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Chairman’s Statement

itis chilling to reflect that only ten years agoe the UK was a net exporter of energy whereas now we are evidently highly vulnerable to
changes in the climate, be it physical or political. As it happens, recent bad weather and tensions with Russia have delivered a wake-up
call to the UK that we are close to crisis. )t is otiose to apportfon blame. Now is the time for action. Qur island’s characterlstics provide an
eguation which will protect us in extremis with energy supply options ranging from subsidised renewables, solar snd wind power, to the
gasification of coal. However, it is the Southern North Sea which contains huge guantities of undiscovered gas with an infrastructure in
place which is the envy of many countries, most obviously China. The 30th round of licensing awards due this quarter will heraid the
renaissance of this our most valuable energy asset,

it is my airn that shareholders’ patience will be rewarded during the second quarter of this year by securing investment to provide for
one or more wells to be drilled on our Southern North Sea Licences and by the award, to us, of additional Bcences for which we applied
last November In the 30th round of UK offshore licensing.

We leave no stone unturned in our endeavour 1o obtain a partner(s) for our licences in the Southern North Sea. With the exception of
the jersey Oil & Gas farm-out to Statoll (which resufted in a significant oil discovery last year), there have been limited farm-outs achieved
not only offshore the UK but throughout the World, The situation in the North Sea is however Improving and is likely to improve further
after the 30th round awards have been made as many companies, in my judgement, will continue to adopt a prudent atitude to their
exploration budgets until they kriow the outcorne of the round and how successful or not they have been, Thus, funds for exploration
should be liberated in the event of some of the larger applicants securtng less exposure than they had anticipated.

Our applications are significant and, | believe, well thought out and coherently presented, All matters pertaining to the round are of
course sub judice whilst the UK Ol & Gas Authority are monitering and vetting the applications and the applicants, but | can say that,
should our applications be largely recognised, we shall Instantly be proprietors of 2 significant amount of highly prospective North Sea
acreage and additional prospective resources.

As you may have read, in February 2018 | announced my decision to step down as Chief Executive to allow time to develop other

interests, notably the formation of a new charity and the authorship of more books. These activities, however, will not be at the expense
of my determination, as Chairman, to oversee our duty to shareholders by translating the above objectives into reality.

JG Cluff
Chalrman

27 April 2018
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Chief Executive's Statement

2017 has been another year of significant progress and investment for the Company as we work towards our stated aim of drilling
wells and ultimately becoming one of the UK's leading independent oit and gas companies focusing on exploration and appralsal.

From a technical perspective, Andrew Nunn and his team have achieved a great deal as a result of the extensive technical work they
have carried out on our licences. This has resulted in a significantly enhanced understanding of the various prospects on our portfolio
of licences, increasing the chances of geological success on both the Bunter and Carboniferous prospects. Most of this work has been
completed such that our key prospects are now effectively drilf ready.

Frorn an economic perspective, in April 2017 an independent scoping and economic study was carried out on twe of gur prospects

on Licence P2248. These prospeds, the Bassett Bunter prospect and the Scremerston Carboniferous prospect were twa of the smaller
prospects, but nonetheless dermonstrated extrermnely robust econemics. This study also indicated an implied extrapolated NPV (just for
P2248) of £697m. These economics are further enhanced bearing in rind UK gas prices have Increased by over 30% since this work
was carried out.

The farm-out process commenced formally in early 2017 and this process has undoubtedly taken longer than originally anticipated.

The farmi-in market has, with one or two exceptions, remained subdued throughout 2017 with exploration budgets amongst major
operators stil! limited after a prolonged period of depressed oif and gas prices. However, with a sustained recovery in prices, coupled
with the dramatically reduced costs of operating in the North Sea as the UK industry has successfully restructured itseif, we have started
to see signs of renewed interest in the sector and, in particular, the North Sea. We have experienced a significant level of interest in our
data room and remain in dialogue with a number of parties. in parallel with the farm-out process, the Company is also exploring various
additional forrs of financing which will support its ultimate aim of drilling one or more wells on these licences in 2019.

At the end of November 2017, the Company announced that the Oil & Gas Authority had granted an extension o the Promote Period
and the initial Term of P2248 and P2252 to 30 November 2018, subject to a number of technical and commercial milestones including
a farm-out being achleved by 31 May 2018 and a drilf or drop decision being made by 30 September 2018. The Company Is confident
that it will meet the technical milestones and has received interest from a number of parties in respect of the farm-out process. If,
howaever, a farm-out of gither licence is not concluded before 31 May 2018, the Company will, as it has done in the past, seek a
deferral of this milestone from the Oil & Gas Authority to allow further time to secure the necessary fusding’fo commit to driling.

In Novemnber 2017, the Company made a substantial application for additional licences in the UK's latest (30th) offshore licensing rougd.
These applications, over multiple blocks, build on the Company’s core competencies and are focussed primarily on the Southern North
Sea. The blocks applied for contain a number of drilled discoveries, undrilled prospects and leads and, if awarded, have the potential

to build scale, further diversifying the portfolio and significantly enhanting the Company's resource base, Awards are expected to

be made before the end of the second quarter of 2018,

In April 2018, the company raised an additional £750,000, primarily from institutional investors which will fund the Company te mid
Q4 2018, Over the coming months, the Company intends to commence evaluation of any additional licences awarded in the 30th
offshore licensing round, including estimated prospective resource volumes associated with any new licences. It will also continue
the process 1o secure farm-in partner(s) and/or strategic investors. Geological and technical work on P2248 will be completed and
at the same time the Company will continue to develop well designs and planning in anticipation of a prospective multi-well drifling
programme in 2019 on key exploration targets.

The Company kas a strong foundation, with a substantial prospective resource base of 2.4 TCF of gas, equivatent to 400 million barrels
of ol as well as having the opportunity, if successful in the 30th licensing round, to significantly enhance and diversify that resource base.
Each of the licences are held 100%, contain multiple prospects and are located close to existing infrastructure in a proven gas basin
which has enjoyed significant exploration success in recent years, While there is always more that could be done to support investment
in exploration, In the UK we are fortunate to have flexible and effective regulators in the Qil & Gas Authority and a favourable

{top quartile globally} fiscal regime which makes the UK North Sea an attractive place in which to invest.

We remain an agile, low cost company with no debt and with a sustained recavery in off and gas prices coupled with
a significant reduction in exploration costs, we believe now is a perfect time to be investing in drilfing in the North Sea.

—_—
< {1“.;62;5
Graham Swindells
Chief Executive Officer

27 April 2018
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Operational Review

The year saw significant investrnent in our existing Southern North Sea assets which focused on a deeper understanding of the key
risk factors associated with each of the prospects and defining the operational parameters for a future drilling campaign. This included
commencement af the re-processing of seismic data over Licence P2248, as agreed with the Oil and Gas Authority guring the licence
extension process, and scoping a potential new 3D survey over the Pensacola prospect on Licence P2252.

P2248 - Cadence Prospect

The Cadence prospedt is a large dip and fault sealed structure with much of the resource upside being reliant on cross-fault seal. Given
this Is the key risk associated with the prospect the technical work undertaken during 2017 focused on this element of the prospect and
included a revised structural interpretation focusing on fault linkages, a fault seal analysis study which looked at potential hydrocarbon
column heights held within the larger structure and an internal study which reviewed the relative timings of fault reactivation and
hydrocarbon charging events. The outcome of this work has been a positive revision of the prospect risking, espediaily within the
Scremerston Formation, for which the modelling work indicates that modest faults tan effectively retain hydrocarbon columns

of several hundred metres.

The additional work around fault seal and hydrocarbon charge timing has allowed us to significantly increase the geological chance
of success (GCoS) associated with the Cadence prospect, lifting the GCoS for the Scremerston interval from 18% to 26% and from 9%
to 16% for the Fell Sandstone interval.

Licence P2248 - Bunter Sandstone Prospects

During the year the Company compileted a rock physics study and trial reprocessing, Induding a pre-stack mversion, of the existing 3D
with the aim of confirming the appiicability of an Amplitude Versus Offset {AVO) workflow to further define the Bunter Prospects. The rack
physics study confirmed a definite ‘gas response’ was to be expected within the Burter Sandstone and the AVO analysis of the repracessed
seismic both provided enhanced reservoir definition within the Bunter Sandstone and confirmed that the AVQ response over the three
Buriter Prospets is analogous to the response observed at the Esmond Gas Fleld and the Furasta discovery on adjacent biocks.

In conjunction with the AVO work, significant time was spert on the identification of potential migration pathways for gas from

its sources in the underlying Carboniferous, through the regional Zechstein seal and into the overlying Bunter Sandstone which

is considered to be & key risk associated with this play, This resuited in the identification of a significant gas chimney directly linking
the Carboniferous with the prospects within the licence area and the presence of the Tertlary dyke complex tc the North East of the
prospects which is one of the proposed migration routes for the Esmond Gas Field.

This initial work has allowed us to redefine the risks associated with the Bassett and Bathurst prospects, with GCoS increasing to 37%
and 22% raspectively and we anticipate a similar uplift in the GCoS associated with the Beckett prospect once the reprocessing and
AVO workflow is propagated out into the full 3D seismic volume.

P2252 - pensacola Prospect

The focus of technlcal work on P2252 has been on enhancing our understanding on the Pensacola 22 Zechstein reef prospect,
especially with respect to preduction: analogues, regional setting and potential for follow-ph opportunities on adjacent acreage.
Halliburton had previously completed a seismic inversion study on the Lytham-Fairhaven prospect based on the Marathon 3D,
which images the southem third of the Pensacola prospect, with work ongoing to integrate the outputs of this inversion study
inte our geologicat mode! for Pensacola.

A potential alternative work programme which includes the acquisition of a new 3D survey across the entire Pensacola prospect

has been agreed with the OGA. This gives optionality going forward and the new 3D survey may be undertaken either prior to drilling
the initial exploration well into the prospect or post the initial well to aid future development operations if the initial well demonstrates
the presence of commerdial quantities of gas.
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Operational Review
continued

Licence and Resource Summary
The Company's current licence portfolic and prospect inventory, as of March 2018, is summarised below:

Licence Prospect Reservolir Gl Range (BCF) Prospective Resources (BCF) CoS %
Formation P80 - P10 Po0 P50 Mean* P10
Camden Yoredaie 120-782 58 160 204 405 15
pa2ds Cadence Scremerston 101 - 658 59 165 206 410 18
Q43 Fell Sandstone 187 - 3,574 1 604 923 2175 9
240 km2 Bassett 49 - 374 36 128 153 303 29
Bathurst Bunter Sandstone 169 -704 119 275 317 571 18
Beckett i 134 - 1,095 97 403 460 892 18
Fractured Hauptdolomite 117 - 416 52 123 137 244 49
p2252 Lytham Carboniferous 22-249 12 44 68 148 30
Q41 Fairhaven Fractured Hauptdelornite 40-170 18 45 53 a8 30
358 km2 pensacola Fringing Reef 216- 1,077 113 270 338 650 20
Reef Fil 254 - 651 67 154 186 347 16
Totais** 1.40% - 8750 742 2,371 3,045 6,244

*  Alean resources have been added for completenr— but is not recognised under PRMS guideiine-.
**  Resources have been aggregated for simplicity but are not PRMS compliant

Licence Extensions

tn August 2017, we requested an extension of the current licences into their fourth year and these extensions were duly granted
by the Ol and Gas Authority in November 2017. As highlighted at the time, these extensions were subject to a series of technical
and commerctial milestones to be met during the coming year.

The key dates imposed by the OGA are to conclude the farm-out discussions by 315t May, or secure alternative funding, which would
altow driling of a well on P2248 and the acquisition of new 3D seismic across the Pensacola prospect on P2252, Final Drill or Drop
decisions for both licences are required by 30th September 2018.

Farm-out

The global farm-out market remained challenging during 2017 with less than one farm-out per month being completed worldwide and
a reduction in the value of the of the deals being offered. However, with oil prices in excess of $70 a barrel and a UK NBP gas price of
$7MMBty, there has been a significant increase in asset level deal activity since the final quarter of 2017. This enhanced deal activity
coincided with a rerewed interest in the North Sea from new entrants being attracted 1o the bastn on the back of significantly reduced
lifting costs, an enhanced fiscal regime and the 30th Offshore Licensing Round.

