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Chairman’s and Managing
Director’s Report

On behalf of the Board, we present Carbon Energy’s Annual Report for the financial year ended 30
June 2018.

During the past year, Carbon Energy has continued to prioritise the establishment of its keyseamg
technology as a commercial technology to be licensed internationally and for keyseamg to be the
technology of choice for underground coal gasification (UCG) projects worldwide.

Carbon Energy’s commercial strategy now includes hydrogen production as a key product along with
ammonia and synthetic natural gas. Utilising Carbon Energy’s existing keyseamg technology, Carbon
Energy is placing focus on pursuing opportunities of hydrogen production as a key use and
commercial strategy for its keyseamg syngas production.

Fuelling the Hydrogen Economy

Since January 2018, Carbon Energy has been focusing on adapting the use of its proven keyseamg
technology to propel the Company into the next generation as well as offering the best potential for
profit and return on investment to its shareholders.

The result of this work has been uncovering greater power in the Carbon Energy’s own intellectual
property. The existing keyseamg technology safely and effectively turns underground coal into syngas.
By combining keyseamg with proven oil and gas technology, we can produce 98%1 CO2-free
hydrogen via coal steam reforming. The process developed and enhanced here in Australia is
arguably a disruptor to the hydrogen industry, enabling hydrogen to be produced cheaper and more
efficiently than its nearest process competitor (steam methane reforming).

Additionally, we have identified a deep coal resource in the Cooper Basin, South Australia suited for
hydrogen production and to be accessed through enhancing our keyseamg technology for deep coal.
The Cooper Basin is also ideally suited for CO2 sequestration into existing, depleted deep oil and gas
reservoirs, increasing the potential profitability and options available by producing hydrogen there.

We have begun to engage with the South Australian Government. South Australia is the leading
Australian State for innovative energy projects.

Our vision is to be the first choice for hydrogen producers, as well as providing a bridge towards
“green hydrogen.” Carbon Energy’s technology remains trail blazing and this new direction and
development of a hydrogen project offers great potential, with expectations of strong returns once
production commences.

Conducting a hydrogen project within Australia where the South Australian State Government is
strongly supportive and the regulatory regime is well understood, is most attractive for Carbon
Energy’s commercial strategy.

China

Towards the end of the 2018 financial year, Carbon Energy was informed by the Beijing JinHong New
Energy Co. Ltd joint venture between Carbon Energy and its partner Beijing JinHong Investment Co.
Ltd (JinHong Joint Venture) that the Mori UCG Project coal partner has indicated that it no longer
wished to continue its involvement in the project and that its preference was for the coal deposit to be
acquired from the coal partner. Mutually acceptable terms were unable to be reached and,
consequently, the Jinhong Joint Venture was unable to continue progressing the Mori UCG Project.

Carbon Energy is deeply disappointed at not being able to deliver on a UCG project in China which
was our recent key focus up until the second half of 2018.

Carbon Energy continues to support proposed UCG projects in China, where there is an opportunity to
provide its keyseamg technology.






Corporate Governance
Statement

The Company’s 2018 Corporate Governance Statement and Appendix 4G can be located on the
Company’s website at Carbon Energy Corporate Governance



http://www.carbonenergy.com.au/irm/content/corporate-governance.aspx?RID=181































Directors’ Report

Remuneration Report (Audited)

The Directors present Carbon Energy Limited’s 2018 Remuneration Report which sets out information about
the remuneration of the Company’s Non-Executive Directors, Executive Director and other Key Management
Personnel. The information provided in this report has been audited as required by section 308(3C) of the
Corporations Act 2001 and forms part of the Directors’ report.

