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Dear Sirs

Project Harris
Report in relation to pre-drawdown diligence

Background

Overview

On 17 April 2018, Burntisland Fabrications Limited (the Company} was acquired by DF Barnes Services
Limited (DFB). The acquisition was dependent on agreement of a deal between DFB and The Scottish
Government (SG): this was executed on 17 Aprit 2018 (the April Agreement)’.

Prior to the DFB acguisition, SG had advanced £15.00 million to the Company under the terms of the
Original SG Loan Agreement?, As part of the April Agreemeant, the available facility under the Qriginal
SG Loan Agreement was extended, to provide a facility for the purpose of funding the completion of the
Siemens Contract and the SHL Contract (top-up debt). The revised facility limit of the Originat 3G Loan
Agreement is ERnnaaaears of which the Company has drawn down £26.60 million to date®.

On 27 April 2018 the Company provided an email update in which it stated expected future drawdowns
of top up debt would be:

. £5.40 million to be received in week ending 18 May 2018
. £3.00 miflion to be received in the week ending 22 June 2018

This would resuit in a total drawdown of top-up debt of £35.00 million, and it is this sum that is included
in the STFC as receipts from SG.

1 The focus of this report is the drawdown request of £5.40 million of top-up debt (no other aspects of
the April Agreement are considerad)

2 Noting that this was initially a £15.00 million facility, with the loan agreement subseguently amended fo
provide a facility of up to £18.00 million (which was drawn in full by the Company)

3 Being £19.00 million pre-acquisition by DFB and £7.60 million post-acquisition

Chartered Accountants, Grant Thornton UK LLP is & limited lability parlhership registered in Engfand aind Wales: No.OC 307742, grantthornton.co.uk
Reglstered office: 30 Finsbury Square, London EC2A 1AG., A list of members Is avallabls from ot reglstered office, Gran Thornton

UK LLP {5 authorised and regulated by the Financial Conduct Autherity. Grant Thornten UK LLP is & member firm of Grant Thernton

International Lid (GTIL). GTIL and the mem&er firms are not a werkiwide parlnershlp, Services are delivered by te member firms.

GTiL and its member firms are not agents of, 2nd do nol obfigate, one another and are no! fiabla for one anolher's acts or omissions.

Please see granthornton.co.uk for further detsils,




However, on 30 April 2018 PwC (as advisors to the Company), provided us with an updated cash ﬂow
which shows that, in addition to the SG receipts of £35.00 milion -

The Company therefore expects the total drawdown under the Original SG Loan Agreement fo be

The debt advanced to the Company for completion of the Contracts will be converted to equity: it is
agreed that SG will hold up to & 38% shareholding in the Company. Prior to conversion, interest will
accrue on the top-up debt at a rate of 22% per annum.

Post-acquisition, Management of the Company has changed (with DFB representatives now directors of
the Company?) and it is from this Managerment team that a formal request for partial drawdown of the
top-up debt in the sum of £5.40 million was received by SG's legal advisors on 1 May 2018, with a
request that these sums be advanced to the Company in the week ending 18 May 2018.

In advance of any drawdown of top-up debt by the Company, SG has stated that it will reguire pre-
drawdown diligence to be undertaken on each request. 3G has therefore instructed Grant Thornton to
prepare a report (and accountant's certificate) in respect of this request. Our work is being carried out in
line with our Letter of Addendum dated 17 April 2018.

You may find it helpful to consider our report in conjunction with our prior reports (in parficular our
reports in relation o the drawdowns of top-up debt, dated 22 March 2018 and 18 Aprit 2018).

A glossary of terms used in this report is contained at Appendix 1 and our scope of work is appended in
Appendix 2.

All numbers in this report are reportad in £millions, unless otherwise stated. Please note that whilst we
have challenged the assumptions of Managemant around a number of figures reported in the cash flow
forecasts provided by the Company, we have assumed that the underlying calculations which derived
the figures in the models are correct,

Key messages -
We summarise below the key messages arising from this report:

e  Drawdown of the full sum of £5.40 million, based on the Company's cash flow provided on
30 April 2018, is not necessarily required in full in order to meet the May month end supplier run.
Furthermore, based on the cash flow, if the liquidated damages contingency of £1.00 million is not
required in the week ending 25 May 2018 as forecast, a drawdown would not necessarily be
required at all in order to get the Company through May 2018 if (i) receipts from SHL were in line
with the profiling in the cash flow forecast and (i} a receipt from Siemens was received in the week
ending 256 May 2018, the latter being no longer expected by Management in this timeframe

. However, whilst mindful of SG's need to ensure only necessary funds are advanced (so that SG’s
exposure to the Company is not increased unnecessarily), some element of confingency to ensure
no interruption to trade is a prudent reguest and we therefore consider a drawdown of £5.40 million
reasonable on the basis that a further drawdown(s) of tep-up debf will be required at a later date to
fund completion of the SHL Contract

. Management reporting appears to be back within reasonable timescales: the Ml Pack for Aprit
2018 was received on 10 May 2018 (a sign that Management time is again focused on the
business rather managing credifor relationships etc)

