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Dear Sirs

Ferguson Marine Engineering Limited (“FMEL”) and Ferguson Marine
Engineering (Holdings) Limited (“FMEHL”) (together the “Group”)

I refer to your letter of the afternoon of 1 August 2019.

As you are aware, I have written to you regularly and last wrote to you on 31 July 2019 setting
out our latest position. I undertook to update you on 2 August 2019. I believe that we have
been active in our correspondence especially in the context where there are many
stakeholders involved in this situation and it is necessary to progress matters on several
fronts. It is unfortunate that the media has also been briefed erroneously. This has
contributed additional unhelpful commentary on the position which is not constructive and
undermines our efforts to focus on saving the business through a solvent solution.

As we have previously stated, we recognise the difficult position you are in as directors, and
we are earnestly investing a great deal of effort and resources to achieve a rescue. We note
your comments on potential wrongful trading risk and the Enforcement Notice from HCCI
which I address further below.

Diligence

Thank you for your cooperation here. We completed our brief diligence work in a restricted
timescale and ahead of the date we set out. This exercise has assisted us with our strategy as,
despite not being able to obtain all the information we would expect, including the lack of
medium and longer term cash flow forecasts, we were able to gain insight into the financial
position, particularly the liabilities.

Secured creditors

CBC suggested in a letter to me on 12 July 2019 that we repay their remaining loan in
FMEHL in order that we (Scottish Ministers) may “implement the desired strategy for the
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business without any restrictions”. Subject to receiving guarantees to the contrary from CBC,
we must read this as a veiled threat of disruption should we provide and implement a solvent
solution which does not involve a repayment of their £4m loan in full.

You again refer to your concern that our approach is the reason that HCCI has taken action.
HCCI have confirmed to us at a meeting of 30 July 2019 that this is not the case. HCCI's
position as first ranking secured creditor clearly has a bearing on any solution, be it solvent
or otherwise, and I'm sure that your advisors will have explained this to you. The solution
involving them is however not an absolute requirement of us deploying a solvent solution.

CBC continue to put forward their proposal which has not changed as far as we are aware
despite reports to the contrary circulating. We have now confirmed on several occasions that
we will not be taking it forward unless there is a significant positive change in the offer. From
a commercial perspective any CBC solution needs them to contribute a material sum of cash
into the business to be commercially credible.

Clarity on the financial position of the business

In all circumstances we believe it is important that there is clarity on the financial position of
the business.

Within your letter of 1 August you state that we have not responded to your correspondence.
As I'mentioned above, I believe we have been responding to you in the timescales as the
circumstances allowed. In this regard however, I would like to draw your attention again to
our correspondence of 9 July. As far as I am aware you are yet to respond. That letter clearly
sets out a request that you confirm whether FMEL is insolvent (unable to pay its debts as
they fall due) or otherwise explain.

Financial position of FMEL

Because of your lack of response previously and the claims made by your ultimate
shareholder, we must again seek clarity on the position of whether the company is able to pPay
its debts as they fall due without further support from Scottish Government.

Cash flow - FMEL has provided a short term cash flow forecast (STCFF) set out at
Appendix A that shows total cash of £4.6m across the Group, £0.4m being in FMEHL.
FMEL has excluded £1.0m of Group funds from its cash flow on the basis that these funds
relate to other contractual commitments.

The total net cash balance is forecast to reduce from £3.6m as at 9 July 2019 to £0.3m at 6
October 2019. We are not aware of any further funds outside of those reflected in the STCFF
that will be received to increase this balance.

During this period, to our best understanding, there is no provision for payments to at least
some of the existi i i Z i as at 30 June
2019. ut no
explanation has been given for non-payment of the other balances that were payable by 28
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