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In accordance with subsection 4.3(3) of National Instrument 51-102 — Continuous Disclosure
Obligations, Forza Petroleum Limited discloses that its auditors have not reviewed the
unaudited condensed consolidated interim financial statements as at and for the three and
six months ended June 30, 2021 and 2020.
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Consolidated Statements of Profit / (Loss) and Comprehensive Income / (Loss)

Three months ended June 30 Six months ended June 30
$000s Note 2021 2020 2021 2020
Revenue 45,674 4,232 81,402 36,091
Royalties (18,700) (1,862) (33,379) (15,882)
Net revenue 26,974 2,370 48,023 20,209
Operating expense (7,380) (3,532) (13,480) (11,210)
Depreciation, depletion and amortization 5,6 (8,976) (1,658) (17,232) (9,259)
Impairment reversal / (expense) 5,6 - 1,076 - (237,169)
General and administration (929) (2,185) (2,010) (4,923)
Other income / (expense) 20 32 4,616 4,825 (5,070)
Gain on deconsolidation of subsidiary 11b - - 15,725 -
Change in fair value of contingent consideration 24 (4,226) (1,621) (8,420) 252
Profit / (Loss) from operations 5,495 (934) 27,431 (247,170)
Finance expense 21 (220) (2,862) (441) (5,488)
Foreign exchange (losses) / gains (27) 20 158 33
Profit / (loss) before income tax 5,248 (3,776) 27,148 (252,625)
Income tax expense 19 (897) (78) (1,632) (819)
Profit / (loss) for the period 4,351 (3,854) 25,516 (253,444)
Comprehensive income / (loss) for the period 4,351 (3,854) 25,516 (253,444)
Earnings / (loss) per share (basic and diluted) 16 0.01 (0.01) 0.04 (0.46)
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Consolidated Statements of Financial Position

June 30 December 31
$000s Note 2021 2020
Non-current assets
Intangible assets 5 47,748 48,893
Property, plant and equipment 6 490,427 506,980
Deferred tax assets 227 229
538,402 556,102
Current assets
Inventories 7 8,970 8,786
Trade and other receivables 8 26,947 26,026
Other current assets 9 2,233 1,340
Cash and cash equivalents 10 18,237 13,158
56,387 49,310
Total assets 594,789 605,412
Current liabilities
Trade and other payables 11 81,934 46,156
Z0G credit facility 13 5,000 5,000
86,934 51,156
Non-current liabilities
Trade and other payables 11 - 56,632
Retirement benefit obligation 1,718 1,760
Decommissioning obligation 14 23,949 39,485
25,667 97,877
Total liabilities 112,601 149,033
Equity
Share capital 15 1,362,633 1,362,633
Reserves 17 23,475 23,182
Accumulated remeasurement of defined benefit obligation,
net of income tax (5,637) (5,637)
Accumulated deficit (898,283) (923,799)
Total equity 482,188 456,379
Total equity and liabilities 594,789 605,412

The consolidated financial statements were approved by the Board of Directors and authorized for issue on August 10,
2021.

On behalf of the Board of Directors:

signed signed
Sami Zouari Peter Newman
Director Director



Consolidated Statements of Changes in Equity

FORZA PETROLEUM LIMITED

Consolidated Financial Statements

For the three and six months ended June 30, 2021 and 2020

Accumulated

Accumulated
remeasurement of
defined benefit

$000s Note Share capital Reserves deficit obligation Total equity
Balance at January 1, 2020 1,361,043 18,594 (815,056) (5,529) 559,052
Loss for the period - - (253,444) - (253,444)
Issue of warrants 17 - 2,404 - - 2,404
Share based payment expense 17 - 1,747 - - 1,747
Balance at June 30, 2020 1,361,043 22,745 (1,068,500) (5,529) 309,759
Profit for the period - - 144,701 - 144,701
Share based payment expense 17 - 2,027 - - 2,027
Shares issued for LTIP 15,17 1,590 (1,590) - - -
Loss on defined benefit obligation, net of tax - - - (108) (108)
Balance at December 31, 2020 1,362,633 23,182 (923,799) (5,637) 456,379
Profit for the period - - 25,516 - 25,516
Share based payment expense 17 - 293 - - 293
Balance at June 30, 2021 1,362,633 23,475 (898,283) (5,637) 482,188
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Consolidated Statements of Cash Flows

Three months ended Six months ended
June 30 June 30

$000s Note 2021 2020 2021 2020
Operating activities
Profit / (Loss) 4,351 (3,854) 25,516 (253,444)
Items not involving cash 18 13,524 1,624 5,672 258,130
Change in retirement benefit obligation - (109) (217) (474)
Changes in non-cash working capital 18 (3,318) 5,418 (15,081) 5,672
Net cash generated by operating activities 14,557 3,079 15,890 9,884
Investing activities
Acquisition of intangible assets 5 (2) (239) (5) (948)
Acquisition of property, plant and equipment (6,470) (369) (10,806) (8,194)
Net cash used in investing activities (6,472) (608) (10,811) (9,142)
Financing activities
Interest paid 12 - - - (4,025)
Net cash used in financing activities - - - (4,025)
Net increase / (decrease) in cash and cash
equivalents 8,085 2,471 5,079 (3,283)
Cash and cash equivalents at beginning of the period 10 10,152 3,158 13,158 8,912
Cash and cash equivalents at end of the period 18,327 5,629 18,327 5,629
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

