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Dear Madam,

MERCANTILE SHIPPING COMPANY PLC —PQ 148
ENFORCEMENT ACTION ON INDEPENDENT AUDITOR’S REPORT CONTAINING AN EMPHASIS OF MATTER
ON GOING CONCERN IN TERMS OF RULE 7.5 (d) (1)

. We refer to captioned market announcement made on March 08, 2019 and subsequent announcements
made in compliance with rule 7.5 {d) {Il) (5) of the listing rules of the Colombo Stock Exchange and forward
herewith the following, in compliance with rule 7.5 (d) (I1) (9.b) of the Listing rules of the Colombo Stock
Exchange, that the matters giving rise to the Emphasis of Matter on going concern have been resolved.

a) The declaration by the Board of Directors.
b) The independent verification from the Auditors of the Company.
c) Confirmation fromthe Audit Committee of the company.

By order of the Board
MERCANTILE SHIPPING (COMPANY) PLC
MANAGERS AND SECRETRIE (PRIVATE) LIMITED

—

Director/Secretaries

Directors : J S Mather FCA Ms. C M Salgado FCIS T M M Mediwake AFA QS
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Ms. Nilupa Perera

Head of Trading

Market Surveillance & Corporate Affairs
Colombo Stock Exchange

World Trade Centre

Colombo 01

Dear Madam,

DECLARATION BY THE BOARD OF DIRECTORS OF MERCANTILE SHIPPING
COMPANY PLC REGARDING THE RESOLUTION OF ALL MATTERS GIVING RISE TO
THE EMPHASIS OF MATTER ON GOING CONCERN

We hereby confirm that the matters giving rise to the emphasis of matter on going concern
reported in the Audited Financial Statements for the year ended March 31, 2018 has been resolved
due to following;:

Mercantile Shipping Company PLC has given a Corporate Guarantee in the form of a Letter of
Support to Norddeutsche Landesbank (formerly Bremer Landesbank) Germany. This was given
,at the time of mortgaging the vessels to the Bank to obtajning a loan for the construction of two
vessels for Mercantile Emerald Shipping (Pvt) Ltd, a fully owned subsidiary of Mercantile
Shipping Company PLC. This Letter of Support is a guarantee to make available sufficient funds
in Mercantile Emerald Shipping (Pvt) Ltd to meet the repayment of the loan and interest.

In view of the continued deterioration of the charter market since the inception of this project,
resulting in the inability of Mercantile Emerald Shipping (Pvt) Ltd to make capital repayments
and since 2018 interest payments, the German Bank has issued a notice dated 27" May 2019
informing its decision to cease business as per the Loan Agreement giving Mercantile Emerald
Shipping (Pvt) Ltd an effective date of 31+t August 2019 to resolve matters.

This Letter of Support/Guarantee given by Mercantile Shipping Company PLC gave rise to the
going concern issue, resulting in the Emphasis of Matter being included in the Opinion of the
Auditors in the Audited Financial Statements for the year ended 31.03.2018.

The Norddeutsche Landesbank has now discharged Mercantile Shipping Company PLC from all
liabilities under the Loan Agreement and the Letter of Support, on the condition that Mercantile
Shipping Company PLC as a shareholder of Mercantile Emerald Shipping (Pvt) Ltd agrees
irrevocably to the sale of the vessels Mercs Uva & Mercs Uhana by Mercantile Emerald Shipping
(Pvt) Ltd to a buyer, at a price and under terms and conditions agreed by the Bank.

Mercantile Shipping Company PLC
No. 108, Aluthmawatha Road, Colombo 15, Sri Lanka.
T494 11 4489900 |F: +94 11 4489999 | E: info@mercmarine.net
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The shareholders’ approval for the required resolutions for the sale of the vessels was obtained at
the Extraordinary General Meeting held on 16.08.2019.

Mercantile Shipping Company PLC has received a letter of discharge from all liabilities and the
original Letters of Support from the German Bank accordingly for cancellation.

