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Carbon Energy is
an energy innovator
and developer of
world leading
underground coal
gasification (UCG)
technology
keyseame.

carbonenergy

We are committed to establishing keyseam as the
gasification technology of choice for monetising deep coal
resources worldwide.

Initially developed in conjunction with the CSIRO, Australia's
leading research and development organisation, keyseam's
highly controlled and proven technology unlocks gas
resources previously considered too deep or uneconomic to
reach.

Carbon Energy is the only UCG company to successfully
complete a full-lifecycle trial under intense independent
environmental scrutiny and the only UCG Company to
successfully complete the key recommendations of the
Queensland Government process, signed off by the
Queensland Chief Scientist. We provide comprehensive end-
to-end UCG services from site selection through to
rehabilitation.

Carbon Energy is headquartered in Brisbane, Australia and is
listed on the Australian Stock Exchange (ASX:CNX).
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CHAIRMAN and
MANAGING DIRECTOR
REPORT

1 CHINA'S HIGH LEVEL OF
COAL CONSUMPTION,
IT'S MARKET SIZE AND
STRONG DEMAND FOR
LOWER EMISSION COAL
TECHNOLOGIES, MAKES
THE WORLD'S SECOND
LARGEST ECONOMY A
COMPELLING
OPPORTUNITY FOR
keyseam. 99

Dr Chris Rawlings, Chairman and Morné Engelbrecht, Managing Director

Dr Chris Rawlings

Chairman
On behalf of the Board, it is our pleasure to present Carbon Energy's Annual

Report for the financial year ended 30 June 2016.

This financial year has been both rewarding and challenging. Your Company
has successfully commenced execution of its strategy for international
expansion and also received official confirmation from the Queensland
government that the Company has met the recommendations set by the
Independent Scientific Panel (ISP). This achievement has been our most
important priority since we began trials at Bloodwood Creek, eight years ago.
It is extremely satisfying to receive official recognition of the results we have
achieved. A copy of the letter from Dr Geoff Garrett, Queensland Chief
Scientist, has been included on page 8 following our report.

This year has not been without its disappointments. The State government's
decision to ban UCG in Queensland has compelled Carbon Energy to adjust
its domestic strategy. While these changes will impact the geographical
location and timing of our activities the strategy remains the same —to
develop a profitable large scale commercial project.

More than a year ago your Company deliberately chose, to diversify the
business to ensure we are well placed to extract maximum value from our
assets and to deliver multiple opportunities to leverage our unique keyseam
technology.



k€ CARBON ENERGY IS

THE ONLY COMPANY
TO SUCCESSFULLY
COMPLETE THE
RECOMMENDATIONS
OF THE
GOVERNMENT
APPOINTED
INDEPENDENT
SCIENTIFIC PANEL. %Y

Morné Engelbrecht
Managing Director

In line with this strategy, outcomes from the reporting period include:

« Establishment and incorporation of the JinHong New Energy JV, which
positions keyseam as commercial technology to be licenced in China,

e Becoming a Foundation Partner of the International UCG Research Centre, a
part of the world's largest mining university, China University of Mining
Technology,

o Continuing to perfect our bespoke UCG technology through the continued
rehabilitation and environmental monitoring of operations at our Bloodwood
Creek pilot site, and

e Formation of a Memorandum of Understanding (MOU) with Photon Energy to
explore the development of up to 20MW of solar energy and to assess the
feasibility of an innovative power storage solution at the Bloodwood Creek
site in Queensland, Australia.

We also progressed and continue to pursue a number of other licencing options
for keyseam, with active opportunities currently being advanced in South
America, Asia and other Australian states, where supportive frameworks for UCG
development exist.

JinHong New Energy Joint Venture (JV)

The demonstrated and scientifically assessed trial results at the Bloodwood
Creek UCG Pilot Project in Queensland have provided strong confidence in the
Company's keyseam technology throughout its complete lifecycle and generated
strong interest offshore, with most interest coming from Asia.

China's, high level of coal consumption, it's market size and the nation's a strong
demand for lower emission coal technologies, makes the world's second largest
economy a compelling opportunity for keyseam. Additionally China's central
planning agency, the National Development and Reform Commission (NDRC)
identified UCG as a clean energy pillar in its current 13th five-year-plan which
was announced in March this year.

Strides have been made with the Company's China strategy during the year,
culminating with the incorporation of the JinHong New Energy JV in June 2016.
The JV is the foundation of Carbon Energy's strategy for growth and to
commercialise its UCG technology, in China.

Under the JV agreement, JinHong will contribute US$30m towards developing a
commercial demonstration project upon the JV meeting certain milestones.

Carbon Energy | Annual Report 2016 3



The JV will have a non-exclusive licence to use Carbon Energy's keyseam
technology, up until the successful commissioning of a Chinese Demonstration
Project, but can sub-license keyseam technology in China during the non-exclusive
period. The licence will become exclusive (within the People's Republic of China)
after the successful commissioning of the Demonstration Project.

The achievement of registration triggers the formal signing of the Technology
Licensing and Technical Services Agreements. The technology license was signed
in July 2016. Carbon Energy will provide technical and design services support,
supervision and training for all JV projects under the Technical Services Agreement.

The registration is a significant step forward for Carbon Energy and represents a key
milestone in our ambitions to commercialise the Company's keyseam technology in
China. Itis the first part of our strategy to develop a vertically integrated gas
business within China and one that we expect to see will develop into a portfolio of
projects.

JinHong is committed to advancing progress on the first demonstration project,
however have indicated that they want to see progress being made on the
renegotiation and/or replacement of the convertible note facility before they commit
to capitalising the joint venture entity.

Demand for UCG in China, a favourable and supportive government framework and
a solid JV partner, JinHong (an associate of our major shareholder, Kam Lung
Investment Development Company Limited) each reinforce the good commercial
sense of doing business in the region.

We are excited and encouraged by the opportunity to make a solid contribution to
the Chinese energy mix and look forward to keeping shareholders updated on
progress.

Intfernational UCG Research Centre

Another significant achievement of this Financial Year has been the invitation to be a
foundation partner in the International UCG Research Centre, established as part of
the world's largest mining university, China University of Mining and Technology.

While the Centre is being established by the University following the inclusion of
UCG in China's current five-year-plan, it is envisioned to be an influential, state of
the art, research centre of international significance.

The Centre will bring together potential industry collaborators to evaluate
technologies for specific coal deposits and industry applications. It is an important
platform through which Carbon Energy can showcase its technology to an influential
and highly receptive industry audience in China.

Our Technical Director, Dr CIliff Mallett has been appointed a Director of the Centre,
and is currently assisting the Centre in defining its strategic direction and priorities.
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Both the JV registration and Carbon Energy's participation in the
International UCG Research Centre introduces a transformational shift
for the Company and acknowledges a long term future beyond Australia.

Carbon Energy’s keyseam Technology

During the past year your Company has continued to perfect its bespoke
technology. Despite the disappointing decision by the Queensland
government to ban on UCG in our home state, the results proven under
a rigorous and scientific methodology can not be taken away.

Carbon Energy is the only company to successfully complete the
recommendations of the government appointed Independent Scientific
Panel (ISP) and in doing so your Company has proven its keyseam
technology as a safe effective resources innovation. Having
successfully demonstrated our technology not only during operations but
also during decommissioning and, throughout this year, during its
rehabilitation activities, your Company has set a new benchmark in
innovation testing in the resources industry.

Subsequent to year end the Queensland government Chief Scientist
provided Carbon Energy with a letter acknowledging the company has
successfully proven its technology following assessment parameters set
out by the Queensland government. While this acknowledgement does
not reverse the decision to ban UCG in this State, it does officially
recognise the success of Carbon Energy's keyseam technology which
we have worked so hard to achieve.

Our technology is now more advanced than other UCG technologies,
having proven its entire life-cycle process.