1. General information

Forza Petroleum Limited (the “Company” or “FPL”) is a public company incorporated in Canada under the Canada
Business Corporations Act and is the holding company for the Forza Petroleum group of companies (together the
“Group” or “Forza Petroleum”). The address of the registered office of FPL is 3400 First Canadian Centre 350, 7t"
Avenue Southwest, Calgary, Alberta, Canada T2P 3N9. The Group’s controlling shareholder is Zeg Oil and Gas
Limited (“ZOG”) (incorporated in the British Virgin Islands) and its ultimate controlling parent is SBK Investment
Holdings Limited (incorporated in the British Virgin Islands). The Group’s ultimate controlling party is Baz Karim.

The Group’s principal activities are to acquire and develop exploration and production assets in order to produce
hydrocarbons and to increase oil and gas reserves.

The worldwide outbreak of the COVID-19 virus has not caused any significant disruption of Forza Petroleum’s
production operations, all of which are in the Kurdistan Region of Iraq (“KRI”). The Group has taken precautions
to protect its employees and contractors and does not at this time expect that the virus outbreak will restrict
operations.

The unaudited condensed consolidated interim financial statements (the “Financial Statements”) were
authorized for issue by the Board of Directors on August 10, 2021.

2. Summary of significant accounting policies
a. Basis of preparation

The Company’s Financial Statements for the three and six months ended June 30, 2021 have been prepared
in accordance with International Accounting Standard (IAS) 34 “Interim financial reporting”. The Financial
Statements should be read in conjunction with Forza Petroleum’s annual consolidated financial statements
for the year ended December 31, 2020, which have been prepared in accordance with International
Financial Reporting Standards (IFRS). The accounting policies included in the annual consolidated financial
statements for the year ended December 31, 2020 are applicable to these Financial Statements.

The Financial Statements have been prepared under the historical cost convention, as modified by the
revaluation of certain financial assets and liabilities (including derivative instruments) at fair value through
profit and loss.

The preparation of financial statements in conformity with IFRS requires the use of critical accounting
estimates. It also requires management to exercise its judgment in the process of applying the Group’s
accounting policies. The areas involving a higher degree of judgment or complexity, or areas where
assumptions and estimates are significant to the Financial Statements are disclosed in the annual
consolidated financial statements for the year ended December 31, 2020 and have been updated in these
Financial Statements as required.

The Financial Statements are presented in the US Dollar currency (USD), which is also the functional
currency of the Company.

b. Going concern

These Financial Statements have been prepared on a going concern basis which contemplates the
realization of assets and the satisfaction of liabilities and commitments in the normal course of business
for the foreseeable future. During the six months ended June 30, 2021, the Group met its day to day working
capital requirements and funded its capital and operating expenditures through cash reserves and receipt
of its share of oil sales revenues from the Hawler license area.

The Directors have carefully considered the forecast cash flows for the 15 months following June 30, 2021,
and they expect that cash resources will be sufficient to fund the Group’s capital and operating expenditures
and to meet forecast obligations as they fall due within that period.

In reaching that assessment the Directors have given regard, in particular, to expected receipts from oil
sales and to the liability in respect of contingent consideration. The Group’s drilling and facilities work
program for the next 15 months will be tailored to the funding available for capital expenditure, with
commitments and activity being contingent upon continued levels of revenue.
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2. Summary of significant accounting policies (continued)
b. Going concern (continued)
i) Receipts from oil sales

The Group’s ability to continue as a going concern is primarily dependent on the Group’s ability to produce,
sell and receive payment for crude oil from the Hawler license area. For oil sales up until and including July
2019, the Group had been receiving payment approximately 3 months after the month during which oil
was delivered. Accordingly, the payment in respect of oil sales invoiced for July 2019 was received in
October 2019. However, there were then increasing delays in receiving payment for oil sales made from
August 2019 onwards. Payments for August and September 2019 invoices were received in January and
February 2020, respectively.

As provided in a communication from the office of the Prime Minister of the government of the KRI (“the
Prime Minister”) in late March 2020, the October 2019 oil sales invoice was settled in April 2020. The Prime
Minister’s communication also proposed that settlement of past due receivables in respect of oil sales
made between November 2019 and February 2020 would be deferred for at least nine months and would
not attract interest.

In December 2020, the Prime Minister communicated that any amounts due to the government, both
current unpaid balances as well as future liabilities arising, could be set-off against the overdue receivables.
Further, beginning with January 2021 oil sales, monthly payments are being made by the KRI Ministry of
Natural Resources against past due receivables. The monthly payment was initially equal to gross sales
barrels from the Hawler license area for the applicable month multiplied by 50% of the amount by which
the average dated Brent price for the month exceeds $50/bbl.

In May 2021, the Company received further communication from the Prime Minister that starting with the
payment of March 2021 oil sales, the monthly payment against past due receivables would be equal to
gross sales barrels from the Hawler license area for the applicable month multiplied by 20% of the amount
by which the average dated Brent price for the month exceeds $50/bbl.