To capitalize on this renewed interested in the North Sea, the Company engaged ENVO! Ltd, a specialist upstream asset marketing firmn,
to assist with marketing the existing assets on a globat scale, We have an ongoing dialogue with many of the coampanies who have been
involved in the data room process, however It is clear that achieving the best possible outcorne for the licences requires a strong elernent
of competitive tension. if, however, a farm-out of either licence is not concluded before 31 May 2018, the Company will, as it has
syccessfully done in the past, seek a deferral of this milestone from the UK Gil & Gas Autharity.

While the farm-out process remains the preferred route to funding future drilling, the Company continues to cansider alternative ways
of ensuring the proposed drilling activity is funded within the timelines set out by the OGA. The options being considered in addition
to farm-out include using an afement of equity In licences to offset driling and service contractor costs and potentlally entering into
innovative deals that will rasult in cash payments on well completion (I.e. bottom-hole contributions) or agreeing an option to
purchase with established Cperators prior to undertaking well operations.
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Operational Review
continued

30th Offshore Licensing Round

In November 2017, the Cornpany subrmitted a number of applications for new licences in the UK's 30th Offshore Licensing Round.

The Company has leveraged its deep technical understanding of the key plays or our existing acreage to identify a number of highly
prospective blocks around our cure acreage, and elsewhere in the UKCS (UK Continental Shelf), which will provide a significant funnel
of opportunities to support future drilling activity.

3ioday odazeas

The application areas are primarily focused on our core area in the Southern Gas Basin and mary blocks contain srnall existing
discoveries which significartly de-risk the exploration potential but may also form viable production opportunities in their own right.

New licence awards are expected to be announced during Q2 2018 and, depending an the extent of licences awarded by the OGA,
have the potential to significantly enhance and diversify the Cluff partfolio, both in terms of the scale of resources and geographically.

Future developments
The Company is committed to drilling the existing assets and continues to advance towards a potential multi-well drilling programme
comynencing It 2019, Whilst a number of hurdles remain to be resolved, the initial well engineering, project schedule, detailed cost

estimates and data collection requirements for each prospect are being progressed 1o ensure as shost an interval as possible between PN
nalisation of well furiding to drifling operations. §
2

M %
AJ Nunn Ny
Chief Operating Officer 3
5
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Financial Review

All major expenditure in the last two years has been focused
on the development of the Company’s portfolio of conventional
North Sea assets and in the appraisal of a number of other
natural résources opportunities in accordance with the
Company's investment strategy, in addition to on-going
administrative expenditure.

Loss for the year

The Campany incurred a loss for the year to 31 December 2017
of £1,590,203 (2016: £1,730,606) which related primarily to
technical and administrative expenditure. The loss for 2017 was
less than the previous year primarily because 2016 included an
impairment charge of £318,407 in refation to the carrying value
of the North Sea gas licences which the Company relinquished
that year, whereas no impairment charge was incurred in 2017.

Financial pasition

The Company's cash position was £1,016,667 at 31 December
2017 {2016 £1,707,910) with the year-or-year decrease in cash
being explained below. The increase in intangible assats to
£775351 (2016 £554,498) Is mainly due to further investrment in
the North Sea licences of £223,508. Total fabilities include short
term creditors and accruals, which slightly decreased to £212,539
{2016: £222,877). The decrease in total equity of £514,526 is due
to the loss for the year offset by the subscription of new shares,
and ather movements set out in the Statement of Changes in
Equity on page 20.

Cash flow

In the year t0 31 December 2017, net cash used in operating
activities was £1,428,306 [2016: £1,334,065) and £224,729 was
used in investing activities (2016: £447,735) all of which relates

to expendiure on exploration assets. This was partiaily offset by
cash received {net of expenses) of £961,792 from the subscription
of new ordinary shares in October 2017.

Consequently, in the year to 31 December 2017, the Company
experienced a net cash outflow of £691,243 (2016: £593,858 inflow),

Equity fundraising

On 6 October 2017, the Company raised £1,000,000, before
expenses, through the subscription of 66,666,667 new ordinary
shares of 0.5p each at 1.5 pence per share with new and existing
institutional and private investors {the "Subscription™. Admission
of the shares o trading on AIM ocouwrred in October 2047,

The purpose of this Subscription was to fund the Company to
complete the application for sdditional licences under the UKs
30th Offshore Licensing Round, to allow additional time to seek
to complete a farm-out of the Company's two 100% owned gas
licences in the Southern North Sea and to continue to pursue
additienal investment opportunities, as well as for genera!
waorking capital purposes, At that time, the Company stated that
the net proceeds of the Subscription would fund the Company
through to at [east the middie of Q2 of 2018. Since then, the
Company has submitted cormprehensive applications for licences
in the 30th Offshore Licensing Round and has continued the
process of seeking investment from third parties to fund drilling
on the Cornpany’s two gas licences,

Foliowlng the Subscription there were 396,060,199 ordinary
shares in issue.

Following a further subscription announced on 20 April 2018,
which generated praceeds of £750,000 before expenses, the
Company’s working capital position is ahead of that stated in
October 2017 such that the Company is funded until the middle
of Q4 of 2018.

Closing cash
As at 31 December 2017, the Company held cash balances
of £1,02 miltion (2016: £1.71 miilion),

Shareholders' equity
As at 31 December 2017 there were 356,060,199 (2016;
329,393,532) ordinary shares in Issue.

Additionally, a total of up to 40,756,901 (2016: 50,096,801) new
ordinary shares may be issued pursuant to the exercise of share
options or warrants.

Geing concern

The intierent nature of the Company means it is dependent

on its existing cash resources and its ability to raise additionat
funding in order to progress its exploration programme on an
ongoing basis. Based on the cash balance at year end and the
Company's commitments, and following the receipt of £750,000
before expenses from the subscription of shares announced on
20 Aprii 2018, the Company has adequate financial resources to
cover its budgeted exploration and development programme until
the middle of Q4 of 2018, Further funding will fikely be required
to allow the Company to fully implement its strategy beyond this
period and it therefore anticipates that further funds will be
raised, most likely by way of equity, as it has successfully done

in the past.

Key performance indicators

At this stage In its development, the Company is focusing on

the development of its existing North Sea gas assets, applying for
additional licences, as well 35 the evaluation of various oif and gas
opportunities. As and when the Company moves into production,
firancial, operational, health and safety and environmental KPls
wiit become relevant and will be measured and reported as
appropriate.

The Directors do however dosely monitor certain financial
information, in particuiar overheads and cash balances
as set out above. ~
7
@,%
Graham Swindels
Chief Executive Officer

27 april 2018
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Business Risks

Principal business risks

The Directors have identified the following current principal risks
in relation to the Company's future performance, The relative
importance of risks faced by the Company can, and is |ikely

to change, with progress in the Company's strategy and
developments in the extemnal business environment.

Strategic

Strategy risk

The Company’s strategy may not deliver the resufts expected

by shareholders. The Directors regularly monitor the
appropriateness of the strategy, taking intc account both internal
and external factors, and the progress in implementing the
strategy, and maodify the strarggy as may be required based on
developments. Key elerments of this process are regular strategy
reviews, monthly reporting, and regular Board meetings.

Competition risk

The addition of exploration licences to the Company’s portfolio

is subject to competition from other companies. Many of the
Company's larger competitors have greater financial and technical
resources and are able to devote more to the development of
their business. The Company mitigates this risk by choosing
where and when to deploy its business development resources.

Operationai

Devefopment risk

Activities within the Company's licences may not result in
comrnerclal development. There is no certainty of success from
the existing portfolio of licences. The Company seeks to mitigate
the exploration risk through the experience and expertise of the
Company’s specialists, and the selection criteria used by the
Company when identifying prospective areas for licence
applications. The Company also has an objective to seek
additional exploration and developrnent assets, in order to
diversify the Company's portfolio of assets and hence risk,

COther business risks

In addition to the current principal risks identified above and
general business risks, the Compary’s business is subject to risks
inherent in hydrocarbon exploration, development and production
activities. There are a number of potential risks and uncertainties
which could have a material impact on the Company's lang-term
performance and could cause actual results to differ materially
from expected and historical rgsults. :

The Company has identified certain risks pertinent to its
business including: :

Strateglc ane! Economic

« Inappropriate or poorly conceived strategy and plans
*  Failure to deliver on strategy and plans

+  Business environmant changes

+  Cempetition and barriers 0 entry

+  Limited diversification

08 Cluff Netural Resources Pic
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Operational

*  Fallure to add value through exploration and development

«  Failure to secure a farm-out by 31 May 2018 and to reach
a drilf or drop decision by 30 September 2018, an okfigation
under the licences which expire on 3¢ November 2018

*  Licences, permits and/or approvals may be difficult to
renew or sustain

= Delays in planning approvals

Commerclal

= Failure to access new opportunities

+  Fallure to maximise value from existing interests

+  Loss of controt of key assets
Dissatisfied stakeholders

+  Regulatory compliance and legal

+ Government policy decislons which potentially hinder
the development of certain projects

Human Resources and Management Processas

+  Failure to recruit and retain key personnel

*  Human error or deliberate negative action

+  Inadeguate managernent processes

+ Insufficient timely information available to management
and the Board

Financial

+  Restrictions in capital markets and other sources of funding,
impacting available financial resource

+  Cost escalation and budget overruns

+  Fraud and corruption

In particular, the Company’s ability to effectively implement

its business strategy over time may depend in part on its abifity
1o raise additional funds. The need for and amount of any
additional funds required is currently unknown and will depend
on numercus factors related to the Company's current and future
activities. The Company is likely to seek additiohal funds, through
equity, debt or joint venture financing, There can be no assurance
that any such equity, debt or joint venture financing will be
avaflable to the Company in a timely manner, on favourable
terms, or at all, Any additional equity financing will dilute current
shareholdings, and debt financing, If available, may involve
restrictions on further finanding and operating activities.

If adequate funds are not available on acceptable terms, the
Company may not be able to take advantage of opportunities,

as well as possibly resulting in the delay or indefinite
postponement of the Company’s activities.

The Directors regularty monitor such risks, using infermation
obtained or developed from external and internal sources, and
wili take actions as appropriate to mitigate these. Effective risk
mitigation rmay be critical to the Company in achieving its strategic
objectives and protecting its assets, personnel and reputation.
The Company assesses its risk on an ongoing basis to ensure it
identifies key business risks and takes measures to mitigate these.
Other steps include regular Board review of the business, monthly
management reporting, financial operating procedures and ant-
bribery management systermns. The Company Teviews its business
risks and management systerns on a regular basis and, through
this pracess, the Directors have identified the principal risks.



Investing Policy

in addition to the development of the North Sea gas licences

the Company has acquired to date, the Company proposes to
continue to evaluate other potential oil and gas projects In line
with its investing policy, as it aims to build a portfolio of resource
assets and create value for shareholders. As disclosed in the
Company's AIM Admission Document in May 2012, the Company's
substantially implemented Investment Policy is as follows;

The proposed investments to be made by the Company may

be either quoted or unquoted; made by direct acquisition or
through farm-ins: efther in companies, partnerships or joint
ventures; or direct interests in oil & gas and mining projects. it is
not intended to nvest or trade in physical commodities except
where such physical commodities form part of 4 producing asset.
The Company's equity interast in a proposed investment may
range from a minority position to 100 per cent ownership,

The Board initiaily intends to focus on pursuing projects in the
ofl & gas and mining sectors, where the Directors belfieve that a
number of opportunites exist to acquire interests in attractive
projects. Particular consideration will be given to identifying
investrnents which are, in the opinion of the Directors,
underperforming, undeveloped and/or undervalued, and where
the Directors belfieve that their expertise and experience can be
deployed to facilitate growth and unlock inherent value,

The Company wilf conduct initial due diigence appraisals of
potential projects and, where it is believed further investigation

is warranted, will appoint appropriately qualified persons to assist
with this process, The Directors are currently assessing various
epportunities which may prove suitable aithough, at this stage,
only prefiminary due diligence has been undertaken,

It is likely that the Company’s financiai resources will be invested

in either a small number of projects or one large investment which
may be deemed te be a reverse takeover under the AIM Rules. In
every case, the Directors intend to mitigate risk by undertaking
the appropriate due diligence and transaction analysis,

Any transaction constituting a reverse takeover under the

AIM Rules will also require Sharehoider approval,

Investmnents in early stage and exploration assets are expected

to be mainly in the form of equity, with debt being raised later

to fund the development of such assets. Investrents in fater stage
projects are more likely to include an element of debt to equity
gearing. Where the Company builds a portfolic of related assets, it
is pussible that there may be cross holdings between such assets,

The Company intends to be an involved and active investor.
Accardingly, where necessary, the Company may seek participation
in the management or representation on the Board of an entity

in which the Company invests with a view to improving the
performance and use of its assets in such ways as should result

in an upward re-rating of the value of those assets.

