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Rathlin Energy (UK) Limited
Directors’ Report and Financial Statements
31 December 2021

Directors’ Report
The Directors present their report on the financial statements for the year ended 31 December 2021.

Principal Activity
The principal activity of Rathlin Energy (UK) Limited (“Rathlin” or the “Company”) is the exploration,
appraisal and development of oil and gas assets in the United Kingdom.

Review of Business

We are pleased to provide a business review for the year ended 31 December 2021 for Rathlin Energy
(UK) Limited (“Rathlin” or the “Company”). Through 2021, we focused on operations and data
acquisition from the West Newton A and West Newton B sites as well as advancing a forward plan for
the West Newton A development. :

After extensive planning, in early 2021 completion and testing operations were initiated on the West
Newton B-1Z (“WNB-1Z") well. WNB-1Z was drilled in late 2020 and reached a total depth of 2,114
metres during early December. Operations commenced in May 2021 and focused on testing the
Kirkham Abbey Formation, completing and testing the lower section before moving onto the upper
section. A total of 44 metres was perforated during testing of the target zone. Throughout testing
operations, both liquid hydrocarbons and gas were recovered to the surface from the two intervals.
Recoveries confirmed the presence of good quality gas with indicated methane content of
approximately 90%, ethane of approximately 4.5% and heavier ends present in lesser concentrations.
Following operations at WNB-1Z, equipment was mobilized to West Newton A-2 (“WNA-2") to resume
well testing that was initiated in 2019 and subsequently suspended.

The WNA-2 well was drilled and cased to a total depth of 2,061 metres during the spring of 2019 and
initial completion operations were undertaken during the summer of 2019. The original testing
program was suspended when the presence of both oil and gas in the target formation was
encountered as opposed to the predominant gas saturation which was anticipated in the original
testing program. The operations were suspended to allow the Company to redesign the testing
program to efficiently and safely evaluate the potential oil column. Following the approval of the
redesigned program during late 2020, the testing operations commenced in September 2021. During
operations, we recovered both gas and liquid hydrocarbons to surface. Initial results indicate that the
oil samples recovered exhibit a specific gravity of 0.783 (49 degree API). The gas samples were similar
to those recovered from other area wells, including WNB-1Z and WNA-1, and consistent with the initial
testing performed at WNA-2.

The Company is currently completing analysis of the data gathered from both completion operations.
In addition, an external third party has been engaged to perform an analysis of the operations and
information gathered including the properties of the hydrocarbons recovered. The modelling
indicates potential for initial production rates as high as 35.6 million cubic feet of gas per day from a
stimulated horizontal well drilled through a gas-bearing interval. A similarly drilled and completed well
drilled through an oil-bearing interval of the Kirkham Abbey showed potential initial production rate
of 1,000 barrels of oil per day (“bopd”). Initial analysis confirms that the hydrocarbon liquid recovered
is low specific gravity, low viscosity, light oil.

During the 2021 completion operations at WNB-1Z and WNA-2, the Company acquired a significant
amount of reservoir data including fluid and gas samples, pressure data, and flow data. Further
analysis of this information is being undertaken at third-party labs and this information is being utilised
to determine optimum drilling, completion and development designs for the Kirkham Abbey reservoir
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at West Newton. It will also help determine the next steps to be taken in future exploration and
development programmes. Analysis and evaluation of well and seismic information continues to
support our belief that the West Newton project has a significant resource endowment of high-quality
light oil and natural gas, and that the West Newton area has the potential to be a significant
hydrocarbon producer.

In preparation for the continued development of the West Newton discovery, the Company submitted
a planning application for the development of the West Newton A site. The initial application was
rejected by the East Riding of Yorkshire Council (“ERYC") in late September 2021. Following the
rejection, the Company consuited with key stakeholders and submitted a revised planning application
on a reduced scale. The revised plan, which includes the drilling, completion, and associated
production of an additional four wells from the current surface location, along with an application to
extend the permit period at the West Newton B site for an additional three years were each approved
by the ERYC planning committee by a vote of ten to one on 17 March 2022.

COVID-19, Current World Events, and Going Concern

For the past two years, the global economy has been impacted by the COVID-19 virus. At the start of
the pandemic, mobility restrictions, quarantines, and lockdown measures implemented in different
countries caused a decrease in economic activity and resulted in a substantial decrease in demand for
hydrocarbons and a subsequent decrease in oil prices. By the end of 2021, these trends have started
to reverse as vaccines have been created and administered, and lockdown measures are being lifted
allowing for economic activities to resume.

The Company has been proactive in taking necessary measures to avoid direct impacts of the
pandemic on its operations with a focus on the health and safety of employees, consultants and
contractors. Due to the steps taken, over the past two years, despite the ongoing pandemic, Rathlin
has continued operations including the drilling of the WNB-1/B-1z well, the completion and testing of
WNB-1z and the retesting of the A-2 well without a single incident of COVID-19 reported on site.

Management has considered the impact of COVID-19 and the oil price volatility during the preparation
of these financial statements. In our view, the demand for sufficient supply of hydrocarbons will
remain critical to the UK’s infrastructure and economy, and we do not believe that in the event of an
economic downturn it will have a material impact on the Company’s future activities.

Climate change and the transition to a lower carbon economy was considered in the preparation of
these financial statements. The transition is likely to impact the future pricing of hydrocarbons which
may affect, either positively or negatively, the ultimate recovery of the Company’s intangible oil and
gas assets. Climate change and the requirement to reduce carbon emissions are incorporated into our
operational activities and we consistently meet or exceed all environmental regulations. Management
has considered the implications of climate change and do not believe this will have a material impact
on the Company’s future operations.

On 24 February 2022, Russia invaded Ukraine. This has had far reaching implications on the global
economy as countries have placed sanctions against Russia, including its hydrocarbon exports. The
demand for alternatively sourced hydrocarbons has increased dramatically which in turn has
increased global oil and natural gas prices to highs not seen in over a decade. In light of this situation,
security of supply has risen to the forefront and in our view the requirement for locally sourced
hydrocarbons has taken on a new importance in the UK. Although Russia’s illegal invasion of the
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Ukraine has many horrifying and negative consequences, we do not believe that they extend to the
Company’s current and future activities in eastern England.

Management believes the Company is in a solid financial condition as of the end of 2021 and continues
to closely monitor the situation to ensure prompt reaction to the rapidly changing environment.

The Company has a cash balance of £5.3 million as of 31 December 2021 (2020: £12.2 million). In the
event that operations are delayed, these funds could be used to sustain general operations and would
be sufficient to fund the company for a minimum of 12 months from the signing of these financial
statements. This would enable the Company to continue as a going concern if drilling and completion
operations are delayed.

The Directors review and monitor cashfiows regularly and on the basis of their assessment have a
reasonable expectation that the Company will be able to continue as an operating entity for the
foreseeable future. Thus, they continue to adopt the going concern basis of accounting in preparing
the annual report and financial statements.

Proposed Dividend
The Directors do not recommend the payment of a dividend (2020: £nil).

Directors
The Directors who held office during the year were as follows:

John Hodgins
Howard Mayson
Paul McGarvey
Stephen Williams

The Directors’ beneficial interests in the ordinary shares of the Company as at 31 December 2021
and 2020 are as follows:

Ordinary shares

2021 2020
John Hodgins 427,272 427,272
Howard Mayson 87,272 87,272
Paul McGarvey 1,771,363 1,771,363

Stephen Williams - -
2,285,907 2,285,907
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The Directors’ beneficial interest in the share purchase options of the Company as at 31 December
2021 and 2020 are as follows:

Share Purchase Options

2021 2020
John Hodgins 272,000 272,000
Howard Mayson 62,000 62,000
Paul McGarvey 27,000 27,000
Stephen Williams - -
361,000 361,000

The Company recognized share-based payment expenses associated with these options of £141,338
during the year ended 31 December 2021 (2020 — £99,905).

Directors’ Remuneration
The Directors’ remuneration for the year ended 31 December 2021 and 2020 is:

Fees
2021 2020
£ £
John Hodgins - -
Howard Mayson - -
Paul McGarvey - -
Stephen Williams 36,000 27,000
36,000 27,000

The fees paid on behalf of Stephen Williams are received by Reabold Resources PLC, where Mr.
Williams is the Co-Chief Executive Director. Reabold Resources PLC held a 59 percent ownership
interest in Rathlin as at 31 December 2021 and 2020 and is the ultimate controlling party of Rathlin.

Directors’ Insurance and Indemnities
Throughout the year, the Company maintains directors’ and officers’ liability insurance for the benefit
of the Company, the Directors and its officers.