After the agreed set-off with the KRl Ministry of Natural Resources and partial payments received up to
June 30, 2021, the remaining past due receivable has been reduced to $7.5 million, which is now forecast
to be settled in full by December 31, 2021.

The Group has received full payment for all oil sales made from March 2020 through May 2021.
ii) Net current liabilities

The fact that current liabilities exceed current assets as at June 30, 2021 constitutes a prima facie risk to
going concern as at that date. On July 9, 2021, management executed a Forbearance Agreement in respect
of a contingent consideration liability (note 24b). Upon signing this agreement, management expects that,
should a cash outflow related to the contingent consideration arise, it is more likely than not that this cash
outflow would not arise prior to March 31, 2023. Subsequent to the reporting date, this liability has thus
fallen to be re-classified as non-current.

c. New and amended standards issued but not yet effective

At the date of authorization of these Financial Statements, the following standards applicable to the
Group were issued but not yet effective:
Effective for annual

New and Amended Standards periods beginning on or after
Classification of Liabilities as Current or Non-Current (Amendments to IFRS 1) January 1, 2022
Annual Improvements to IFRS Standards 2018-2020 January 1, 2022
Definition of Accounting Estimates (Amendments to IAS 8) January 1, 2023
Disclosure of Accounting Policies (Amendments to IAS 1) January 2, 2023

Management has reviewed the impact of the new and amended standards listed above and has
concluded that if these standards were applied to these Financial Statements, they would not have a
material impact.
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3. Financial risk management
The financial risk management disclosure contained in Forza Petroleum’s annual financial statements for the
year ended December 31, 2020 is applicable to these Financial Statements.

4. Joint arrangements

The Group participates in one joint arrangement to facilitate the exploration, development and production of oil
and gas as follows:

License Area Classification Location
Hawler Joint operation

Working interest
Iraq — Kurdistan Region 65%

5. Intangible assets

Exploration & Computer
$000s Evaluation costs Software Total
Cost
At January 1, 2020 101,783 2,225 104,008
Additions 43 - 43
Disposal of subsidiary (note 12) (53,676) - (53,676)
At June 30, 2020 48,150 2,225 50,375
Additions 733 - 733
At December 31, 2020 48,883 2,225 51,108
Additions 5 - 5
Decommissioning(?) (1,143) - (1,143)
At June 30, 2021 47,745 2,225 49,970
Accumulated amortization and impairment
At January 1, 2020 - 2,201 2,201
Amortization - 7 7
At June 30, 2020 - 2,208 2,208
Amortization - 7 7
At December 31, 2020 - 2,215 2,215
Amortization - 7 7
At June 30, 2021 - 2,222 2,222
Carrying amount
At June 30, 2021 47,745 3 47,748
At December 31, 2020 48,883 10 48,893

(1) Included in additions for the six months ended June 30, 2021 is a $1.1 million non-cash credit relating to a change in estimates used to
calculate the decommissioning obligation (note 14).

The carrying amounts of intangible E&E assets relate to the Hawler license area (Ain al Safra sub-contract area)
at both June 30, 2021 and December 31, 2020.

On July 23, 2020, the Group’s 100% shareholding in OP AGC Central Limited, the company that holds the interest
in the AGC Central license area, was transferred to an affiliate of The Addax and Oryx Group PLC as consideration
for the full settlement of borrowings, including accrued interest outstanding. Refer to note 12 for further
information. The intangible balance related to OP AGC Central Limited was reclassified to Assets held for disposal
at June 30, 2020.

The carrying amounts for E&E assets represent costs incurred on exploration projects. For the purpose of
impairment assessments and testing, E&E assets are aggregated in CGUs. Determination of what constitutes a
CGU is subject to management judgments and the circumstances.
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6. Property, plant and equipment

The Group continues to judge that the Hawler — Ain al Safra sub-contract area constitutes an individual CGU and
that there are no indicators suggesting that the carrying amount of the exploration and evaluation asset exceeds
its recoverable amount. The Group plans to advance appraisal of the Ain al Safra sub-contract area by completing
the Ain al Safra-2 well during the second half of 2021.

The Group’s principal property, plant and equipment comprises its oil and gas assets in the Hawler license area
in the Kurdistan Region of Iraq. No assets have been pledged as security.

Fixtures and

$000s Oil and gas Assets Equipment Total
Cost
At January 1, 2020 938,882 3,549 942,431
Additions 5,297 1 5,298
Decommissioning(?) 4,436 - 4,436
At June 30, 2020 948,615 3,550 952,165
Additions 12,882 - 12,882
Decommissioning(?) 13,066 - 13,066
At December 31, 2020 974,563 3,550 978,113
Additions 15,323 - 15,323
Decommissioning(?) (14,632) - (14,632)
At June 30, 2021 975,254 3,550 978,804

Accumulated depreciation, depletion and impairment

At January 1, 2020 327,463 3,416 330,879
Impairment (2) 238,245 - 238,245
Depreciation - 38 38
Depletion 9,168 - 9,168
At June 30, 2020 574,876 3,454 578,330
Impairment reversal ) (120,953) - (120,953)
Depreciation - 37 37
Depletion 13,719 - 13,719
At December 31, 2020 467,642 3,491 471,133
Depreciation - 39 39
Depletion 17,205 - 17,205
At June 30, 2021 484,847 3,530 488,377
Carrying amount

At June 30, 2021 490,407 20 490,427
At December 31, 2020 506,921 59 506,980

(1) Non-cash additions / (credits) relating to changes in estimates used to calculate the decommissioning obligation (note 14).