Given the timeframe the Directors believe is required to fully
maximise the value of an exploration project or early stage
development asset, it is expected that the investment will be held
for the medium to long term, although disposal of assets in the
short terrn cannot be ruled out in exceptional circurmnstances.

The Company intends to deliver Shareholder returns principaily
through capital growth rather than caphal distripution via
dividends, although it may become appropriate to distribute
funds te Shareholders once the investment portfolio matures
and production revenues are established.

Given the nature of the Investing Policy, the Company does not
intend to make regular periodic disclosures or calculations of its
net asset value.

The Birectors consider that as investments are made, and new
investrent opportunities arise, further funding of the Company
will be required,

This strategic report contains certain forward-ooking staterments
that are subject to the usual risk facters and uncertainties
associated with the ofl and gas exploration and production
business, Whilst the Directors believe the expectation reflected
herein 1o be reasonable in light of the informatlon available up

to the time of their approval of this report, the actual outcome
may be materially different owing to factors either beyond the
Company's control or otherwise within the Company's contrel but,
for example, owing to a change of plan or strategy. Accordingly,
no reliance may be placed on the forward-looking staternents.

Graham Swindells
Chief Executive Officer

G Cluff
ChalrmV—

27 Aprit 2018 27 April 2018
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Board of Directors

Algy Cluff
Chalrman

In 1972 Algy Cluff formed CCP North Sea Assodlates to bid

for North Sea oil licences in the UK sector and subsequently

Cluff Oil Ltd, which acted as the management company for CCP.
CCP discovered the Buchan Field, the 14th cormmercial ol field

in the UK North 5ea, in 1975. He then founded and became
Chalrrman ot Cluff Resources Plc. From the early 1980s, Cluff
Resources Pl began 1o focus on mineral explorabon in Africa

and made several significant discoveries including the largest gold
discovery in Africa since the Second World War (subsequently

the Geita Mine in Tanzania), the Freda Rehecca Mine in Zimbabwe
and the Ayanfuri Mine in Ghana, prior to the acquisition of Cluff
Resources Pic by Ashanti Goldfields Company Limited in 1996.

In the same year, backed by Anglo Amerwan Corporation, Algy
Cluff founded Cluff Mining Limited {subseguently re-namecg

Ridge Mining Limted), which was admitted tc ARM in May 2000
Ridge Mining Plc was acquired by Aquarlus Platinum Limited tn
2009. Algy Cluff was the Founder, Chairman and Chief Executive
of Cluff Gold Plc. frorm 2004 to December 2010, Executive
Chairman untli juty 2011 and subsequently Non-Executive
Chairman up to April 2012, when he stepped down to
concentrate on Cluff Natural Resources Plc

Graham Swindells

Chief Executive Officer

Graham Swindells joined the Compsny in May 2013 as Chief
Financiat Officer and became Finance Director later that year.
He jained the Company trom Ernst & Young where he was 2
Director in Public Company M&A Graham graduated from the
University of Glasgow with a Bachelor of Actountancy Degree
and after qualifying as a Chartered Accountant spent two years
at PricewaterhouseCoopers specialising in corporate recovery
and restructuring. He subsequently speciahsed in corporate
finance, becoming a director in corporate finance at Arbuthnot
securities duning which time he focused on advising and broking
small and mid-cap public companies across vanous sectors, but
with a particular focus on natural resources. Graham succeeded
Algy Cluft as Chief Executive on 1 March 2018.
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Andraw Nunn

Chief Operating Dfficer

Andrew Nunn joined the Company in May 2014 and was
appointed to the Board as Chief Operating Officer in December
2014. He is a Chartered Geologist with over 16 years of
experience working on exploration, mining and geo-
ernvironmental projects in Europe, Australasia and Africa. Andrew
spent 6 years working on UK and European unconventional gas
projects inciuding coalbed methane, tight gas and shale gas, most
recently as Exploration Manager for Dart Energy. He holds a BSc.
{Hons} in Economic Geology and an M.Se, in Environmentat
Management.

Peter Nigel Cowiey

Non-Executive Director

Peter Cowley 1s a geologist with over 45 years of intermational
experience in the minerals industry and has been involved In the
discovery and development of a number of gold mines in Africa.
Peter Cawiey was previously Managing Director of Ashanti
Exploration Limited, Group Technical Director of Cluff Resources Plc
and Chief Executive Officer of Banro Corporation and Loncor
Resources. He holds M.Sc and MBA degrees and s a Fellow of
{M.M.M. He was also a Non-executive Director of Amara Mining Plc.

Mark Lappin

Non-Executive Director

Mark Lappin has over 35 years of experience in the oll and gas
wndustry. Mark 1s currently Yechnical Director at Cuadrilla and
prior to that was Sub-Surface Director for UK and Netherfands
at Centrica. Mark began his career as a Geophysicist at Phillips
Petroleum and has held sentor technical and commercial roles
wnth Conoco Phillips, Exxon Mobil and Dart Energy.



Report of the Directors

The Directors present their report with the financial statements of the Company for the year ended 31 December 2017,

Principal Activity
The Company’s principal activity is the exploration, evaluaton and developrment of mineral exploration targets, with & prnglpal focus
on the development of its gas lcences in the Southern North Sea.
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Review of Business
Further detalls of the Company's business and expected future developrment are also set out in the Chasrmian's Statement
and in the Strategic Report on page 1.

Dividends
No dividends will be distributed for the year ended 31 December 2017 (2016 ril).

Directors
The Directors of the {Company during the year and their benefical interest m the Ordinary shares and share options and warrants
of the Company at 31 December 2017 are set out below: g‘
o
Crdinary Shares Share Options Share Warrants 3
2017 2016 2017 2016 2017 2016 &;
<
] & Cuff 13,038,502 13,038,502 18,648,709 18,648,705 . 5,000,000 p3
G C Swindeils 323,406 323,406 9,654,096 9,654,096 - §
A ] Nunn 235,294 235,294 10,454,098 10,454,096 - - E]
P N Cowley 447,059 447059 . - - - ®
The Earl De La Warr CL? 3,054,901 3,084,901 - - - -
Markbappin' | e et T T T ol
e i e m .. 7099382 17099762 38,756,901 38756901 - 5000000
! Appointad 19 December 2L
i Rusigned 28 September 2057 “5”
kY
Directors’ Remuneration S
The following table sets out an analysis of the pre-tax remuneration for the year ended 31 Decembet 2017 for the individual Directors E
whao held office in the Company during the year. ;-;';'
ot
"
2017 2017 2017 2017 2016 2
Benefits =
Salary/fees Pension in Kind Total Total v
£ £ £ £ £
16 Cluff 200,000 - 22,560 222,560 218,528
G C Swindells 144,083 14,408 2,727 161,218 155,180
A Nunn 144,083 14,408 2,526 161,017 148,202
P N Cowdey 20,000 . - 20,000 -
The Earl De La Warr DL2 15,000 . - 15,000 ]
Marktappin® e e 20343 - L " 26,343 355
543,509 - 28816 27813 600,138 524265

1 Appcuned 19 Decernber 208
2 Reagnef (5 Sepember 017
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Report of the Directors
continued

Share options and warrants
The following share options table comprises share options and warrants held by Directors who held office during the year ended
31 December 2017

Warrants & Warrants &
Options held st Options Wanants Options  Options held at
31 Decembey granted expired exercsed 31 December Exercise Exercisable Exercisable
2016 in period In penod In perivd 2017 price ip} from to
1G Clutf 5,000,000 - (5,000,000) - - 50 4 May 2013 22 May 2017
2,000,000 - - - 2,600,000 8.0 23 january 2014 23 January 2023
6,000,000 - - - 6,300,000 37 38 April 2015 30.April 2024
10,648,709 - o T 10,648,709 1325 10 jupizt‘]lz_____i_{_)_m _2_(_)36_
GCSwindells 2300000 CTOTTTTTLTTTTTTTTTTL zsmep0e 395 30apni 218 30 Aprd 2024

s 7454096 t - - L 7454058 1325 10|une2017  10)une2026

g AyNunn | AD0OSD0 T . - 3po000n 388 6Sept30Ns 22 May2024

'§ L ASA086 . . Lo 74sap9s 135 Walune 2017 10june 2026

e

% Further detalls of share-based payments are set out in Note 19

o

' ?;* Suistantial Shareholders

§ The Company has been notffied of the following interests of 3 ner cent or more In its 1ssued share capiat as at 27 Aprii 2015

-

Y ) Shareholders Number of Shares Percent (%)
IPGL 40,625,000 8.17%
Hargreaves Lansdown Nominees Limited 40439385 9.13%
janus Henderson investers 32,905,500 743%
Gumness Atkinson Asset Management 37,487,182 6.21%
Fiske 25,980,000 5.87%
Interactive Investor Trading 25,263,843 5.70%
SVS Secunties 23,220,937 5.27%
Lioyd Derfman 17,372,940 3.92%
Barclays Wealth 14,632271 3.30%

Lynchwood Nominees Umited 13300000 3.00%

Financial Instruments
Details of the use of financial instruments by the Company are contained in the Strategic Repart and note 17 of the financial staternerits.

Post Balance Sheet Events

Effective 28 February 2018, Algy Cluff stepped down from his role as Chief Execunve Officer, remaining as Chairman of the Company.
As a result, the Company has made a £50,000 gross settlernent paymerit in hieu of termination of his contract as Chairman and Chief
Executive in the subsequent pertod.

On 20 April 2018, the Company announced that it had raised £750,000, before expenses, through the subscription of 46,875,000
tiew ordinary shares at 1.6 pence per shate.

There were na cther significant post. balance sheet events,

Political Contributions
No payrnents to political parties have been made during the year (2016: nil).

12 Cluff Natural Resources Plc  ~nnue Report 8 Accounts 2017



Report of the Directors
continued

Corporate Governance

The Directors recognise the value and importance of high standards of corporate governance, Accordingly, whilst the UK Corporate
Governance Code does not appiy to AIM companies, the Directors observe the requirements of the UK Corporate Governance Code to the
extent they consider appropriate in the ight of the Company's size, stage of development and resources, However, given the size of the
Company, at present the Directors do not consider it necessary to adopt the Code in its entirety. The Board, so far as praciicable, follows
the recommendations set out in the corporate governance guidelines for smaller quoted companies published by the Quoted Companies
Alfiance. The Company holds regular Board meetings and the Board i responsible for formulating reviewing and approving the Company's
strategy, budgets and acquisitions. The Board currently comprises five Directors, of whom two are executive and three are non-executive,
The Board has an audi commuttee and remuneration committee with formally delegated duties and responsibilities, as described below.,

Audit Committee

The Audit Committes is responsible for maorutoring the integrity of the Company's financial statemants, reviewing significant financial
reporting issues, reviewing the effectiveness of the Compary's internal control and risk management systems, and overseaing the
relationship with the external auditars (Inciuding advising on their appaintment, approving remuneration, assessing independence,
agreeing the scope of the audit and reviewing the audit findings). The audit cormittee comprises Mark Lappin and Peter Cowley and is
chaired by Peter Cowley. The audit committee 2ims to meet three times a year at appropriate times in the reporiing and audit cycle and
otherwise as required. The audit committee also meets regularly with the Company's external auditors.