Financial Risks

Rathlin’s ability to continue as a going concern may include having to make substantial capital
expenditures for the acquisition, exploration, development and production of oil and natural gas
reserves in the future. The Company may have limited ability to raise the capital necessary to
undertake or complete future drilling programs. There can be no assurance that debt or equity
financing or cash generated by operations will be available or sufficient to meet these requirements
or for other corporate purposes or, if debt or equity financing is available, that it will be on terms
acceptable to the Company.

Exploration, Development and Production Risks

Oil and natural gas operations involve many risks which even a combination of experience, knowledge
and careful evaluation may not be able to overcome. The long-term commercial success of Rathlin
depends on its ability to find, appraise, develop and commercially produce oil and natural gas
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resources and reserves, which will depend not only on its ability to explore and develop any properties
it may have from time to time, but also on its ability to select and acquire additional producing
properties or prospects. There is no assurance that commercial quantities of oil and natural gas will
be discovered or acquired by the Company.

Other Business Risks

The Company’s results are sensitive to crude oil and natural gas prices which are dependent on a
number of factors which impact world supply and demand. Currently there has been a steep increase
in demand as a result of the Russian-Ukrainian conflict which has caused a substantial increase in the
price of hydrocarbons across the globe. While the Company is not directly affected by this as the
Company is currently not in the production phase, the Company is monitoring this situation closely.

Political Contributions
The Company made no political donations nor incurred any political expenditures during the year
(2020: £nil).

Disclosure of Information to Auditors

The Directors who held office at the date of approval of this Director’s report confirm that so far as
they are each aware, there is no relevant audit information of which the Company’s auditor is unaware
and each Director has taken all the steps that he ought to have taken as a Director to make himself
aware of any relevant audit information and to establish that the Company’s auditor is aware of that
information. This confirmation is given and should be interpreted in accordance with provisions of
Section 418 of the Companies Act 2006.

Auditor

The Director’s reappointed BDO LLP as auditors on 22 April 2021. Pursuant to Section 487 of the
Companies Act 2006, the auditor will be deemed to be reappointed and BDO LLP will therefore
continue in office.

Small companies exemption

In preparing the financial statements the Directors have taken advantage of the small companies’
exemption provided by section 414B and 415A of the Companies Act 2006 from the requirement to
prepare a strategic report and in preparing the directors’ report on the grounds that the Company is
entitled to prepare its accounts for the year in accordance with the small companies regime.

On behalf of the board,

John Hodgins

3" Floor, 11-12 St. James’s Square, London SW1Y 4B
Director :

28 April 2022
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Statement of Directors’ Responsibilities
The directors are responsible for preparing the Directors’ Report and the financial statements in
accordance with applicable law and regulations.

Company law requires the directors to prepare financial statements for each financial year. Under
that law the directors have elected to prepare the financial statements in accordance with UK adopted
international accounting standards. Under company law the directors must not approve the financial
statements unless they are satisfied that they give a true and fair view of the state of affairs of the
company and of the profit or loss of the company for that period.

In preparing these financial statements, the directors are required to:
e select suitable accounting policies and then apply them consistently;
« make judgements and accounting estimates that are reasonable and prudent;

e state whether they have been prepared in accordance with UK adopted international accounting
standards; and

e prepare the financial statements on the going concern basis unless it is inappropriate to presume
that the company will continue in business.

The directors are responsible for keeping adequate accounting records that are sufficient to show and
explain the company’s transactions and disclose with reasonable accuracy at any time the financial
position of the company and enable them to ensure that the financial statements comply with the
Companies Act 2006. They are also responsible for safeguarding the assets of the company and hence
for taking reasonable steps for the prevention and detection of fraud and other irregularities.
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INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF RATHLIN ENERGY (UK) LIMITED

Opinion on the financial statements
In our opinion the financial statements:

e give a true and fair view of the state of the Company’s affairs as at 31 December 2021 and of
its loss for the year then ended;

e have been properly prepared in accordance with UK adopted international accounting
standards; and

e have been prepared in accordance with the requirements of the Companies Act 2006.

We have audited the financial statements of Rathlin Energy (UK) Limited (“the Company”) for the year
ended 31 December 2021 which comprise the Statement of Comprehensive Loss, Statement of
Financial Position, Statement of Changes in Equity, Statement of Cash Flows, and notes to the financial
statements, including a summary of significant accounting policies. The financial reporting framework
that has been applied in their preparation is applicable law and international accounting standards in
conformity with the requirements of the Companies Act 2006.

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing {(UK) (ISAs (UK)) and
applicable law. Our responsibilities under those standards are further described in the Auditor’s
responsibilities for the audit of the financial statements section of our report. We are independent of
the Company in accordance with the ethical requirements that are relevant to our audit of the
financial statements in the UK, including the FRC’s Ethical Standard, and we have fulfilled our other
ethical responsibilities in accordance with these requirements. We believe that the audit evidence we
have obtained is sufficient and appropriate to provide a basis for our opinion.

Independence

We are independent of the Company in accordance with the ethical requirements that are relevant to
our audit of the financial statements in the UK, including the FRC’s Ethical Standard, and we have
fulfilled our other ethical responsibilities in accordance with these requirements.

Conclusions relating to going concern

In auditing the financial statements, we have concluded that the Directors’ use of the going concern
basis of accounting in the preparation of the financial statements is appropriate.

Based on the work we have performed, we have not identified any material uncertainties relating to
events or conditions that, individually or collectively, may cast significant doubt on the Company's
ability to continue as a going concern for a period of at least twelve months from when the financial
statements are authorised for issue.

Our responsibilities and the responsibilities of the Directors with respect to going concern are
described in the relevant sections of this report.
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Other information

The directors are responsible for the other information. The other information comprises the
information included in the Directors’ report and financial statements other than the financial
statements and our auditor’s report thereon. Our opinion on the financial statements does not cover
the other information and, except to the extent otherwise explicitly stated in our report, we do not
express any form of assurance conclusion thereon. Our responsibility is to read the other information
and, in doing so, consider whether the other information is materially inconsistent with the financial
statements or our knowledge obtained in the course of the audit, or otherwise appears to be
materially misstated. If we identify such material inconsistencies or apparent material misstatements,
we are required to determine whether this gives rise to a material misstatement in the financial
statements themselves. If, based on the work we have performed, we conclude that there isa material
misstatement of this other information, we are required to report that fact.

We have nothing to report in this regard.

Other Companies Act 2006 reporting

In our opinion, based on the work undertaken in the course of the audit:

e the information given in the Directors’ report for the financial year for which the financial
statements are prepared is consistent with the financial statements; and
e the Directors’ report has been prepared in accordance with applicable legal requirements.

In the light of the knowledge and understanding of the Company and its environment obtained in the
course of the audit, we have not identified material misstatements in the Directors’ report.

We have nothing to report in respect of the following matters in relation to which the Companies Act
2006 requires us to report to you if, in our opinion:

e adequate accounting records have not been kept, or returns adequate for our audit have not
been received from branches not visited by us; or

e the financial statements are not in agreement with the accounting records and returns; or

e certain disclosures of Directors’ remuneration specified by law are not made; or

e we have not received all the information and explanations we require for our audit; or

e the Directors were not entitled to prepare the financial statements in accordance with the
small companies regime and take advantage of the small companies’ exemptions in preparing
the Directors’ report and from the requirement to prepare a Strategic report.

Responsibilities of Directors

As explained more fully in the Statement of Directors’ Responsibilities, the Directors are responsible
for the preparation of the financial statements and for being satisfied that they give a true and fair
view, and for such internal control as the Directors determine is necessary to enable the preparation
of financial statements that are free from material misstatement, whether due to fraud or error.

In preparing the financial statements, the Directors are responsible for assessing the Company’s ability
to continue as a going concern, disclosing, as applicable, matters related to going concern and using
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the going concern basis of accounting unless the Directors either intend to liquidate the Company or
to cease operations, or have no realistic alternative but to do so.