Key Management Personnel

Key Management Personnel are divided into three separate groups:

Directors
Mr Peter Hogan Chairman and Non-Executive Director
Mr George Su Non-Executive Director
Interim Executive Director (from 19 July 2017 to 30 May 2018)
Non-Executive Director and Consultant (from 30 May 2018)
Mr Huihai Zhuang Non-Executive Director
Mr Bryan O’Donnell Managing Director (appointed 8 January 2018)

Company Secretary

Ms Ye-Fei Guo Company Secretary (appointed 5 October 2017)
Mr lan Morgan Company Secretary (appointed 31 July 2017)
Ms Catherine Costello Company Secretary (resigned 31 July 2017)

Other Key Management Personnel

Mr Bryan O’Donnell Chief Executive Officer and Managing Director (appointed 2 January 2018
and 8 January 2018 respectively)

Ms Ye-Fei Guo Chief Financial Officer and Company Secretary (appointed 22 August 2017
and 5 October 2017 respectively)

Dr Clifford Mallett Technical Director

Mr Stuart MacKenzie General Counsel

Mr Terry Moore General Manager, Operations (resigned 8 September 2017)

Remuneration Governance

The Remuneration Committee is a committee of the Board. It is primarily responsible for making
recommendations to the Board on:
e The over-arching executive remuneration framework;
e Operation of the incentive arrangements which apply to Executive Directors and senior executives
(the executive team), including key performance indicators and performance hurdles;
e Remuneration levels of executives; and
« Non-Executive Director fees.

The objective is to ensure that remuneration policies and structures are fair and competitive and aligned with
the long-term interests of the Company.

The Corporate Governance Statement provides further information on the role of this committee and the
Remuneration Committee Charter is set out on the Company’s website: www.carbonenergy.com.au
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Directors’ Report

Auditor’s Independence Declaration

The auditor’s independence declaration under section 307C of the Corporation Act 2001 is set out on page
22 and forms part of the Directors’ Report for the year ended 30 June 2018.

Signed in accordance with a resolution of the Board of Directors made pursuant to section 298(2) of the
Corporations Act 2001.

On behalf of the Directors

P st
e i My

Mr Peter Hogan
Chairman

Brisbane, Queensland
24 September 2018
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Tenement Schedule

As at 30 June 2018
Tenement Overview and Management Activities

The Exploration Permit for Coal (EPC) tenements were granted when the Consolidated Group’s
exploration goal was to find and characterise a coal resource suitable for a commercial Underground
Coal Gasification (UCG) project in Queensland. On 24 August 2017, the Queensland Parliament
passed legislation which placed a moratorium on all activities relating to UCG through the Mineral
Resources Act 1989. The Company has therefore reached a decision that continued exploration and
development of the tenements no longer aligns with its strategic direction.

Mine Lease application (MLA 50253) was withdrawn by the Consolidated Group in December 2017.

The surrender process for the EPC tenements is in progress. Final Reports for EPC 867, EPC 868,
EPC 869 and EPC 1132 have been lodged with the Queensland Government’s Department of Natural
Resources, Mines and Energy. The Consolidated Group is preparing the necessary reports required to
surrender the associated Environmental Authorities and anticipates the surrender process to be
completed during the 2018-2019 Financial Year.

In August 2018, correspondence was received by the Consolidated Group stating that the administering
authority has decided to approve the application for the surrender of EPC 1132.

MDL 374 and PFL 6 tenements will be retained to enable the rehabilitation activities at the Bloodwood
Creek site to continue.

Table 1: Tenement Holder details

Tenement Number Holder % of interest held
EPC 867 Carbon Energy (Operations) Pty Ltd 100%
EPC 868 Carbon Energy (Operations) Pty Ltd 100%
EPC 869 Carbon Energy (Operations) Pty Ltd 100%
EPC 1132 Carbon Energy (Operations) Pty Ltd 100%
MDL 374 Carbon Energy (Operations) Pty Ltd 100%
PFL 6 Carbon Energy (Operations) Pty Ltd 100%
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Tenement Schedule

As at 30 June 2018

Tenement Overview and Management Activities (continued)
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Figure 1: Tenement Location
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Tenement Schedule

As at 30 June 2018

Resources Statement

The Consolidated Group’s Inferred Thermal Coal Resources and equivalent Syngas Resources as at
30 June 2018 are:

Table 2: Resource and Reserves Holdings

Tenure Location Commodity Classification®
Coal Resource Syngas Resource Equivalent
Mineral Reserve and Gross (100%) Reserve
Thermal Coal
Resource Resource (Mt)™ Resource Syngas Notes

Category Classification Energy (PJ)**
Kogan, 2C Contingent 2,512.4 _
MDL374 oLD Inferred 243 Resource g
o
EPC867* Kogan, Inferred 1,448 2C Contingent 13,384.4 s
QLD Resource Z
(@]
H o
EPC868 M(gIITDeran Not assessed due to insufficient data 5
; o
)
EPC869 Kogan, Inferred 449 2C Contingent 4,150.3 5
QLD Resources §
(3]
EPC1132 Kogan, Inferred 132 2C Contingent 1,220.1 =
QLD Resources )

Thermal Coal 2C Synaas
Totals: Inferred 2,272 Mt yng 21,267.2 PJ
Resource

Resources

* EPC 867 excludes resources contained within MDL 374.
** Refer to Mineral Resource and Syngas Resource Governance and Disclosures for accompanying notes.

All accounting values in relation to the deferred exploration and evaluation costs were fully impaired to
nil in the financial statements for the year ended 30 June 2016. These amounts remain at nil in the
financial statements for the current year ended 30 June 2018.

Mineral Resource and Syngas Resource Governance & Disclosures

Mineral Resources are estimated by suitably qualified competent persons who are consultants to
Carbon Energy in accordance with the requirements of the Australasian Code for Reporting of
Exploration Results, Mineral Resources and Ore Reserves (JORC Code), using industry standard
techniques and consultants’ internal guidelines for the estimation and reporting of Mineral Resources.

Syngas Resources are estimated by suitably qualified petroleum reserves and resources evaluators
who are consultants to the Consolidated Group in accordance with the requirements of the 2007
Society of Petroleum Engineers (SPE) Petroleum Resources Management System (PRMS), using
industry standard techniques and consultants’ internal guidelines for the estimation and reporting of
Syngas Reserves and Resources.

Thermal coal can be gasified to produce syngas (a mixture of methane, hydrogen and carbon monoxide). Accordingly, this
table sets out the Consolidated Group’s conventional thermal coal resources as well as the alternative unconventional
Syngas Resources equivalent. However, it should be noted that the resource can only be utilised as either coal or syngas
and not both.
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Tenement Schedule

As at 30 June 2018
Mineral Resource and Syngas Resource Governance & Disclosures (continued)

The Consolidated Group will continue to review and report on any material changes in the underlying
information (including but not limited to syngas production, coal resource amendment or update,
syngas production technology amendment or update, or changes to tenure) and in any event once per
annum through the Annual Reports’ Reserve and Resource reporting process.

Syngas Resource

During the reporting period there were no activities undertaken relating to exploration, production or
development of the Syngas Resource. The annual review of the Consolidated Group’s Syngas
Resource concluded that no adjustment was necessary.

The table below sets out Carbon Energy’s Syngas Reserve & Resource Comparison 2017 to 2018.

Table 3: Carbon Energy Syngas Reserve & Resource Comparison 2017 to 2018

Nen Category 2018 Gross Gas 2017 Gross Gas Gross Gas Volume
Volumes (PJ) Volumes (PJ) Change (PJ)

MDL 374 1P Reserves - - -
2P Reserves - - -
3P Reserves - - -
2C Contingent 2,512.4 2,512.4 -
Resource

EPC 867 3P Reserves - - -
2C Resources 13,384.4 13,384.4 -

EPC 869 2C Resources 4,150.3 4,150.3 -

EPC 1132 2C Resources 1,220.1 1,220.1 -

Totals 1P Reserves - - -
2P Reserves - - -
3P Reserves - = -
2C Resources 21,267.2 21,267.2 -

Table 3 Notes on Syngas Reserves and Resources:
e 1P Reserves = Proved
e 2P Reserves = Proved + Probable
e 3P Reserves = Proved + Probable + Possible
e  2C Resources = 2C Contingent Resources

All Gas Resource Estimates (Gas Estimates) in this statement are reported in accordance with the requirements

of ASX Listing Rules 5.25 to 5.28. It is noted in particular that:

(&) This statement refers to Gas Estimates reviewed on 15 July 2016 and released to the market in the 2016 Annual
Report on 5 August 2016.