In comparison to other UCG technologies, Carbon Energy's innovative
technology is clearly differentiated:

o Firstly our process identified early on that site selection and depth of
operations is critical to success. Our site selection methodology
remains unrivalled and an essential part of our technology offering;

e Process controls and design of our technology has meant we are in
full control of our operations, allowing for operations that are
environmentally safe and managed in a responsible risk based
manner; and

e Our trial included the submission of a decommissioning report and
rehabilitation plan to the Queensland government, which no other
proponent has done and which we can demonstrate.

This all adds up to a world first scientific demonstration, which your
Company will continue to perfect and improve upon.
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A potential future for Bloodwood Creek and the Solar 120 initiative

During the year, the Queensland government reaffirmed its commitment to investigating the path to achieving a 50%
renewable energy target for the state by 2030.

Alongside this commitment, a range of initiatives have been implemented to promote further investment into
renewable energy developments, including the Solar 120 initiative. In collaboration with the Australian Renewable
Energy Agency (ARENA), the Solar 120 initiative will support the development of up to 120 megawatts of solar
generation through local, large-scale solar projects, like the planned solar project proposed for Carbon Energy's
Bloodwood Creek site.

While we are at an early stage in the MOU with Photon Energy, the Bloodwood Creek site is well suited to develop a
solar plant. Bloodwood Creek is ideally located for large-scale solar energy generation, as evidenced by similar sites
being planned in the area. The site's location with close proximity to the local grid connection means capital
expenditure costs are limited, and would enable the transfer of electricity quickly to the local grid.

In order to progress the project, Carbon Energy will need to secure land for the solar farm, confirm generation
capacity in the local grid and seek council approvals. It is possible that if this process goes smoothly, the Company
could be generating revenue from the solar project within 24 months — which would be an excellent commercial
outcome for shareholders.

Under the MOU, Carbon Energy and Photon Energy have agreed a six month target timeframe to assess the potential
to develop the solar project. At the same time we will conduct a feasibility study to determine whether the Bloodwood
Creek UCG infrastructure can be used for an innovative energy storage solution.

A strong position and an abundance of opportunity

Moving forward the Company remains in an outstanding position strategically and will continue to play to its strengths:

+ We have a unique, Australian-developed technology: keyseam, which has been scientifically proven and
acknowledged by experts that it is an innovation and more effective than other UCG technologies;

o keyseam has been tested through the Bloodwood Creek Pilot project with stringent technical and environmental
conditions;

o Our achievements at Bloodwood Creek have enabled us to negotiate a joint venture in China with JinHong;

« Having completed a successful pilot project and obtaining sign-off from Queensland's Chief Scientist, we will be
able to negotiate licencing agreements in other jurisdictions;

+ We have unique IP and an excellent team of people who can now deploy keyseam in other environments. This
positions us well to provide full spectrum consulting services to support licencing agreements; and

o Through our MOU with Photon Energy, we are able to explore both development of a commercial scale solar
generation plant and the feasibility of using the site for an innovative power storage system. These present
potential commercial outcomes for the site and our assets.



The Year Ahead

As we look to the years ahead our strategy remains focused on three core areas to maximise long term shareholder
value:

1. Establish keyseam as a commercial technology to be licensed in China;
2. Focus on further licensing opportunities in newly industrialised nations with strong cleaner energy demand; and
3. Extract the maximum value from existing assets.

Social Responsibility

During the period, we continued to focus on safety. The safety of our employees, contractors and all those involved in
our business is of the highest importance. We continuously monitor our sites to ensure compliance with our Safety
Policy and all relevant laws and regulations. During the year, Carbon Energy experienced no lost-time injuries or
reportable incidents.

We are also committed to the protection of the environment and adhere strictly to our Environmental Policy, as well as
to relevant laws and regulations. We recorded no environmental incidents for the year and no non-compliances or
improvement notices resulting from audits performed by regulatory bodies.

Corporate update

In June 2016 it was reported that CEO and Managing Director, Morné Engelbrecht would be moving on from his role
with Carbon Energy. Morné leaves the Company following almost five years, a period of significant strategic transition
and some challenging times. The Board wishes to record its appreciation for the significant contribution Morné has
made during his time at Carbon Energy and we wish him well for the future.

While the Company continues to expand into other regions of the world, we will be seeking a new leader with
appropriate skills - particularly in Asia - to take the Company forward during its next phase of growth. From15 August
2016, | will be stepping into the role of Interim Executive Chairman until a suitable candidate is identified and on
board.

On behalf of the Board and Management team, we also sincerely thank all our employees and contractors for their
hard work.

Finally, the Board and Management team would also like to recognise our shareholders for their ongoing support. We
are especially thankful to Kam Lung Development Company Ltd and the shareholders who supported the Rights Issue
in April 2016, where we raised $3.48 million. We have commenced the 2017 financial year from a strong position, with
solid prospects both offshore and domestically. Looking forward, we will forge ahead with our China strategy, continue
to seek all avenues to realise return from our current assets and progress international licencing opportunities.

We look forward to keeping shareholders apprised during the course of the year.

C D~ W

Dr Chris Rawlings Morné Engelbrecht
Chairman Managing Director and CEO
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Mr Chris Rawlings P e T
Chairman gg&:r?isr}laenndt

Carbon Energy Limited Ofisa 5F e

PO Box 2118, Queensland Chief
Toowong DC, Scientist

Qld 4066

Dear Chris

UCG/CARBON ENERGY

1. In June 2013, in my capacity as Queensland Chief Scientist, and on behalf of the Queensland
Department of Natural Resources and Mining (DNRM), | led a formal peer review process of the
Independent Science Panel (ISP) Report commissioned by DNRM around Underground Coal
Gasification in Queensland. This report had been authored by a consulting team led by Professor
Chris Moran, at that time head of the Sustainable Minerals Institute at the University of Queensland.

2. In this peer review process | was supported, inter alia, by Professor Paul Greenfield AQ, a
chemical engineer and international water expert, formerly Vice Chancellor of the University of
Queensland, and a Fellow of the Australian Academy of Technological Sciences and Engineering
(FTSE), the Institution of Chemical Engineers, UK (FIChE) and an Honorary Fellow of the Institution
of Engineers, Australia (FIEAust, CPEng).

As part of the process we also interacted extensively with Professor Robin Batterham, who had
been engaged as a technical adviser by Carbon Energy. A former Australian Chief Scientist and
Chief Technology Officer for mining giant Rio Tinto, and an International Fellow of the Royal
Academy of Engineering, Robin has served as President of the Institution of Chemical Engineers
(UK) and of the Australian Academy of Technological Sciences and Engineering.

Personally, and as a former Professor of Metallurgy, | was familiar with the technology. After a
decade of research and field trials, the company Carbon Energy was spun out of Australia's - and
one of the world's largest - national science agency, the CSIRO, during my tenure there as Chief
Executive.

3. Following extended discussions with the Peer Review Panel, agreement was reached on
amendments to the ISP Report, and a copy of the final report's Executive Summary is attached.

4. Following this, the final Report and its recommendations were accepted by DNRM as an action

requirement for companies engaged in UCG ftrials.

Level 25 Telephone +617 3215 3739
111 George Streel, Brisbane Website http://www.chiefscientist.qld.gov.au/
Queensland 4001 Ausltralia
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5. Subsequently Carbon Energy satisfactorily completed the two key recommendations required by
the final ISP report - specifically, demonstrating safe and effective decommissioning of the pilot
panel and completing a plan for rehabilitation. These actions were independently reviewed by
consultants to the Queensland Department of Environment and Heritage Protection (DEHP).

Carbon Energy was the only pilot participant to meet the recommended requirements.