Auditor’s responsibilities for the audit of the financial statements

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

Extent to which the audit was capable of detecting irreguiarities, including fraud

Irregularities, including fraud, are instances of non-compliance with laws and regulations. We design
procedures in line with our responsibilities, outlined above, to detect material misstatements in
respect of irregularities, including fraud. The extent to which our procedures are capable of detecting
irregularities, including fraud is detailed below. '

Our approach was as follows:

e We obtained an understanding of the legal and regulatory frameworks that are applicable to
the Company. We determined that the most relevant laws and regulations related to company
law, tax legislation, the financial reporting framework, applicable oil and gas laws and
environmental regulations;

e We understood how the Company is complying with those legal and regulatory frameworks
by making enquiries of management and those responsible for legal and compliance
procedures. We corroborated our enquiries through our review of board minutes and a review
of the legal expenses account;

e We assessed the judgements made by management when making key accounting estimates
and judgements, and challenged management on the appropriateness of these judgements.
The key accounting estimate which was one of the focus areas of our audit included
decommissioning liabilities while the critical judgements where we have challenged
management included going concern and the impairment assessment on the carrying value of
assets;

e We assessed the susceptibility of the Company’s financial statements to material
misstatement, including how fraud might occur by discussing among the engagement team
where fraud might occur in the financial statements and any potential indicators of fraud. We
made enquiries of management and those charged with governance to understand where it
is considered there was a susceptibility of fraud. We considered the controls that the Company
has established to address risks identified, or that otherwise prevent, deter and detect fraud
and how those charged with governance monitors those controls. Where the risk was
considered to be higher, we performed audit procedures to address each identified fraud risk.
These procedures included testing manual journals and were designed to provide reasonable
assurance that the financial statements were free of fraud or error, and performing analytical

10



Rathlin Energy (UK} Limited
Directors’ Report and Financial Statements
31 December 2021

procedures to identify any unusual or unexpected relationships that may indicate risks of
material misstatement due to fraud;la nd

e We reviewed the financial statement disclosures and tested to supporting documentation to
assess compliance with relevant laws and regulations noted above.

Our audit procedures were designed to respond to risks of material misstatement in the financial
statements, recognising that the risk of not detecting a material misstatement due to fraud is higher
than the risk of not detecting one resulting from error, as fraud may involve deliberate concealment
by, for example, forgery, misrepresentations or through collusion. There are inherent limitations in
the audit procedures performed and the further removed non-compliance with laws and regulations
is from the events and transactions reflected in the financial statements, the less likely we are to
become aware of it.

A further description of our responsibilities is available on the Financial Reporting Council’s website
at: https://www.frc.org.uk/auditorsresponsibilities. This description forms part of our auditor’s
report.

Use of our report

This report is made solely to the Company’s members, as a body, in accordance with Chapter 3 of Part
16 of the Companies Act 2006. Our audit work has been undertaken so that we might state to the
Company’s members those matters we are required to state to them in an auditor’s report and for no
other purpose. To the fullest extent permitted by law, we do not accept or assume responsibility to
anyone other than the Company and the Company’s members as a body, for our audit work, for this
report, or for the opinions we have formed. :

8B392C356CA246E...

Anne Sayers (Senior Statutory Auditor)

For and on behalf of BDO LLP, statutory auditor
London, UK

Date: 29 April 2022

BDO LLP is a limited liability partnership registered in England and Wales (with registered number
0C305127).

11



Rathlin Energy (UK} Limited
Statement of Comprehensive Loss
For the year ended 31 December

2021 2020

. £ £
Expenses

Administrative expenses (notes 6 and 7) (1,182,030) (1,015,920)

Loss from operating activities before taxation (1,182,030) (1,015,920)

Loss and other comprehensive loss for the financial year (1,182,030) (1,015,920)

See accompanying notes to the financial statements on pages 16 — 36.
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Rathlin Energy (UK) Limited

Statement of Financial Position

As at
31 December 2021 31 December 2020
£ £
Assets
Non-current assets
Intangible oil and gas assets (note 9) + 19,581,086 14,476,819
Property and equipment (note 10) 12,572 ) 37,031
19,593,658 14,513,850
Current assets
Trade and other receivables (note 11) 795,743 632,422
Cash and restricted cash (note 12) 5,346,582 12,223,428
- 6,142,325 12,855,850
Total assets 25,735,983 27,369,700
Liabilities
Current liabilities .
Trade and other payables (note 13) ? 933,793 1,996,938
Lease liability (note 14) 5,277 23,874
Non-current liabilities
Provision for decommissioning obligations (note 15) 1,324,449 h 1,263,894
Lease liability (note 14) ' - 5,277
’ 2,263,519 3,289,983
Net assets 23,472,464 24,079,717
Equity ]

‘Share capital 1,653,070 1,653,070
Share premium 29,321,418 29,257,932
Capital contribution reserve 30,487,601 30,487,601
Share-based payments reserve (note 17) 1,175,154 727,349
Accumulated deficit (39,164,779) (38,046,235)

Total equity 23,472,464 24,079,717

See accompanying notes to the financial statements on pages 16 — 36.

The financial statements have been prepared in accordance with the provisions applicable to
companies subject to the small companies regime.

The financial statements were approved by the board of Directors and authorized for issue on 28 April
2022. They were signed on its behalf by:

J Hodgins
Director
28 April 2022
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Statement of Changes in Equity

Capital Share-based

Share Share contribution payments Accumulated Total
capital premium reserve reserve defict equity
£ £ £ £ £ £
Balance at 1 January 2020 1,653,070 29,257,932 30,487,601 319,841 (37,030,315) 24,688,129
Total comprehensive loss for the year - - - - (1,015,920) (1,015,920}
Transactions with owners of the Company
Share-based payments - - - 407,508 - 407,508
Balance 31 December 2020 1,653,070 29,257,932 30,487,601 727,349  (38,046,235) 24,079,717
Capital Share-based
Share Share contribution payments Accumulated Total
capital premium reserve reserve deficit equity
£ £ £ £ £ £
Balance at 1January 2021 1,653,070 29,257,932 30,487,601 727,349  (38,046,235) 24,079,717
Total comprehensive loss for the year - - - - (1,182,030) (1,182,030)
Transactions with owners of the Company
Share-based payments (note 17) - - - 574,777 - 574,777
Reversal related to expiration of warrants {note 18} - 63,486 - (126,972) 63,486 -
Balance 31 December 2021 1,653,070 29,321,418 30,487,601 1,175,154  (39,164,779) 23,472,464

See accompanying notes to the financial statements on pages 16 — 36.
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Rathlin Energy (UK) Limited
Statement of Cash Flows
For the year ended 31 December

2021 2020
£ £
Cash flows from operating activities
Net loss for the year (1,182,030) (1,015,920)
Adjustments for:
Depreciation (note 10) 24,459 25,068
Accretion on decommissioning obligations (notes 15) 41,076 44,741
Share-based payment expenses (note 17) 290,079 196,728
(826,416) (749,383)
Changes in:
Trade and other receivables (163,321) (419,858)
Trade and other payables (1,063,145) 1,390,248
Cash (used in)/generated from operating activities (2,052,882) 221,007
Cash flows from financing activities
Payment of lease obligations (23,874) (22,045)
Cash flows from investing activities
Intangible oil and gas assets expenditures (4,800,090) (6,117,380)
Changes in restricted cash i - (75,000)
Cash used in investing activities (4,800,090) (6,192,380)
Net decrease in cash (6,876,846) (5,993,418)
Cash at beginning of year 12,148,428 18,141,846
Cash at end of year 5,271,582 12,148,428
Restricted cash at end of year 75,000 75,000
Cash and restricted cash at end of year 5,346,582 12,223,428

See accompanying notes to the financial statements on pages 16 — 36.
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Rathlin Energy (UK) Limited
Notes to the Financial Statements
As at and for the year ended 31 December 2021

1. Nature of operations

Rathlin Energy (UK) Limited (“Rathlin” or “the Company”) is a United Kingdom based petroleum and
natural gas exploration, development and production company. The Company’s registered head office
is Suite 1, 3" Floor, 11-12 St. James Square, London, United Kingdom. All operations are in the pre-
production phase of exploration.

Business and economic environment

These financial statements reflect the Board of Directors (“Board” or the “Directors”) assessment of
the impact of the business environment in the countries in which the Company operates and the
financial position of the Company. The future business environments may differ from the Board
assessment.

COVID-19 and current world events

For the past two years, the global economy has been impacted by the COVID-19 virus. At the start of
the pandemic, mobility restrictions, quarantines, and lockdown measures implemented in different
countries caused a decrease in economic activity and resulted in a substantial decrease in demand for
hydrocarbons and a subsequent decrease in oil prices. At the end of 2021, these trends have started
to reverse as vaccines have been created and the lockdown measures are being lifted allowing for
economic activities to resume.

The Company has been proactive in taking necessary measures to avoid direct impacts of the
pandemic on its operations with a focus on the health and safety of employees, consultants and
contractors.

Management has considered the impact of COVID-19 and the oil price volatility on these financial
statements. In our view, the demand for sufficient hydrocarbons will remain essential to the UK’s
infrastructure and we do not believe that an economic downturn would have a material impact on the
Company’s future activities.

