations as they fall due.
The Group's approach to managing liquidity is to ensure, as far as possible, that it will always have sufficient

liquidity to meet its liabilities when due, under both normal and stressed conditions, without incurring
unacceptable losses or risking damage to the Group's reputation.
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The Group's objective is to ensure that sufficient funds are available to allow it to continue its exploration activities.

The following table details the Group's expected maturity for its non-derivative financial assets. The table has
been drawn up based on the undiscounted maturities of the financial assets including interest that will be earned
on those assets.

Weighted 6

6-12 1-5 over 5 years Total
average  months
. months years
interest or less
rate $'000 $'000 $'000 $'000 $'000
Cash and Cash Equivalents 2.08% 5,090 - - - 5,090
Trade and Other Receivables - 6 - - - 6
Financial Assets 2.37% 3,010 - - - 3,010
As at 31 December 2017 8,106 - - - 8,106
Weighted Average Exercise Price (cents per 0.94% 6,479 - - - 6,479
award) - 5,155 - - - 5,155
As at 31 December 2016 11,634 - - - 11,634

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

Consolidated

31 Dec 2017 31 Dec 2016

Note $'000 $'000
6 months or less 3,389 1,352
6-12 months - -
1-5 years = -
over 5 years = -
3,389 1,352

All of the Group's amounts payable and receivable are current.
Further, the Group has exploration expenditure commitments on its PSCs as disclosed in Note 18(b).

Fair Value of Financial Assets and Liabilities

The fair value of cash and cash equivalents and non-interest bearing financial assets and financial liabilities of the
Group approximate their carrying value due to their short term duration.
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Fair Value Hierarchy as at 31 December 2017

Level 1 Level 2 Level 3 Total
Financial Assets
Trade and other receivables - 6 -
Total - 6 -
Financial Liabilities
Trade and other payables - 3,389 - 3,389
Total - 3,389 - 3,389

Fair Value Hierarchy as at 31 December 2016

Level 1 Level 2 Level 3 Total
Financial Assets
Trade and other receivables - 5,155 - 5,155
Total - 5,155 - 5,155
Financial Liabilities
Trade and other payables - 1,352 - 1,352
Total - 1,352 - 1,352

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,
with the most significant inputs being the discount rate that reflects the credit risk of counterparties.

22 CAPITAL MANAGEMENT

The Group's objectives when managing capital are to safeguard the Group's ability to continue as a going con-
cern 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 15 and 16).
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 Mon-
golia and operations of the company.

The Group is not subject to externally imposed capital requirements.

NOTES TO THE CONSOLIDATED
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23 EVENTS AFTER THE REPORTING DATE

On 9 February 2018, the Company issued 59,167,335 shares through direct subscriptions at a price of GBP0.065
per share.

On 9 February 2018, the Company concluded a placement by issuing 19,708,520 shares at a price of GBP0.065
per share arranged through its broker, Pareto.

On 9 February 2018, the Company concluded a placement by issuing 67,057,398 shares at a price of GBP0.065
per share arranged through its broker, Stifel.

On 9 February 2018, the Company concluded a placement by issuing 40,654,376 shares at a price of GBP0.065
per share arranged through its broker, Stockdale.

On 14 February 2018, pursuant to the Group's Plan, 5,507,533 Bonus Share Awards were issued to Directors and
employees. These have an exercise price per share of $0.01.

On 3 April 2018, 2,598,911 shares were awarded to employees upon exercise of Awards under the Group's Plan,
with an exercise price per share of $0.01.

On 16 April 2018, 2,868,065 shares were awarded to Directors and employee upon exercise of Awards under the
Group's Plan, with an exercise price per share of $0.01.

24 AUDITORS’ REMUNERATION

The auditor of Petro Matad Limited is Bentleys (WA) Pty Ltd.