6. It is fair to say that Carbon Energy has taken a robust, science based approach to the process
evaluation and its keyseam technology is different from other technologies. (Noting also that
Professor Batterham has formally written in support of Carbon Energy’s technology.)

It is clear that Carbon Energy has contributed to the collective understanding of Underground Coal
Gasification and the conditions under which the operation is likely to be both safe and successful.

7. Thus, from my perspective as the Queensland Chief Scientist, the successful completion of the
science and technology aspects required through the ISP process by Carbon Energy using its
proprietary keyseam technology is acknowledged, in that particular location under the pilot
conditions. It was the exception in this regard.

8. It is therefore apparent that a combination of the right technology, the right conditions and robust
science based controls means that successfully tested technologies like keyseam might well have a
role in exploiting energy elsewhere. Indeed, the ISP refers to the “undoubted future importance of
UCG as a viable energy source of global significance”.

9. Notwithstanding the Queensland Government's recent decision not to allow UCG projects to
proceed in the State - understandable in the context of complications and adverse publicity
associated with other perceived similar technologies/operations - investment in Carbon Energy’s
technology will no doubt be considered in other jurisdictions, on the basis of the company's willing
and successful participation - and substantial financial investment - in the Queensland
Government's UCG assessment processes.

Sincerely yours,

Dr Geoff4sarrett AQ, FTSE, PrEng

Queensland Chief Scientist

Cc:

Hon Anthony Lynham, Minister for State Development and Minister for Natural Resources and
Mines MP

Hon Steven Miles, Minister for Environment and Heritage Protection and Minister for National Parks
and the Great Barrier Reef MP

Mr Jim Reeves - Director-General, Department of Environment and Heritage Protection

Mr James Purtill - Director-General, Department of Natural Resources and Mines

Office of the Queensland Chief Scientist
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EXECUTIVE MANAGEMENT

Mr Morné Engelbrecht
Managing Director &
Chief Executive Officer
BCom (Hons), CA(SA), MAICD

MornéEngelbrecht was appointed to
the role of Chief Executive Officer on
18 June 2013 and was appointed to
the Board on 23 July 2013. Morné
joined the team at Carbon Energy in
October 2011 as the Company's Chief
Financial Officer and Company
Secretary.

Offering over 15 years' oil and gas
and resources industry experience
across various jurisdictions, including
Australia, South Africa, the United
Kingdom, Papua New Guinea and
China, Morné provides leadership
across all facets of the business as
well as driving and executing the
strategy of the Company.

Prior to joining Carbon Energy Morné
held various financial, commercial and
advisory senior management positions
and is a Chartered Accountant and a
member of the Australian Institute of
Company Directors.

Ms Catherine Costello
Chief Financial Officer &

Company Secretary
BCom, MSc, CA, GradDipACG

Catherine Costello joined Carbon
Energy in April 2014 as the
Company's Chief Financial Officer and
assumed the role of Company
Secretary in September 2015.
Catherine has 20 years of
international experience in the mining,
engineering and technology sectors.
Her experience extends to global
listed entities undergoing significant
growth and she brings extensive
financial, commercial and corporate
governance skills. Prior to accepting
the position with Carbon Energy,
Catherine held several senior
management roles including senior
financial positions in Ausenco, Lihir
Gold (now Newcrest Mining) and
Placer Dome (now Barrick Gold).

Catherine has a Bachelor of
Commerce Degree from the University
of Queensland, a Master of Science
(Mineral Economics) from Curtin
University is a member of the
Chartered Accountants Australia and
New Zealand and a member of the
Governance Institute of Australia.

Dr Cliff Mallett
Technical Director
MSc, PhD

Cliff Mallett is responsible for the
ongoing development of Carbon
Energy's world-leading technology.
Additionally, Cliff undertakes
assessment of potential coal deposits
that may be suitable for the
Company's expanding portfolio of
Australian and international projects.
He is also heavily involved with the
evaluation of emerging carbon capture
and storage opportunities. Cliff has
been associated with advancing the
development of UCG process
technology for more than 20 years
and has degrees in geology from the
University of Queensland and the
University of Melbourne. He has
almost 30 years experience in mining
research at CSIRO culminating in him
acting as Chief of CSIRO Exploration
and Mining Division, interim Director
of the Centre for Low Emission
Technology, and Executive Manager,
Queensland Centre of Advanced
Technologies. Cliff was Chairman of
the international Underground Coal
Gasification Association (UCGA)
2013-2015 and in April 2016 was
appointed Director of the China
University of Mining Technology UCG
Research Centre in Xuzhou.



Mr Stuart MacKenzie

General Counsel
Bsc LLB

Stuar MacKenzie brings to the
Company strong resources and legal
experience having worked initially as a
geologist in Canada before becoming
a corporate lawyer at Blake Dawson
Waldron (now Ashurst) and Stikeman
Elliott. From 2001 Stuart served as an
internal legal counsel and company
secretary for Placer Dome Asia
Pacific, Lihir Gold and Pacific
Aluminium as well as advising Barrick
Gold on two projects in PNG and is
currently also general counsel for
Chinova Resources.

Mr Terry Moore
General Manager
Operations

Terry | Manager Operations

Terry Moore is responsible for the
development and ongoing operations
of Carbon Energy's global projects.
Terry has over 35 years engineering
experience in both the resources and
energy sectors and 20 years'
experience in senior management
roles, including roles with Ausenco
Operations and Downer EDI Mining.
His experience covers extensive
electrical, mechanical, civil and
maintenance engineering disciplines,
as well as design and constructions
projects from concept through to
commissioning and operational
readiness.

Terry's solid track record incorporates
optimisation of projects based on best
practises including plant utilisation,
cost control and business process, as
well as managing regulatory
compliance. Terry leads a team of
project, environment and safety
professionals.
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BOARD OF DIRECTORS

& Company Secretary

Dr Chris Rawlings
Chairman and
Non-Executive Director
BSc (Hons), PhD, FAICD, FAusIMM

Dr Rawlings was appointed to the
Board on 1 July 2011 and elected as
Chairman on 26 July 2011.

Dr Chris Rawlings graduated from the
University of Newcastle in 1976 with a
Bachelor of Science (Honours) in
Geology; he then went on to complete
a PhD in Structural Geology and Rock
Mechanics in 1983. Dr Rawlings has
extensive experience managing and
operating mining operations and
mining companies. He has been a
Non Executive Director of ASX-listed
and non-listed public companies for
almost 15 years. His strong industry
knowledge backed by a pragmatic,
results-driven approach is a great
advantage to the Company. In 2014,
Dr Rawlings was awarded the
prestigious Queensland Resources
Council Medal for his contributions to
the Resources sector over the past 35
years.

Dr Rawlings is a Fellow of the
Australasian Institute of Mining and
Metallurgy, the Geological Society of
Australia and the Institute of Company
Directors. Dr Rawlings is also a
Director of Queensland Energy
Resources.

During the past three years Dr
Rawlings has held no other listed
company Directorships.

Dr Rawlings is also the Chairman of
the Nomination Committee and a
member of both the Audit & Risk and
Remuneration Committees.
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Mr Morné Engelbrecht
Managing Director &
Chief Executive Officer
BCom (Hons), CA(SA), MAICD

Mr Engelbrecht was appointed to the
role of Chief Executive Officer on 18
June 2013 and was appointed to the
Board on 23 July 2013. Mr
Engelbrecht joined the team at
Carbon Energy in October 2011 as the
Company's Chief Financial Officer and
Company Secretary.

Offering over 16 years' oil and gas
and resources industry experience
across various jurisdictions, including
Australia, South Africa, the United
Kingdom, Papua New Guinea and
China, Mr Engelbrecht provides
leadership across all facets of the
business as well as driving and
executing the strategy of the
Company.

Prior to joining Carbon Energy Mr
Engelbrecht held various financial,
commercial and advisory senior
management positions and is a
Chartered Accountant and a member
of the Australian Institute of Company
Directors.