Climate change and the transition to a lower carbon economy was considered in the preparation of
these financial statements. The transition is likely to impact the future prices of hydrocarbons which
in turn may affect the recoverable amount of the Company’s intangible oil and gas assets. Climate
change and reducing carbon emissions have been incorporated into our operations and we
consistently meet or exceed all environmental regulations. Management has considered the
implications of climate change and we do not believe this will have a material impact on the
Company’s future operations.

On 24 February 2022, Russian invaded Ukraine. This has had far reaching implications on the global
economy as countries have placed sanctions against Russia, including its hydrocarbon exports. The
demand for alternatively sourced hydrocarbons has increased dramatically which in turn has increased
oil prices to highs not seen in over a decade. In light of the events, it is our view that the demand for
locally sourced hydrocarbons is essential to the UK to ensure they do not depend on foreign sourced
energy. We do not believe that the implications of the conflict will have a negative material impact on
the Company’s future activities.
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Notes to the Financial Statements
As at and for the year ended 31 December 2021

Management believes the Company is in a solid financial condition as of the end of 2021 and
continues to closely monitor the situation to ensure prompt reaction to the rapidly changing
environment.

2. Basis of preparation

(a) Statement of compliance

These financial statements have been prepared in accordance with UK-adopted international
accounting standards and with the requirements of the Companies Act 2006 as applicable to
companies reporting under those standards. Rathlin’s significant accounting policies under IFRS are
presented in note 3. The accounting policies applied for the financial statements as at and for the year
ended 31 December 2021 are consistent with those applied in the financial statements as at and for
the year ended 31 December 2020. Further information can be found in note 4 in regard to the
changes in accounting standards impacting the Company during the year.

These financial statements were authorized by the Board of Directors on 28 April 2022.

(b) Functional and presentation currency
These financial statements are presented in pound sterling which is the Company’s functional and
. presentation currency.

(c) Basis of measurement and going concern

The financial statements have been prepared on the historical cost basis. These audited financial
statements for the year ended 31 December 2021 have been prepared on a going concern basis which
asserts that the Company has the ability to realize its assets and discharge its liabilities and
commitments in the normal course of business for a period of no less than twelve months from the
date of approval of the financial statements.

The Company has a cash balance of £5.3 million as at 31 December 2021 (2020: £12.2 million). In the
event that operations are delayed, these funds could be used to sustain general operations and would
be sufficient to fund the company for a minimum of 12 months. This would enable the Company to
continue as a going concern if drilling and completion operations are delayed.

The Directors review and monitor cashflows regularly and on the basis of their assessment they have
a reasonable expectation that the Company will be able to continue in operational existence for the
foreseeable future. Thus, they continue to adopt the going concern basis of accounting in preparing
the annual report and financial statements.

(d) Use of estimates and judgements

The preparation of financial statements in conformity with IFRS requires management to make
estimates and use judgement regarding the reported amounts of assets and liabilities and disclosures
of contingent assets and liabilities as at the date of the financial statements and the reported amounts
of revenues and expenses during the period. By their nature, estimates are subject to measurement
uncertainty and changes in such estimates in future periods could require material changes in the
financial statements. Accordingly, actual results may differ from the estimated amounts as future
confirming events occur.
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(e) Critical judgements in applying accounting policies

The following are critical judgements that management has made in the process of applying
accounting policies and that have the most significant effect on the amounts recognized in the
financial statements:

These audited financial statements for the year ended 31 December 2021 have been prepared on a
going concern basis which asserts that the Company has the ability to realize its assets and discharge
its liabilities and commitments in the normal course of business for a period of no less than 12 months
from the date of approval of the financial statements. Please refer to the discussion regarding going
concern included in note 2(c). The financial statements do not include any adjustment that would
result if the Company was unable to continue as a going concern which would principally relate to
impairment of the Company’s non-current assets.

Judgements are required to assess when impairment indicators exist and impairment testing is
required. Judgements include the likelihood of continuing exploration and development activities
including the ability to fund necessary activities to find commercially viable quantities of reserves and
probable reserves, maintaining legal rights to continue activities, and management’s intent to do so.

The application of the Company’s accounting policy for intangible oil and gas assets requires
management to make certain judgements as to future events and circumstances as to whether
ecohomic quantities of reserves have been found. Judgements are also made regarding climate
change and the impact the transition to a lower carbon economy will have on future prices and
demand for hydrocarbons.

(f) Key sources of estimation uncertainty
The following are key estimates and the related assumptions made by management affecting the
measurement of balances and transactions in these financial statements:

Decommissioning liabilities

The Company estimates the decommissioning obligations for oil and natural gas wells and their
associated production facilities and pipelines. In most instances, removal of assets and remediation
occurs many years into the future. Amounts recorded for the decommissioning liabilities and related
accretion expense require assumptions regarding removal date, future environmental legislation, the
extent of reclamation activities required, the engineering methodology for estimating cost, inflation
estimates, future removal technologies in determining the removal cost, and the estimate of the
liability specific discount rates to determine present value of these cash flows.

Assessment of carrying value of assets

Qualifying exploration and evaluation costs are initially classified and held as intangible oil and gas
assets rather than being expensed. In recording costs as intangible oil and gas assets, judgement is
required as to the extent to which the costs are attributable to the discovery of specific hydro-carbon
resources and include both internal and external costs. Expenditures are assessed for impairment with
reference to IFRS 6 indicators for impairment. This assessment involves judgement as to the status of
licences and the likelihood of renewal of licences which expire in the near future including the ability
to meet obligations, budgets and plans for future exploration activity, the results of exploration
activity, and assessments of future recoverable values upon development.

Warrants

The Company’s estimate of the fair value of warrants is dependent upon estimates of share price,
volatility, interest rates, and expected terms to exercise.
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Share-based compensation
The Company’s estimate of share-based compensation is dependent upon estimates of share price,
volatility, interest rates, expected terms to exercise and forfeiture rates.

3. Significant accounting policies

The accounting policies set out below have been applied consistently to all periods presented in these
financial statements. ’

(a) Joint arrangements
The Company is party to a joint arrangement where there is a contractual agreement that sets out the
terms of the relationship over relevant activities of the Company and at least one other party.

The Company classifies its interests in the joint arrangement as joint operations where the Company
has both the rights to assets and obligations for the liabilities of the joint arrangement. The Company
accounts for its interest in the joint operations by recognizing its share of assets, liabilities, revenues
and expenses in accordance with its contractually conferred rights and obligations.

(b) Intangible oil and gas assets and property and equipment
(i) Recognition and measurement
Intangible oil and gas assets
Pre-licence costs are recognized in the statement of net loss and comprehensive loss as
incurred.

Intangible oil and gas assets, including the costs of acquiring undeveloped land and drilling
costs, are initially capitalized until the drilling of the well is complete and the results have been
evaluated. Intangible oil and gas assets are not depreciated and are accumulated in cost
centers by well, field, or exploration area pending determination of technical feasibility and
commercial viability, subject to the provisions of the Company’s impairment of exploration
and evaluation policy. The technical feasibility and commercial viability of extracting a
petroleum or natural gas resource is considered to be determined when proved or probable
reserves are determined to exist. If proved and/or probable reserves are found, the drilling
costs and associated undeveloped land are transferred to property and equipment.

(ii) Depreciation

Office equipment and computer equipment is depreciated over its estimated useful life at
declining balance rates between 20 and 30 percent per annum. Right-of use assets are
depreciated over the lease term using the straight-line method as this most closely reflects the
expected pattern of consumption of the future economic benefits. Depreciation methods,
useful lives, and residual values are reviewed at each reporting period.

(iii) Impairment

The carrying amounts of the Company’s property and equipment, other than intangible oil
and gas assets, are reviewed at each reporting date to determine whether there is any
indication of impairment. If any such indication exists, then the asset’s recoverable amount is
estimated.

Intangible oil and gas assets are reviewed regularly for indicators of impairment following the

guidance in IFRS 6 “Exploration for and Evaluation of Mineral Resources” and tested for
impairment where such indicators exist.
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In accordance with IFRS 6, the Company considers the following facts and circumstances in
their assessment of whether the Company’s intangible oil and gas assets may be impaired:

e  Whether the period for which the Company has.the right to explore in a specific area
has expired during the period or will expire in the near future, and is not expected to
be renewed;

e Whether substantive expenditures on further exploration for, and evaluation of,
mineral resources in a specific area are neither budgeted nor planned;

e Whether exploration for, and evaluation of, reserves in a specific area have not led to
the discovery of commercially viable quantities of mineable material and the
Company has decided to discontinue such activities in the specific areas; and

e  Whether sufficient data exists to indicate that although a development in a specific
area is likely to proceed, the carrying amounts of the intangible oil and gas assets is
unlikely to be recovered in full, from successful development or by sale.