4+ We have not seen the necessary paperwork confirming this but assume that it has been properly
executed: SG should seek confirmation from its legal advisors (we note that no paperwork has been
lodged at Companies House)




o As at 27 April 2018, the Company is no longer balance shest insolvent due to (i) write-off of the
SSE loan (£6.00 mitlion} and (ii) conversion of SG debt (£26.60 million) to equity. However, this
includes a corporation tax asset on the balance sheet of £8.49 million which has not yet been
assessed by the Company’s auditors/another third party, ie assets may be overstated

e Management advise that (i) Smulders has submitted a claim of EEEEEREEER to the Company in
respect of additional works carried out and (i) this is being negotiated {the quantum being
disputed by the Company)

Limitations

The limitations in respect of preparaticn of this report are primarily:

° No integrated model has been provided (although this was to be expected)

. The forecast balance sheets provided to us were prepared by DFB (prior to the acquisition): no
forecast balance sheet as at 30 June 2018 (or later) has been provided to us by the Company
since the forecast balance sheet provided on 13 February 2018

» |t remains the case that there are discrepancies in information provided: for example, on
27 April 2018 we raceived an email stating that future drawdown requests {including the current
request for £6.40 million) would total £8.40 million, whereas on 30 April 2018 this was stated as
being £10.32 million

° Qur contacts remain as prier to the acquisition (being the Company’s CFO and Commercial
Director, and PwC as advisors te the Company): we have been unable to discuss with the new
management of the Company (from DFB) the points raised in this report

Repori confent

This report shall set out an update to SG under the following headings:

. Update on the Siemens Contract

D Update on the SHL Contract

* Pipeline update

) Creditor position

® Management information

. Forecast balance sheets for 30 June 2018

. Compliance with covenants in the Aprit Agreement

. Conclusion

We have based the content of our report on (i) information provided by Management (ii} information
provided by DFB (pre-acquisition) and (iii) discussions with PwC (on behalf of Management),
Management, DFB and SG.

Update on the Siemens Contract

Overview
Sailaway of OTM2 has now taken place and the sum EEEIEEameE blus VAT was recefved from
BOWL in the week ended 20 April 2018. This leaves any fiture receipts to be derived from:

. Any variations subsequently agreed with BOWL

. Any future receipts from Siemens




In respect of the disputed offshore works post-loadout, we were advised that since it was agreed
between the parties that loadout of OTM2 was the priority, some minor works to be carried out by the
Company did not cceur prior to loadout and consequently they had recelved a communication from
Siemens to say that it expected such works to be carried out offshore. However, EEEERg sdvises that
there is a minute documenting that the priority was loadout of OTMZ2 and therefore that the Company
was not given the opportunity to complete the works. We have not had sight of the minute to confirm its

wording.

5 Being the anticipated future receipts on the (inclusive of VAT) from
Siemens (being for the contract value and agreed variations), and subsequently updated us when out on
site at Methit on 27 February 2018 that additional variations of || SIS (inclusive of VAT) has been
agreed over email between Siemens and the Company B




In contrast to the last iteration of the cash flow provided {which showed ne future Siemens receipts), the
cash flow provided on 30 April 2018 shows an expected receipt from Siemens of i
week ending 25 May 2048, The amount included in the cash flow was the sum of [
stated in the Sub-contract Amendment.

The Siemens Contract was again discussed with Management on a call on 11 May 2018. Whilst receipt
of the [ B in the week ending 25 May 2018 is considered unlikely, Matt Smith is of the view that
Siemens will have to come to a resolution with the Company in the next two weeks due to its
requirement for the paperwork held by the Company ({the jackets now having been installed, it is thought
that Siemens will be entitied to a milestone payment from BOWIL. however the sign off associated with
the paperwork wil be reguired in order for Siemens fo receive this).

It is therefore a working assumption of Management that, regardless of a warranty being in place, some
future funds will be received from Siemens (being the contract sums per the Sub-Contract Amendment)
and the balance of sums considered due by the Company (being budget variations} will be received at a
tater date on resolutmn of the warranty matter. We understand that Management previously considered
the sum of R to have been agreed with Stemens but that Siemens is currently trying to
reassess this to iR

If Siemens do not agree to release the final funds without a warranty, one option being considered by
the Finance Director is that the variations balance will sit on the Company’s balance sheet as a debtor
until such time as the warranty bond would have expired. This would {i) delay receipt of any further funds
and (i) decrease the likelihood of receipt of the funds.

However, it is noted that despite Management's view that it would be highly difficult for the Company to
obtain a warranty bond given its current position the Company does provide an estlmate of the cast of

the warranty bond to be [EBREg fllion (ie lower than previously expected cost of R ERIEne i
BB This cost is not contained within the cash flow,

Expected total contract cosis

On 30 April 2018 we received updated costs reports, prepared o a cut-off date of 3{] March 2018 {the

basis for the most recent cash flow): this shows a total estimated contract cost of B P
igher than reported in the prior cost report and a otal increase o on the posatlon as

set out ins the January Cost Report). No costs in respect of obtaining a warranty bond are included in this

estimate. Management attribute the cost increases primarily to the impact of poor weather in March

2018 (Storm Emma).