(2) Asat March 31, 2020 the Group recorded an impairment charge of $238.2 million relating to the Hawler license area. The impairment
charge represented the difference between the estimated recoverable amount of the Hawler license area CGU and its carrying amount
prior to the impairment charge.

(3) Asat December 31, 2020, the Group recorded a $121.0 million impairment reversal relating to the Hawler license area. The impairment
reversal represented the difference between the estimated recoverable amount of the Hawler license area CGU and its carrying amount
prior to the impairment reversal.

The change in the Company’s majority shareholder during 2020 represented a change in control under the
Hawler license area PSC. In securing consent for the change in control of the Group’s interest in the Hawler
license area from the Ministry of Natural Resources of the KRI (“MNR”), the Group agreed to amend certain
terms of the PSC governing the Hawler license area effective from July 1, 2020 (“2020 PSC Amendments”).
Specifically, the Group agreed to a 22% reduction in the Group’s recoverable cost pool related to its interest and
to finance all costs attributed to the 35% interest it does not own for the duration of the development period,
without a cap on such financing facility.
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6. Property, plant and equipment (continued)

Previously, the PSC required the Group to finance only the third party costs attributable to a 20% interest in the
license, to a maximum of $300 million. The MNR agreed to waive any rights to perform an audit of costs incurred
prior to January 1, 2021.

For the purpose of impairment assessments and testing in accordance with IAS 36, oil and gas assets are
aggregated in CGUs. Determination of what constitutes a CGU is subject to management judgments and the
circumstances. Management has determined that the Hawler license area, excluding the Ain al Safra sub-contract
area, which is a separate E&E asset (note 5), constitutes the Group’s single CGU which contains property, plant
and equipment.

Management has determined that as June 30, 2021, there are no new substantive indicators suggesting that the
carrying amount of the Hawler license area Oil and Gas assets exceeds its recoverable amount nor were there
indicators suggesting that the previously recognized impairment losses no longer exist or may have decreased.

7. Inventories

June 30 December 31

$000s 2021 2020
QOil inventory 270 218
Materials, net of provision 8,700 8,568
8,970 8,786

The cost of oil inventory is expensed through production and depletion expenses in the period during which it is
sold. As at June 30, 2021, the Group’s working interest share of oil inventory was 12,380 bbl (December 31, 2020
— 10,760 bbl).

The Group has adjusted the carrying value of materials inventory to management’s estimate of net realizable
value. The provision at June 30, 2021 is $5.4 million (December 31, 2020: $6.9 million) and an expense of $0.1
million and income of $1.4 million have been included in other income/expense during the three and six months
ended June 30, 2021, respectively, to reflect the change in the provision (six months ended June 30, 2020 —
expense $1.1 million).

No inventories have been pledged as security during the period.

8. Trade and other receivables

June 30 December 31

$000s 2021 2020
Revenue receivables, net of provision 25,468 24,622
Other receivables 1,479 1,404
26,947 26,026

Trade and other receivables are denominated in US Dollars. The Group received communication from the office
of the Prime Minister in late March 2020 proposing that settlement of past due receivables, in respect of oil sales
made between November 2019 and February 2020, would be deferred for at least nine months and would not
attract interest.

In December 2020, the Prime Minister communicated that any amounts due to the government, both current
unpaid balances as well as future liabilities arising, could be set-off against the overdue receivables. Further,
beginning with January 2021 oil sales, monthly payments are being made by the MNR against past due
receivables. The monthly payment was initially equal to gross sales barrels from the Hawler license area for the
applicable month multiplied by 50% of the amount by which the average dated Brent price for the month exceeds
$50/bbl.

In May 2021, the Company received further communication from the Prime Minister that, starting with the
payment of March 2021 oil sales, the monthly payment against past due receivables would be equal to gross
sales barrels from the Hawler license area for the applicable month multiplied by 20% of the amount by which
the average dated Brent price for the month exceeds $50/bbl.

10
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8. Trade and other receivables (continued)

As at June 30, 2021 the remaining past due receivable is $7.5 million (December 31, 2020 - $22 million).

The revenue receivables balance at June 30, 2021 is presented net of an expected credit loss provision of $0.2
million (December 31, 2020 — $3.6 million) and is a reasonable approximation of the fair value.

9. Other current assets

June 30 December 31

$000s 2021 2020
Prepaid charges and other current assets 1,165 1,068
Deposits 1,068 272
2,233 1,340

10. Cash and cash equivalents

Cash and cash equivalents comprise cash and short-term deposits with an original maturity of three months or

less. The carrying amounts are reasonable approximations of the fair value.