If any such facts and circumstances are noted, the Company, as a next step, performs an
impairment test in accordance with the provisions of IAS 36. In such circumstances, the
aggregate carrying value of intangible oil and gas assets is compared against the expected
recoverable amount. The recoverable amount is calculated using the greater of its value in
use and its fair value less costs to sell.

Value in use is determined as the net present value of the estimated future cash flows
expected to arise from the continued use of the asset in its present form and its eventual
disposal. Value in use is determined by applying assumptions specific to the Company’s
continued use and can only consider approved future development costs. Estimates of future
cash flows used in the evaluation of impairment of assets are made using ménagement’s
forecasts of commodity prices and expected production volumes. The latter takes into
account assessments of field reservoir performance and includes expectations about proved
and unproved volumes, which are risk-weighted utilizing geological, production, recovery and
economic projections.

Fair value less cost to sell is determined as the amount that would be obtained from the sale
of an asset in an arm’s length transaction between knowledgeable and willing parties. Factors
considered in this determination include but are not limited to company specific Board
authorized financing transactions, recent transactions involving industry peers, and other
publicly available information.

Any impairment recognized during a period is charged as additional depreciation expense.

Impairment losses recognized in prior years are assessed at each reporting date if facts and
circumstances indicate that the loss has decreased or no longer exists. An impairment loss is
reversed if there has been a change in the estimates used to determine the recoverable
amount. An impairment loss is reversed only to the extent that the asset’s carrying amount
does not exceed the carrying amount that would have been determined, net of depletion and
depreciation, if no impairment loss had been recognized.

{c) Provisions

A provision is recognized if, as a result of a past event, the Company has a present legal or constructive
obligation that can be estimated reliably, and it is probable that an outflow of economic benefits will be
required to settle the obligation. Provisions are determined by discounting the expected future cash
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flows at a “risk-free” rate that reflects current market assessments of the time value of money.-
Provisions are not recognized for future operating losses.

The Company’s activities give rise to dismantling, decommissioning and site disturbance remediation
activities. Provision is made for the estimated cost of abandonment and site restoration and capitalized
in the relevant asset category.

Decommissioning obligations are measured at the present value of management’s best estimate of the
expenditure required to settle the present liability as at the reporting date. Subsequent to the initial
measurement, the liability is adjusted at the end of each period to reflect the passage of time and
changes in the estimated future cash flows underlying the liability. The increase in the provision due to
the passage of time is recognized as accretion on decommissioning liabilities as a financing expense
whereas increases or decreases due to changes in the estimated future cash flows or changes in the
discount rate are capitalized. In the event the underlying asset has previously been impaired, the
changes in estimated future cash flows or changes in the discount rate are recorded as an impairment
revision and charged as additional depreciation expense. Actual costs incurred upon settlement of the
decommissioning liabilities are charged against the provision to the extent the provision is established.

(d) Income taxes

Income tax expense is comprised of current and deferred tax. Income tax expense is recognized in the
statement of net loss and comprehensive loss except to the extent that it relates to items recognized
directly in equity, in which case it is recognized in equity.

Current tax is the expected tax payable on the taxable income for the year, using tax rates enacted or
substantively enacted at the reporting date, and any adjustment to tax payable in respect of previous
years.

Deferred tax is recognized on the temporary differences between the carrying amounts of assets and
liabilities for financial reporting purposes and the amounts used for taxation purposes. Deferred tax
is not recognized on the initial recognition of assets or liabilities in a transaction that is not a business
combination. In addition, deferred tax is not recognized for taxable temporary differences arising on
the initial recognition of goodwill. Deferred tax is measured at the tax rates that are expected to be
applied to temporary differences when they reverse, based on the laws that have been enacted or
substantively enacted by the reporting date. Deferred tax assets and liabilities are offset if there is a
legally enforceable right to offset, and they relate to income taxes levied by the same tax authority on
the same taxable entity, or on different tax entities, but they intend to settle current tax liabilities and
assets on a net basis or their tax assets and liabilities will be realized simultaneously.

A deferred tax asset is recognized to the extent that it is probable that future taxable profits will be
available against which the temporary difference can be utilized. Deferred tax assets are reviewed at
each reporting date and are reduced to the extent that it is no longer probable that the reiated tax
benefit will be realized.

(e} Foreign currency translation

Transactions in foreign currencies are translated into the functional currency of the entity at exchange
rates at the dates of the transactions. Monetary assets and liabilities denominated in foreign
currencies are translated into the functional currency at the exchange rate in effect on the statement
of financial position date. Foreign exchange gains and losses arising on translation are recognized in
net loss and comprehensive loss in the period in which they arise.
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(f) Financial instruments

Non-derivative financial instruments

Non-derivative financial instruments consist of cash, restricted cash, trade and other receivables and
trade and other payables. Non-derivative financial instruments are recognized initially at fair value net
of any directly attributable transaction costs.

Subsequent to initial recognition, non-derivative financial instruments are measured as described
below:

(i) Cash

Cash is comprised of cash on hand and is measured at amortized cost.

(ii) Restricted cash

Restricted cash is comprised of cash the company is contractually obligated to maintain in
accordance with the terms of a bank performance guarantee and is measured at amortized
cost.

(iii) Other
Other non-derivative financial instruments, such as trade and other receivables and trade and
other payables are measured at amortized cost.

Discounting is omitted where the effect of discounting is immaterial.

Impairment of financial assets

A financial asset is assessed to determine where there is any objective evidence that it is impaired. A
financial asset is considered to be impaired if objective evidence indicates that one or more events have
had a negative effect on the estimated future cash flows of that asset.

The Company assesses the expected credit losses on a forward-looking basis, defined as the difference
between the contractual cash flows that are expected to be received, associated with its assets carried
at amortized cost. The impairment methodology applied depends on whether there has been a
significant increase in credit risk. For trade and other receivables only, the simplified approach
permitted by IFRS 9 is applied, which requires expected lifetime losses to be recognized from initial
recognition of the receivables. Losses are recognized in comprehensive loss. When a subsequent event
causes the amount of the impairment to decrease, the decrease in impairment is reversed through
the statement of comprehensive loss.

(g) Share capital

Ordinary shares are classified as equity. Proceeds paid in excess of nominal value are recognized as an
increase to equity and included in the share premium account. Incremental costs directly attributable to
the issue of ordinary shares are recognized as a deduction from equity and included in the share
premium account. Capital contribution reserve represents the amounts contributed to the Company by
existing shareholders in excess of nominal value of shares related to the contribution. This would include
cash infusions which do not include the issuance of ordinary shares.
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(h)} Share-based payments

Equity settled share-based payments with respect to warrants for professional services are measured at
fair value of the equity instrument at the grant date, on the basis that this is not materially different from
the fair value of services provided. The fair value is determined by using the Black-Scholes-Merton
option pricing model. The fair value at the grant-date of the equity settled share-based payment is
expensed on a straight-line basis over the vesting term based on the Company’s estimate of the number
of instruments that will eventually vest. When a warrant expires, the cumulative expense recognized in
the share-based payment reserve is reversed to the relevant component of equity in line with the
original recognition of the expense.

Share-based payment costs related to share purchase options is based on the estimated fair value of
options granted at the time of the grant by using the Black-Scholes-Merton option pricing model. The
fair value is recognized as stock-based compensation expense with a corresponding increase to
contributed surplus over the vesting period of the options. Amounts related directly to exploration and
development activities are capitalized. Upon the exercise of the stock options, consideration paid is
recorded as an increase in share capital and a reserve transfer is made for the accumulated expense. A
forfeiture rate is estimated on the grant date and is adjusted to reflect the actual number of options that
vest.

(i) Leases

At inception of a contract the Company assesses whether a contract is, or contains, a lease based on
whether the contract conveys the right to control the use of an identified asset for a period of time in
exchange for consideration.

The Company recognizes a right-of-use asset and a lease obligation at the lease commencement date.
The right-of-use asset is initially measured based on the initial amount of the lease obligation adjusted
for any lease payments made at or before the commencement date. The assets are depreciated over
the lease term using the straight-line method as this most closely reflects the expected pattern of
consumption of the future economic benefits.

The lease obligation is initially measured at the present value of the lease payments that are not paid at
the commencement date, discounted using the interest rate implicit in the lease or, if that rate cannot
be readily determined, the Company’s incremental borrowing rate. Variable lease payments that do not -
depend on an index or rate are not included in the measurement of the lease obligation. The lease
obligation is subsequently measured at amortized cost using the effective interest rate method.