(b) All Gas Estimates are based on the deterministic method for estimation of petroleum resources at the field and
project levels and are attributable to the gross (100 percent) ownership interest of Carbon Energy in certain coal
properties located in MDL 374, EPC 867, EPC 869 and EPC 1132 located in the Surat Basin of Queensland,
Australia.

(c) All Gas Estimates are reported using the following conversion factors as relevant:

0] UCG Energy conversion factor is 16.73 GJ of Syngas per tonne of coal gasified;
(i) UCG Syngas to Synthetic Natural Gas (SNG) conversion factor is 38.5 to 25.
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Tenement Schedule

As at 30 June 2018
Syngas Resource (continued)
All Syngas Resources stated in this Report are underdeveloped and unconventional Resources.

The Gas Estimates in this statement are based on, and fairly represent, information and supporting
documentation prepared by Timothy Hower of MHA Petroleum Consultants of Denver, USA. Mr Hower
is @ member of the Society of Petroleum Engineers, is a qualified Petroleum Reserves and Resources
Evaluator and is an employee of MHA Petroleum Consultants of Denver, USA. Timothy Hower has
approved this statement as a whole to the extent it relates to contingent resources and has consented
to the use of the statement in relation to contingent resource estimates and supporting information
contained in the statement, in the form and context in which they are included.

It should also be noted that, as previously disclosed and described above in “Tenement Overview and
Management Activities”, the Company is progressing the surrender process for EPC 867, EPC 868,
EPC 869 and EPC 1132 while MDL 374 and PFL 6 will be retained to enable the rehabilitation activities
at the Bloodwood Creek site to continue.

Mineral Resource

During the reporting period there were no activities undertaken relating to exploration, production or
development of the Mineral Resource. The annual review of the Consolidated Group’s Mineral
Resource concluded that no adjustment was necessary. The table below sets out Carbon Energy’s
Coal Resource Comparison 2017 to 2018.

Table 4: Carbon Energy Coal Resource Comparison 2017 to 2018

Mineral Resource 2018 Coal Resource 2017 Coal Resource Change
Category (Mt) Resource (Mt) (Mt)
MDL 374! Inferred 243 243 -
EPC 867 Inferred 1,448 1,448 -
EPC 868 Not assessed due - - -
to insufficient data
EPC 869 Inferred 449 449 -
EPC 1132 Inferred 132 132 -
Totals: 2,272 2,272 -

1 EPC 867 excludes resources contained within MDL 374.

Table 4 Note: Inferred Resources are conceptual in nature.

Constraints on the Inferred Resources are as follows:

1. Points of observation less than 4km apart and not exceeding 1km past the last data point.

2. Minimum seam thickness of 2m (in aggregate of plys).

3. Maximum stone parting thickness of 0.5m.

4. Maximum raw ash of 50%.

5. Drill holes classed as valid points of observations were defined as holes where;
a. The entire coal seam was cored or, the drillhole contained slimline geophysics, and
b. Drillhole seam intersection has reasonable stratigraphic correlation.

For the purposes of ASX Listing Rule 5.23, the Consolidated Group confirms that it is not aware of any
new information or data that materially affects the information included in the prior 2017 Annual Report
— Tenement Schedule and that all material assumptions and technical parameters underpinning the
estimates in the prior 2017 Annual Report — Tenement Schedule continue to apply and have not
materially changed. The prior 2017 Annual Report — Tenement Schedule was released to the market
on 27 October 2017 and discloses information about, and the consent received, from Warwick Smyth
and GeoConsult Pty Ltd as the Competent Person.
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Shareholder Information

As at 1 October 2018

The shareholder information set out below was applicable as at 1 October 2018.

(a) Distribution of Share Holdings as at 1 October 2018.