During the past three years Mr
Engelbrecht has held no other listed
company Directorships.

A

Dr Helen Garnett
Non-Executive Director
BSc (Hons), PhD, FTSE, FAICD

Dr Garnett was appointed to the Board
on 6 September 2010.

Dr Helen Garnett has over 30 years'
experience in transforming technical
innovation into practical commercial
outcomes. She has 15 years'
experience as a Chief Executive and
over 20 years' experience as a Non-
Executive Director having been
closely associated with the resource
and energy sectors throughout this
time. She is a Fellow of the Australian
Institute of Company Directors and the
Academy of Technical Sciences and
Engineering. Dr Garnett is currently
chair of Delta Electricity and a Non-
Executive Director of a number of
other non-listed entities. During the
past three years Dr Garnett has held
the following other listed company
Directorships:

o ABM Resources Limited (from
October 2014 to March 2016) Non-
Executive Director; and

o Energy Resources of Australia
Limited (from January 2005 to June
2015) Non-Executive Director.

Dr Garnett is also the Chair of the
Audit & Risk Committee and a
member of the Nomination
Committee.
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Mr Peter Hogan
Non-Executive Director
BBus, CA

Mr Hogan was appointed to the Board
on 29 August 2008.

Mr Hogan is a Chartered Accountant
providing business advisory services
to a diverse range of clients. Mr
Hogan was previously a Strategy and
Development Executive with Incitec
Pivot Ltd. Mr Hogan continues to
provide some financial and
commercial advisory services to
Incitec Pivot on an arms length, fee for
service basis. Prior to joining Incitec
Pivot in early 2008, Mr Hogan worked
with PricewaterhouseCoopers for 23
years, including 17 years as Partner.
He has extensive experience in
providing business advisory services
to Australian and overseas listed
public companies and large private
companies. He has particular
experience with companies in the
consumer and industrial product
sectors and the mining sector.

During the past three years Mr Hogan
has held the following other listed
company Directorships:

o OneAll International Ltd (from
December 2015) Non-Executive
Director

o SGX listed Fabchem China Ltd

(from July 2008 to November 2013)
Non-Executive Director

Mr Hogan is a member of the Audit &
Risk, Remuneration and Nomination
Committees.

Mr Louis Rozman

Non-Executive Director
BEng, MGeos,
FAUSIMM CP (Man), FAICD

Rozman was appointed to the Board
on 7 April 2010.

Mr Rozman holds degrees in mining
engineering and mineral economics
and has 35 years' international
experience in mining operations, joint
ventures and corporate management.
He was previously Chief Operating
Officer of major gold producer,
AurionGold and Chief Executive
Officer of coal seam gas explorer and
producer, CH4 Gas Limited.

During the past three years Mr
Rozman has held the following other
listed company Directorships:

« Pacific Energy Limited; (from May
2009) Non-Executive Director

o Kula Gold Limited (from November
2010) Non-Executive Director

« ABM Resources Limited (from May
2014 to October 2014) Non-
Executive Director, and

o TSX listed Mawson West Limited
(from February 2011 to April 2014)
Non-Executive Director

Mr Rozman is also a Director of some
Pacific Road Capital entities and
holds and has held a number of other
non-listed directorships.

Mr Rozman is Chair of the
Remuneration Committee and a
member of the Nomination
Committee.
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Mr Huihai Zhuang
Non-Executive Director
BS degree (Shantou University)

Mr Zhuang was appointed to the
Board on 29 October 2015.

Mr Zhuang is 100% owner of our
cornerstone investor Kam Lung
Investment Development Company
(Kam Lung). Mr Zhuang was
appointed to the Board as the
nominee for Kam Lung following their
increase in shareholding to 19.99%.
Mr Zhuang brings to the board strong
networks across Chinese business
and government sectors which is
anticipated to create a more effective
cultural and relationship building
leverage for the Company in doing
business in China.

Carbon Energy | Annual Report 2016 15



BOARD OF DIRECTORS

& Company Secretary
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Mr George Su
Mr Zhuang's Alternate
Director and Translator
BA (Bus Admin)

Mr Su was appointed to the Board on
4 December 2015.

Mr Su has over 30 years business
experience in the Asia Pacific region
and is currently based in Sydney. Mr
Su was formerly head of the
Australian operations of CITIC
Securities, China's largest investment
bank, between 2009 and 2013. He
continues to work with CITIC
Securities as their business partner for
Australia through Silk Road Corporate
Finance Pty Ltd, providing corporate
advisory services.

During the past three years Mr Su has
held the following other listed
company Directorships:

« Oriental Technologies Investment
Limited (from September 2007)
Non-Executive Director after
serving as Managing Director since
1998 ; and

o YPB Group Limited (from July
2014) Non-Executive Director.

Mr Su served as an independent
director on the board of Macquarie
Bank's China property fund between
2006 and 2014.

Mr Su serves as Alternate Director
where Mr Zhuang has notified that he
is unable to attend Company board
meetings or attend to specific
business. Mr Su is also engaged by
Mr Zhuang in the capacity of
translator.

Ms Catherine Costello
Chief Financial Officer &

Company Secretary
BCom, MSc, CA, GradDipACG

Ms Costello joined Carbon Energy in
April 2014 as the Company's Chief
Financial Officer and assumed the
role of Company Secretary in
September 2015. Ms Costello has 20
years of international experience in
the mining, engineering and
technology sectors. Her experience
extends to global listed entities
undergoing significant growth and she
brings extensive financial, commercial
and corporate governance skills. Prior
to accepting the position with Carbon
Energy, Ms Costello held several
senior management roles including
senior financial positions in Ausenco,
Lihir Gold (now Newcrest Mining) and
Placer Dome (now Barrick Gold).

Ms Costello has a Bachelor of
Commerce Degree from the University
of Queensland, a Master of Science
(Mineral Economics) from Curtin
University, is a member of the
Chartered Accountants Australia and
New Zealand and a member of the
Governance Institute of Australia.
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Directors’ Report

Board Information

Your Directors present their Report on the
Company and its controlled entities for the
financial year ended 30 June 2016.

Directors

The names of Directors in office at any time
during or since the end of the year are:

Dr Chris Rawlings - Chairman and Non-Executive
Director

Mr Morné Engelbrecht — Managing Director

Dr Helen Garnett - Non-Executive Director

Mr Peter Hogan - Non-Executive Director

Mr Louis Rozman - Non-Executive Director

Mr Huihai Zhuang - Non-Executive Director

Mr George Su - Mr Zhuang'’s Alternative Director
and translator

Mr Morné Engelbrecht

Mr Engelbrecht was appointed to the Board in
July 2013 and will retire post the reporting period
on 12 August 2016. The Board would like to take
this opportunity to acknowledge the valuable
contribution Mr Engelbrecht made to the
Company during his tenure.

Company Secretary

Ms Costello has been Chief Financial Officer
since the start of the financial year to the date of
this Annual Report and assumed the additional
role of Company Secretary from 30 September
2015. Ms Costello’s experience and qualifications
are set out in the information on Directors and
Company Secretary in the Directors’ Report.

Other Key Management Personnel

Mr Morné Engelbrecht — Chief Executive Officer
Ms Catherine Costello — Chief Financial Officer &
Company Secretary

Ms Tracy Bragg — General Counsel and Company
Secretary (resigned 30/09/2015)

Mr Justin Haines — General Manager, Technical
Services (resigned 14/08/2015)

Dr Clifford Mallett — Technical Director

Mr Stuart MacKenzie — General Counsel

Mr Terry Moore — General Manager, Operations

Corporate Governance Statement

The Company’s 2016 Corporate Governance
Statement and Appendix 4G can be located on
the Company’s website:
www.carbonenergy.com.au/irm/content/corporate
governance.aspx

Principal Activities

The principal activities of the Consolidated Group
during the financial year were:

* To progress the China JinHong New Energy
JV.

