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Interim results

Petro Matad, the Mongolia-based E&P company, has this morning released
its interim results for the six months ending 30 June 2022. The financials
would appear to be in line with market expectations. On the operating side,
management has made some progress, although this has again been slowed
by the impact of China’s Covid lockdowns, as was mentioned in the
company’s previous trading update in May. Despite this, management has
been working on the Heron-1 well; once the Covid restrictions are resolved,
this will enable Petro Matad to move ahead swiftly with completing the well
as an oil producer.

" Financials. The interim financials appear to be very much in line with
market expectations. The company has a strong balance sheet, with a cash
balance of USS6.6m after its US$10.4m fundraise in August 2021. This
should be sufficient for the initial development and appraisal of its Heron
oil discovery in Mongolia. The company posted a loss of USS$1.6m, which
compares with a US$1.0m loss in the comparable period of 2021.

® Operational summary. Petro Matad has been impacted by China’s Covid
lockdowns and travel restrictions, which have impacted operations in
Mongolia. The key issue is the ability to secure access to Chinese oil field
service providers, which has left the company unable to secure the rig that
it requires. However, these restrictions would appear to be easing,
allowing production to restart at the country’s main producing fields.

" Land access. Petro Matad is still having problems with local and central
government authorities in Mongolia over the restoration of its land access
rights, as per the requirements of the Production Sharing Contract and
Petroleum Law. The company has submitted another application to local
authorities and has urging the newly appointed Minister of Mining and
Heavy Industry to help expedite this as a priority.

® Heron moving ahead. Despite the problems with the lack of oil services,
management has been moving ahead with the potential completion of the
Heron-1 well as a producing oil well. The company has finalised the
detailed Heron-1 completion plan. Management has also placed orders
for the essential equipment required to put the well into production, and
these are ready to be shipped from China. This will allow the company to
move quickly ahead once the impact of the restrictions and the issue of
land access have been resolved.

" Interims in-line, with Heron-1 moving forward. Petro Matad’s interim
results proved to be in line with market expectations. Although the speed
of progress on the operating side is disappointing, this had been flagged
in its previous operating update and should not come as a surprise to
investors. Despite these delays, management has been making progress
on the Heron-1 development so that it can move ahead quickly once the
restrictions have eased. This will leave the company in a position where it
can start to generate cash flow, which in turn will allow it to grow the
business.
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Interim results & operational update

Financials

Petro Matad has issued its interim results this morning, with the financials very much in line
with market expectations. The company has a strong balance sheet with net cash of US$6.6m,
up from US$0.4m a year ago, which follows on from the placing in August 2021 that raised
US$10.4m of gross proceeds. In the first six months of the year, management has used part of
these proceeds to order the essential equipment required to put the Heron-1 oil well into
production. The company reported a net loss after tax of US$1.6m, which compares with a loss
of US$1.0m a year earlier.

China Covid restrictions

Petro Matad has been impacted by China’s Covid lockdowns and travel restrictions, which have
impacted operations in Mongolia. The key issue is the ability to secure access to Chinese oil
field service providers, which have been unable to send required oil services and drilling rigs
across the border from China into Mongolia. This has left the company unable to secure the
drilling rig that it requires for the completion of the Heron-1 discovery well into an oil
production well, as well as the addition appraisal wells on the field. However, these restrictions
would appear to be easing, allowing production to restart at the country’s main producing
fields. This delay in drilling had been flagged in the company’s trading update in May 2022.

Land access

Petro Matad is still having problems with local and central government Mongolian authorities
over the restoration of its land access rights, as per the requirements of Production Sharing
Contract and Petroleum Law. These issues were caused by contradictions in Mongolia’s land
laws and created problems for most operators in the country. The lack of land access rights
impacts the ability of the company to operate. Petro Matad has pushed for the central
government to take action and has requested the newly appointed Minister of Mining and
Heavy Industry to help expedite this. Petro Matad would like to see central government take
action to certify its Block XX Exploitation Area as a Special Purpose Area, which would steamline
the approvals process and help to solve the contradictions in the land law.

Heron moving ahead

Despite the problems mentioned above, management has been moving forward with the
potential completion of the Heron-1 well as a producing oil well. The company has finalised the
detailed Heron-1 completion plan with expert engineering input. This has included geodetic
surveying over the Heron development area and the detailed construction plans required by
regulators. Management has also placed orders for the essential equipment required to put
the well into production. The power generation equipment is currently on the border and
waiting to cross into Mongolia from China, while other essential equipment has been
manufactured in Daging and is ready to be shipped once restrictions are lifted. Petro Matad
has been in negotiations with DQE, Mongolia’s most active drilling contractor. The company
already has a contract with DQE for new wells at Heron but is now negotiating to expand the
size of the drilling programme, which should allow further price reductions and economies of
scale. This will allow the company to move ahead quickly once the impact of the restrictions
has eased and the issue of land access has been resolved.
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Disclaimers and Disclosures

Copyright 2022 Progressive Equity Research Limited (“PERL”). All rights reserved. Progressive’s research is commissioned by the subject
company under contract and is freely available to the public and all institutional investors. Progressive does not offer investors the ability to
trade securities. Our publications should not, therefore, be considered an inducement under MiFID Il regulations. PERL provides professional
equity research services, and the companies researched pay a fee in order for this research to be made available. This report has been
commissioned by the subject company and prepared and issued by PERL for publication in the United Kingdom only. All information used in
the publication of this report has been compiled from publicly available sources that are believed to be reliable; however, PERL does not
guarantee the accuracy or completeness of this report. Opinions contained in this report represent those of the research department of
PERL at the time of publication, and any estimates are those of PERL and not of the companies concerned unless specifically sourced
otherwise. PERL is authorised and regulated by the Financial Conduct Authority (FCA) of the United Kingdom (registration number 697355).

This document is provided for information purposes only, and is not a solicitation or inducement to buy, sell, subscribe, or underwrite
securities or units. Investors should seek advice from an Independent Financial Adviser or regulated stockbroker before making any
investment decisions. PERL does not make investment recommendations. Any valuation given in a research note is the theoretical result of
a study of a range of possible outcomes, and not a forecast of a likely share price. PERL does not undertake to provide updates to any
opinions or views expressed in this document.

This document has not been approved for the purposes of Section 21(2) of the Financial Services & Markets Act 2000 of the United Kingdom.
It has not been prepared in accordance with the legal requirements designed to promote the independence of investment research. Itis not
subject to any prohibition on dealing ahead of the dissemination of investment research.

PERL does not hold any positions in the securities mentioned in this report. However, PERL’s directors, officers, employees and contractors
may have a position in any or related securities mentioned in this report. PERL or its affiliates may perform services or solicit business from
any of the companies mentioned in this report.

The value of securities mentioned in this report can fall as well as rise and may be subject to large and sudden swings. In addition, the level
of marketability of the shares mentioned in this report may result in significant trading spreads and sometimes may lead to difficulties in
opening and/or closing positions. It may be difficult to obtain accurate information about the value of securities mentioned in this report.
Past performance is not necessarily a guide to future performance.
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To arrange a meeting with the management team, or for further information about Progressive, please contact:
Keith Hodgskiss

+44 (0) 20 7781 5300

khodgskiss@ progressive-research.com