Reruneration Committee

The Remunerations Committee is responsible for deterrnining and agreeing with the Board the framework for the remuneration of the
Chairman and Chief Executive Officer and other designated sentor executives and, within the terms of the agreed framework, determining
the total indiviclual remuneration packages of such persons including, where appropriate, bonuses, incentive payments and share options
or other share awards. The remurneration of Non-Executive Directors is a matter for the Chairman and the Chief Executive Officer. No
Director is invoived in any decision as 16 his or her own remuneration The Rermuneration Committee comprises Mark Lappin and Peter
Cowley and is chaired by Peter Cowley. The Remuneration Comimiitee aims to meet at least twice a year and otherwise as required.

Share Dealing Code

The Company has adopted 3 share dealing cotle for Directors and applicable employees of the Company for the purpose of ensuring
cornpliance By such persons with the prowsions of the AIM Rules relating to dealings in the Company’s securities and the Market Abuse
Regulation {EU). The Directors consider that this share dealing code is appropriate for a Company whose shares are admitted to trading
on AtM. The Company takes proper steps to ensure compliance by the Directors and applicable employees with the terms of the share
desling code and the relevant provisions of the Al Rules Gncluding Rule 213,

Business Risks
& surnmary of the principal and general business nsies can be found in the Strategic Report on page B and in note 17 of the firandal staternents

Key Performarnice indicators

At this stage in its development, the Company 1s focusing on the deveippment of its existing Seuthern Morth Sea licences in addition to
the evaluanon of various oil and gas uppartunities. If and when the Company moves into production, financal, operationai, health and
safety and environmental KPs will become relevant and will be measured and reported as appropriate.

Thie Directors de however closely raonitor certain financial information, in particuiar overheads and cash batances as set out
n the Financlal Review

Disclosure of Information te Auditors

Sa far as the Directars are aware_there is na relevant audit nformation (as defined by Section 418 of the Companies Act 2006) of whith
the Company's auditors are unaware, and each director has taken all the steps that he ought to have taken as a director in order to
make himself aware of any relevant audit information and to establish that the Company’'s auditors are aware of that information.

Auditors
The auditors, BDO LLP, have expressed then willingness to continue in office as auditors, and a resolution to re~appaint them will
be proposed at the Annual General Meeting,

On behalf of the Board

.
Graham Swindells %»g
Chief Executive Officer
27 Apnl 2018
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Statement of Directors’ Responsibilities

The Directors are responsible for preparing the Annual Report and the financial statements In accordance with
applicable law and regulations.

Cormparty law requires the Directors to prepare finandal staternents for each financial year. Under that law the Directors have elected
to prepare the finandial staternents in accordance with Internanonatl Financial Reporting Standards (IFRSs) as adopted by the European
Union. Under Company faw the Directors must not approve the financial statemeants 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. The Directors are also required
to prepare finandial statements in accordance with the rules of the London Stock Exchange for companies trading securities on the
Alternative investment Market (AIM),

in preparing these financial statements, the Directors are required to:

+  Select suitable accounting policies and then apply them consistently;

*  Make judgements and accounting estimates that are reasonable and prudent;

+  State whether they have been prepared in accordance with IFRSs as adopted by the European Union,
subject to any materiat departures disclosed and explalned in the finanaal statements; and

*  Prepare the financial statements on the going concern basls unless it 15 Inappropriate 10 presume that
the Campany will continue In busmess.

The Directors are responsible for keeping adequate accoumting records that are sufficient 1o show and explain the Company's
transactions and disclose with reasonable acturacy at any time the financial position of the Company and enable them to ensure that
the finanzial staternents comply with the Companies Act 2006 They are also respansidle for safeguarding the assets of the Company
and hence for taking reasonable steps for the prevention and detection of fraud and other irregutarities.

Website publication

The Directors are responsible for ensuring the annual report and the financial statements are made available on a website. Financial
statements are published on the Company’s website in accordance with legislation in the United Kingdor governing the preparation
and disserination of financial statements, which may vary from legiglation in other jurisdictions, The mantenance and integrity of
the Company's website is the responsibility of the Directors. The Directors' responsibility also extends to the on-going integrity of

the financial statements contained therein. ’
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Independent Auditor’'s Report
to the members of Cluff Natural Resources Plc

Opinor

we have audited the financial statements of Cluff Natural
Resotirces Pl¢ {the "Company”) for the year ended 31 Decernber
2017 which comprise the statement of comprehensive income,
the balance sheet, the statement of changes in equry, the
statement of cash flows and the related notes to the financial
statemerts, incuding a summary of significant accounting pohces,

The finandial reporting framework that has been applied in the
preparagon of the finandial statements is apphicable law and
Internatienal Finangal Reporting Standards (IFRSs) 55 adopted
by the European Union.

in our apinion:

+  the tinandal statements give a true and fair view of the state
of Company's affairs a5 at 31 December 2017 and of the
Company's loss for the year then ended;

+ the financial statements have been properly prepared in
accordance with IFRSs as adopted by the European Union;
and

« the financal statements have heen prepared n sccordance
with the requirements of the Companies Act 2006

Basis for opinion

We conducted our audn in accordance with internauonal
Standards on Auditing (UK) (ISAs (UK}) and applicable law.

Cur responsibilities under those standards are further described
in the Auditor's responsibilities for the sudit of the financial
statements section of our report. We are independent of the
Company tn accordance with the ethical requirernents that are
relevant to our 2udt of the financal statements in the UK,
including the FRC's Ethical Standard as applied to listed entites,
and we have fulfilled our other ethical respansibilities in
accordance with these requireiments, We beheve that the audit
evidence we have obtained Is sufficient and appropriate

1o provide a basis for our opinion.

Use of our report

This report 15 made solely to the company's imembers, as a body,
in accordance with Thapter 3 of Part 16 of the Companies At
2006. Our audit work has beery undertaken so that we might state
to the Comparyy's mernbers those matters we are required to
state to them in &h aydiitor's repost and for no other purposa.

To the fullest extent permitted by law, we do not 2¢cept or
assume responsibility to anyone other than the Cornpany and

the Commpatiy’s members as a body, tor our audit work, for this
report, or for the opinicns we have formed,

Material uncertainty relating to gowng concern

In forming our opinion on the financial statements, which is not
modified, we have considered the adeguacy of the disclosures
made in rote 1 to the financial statements concerning the
Company's ability to continue as a going concern. These indicate
that additional funds wilf need to be raised to finance the
Company's budgeted exploration and developrment p:ogramme
and to enable the Company to meet its other operational
obligations as they fail due beyond the middle of Q4 2018,
These circumstances indicate the existence of a matenal
uncertainty which may cast doubt on the Company's ability to

continue as a going concern. The financial staternents do not
include any adjustments that would resuit if the Company was
unable to continue as a going concern.

We have dentified going concern as a key audit matter based
on our assessment of the signficance of the risk and the effect
on our audit strategy.

As at 31 December 2017 the Company had cash reserves of
£1.0m. A3 set out in note 1, the cesh flow forecasts prapared by
the Directors indicate that the Company will reqguire additional
funding durng November 2018. As descrived above, this indicates
a risk over going concern.

Qur audit procedures in response to this key audit matter

Included the following'

«  Areview of Management's assessment that going concern
is an appropriate basis of preparation;

+  Areview of the jatest cash flow forecasts for the Company
which include the twelve months from the date of approval
of these finandal staternents;

+  Challenging and corroborating Management's assumptions
included in the cash fiow forecasts particularly around
whether the work commitments are appropriately costed and
vonsistent with the budgeted ticence work prograrnme; 2nd

»  Discussing with Management how they intend to rawse the
funds necessary for the Company fo continue as a going
concern, n the required timeframe and considering this in
light of the Company’s previous furndraising.

Key audit matters

Key audit matters are those matters that, in our professional
judgment, were of most significance in our audit of the financial
staterrents of the current periad and include the most significant
assessed nisks of material misstatement {whether or not due to
fraud) we identified, incuding those wiuch had the greatest effect
on; the overall audit strategy, the allocation of resources in the
audd; and directing the efforts of the engagement team:. These
matiers were addressed in the context of our audit of the financdal
staternents as 4 whole, and inforrming our opinion thereon, and
we do not provide a separate opinion on these matters,

Key audit matter

Carrying value of exploration assets

The Company's exploration assets assoclated with the two
ficences, PZ252 and P2348, represent the key assets on the
Company's statement of finanai! position. During the year
additions of £0.2rn were capitalised and at 31 Decernber 2017
the Company's explaration assets totalled £0 8m (2016, £0.6m)
{Refer to note 8)

During the yaar the Company obtamed an extension tg the
ficences through 1o Novernber 20138, As part of the extension

the Qit & Gas Authority ("OGA") set out various licence obiigations
which include successfully securing a farm-out by 31 May 2018
and which ultimately tasks the Cormnpany with making a driit or
diop decision by 30 September 2018
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Independent Auditor’s Report

continued

Key audit matter (continued)

Carrying value of exploration assets (continued)

Managernent performed an impairment indicator review in
accordance with accounting standards to assess whether there
were any indicators of impairment for the exploration assets and
whether impatrment was appropriate, noting that the Company
would need to satisfy its licence obligations or further extend the
licences beyond November 2018 with the OGA. Following this
assessment, the Board concluded that no impairment was
required, as set out in note 1,

Given the Inherent judgement involvad in the assessment of
the carrying value of the exploration assets, we considered the
carrying value of exploration assets to be a significant risk for
our audit, In particular, the determination that the Company will
satisfy the current licence ebligations and/or further extend the
hcences past Navermnber 2018, represented a key judgement by
the Board and a foqus for our audit.

How we addressed the key audit matter:

+  We agreed a sampie of costs capitalised in the year to third
party documentation and considered whether they met the
criteria for capitalisation under the Company's policies and
actounting standards,

*  We reviewed the licence documentation to satisfy ourselves
that the licences remain valid, as well as to confirm the dates
of expiry and licence obligations.

*  We evaluated management's impairment indicator review
performed m accordance with JFRS €. In doing so we
considered faclors such as the licence status and expiry date
together with the history of licence extensions; the required
work programme including the assoclated commitments and
obkgations; and internal and external feasibilty studies.

We considered the progress of the Company's technical work
1o date, together with budgeted works, agamst the licence
extepsion obligations and due dates.

*  We critically assessed the judgement that the technical work
conducted on the projects to date is sufficient to meet the
licencing authority's criteria for extending the licences past
their current expiry date. This included agreeing a sample of
specific work performed 1o date to third party documentation,
whilst also considering this against the licence commtments
and budgeted works,

*  We assessed mansgement's judgment that, in the event of
a farm-out opportunity not being secured by 31 May 2018,
the Company had a reasonable expectation of being shle
to secure extension of the licences based on the work
performed to date, the steps taken to secure a farm-out,
the ongotng relationship with the licencing authority and
the past nistory of licence renewals,

* We cons«dered the adequacy of the disclosures made in the
financial statements to ensure that this was consistent with
both the condusions from our audit testing and accounting
standards.

16 Ciuff Natural Resources Plc Annus’ Report & Accour's 2017

Qur findings:

We found management’s assessment that there were no
indicators of impairment at the reporting date to be appropriate.
In particular, we found the key judgments noted above regarding
the licence extension to be acceptable.

We found the disdosures in the financial statements to be
relevant and informative.

Gur application of materiality

Basy for materiality
1.75% of total assets

20% of total assets _

Materiality for Fy 2017
FY 2017 53000
5. B9800

We apply the concept of materiality both in planning and
performing our audit, and in evaluating the effect of
misstatements. We consider materiality to be the magnitude

by which misstatements, including omissions, could influence

the economic decisions of reasonable users that are taken on

the basis of the financial statements. Importantly, misstaterments
betow these levels will not necessarlly be evaluated as immaterial
as we aiso take account of the nature of dentifted rnisstatements,
and the particular arcumstances of their occurrence, when
evaluating their effect on the financial staternents as a whole.