* To license keyseam technology
internationally.

* To establish keyseam as the UCG technology
of choice for UCG projects worldwide.

« To continue to prove and improve its
proprietary underground coal gasification
(UCG) technology, keyseam.

Operating Results

The loss of the Consolidated Group after
providing for income tax amounted to
$100,545,304 (2015: loss $6,170,765). The loss
for the year includes a $95,666,870 impairment
charge against the Company’s Blue Gum Gas
project assets following the announcement by the
Queensland government to ban UCG in
Queensland. Excluding the impairment charge
above, the Company’s operating loss for the year
was $4,878,434 which was an improvement on
the prior loss reflecting the Company’s continued
focus on reducing costs, notwithstanding the
lower revenue from both technology service fees
and the research and development tax incentive
rebate.

Dividends Paid or Recommended

No dividend was paid or declared during the year

and the Directors do not recommend the payment
of a dividend in respect of the year ended 30 June
2016 (2015: nil).
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Review of Operations

Carbon Energy’s operations are based around its
established UCG projects and business
development opportunities.

China

The Company’s priorities were re-focused over
the first half of FY16 with the commencement of
the JinHong Joint Venture becoming the key
priority.

China has supportive policies in place for UCG
technologies and has included cleaner coal to
energy production as an area of focus in its
current five-year-plan, which commenced in
March 2016.

During the period, Carbon Energy laid the
foundation for strong growth in China by entering
into a Joint Venture agreement with Beijing
JinHong Investment Development Co. (JinHong)
with the exclusive focus of building a vertically
integrated gas business. The formation of the
Beijing JinHong New Energy Development Co.
(JV) was approved by shareholders on 30
November 2015 at the Company’s Annual
General Meeting and, as announced on 17 June
2016, has been formally registered with the
Chinese corporate registry.

JinHong is committed to advancing progress on
the first demonstration project, however have
indicated that they want to see progress being
made on the renegotiation and/or replacement of
the convertible note facility before they commit to
capitalising the joint venture entity. This has
caused some delays in advancing the activities of
the joint venture. The company is in negotiations
with third parties in relation to the renegotiation of
the existing convertible note and/or replacement
of the convertible note.

During the last quarter of the financial year
Carbon Energy was invited to be a foundation
partner of the International UCG research centre
in China. On 29 April 2016, the Company
announced it had formally joined the Centre which
is part of one of the world's largest mining
universities, the China University of Mining and
Technology.

In April 2016, Carbon Energy announced it
secured a strategic leadership position, joining

China University of Mining and Technology’s
globally significant International Underground
Coal Gasification Research Centre as a founding
member.

The Centre was established to encourage the
development of UCG technology by industry and
Government groups alike, as the environmentally
acceptable utilisation method for coal.

It has been formed inline with the Chinese
Government’s 13th five-year-plan, a vital macro
driver underpinning the expansion of China’s UCG
industry.

MOU with Photon Energy — Potential Solar
Power Generation at Bloodwood Creek

On 23 June 2016, the Company announced a
Memorandum of Understanding (MOU) with
Photon Energy NV (Photon Energy) to evaluate
the development of a large scale solar power
generation plant with up to 20 MW capacity at the
Company’s Bloodwood Creek facility in
Queensland.

The assessment will explore the use of the site’s
existing infrastructure and assets already in place.

This is a positive step for the Bloodwood Creek
site. In the absence of further UCG development,
the MOU will enable Carbon Energy to realise
some of the site’s potential and contribute to
Australia’s growing renewable energy needs.

Corporate Affairs

On 27 November 2015 the Company advised it
had been served with proceedings filed by
Summa Resource Holdings LLC (Summa) against
it in the United States District Court for the
Northern District of California (Complaint).

As announced to the ASX on 6 May 2016, the
Court dismissed the Complaint without the need
for a hearing.

Significant Changes in the State of
Affairs

e Carbon Energy secured funding from
cornerstone investor Kam Lung Investment
Development Company on 28 September
2015, increasing it's shareholding to 19.99% at
the time,

e Shareholders approved the formation of the
Chinese based JinHong JV on 30 November
2015, at the Company’s AGM,

e On 11 April 2016 Carbon Energy raised $3.48
million under the rights issue with Kam Lung
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sub-underwriting the rights issue to $1.8 million
in addition to taking up its full entitlement,
increasing its shareholding at the time to
29.19%.

After Balance Date Events
Rights Issue Shortfall

Further to the close of the renounceable rights
issue on 4 April 2016, under its Rights Issue
Shortfall allocation the Company issued
30,769,232 shares on 4 July 2016 raising
$400,000 before costs.

Confirmation of Successful Completion of the
ISP Process in QLD

On 25 July 2016 the Company received a letter
and announced that it had received confirmation
from the Queensland government Chief Scientist,
Dr Geoff Garrett that Carbon Energy has
satisfactorily completed the recommendations of
the government appointed Independent Scientific
Panel (ISP).

The letter (refer page 8) follows the safe and
successful operation of Carbon Energy’s
Bloodwood Creek pilot plant project.

Dr Garrett acknowledges Carbon Energy as the
only pilot participant to meet the
recommendations of the ISP and that the
Company’s keyseam technology is different from
any other.

The letter also highlights references the ISP’s
conclusions reached in 2013 re-noting the
“undoubted future importance of UCG as a viable
energy source of global significance.”

Since the Queensland government announced its
ban on UCG on the 18 April 2016 the Company
has held several meetings with the Government
including the Minister of Natural Mines and
Resources as well as other senior government
officials. Despite acknowledgement of the work
Carbon Energy has done to date there have been
no changes proposed in regards to the proposed
legislation to ban UCG in Queensland.

Carbon Energy has done everything in its power
to seek amendments to the government’s
proposed legislation changes. This has included
seeking advice at the highest level on the legal
options available to the Company.

Following the delivery of the Decommissioning
Report and Rehabilitation Plan to the Queensland
government in FY15, environmental sampling of
groundwater and measurement of other
environmental metrics continues at Bloodwood
Creek.

20

The Queensland government’s letter is significant
for the Company which can now officially confirm
that it effectively operated a successful and safe
demonstration of its technology under the strictest
regulatory controls. This confirmation may help to
reduce the need for in-depth pilot operations in
other jurisdictions, and may help to reduce the
steps to commercialisation with its projects in
China.

Interim Executive Chairman

Dr Chris Rawlings will be appointed Interim
Executive Chairman from 15 August 2016 whilst
the Company continues its search for a
permanent Chief Executive Officer and Managing
Director.Apart from the matters noted above,
since the end of the financial year, the Directors
are not aware of any other matters or
circumstances not otherwise dealt with in the
report or financial statements that have
significantly, or may significantly affect the
operations of the Company or the Consolidated
Group, the results of the operations of the
Company or the Consolidated Group, or the state
of affairs of the Company or the Consolidated
Group in subsequent financial years.

Non-audit Services

No fees were paid for non-audit services to Grant
Thornton during the year ended 30 June 2016.

Indemnifying Officers

The Company has continued an insurance policy
insuring Directors and Officers of the Company
against any liability arising from a claim brought
by a third party against the Company or its
Directors and Officers, and against liabilities for
costs and expenses incurred by them in defending
any legal proceedings arising from their conduct
while acting in their capacity as a Director or
Officer of the Company, other than conduct
involving a wilful breach of duty in relation to the
Company.

In accordance with a confidentiality clause under
the insurance policy, the amount of the premium
paid to insurers has not been disclosed. This is
permitted under section 300(9) of the
Corporations Act.

Proceedings on Behalf of the
Company
No person has applied to the Court under

section 237 of the Corporations Act for leave to
bring proceedings on behalf of the Company, or to
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intervene in any proceedings to which the
Company is a party, for the purpose of taking

responsibility on behalf of the Company for all or

part of those proceedings.