In consideration of the above, the Board of Directors are confident that the Company has the ability
to continue as a going concern. Any material uncertainty on the going concern of the Company
has now been mitigated.

Therefore, we wish to declare that the matters giving rise to the Emphasis of Matter on going
concern have beenresolved.

Yours faithfully
ON BEHALF OF THE BOARDOF DIRECTORS

.:{-"L__-v

-
(Mrs) C9.A. Peiris
Director / Chief Financial Officer
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The Board of Directors 12 September 2019
Mercantile Shipping Company PLC

108, Aluth Mawatha Road

Colombo 15

Removal of Emphasis of matter on going concern - Audited Financial
Statements for the year ended 31 March 2019

Dear Sirs

In response tothe letter issued by the Colombo Stock Exchange dated 10 September 2019,
requesting declaration by the auditor of the listed entity as to the resolution of all matters giving
rise to the Emphasis of Matter ongoing concern matter for the Company and Group for the year
ended 2018 we wish to statethe following. '

Under SrilLanka Accounting Standard LKAS 1, when preparing financial statements,
management shall make an assessment of anentity's ability to continue as a going concern.
Under SrilLanka Auditing Standard 570 Going Concern (SLAUS 570), we, as auditors of the
Company, are responsible toconcude onthe appropriateness of management’s use of going
concern assumption in the preparation of the financial statements.

Having performed required audit procedures and considering the adequacy of disclosures made
in the financial statements for the year ended 31 March 2019 in notes to the financial
statements, 2.4 - Going Concermn, 1 8 — Discontinued Operations and 25 - Events Occurring after
the Reporting Date, we as statutory auditors of Mercantile Shipping Company PLC for the year
ended 31 March 2019 have concludedthat management's assessment of entity's ability to
continue as a goingconcern is appropriate as duly reflected in the audit opinion dated 3
September 2019.

Please do not hesitate to contact us should you require further information or clarification on this
regard.

Yours faithfully
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MERCANTILE SHIPPING COMPANY PLC

Mercantile Shipping Company PLC (“fie Company)
is a Public Limited Uability company, incorporaied and
domiciled in Sri Lanka and listed on ihe Colmbo Slock
Exchange. The regisiered office and the orincipal gace
of business are located at No. 108 Authmavatha Road
Colombo 15.

The Conscidated Financial Siatements of Mercantie
Shipping Company PLC far the yearenced3 1 March 1019
comprises of the Company and iis subsidiaies, Mercantiz
Global Shipping Limited and Mercantile Emerzd Shipping
(Private) Limited (fogether “the Group”)

Principal Activities and Natreof Operations

During the year, the princpal adivites of e Grup wee
as follows:

Mercantile Shipping CompanyPLC

During the year, the principal actuities of the Company
wiere carryng out investment activties and management
services to its subsdiaies which are i he shpping
industry. The Company also caried oui renting of
investrment properies during the year.

Mercantile Emerald Shipping (Private) Limited

This subsidiary company is principally engaged n ovning
and chartering of twe ocean gongvessels namely ‘Mers
Uva'and “ Mercs Uhana" The vessels zre Norigagedio the
Bremerlandesbank (Curently megedwinh Nordleuscae
Landesbank). As of 2 August, 2019, the: Company sgned
sales contracts with prospective buyers to sell the wo
vessels for a consideraion of EUR 4,500,000 exh as
stated in note 2.4,

Mercantile Global Shipping Limited

This company is not in operatons and awating fax
clearance for closure.

Date of Authorzation for lssue

TheFinancial Statements of Mercantile Shippn g Compeny
PLC for the year ended 31 March 201 @ were authoried
for issue in accordance with 2 resoluion ofthe Beard of
Directors on 13 August2019.

Statement of { e

The Financial Statemerts which of compisecttheGroup
and Company Staterments of Fiarcial Pesiton, Group

2.4

Managers & Secretaries (Pvt) Ltd.