Ordinary shares

Size of Share Number of Shares % of Issued
Holdings Shareholders Capital
1-1,000 3,552 786,180 1.21%
1,001 - 5,000 670 1,579,848 2.43%
5,001 - 10,000 163 1,221,162 1.88%
10,001 — 100,000 153 4,853,137 7.47%
100,001 and over 18 56,493,188 87.00%
Total 4,556 64,933,515 100.00%

(b) Of the above total 4,238 Ordinary Shareholders hold less than a marketable parcel.
(c) Shareholders in excess of 5% holding are:

Beijing JinHong Investment and Development Co Ltd hold 51,946,721 ordinary shares.
(d) Voting Rights

The voting rights attached to the ordinary shares are governed by the Constitution. On a show of
hand every person present who is a Member or representative of a Member shall have one vote
and on a poll, every member present in person or by proxy or by attorney or duly authorized
representative shall have one vote for each fully paid share held.

(e) Other Information
1. The names of the joint Company Secretaries are Ye-Fei Guo and lan Morgan.

2. The address of the principal registered office in Australia is Level 9, 301 Coronation Drive,
Milton, Brisbane, Queensland 4064, Telephone +61 7 3156 7777.

3. The register of securities is held at Link Market Services Limited, Level 12, 680 George
Street, Sydney NSW 2000, Telephone 1300 554 474.

4. Stock Exchange Listing Quotation has been granted for all the ordinary share of the Company
on all Member Exchanges of the Australian Securities Exchange, and trade under the symbol
CNX.

5. Detailed schedules of exploration and mining tenements held are included in the tenement
schedule.

7. Directors’ interest in share capital is disclosed in the Directors Report.

8. Kam Lung Investment Development Company Limited holds 100% of the 9,200 convertible
notes on issue.
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Shareholder Information

As at 1 October 2018

Twenty Largest Shareholders

Number of
Shares

Shareholders (Fully Paid Ordinary)

BEIJING JINHONG INVESTMENT AND DEVELOPMENT CO

1 LTD 51,946,721 80.00%
2 INCITEC PIVOT LIMITED 755,560 1.16%
3 CITICORP NOMINEES PTY LIMITED 568,578 0.88%
4 MR KAUSHIK BIYANI 465,403 0.72%
5 JP MORGAN NOMINEES AUSTRALIA LIMITED 374,387 0.58%
6 BNP PARIBAS NOMS PTY LTD 330,634 0.51%
7 MRS MEGHA BIYANI 241,092 0.37%
8 HSBC CUSTODY NOMINEES (AUSTRALIA) LIMITED 232,449 0.36%
9 MR JOHN ANASSIS 208,313 0.32%
10 MAPT PTY LIMITED 200,000 0.31%
11 MR HIPPOKRATIS RIGAS 195,250 0.30%
12 ACEMAC PTY LIMITED 192,713 0.30%
13 MR ROSS STANLEY 175,599 0.27%
14 MR DAVID LESLIE BRIDGEMAN 128,999 0.20%
15 SILVER FOX NOMINEES PTY LTD 125,440 0.19%
16 FURZER FAMILY SUPER FUND PTY LTD 120,000 0.18%
16 CLAYMORE INVESTMENTS PTY LTD 120,000 0.18%
17 miL(IZ_II_EIIT:EORD WILLIAM MALLETT & MRS WENDY JUSTINE 112,050 0.17%
18 DOV PTY LTD 100,000 0.15%
18 MR ALEXANDER GONTMAKHER 100,000 0.15%
19 MR PAUL ANTHONY SHARP 91,075 0.14%
20 INVIA CUSTODIAN PTY LIMITED 91,000 0.14%
Top 20 Shareholders 56,875,263 87.59%
TOTAL ISSUED SHARES as at 1 October 2018 64,933,515 100.00%

The above twenty largest shareholders are presented on a non-grouped basis and therefore may not
represent the full shareholding by any one beneficiary. Where there is more than one shareholder
with the same shareholding amount, those shareholders have been disclosed in the table above with
the same ranking.
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