Meeting Attendance

Board Meeting

. bl s Number
Director ellagzl;:adto attended
Chris Rawlings 13 13
II\Ellr?g';'r(-;lébrecht 13 13
Helen Garnett 13 11
Peter Hogan 13 13
Louis Rozman 13 12
Huihai Zhuang 9' 2!
gsaﬁ:rnate)z 5 5

Audit and Risk Committee
Meeting

Number
eligible
to attend

NM

NM

NM

No proceedings have been brought or intervened

in on behalf of the Company with leave of the
Court under section 237 of the Corporations Act.

Remuneration Committee

Meeting
Numberolibioto  Namber
5 6 6
NM NM NM
4 NM NM
5 6 6
NM 6 5
NM NM NM
NM NM NM

Nomination Committee

Meeting
Number
eligible to
attend
1 1
1 1
1 1
1 1
1 1
1 0
1 1

Number
attended

NM — Not a member of the Committee.

1. Of the nine meetings that Mr Zhuang was eligible to attend:
(a) two were unscheduled meetings that Mr Zhuang was not available to attend;

(b) five were attended by Mr Su as Mr Zhuang's alternate; and

(c) two were attended by Mr Zhuang and Mr Su, with Mr Su being invited as Mr Zhuang’s translator.
2. Mr Su attended seven meetings in total, five as Mr Zhuang’s alternate and two as Mr Zhuang’s translator.

Directors’ Interests

As at 18 July 2016, the interests of the Directors in shares and unlisted options of the Company are:

No. Shares Held

Listed Options

Unlisted Options

Direct Indirect Direct Indirect Direct Indirect
Chris Rawlings - 9,100,000 - 3,950,000 - -
Morné Engelbrecht 4,546,109 - 355,093 - 9,115,441 -
Helen Garnett 339,205 377,101 188,151 - - -
Peter Hogan - 750,000 - 220,000 - -
Louis Rozman ' 477,272 161,607,249 75,000 - - 35,000,000
Huihai Zhuang - 514,760,847 - 171,818,615 - -
George Su (Alternate) - - - - - -
Total 5,362,586 686,595,197 618,644 175,988,615 9,115,441 35,000,000

1. Indirect share and option holdings represent some Pacific Road Capital entities of which Louis Rozman is an employee and Director.

Carbon Energy

Annual Report 2016
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Remuneration Report (Audited)

The Directors are pleased to present Carbon
Energy Limited’s 2016 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 and forms part of the Directors’
report.

Key Management Personnel

Key Management Personnel are divided into
three separate groups for ease of reference:

Non-Executive Directors
(refer to pages 14 to 16 for details about each
Director):

Chairman and Non-
Executive Director

Chris Rawlings

Helen Garnett Non-Executive Director

Peter Hogan Non-Executive Director

Louis Rozman Non-Executive Director

Non-Executive Director
(from 29/10/2015)

Huihai Zhuang

Alternate Non-Executive
Director for Huihai Zhuang
(from 04/12/2015)

George Su

Executive Director

Morné Engelbrecht Chief Executive Officer and
Managing Director

Other Key Management Personnel

General Counsel and
Company Secretary
(to 30/09/2015)

Catherine Costello Chief Financial Officer and
Company Secretary (Company
Secretary from 30/09/2015)

General Manager, Technical
Services (to 14/08/2015)

Tracy Bragg

Justin Haines

Stuart MacKenzie General Counsel (Casual)

(from 27/11/2015)
Cliff Mallett Technical Director

Terry Moore General Manager, Operations
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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.

e 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

Voting and Comments made at
the Company’s 2015 Annual
General Meeting

The Company received more than 92% of “yes”
votes on its remuneration report for the 2015
financial year. The Company did not receive any
specific feedback at the AGM or throughout the
year on its remuneration practices.

Non-Executive Director
Remuneration Policy

The remuneration and terms of employment for
the Non-Executive Directors are subject to annual
review with no fixed term, with one third of the
Directors being subject to re-election at each
Annual General Meeting of Shareholders. The
aggregate amount of remuneration payable to all
Non-Executive Directors was set by shareholders
at $500,000 per annum. The total amount
currently paid is a maximum of $40,000 per
annum plus statutory superannuation to each
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Remuneration Report (Audited)

Non-Executive Director and $120,000 per annum
plus statutory superannuation to the Chairman of
the Board. The Chair of the Audit and Risk
Committee is paid an additional $10,000 per
annum plus superannuation. In the prior year the
Board resolved to reduce Non-Executive Directors
fees by between 20% and 100% for the March
2015 quarter. Fees were reinstated for the June
2015 quarter with the exception of Mr Rozman, as
Pacific Road Capital Management Holdings Pty
Ltd elected to waive his June 2015 and
September 2015 quarter fees.

No termination payment provisions are currently in
place for Non-Executive Directors.

Executive Remuneration Policy

The remuneration policy, which sets the terms
and conditions for the Executive Director and
other Executives, was developed by the
Remuneration Committee after seeking
professional advice from independent consultants
and was approved by the Board. All permanent
Executives and the Executive Director receive a
base salary, superannuation, car park and
performance incentives.

The Remuneration Committee reviews Executive
packages annually by reference to group
performance, Executive performance, comparable
information from industry sectors and other listed
companies and independent advice. The
performance of Executives is reviewed annually
by the Executive Director and his performance is
reviewed by the Remuneration Committee, with
revised remuneration packages generally taking
effect from the 1st of July of the new financial
year.

The payment of bonuses, shares, options,
performance rights, and other incentive payments
are reviewed by the Remuneration Committee
annually as part of the review of Executive
remuneration and a recommendation is put to the
Board for approval. All bonuses, shares, options,
performance rights, and other incentives must be
linked to predetermined performance criteria. The
Board can exercise its discretion in relation to
approving performance incentives and can
recommend changes to the Remuneration
Committee recommendations.

Any changes must be justified by reference to
measurable performance criteria.

In June 2016, the Remuneration Committee
reviewed the structure of the performance
incentives. Further details can be found in the
Executive Remuneration Framework below.

Remuneration Consultant

From time to time the Remuneration Committee
will engage advisors to assist in the continual
evolution and development of the Group’s
remuneration policies and framework. No
remuneration consultants have been engaged
during the current year.

Executive Remuneration
Framework

There are three general components of
remuneration used to reward permanent
employees, including Executives, depending on
their role and responsibility within the
Consolidated Group:

1. Total Fixed Remuneration.
2. Short Term Incentive (STI).
3. Long Term Incentive (LTI).

The STl and LTI components paid to permanent
Executives each range between 15% and 30% of
their fixed remuneration package and are payable
in shares, performance rights or options in Carbon
Energy Limited. The Remuneration Committee
has the discretion to approve payment of the STI
component as cash in lieu of shares. For the STI
assessed on the FY16 performance period the
remuneration committee applied their discretion to
approve the payment of all STI's as cash. This
decision took into account the prior taxation
issues that had arisen for participants balanced
with industry trends towards cash for STI’s.

The Board expects that the remuneration
structure implemented will result in the Company
being able to attract and retain the best
Executives to run the Consolidated Group. It will
also provide Executives with the necessary
incentives to work to grow long-term shareholder
value.
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Total Fixed Remuneration

Total Fixed Remuneration comprises base salary
and statutory superannuation. Total Fixed
Remuneration is set with reference to market
data, reflecting the scope of the role and the
performance of the employee in the role.

Total Fixed Remuneration also reflects any
market premium required for roles that are in short
supply or with a unique skill set. Remuneration is
reviewed annually using data gathered from
multiple sources which may include market
surveys, external remuneration consultants, and
internal feedback as to market conditions, as
considered appropriate to provide analysis and
advice to ensure competitive remuneration is set
to reflect the market for comparable roles. Due to
the nature of the business, fixed remuneration of
Executives is not linked to the performance of the
Company due to the requirement to retain these
employees to develop the Company and meet its
current strategic objectives.