Taking in to account (i} the forecast total cost set out in the March Cost Report and (ii) Management's
revised estimate for the cost of a warranty bond of EEEEREEENEE . we note that this gives an estimated
total cost of iR Vhilst this exceeds the Company’s revised estimate of total costs

i is stitl within the limits of DFB’s estimate of total contract costs provided on 8 April 2018

: e /e note that it was DFR’s cost estimate which was used as the basis of the extended
facmty I:mlt of the Criginal SG Loan Agreement under the April Agreement, ie the revised facility includes
sufficient headroom for these costs fo be met.

Update on the SHL Contract

Overview
As at the date of our last report, the Company still had to deliver two full jackets, Jackets 7 and 8, and

eight upper jackets.

A barge arrived on 29 April 2018 for loadout of jackets 7 and 8 {the last two full jackets to be produced
by the Company). Jacket 8 was loaded out on 30 April 2018 and Jacket 7 was loaded out on
1 May 2018 — sailaway has now occurred.

In respect of the upper jackets, Management were previcusly working to the assumption that these
would be sent as two shipments of four to Smulders, with all of the uppers planned to have left the
Company’s sites by mid-May 2018. This will now be completed in three shipments and Management
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advise that SHL has agreed to meet the additional shipping cost {(and therefore no additionat cost in
respect of this is included in the most recent cash flow).

Three uppers were loaded out and sailed to Smulders in April 2018, being one from Burntisland and two
from Methil: Management advise that due to (i) weather concerns and (ii) tug boat avaitability, the
Company was instructed by SHL to let the barge sail with three uppers rather than four.

As at 2 May 2018 there were therefore five uppers still to be delivered by the Company®.

Two at Burntisland were almost complete (completed as at 11 May 2018) and, in order to ensure an
efficiency saving for the Company, following discussions with Company staff and its MD, Martin Adam, it
has been agreed that the third jacket at Burntisland will sail with these two onfaround 20 May 2018,
noting that this means that the Company will have to sub-contract some small final works on the third
upper iacket to Smulders in order for all of the jackets to sail from Burntisland together. The benefit to
the Company of this from a financial perspective is that the Burntisiand site can then be operated on a
care and maintenance basis only from 20 May 2018 {which Management advise is two to three weeks
earlier than previously anticipated). Whilst the cost of any works which may be reguired to be sub-
contracted to Smulders has not been included in the Company’s current ask of SG/cost estimates, Matt
Smith estimates that the cost would be negligible ie in the region of £20,000 to £30,0007.

The barge will then sait from Methil fo Newcastle and thereafter it is expected that the barge will do a
return journey to Methil to collect the remaining two upper jackets such that by the end of May 2018 the
Methil site will also be operating on a care and maintenance basis foo,

When queried if this would result in cost savings not reflected in the cash flow, Matt Smith advised that
the early wind down of operations on the sites (compared to prior expectations) was more driven by a
want to protect the position as recorded in the cash flow providaed to us on 30 April 2018 rather than
generate improvements fo it.

In our report dated 19 April 2018 we included an updated milestone summary outline provided 1o us by
PwC on 13 April 2018, which showed an estimated completion date of all the jackets {post Smulders
work) of 12 July 2018, This was discussed with Matt Smith on 11 May 2018 and it was confirmed that it
is still the Company’s view that alf jackets can be completed by mid-July 2018. There is therefore no
update to the schedule as previously reported however for completeness we include it in Appendix 3.

Sub-contractors

Other than the focus fo deliver the remaining uppers to Smulders within the timescales set out above, on
11 May 2018 Management advised that the other main matter on-going in respect of the SHL Confract
was agreeing positions with its sub-contractors.

Whilst mostly queriesfmatters to resolve that the Company would expect to occur in the normal course of
business, it was raised that Smulders has submitted a cfaim to the Company in respect of variations in

the sum o EEERIRTREE (his is viewed as opportunistic by R On 11 May 2018 we were

advised:

o SHL are aware of Smulders’ position: the Company met with SHL on 10 May 2018 and discussed
Smulders’ claim

o The Company has stated to SHL that if Smulders use this later on against the Company as a
ransom situation then it expects SHL te deal with Smulders on the matter

. Management accept that there will be some variations to be agreed and paid to Smulders but not
in the sum of the amount claimed

8 Two at Methil and three at Burntisland

7 For minor paintworks. The Company re-ordered its planned work sequence for this upper to ensure the
more costly work was carried out by the Company pre-sailaway to minimise any cost exposure to
Smulders in respect of sub-contracted works




Given (i} the quantum of the claim and (i) Management's comment that this could result in Smulders
refusing fo release some jackets to SHL (ie impact of the Company’s future receipts) this matter shouid
be given appropriate Management attention. We will seek a further update from the Company on this
matter following the meeting between the Company and Smulders due to take place this week.