We consider total assets to be the inancial metric of the most
interest to shareholders and other users of the financial
statements given the Company’s status as an oil and gas
exploration company and therefore consider thus to be an
appropriate basis for matenality,

Performance ratenality 15 the application of materiality at the
tndividual account or balance level set at an amount to reduce
to an appropriately low level the probabiity that the aggregate
of uncorrected and undetected misstatements exceeds
materialiy for the financial statements as a whole. Performance
materiality was set at £25,500 (2016: £36,750) which represents
75% (2016 75%) of the above materiality levels,

We agreed with the sudit committee that we would report to the
committee all individual audit differences identified during the
course of our audit in excess of £1,700 (2016: £2,5003. We also
agreed to report differences below these threshelds that, in our
view. warranted reporting on qualitative grounds. There were rio
misstatemenis identifred during the course of our audit that were
indwidually, or in aggregate, considered to be material in terms
of their absolute monetary value or on qualitative grounds.

Ary overview of the scope of our audit

Ciuff Natural Resources Plo is a company registered in the UK and
listed on the Aiternative investment Market Exchange. Our audit
strategy involved a full scope audit of the Company whose
principal eperations and corporate head office function Is located
in the UK. We set out above the risks that had the greatest impact
on Gur audit strategy and scope.



Independent Auditor’s Report

continued

Other information

The directors are responsible for the other infarmation. The other
information comprises the information included in the annual
report, other than the financial statemahts and our auditor’s
report thereon. Our upinion on the financial statements does not
cover the other information and, except 1o the extent otherwise
explicitly stated in our report, we dg not uxpress any form of
assurance conclusion tiereon.

In connection with our aud' of the finar.cial statements,

aur responsibiity is to read the other informaticn and, in doing
so, consider whether the other information is materiaily
incorgistent with the finandal statements or our knaatedge
obtained in the audit or otherwiz« appears to be mazerialiy
misstated. If we identify such material inconsistericias of apparent
miaterial misstaterments, we: are required to determine whether
thera is a matetial misstatement in the inandal statements or a
materiai misstatement of the oiher infermation. 1, based on the
work we have perforned. we condude that there is a material
misstaternent of this cther information, we are required to report
‘hat fact, We have nothing o report in thit regard.

Duolnian on other matter prescribed by the

Companies Act 2006

In our opitron, based on the work undertaken in the course

of the audit.

+  the information given in the strategic report and directors’
repert for the financial year for whict: the financial statements
are prepared is conwsient with the financal statements and;

¢+ the strategir report and tireciors' repart have been prepared
in accordance with applicablz legzal requirements.

Matters on which we are required to report by exception

In the light of the knewledge and urderstanding of the Company
and its environrment obtained ir the course of the audit, vie have
not idengfied material misstatements in the strategic report or
the directors’ report,

We have nothing to report in respect of the fei'owing matiers
where the Companies Act 2006 requires us to repott to you if,
in our opinfon:

»  Adequate accounting records have not been kept by the
Company, or reiurns adequate for our audit heve not been
received frorm branches nnt visited by us; or

+ The Company financizl statements are not n agreement
with the ac¢ourting records and retums; or

+  Certain distinsures of Directors' remuncration specified
by law are not made; or

«  We have not recelved all the information and cxplanation:
we require for our audit.

Responsibilities of directors

As axplained more fully in the directors’ responsibilities statement
set out on page 14, the directors are respancible for the
preparation of the financial staternents and for being catisfied
that they give a true and fair view, and for such internal control

as the directors determine is necessary 1o enable the preparator
of financial statermems that are free from material misstatement,
whether due to fraud or error.

In preparing the finandal statements, the giractors are
respansible for assessirg the Company’s ability to continue as

a going concern, disclosing, as applicable, matters related to going
concern ard using the going cancert basis of accournting unless
the dirzctors either irserd to Fguidate the Company or to cease
aperations, or have no realictic alternauve but ‘o do so.

Auditor's responsibifities for thn audit

of the finandlal statermnents

Gur objectives are 10 obtain reasonable assurance about
whether the financlal statements as 4 whole are free from
material misstatement, whether due to fraud or error, and 10
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 accardancea with 1SAs (U wil always detect
a material misstatement «wvhen it exists.

Misstatements can arise from fraud or error and are considered
material i, individually or in aggregate, they could reasonably ce
expected to irfluence the economic decisiuns of users taken or:
the basis of these financial stataments.

A further description of our responsibilities for the audit of the
financial staternents is located on thie Financial Reporting Councifs
website at: www.frc.org.uk/ouditorsresponsibilities, This
description farms part of our auditor's report,

B o

Ryan Ferguson (Senior Statutory Auditor)

For and on behalf of BDO LLE Statutory Auditor

55 Baker Street

London
W1l e}

27 April 2018
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Income Statement
for the year ended 31 December 2017

2017 2016
Continuing Operations Notes £ £

Adrministrative expenses: .

impairmen: of exploration and eval Jaion sss«1s T ) ER - (318,407)
Other admirisirative expenses (1,591.700)  (1.416127)
Total administrative expense.. Topsetony (1,734534

Operating Loss ’ T T T T T4 81,709 (1,734,534)
Fnance income e e o 1.498 3928
Loss Before Tax o 4 £1,580,203) (1,730,606}
Incorna tax expens. o 6 e s
Loss for theyear e T T T A,590,208)  (1,730,604)
Los. per share fromm ::onﬁnuing apcx'ta_ficns -

express:d in pence ner share:

Zas'zand divred e e e (BB (9.7010

Statement of Comprehensive Income
for the year ended 31 December 2017

2077 2016

£ £

Loss for tha yaor {1,590,203) {3, 730,60
Q'fher Comprf_;h'eg'tsiv‘: tncorr: e ] - -
Total Comprehensive Expense for the year attributable to the equity holders of the Company (1,590,203}  (1,730€6)

Tr= no*es on pag2s 23 t4 30 form it of the finanaz, statemers,
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Balance Sheet
as at 31 December 2017

2017 2016 "
Notes £ £ 'é’
@
Assets 072
Non-current Assets =
Intangible assets 8 775,351 554,498 '§
Property, plant and equipment 9 4,350 3,885 =
Invastrment in subsidiary 10 - 1.1
Other receivables - 1 53,688 ) -
833,389 559,484
Current Assets
Other receivables 1 89,198 196,724
Cash and cash equivalents 1,016,667 1,707,910
” 1,305,865 1,804,634
Total Assets ) 1,939.254 2464118 g
o
Capital and raserves sttributable to the equity holders of the Company 3
Shareholders’ Equity Y
Share capital 12 1,980,300 1,646,967 2
Share premium 8,390,436 7,761,877 &
Share-based payment reserve 19 627,838 582,193 %
Accurnulated retained deficit ‘ (9,271,859) (7,749,896} 2
Total Equity o 1,726,715 2,241,241 o
Liabilitles
Current Liabilities
Trade and other payables o 14 212,539 222,877
Total Liabilities o 212539 222,877
Total Equity and Liabilities o 1,839,254 2,464,118

The financial statements of Cluff Naturaf Resources Plc, registered number 7958581, were approved by the Board of Directors
on 27 April 2018 and were signed on its behalf by:

> ¢
Graham Swindelis
Chief Executive Officer

SIIRLUIILIS [IaUB LY

The notes on pages 23 to 36 form part of the financial statemenis.
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Statement of Changes in Equity
for the year ended 31 December 2017

Share-based
Share Share payment Retained Total
capital premium reserve deficit equity
£ £ £ £ £
Balance at 1 January 2017 1,645,967 7,761,377 582,193 (7,749,896) 2,241,241
Comprehensive income for the year
Loss for the year - - - 1,590,203} (1,590,203}
Total comprehensive loss for the year - . . (1,590,203}  (1,550,203)
Contributions by and distributions to owners
Issue of share capital 333,333 666,667 - - 1,000,000
Expenses of issue - {38,208} B - (38,208}
Share-based payment - - 113885 - 113,885
Lapsad warrants ‘ - - (68.240) 68,240 -
Total contributions by and distributions to owners 333333 628,459 45,645 68,240 1075677
Balance at 31 December 2017 1,980,300 8,390,436 627,838  (9,271,859)  1,726.715
Balance at 1 January 2016 996,111 8,037,175 529292 {6,134,524) 1,428,054
Comprehensive income for the year
Loss for the year - - - (1,730,606} (1,730,606}
Total comprehensive loss for the year - - - (1,730,606) (1,730,606)
Contributions by and distributions to owners
Issue of share capital 650,856 1,876,284 - - 2527140
Expenses of issue - {151,482} - - (151,482)
Share-based payment - - 168,135 - 168,135
Expired/iapsed options - s sz 115234 -
Total contributions by and distributions to owners 650,856 1,724,802 52901 115234~ 2543793
Balance at 31 December 2016 1,646,967 7,761,977 582,193 (7,749,896) 2,241,241

=
o=
T
-

o,
B
w
~

- R

g

-

3

o
=

a

The notes on pages 23 10 36 form part of the finantia! statements,
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Statement of Cash Flows
for the year ended 31 December 2017

2017 2016 o
Notes £ £ fod
&
Cash flows used in operating activities 05‘2
Net cash used in operating acﬁyitjes i 1 (1,428,308) (1,334,065} ‘-;g
Cash flows used in investing activities ?;
Purchase of intangibfe assets {223,508) (448,575}
Purchase of property, plant and equipment (2,329) (1,833}
interest received 1,498 3,273
Investrnent in subsidiary (390) {600}
Met cash used in investing activities {224,725) (447,735)
Cash flows from financing activities
Proceads of share issue 1,000,000 2,527,140 g
Expenses of share issue {38,208) {151,482) “g
e
o
Net cash from financing activities 961,792 2,375,658 ®
Q
{Decrease) / increase in cash and cash equivalents {691,243} 593,858 &
Cash and cash equivalents at beginning of year ~ 1,707,910 1714052 é
Cash and cash equivalents at end of year 1,016,667 1,707,910 2
®

fay]
5
=
o,
N
)
4
w
g
S
3
g
s

The notes en pages 23 to 36 form part of the financial statements.

Cluff Natural Resources Plc  Annual Report & Accounts 2017 21



m
=
U
=3
A .
2
&
bl
D
1+
!
™
=1
2
o

Notes to the Statement of Cash Flows

for the year ended 31 December 2017

1. Reconciliation of Lass before tax to Cash used in operations

2017 2016

£ £

Loss before tax {1,590,203) {1,730,606)
Investrnent income {1,498) {3.928)
Share-based payment 113,385 168,135
Depreciation 1.854 3838
Amortisation 2,655 3,798
Impairment of investment in subsidiary 1,491 -
Impairment of intangibles «  31B407
{1,471,806)  (1,240,356)

Decreasef(increase) in other receivables 53,838 {54,679)
Dacrease in trade and other payables (10,338) (39,030)
Cash used in operations {1,428,306) {1,334,065)

22  Chuff Natural Resources Pic  Annug Report & Accouvnts 2017



Notes to the Financial Statements
for the year ended 31 December 2017

1. Accounting Policies

Basls of preparation

The financial statements have been prepared in accordance with International Financial Reporting Standards (IFRSY, as adopted
by the EU and with thase parts of the Companies Act 2006 applicable to caompanies reporting under IFRS.

The preparation of finandial statements in conformity with IFRS requires management to make judgements, estimates and assumptions
that affect the application of palicies and reported amounts of assets and lizbikities, income and expenses. The estimates and associated
assumptions are based on histerical experience and factors that are believed 1o be reasonable under the circumstance, the result of
which form the basis of making judgements about carrying values of assets and liabilities that are not readily apparant from other
sources, Actual results may differ from this estimate. The areas involving a higher degree of judgernent or complexity, or where
assumptions and estimates are significant to the financial staterents, are disclosed later in this note.

Operating loss is stated after charging and crediting all iterns excluding finance income and expenses.

The estimates and underlying assumptions are reviewed on an on-going basls. Revislons to accounting estimates are recognised in the
period in which the estimate Is revised if the revision only affects that period or in the period of revision and future perieds if the revision
affects both current and future periods,

Going concern

The Company is dependent on its existing cash resources and its ability to raise additional funding in order 10 develop its assets,

Based on the cash balance at year end and the Company's commitments, and following the receipt of £750,000 before expenses from
the subscription of shares announced on 20 Aprit 2018, the Directors are of the opinion that the Company has sufficient funds to cover
its budgeted exploration and development programime and to meet its other operational obligations as they fall due until the middle of
the fourth quarter of 2018, The Directors acknowledge that additional funds will be required 1o be raised to finance the Company's
budgeted exploration and development programme and to meet its other operational obligations as they fall due beyond the middle of
Q4 2018. These funds will need to be raised through partnership arrangemaents, capital raisings or other financing packages. At present
there are no such arrangements in place and whiist the Directors remain confident of being able to successfully ralse the required
financing, most likefy by way of equity as has been achieved in the past, there can be no guarantee that this will occur. These
circumstances indicate the existence of s material uncertainty which may cast doubt on the Company's ability to continue as a going
concern. The financial statements do not include any adjustments that would result If the Group was unable to continue as a going
concern which would principally relate to impairment of the Group's nen-turrent assets.