11. Trade and other payables

June 30 December 31

$000s 2021 2020
Trade accounts payable 3,790 14,113
Other payables and accrued liabilities 12,890 16,318
16,680 30,431

HMB license arbitration award - 15,725
Contingent consideration (note 24) 65,254 -
Current portion 81,934 46,156
Contingent consideration, non-current (note 24) - 56,632
Total trade and other payables 81,934 102,788

The carrying amounts of trade accounts payables and other payables and accrued liabilities, as presented above
are reasonable approximations of their fair values.

a. Contingent consideration
As at June 30, 2021, the Group has recognized a current liability of $65.3 million (December 31, 2020 -
$56.6 million, non-current) representing the estimated fair value of contingent consideration arising
upon the acquisition of OP Hawler Kurdistan Limited. The liability is presented at fair value estimated
using the expected present value technique where the projected contingent future cash out flow has
been discounted at a rate of 10% (note 24).

b. HMB license arbitration award

On April 23, 2018, OP Congo SA (the “Seller”), a wholly-owned subsidiary of the Company, entered into
an agreement providing for the sale of a 30% working interest in the Haute Mer B exploration license
offshore Congo (Brazzaville) (“HMB License”) to the HMB License’s operator (the “Buyer”) (the “Sale
Agreement”). The Sale Agreement provided for the Seller’s interest in the HMB License to be transferred
for cash consideration of $13.3 million.

During the second quarter of 2019, the Buyer and other members of the HMB License contractor group
relinquished their rights to explore and produce crude oil from the license area.

Contrary to the Seller’s position that all conditions to closing were either satisfied or waived, the Buyer
declined to close the transaction and purported to terminate the Sale Agreement. The matter was
referred to arbitration.

11
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11. Trade and other payables (continued)
b. HMB license arbitration award (continued)

On January 31, 2020, the arbitration tribunal released its decision rejecting the Seller’s position that all
conditions to closing had been either satisfied or waived and that the Buyer was required to close the
transaction and acquire the Seller’s interest. The tribunal awarded $15.7 million to the Buyer including
$15.1 million in respect of the Seller’s share of HMB License expenditures incurred by the Buyer
following the date of and in accordance with the Sale Agreement.

OP Congo SA initiated liquidation proceedings in Congo (Brazzaville) during the year ended December
31, 2020. The liquidation was opened and a liquidation trustee appointed by the Pointe-Noire Tribunal
of Commerce on March 24, 2021. From such date, the Company no longer has control over this entity
and OP Congo SA has been deconsolidated from the Group, resulting in a $15.7 million gain during the
six months ended June 30, 2021.

12. Borrowings

Prior to July 23, 2020, the Group’s indirect controlling shareholder was The Addax and Oryx Group PLC (“AOG”).
On March 11, 2015, the Group entered into a committed and unsecured term loan facility agreement (the “Loan
Facility”) with a subsidiary of AOG (the “Lender”). The carrying value of the Loan Facility was measured at
amortized cost using the effective interest rate method, and its components are summarized in the table below:

At January 1, 2020 79,883
Interest expense 4,471
Deferred financing costs (note 15b) (2,404)
Accretion of deferred financing costs 2,578
Payment of accrued interest (4,025)
Settlement (non-cash) (80,503)

At December 31, 2020 and June 30, 2021 -

The Loan Facility was fully drawn and had an initial maturity of March 10, 2018 (the “Maturity Date”). The Loan
Facility was subsequently amended in April 2017, December 2018 and March 2020, ultimately extending the
Maturity Date to July 1, 2021, in consideration for amended interest settlement terms and the successive
issuances of warrants to subscribe for an aggregate of 39,281,804 common shares in the Company. On July 23,
2020, the Borrowings were settled in full, including accrued interest, through the transfer of the Group’s 100%
shareholding in OP AGC Central Limited, the company that held the interest in the AGC Central license area. A
gain of $26.9 million was recorded upon settlement of the Borrowings amount and transfer of the shareholding
in OP AGC Central Limited during the third quarter of 2020. The Borrowings amounted to $80.5 million (including
accrued interest) at the date of final settlement.

13. ZOG Credit Facility

On August 26, 2020, the Group entered into an interest free $10 million credit facility agreement with ZOG (the
“Z0G Credit Facility”) of which $5 million has been drawn as at both June 30, 2021 and December 31, 2020. There
is no commitment fee and, under the original agreement, any amounts drawn under this facility are due for
repayment at the earlier of (a) the third business day after the Company has received payments from the MNR
representing 50% of the total amount originally owing for oil sales during the period from November 2019 to
February 2020, or (b) July 31, 2022. The ZOG Credit Facility matured during the first quarter of 2021. The Group
has received a waiver from ZOG confirming that no amounts need to be repaid prior to December 31, 2021. The
fair value and the carrying value of the ZOG Credit Facility are not materially different.

12
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14. Decommissioning obligation

The Group has obligations to decommission its oil and gas assets upon cessation of operations. In calculating the
value of the Group’s future decommissioning obligation at June 30, 2021, management has made significant
assumptions and estimates based on an assessment of the current economic environment and factors specific
to the assets to be decommissioned. These estimates are reviewed annually and when circumstances suggest
that such revisions are required. Actual decommissioning costs will ultimately depend upon future market prices
for the necessary decommissioning works required which will reflect market conditions at the relevant time.
Furthermore, the timing of decommissioning may depend on when the fields cease to produce at economically
viable rates. This in turn will depend upon future oil prices, which are inherently uncertain.

Decommissioning obligations, all of which relate to the Hawler license in the KRI are anticipated to be incurred
in 2038.