Payments from SHL and expected future receipts
The cash flow estimates fulure receipts of GRS '

The weekly payments received are subject to certification by SHL and therefore there can be variation
between the forecast profiling and actual receipts. For example, in the week ended 27 AprlE 2018 the
cash flow estimated a = receipt from SHL against an actual receipt of e -

It remains the case that receipts ingathered from SHL are net of any sums certified as done by Smulders
{which SHL is paying direct to Smulders and is expected to do so until the end of the SHL Contract).

As before, there is no further update in respect of variations: SHL is not currently willing to approve any
variations submitted.

Expected total contract costs

0On 30 Aprii 2018 we received updated cosis reports, prepared fo a cut-off date of 30 March 2{)18 (the

basis for the most recent cash flow): this shows a total estimated contract cost of B T
than as reported in the prior cost repoit and a total increase of G

as set out in the January Cost Report.

: _._;_ on the p03|t|on

This is still within the limits of the revised facility agreed as part of the April Agreement, noting that DFB
{at 13 April 2018%) were of the view that the total costs will be B ERTREREE Which was

lowet than the figure presented by DFB on & April 2018 (and on which the April Agreement terms were
sef) due to a previous double counting of additionai costs.

Pipeline update

Overview
As you are aware, the Company has no committed contracts with customers other than the Siemens
Contract and SHL Contract which are nearing completion.

On 2 May 2018 the position with the Kincardine and Moray projects was discussed with Management:
we have no further update to report on the Company’s pipeline of future work to the position set out in
our Phase Four report issued 17 April 2018 other than the points noted below:

. Kincardine expected to be awarded late 2018; Management consider that the delay in award
combined with the change in Company ownership has put it in a more favourable position (but it
will need to be conscious of capacity constraints)

. Moray was going through a process of clarifications in the week ended 4 May 2018 before moving
to more detailed contractual discussions ahead of an expected award in October/November 2018;
whilst the Company was never lined up to win the entire contract, it is currently in discussions
regarding the elements of work it may be involved in

* A DFB business development executive has been in Scotland meeting with, amongst others,
representatives of the Kincardine project

We note that in our Phase 4 report (issued 17 April 2018} reference was made to the NnG renewables
opportunity: Management saw this as one of the opportunities in the pipeline most likely to conivert to a
work win within the first two years post-DFB acquisition. On 3 May 2018 it was announced that the

8 On &5 April 2018, DFB provided us with a schedule outlining its amended wew of the quantum of the
top up debt requ;red The Apnl Agreement was wntten on thls bams :

Ifis on thls f gurethat the above commentary is based




project has been sold by Mainstream to EDF® however we are not aware of this having any negative
impact on the Company's prospects of securing work on the contract.

Creditor position

Ageing profile
We have been provided with the aged creditor position as at 30 April 2018'%, summarised below:

12.90 2.47 4.39 6.35 (0.31}

This shows an overall reduction of s & from the trade creditor position
reported at 31 March 2018 due to (i) payment of suppliers and {ii} a reviewrtidy up of the aged creditor
listing having taken place (eg EEW is no longer listed as a creditor}.

Noting that the Company's cred;t terms are usually 60 days, we have reviewed the balance outstanding
for over 80 days of B SR \We consider that the balance recorded as outstanding for over 60 days
may be overstated, noting this includes sums that the Company dispuies as being due, eg:

* B due to Fife Heat Treatment {now being pursued by Kevin Boyle, discussed below}

« R due to Briggs in respect of an ‘alleged demobilisation of a crane’ in Oclober 2015 but
which still remains on site in Methil. The Company advises that Briggs no longer include this on the
monthly statements they issue

The DFB acquisition of the Company on 17 April 2018 was widely reported in the press: whilst largely
positive news in terms of managing creditor relationships, some suppliers did, as expected, demand
payment of arrears since they viewed the Company's position fo be more favourable, ie more likely to
have funds to pay.

We are also aware of press coverage on 4 May 2018 of further redundancies at the Company (ahead of
the planned period of the care and maintenance cover only at the Company’s sites until a new
contract(s) is secured). Scoft Forrest advised via email on 11 May 2018 that this had not yet appeared to
have had a negative impact on the Company from a supplier perspective. However, on a call later that
day both Management and PwC referred to it as a risk factor taken in to consideration when deciding the
quantum of the FEREIEEIE drawdown request of top-up debt.

For creditors whose balances remain outstanding beyond agreed payment terms there remains a risk of
such creditors seeking to petition to wind up the Company. For this reason, and to ensure supplier
confidence in the Company is restored, the Company must ensure it operates within supplier payment
terms going forward.

Based on our discussions with Management we set out below updates in respect of (i} NRL {if} Sarens
and (i) Kevin Boyle, together with an update on the position in respect of ransom creditors.

NRL

8 hitp:/inngoffshorewind.com/2018/05/03/mainstream-sells-450mw-offshere-wind-farm-to-edf-group/
accessed 10 May 2018

10 provided by Scott Forrest on 8 May 2018

# Pey its aged creditor listing, provided on 8 May 2018




SBarens

Kevin Boyle

Ransom payments

Threat of legallenforcement action

Management information
On 10 May 2018 we received the M| Pack for April 2018: this is provided in Appendix 5.