Company Secretaries

ard Company Statements of Profit or Loss and other
Comprehensive Income, Group and Company Slatements
of Changes in Equity, Group and Company Statements of
Cash Flows together with accounting policies and notes
have been prepared in accordance with the Sn Lanka
Accounting Standards (*SLFRS") as issued by the Institule
of Chartered Accountants of Sn Lanka.

The preparation and presentation of these Financial
Siatements are in compliance with the requirements of the
Cormpanies Act No,07 of 2007.

The Financial Statements have been prepared on z
historical cost basis, except for assets held for sale that
have been measured at fair value,

| and presentation currency

The Fipancial Statements are presented in Sri Lankan
Rupeeswhichis the Company's functional and presentation
currency, except when otherwise indicated. For each entity
ihe Group determines the functional currency and items
ircluded in the financial statements of each entity are
measured using that functional currency.

Gotna Concers

The Financial Statements have been prepared on a going
concern basis taking into consideration of the financial
slatements of fhe Mercantile Shipping Company PLC
cther than the financial statements of Mercantile Emerald
Shipping (Private) Limited and Mercantile Global Shipping
Limiterd.

s disclosed in Note 18, operations of Mercantile Emerald
Shipping (Private) Limited have been classified as
¢iscontnued operations and related assets and labilities
are considered as held for sale. The two vessels owned
ty Mercantile Emerald Shipping (Private) Limited are due
0 be sold within foreseeable future for a consideration
of EUR 45Nn each Mn (approximately Rs 1,778 Mn in
iotal) and proceeds to be used to seitle the morlgage loan
averdraft andrelated interest owed to Bremer Landesbank
Gemany (Curently merged with Norddeutsche
landesbank) amounting to Rs. 4745Mn. Once these
iessels are sold, Mercantile Emerald Shipping (Private)
Lirnited will not have sufficient resources to discharge its
remaining obligations, Therefore, the board of directors of
Mercantile Emerald Shipping (Private) Limited intends o
iquidate that company in the impending future and hence
nelinancal stalements Mercantle Emerald Shipping have
seen prepared on a basis other than as a going concern.

M ercantile Shipping Company PLC, as the Parent Company
had gven a corporate guarantee to Bremer Landgsbank,
in the form of a letter of support guaranteeing o make




avallable sufficient funds in Mercantile Emenlc Shpping
{(Private) Limiled lo meet the repayment of he modgage
loan, averdraft and interest owed by Mercantile Emerald
Shipping (Private) Limited to Bremer L andesbanks, Since
the two vessels are now due to be sold, the Bark has
nformed inwriting Mercantie Shipping CompanyPLC has
heen fully and finally discharged from all lisbilites under
ihe loan agresment and related letters of support dated
February 05, 2008.

The Board of Directors of the ParntCompany areof the
vew that the cancelaton of the guarantez wil rlivve
Mercantile Shipping Company PLC and ils Sharehilders
from any hindrance of contnung 2s 2 gongcorcen due
to Mercantle Emerald Shipping (Private) Lt The Parent
Company has sufficent financial resouces ad meas
of business. The Board of Directors is cormmitied to the
continuance of the Company and donotintend eiherto
liquidate or to cease tading in the foresceatble fttue,
Accordingly, the financal stafervents are prepared and
presented ona going concern bass.

Comparative information

Presentation and classificatoncfheliinancal satements
of the previous year have been amended wher reevant
for better presentation and to be conpaable wihthose
of current year. On 1 April 2018 the Group has adopled
SLFRS 9 and SLFRS 15. The Group nasnot restaizd the
comparative nformation for 2018 due 1o the alopionof
such standards, Therefore, the compantne ifomaton
ior2018 s repoted under LKAS 39and LLKAS 1 Ewhich
is not comparable to the informaton presented for 2019,
Information on the adoption of SLFRS 8 and SLFRS 15
aredisclosed in note 25, 1.