Consolidated

31 Dec 2017 31 Dec 2016
$'000 $'000

Amounts received or due and receivable by Bentleys (WA) Pty Ltd :

- an audit or review of the financial report of the entity and any other
entity in the Group 39 42
- other services in relation to the entity and any other entity in the Group = -

39 42
Amounts received or due and receivable by Deloitte Onch Audit LLC:
- an audit or review of the financial report of subsidiary entities 40 39
- other services in relation to the subsidiary entities - -
40 39
79 81
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25 OTHER INFORMATION

Registered Office:

Victory House
Douglas

Isle of Man
IM1 1EQ
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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 Group's financial position as
at 31 December 2017 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; 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
4 June 2018
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Independent Auditor's Report THINKING AHEAD
To the Members of Petro Matad Limited

Bentleys Audit & Corporate

(WA) Pty Ltd

London House

Report on the Audit of the Financial Report Level 3.

216 St Georges Terrace

Opinion Perth WA 6000
PO Box 7775
We have audited the financial report of Petro Matad Limited (“the Company”) and its
subsidiaries (“the Consolidated Entity ”), which comprises the consolidated statement of
financial position as at 31 December 2017, the consolidated statement of profit or loss ABN 33 121 222 802
and other comprehensive income, the consolidated statement of changes in equity and

Cloisters Square WA 6850

T +61 8 9226 4500

the consolidated statement of cash flows for the year then ended, notes to the financial .
F+61 8 9226 4300

statements, including a summary of significant accounting policies, and the directors’
declaration. bentleys.com.au

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.

In our opinion, the consolidated financial report gives a true and fair view of the
consolidated entity’s financial position as at 31 December 2017 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

We draw attention to Note 2(c) in the financial report, which indicates that the
Consolidated Entity incurred a net loss of $9.93 million during the year ended

31 December 2017. As stated in Note 2(c), these events or conditions, along with other
matters as set forth in Note 2(c), indicate that a material uncertainty exists that may cast
significant doubt on the Consolidated Entity’s ability to continue as a going concern. Our
opinion is not modified in this respect of this matter.

} Accountants
Auditors
P Advisors

INDEPENDENT AUDITOR'S REPORT

Independent Auditor’s Report ) Bentleys

To the Members of Petro Matad Limited (Continued)

Basis for Opinion

We conducted our audit in accordance with International Auditing Standards. Those standards require that we
comply with relevant ethical requirements relating to audit engagements and plan and perform the audit to
obtain reasonable assurance about whether the financial report is free from material misstatement. Our
responsibilities under those standards are further described in the Auditor’'s Responsibilities for the Audit of the
Financial Report section of our report. We are independent of the Consolidated Entity in accordance with the
auditor independence requirements of the Isle of Man Companies Act 2006 and the ethical requirements of the
Accounting Professional and Ethical Standards Board's APES 110 Code of Ethics for Professional
Accountants (the Code) that are relevant to our audit of the financial report in Australia. We have also fulfilled
our other ethical responsibilities in accordance with the Code.

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

Key Audit Matters

Key audit matters are those matters that, in our professional judgement, were of most significance in our audit
of the financial report of the current period. These matters were addressed in the context of our audit of the
financial report as a whole, and in forming our opinion thereon, and we do not provide a separate opinion on
these matters.

Key audit matter How our audit addressed the key audit matter

Exploration and evaluation $15.28 million Our procedures included, amongst others:

(Refer to Note 12 Exploration and evaluation assets) » For Block XX, we assessed the Consolidated
Entity’s rights to tenure by corroborating to

The balance is in relation to the exploration and evaluation .
government registries.

asset of PSC block XX in Mongolia.