Short Term Incentive (STI)

Carbon Energy offers an STI to the permanent
Executives including the Executive Director to
achieve the following objectives:

o Focus Executives on the achievement of key
targets as well as individual contribution that
the Board believes will lead to sustained and
improved business performance.

e Reward and recognise superior performance.

The metrics, weightings and performance
measures are reviewed annually to ensure
business needs are met and the overall STl is
consistent with general market practices.

The STl scheme involves establishing the STI
value for the financial year, subject to satisfactorily
meeting Key Performance Indicators (KPlIs). At
the end of each financial year, the Executives
(excluding the Executive Director) would be
allocated a number of shares equivalent to the
cash value of the STI, based on the 90 day VWAP
prior to the Remuneration Committee
endorsement of the recommended share
allocation (subject to the Remuneration
Committee’s discretion to pay the STl as cash in
lieu of shares). The Executive Director's STl is
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paid in cash, unless the Executive Director elects
to receive shares or options and this is approved
by the Remuneration Committee and the
shareholders. No STI's were awarded to the
Executive Director or permanent Executives for
the FY15 year due to failure to meet the FY15
KPI's. These STI's would normally be paid in the
subsequent year. For the current year, the
Remuneration Committee has determined that the
Executive Director and permanent Executives will
be awarded a discretionary incentive of 50% of
their maximum entitlement. Due to a number of
factors outside of the Executives control that
resulted in moving performance targets, the
Remuneration Committee determined that a
discretionary award of 50% fairly acknowledged
the efforts of Executives while balancing the
interests of shareholders.

The Executive Director’'s 3 year term ceased on
17 June 2016. The Board and the Executive
Director have agreed to extend the original
employment contract to 12 August 2016.

Long Term Incentive (LTI)

On 13 February 2015, the Remuneration
Committee approved changes to the LTI
arrangements applicable to Executives for the
FY15 and subsequent financial years.

The Remuneration Committee approved a 3 year
Executive performance rights LTI plan be put in
place for the 2017 financial year (applying to all
Executives including the Executive Director,
noting the LTI for the Executive Director will
require shareholder approval). The new LTI plan
will incorporate 1, 2 and 3 year performance
periods, with 1/3 of the allocated performance
rights being tested annually. The performance
hurdles will be market based and service based
tests, in equal proportions. The inclusion of a
service based test is in recognition that significant
developments can be progressed during a
performance period, however given the
Company’s stage in its lifecycle, may not be fully
reflective in the share price at that point in time.
The quantum of the LTI grants has been
determined as 71,243,236 performance rights to
be allocated between the Executives. As noted
above the performance rights will be equally
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divided into 3 separate tranches (23,747,745) with

each tranche tested at the end of each financial

year against the set performance hurdles. Each
testing period 50% of the performance rights

(11,873,873) will vest if the Executive remains

employed, while the remaining 50% will be

measured against the following performance
hurdles:

e For tranche 1 (30/06/17): Successful ignition
of the JinHong JV demonstration project
resulting in an exclusive keyseam licence
being granted to the JinHong JV;

e For tranche 2 (30/06/18): Advancing the
demonstration project to commitment to
commercial scale production; and

e For tranche 3 (30/06/19): Securing at least
one third party licencing and technical service
agreements either through the JV or
worldwide.

Each performance right is a conditional

entitlement to one fully paid ordinary share in

Carbon Energy Limited.

To align with the Executive Director’s current LTI
plan, a two year transitional LTI plan was
introduced for the other Executives to cover the
2015 and 2016 financial years. The plan
comprised the following:

e 2.5 million share rights with a vesting date of
30 June 2015, with vesting subject to the
market price of the shares as at 30 June 2015
being no less than 7.5 cents ($0.075) per
share (these share rights forfeited on 30 June
2015 as the share price performance hurdle
was not achieved).

e 2.5 million share rights with a vesting date of
30 June 2016, with vesting subject to the
market price of the shares as at 30 June 2016
being no less than 10.5 cents ($0.105) per
share. (these share rights forfeited on 30 June
2016 as the share price performance hurdle
was not achieved).

In each case the share rights would only vest
provided the Executive remains employed with the
Company on the vesting date.

The Executive Director LTI arrangements as
approved at the annual general meeting on 21
November 2013 comprised the following:

e 33,333,333 options with an exercise price of
$0.06 each and a vesting date of 30 June
2014 (subject to the market price of the
shares as at 30 June 2014 being no less than
4.5 cents ($0.045) per share expiring 30 June
2017 (these options were forfeited on 30 June
2014 as the share price performance hurdle
was not achieved).

e 33,333,333 options with an exercise price of
$0.06 each and a vesting date of 30 June
2015 (subject to the market price of the
shares as at 30 June 2015 being no less than
7.5 cents ($0.075) per share) expiring 30
June 2018 (these options were forfeited on 30
June 2015 as the share price performance
hurdle was not achieved).

e 33,333,333, options with an exercise price of
$0.06 each and a vesting date of 30 June
2016 (subject to the market price of the
shares as at 30 June 2016 being no less than
10.5 cents ($0.105) per share) expiring 30
June 2019 (these options were forfeited on 30
June 2016 as the share price performance
hurdle was not achieved).

Relationship between Remuneration and
the Company’s Performance

Prior to 1 July 2013 the Company did not link key
performance indicators to the Company’s financial
performance. The Company linked key
performance indicators for the LTI to the
Company’s share price performance from 1 July
2013 to 17 June 2016 for the Executive Director
and 1 July 2014 to 30 June 2016 for other
permanent Executives. The performance of the
Company’s share price was considered the best
indicator of value creation for shareholders at the
Company’s stage of development. This has been
reassessed going forward with Remuneration
linked to key milestones in the Company’s
development phase.

In FY2015 the share price increased 13% from
$0.015 to $0.017. In FY2016 the share price
decreased 12% from $0.017 to $0.015.
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Details of Remuneration

The remuneration for each Director of the Consolidated Group during the year is noted as follows:

Post Share-based
employment Payments Forfeited Performance
Short term employee benefits benefits Expense Options Related

Total
Directors  Other Super Cash Options
Fee (vi) (v) Contributions | Payments (vii) Shares

NON-EXECUTIVE DIRECTOR
Chris Rawlings - - 120,000 - 11,400 | 131,400 - - - -
Helen Garnett - - 50,000 - 4,750 54,750 - - - -
Peter Hogan(i) - - 40,000 - - 40,000 - - - -
Louis Rozman(ii)(vi) - - 30,000 - - 30,000 - - - -
Huihai Zhuang(ii) - - 26957 - -| 26957 - - - -
George Su(iv) - - - - - - - - - -
SUB-TOTAL § - - 266,957 - 16,150 | 283,107 . . .

EXECUTIVE DIRECTOR

'(‘\”/;’(U‘"e) STl 397,582 - - 43,859 30,000 | 471,441 43,188 - (129,567) 8%
SUB-TOTAL § 397,582 - T 43,859 30,000 | 471,441 43,188 . (129,567)

GRAND TOTALS 397,582 - 266,957 43,859 46,150 | 754,548 | 43,188 - (129,567)

(i) Peter Hogan'’s fees are paid directly to Incitec Pivot Limited.

(i) Louis Rozman'’s fees are paid directly to Pacific Road Capital Management Holdings Pty Limited.

(iii) Huihai Zhuang's fees are paid directly to Silk Road Capital Finance, an associated entity of George Su.

(iv) George Su does not receive Director fees from the Company as he is Huihai Zhuang’s Alternate when appointed and translator for Board meetings
and correspondence. George Su’s fees for these services have been negotiated between Huihai Zhuang and George Su.