Adoption of new and revised International Financial Reporting Standards
The Company has adopted the following standards, amendments to standards and interpretations which are effective for the first
time this year. None of the new amendments have had a material impact on the financial statements of the Company.

Effective period

commencing on or after

IAS 12: Arrendments - Recognition of deferred tax assets for unrealised losses 1 Jan 2017
IAS 7: Amendments - Disclosure inftiative 1jan 2017
Annual improvements te IFRSs {2014 - 2016 cycle} ) 1 Jan 2017

Standards effective in future perfods

Certain new standards, amendments and interpretations to existing standards have been published that are refevant to the Company's
activities ahd are mandatory for the Company's accounting periods beginning after 1 January 2018 or later periads and which the
Company has decided not to early adopt. These include:

Effective period
commencing on or after

IFRS & Finandial Instruments 1J)an 2018
IFRS 15: Revenue from contracts with customers 1}an 2018
IFRS 16; Leases 1Jan 2019
IFRS 15: Clarifications to IFRS 15 revenue from contracts with customers 1Jan 2018
IFRIC 22: Foreign currency transactions and advance consideration 1jan 2018
IFRS 2: Amendrnents - Classification and measurement of share-based payrnent transactions 1jan 2018
Annual impravements to IFRSS (2015-2017 Cycle) 1 ' 1 Jan 2019

1 Noty« adopted b the European Union,

Cluff Natural Resources Pl Annual Repert & Accounts 2017 23

v
~
s
™
Lnd
m

aa,
A
]
)

=]
G
=
~t

IUELLIADT 312100107

S)UBLUDILIS [BIDUBLILS |




L
5
b T)
=
n
&
i
~
33
-
3
n
=
-
0

Notes to the Financial Statements
for the year ended 31 December 2017

1. Accounting Policies {continued)

Standards effective in future periods (continued}

IFRS 9 ‘Financial instruments’ will supersede 1AS 39 ‘Financial Instruments: Recoghition and Measurement’ and Is effective for annual
periods baginning on or after 1 January 2018. IFRS 9 covers dasslfication and measurement of financial assets and financial liabilities,
impairment of financial assets and hedge accounting. Management naote that given current cperations the anticipated impact is
expected to be lirited to a review of expected credit losses on receivablas, although the impact is not expected to be materiat.

At transition the Company will take the choice not to restate comparatives.

IFRS 15 Revenue from Contracts with Custorners’ provides a single model for accounting for revenue arising from contracts with
custorners, focusing on the identification and satisfaction of performance obligations, and is effective for annuat periods beginning
on or after 1 January 2018. IFR5 15 will supersede IAS 18 Revenue’. Management do not anticipate any impact as the Company is
not currently generating any revenue.

IFRS 16 ‘Leases’ provides a new model for lessee accounting in which all leases, other than short-term and smali-ticket-item leases, will
be accounted for by the recognition on the balance sheet of a right-to-use asset and a lease ifability, and the subsequent amortisation
of the right-to-use asset over the lease term. IFRS 16 will be effective for annual periods beginning on or after 1 January 2019

The Company expects to adopt IFRS 16 on 1 January 2019. The requirements of IFRS 16 will extend to the Company’s operating leases
for land & buildings (note 15) and as such the Company expects a material impact with these leases being recognised on balance sheet,

There are no other standards and interpretations in Issue but not yet adopted that the directors anticipate will have a material effect on
the reported intome or net assets of the Company,

Share-based payments

Equity-settied share-based payments to employees and Directors are measured at the fair value of the equity instrument. The fair value
of the equity-settled transactions with employees and Directors is recognised as an expensa ovar the vesting period. The fair value of the
equity instruments are determined at the date of grant, taking into account market based vesting conditions. The fair value of goods and
services received are measured by reference to the fair value of options,

The fair vaiues of share options and warrants are measured using the Black Scholes model. The expected life used in the models is
adjusted, based on management’s best estimate of the effects of non-transferability, exercise restrictions and behavioural considerations.

The cost of equity-settled transactions Is recognised, together with a corresponding increase in equity, aver the period inwhich
the performance and/or service conditions are fuffilled, ending on the date on which the relevant employees {or other beneficiaries)
become fully entitled to the award ("the vesting date”).

The cumulative expense recognised for equity-settied transactions at each reporting date until the vesting date reflects the extent o
which the vesting period has expired and the Company’s best estimate of the number of equity instruments that will ultimately vest.

The Income Staternent charge or ¢redit for a period represents the movement in curnulative expense recognised as at the beginning
and end of that period,

No axpense is recognised for awards that do not ultimately vest, except for awards where vesting Is conditional upon a market condition,
which are treated as vesting irrespective of whether or not the market candition is satisfied, provided that alf other performance and/or
service conditions are satisfied, Where the terms of an equity-settled award are modified, the minimum expense recognised is the
expense as if the terms had not been modified. An additional expense is recognised for any modification, which increases the total fair
value of the share-based payment arrangement, or is otherwise beneficial to the employee as measured at the date of modification.

Where an equity-settled award {share options and warrants) is cancelied, it is treated as if it had vested on the date of cancellatiocn
if it had not yet fully vested, and any expense not yet recognised for the award is recognised immediately. However, if a new award
is substituted for the cancelled award, and designated as a replacement award on the date that it is granted, the cancelled and
new awards are treated as if they were a modification of the original award, as described in the previous paragraph.

Where an equity-settled award is forfeited, the cumulative charge expensed up to the date of forfeiture is credited to the Income

Statement. Upon expiry of an equity-settled award, the cumulative charge expensed is transferred from the Share-based payment
reserve 10 the Accumulated retained deficit,
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Notes to the Financial Statements
for the year ended 31 December 2017

tmpairment of exploration assets
Exploration and evaluation assets are reviewed regularly for indicators of impairment following the guidance in tFRS 6 Exploration
for and Evaluation of Mineral Resources’ and tested for impairment where such indicators exist.

In accordance with IFRS & the Company considers the following facts and circumstances in their assessment of whether the Company's

expioration and evaluation assets may be impaired:

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

+  Whether substantive expenditure on further exploration for and evaluation of mineral resources in a specific area is neither
budgeted nor planned;

+  Whether exploration for and evatuation of reserves in a specific area have not led to the discovery of commerciafly viable quantities
of mineable material and the Company has decided to discontinue such activities in the specific area; and

+ Whether sufficient data exists to indicate that aithough a development in 3 specific area Is likely to proceed, the carrying amount
of the exploration and evaluation assets is unfikely to be recovered in full from successful development or by sale.

if any such facts or circumstances are noted, the Company, as a next step, perform an impairment test in accordance with the provisions
of IAS 36. In such circumstances the aggregate carrying value of the exploration and evaluation asset Is compared against the expected
recoverable amount of the tash-generating unit. The recoverable amount is the higher of value in use and the fair value less casts to sell.
The Company has identified one cash-generating unit. In accordance with the provisions of IFRS 6 the leve! identified for the purposes

of assessing the Company’s exploration and evaluation assets for impairment may comprise one or more cash-generating units.

Any impalrment arising is recognised in the income Statement for the year.

Operating leases
Where substantially all of the risks and rewards incidental to ownership sre not transferred to the Company {an “operating lease”)
amounts payable under the lease are charged to the Income Statement on a straight-line basis over the lease term.

Provisions
Provisions are recognised when the Company has a legal or constructive obligation, as a result of past events, for which It is probable
that an outfiow of economic resources will result and that cutflow can be reliably measured.

Exploration and evaluation assets
Pre-licence costs assoclated with exploring or evaluating prospects are written off as incurred to the Income Staternent,

All costs associated with exploring and evaluating prospects within licence areas, including the initiaf acquisition of the licence are
capitalised on a project-by-project basis pending determination of the feasibility of the praject. Costs incurred include appropriate
technicat and administrative expenses but not general overheads. When a decision is made to proceed 1o development, the relatad
expenditures will be transferred to proven projects. Where a licence is refinquished, a project is abandoned, or is considared to be of
no further commercial value to the Company, the related costs will be written off.

The recoverabllity of exploration and evaluation assets is dependent upon the discovery of ecancraically recaverable reserves, the ability
of the Company to obtaln necessary financing to complete the development of reserves and future profitable production or proceeds
from the disposition of recoverable reserves.

Intangibie exploration and evaluation assets are not depreclated and are carried forward, subject to the provisions of the Company’s
irpairment of expioration and evaluation policy, until the technical feasibility and commercia viability of extracting hydracarbons are
demanstrable. At such point exploration and evaluation assets are assessed for impairment and any impairment foss is recognised
before reclassification of the assets to a category of property, plant and equipment,

Cluff Natural Resources PIt Annusl Renort & Accounts 2017 25

Era]
=
%]
-
[
03,
h
=
m
=1
o
e
~r

2ueRALY 3jrsdion

SIUBWIPILIS [BINRUL -




i
& 1
=
i
2
=
)
fg
o -
3
o .
=
-~
w

Notes to the Financial Statements
for the year ended 31 December 2017

1. Accounting Pelicies (continued)
Taxation
Income tax expense represents the sum of the tax currently payable and deferred tax.

The tax currently payable is based on taxable result for the year. Taxable profit differs from profit as reported in the Income Statement
because it excludes items of income or expense that are taxable or deductible in other years and it further excludes items that are never
taxable or deductible. The Company's liability for current tax is calculated using tax rates that have been enacted or substantively
enacted by the reporting date.

Deferred tax is recognised on differences between the carrying amounts of assets and liabilities in the financial statements and the
corresponding tax bases used in the cormnputation of taxable profit, and are accounted for using the balance sheet liability method.
Deferred tax liabilities are generally recognised for all taxable temporary differences and deferred tax assets are recognised to the
extent that it is probable that taxable profits wilt be available against which deductible temporary differences can be utilised,

The carrying amount of deferred tax assets is reviewed at each reporting date and reduced to the extent that it is no longer probable
that sufficient taxable profits will be available to allow all or part of the asset to be recovered.

Deferred tax Is calculated at the tax rates that are expected to apply in the period when the liability Is settled or the asset realised.
Deferred tax is charged or credited to the Income Statement, except when it relates to items charged or credited directly to equity,
in which case the deferred tax is also dealt with in equity.

Deferred tax assets and liabikities are offset when there Is a legally enforceable right to set off current tax assets against current tax
liabilities and when they relate to income taxes levied by the same taxation authority and the Company intends to settle its current
tax assets and liabilities on a net basis,

Financlal Instruments

Financial assets and financial liabilities are recognised on the Company's balance sheet when the Company becomes party to the
contractual provisions of the instrument. Financial assets and financial fiabilities carried in the balance sheet include cash and cash
equivalents, trade and other receivables and payables. Interest, dividends, gains and losses relating to a financial instrument classified
as a iiability are reported as finance costs or investment revenue, Financial instruments are offset when the Company has a legally
enforceable right to offset and intends to settie either on a net basis or to realise the asset and settie the liability simultaneously.

Financial Assets

The Compary dassifies its financial assets into one of the categories discussed below, depending on the purpose for which the asset
was acquired, The Company did not have any financial assets designated as held to maturity, held for trading or fair value through the
profit or ioss. Unless otherwise indicated, the carrying amounts of the Company’s financial assets are a reasonabie approximation of
their fair values.

The Company’s accounting policy for each category is as follows:

Loans and recetvables
Loans and receivables (including trade receivabies) are measured on indtial recognition at fair value and subsequently measured
at amortised cast using the effective interest rate method.