As noted above under the key messages section, as at 27 April 2018, the Company is no longer balance
sheet insolvent due to {i) write-off of the SSE loan (£6.00 million) and (i) conversion of SG debt (£26.60
million) to equity. However, this includes a corporation tax asset on the balance sheet of £8.49 million
which has not yet been assessed by the Company's auditors/ancther third party, ie assets may be
overstated.

It is noted that within current liabilities the Company has recognised Eaes
considered due to SG on debt prior to conversion,

B in respect of interest

In its statement of profit and loss to 27 April 2018 the Company recorded an operating loss of EEE
EBRER the month of April 2018 (recognising further losses on the Contracts).




Forecast balance sheet for 30 June 2018
We have not been provided with a model by the Company that shows forecast balance sheets,

Consequently, the most recent forecast balance sheet produced by the Company (i) was as at
30 June 2018 and (i) provided to us on 13 February 2018.

DFB produced a LTGF (for the five years ended 31 December 2022) for the Company as part of its pre-
acquisition planning. The most recent version of this was provided to us on 13 Aprif 2018.

Therefore, whilst noting that the DFB forecast was produced prior to its acquisition of the Company and
therefore cannct be considered a Company document, for your information we record at Appendix 4 a
comparison of the forecast balance sheet at 30 June 2018:

o As reported in the Deloiite report

. As provided on 13 February 2018 by the Company

o As provided on 13 April 2018 by DFB

Please note that this is the position as reported in our report dated 19 April 2018.

Appropriateness of level of proposed drawdown

The Company’s cash flow shows that by the week ending 1 June 2018 there would be a (B
BB ic it could not meet the May month end supplier run and would be in arrears to suppllers) |f no
further SG funds are received in May 2018: based on its cash flow the Company does not require the
entire KR sum to meet its May month end supplier run. Consequently, to minimise its exposure
SG could advance only part of the request in the week ending 18 May 2018 and the balance as part of
the funds the Company has requested be advanced in the week ending 22 June 2018.

However, on the basis that the Company will require the funds for the purpose of completing the SHE
Contract and to ensure it has a level of contingency to support its market proposition as a now viable
entity, we consider the request of SRR i be reasonable.

Due to the fact that the cash flow provided in support of the drawdown request did not show an absolute
need for the sum of PR rom SG in the week ending 18 May 2018 we discussed the rationale
behind the quantum of the request with both Management and PwC. We were advised that:

. Management is Keen to have the ability not to be out of terms with creditors and still have some
headroom

s At the time of considering the fuiure drawdown levels, Sarens had been fooking for payment in full
of its entlfe baEance to ensure continued supply. Whilst this position was negotiated away by |8

' TR [VIanagement consider the request gives them the necessary buffer to
respond to any future demand from Sarens {particularly in respect of the last upper load-out)

s« On-going uncertainty as to the quantum/iming of future SHL and Siemens receipts further merits
the need for a confingency

*  Given past deadlines for creditor payments were missed, i is important to Management to be able
to confidently commit to future payments to those within the Company's supply chain: the
Company has been seen to break promises before and it caused reputational damage

. Still a risk of creditor nervousness as the SHL Contract nears completion, particularly in light of
recent/future negative press articles

10




Compliance with covenants in the April Agreement

Since the April Agreement is understood to have extended the terms of the Original SG Loan
Agreement, the covenants within the Original SG Loan Agreement will still apply. These are summarised
in Appendix 7.

Conclusion

Key points to note as foliows:

Conftracts

The Company is currently planning to have all remaining uppers loaded at the end of May 2018,
following which {i) all Company sites will operate on a care and maintenance basis only and (ii) final
delivery of the jackets by Smulders is expected by mid-July 2018.

Balance sheet strength

Based on the most recent current balance sheet provided to us (27 April 2018) the Company is currently
balance sheet solvent due to deleveraging of the balance sheet.

Creditor position

The Company has brought the majority of suppliers back within payment terms and has an agreed plan
with the others {excluding disputed debts).

Appropriateness of the drawdown request

Whilst the cash flow provided did not show that the entirc BRI rcquested is required by the
Company in the week ending 18 May 2018 (but will be required, plus additional funds, at a later date in
order to complete the Contracts), given uncertainty as to the quantum/timing of future receipts and
Management's request for room for contingency the request appears reasonable.

Accountant’s Certificate

Prior to any drawdown of top-up debt, SM must be in receipt of an accountant’s cerfificate confirming
that (i} drawing under the facility is required as a measure of last resort and (i) the Company has
sufficient financial resocurce available to ensure completion of the SHi. Contract and Siemens Confract.
We comment on each below:

. Drawing under the facility is required as a measure of last resource: in the circumstances we
are of the view that drawing down can be considered as a measure of last resort. The cash flow
pravided outlines that a drawdown of top-up debt in the sum o R S necessary for the
Company to meet its liabilities as set out in the cash flow, All cash held by the Company is
considered necessary for the completion of the SHL Contract {(and therefore future income for the
Company)

¢ ltremains the case that notwithstanding the Company has been acquired by DFB, faifure to obtain
these funds will likely result in the insolvency of the Company and the total loss of all sums aiready
advanced by SG {as there is a heightened risk that creditors who have already had significant
deferral of sums due seek fo petition to wind-up the Company)