Reviewed budgeted exploration expenditure on
Block XX to ensure it will satisfy the capital
commitment required under the Production
Sharing Agreement;

We focused on this area due to the size of the exploration

and evaluation balance ($15.28 million as at 31 December

2017) and to determine whether there are any indicators that

the asset is impaired and therefore not recoverable under

IFRS 6 “Exploration for and Evaluation of Mineral » We assessed Block XX for one or more of the

Resources”. following circumstances that may indicate
impairment of the capitalised expenditure and
concluded no issues:

¥ the licenses for the right to explore expiring
in the near future or are not expected to be
renewed;

» substantive expenditure for further
exploration in the specific area is neither
budgeted or planned’
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Independent Auditor’s Report

To the Members of Petro Matad Limited (Continued)

Bentleys

Key audit matter How our audit addressed the key audit matter

Share based payments $1.18 million
(Refer to Note 17 Share based payments)

As disclosed in Note 17, the Consolidated Entity provides
long term incentives to employees and consultants based on
the achievement of certain performance criteria. The Plan
provides for share awards in the form of Options and
Conditional Share Awards.

Further to this warrants were issued to their financier during
the period.

These share awards and warrants are subject to the
measurement and recognition criteria of IFRS 2 “Share-
based Payments”.

As disclosed in Note 17, there are various assumptions made
by Management in determining the probability of certain
performance conditions being met. There are further
accompanying service conditions attached to Conditional
Shar Awards.

This is a Key Audit Matter due to the subjectivity and
estimates required to be applied by management.

Exploration and Expenditure Commitments
Production Sharing Contract Fee: $1.48 million
Minimum Exploration Work Obligations: $28.65 million
(Refer Note 18b Exploration Expenditure Commitments)

As disclosed in Note 18b Petro Matad Limited has minimum
spend obligations under the terms of its Petroleum Sharing
Contracts with the Petroleum Authority of Mongolia. This has
been determined a Key Audit Matter as adherence to these
requirements is required for Petro Matad Limited to maintain
the rights for exploration and thus its principal activity.

» decision or intent by the Consolidated Entity
to discontinue activities in the specific area
of interest due to lack of commercially viable
quantities of resources; and

» data indicating that, although a development
in the specific area is likely to proceed, the
carrying amount of the exploration asset is
unlikely to be recorded in full from successful
development or sale.

Our procedures included, amongst others:

Obtaining a reconciliation of outstanding options
and conditional share awards.

Enquired with Management whether there have
been any new options or shares issued during the
year.

Enquired with Management whether any Shares or
Options vested during the year.

Reviewed the current probabilities and estimated
vesting dates assigned to the performance
conditions attached to Share Awards being met to
ascertain whether they are reasonable.

For Warrants issued during the year, evaluated
management’s Black-Scholes Valuation Models
and assessed the assumptions and inputs used;

For equity-settled share based payments we
assessed the valuations against supporting
documentation and assessed key inputs such as
grant date.

Ensured disclosure is complete and accurate.

Our procedures included, amongst others:

Obtaining the Petroleum Sharing Agreements for
each block and agreeing the contract fees and
work obligations to the relevant calculations.

Recalculating the disaggregation of total amounts
due and comparing to the breakdown disclosed of
amounts due in each subsequent period.

Ensuring amounts disclosed represent future
obligations and that no present obligations at year
end are included.

Cross referencing of internal budgets and
forecasts to ensure they are consistent with the
obligations disclosed.

Independent Auditor’s Report

To the Members of Petro Matad Limited (Continued)

Other Information

INDEPENDENT AUDITOR'S REPORT

Bentleys

The directors are responsible for the other information. The other information comprises the information
included in the Consolidated Entity’s annual report for the year ended 31 December 2017, but does not include

the financial report and our auditor’s report thereon.

Our opinion on the financial report does not cover the other information and accordingly we do not express any

form of assurance conclusion thereon.

In connection with our audit of the financial report, our responsibility is to read the other information and, in
doing so, consider whether the other information is materially inconsistent with the financial report or our

knowledge obtained in the audit or otherwise appears to be materially misstated.

If, based on the work we have performed, we conclude that there is a material misstatement of this other
information, we are required to report that fact. We have nothing to report in this regard.