Cash and cash equivalents
Cash and cash equivalents comprise cash on hand and demand, deposits and other short-terrn highly liquid investments that are
readily convertible to a known amount of cash and are subject to an insignificant risk of changes in value.

The Company assesses at each reporting date whether there is objective evidence that a financiat asset or a group of financial

assets
is impaired.
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Notes to the Financial Statements
for the year ended 31 December 2017

Financial Liabilities

Financial liabilities and equity instruments issued by the Company are classified according to the substance of the contractual
arrangements entered into and the definitions of a financial liability and an equity instrumant. An eguity instrument is any contract that
evidences a residual interest in the assets of the Company after deducting all its liabilities. £quity instruments issued by the Company are
recorded at the proceeds received, net of direct issue costs.

yoday ngoalens

The Company dassifies its financial liabilities only as held at amortised cost.

Financial liabilities induding trade payables are initially recogrised at fair value net of any transaction costs directly attributable to the issue
of the instrument. Sueh liabilities are subsequently measured at amortised cost using the effective interest rate method, which ansures
that any interest expense over the period to repayment is at a constant rate on the balance of the liability carried in the balance sheet.

Equity
Financial instruments issued by the Company are treated as equity only to the extent that they do not meet the definition of a financial
liability. The Company's Ordinary Shares are classified as equity instruments.

For the purposes of the capital management dlsclosures given in note 18, the Company considers Its ¢apital to be total equity.

Foreign Currencies

The functional currency of the Company is Sterling. Transactions denominated in currencies other than the functional currency of the
Company are recorded at the rate of exchange prevailing at the date of the transaction. Monetary assets and liabilities are translated
into the functional currency at the closing rates of exchange at the reporting date. Exchange differences arising from the restatement
of monetary assets and labilities at the closing rate of exchange at the reporting date or from the settiement of monetary transactions
at a rate different from that at which the asset or liabllity was recorded are deait with through the Incormne Statement.
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Critical accounting estimates and judgements

The Company makes estimates and assumptions concerning the future, which by definition will seldom result in actual results that
match the accounting estimate. The estimates and assumptions that have a significant risk of causing a material adjustment to the
carrying amount of assets and liabilities within the next finandial year are discussed below.

Judgements

impairment of exploration and evaluation assets (note 8)

Qualifying exploration and evaluation costs are initially classified and held as intangible assets rather than being expensed, In recording
costs as exploration and evaluation assets, judgement is required as to the extent to which the costs are attributabie to the discovery of
specific hydrocarbon resources and indude toth internal and external costs. Expenditure is capitalised by reference to appropriate CGUs
and Is assessed for impairment when circumstances suggest that the carrying amount may exceed its recoverable amount,

with reference to IFRS 6 indicators. This assessment invalves judgement as to:

SJUAWBINIS (IR

{i)y The timing of future development of the asset;

{iiy Funding structures and financing costs of development;

{iii} Commercial devejopment opportunities for extracting vafue from the asset; and

(v} Modelling inputs such as the appropriateness of discount rates, reserve and resource estimates, oil and gas pricing predictions, etc,

The carrying value of exploration and evahiation assets were assessed for indicators of impairment at 31 December 2017 in accordance
with IFRS &, In forming this assessment, the Company considered external and internal competent person's reports, the status of the
licences and financing which supperted the carrying value. The determination that, in the event of a farm-out opportunity not being
secured by 31 May 2018, the Company wiil be able to secure an extension of the licences, represented a key judgement. The Board
concluded that there were no indicators of impairment.

Estimates

Determination of share-based payment costs {note 19}

The determination of these costs is based on finandlal models. The inputs to these models are based on the directors’ judgements
and estimates and are not capable of being determined with precision.
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Notes to the Financial Statements
for the year ended 31 December 2017

2. Segmental Reporting

Operating segments are reported in 2 anner consistent with the internal reporting provided to the chief operating decision maker.
The chief operating decision maker, who Is respansibie for allocating resources, assessing the performance of the operating segrnent
and making strategic decision, has been identified as the Board of Directors,

The Board of Directors consider that the Company has only one operating segment at corporate level, therefore no additional segmental
information is presented.

3. Empioyees

2017 2016
£ £
Empioyee costs

Wages and salaries 631,487 610,001
Short-term non-monetary benefits 37,169 25118
Defined contribution pension costs 29,050 27,213
Share-based payment expanse 113,885 168,135
Soclal security costs €9,915 69,979
881,506 900,446
2017 2016

The average monthly number of employees during the year was as follows:
Directors 6 7
Administrative 3 4

Key management personnel remuneration
Key management personnel are those persons having authority and responsibility for planning, directing and controlling the activities
of the Company, being the Directors of the Company.

2017 2016

£ £

Salaries and feas 543,510 523,382
Short-term non-rmonetary benefits 27813 24,282
Defined contribution pension costs 28,817 27,213
Share-based payrnent expense 106,482 168,135
706,622 743,012

Salarles and fees Include fees for consulting services amounting to £nil (2016: £50,610) paid to a former director. This is excluded from
Directors’ Remuneration,

Directors remuneration is disclosed in the Directors’ Report on page 11.
Details regarding share options and warrants are set out in note 19 to the financial statements.
No share options were exercised guring the year or in the prior year.

4. Loss before Tax

2017 2016
£ £

The loss before tax is stated after charging:
Other operating tease rentals - land and buildings 111,209 83,282
Amartisation of software assets 2,655 3,798
Impairment of investrment in subsidiary 1,491 .
Impairment of intangibles - 318.407
Depreciation - owned assets 1,864 3,838
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Notes to the Financial Statements
for the year ended 31 December 2017

5. Auditors’ Remuneration

2017 2016
£ £
fees payable to the Company's auditors for the audit of the Company's financial statements 16,750 14,500
Fees payable to the Company's auditors for non-audit related services - 700 3875
Fees payable to the Company’s auditors for other audit-refated services B 500 500
6. Income Tax
Analysis of income tax expéense
N fiability to UK corporation tax arose on ordinary activities for the year,
Factors affecting the income tax expense
The tax assessed Tor the year is different 1o the standard rate of corporation tax in the UK, as explained below:
2017 2016
E £
Loss ¢n ordinary activities before taxation (1,590,203} 1,730,606}
Loss on ordinary aclivities multiplied by the standard rate of corporation tax in the UK {19.25%) (201 6: 20%) {306,114} (346,121
Effects of;
Capital allowances (i excess of)/ less than depreciation {169) 300
Expenses not deductible for tax purposes 1,980 2744
Adjustment in relation to share-based payment 21,923 33,627
Urrelieved Josses carried forward o - B 282380 309,450

Income tax expense o L ‘ - ) . -
A deferred 1ax asset of £1,672,054 (2016: £1.465,676) In respect of trading losses of £8,800,286 (2016: £7,333,376) has not been
recognised due to the uncertainty and timing of future profits.

7. lLoss per Share
The Company has Issued share options and warrants over Crtinary shares both of which could potentally dilute basic earnings
per share in the future, Further details are given in note 19,

Basic loss per share is caloutated by dividing the loss sttributable to ordinary shareholders by the weighted average number of ordinary
shares outstanding during the year,

Due to the losses incurred during the year, a dituted joss per share has not been catculated as this would serve to reduce the basic
loss per share. There were 40,756,901 (2016: 50,096,901} share incentives outstanding at the end of the year that could potentially
dilute basic earnings per share in the future.

Basic and diluted loss per share
2017 2016

Loss per share from continuing operations ‘ (0.46)p {0.70p

The loss and weighted average number of ordinary shares used in the calculation of basic loss per share are as follows:

2017 2016

£ £

Loss used in the caleulation of totai basic and dijuted loss per share (1,590,203) {1,730,606}
Number of shares

2017 20te

Number Number

Weighted average number of ordinary shares for the purposes of basic and diluted Joss per share 343,914,080 246,340,148
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Notes to the Financial Statements
for the year ended 31 December 2017

8. Intangible Assets

Exploration
& Evaluation Software
Assets Licences

£ £ £
Cost
At 1 January 2016 753,251 7456 770,707
Additions 438,062 10513 448575
A1 31 December 2016 1,201,313 17,969 1,219,282
Additions . 223508 —
At 31 December 2017 1,424,821 17,969 1,442,790
Amortisation
At 1 January 2016 336,790 5,789 342,579
Charge for year - 3,798 3,798
Impairment 318,407 - 318,407
At 31 December 2016 655,197 9,587 664,784
Charge for year - 2,655 2,655
At 31 December 2017 655,197 12,242 667,439
Net Book Value
At 31 December 2017 769,624 5,727 775,351
At 31 Decernber 2016 546,116 8382 554498
At1 January 2016 ' 426,461 1,667 428,128

In the course of 2016 the Company's Southern North Sea licences P2259, P2261 and P2253 were relinquished, Accordingly, the carrying
value of these assets was impaired down to £nif by £318,407 during 2016.

m -

§ ' The net book value of exploration and evaluation assets at 31 December 2017 and 2076 relates solely to the Company’s two remaining

g. : North Sea Licences, P2252 and P2248.

fé‘ : 9. Praperty, Plant and Equipment

e Fixtures Computer

§ and Fittings  Equipment Total

% : £ £ £
Cost
At 1 january 2016 6,091 17,306 23,397
Additions ‘ 209 1,624 1,833
Disposals . (17,105) (17,105)
At 31 December 2016 6,300 1,825 8,125
Additions 2232 2,147 2,329
Disposals (70) {703
At 31 Decenber 2017 6,522 3,862 10,334
Depreciation
At 1 january 2016 2,634 14,873 17,507
Charge for year 929 2,909 3,838
Disposals - (17,105 17,105
At 31 Decemnber 2016 3,563 &77 4,240
Charge for year 978 886 1,864
Disposals (70) (70)
At 31 December 2017 4,541 1,493 6,034
Net Book Value
At 31 December 2017 1,981 2,369 4,350
At 31 December 2016 2,737 1,148 3,885
At january 2016 3,457 2433 5,890
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Notes to the Financial Statements
for the year ended 31 December 2017

10. Investment in Subsidiary

2017 2016
£ £
Investrent in subsidiary o - 1,101

On 1 Otiober 2013, the Company incorporated a subsidiary, Cluff Erergy (Scodand) Limited, 2 company incorporated in Scotland at
50 Lothian Road, Festival Square, Edinburgh, EH3 9W]. The Company has taken advantage of the exemption under the Companies Act
200¢, section 405, not to consolidate this subsidiary as it has been dormant from the date of incorporation and Is not material for the
purpose of giving a true and fair view.

During 2017 fees were paid on behalf of Cluff Energy (Scotland) Limited totalling £390 {2016: £600).

buring 2017, the decision was taken to liquidate the subsidiary and as such, the investment has been impaired by £1,491 to £nil.

11, Trade and Other Receivables

27 2008
£ £
Current:

Qther receivables 2429 5029
Other tax receivables 12,459 63,158
Rental deposit - 53,688
Amounts receivable from related parties - 21,774
Prepayments ) 74,310 53,075
o 89,198 196,724

Non-current: ’ ’
Rental deposit . __ _ 53688 -
Total Receivables T - oo 142,§§i6: 196,724

Included within amounts receivable from refated parties are amounts due from Cluff Africa Associates UK Uimited of £nil (2016: £21,774),
following the settlement of the outstanding balance during the year.

A rent deposit of £53,688 was paid on the commencement of the Company's office iease in May 2012, This lease was renewed in
May 2017 with the same deposit. The deposit is repayable to the Company on the expiry of the lzase on 31 May 2022 (or oh 31 May
2020 if a break clause is exercised).

During the year no impairments were recognised. The Directors consider that the carrying amount of trade and other receivables
approximate their fair vajue,

42. share Capital
Allotted, issued and fully paid

sjiaiaNels [BuRULY

Year ended December 2017 Number £
At beginning of the year Ordinary shares of 0.5 perice each 329,393,532 1,646,967
Issue of shares 66,666,667 333,333
At end of the year Ordinary shares g_f 0.5 pence each 396,060,193 1,980,300
Year ended December 2016 Number £
At beginning of the year Ordinary shares of 0.5 perice each 199,222,332 996,111

Issue of shares 130,971,200 650,856
Atend of the year Ordinary shares of 0.5 pence each 325393532 1,646,967

On 6 Qctober 2017, the Company announced that it had raised approximately £1,000,000, before expenses, through the subscription
of 66,666,667 new ordinary shares at 1.5 pence per share,
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Notes to the Financial Statements
for the year ended 31 December 2017

13. Reserves

Reserves Description and purpose

Share capital Nominal value of shares issued.