. The Company has sufficient financial resource available to ensure completion of the
Siemens Contract and the SHL Contract: on the basis of the cash flow received on
30 April 2018, the Company does not have the financial resource to complete the SHL Contract
and settle all current and future liabilities arising from completion of the refevant works. However,
on the basis of DFB/Company estimates of costs to complete the Contracts, the top-up debt facility
{iffwhen fully drawn) should provide sufficient funds to enable completion of the Contracts

1"




We trust that this provides sufficient information to enable SG to make an informed decision. However,
should you have any specific queries please do not hesitate to contactf

Yours faithfully

Grant Thornton UK LLP

iz




Appendix 1: Glossary

Accountant’s certificate

Being the report 8G requires from Grant Thornton prior to approval of a
drawdown request {(as defined in the Original SG Loan Agreement)

April Agreement

The executed agreementfioan documentation signed by DFB and SG
on 17 April 2018

BOWL Beatrice Offshore Windfarm Limited

Burntisland Site rented by the Company in Burntisland

Cash fiow The cash flow provided on 30 April 2018 in support of the £5.40 million
drawdown réquest

Company Burntistand Fabrications Limited

Contracts The SHL. Contract and Siemens Contract

Deloitte Report

Deloitte draft report Phase 1(B) dated 29 November

DFB DF Barnes Services Limited
EEW Erndtebrucker Eisenwerk GmbH
February Cost Reports Cost reports prepared by Management showing (i} costs incurred to

date and (ii) expected future costs as at 28-Feb-18

Fife Heat Treatment

Fife Heat Treatment Limited — In Liguidation

HCS

HCS Control Systemns Limited

Jacket 7/8

The last two full jackets to be produced by the Company on the SHL.
Contract

January Cost Reporis

Cost reports prepared by Management showing (i) costs incurred to
dafe and (ii) expected fulure costs as at 26-Jan-18

JCE JCE Group AB

LoA Letter of addendum

LTCF Long term cash flow

Management Directors of Burntisland Fabrications Limited
Methil Site rented by the Company in Methil
Mi Management information

MI Pack Management information pack
MTCF Medium term cashilow

MTCF Period The period to 30 June 2018

NIC National insurance contributions
NRL NRL Limited

Original SG Loan
Agreement

The Agreement between Burntisland Fabrications Limited and the
Scottish Ministers, dated 12 January 2018
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OTM2 Ofishore Transformer Platform 2
PAYE Pay as you earn
Phase Five Work carried out by Grant Thornton under our LoA dated 19 Aprit 2018

Phase Four report

Grant Thornton Project Harris report, dated 16 April 2018

Phase Five report

Grant Tharnton Project Harris report, dated 22 March 2018

P&L

Profit & loss account

Post-acquisition debt

£10.00 million restructuring foan facility under the terms of the Aprit
Agreement

PwC

PricewaterhouseCoopers LLP

Sarens

Sarens (UK) Limited

Second Diligence Report

Grant Thornton report dated 23 February 2018

SG

Scottish Government

56 Facility £15.00 million facility to Burntisland Fabrications Limited subject {o the
loan agreement dated 12 December 2017

SG Loan Sums advanced to the Buratisland Fabrications Limited by the Scottish
Government

SHL Seaway Heavy Lifting Holding Limited

SHL Contract The contract for works between Seaway Heavy Lifting Holding Limited
and Burntisland Fabrications Limited

Siemens Siemens Plc

Siemens Contract

The contract for works between Siemens Plc and Burniisland
Fabrications Limited

SM Scotfish Ministers

Smulders Smulders Projects UK Limited

SSE SSE ple

STCF Short term cash flow forecast

Top-up debt £28.20 million 8G loan facility for the purpose of funding the completion
of the Siemens Contract and the SHL Contract

Uppers Being the upper jackets to be produced by the Company (fellowing
agreement with SHL in November 2017 that for 18 jackets the
Company would produce Uppers only)

VAT Value Added Tax

We/us/our/Grant Thornton

Grant Thornton UK LLP
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Appendix 2: Scope of work

The LoA for our Phase Two work provides that we will undertake the following:

1

Obtain the latest available management accotnts (up to date of fast month end), together with a
reconciliation of current bank position, to enable assessment of the following:

Actual and forecast cash position remains in line with the medium term cash flow forecasts to
30 June 2018, as prepared by the Company and included in the Deloitte Report dated 28 November
2017

Compliance with any/all covenants in the SG Loan documentation (to the extent that funds already
drawn-down in earlier tranches)

Batance sheet covenant, commenting on any significant movement against the forecast balance
sheet included in the MTCF

Obtain the current creditor listing, to enable assessment of the following:

Ageing profile, commenting by exception on any significant movements since prior periods
Adherence to the terms of all agreed repayment plans and payment terms, particularly in relation to
alt critical suppliers

Threat of legal/enforcement action, in particular seeking confirmation that there has been no
writs/winding up petitions served in respect of outstanding creditor balances