At June 30, 2021, the Group revised the cost estimates used to calculate the decommissioning obligation based
on an updated engineering assessment of resources, and the latest contractual prices for equipment and
services, required for decommissioning activities.

The estimated net present value of the decommissioning obligation at June 30, 2021 is $23.9 million (December
31, 2020 - $39.5 million) based on the Group’s undiscounted liability of $31.1 million (December 31, 2020 - $60.4
million).

The assumed inflation rate used in the calculation to determine the carrying value of the decommissioning
obligation was updated on June 30, 2021 to 0.9% (December 31, 2020 — 1.2%). The assumed discount rate was
also reviewed as at June 30, 2021 and was updated to 2.0% (December 31, 2020 — 2.4%).

Six months ended Year ended

$000s June 30, 2021 December 31, 2020

Decommissioning obligation, beginning of the period 39,485 20,692
Change in future cash flow estimates due to 2020 PSC

Amendments (note 6) - 13,611

Change in cost estimates (19,535) -

Change in inflation rate (1,869) 4,190

Change in discount rate 2,636 455

Property development activity 2,993 67

23,710 39,015

Accretion expense 239 470

Decommissioning obligation, end of the period 23,949 39,485

15. Share capital
a. Issued common shares

Number of Share

shares capital

$000s

At January 1, 2020 and June 30, 2020 552,481,662 1,361,043

Issue of shares for LTIP 25,715,556 1,590

At December 31, 2020 and June 30, 2021 578,197,218 1,362,633

The Company has unlimited authorized share capital at June 30, 2021.

2020 share capital transactions

On July 23, 2020 and July 31, 2020, respectively, the Company issued 10,248,050 common shares and
15,467,506 common shares to employees under the Group’s LTIP.
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15. Share capital (continued)

b. Warrants

In 2019 and then in March 2020, respectively, in accordance with successive amendments to the Loan
Facility (note 17), the Group issued warrants to an affiliate of the Lender to acquire firstly 6,132,804 and
then 33,149,000 common shares of the Company. The exercise prices of the two tranches of warrants are,
respectively, $0.2094 and $0.1633 per common share. The warrants expire on November 13, 2021 and
March 10, 2023, respectively, and comprise a total of 39,281,804 warrants outstanding and exercisable as

at June 30, 2021.

In connection with the change of control of the Company in July 2020, the outstanding warrants were all

transferred by the affiliate of the Lender to ZOG on July 23, 2020.

16. Basic and diluted earnings / (loss) per share

The earnings / (loss) and weighted average number of common shares used in the calculation of the basic and

diluted (loss) / earnings per share are as follows:

Three months ended

Six months ended

June 30 June 30
$000s 2021 2020 2021 2020
Profit / (loss) for the period attributable
to equity holders 4,351 (3,854) 25,516 (253,444)
Weighted average number of common
shares for basic and diluted earnings /
loss per share(!) 578,197,218 552,481,662 578,197,218 552,481,662
S
Basic and Diluted earnings / (loss) per
share 0.01 (0.01) 0.04 (0.46)

(1) The unvested LTIP shares and outstanding warrants are excluded as they are anti-dilutive.

17. Reserves

Share based

$000s payments Other Reserves Total reserves
At January 1, 2020 15,951 2,643 18,594
Share based payment transactions 1,747 - 1,747
Issue of warrants (note 15b) 2,404 - 2,404
At June 30, 2020 20,102 2,643 22,745
Share based payment transactions 2,027 - 2,027
Issue of shares for LTIP (1,590) - (1,590)
At December 31, 2020 20,539 2,643 23,182
Share based payment transactions 293 - 293
At June 30, 2021 20,832 2,643 23,475
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18. Supplemental cash flow information

Items not involving cash

Three months ended

Six months ended

June 30 June 30

$000s 2021 2020 2021 2020
Gain on deconsolidation of subsidiary - - (15,725) -
Depreciation, depletion and amortization 8,976 1,658 17,232 9,259
Share based payment expense 26 605 59 1,219
Impairment expense / (reversal) - (1,076) - 237,169
Unrealized foreign exchange (gains) / losses 17 (2) (174) (26)
Non-cash income tax expense (8) (1) 2 2
Finance expense 219 2,850 440 5,476
General and administration 81 333 209 665
Change in fair value of contingent

consideration 4,226 1,621 8,420 (252)
Other expense / (income) (13) (4,364) (4,825) 4,818
Items not involving cash 13,524 1,624 5,672 258,130

Changes in non-cash working capital

Three months ended

Six months ended

June 30 June 30
$000s 2021 2020 2021 2020
Inventories 694 (648) 1,272 (89)
Trade and other receivables 108 8,353 (7,225) (2,423)
Other current assets (63) 144 (893) 539
Trade and other payables (1,321) (3,902) (3,919) 2,135
Change in non-cash working capital (582) 3,947 (10,765) 162

The cash flows relating to non-cash working capital relate to the following activities:

Three months ended

Six months ended

June 30 June 30
$000s 2021 2020 2021 2020
Operations (3,318) 5,418 (15,081) 5,672
Investing — PP&E 2,736 (1,471) 4,316 (5,510)
Cash flows relating to non-cash working capital (582) 3,947 (10,765) 162