(v) Other payments include car parking, associated fringe benefits tax and a partial cash out of annual leave.

(vi) Pacific Road Capital Management Holdings Pty Limited elected to waive 100% of Mr Rozman'’s fee for the first quarter of 2016.

(vii) Morné Engelbrecht was granted 99,999,999 options with share price performance hurdles. As at 30 June 2016 the remaining 33,333,333 were
forfeited as a result of failure to meet the share price performance hurdles for this year.
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Details of Remuneration (continued)

The remuneration for each Director of the Consolidated Group during the prior year is noted as follows:

I N
2015

Post Share-based
employment Payments Forfeited Performance
Short term employee benefits benefits Expense Options Related

Total
Bonus Directors Super Cash Options
Fee (v) Other Contributions | Payments (vi) Shares

NON-EXECUTIVE DIRECTOR

Chris Rawlings - 114,000 - 10,830 124,830 - - - -
Max Cozijn(i) - 32,308 - 3,069 35,377 - - - -
Helen Garnett - 47,500 - 4,513 52,013 - - - -
Peter Hogan(ii) - 30,000 - - 30,000 - - - -
Louis Rozman(iii) - 20,000 - - 20,000 - - - -
SUB-TOTAL $ - 243,808 - 18,412 262,219 - - -

EXECUTIVE DIRECTOR

Morné Engelbrecht (iv) 383,291 23,254 - 1,775 29,998 438,318 60,975 - (92,535) 17%
SUB-TOTAL $ 383,291 23,254 - 1,775 29,998 438,318 60,975 - (92,535)
GRAND TOTALS 383,291 23,254 243,808 1,775 48,409 700,537 60,975 - (92,535)

(i) Max Cozjin retired as Non-Executive Director on 21 April 2015

(i) Peter Hogan's fees were paid directly to Incitec Pivot Limited.

(iii) Louis Rozman'’s fees were paid directly to Pacific Road Capital Management Holdings Pty Limited.

(iv) Morné Engelbrecht agreed to reduce his salary by 20% during the period 1 February 2015 to 30 April 2015 in recognition of the prevailing business
cash flows during that period.

(v) Non-Executive Director fees were reduced by between 20% and 100% for one quarter in recognition of the prevailing business cash flows during that
period. Pacific Road Capital Management Holdings Pty Limited elected to waive 100% of Mr Rozman’s fees for an additional quarter.

(vi) Morné Engelbrecht was granted 99,999,999 options with share price performance hurdles. As at 30 June 2015 33,333,333 have not yet vested,

33,333,333 were forfeited as a result of failure to meet the share price performance hurdles for 2014 and 33,333,333 were forfeited as a result of

failure to meet the share price performance hurdles for this year.
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Details of Remuneration (continued)

The remuneration for each Key Management Personnel of the Consolidated Group during the year is noted
as follows:

Post- Long-
employment term
benefits benefits

Share-based
Payments

Short term employee
benefits

Long
Cash Super Termination Service Rights Forfeited (Performance
Salary Other (v)  Contributions [of 15 5 Leave (vi) Shares Right s(vii) Related

%

Tracy Bragg (i) 51,016 3,558 5,097 10,341 70,012 - 3,240 - (6,480) 4%
Catherine 265,506 12,023 25,674 - | 303,203 - 12,960 - (16,200) 4%
Costello(ii)

Justin Haines(i) 37,435 893 3,556 30,019 71,903 - 1,080 : (4,320) 1%
Stuart MacKenzie

(iv) 84,524 - 8,030 - 92,554 - - : - 0%
Cliff Mallett 170,441 4,121 34,995 - | 209,557 5,044 12,960 : (16,200) 6%
Terry Moore(ii) 237,534 26,023 34,998 - | 298555 - 12,960 - (16,200) 4%
TOTALS 846,456 46,618 112,350 40,360 | 1,045,784 5,044 43,200 c (59,400)

(i) Tracy Bragg ceased to be a KMP upon termination on 30 September 2015.

(ii) Other payments include a partial cash out of annual leave.

(iii) Justin Haines ceased to be a KMP upon termination on 14 August 2015.

(iv) Stuart MacKenzie commenced as General Counsel on 27 November 2015 on a casual basis.

(v) Other payments include car parking, car benefits and a partial cash out of annual leave.

(vi) The value of performance rights is calculated as at the grant date. Performance rights are valued using a Monte Carlo pricing model. The amounts
disclosed as part of remuneration have been determined by allocating the grant date value on a straight-line basis over the period of grant date to vesting
date.

(vii) Each Executive was granted 5,000,000 performance rights in FY15 with share price performance hurdles. As at 30 June 2016 the remaining 2,500,000
per Executive were forfeited as a result of either termination of employment or failure to meet the share price performance hurdles for this year.
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Details of Remuneration (continued)

The remuneration for each Director of the Consolidated Group during the prior year is noted as follows:

“

Post- Long-
employment term
benefits benefits

Share-based
Payments

Short term employee
benefits

Long Options Forfeited
Cash Super Service & Rights Options & |Performance
Salary (v) Other (i) Contributions Leave (i) (iii) Rights Related

%

Tracy Bragg 190,161 14,047 19,369 | 223,576 - 3,190 5,584 (1,965) 4%
Catherine Costello 212,199 1,940 20,159 | 234,298 - 4,503 222 (1,965) 2%
Justin Haines 263,209 2,218 18,783 | 284,210 - 1,795 1,563 (1,965) 1%
Cliff Mallett 178,232 2,475 16,932 | 197,640 5,587 314 (6,002) (1,965) (3%)
Terry Moore 222,513 2,375 21,139 | 246,026 - 3,549 7,150 (1,965) 4%
TOTALS 1,066,314 23,054 96,382 | 1,185,750 5,587 13,351 8,787 (9,825)

(i) Car parking and car benefits.

(i) The value of options and rights is calculated as at the grant date. Options are valued using a Black Scholes option pricing model and rights are valued
using a Monte Carlo pricing. The amounts disclosed as part of remuneration have been determined by allocating the grant date value on a straight-line
basis over the period of grant date to vesting date.

(iii) The value of options and shares include the reversal of the prior year accrual for the 2014 option and share grants, not determined until 2015. The final
approval grant of 2014 options and shares was lower than the estimated grant resulting in a credit against the value of the 2015 grant and accrual.

(iv) The expense booked relates to the grant of the shares for 2014 performance and represents the variance between the estimated expense accrued in
2014 and the actual expense upon final determination of achievement of Executive STI KPIs. No STl shares in relation to 2015 performance were
accrued as compensation and expensed during the 2015 year due to failure to meet KPls.

(v) Each Executive agreed to a salary reduction during the period 1 February 2015 to 30 April 2015 (ranging from 20-40%) in recognition of the prevailing
business cash flows during that period
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Service Agreements of Executive Directors and Key Management
Personnel

Remuneration and other terms of employment for the Executives are formalised in service agreements. The
service agreements specify the components of remuneration, benefits and notice periods. Participation in
the STl and LTI arrangements is subject to the Board’s discretion. Other major provisions of the agreements
relating to remuneration are set out below.

Termination benefits are within the limits set by the Corporations Act such that they do not require
shareholder approval.
(i)

Term of Agreement Total Fixed Notice Period Termination

Remuneration Payments (i)

(per annum)

o Fixed term contract to 12

Morné Engelbrecht August 2016 $425,000 - -
Chris Rawlings"” From 15 August 2016 until $295,651
two weeks after the start
date of the Chief Executive - -
Officer and Managing
Director
Catherine Costello No fixed term $295,650" 3 months -
Stuart MacKenzie Casual basis nil 7 days -
. 3 year fixed term contract
Cliff Mallett t0 30 June 2019 $205,432 3 mo