4. Changes in Accounting Policies
{a) New standards, interpretations, and amendments effective from 1 January 2021
The accounting policies adopted are consistent with those of the previous financial year except for the
adoption of the amendments to the existing standards as of 1 January 2021. These amendments did
not have a significant impact on the financial statements:

e IFRS 16 - Leases (Amendment — COVID-19-Related Rent Concessions)

e |FRS 9 - Financial Instruments, |1AS 39 — Financial Instruments: Recognition and Measurement,

IFRS 7 — Financial Instruments: Disclosures, IFRS 4 — Insurance Contracts, and IFRS 16 — Leases
(Amendment ~ Interest Rate Benchmark Reform — Phase 2)
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(b) New standards, interpretations, and amendments not yet effective

There are a number of standards, amendment to standards, and interpretations which have been
issued by the IASB that are effective in future periods that the Company has decided not to adopt
early.

The following amendments to the standards are effective for annual periods beginning after 1 January
2022, available for early adoption:

e |AS 1 — Presentation of Financial Statements (Amendments — Classification of liabilities as
current or non-current)

e |AS 1 - Presentation of Financial Statements and IFRS Practice Statement 2 (Amendments
Disclosure of Accounting Policies)

e |AS 8 — Accounting Policies, Changes in Accounting Estimates and Errors (Amendment 0
Definition of Accounting Estimate)

e IFRS 10 - Consolidated Financial Statements and IAS 28 — Investments in Associates and Joint
Ventures (Amendments — Sale or Contribution of Assets between an Investor and its Associate
of Joint Venture)

e IAS 16 - Property, Plant and Equipment (Amendments - Proceeds before Intended Use)

e |AS 37 - Provisions, Contingent Liabilities and Contingent Assets { Amendments - Onerous
Contracts — Cost of Fulfilling a Contract) ’ :

e |FRS 3.- Business Combinations (Amendments - Reference to the Conceptual Framework)

s Annual Improvements to IFRSs (2018-2020 Cycle) - IFRS 1, IFRS 9, Illustrative Examples
accompanying IFRS 16, IAS 41

The Company is currently assessing the impact of these new amendments. The Company does not
believe that the amendments will have a sngmflcant impact on the Company’s net loss, financial
position, and related disclosures.

5. Determination of fair values

Where required, fair values have been determined for measurement and/or disclosure purposes
based on the following methods. When applicable, further information about the assumptions made
in determining fair values is disclosed in the notes specific to that asset or liability.

Financial instruments measured at fair value on the balance sheet require classification into one of
the following levels of the fair value hierarchy:

Level 1 Valuation based on quoted prices (unadjusted) in active markets for identical assets or
liabilities.

Level 2  Valuation based on inputs other than quoted prices included in level 1, that are observable
directly or indirectly.

Level 3  Valuation based on inputs that are not based on observable market data.

The fair value hierarchy level at which a fair value measurement is categorized is determined on the
basis of the lowest level input that is significant to the fair value measurement in its entirety. The
Company has categorized its financial instruments that are fair valued on the statement of financial
position according to the fair value hierarchy.
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6. Operating loss

2021 2020
£ £
Operating loss is stated after charging:
Accretion on decommissioning obligations 41,077 44,741
Depreciation of property and equipment and right-of-use assets 24,459 25,068
Share-based payments 290,079 196,728
Fees payable to the Company's auditor for: .
Audit of these financial statements 41,300 42,000
Tax compliance service 6,000 6,000
7. Remuneration of directors and staff
2021 2020
Staff (including directors) ' 7 9
£ £
Wages and salaries 214,622 254,542
Fees paid to directors 36,000 27,000
Share based payments . 268,051 186,974
Sacial security costs 14,161 15,010
Pension contributions . 3,631 3,550
536,465 487,076

The Company recognized £268,051 (2020 - £186,974) of expenses related to share purchase options
issued during 2020 and 2019. No share purchase options were issued during 2021.

Director Beneficial Interest
The Directors’ beneficial interest in the share purchase options of the Company as at 31 December
2021 and 2020 are as follows:

Share Purchase Options

2021 2020

John Hodgins 272,000 272,000

Howard Mayson 62,000 62,000

Paul McGarvey 27,000 27,000
Stephen Williams - -

361,000 361,000

The Company recognized share-based payment expenses associated with these options of £141,338
during the year ended 31 December 2021 {2020 - £99,905).
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Directors’ Remuneration .
The Directors’ remuneration for the years ended 31 December 2021 and 2020 is:

Fees
2021 2020
£ £
John Hodgins - -
Howard Mayson - -
Paul McGarvey ' . - -
Stephen Williams 36,000 27,000
36,000 27,000

The fees paid on behalf of Stephen Williams are received by Reabold Resources PLC, where Mr.
Williams is the Co-Chief Executive Officer. Reabold Resources PLC held a 59 percent ownership interest
in Rathlin as at 31 December 2021 and 2020 and is the ultimate controlling party of Rathlin.

8. Taxation

2021 2020
£ £
Current tax recovery on prior period - -
Deferred tax . - -
Total tax - . - -
Réconciliation of effective tax rate:
Loss on ordinary activities before taxation (1,182,030) (1,015,920)
Tax using UK corporate tax rate of 17% (2020: 18%) (200,945) (182,866)
Effects of: :
Adjustment in relation to share based 49,313 35,411
payment
Current period losses for which no deferred
tax asset was recognized 151,632 147,455

Total tax expense included in profit or loss - -

Deferred tax

The Company has unrealized tax losses which can be recovered against tax profits in the future. A
deferred tax asset has not been recognized as it is uncertain that the Company will generate suitable
taxable profits in the future. Losses of £7,411,523 (31 December 2020: £7,750,046) have been carried
forward.

Reductions in the UK corporate tax rate to 19 percent (effective 29 March 2017) and to 18 percent
(effective 1 April 2020) was substantively enacted on 26 October 2015. An additional reduction to 17
percent (effective 29 March 2020) was substantively enacted on 6 September 2016. The UK budget,
which increases the corporate tax rate to 25 percent (effective 1 April 2023), was substantively enacted
on 3 March 2021. This will increase the Company’s future current tax charges accordingly.
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9. Intangible oil and gas assets

Total
Cost £
Balance, 1January 2020 42,997,691
Costs incurred in the year 6,328,160
Changes in decommisioning obligations (12,199)
Balance, 31 December 2020 49,313,652
Costs incurred in the period 5,084,788
Changes in decommisioning obligations 19,479
Balance, 31 December 2021 54,417,919
Impairment and Depreciation
Balance, 31 December 2021 and 2020 (34,836,833)
Net Book Value
At 31 December 2021 19,581,086
At 31 December 2020 14,476,819

There is no amortization charge for the year, as intangible oil and gas assets are not yet in production.

Additions to intangible oil and gas assets represent exploration and appraisal costs incurred in the year
in respect of unproven properties and provisions recognized for decommissioning and restoration
liabilities. All costs are related to Petroleum Exploration and Development Licence 183 (“PEDL 183”).
Included in the additions for the year ended 31 December 2021 is £470,625 (year ended 31 December
2020: £500,606) in capitalized administrative costs directly related to the acquisition, exploration, and
development of petroleum and natural gas properties.

During the financial year the Company applied for and subsequently received a tax credit for Research
and Development related to the exploration and development activities on PEDL 183. Subsequent to
the end of the reporting year, the Company received £206,525 related to research and development
work completed during 2019. This Company is currently assessing 2020 and 2021 to determine if work
completed during these periods would also qualify for a similar credit.

During 2021, the Company reviewed its provisions for decommissioning obligations. Operations in 2021
included the perforation of the West Newton B-1Z well bore during testing and completion operations.
As a result of these operations the estimate for abandonment was increased by £17,005 to account for
additional work which will be required to abandon the wellbore.

During 2020, the Company reviewed its provisions for decommissioning obligations. As drilling activities
commenced at the West Newton B-1 site, a provision of £410,161 was established with the offset being
an increase to the cost of the asset. The provision for the West Newton A-1 and West Newton A-2 wells
was also reviewed and the provision was decreased by £422,360 with the offset being a decrease to the
cost of the asset. The decrease was related to new information regarding costs to complete operations
ascertained through a third-party estimate.
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During the years ended 31 December 2021 and 2020, the Company reviewed the carrying amount of its
intangible assets for indicators of impairment such as changes in future prices, future costs and recent
market activity. Information considered in the determination of fair value included recent transactions
involving industry peers, and other publicly available information. Judgements are also considered
regarding climate change and the impact that a transition to a lower carbon economy will have on
future prices and demand for hydrocarbons, and the implications this would have on carrying amounts
of its intangible assets. Based on this review, the Company did not identify any indicators of impairment
and as such no impairment has been recognized during the years ended 31 December 2021 and 2020.