Other cash flow information

Three months ended

Six months ended

June 30 June 30
$000s 2021 2020 2021 2020
Cash income taxes paid 61 - 82 96

19. Income tax expense

Three months ended

Six months ended

June 30 June 30
$000s 2021 2020 2021 2020
Current income tax expense 906 79 1,630 816
Deferred tax on LTIP shares (9) (1) 2 3
Income tax expense 897 78 1,632 819
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19. Income tax expense (continued)

The Group is subject to income taxes in certain jurisdictions where it holds interests in exploration and
development licenses or has taxable operations. Current income tax expense relates to tax on profits from oil
sales in the KRI and on taxable profits from operations of the Group’s Swiss and Maltese subsidiaries. For the six
months ended June 30, 2021, income taxes in the amount of $1.5 million related to oil sales in the KRI (2020 -
$0.7 million) were deemed to be collected by the government through its allocation of Profit Oil under the Hawler
PSC.

20. Other income / (expense)

The components of other income / (expense) for the periods indicated are as follows:

Three months ended Six months ended
June 30 June 30

$000s Note 2021 2020 2021 2020
Reduction / (Increase) of provision against

trade and other receivables 8 85 (460) 3,387 (4,827)
(Increase) / reduction of materials inventory

provision 7 (52) 3,534 1,438 (1,069)
Restructuring (charges) / reversal(t) - 214 - (558)
Curtailment of retirement benefit obligation - 1,335 - 1,335
Other - (7) - 49
Other income / (expense) 32 4,616 4,825 (5,070)

(1) During the three months ended March 31, 2020, the Group effected a workforce re-organization as part of its efforts to reduce costs
and recorded a restructuring charge.

21. Finance costs

The components of finance costs for the periods indicated are as follows:

Three months ended Six months ended
June 30 June 30
$000s Note 2021 2020 2021 2020
Accretion of decommissioning obligation 14 121 118 239 236
Interest accrued on contingent consideration 24 99 200 202 531
Interest on borrowings 12 - 1,986 - 3,971
Accretion of deferred financing costs 12 - 546 - 737
Other - 12 - 13
Finance expense 220 2,862 441 5,488
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22. Segment information

The Group has a single class of business which is to acquire, explore, develop and produce hydrocarbons from
oil and gas assets. The Group operated in two geographical areas until July 23, 2020. During the third quarter of
2020, the Group ceased all its activities in West Africa (notes 5 and 12). Segment information related to the
Middle East operating segment and corporate activities is as follows:

For the six months ended June 30, 2021

$000s Middle East Corporate Total
Revenue 81,402 - 81,402
Royalty (33,379) - (33,379)
Net revenue 48,023 - 48,023
Operating expense (13,480) - (13,480)
Depreciation, depletion and amortization (17,187) (45) (17,232)
General and administration expense (1,680) (330) (2,010)
Other income 4,825 - 4,825
Gain on deconsolidation of subsidiary - 15,725 15,725
Change in fair value of contingent consideration (8,420) - (8,420)
Segment result 12,081 15,435 27,431
Finance costs (441)
Foreign exchange gain 158
Profit before income tax 27,148
Income tax expense (1,632)
Profit for the period 25,516
Capital additions(!) 15,327 - 15,327
Segment assets as at June 30, 2021 593,307 1,382 594,789
Segment liabilities as at June 30, 2021 110,004 1,997 112,601

(1) Before non-cash credits relating to the change in estimates used to calculate the decommissioning obligation.

For the six months ended June 30,

2020

$000s Middle East West Africa Corporate Total
Revenue 36,091 - - 36,091
Royalty (15,882) - - (15,882)
Net revenue 20,209 - - 20,209
Operating expense (11,210) - - (11,210)
Depreciation, depletion and

amortization (9,215) - (44) (9,259)
Impairment (238,245) 1,076 - (237,169)
General and administration (2,456) (361) (2,106) (4,923)
Other (expense) / income (5,833) (553) 1,316 (5,070)
Change in fair value of contingent

consideration 252 - - 252
Segment result (246,498) 162 (834) (247,170)
Finance expense (5,488)
Foreign exchange gain 33
Loss before income tax (252,625)
Income tax expense (819)
Loss for the period (253,444)
Capital additions 9,379 397 1 9,777
Segment assets as at June 30, 2020 465,406 53,629 4,727 523,762
Segment liabilities as at June 30, 2020 192,890 15,723 5,390 214,003
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22. Segment information (continued)

For the three months ended June 30, 2021

$000s Middle East Corporate Total
Revenue 45,674 - 45,674
Royalty (18,700) - (18,700)
Net revenue 26,974 - 26,974
Operating expense (7,380) - (7,380)
Depreciation, depletion and amortization (8,953) (23) (8,976)
General and administration expense (869) (60) (929)
Other income 32 - 32
Gain on deconsolidation of subsidiary - - -
Change in fair value of contingent consideration (4,226) - (4,226)
Segment result 5,578 (83) 5,495
Finance costs (220)
Foreign exchange gain (27)
Profit before income tax 5,248
Income tax expense (897)
Profit for the period 4,351
Capital additions(®) 8,268 - 8,268
(1) Before non-cash credits relating to the change in estimates used to calculate the decommissioning obligation.
For the three months ended June 30,
2020
$000s Middle East West Africa Corporate Total
Revenue 4,232 - - 4,232
Royalty (1,862) - - (1,862)
Net revenue 2,370 - - 2,370
Operating expense (3,532) - - (3,532)
Depreciation, depletion and
amortization (1,637) - (21) (1,658)
Impairment reversal - 1,076 - 1,076
General and administration (918) (163) (1,104) (2,185)
Other (expense) / income 3,134 (67) 1,549 4,616
Change in fair value of contingent
consideration (1,621) - - (1,621)
Segment result (2,204) 846 424 (934)
Finance expense (2,862)
Foreign exchange gain 20
Loss before income tax (3,776)
Income tax expense (78)
Loss for the period (3,854)
Capital additions 4,885 200 (16) 5,069