Changes in Accounling Pdlicies
MNew and amended standards and inteprelations

The Group applied SLFRS 9 and SLFRS 15 for the frst
time. The nature and effect of the changesas a resull of
adoption of these new accouningstarderdsaredescrived
below.

Several ofheramendmentsandintrpre tations applyforihe
first time in 20 18720 19, but do not haveanmpactonthe
financial statementsof the Group. ['he Grouphas mot early
adopted any stindards, nteprefatons or ameniments
thal have been issued butarenclyetefiecle.

SLFRS 15 supersedes LKAS 1 1 Constucton Contracts,
L KAS 13 Revenue and rebted htegrelatins and it
applies, with imitedexceplions, toalrewenie aising fom
contracts with its customers. SLFRS 15 estiblishesa fve-
step model o accountforrevenue aisng fom contracts

£

?.6.1.1 SLFRS 9 Fimanc

with customers and requires that revenue be recognised
at ar amount that reflects the consideration to which an
entily expects to be entitled in exchange for transferring
goads of services to a customer.

SLFRS 15 requires entities to exercise judgement,
taking into consideration all of the relevant facts and
croumstances when applying each step of the madel lo
contacts withtheir customers. The standard alsc specifies
the accouring for the incremental costs of oblaining a
confraciand the costs directly related to fulfiling a contract,
In additon, the standard requires extensive disclosures.

The Group adopted SLFRS 18 using the modified
retrospective method of adoplion. Based on the
ssessment performed, the Group concluded that SLFRS
5 does not have a matenial impact on the Group's
Fimancial Statements.

al Instruments

SLFRS S Financial Insiruments replaces LKAS 39
Frnancisl Instrurmentis: Recogmiton and Measurement for
snual pencds beginning on or after 1 January 2018,
tinging together all three aspects of the accounting for
inancial instrurments: classification and measurement;
mparment and hedge accounting.

The Group has applied SLFRS 9 retrospectively, with the
nitiel application date of 1 April 2018,

The Group has tzken an exemption not to restate
comparative information for prior periods with respect to
dassification and measurement {including impairment
rrqurenents). Accordingly, the comparative information
for emch of the primary financial statements would follow
e dlassification and measurement requirements of LKAS
8.

The adopton of SLFRS 9 has resulted in changes in
sccounting polices for recognifion, classification and
meguement of fimancial assets and financial liablities
and rmpaiment of financial assets.

siffication and meast

Under SIFRS 9, debt instrumenis are subsequently
messued at fair value through profit or loss, amortised
cost or far value through OCL. The classification 1s based
or1 b criteria: the Group's business madel for managing
the assets; and whelher the instruments' contractual cash
lows represent sclely payments of principal and interest’
om the principal amount outstanding.

Theassessrment of the Group's business model was made
15 of fhe date of imtial application, 1 April 2018, and then
applied reraspectively to those financial assets tlhat were
notdercignzed before 1 April 2018, The assessment of




e

CERTIFIED TRUE

™, -
MERCANTILE SHIPPING COMPANY PLC COPY -
_ _ : Managers & Secretaries (Pvt) Ltd.
fimdrvidurvsrwnBsaNvRED g AL LR Y T T ]
Company Secretaries
; €]