During 2016, the Company reviewed the carrying amount of its intangible assets for indicators of
impairment such as changes in future prices, future costs, and recent market activity. Based on this
review, the Company tested its intangible assets for impairment in accordance with the Company’s
accounting policy. As a result, the Company recognized in the statement of comprehensive loss a
£34,836,833 impairment related to certain projects included in intangible fixed assets. The
impairments were calculated as the difference between the period end net book value of the assets
and the recoverable amount, were taken in the fourth quarter of 2016 and recorded as impairment
of intangible assets expense. The recoverable amount was determined based on the greater of its
value in use and its fair value less costs to sell. The fair value less costs to sell was determined as the
amount that would have been obtained from the sale of an area or field in an arm’s length transaction
between knowledgeable and willing parties.

The impairment loss was assessed at 31 December 2021 and 2020 to determine if facts and
circumstances, consistent with IFRS 6, indicate that the loss has decreased or no longer exists. Based
on this review, the Company did not identify any indicators that the impairment previously recorded has
decreased or no longer exists and as such no reversal of the historical impairment has been recognized
in the years ended 31 December 2021 and 2020.

10. Property and equipment

Office Computer Right-of-

furniture equipment use Total
Cost £ £ £ £
Cost 31 December 2021 and 31 December 2020 51,677 46,649 73,015 171,341
Depreciation
Balance, 1January 2020 ! 43,042 43,734 22,466 109,242
Charge for the year 1,727 875 22,466 25,068
Balance, 31 December 2020 44,769 44,609 44,932 134,310
Charge for the year 1,381 612 22,466 24,459
Balance, 31 December 2021 46,150 45,221 67,398 158,769
Net Book Value
At31December 2021 5,527 1,428 5,617 12,572
At 31 December 2020 6,908 2,040 28,083 37,031
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11. Trade and other receivables

As at 31 December2021 31 December 2020
) £ £
Deposits 138,780 28,285
VAT receivable 444,806 588,855
Research and development tax credit for 2019 year 206,525 -
Joint operation receivables 5,632 15,282
795,743 632,422

All debtors are due within one year.

The Company applies IFRS 9 to measure expected credit losses for receivables and these are regularly
monitored and assessed. Trade and other receivables are subject to an expected credit loss provision
when it is probable that amounts outstanding are not recoverable as set out in the accounting policy.
The impact of expected credit losses was immaterial.

During the year no expected credit losses were recognized in terms of IFRS 9. The Directors consider that
the carrying amount of trade and other receivables approximate their fair value.

12. Cash and restricted cash

As at 31 December 2021 31 December 2020
£ £

Cash at bank 5,271,582 12,148,428

Restricted cash 75,000 75,000

5,346,582 12,223,428

Restricted cash is composed of a bank performance guarantee in favour of a landowner who currently
leases land to the Company. The performance bond can be accessed by the landowner in the event the
Company fails to fulfil its obligation to reclaim the lease site to its original condition. Rathlin has no
access to the cash. The guarantee expires in June 2024,

13. Trade and other payables

As at 31 December 2021 31 December 2020
£ £
Trade payables 719,079 1,910,036
Amount held on account related to joint operations 214,714 86,902
933,793 1,996,938

14. Lease liability

For the year ended 31 December2021 31 December 2020
£ £
At 1January : ) 29,151 51,196
Lease payments (25,500) (25,500)
Interest expense 1,626 3,455
At 31 December 5,277 29,151
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The Company has the following future commitments associated with its lease liabilities:

2021 2020

£ £
Less than ayear 5,277 25,500
1-3years - 5,383
Total lease payments 5,277 30,883
Discounting (amounts representing interest over term of lease) - (1,732)
Present value of the lease payments 5,277 29,151
Current portion of lease liabilities 5,277 23,874
Non-current portion of lease liabilities - 5,277

Subsequent to the end of the financial year, the Company renewed its office lease a minimum of 12
months with a notice period thereafter of not less than three months. The renewal is effective 1 April
2022. Annual rental payments for the lease is £26,500. Management has estimated that the lease will
continue for a three-year term. Consistent with the Company’s accounting policy, on 1 April 2022, which
is the commencement date for the lease renewal, the Company will recognize a right-of-use asset of
£71,453 with an offsetting lease liability of the same amount. '

15. Provision for decommissioning obligations

For the year ended 31 December 2021 31 December 2020
f £
At 1January 1,263,894 1,231,352
Additions 17,005 410,161
Revisions during the year 2,474 (422,360)
Accretion 41,076 44,741
At end of year 1,324,449 1,263,894

The provision for decommissioning is in respect to the West Newton locations.

The Company reviewed the provisions for decommissioning obligations during 2021. As a result of
this, the cost to abandon the well bore has increased and the Company recognized an increase
provision of £17,005 related to completion work. The remaining revision of decommissioning obligation
of £2,474 was related to updating the provision for current inflation and discount rates which have
fluctuated due to the COVID-19 pandemic.

The provision for the West Newton A-1 and A-2 wells was reviewed during 2020, and the provision
was decreased by £422,360. The decrease was related to new information regarding costs to complete
operations ascertained through a third-party estimate. The offset to the decrease in liability is a
decrease to the recognized amount of the asset.

The provision as at 31 December 2021 and 2020 represents the present value of the amounts that are
expected to be incurred during 2033 to decommission the West Newton sites. The provision was
determined using an engineer’s estimates that management believes form a reasonable basis for the
expected future costs of decommissioning.
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The following significant assumptions were used to estimate the decommissioning obligations:

As at 31 December2021 31 December 2020
Undiscounted cash flows £ 2,042,741 £ 1,910,970
Weighted average discount rate 3.7% 3.3%
Weighted average inflation rate 2.6% 2.0%
Weighted average expected timing of cash flows 12 years 13 years

16. Share capital

The Company is authorized to issue an unlimited number of ordinary shares with a nominal par value of
£0.10. '

Allotted and issued Number £
At 31 December 2021, 2020 and 2019 16,530,700 1,653,070

17. Share-based payment — share options

During 2019, the Company adopted a share option plan under which the Board of Directors may grant
options to directors, officers, employees, and consultants. Options granted vest equally over a three-
year period and expire five years from the date of grant, or earlier if the option holder ceases to be
associated with the Company.

In 2020, the Company granted 696,500 share options to directors, employees, and consultants of the
Company. The options vest over a three-year period with a third of the options vesting on each
anniversary of the date of grant, have an exercise price of £2.75 per share and expire five years from the
date of grant. The fair value of options granted was £1.57 per option. The fair value is recognized as
share-based compensation costs which are recognized as an administrative cost or capitalized in
accordance with the Company’s capitalization policy with a corresponding increase to the share-based
payment reserve over the vesting period of the options. No similar share options were granted during
2021.

A continuity of the Company’s share options is summarized in the following table:

31 December 2021 31 December 2020
Weighted Weighted
Number of average Number of average
options exercise price options exercise price
£ £

Balance, 1 January 1,610,500 1.67 989,000 0.84
Granted - - 696,500 2.75
Forfeited - - (75,000) 0.84
Balance, end of year 1,610,500 1.67 1,610,500 1.67
Exercisable, end of year 841,492 1.37 304,660 0.84
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As a result of the grant of the options in 2020 and 2019, the Company recognized £574,777 (2020 -
£407,508) in share-based compensation in 2021. Of this amount £284,698 (2020 - £210,780) was
capitalized consistent with the Company’s capitalization policy for personnel costs directly related to
the acquisition, exploration, and development of petroleum and natural gas properties. The remaining
share-based compensation costs of £290,079 (2020 - £196,728) was recognized as an administrative
expense.

Information regarding share options as at 31 December 2021 is as follows:

Options outstanding and exercisable

Exercise Number Weighted average contractual Number
price outstanding : life remaining exercisable
£ (years)
0.84 914,000 23 609,327
2.75 696,500 3.6 232,165

1.67 1,610,500 2.9 841,492.

The following significant assumptions were used in the Black-Scholes-Merton option pricing model to
estimate the fair value of options granted in 2020:

2020
Risk-free interest rate 0.32%
Share price £ 2.55
Exercise price £ 2.75
Expected life 5.0years
Estimated forfeiture rate 10%
Expected volatility : 75%
Expected dividends nil

As the Company is private with limited volatility information being available, the Company has used an
expected volatility consistent with industry peers.