Responsibilities of the Directors for the Financial Report

The directors of the Company are responsible for the preparation of the financial report that gives a true and
fair view in accordance with International Financial Reporting Standards as adopted by the European Union
and the Isle of Man Companies Act 2006 and for such internal control as the directors determine is necessary
to enable the preparation of the financial report that gives a true and fair view and is free from material
misstatement, whether due to fraud or error. In Note 2(a), the directors also state in accordance with
International Accounting Standard IAS 1 Presentation of Financial Statements, that the financial report

complies with International Financial Reporting Standards.

In preparing the financial report, the directors are responsible for assessing the Consolidated Entity’s ability to
continue as a going concern, disclosing, as applicable, matters related to going concern and using the going
concern basis of accounting unless the directors either intend to liquidate the Consolidated Entity or to cease

operations, or has no realistic alternative but to do so.

Auditor’s Responsibilities for the Audit of the Financial Report

Our responsibility is to express an opinion on the financial report based on our audit. Our objectives are to
obtain reasonable assurance about whether the financial report as a whole is free from material misstatement,
whether due to fraud or error, and to issue an auditor’s report that includes our opinion. Reasonable assurance
is a high level of assurance, but is not a guarantee that an audit conducted in accordance with the Australian
Auditing Standards will always detect a material misstatement when it exists. Misstatements can arise from
fraud or error and are considered material if, individually or in the aggregate, they could reasonably be
expected to influence the economic decisions of users taken on the basis of this financial report.

As part of an audit in accordance with the International Auditing Standards, we exercise professional

judgement and maintain professional scepticism throughout the audit. We also:

Identify and assess the risks of material misstatement of the financial report, whether due to fraud or
error, design and perform audit procedures responsive to those risks, and obtain audit evidence that is
sufficient and appropriate to provide a basis for our opinion. The risk of not detecting a material
misstatement resulting from fraud is higher than for one resulting from error, as fraud may involve
collusion, forgery, intentional omissions, misrepresentations, or the override of internal control.
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To the Members of Petro Matad Limited (Continued)

Obtain an understanding of internal control relevant to the audit 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 Consolidated Entity’s internal control.

Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by the directors.

Conclude on the appropriateness of the directors’ use of the going concern basis of accounting and,
based on the audit evidence obtained, whether a material uncertainty exists related to events or
conditions that may cast significant doubt on the Consolidated Entity’s ability to continue as a going
concern. If we conclude that a material uncertainty exists, we are required to draw attention in our
auditor’s report to the related disclosures in the financial report or, if such disclosures are inadequate, to
modify our opinion. Our conclusions are based on the audit evidence obtained up to the date of our
auditor’s report. However, future events or conditions may cause the Consolidated Entity to cease to
continue as a going concern.

Evaluate the overall presentation, structure and content of the financial report, including the disclosures,
and whether the financial report represents the underlying transactions and events in a manner that
achieves fair presentation.

Obtain sufficient appropriate audit evidence regarding the financial information of the entities or
business activities within the Consolidated Entity to express an opinion on the financial report. We are
responsible for the direction, supervision and performance of the Consolidated Entity audit. We remain
solely responsible for our audit opinion.

We communicate with the directors regarding, among other matters, the planned scope and timing of the audit
and significant audit findings, including any significant deficiencies in internal control that we identify during our
audit.

We also provide the directors with a statement that we have complied with relevant ethical requirements
regarding independence, and to communicate with them all relationships and other matters that may
reasonably be thought to bear on our independence, and where applicable, related safeguards.

From the matters communicated with the directors, we determine those matters that were of most significance
in the audit of the financial report of the current period and are therefore the key audit matters. We describe
these matters in our auditor’s report unless law or regulation precludes public disclosure about the matter or
when, in extremely rare circumstances, we determine that a matter should not be communicated in our report
because the adverse consequences of doing so would reasonably be expected to outweigh the public interest
benefits of such communication.

\-
BENTLEYS CHRIS NICOLOFF ca
Chartered Accountants Director

Dated at Perth this 4t day of June 2018
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