18 DISCONTINUED OPERATICNS
Mercantle Emerald Shioping (Private)Li
tond, the Bank can take pessession

and ex 2 sale of the same accordingly. As at the reporting date, Mercantile E Id
Shipping (Prvate) Limiled has defaul ent of caplal intrest and ererdaft to the bank amounted to Rs, 4,745 Mr. In order o setlle
the defaulted amount, e managemert was cormnitied © a sales plan of the two vessels and the sale was highly probable at the vear end. As
shareholders irevocably agreed the pam i sell the o esseds o 16 August 2019, Mercantle Emerald Shipping (Private} Limiled signed the
sales contract with prospecive buyers agreeing tosellhe wovesselsat a considsraton of Fur 4.5 Mn each (approximalely Rs. 1,779 Mn in total).
The actonsto complete the sde vas nitidedandexpscisd % be completed wihin one year. Therefore, the two vessels and related assats and
labiities have been classified as asetsheld fuo sde altheyesr end and operations were considered as discontinuing. The business of Marcantile
Emerald Shipping (Private) Limited repesented the erlirely of the Grougs vessd operaing segment and is no longer presented in the segment
note, The Results of Mercantile Emerald Stippag (Pvi) Lt fortheyea are presented below,

2019 2018

T SO s S .
/B 551,453,945 307407064
Cost of Sales (542,491,484) (562 436,005)
Gross Profit/(Loss 8,962,461 (165028041)

Other Income 34,005,326 25,859,620
Administraive Expenses (569,970,053) (263964,972)
Finance Cost (262,982,201) (1654,854,912)
Loss before Tax (789,984,467) (331,025305)
CurrentYear Income Tax (Expense)/ Revesal : s -
Loss for the year (789,984,467) (331,025305)

The mapr dasses of assels and lizbililes of Mercanile Emerald Shipping (Prvale) Ltd classified as held for sale as at 3 1st March
2019 are, as follows.

2018
SONPER P T I AR S, |

Froperty, Plantand Equipment 1,733,922,875
Inventores 3,071,327
Trade and Other Recevables 11,303,858
Cash and Cash Equivdleris ____ B,806,485
Assets Held for Sale 1,757,104,546
Other Payables 5,617,756
Interesi Bearing Loans and Banmowngs 4,744,927,745
Retirement Benefit Liabilty 790,842
4,751,336,343

Met assets directly associated with

(2,994,231,797)

Ihe netloss recognized on measurementio far walwue less costio sell of e two vessels is Rs., 591 380,359 (USD 3,368.383)
The net cash flows incurred by Mereantile Emerald Shipping (Private) Ltd are, as follows:

2019 2018
Rs. Rs.
" Operating s e 22,838,019 (205 421478)
Investing - (121,452,002)
Financing S -
Effect of Exchange Rate Changes o Cashard CashEquivdenis (66,349,467) (7518518)
Net cash (outflow)/inflow (43,511,448) (354397 037)
Earnings per share
Basic/Dluted, profit/(oss) for the yearirom dscentirued operations (277.68) (116.35)
2019 2018

: Number . Rs.  Number ___Rs.
As al 1 April 2,844990 37 262,606 2,844,990 37269506
As at 31 March 2,844,990 37 262606 2,844,990 37,262,606
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Further to the revoking of the corporate guarantes a5 shated innote 25, the Company/Greun dees not have significant contingent
liabilities as atthe reporing date except below.

As per the clause B (i) of the sgned salescontractswith the prospecivebuyers thecost of repairs at the peint of inspection 1s not
known as at the reporting date.

Group As at As at Included
Nature of Assets Nature of Liability CTompany 31.03.2019 31.03.2018 under

Res. Rs.

(Carryimng Value) (Carrying Value)
Vessels Tem loa - Brener MNercantile Emerald = 1733,922876 2047785104 Praperty Plant
Landes Bank, Germany  Shippng (Privale) Limited and
Equipment

Building at No.108, Term Loar-Comrercal  Mercantile Shipping 33277289 35,545,847 Investment
Aluthmawalha Beankof Cayln PLC Conpany PLEC Property
Road, Colombo 15
Company As at As at
Nature of Assets Nature of Liability CTormpany 31.03.2019 31.03.2018

Rs, Rs.
Building at Na.108, TermLloe-Commexrdal  Mercantile Shipping 33277,289 35543847 Investment