18



FORZA PETROLEUM LIMITED
Consolidated Financial Statements
For the three and six months ended June 30, 2021 and 2020

22. Segment information (continued)

Non-current assets, aggregated by country, are as follows:

June 30 December 31
$000s 2021 2020
Iraq (Kurdistan Region) 538,155 555,815
Other 247 287
538,402 556,102

23. Commitments

The Group has entered into agreements which contain provisions for the following spending commitments:

June 30 December 31

$000s 2021 2020
No later than one year 2,479 2,479
One to five years 9,915 9,915
Greater than five years 19,834 19,834
32,228 32,228

The commitments noted above reflect the Group’s expected PSC costs relating to the Hawler license area. These
commitments may be subject to change.

24. Contingent liabilities and consideration
a. Contingent consideration

During 2011, the Group acquired OP Hawler Kurdistan Limited (“OPHKL”). The related sale and purchase
agreement (“the Purchase Agreement”) establishes that additional consideration in the remaining amount
of $66 million plus interest at USD LIBOR plus 0.25% per annum becomes payable if a second Hawler license
area discovery, beyond the initially declared Demir Dagh commercial discovery, is declared to be
commercial. While no such second declaration has as yet arisen a financial liability was recognized for the
contingent consideration as part of the business combination accounting in 2011, in accordance with IFRS.

For the specific purpose of estimating the fair value of the contingent consideration obligation, management
has applied the expected present value technique as it is believed that this is the manner in which a market
participant would estimate a fair value. Management has accordingly set out possible future cash outflow
scenarios and has aggregated the probability-weighted present value of each cash outflow forecast scenario,
discounted at a rate of 10% per annum (2020 — 10% per annum).

The balance of unpaid principal and accrued interest potentially owed under the contingent consideration
obligation to the vendor of the Hawler license area as at June 30, 2021 was $76.6 million. During the six
months ended June 30, 2021, contingent interest accrued at a rate of 0.32% per annum (year ended
December 31, 2020 — 1.02%).

Management has exercised significant judgment and made significant estimates in order to identify the cash
outflow forecast scenarios and possible future circumstances that may cause the contingent consideration
to become payable, or not, in its entirety at various future dates or on a scheduled basis. The scenario
outcomes range from Nil cash outflow in the event that the conditions causing the contingent consideration
to become payable do not materialize, to a maximum of undiscounted principal and interest in the amount
of $99.5 million, if the liability were ultimately to arise and payments were scheduled over time through
2026.

After applying the present value technique, the liability is thus presented at management’s estimate of fair
value which, as at June 30, 2021, amounted to $65.3 million (December 31, 2020 - $56.6 million) (note 11a).
At June 30, 2021, management expected that, should a cash outflow related to the contingent consideration
liability arise, it was more likely than not that this cash outflow would arise prior to March 31, 2022.
Consequently, the liability has been classified as a current liability.
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24. Contingent liabilities and consideration (continued)
a. Contingent consideration (continued)

The fair value of the liability was established using a combination of observable inputs other than quoted
prices and unobservable inputs derived from management’s internal analysis and judgment. As such it is
classified as level 3 in the fair value hierarchy (December 31, 2020 - level 3).

b. Subsequent event — Forbearance Agreement

On July 9, 2021 the Group entered into an agreement (“the Forbearance Agreement”) with the seller of
OPHKL which established that no contingent consideration would become due as a result of a second
commercial discovery prior to March 31, 2023. The terms of the Forbearance Agreement will result in the
contingent liability being classified as non-current in the third quarter of 2021, assuming there are no new
terms agreed.

The Forbearance Agreement establishes that contingent interest will no longer accrue on the contingent
liability from July 23, 2020 to March 31, 2023. Subsequent to June 30, 2021, accrued interest of $0.5
million, previously recorded, has been released to income.

The Forbearance Agreement contemplates that the parties will undertake reasonable best efforts to
negotiate a settlement of the outstanding contingent consideration obligation under the Purchase
Agreement. In consideration for such forbearance the Group has accepted that, to the extent that any
distribution were to be made to the Company’s shareholders during the forbearance period, an equivalent
sum would become payable to the seller of OPHKL, up to the maximum of the contingent liability.

c. Contingent liabilities

In the normal course of operations, the Group may be subject to litigation and claims. In management’s
estimation, other than as has been recognized or disclosed within these Financial Statements, no such
litigation or claim, individually or in aggregate, is expected to result in a liability that would have a
significant adverse effect on the financial position or results of operations of the Group.
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