18. Share-based payment — warrants

During 2018, the Company entered in an arrangement with a third party to issue 296,665 warrants in
exchange for services. Services rendered were considered complete effective 30 November 2018
however the warrants had not been issued prior to their expiry on 30 November 2021. As the services
were considered rendered effective 30 November 2018, the Company recognized the expense
associated with the warrants during 2018. The estimated fair value per warrant was £0.43. As all
warrants were expected to be issued fully vested, the total expense of £126,972 was recognized, of
which £63,486 has been reflected as a share issue cost and £63,486 has been recognized as an
administrative expense during 2018. '

These warrants expired unexercised on 30 November 2021. As such the expense which had been
recognized in 2018 was reversed in the current financial year. The Company recognized an increase in
share premium of £63,486, a decrease in accumulated deficit of £63,486 and a decrease in share-based
payments reserve of £126,972.
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19. Reserves
The nature and purpose of each reserve within equity is as follows:
Share capital represents the nominal value of shares issued and outstanding.

Share premium represents the amount subscribed for issuance of ordinary shares from treasury in
excess of nominal value, less any related transaction costs.

Capital contribution reserve represents amounts contributed to the Company by existing shareholders
in excess of nominal values of shares previously issued.

Share based payment reserve represents the cumulative cost of equity instruments issued in return for
professional services or share options issued.

The accumulated deficit represents cumulative profits or losses.
20. Capital management

The Company’s policy is to maintain a strong capital base in order to maintain shareholder and creditor
confidence and to sustain the future development of the business. The Company considers its capital
structure to include shareholders’ equity and working capital.

The Company will adjust its capital structure to manage any projected deficiencies of working capital
through the issuance of shares, the use of available credit facilities, the sale of assets, the farming out
of properties and adjusting its capital spending if necessary. The Company manages its capital
structure and makes adjustments to it in light of changes in economic conditions and the resulting
cash flow from operations as well as the risk characteristics of the underlying petroleum and natural
gas assets. The Company is not subject to any externally imposed capital requirements.

The Company monitors its capital structure primarily using working capital levels. To facilitate the
~ management of working capital the Company prepares annual budgets, which refléct the expected

results of operations and capital deployment, forecasted prices and costs, general industry conditions
and other factors.

As at 31 December 2021, the Company had positive working capital of £5,203,255 as detailed below:

As at 31 December 2021 31 December 2020
£ £
Current assets 6,142,325 12,855,850
Current liabilities (939,070) (2,020,812)
5,203,255 10,835,038

21. Financial instruments

(a) Fair value of financial instruments

The Company’s financial instruments as at 31 December 2021 and 2020 include cash, restricted cash,
trade and other receivables, trade and other payables, and lease liabilities. The fair value of these assets
approximates their carrying values due to their short terms to maturity.
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(b) Credit risk .

Credit risk is the risk of financial loss to the Company if a customer or counterparty to a financial
instrument fails to meet its contractual obligations and arises principally from the Company’s
receivables from joint interest partners and petroleum and natural gas marketers. The Company has
adopted a policy of only dealing with creditworthy counterparties.

Joint operations receivables are typically collected within one month of the joint interest bills being
issued to the partner. However, the receivables are from participants in the petroleum and natural
gas sector and collection of the outstanding balances may be dependent on industry factors such as
commodity price fluctuations, escalating costs, the risk of unsuccessful drilling and disagreements
between parties. The Company attempts to mitigate this risk by obtaining partner approval of
significant capital expenditures prior to performance of the project. The Company does not typically
obtain collateral from petroleum and natural gas marketers or joint interest partners; however, in
certain circumstances cash calls may be requested in advance of the start of the project. In some cases,
the Company has the ability to enact default proceedings against partners which could result in the
licence share being returned to Company in the event of non-payment. The Company has had no
collection issues in the years ended 31 December 2021 and 2020.

The carrying amount of cash and trade and other receivables represents the maximum credit exposure
faced by the Company. The Company is currently exposed to credit risk on its cash to the extent that
these balances are invested with various institutions. The Company adheres to a strict investment
strategy that defines the various types of investment instruments and institutions that can be invested
in and monitors these on a regular basis. The Company does not have any expected credit losses and
has not written off any receivables during the years ended 31 December 2021 and 2020.

As at 31 December 2021 and 2020, the aging of the Co}npany-'s receivables is as follows:

As at 31 December 2021 31 December 2020
£ £
Less than 2 months 656,963 604,137
Deposits 138,780 28,285
795,743 632,422

() Liquidity risk

Liquidity risk is the risk that the Company will not be able to meet its financial obligations as they come
due. The Company’s approach to managing liquidity is to ensure, to the extent possible, that it will have
sufficient liquidity to meet its liabilities when due, under normal and stressed conditions without
incurring unacceptable losses or risking harm to the Company’s reputation.

The Company prepares annual capital expenditure budgets, which are regularly monitored and updated
as considered necessary. In addition, the Company utilizes authorizations for expenditures on operated
projects to further manage capital expenditures.

4

<

In managing liquidity risk, the main objective of the Company is to ensure that it has the ability to pay all
of its liabilities as they fall due. The Company monitors its levels of working capital to ensure that it can
meet its liabilities as they fall due.
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As at 31 December 2021 and 2020, the undiscounted cash flows of the Company’s financial liabilities on
the basis of their earliest possible contractual maturity is as follows:

As at 31 December 2021 31 December 2020
£ £
Trade payables
Less than 2 months 261,729 1,715,448
Other payables and accruals
Less than 2 months 16,563 93,278
Within 2 - 6 months 660,778 205,941
Over 6 months - 11,422
677,341 310,641
939,070 2,026,089

Included in the 31 December 2021 trade payables balance with maturities of less than 2 months is
£117,136 (2020- £174,881) in liabilities which are denominated in Canadian dollars. The Canadian dollar
equivalent is $199,155 (31 December 2020: $302,662).

Rathlin has not utilized any derivative instruments or other financial instruments to manage its exposure
to fluctuations in foreign currency rates.

Included in the 31 December 2021 other payable and accruals balance with maturities between two and
six months is £214,714 (2020 - £86,902) which is a prepayment of capital expenditures associated with
various drilling and completion operations. These balances are expected to be utilized in the first half of
the following year. As costs are incurred, the balance will be decreased to cover the joint operating
partners share of expenses.

(d) Derivatives, financial instruments and risk management

The Company is exposed to commodity price risk associated with sales of oil and natural gas. Rathlin has
not utilized any derivative instruments or other financial instruments to manage its exposure to
fluctuations in market risks.

(e) Borrowings and interest rate risk .
The Company currently has an office lease. The Company has estimated the rate of rate of borrowing on
" this lease at 8 percent.

The Company’s principle financial assets are cash and trade and other receivables. Cash includes
amounts held on deposit with financial institutions. The effect of variable interest rates is not significant.

22. Commitments

The Company has committed to the Oil and Gas Authority (“OGA”) to acquire and interpret 15km? of
new 3D or 50 km of 2D seismic by 30 June 2022. We are currently in discussion with the OGA regarding
this commitment and the possibility of substituting the commitment for exploration work already
completed. The Company estimates the cost of the seismic commitment to be approximately £1.0
million gross (£0.7 million net).
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23. Related parties

Details of key management personal remuneration is disclosed in note 7. Key management is comprised
of the directors and management. During 2021, the Directors received a total of £36,000 in
remuneration (2020 - £27,000). The Company recognized share-based payment expenses associated
with share purchase options issued to directors of £141,338 during the year ended 31 December 2021
(2020 ~ £99,905).

During 2021, Rathlin incurred expenses for management services totaling £956,008 (2020 - £956,540)
from Connaught Oil & Gas Ltd, who has a 20 percent ownership interest in Rathlin at 31 December 2021
and 2020. Of this amount, £117,136 (2020 - £174,881) are included in the creditors balance as at 31
December 2021. These amounts were billed at rates consistent with those charged by third parties.

24. Corporate structure

At 31 December 2021 and 2020, Reabold Resources PLC (“Reabold”) holds a 59 percent ownership
interest in Rathlin and is the ultimate controlling party of Rathlin.

At 31 December 2021 and 2020, Connaught Oil & Gas Ltd holds a 20 percent ownership interest in
Rathlin. No other shareholders hold an interest in excess of 20 percent.

25. Subsequent events

Subsequent to the end of the financial year, the Company submitted a planning application for the
development of the West Newton A site. This was the second application submitted, as the first was
rejected in September 2021. The revised planning application included the drilling, completion, and
associated production of an additional four wells from the current surface location. This application was
approved by the East Yorkshire Riding Council planning committee by a vote of 10 to 1 in favour on 17
March 2022.
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