Understand current prograss on the ongoing contracts between the Company and SHL and Siemens
(as both defined in our report dated 6 December 2017) {the “Contracts™) to enable assessment of
the following:

Work compieted to date, ensuring that it is in line with the agreed production milestones

Monies due from SHL and Siemens in terms of compieted works on the Contracts have been paid in
full to the Company

Actual costs incurred to date, ensuring that in line with the Company’s forecast

Timescale / expected costs for completion of the Contracts (to ensure that all works will be
performed on time and on budget)

Existence of, or potential for, a claim against Royal Bank of Scotland under the terms of the SHL
Contract performance bond

Assess the Company's rolling cash flow forecasts to ensure that:

All relevant income and expenditure (including that assessed as part of (1) to (3) above) are
accurately reflected

The overall funding requirement (pre-SG funding) does not exceed £15.0 million

Level of proposed drawdown is appropriate in the circumstances and is required to meet (i)
outstanding costs of the Contracts {in conjunction with part {1} above) plus (i} general overheads
and debt servicing costs
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Appendix 3: SHL Contract - milestone dates (as
provided 13 April 2018)

ca2n n‘a n/a 30-Oct-17 03-Naov-17
cz2J2 nfa n/a 13-0ct-17 11-Feb-17
C2J3 nfa n‘a 3-Nov-17 08-Nov-17
C2J4 22-Nov-17  nfa 24-Nov-17 24-Nov-17
c2Js 19-Dec-17  9-Jan-18 9-Jan-18 () 16-Jan-18
C24J6 19-Dec-17  9-Jan-18 9-Jan-18 {*} 12-Jan-18
c2J7 30-Jan-18  5-Feb-18 25.Feb-18 23-Feb-18
C2J8 30-Jan-18  14-Feb-18 11-Mar-18 14-Apr-18
cs M 1-Feb-18 29-Jan-18 21-Feb-18 23-Feb-18
C5J2 8-Feb-18 5-Feb-18 21-Feb-18 08-Mar-18
C5J3 15-Feb-18  12-Feb-18 21-Feb-18 15-Mar-18
C5J4 22-Feb-18  3-Mar-18 10-Mar-18 10-Apr-18
C5.J5 1-Mar-18 10-Mar-18 10-Mar-18 10-Apr-18
C5.J6 8-Mar-18 17-Mar-18 14-Mar-18 10-Apr-18
can 15-Mar-18  12-Apr-18 11-Apr-18 12-May-18
caJ2 22-Mar-18  28-Apr-18 23-Apr-18 31-May-18
C4.J3 29-Mar-18  5-May-18 30-Apr-18 07-Jun-18
C2J9 5-Apr-18 29-Mar-18 7-May-18 17-May-18
C2J10 12-Apr-18  5-Apr-18 14-May-18 24-May-18
C4.4 19-Apr-18  24-May-18 21-May-18 14-Jun-18
C4J5 26-Apr-18  24-May-18 28-May-18 21-Jun-18
C4 Js 3-May-18 31-May-18 04-Jun-18 28-Jun-18
CaJ7 10-May-18  7-Jun-18 11-Jun-18 05-Jul-18
C4.J8 17-May-18  14-Jun-18 18-Jun-18 12-Jul-18
C4J9 24-May-18  21-Jun-18 25-Jun-18 19-Jul-18
caJ10 31-May-18  28-Jun-i8 25-dun-18 19-Jut-18
Note:

{*) Jackets completed and ready to sail by & January 2018, however per the wpdated schedule these are recorded as completed on
10 January 2018 and 3C January 2018
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Appendix 4 forecast balance sheets

| |
B
| [ | |
i B i
B B B
] R &=
| B i
B = E
| i =
& E i
i = |
i [ ] i
i B i
B = i
B L B
[ i B
Sub-oki - - (35.00)
Net assetsf(liabilities) {0.10) {26.61) (31.75)
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Appendix 6: undertakings in the SG Loan
Agreement

Deliver to SM any changes in key Assume all changes have been notified
personnet or office bearers

Deliver to SM monthly financial reports  April 2018 Ml Pack received 10 May 2018, ie within the
within 10 working days of the relevant agreed timescale
month end

Deliver to SM weekly {or such other We are not aware of any weekly written updates being

frequency as the SM may agree} update  submitted to SG by the Company recently but are

reports on progress with the Contracts  aware that the Company/its advisors are in frequent
contact with SG, providing verbal and email updates on
progressfissues with the Contracts

Deliver to SM monthly detailed contract  As above
tender pipeline report within 10 days of
the end of the relevant month

Deliver to SM monthly forecast model Not provided
prepared on as 12 month rolling bhasis,

within 10 days of the end of the relevant

month

Deliver to SM annual audited accounts N/a: financial year to be extended to end at 30 June
within 9 months of the year end 2018

Deliver to SM within 30 days after the N/a: as above
beginning of the financial year an
annual operating budget

Deliver to SM pre-utilisation information  Received within this timescale (1 May 2018)
packs at least 10 business days prior
each and every utilisation