Share premium Amount subscribed for share capital in excess of nominal value,

Share-based payment reserve Fair value of share options and warramts issued,

Accurnulated retained deficit Cumuiative net losses recognised in the statement of comprehensive income.

Details of movernents in each reserve are set out in the Staternent of Changes in Equity on page 20.

14. Trade and Other Payables

017 2016
Current: £ £
Trade payables 112,465 60,096
Social security and other taxes 23,773 23,278
Other payables and accruals o - ..78301 135503

212539 222877

The Directors consider that the carrying amount of trade and other payables approximate their fair value.
15. Operating Lease Arrangements
Minimurn lease payrnents under non-cancellable operating leases fall due as follows:

2017 2016
Land and Buildings: £ 3
Less than one year 139,813 37,283
Between one and five years 559,250 -

During the year £111,209 (2016; £83,282) was recognised as an expense in the Income Statement in refation to the operating lease,

16. Related Party Disclosures

Parties are considered to be related if one party, is under common control, or can exercise significant influerice over the other party in
making financial and aperational decisions. In considering each possible refated party refationship, attention is directed to the substance
of the relationshig, not merely the legal form,

Key management personnel are considered to be the Directors of the Company, Disclosure regarding remuneration of key management
is provided in note 3.

£42,420 was loaned to Cluff Africa Associates UK Limited {CAA) in 2012, | G Cluff is a Director of CAA and Peter Cowley and Nicholas
Berry were Directors of CAA untll 4 September 2015 and 23 March 2016 respectively. £10,000 was repaid in 2013 and a further £15,0600
was repaid in 2015; all outstanding balances were repaid during 2017,

The total facility available under the loan agreement with Cluff Africa Associates UK Lirnited was £50,000. Interest was charged af a rate
of 3% per annum on the outstanding bafance. As at 31 December 2017 the outstanding loan balance was £nil (2016: £21,774),
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Notes to the Financial Statements
for the year ended 31 December 2017

17. Financial Instruments

(%43

Principal financial instruments o

The principa! financial instruments used by the Company from which the financial risk arises are as follows: g'

i)

2.

2017 206 =

E £ -]

o

-

~r

Financial Assets

Cash and cash equivalents ~ all amounts held in Sterling 1,016,667 1,707,910
Rental deposit 53,688 53688
Related party loan receivabie - 21,774
Other receivables 2429 5,029

1072784 1,788,401

Financial Liabilities

Trade Payables 112,485 60,096
Other payables & accruals 76,301 139,503
188,766 185,595

The financial habiiities are all payabie within one year.

General Objectives and Poficies
The overali objective of the Board is to set policies that seek to reduce as far as practical without unduly affecting the Company's
competitiveness and flexibility. Further details regarding these policies are:

UELIIAGD I32100840)

Policy on financial risk management

The Company's principal financial instruments comprise cash and cash equivalents, other receivables, trade and other payables,
The Company's accounting policies and methods adopted, including the criteria for recognition, the basis on which income and
expenses are recognised in respect of each dass of financiat asset, financial fiability and equity instrument are set out in note 1 -
“Accounting Policies”.

The Company does not use financial instruments for specufative purposes. The carrying value of all financial assets and liabilities
approximates to their fair vaiue.

Derivatives, financiai instruments and risk management
The Company does not use derivative instruments or other financial instruments to manage its exposure to fluctuations in foreign
currency exchange rates, interest rates and commodity prices.

SIUBLSIBIS |RIdUELUIY

Fareign currency risk management
The Compary has very lirnited transactional currency exposures as all projects currently undertaken are based In the UK.

Credit risk

Credit risk refers to the risk that a counterparty wifl default on its contractual obligations resufting in financial loss to the Company.
The Company has adopted a policy of only dealing with creditwerthy counterparties. The Company’s exposure and the credit ratings
of its counterparties are monitored by the Board of Directors to ensure that the aggregate value of transactions Is spread amongst
approved counterparties.

The Company’s printipal financial assets are cash and cash equivalents and other receivables. Cash equivalents include amounts
held on deposit with financial institutions.

The credit risk on liquid funds held in current accourts and available on demand is limited because the Company's counterparties
are rnainly banks with migh credit-ratings assigned by international creditrating agencles,

No financial assets have indicators of impalrenent,

The Company's maxirmum expesure to credit risk is limited to the carrying amount of financial assets recorded in the financial statements.
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Notes to the Financial Statements
for the year ended 31 December 2017

17. Financial Instruments {continued}
Borrowings and interest rate risk
The Company’s exposure to interest rate risk is not matertal as it currently has no borrowings.

The Company’s principal financial assets are cash and cash equivalents and other receivables. Cash equivalents include ameunts held
on deposit with financial institutions.

Liquidity risk
During the year ended 31 December 2017, the Company was financed by cash raised through equity funding. Funds raised surplus
to immediate requirements are held as short-term cash deposits in Sterling.

The maturities of the cash deposits are selected to maximise the investment return whilst ensuring that funds will be available
as required to maintain the Company’s operations,

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 s levels of working capital to ensure that it can meet its liabilities as they fall due.

The table below shows the undiscounted cash flows on the Company's financial lizbilities as at 31 December 2017 and 31 December
2016 on the basis of thelr earliest possible contractual maturity.
Within 2 Within 2 -6

Total months months
£ £ £

At 31 December 2017
Trade payables 112,465 112,465 -
Other payabies & accruals 76,301 - 76,301
. B ' 188,766 112,465 76,301

At 31 December 2016
Trade payables 60,096 60,096 -
Other payables & accruals 135503 - 139,503
' 199,599 60,096 139,503

18. Capital Management

The Company’s objectives when managing capital are to safeguard the Company’s ability te continue as a going concern, to provide
returns for shareholders and to maintain an optimal capital structure to manage the cost of capital effectively. The Company defines
capital as being share capital plus reserves. The Board of Directors monitor the level of capital as compared to the Company’s
commitments and, where necessary, adjusts the level of capital as is determined to be necessary by issuing new shares.
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The Company was financed by equity in the year ended 31 December 2017 following the announcement of an equity fundralsing in
October 2017. Based on the cash balance at year end and the Company's commitments, and following the receipt of £750,000 before
expenses from the subscription of shares announced on 20 April 2018, the Company has adequate financial resources to cover its
budgeted exploration and development programime and meet its other operatlonal obligations as they fall due until the middle of
the fourth quarter of 2018. Further funding will inevitably be required to allow the Company to fuily irmplement its strategy beyond
this period. it is the intention of the Directors that the Company should continue te be financed by equity as appropriate to maintam
a robust net asset position to support its business and maximise shareholders vaiue,

The Company is subject to an externally imposed tapital requirement of maintaining a minimum of £50,000 authorised share capital,
which it has met in both reporting periods presented.
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Notes to the Financial Statements
for the year ended 31 December 2017

19, Share-Based Payments

The Company share options and warrants are equity-share-based payments as defined in [FRS 2. This standard requires that

a recognised valuation methedology be employed to deterrmine the fair value of share options and warrants granted. The total
share-based payment charge for the year has been derived through applying the Black-Scholes madel.

Share Options

The Company's Share Cption Plan pursuant to which options over Ordinary Shares may be granted e Directors and empioyees
of the Company, commenced on 4 May 2012, On 31 July 2014, an Enterprise Management Incentives Plan (EMi Plan) was adopted
and options held by employees under the Share Option Pian became governed by the EMI Plan at that date.
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Any employed Director or employee of the Company is eligible to receive grants under the EMI Plan. Non-executive Directors are not
eligible to receive grants. Options are non-transferable except in the case of an option helder's death, in which case the outstanding
options may be exercised by the personal representatives of the option holder.

The maximum number of Ordinary Shares in respect of which options can be granted under the EMI Plan is 20 per cent. of the
Company’s issued Ordinary share capital, including alf awards made over the 10 years preceding the date of the grant. This limit also
includes any rights granted under any other employee share Incentive arrangements operated by the Company but excludes rights that:
li) have lapsed, been forfeited or released; (li) will be met by the transfer of shares already in issue; or (iii} are granted to replace an award
over shares in a Company acquired by the Company.

The Board of Directars has absolute discretion to grant options, subject to any time vesting or performance conditions that it outlines.
The grant of options will be evidenced by an option agreement, No options were granted during the year to 31 December 2017 under the
scheme (2016: 25,556,901} and no opticns expired (2016: 4,000,000).

2IULULINGG 312204407

The Company recognised a total share-based payment expense of £113,885 in the year ended 31 Decernber 2017 {2016: £168,135)
in respect of share options.

The inputs to the Black-Scholes model were as follows:

23 January
Black Scholes Model 2013 %"
Share Price S.i2p g
Exerdise price 8p 2.
Expected Volatility 65.03% =
Risk Free Rate of Interest 1.0018% 1
Expected Dividend Yield 0.00% =
Expected Life 55years §
Number of options issued i i 2,000,000 =
30 April 30 April 5 September 5 September
Biack Scholes Model 2014 2014 2014 2014
Share Price 3,75p 3.75p 31.88p 3.88p
Exercise price 3.75p 3.75p 3.88p 3.88p
Expected Volatility 61.87% 61.87% 47.73% 47.73%
Risk Free Rate of Interest 1.8570% 1.8570% 1.7458% 1.7498%
Expacted Dividend Yield 0.00% 0.00% 0.00% 0.00%
Expected Life 6.0 years 6.5 years 6.0 years 6.5 years
Number of options issued 4,100,000 4,100,000 1,500,000 1,500,600
26 August 26 August 10 june 10 June
Biack Scholes Moded 2015 2615 2016 2016
Share Price 4.00p 4.00p 1.33p 1.33p
Exercise price 4.00p 4.00p 1.33p 1.33p
Expected Volatility 59.89% 59.89% 60.73% B0.73%
Risk Free Rate of Interest 1.3358¢% 1.3398% 0.7353% 0.7353%
Expected Dividend Yield 0.00% 0.00% 0.00% 0.00%
Expected Life 6.0 years 6.5 years 6.0 years 6.5 years
Number of options issued 1,000,000 1,000,000 12,778,451 12,778,450

Expected volatility was determined based on the historic voiatility of the Company since 2014 when sufficient annual data has been
available, with data from a comparable Company being used prior to 2014 in the initiat peried after the Company’s incarporation,
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19. Share-Based Payments {continued)
Details of the number of share options and the weighted average exercise price (WAEP) outstanding during the year are as follows:

Nurmber of WAEP
Year ended December 2017 options p
Outstanding at the beginning of the year 40,756,901 24¢
Outstanding at the year end 40,756,901 246
Number exercisabile at 31 December 2017 27,978,451 258
Number of WAEP
Year ended December 2016 options p
Outstanding at the beginning of the year 19,200,000 451
Issured 25,556,901 133
Exercised - -
Expired / lapsed 4,000,000) 513
OQutstandling at the year end 40,756,590 2.46
Number exercisable at 31 December 2016 2,600,000 489
The number of warrants at 31 Decerniber 2017 and 2016 are set out below:
Welghted
Average
Exercise
2017 20186 Price (p)
FG Cluff - 5,000,000 5,00
Shore Capital and Corporate Limited ) ) - 4,340,000 5.00
- 9340000 5.00

The Company recognised an expense of £nil in respect of warrants granted in the year ended 31 December 2017 (2016: £nil),
The warrants all expired during the year on 22 May 2017,

20. Post Balance Sheet Events

Effective 28 February 2018, Algy Cluff stepped down from his role as Chief Executive Officer, remaining as Chairman of the Company.
As a result, the Company has made a £50,000 gross settlement payment in lieu of termination of his contraet as Chairrman and

Chief Executive in the subsequent period,
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On 20 April 2018, the Company announced that It had ralsed £750,000, before expenses, through the subscription of 46,875,000
new ordinary shares at 1.6 pence per share.

No other significant post balance sheet events have occurred.
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