Aluthmawalha Road,

Hank ol Ceylon H

Comnpany PLE

Froperly

Colombo 15
EVENTS OCCURRIMG AFFER THE REFPORTING DATE
Group/Company

“There have been ngmaernal events ccourring aterthe reporting date that require adjusiments to or disclosure in these Financial
Staterrents except the matiersnoted belwe)”

Shareholders of Mercantile Emerald Shipping (Pt) Ltd approved the sale of the vessels Mercs Uva and Mercs Uhana by Mercan-
ile Emerald Shipping (Prt) Ltdio 2 Buyer ata piceand wnder termsand condlions agreed by Norddeutsche Landesbank on 16
August 201 9. Accordingly, he Company nasentred info sales contraciswilh prospecive buyers 1o sell the two vessels for a con-
sideration of EUR 4.5Mn each,

Subsequent to the sharcholierapproval 35 stated atove Bremer LandesBank has rvoked the corporate guarantee and Mercantle
Shipping Company PLC has bezen fuly end findly dscharged from all lsbilties urder the loan agreement and letters of support
dated 5th February 2008,
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Dear Madam

MERCANTILE SHIPPING COMTANY PLC -PQ 148
AUDIT COMMITTEE CONFIRMATION ON RESOLUTION OF EMPHASIS OF MATTER
ON GOING CONCERN

We hereby confirm that the matters giving rise to the emphasis of matter on going concern
reported in the Audited Fimancial Statementsfor the year emded March 31, 2018 has been resolved
due to following:

Mercantile Shipping Company PL.C has given a Corporate Guarantee in the form of a Letter of
Support to Nord deutsche Landesbank (formerly Bremer Landesbank) Germany. This was given
at the time of mortgaging the vessels to the Bank to obtaining a loan for the construction of two
vessels for Mercantile Emerald Shipping (Pvt) Ltd, a fully owned subsidiary of Mercantile
Shipping Company PLC. This Letter of Sup port is a guarantee to make available sufficient funds
in Mercantile Emerald Shipping (PvE)[Ltd to meet the repaymentofthe loan and interest.

In view of the continued deterioration of the charter market since the inception of this project,
resulting in the inability of Mexcantile Emerald Shipping (Pvt) Ltd to make capital repayments
and since 2018 interest payments, the German Bank has issued a notice dated 27t May 2019
informing its decision to cease business as per the Loan Agreement giving Mercantile Emerald
Shipping (Pvt) Ltd an effective date of 315t August 201 9 to resolve ma tters.

This Letter of Support/Guarantee given by Mercantile Shipping Company PLC gave rise to the
going concermn issue, resulting in the Emphasis of Matter being included in the Opinion of the
Auditors in the Audited Finamcial Statementsfor the yearended 31.03.2018.

The Nord deutsche Landesbank has now discharged Mercantile Shipping Company PLC from all
liabilities under the Loan Agreementand the Letters of Support onthe condition that Mercantile
Shipping Company PLC as a shareholder of Mercantile Emerald Shipping (Pvt) Ltd agrees
irrevocably to the sale of the vessels Mercs Uva & Merces Uhama by Mercantile Emerald Shipping
(Pvt) Ltd to abuyer,ata priceand under terms and conditionsagreed by the Bank.

sl
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Accordingly, an Extraordinary General Meeting was summoned on 16.08.2019 for passing the
required resolutions.

Mercantile Shipping Company PLC has received aletter of discharge from all liabilities and the
original Letters of Supportfrom the Gerrman Bank accordingly for cancellation.

In consideration of the above, the Board of Directorsare confident that the Company has the ability
to continue as a going concem. Any material uncertainty on the going concern of the Company
has now been mitigated.

Therefore, we wish to confirm that the matters giving rise to the Emphasis of Matter on going
concern have beenresolved.

Y ours faithfully
ON BEHALF OF THE BOARD AUDIT COMMITTEE OF MSCPLC

p . A .kwf&w
P.A.Nandasena
» Chairman AuditCommittee