Notify the SM as socn as practicable of  Not aware of any communication barrier between the
any and all material changes in the Company and SG that would negatively impact this
financial condition, business or

prospects of the Company
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Maintain its existence and carry on its
activities in aceordance with its
constitutional documents...maintain in
force all licences, consents, permits
and insurances necessary for its
business and assets

Due to the lack of committed contracts after completion
of the SHL Contract, and in order to limit exposure to
unnecessary cost, the Company has significantly
reduced its staffing. However, it is continuing to
services its on-going contracts with Siemens and SHL
and we are not aware of i} any non-compliance with its
constitutional documents or i) lapse in licenses etc

Not amend its constitutional documents
without prior written consent of the SM

Not aware of any such amendments

Take all steps and actions for the
purpose of perfecting and giving effect
to the terms hereof

Nothing to report

Immediately inform the SM if any
significant cash flow or management
problems

On-going communication

Ensure that adequate internal
expenditure controls are in place and
that resources are used economically,
effectively and efficiently

We have not conducted any test of internal controls

Not acquire any company or any shares
in any company or create any
subsidiary nor entfer into any
partnership or joint venture with any
party without SM consent

Not aware of any such proposals

Advise the SM immediately of any
proposed acqguisition of land and/or
buildings

Not aware of any such proposals

Supply to SM promptly upon becoming
aware of them details of any litigation,
arbitration or administrative
proceedings which are current,
threatened or pending

We have been advised that Management are not aware
of any creditors threatening legal enforcement of
outstanding sums other than Kevin Boyle

Immediately upon becoming aware of it,
inform the SM of the occurrence of an
Event of Defauit or Potential Event of
Default

Not aware of an occurrence

Not incur any Financial Indebtedness
other than Permitted Financial
Indebtedness

Not aware of an occurrence
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Operate each Account and any other
bank account held in accordance with
the Financial Transparency (EC)
Regulations 2009

Not considered as part of scope of work

Not to pay, make or declare any
dividend or other distribution,
management fees or equivalent or pay
any interest or unpaid dividends or
distributions or any other sums
intended to act as distributions or
payment of fees fo any of its
shareholders

No dividends recorded in the information provided, all
directors understood to be en payroll

Mot to create or attempt to create or
allow to be created or to exist any
security charge {(whether fixed or
floating) or lien of any kind without the
prior written consent of SM, other than
a Permitted Security Right

Not aware of any

Nof to make any loans or advance or
enter into any guarantee or indemnity
other than in the ordinary course of
business

Not aware of any

Not to change the nature of the
business undertaken by if rom that
undertaken as at the date of the
Agreement

N/a: centinuing to progress work on the SHL Contract

Promptly upon a request by the SM,
supply a certificate signed by two of the
Company’s directors / senior officers on
its behalf certifying that no Event of
Default is continuing {or, alternatively,
specify the remedial steps being taken)

Not considered as part of scope of work

Notify the SM in writing of any actual or
threatened claim against it in respect of
an alleged breach of Environmental Law
or remedial obligation or liability under
such law

Not considered as part of scope of work

Indemnify the SM against all costs and
expenses suffered or incurred by them
which arise as a result of i) any actual
or threatened breach of Environmental
Law, ii} any actual or threatened release
of or exposure to a Dangerous
Substance on, at or from the premises
or operations or iii) any actual or
threatened claim referred to in
paragraph 10.19 of the SG Loan

Not considered as part of scope of work
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Agreement above whether such claim
has a Material Adverse Effect or not

Not make any disposal of all or part of
or interest in any asset, or agree to do
so, other than in the ordinary course of
its business whether absolutely or in
security

Not considered as part of scope of work
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Permit a representative of the SM to
attend all board meetings

Not considered as part of scope of work

Maintain all of its assets in a good state
of repair and maintenance and in good
working order

Not considered as part of scope of work

Comply in all respects with all laws to
which it may be subject, if failure to
comply would materially impair its
ability to perform its obligations under
the Finance Documents

Not considered as part of scope of work

Not to repay, pre-pay, redeem, purchase
or otherwise satisfy in any way or make
any payment of or in respect of any
shareholder or directors loans

Shareholder loans have been either written off or
converted to equity

Not to make any amendments to the
Contracts, and not enter in to any new
material contracts without SM prior
written consent

Not aware that Company has entered into any material
contracts (albeit not specifically considered as part of
scope of work)

Procure the deliver to the SM of a fegal
opinion in Acceptable Form from
Swedish advisers approved by the SM
in respect of JCE’s entry into the
Subordination Deed; to be delivered as
500N as reasonably practicable and in
any event prior to second Utilisation
under the SG Loan Agreement

Accepted by SG that it is no longer required
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Appendix 7: confidentiality

This report is confidential and has been prepared exclusively for SG. i should not be used, reproduced
or circulated to any other party in whole or in part, without our prior written consent. Whilst other parties
may be interested in receiving a copy of this report we stress that, to the fullest extent permitted by law,
wa cannot accept any responsibility whatsoever in respect of any reliance that these parties may place
on our report in any decision that they may make in relation to the Company and its subsidiaries.

We do not accept any responsibility for any loss or damages arising out of the use of this report by the
addressee for any purpose other than in connection with Project Harris
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