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INDEPENDENT AUDITOR’S REPORT

To the Members of Mercator Qil and Gas Limited
Report on the Audit of the Ind AS Financial Statements
Adverse Opinion

We have audited the accompanying Ind AS financial statements of M/s Mercator Oil and Gas Limited (‘the Company™),
which comprise the Balance sheet as at March 31 2020, the Statement ¢f Profit and Loss, including the statement of Other
Comprehensive Income, the Cash Flow Statement and the statement of Changes in Equity for the year then ended, and
notes to the financial statements, including a summary of significant accounting policies and other explanatory information.

In our opinion and to the best of our information and according to the explanations given to us, because of the significance
of the matters described in the ‘Basis for Adverse Opinion” section of our report, the accompanying Ind AS financial
statements do not give a true and fair view in conformity with the accounting principles generally accepted in India, of the
state of affairs of the Company as at March 31, 2020, its loss including other comprehensive income, its cash flows and
the changes in equity for the year ended on that date.

Basis for Adverse Opinion
We have analyzed following factors:-

i) As mentioned in Note No. 36(a) & (b) of the Ind AS financial statements, the Sagar Samrat Conversion Project
(‘SSCP") undertaken by the Company has been terminated on October 10, 2018 and bank guarantee aggregating to
Rs. 142.19 Crores (which includes guarantees of Rs. 35.2 Crores issued as security towards the advance received
from ONGC) has also been invoked by ONGC, The Company is in arbitration proceeding against ONGC for the
wrongful termination of SSCP and raised a claim of USD 252 million in the subject arbitration. The Company's Legal
Counsel is of the view that Company is likely to succeed on the ongoing arbitration. Further as mentioned in Note No.
36(c) of the Ind AS financial statements, the Company has also availed the litigation funding from the existing lender
i.e. Axis Bank for the subject arbitration. However as mentioned in Note No. 36 (e) of the Ind AS financial statements,
considering the contingency, commercial complications and time involved in arbitration proceeding, the Company
has requested vide letter dated March 5, 2020 to its parent company for waiver of outstanding loan as on March 31,
2019 including accrued interest and further not to charge any interest from April 1, 2019. This change in stand by the
Company demands fair application of the principles of IND AS 36 on the amount receivable from ONGC. However
the Company has not done any impairment testing and not provided impairment loss on the subject non-current
asset. In the absence of any working for impairment as per Ind AS 36, the impact of impairment, if any on the
Statement is not ascertainable.

ii)  As mentioned in Note No. 27 and 36(e) of the Ind AS financial statements, Company on the basis of letter dated
March 17, 2020 from its parent company has reversed the interest expenses of Rs. 4.17 Crores booked during Q1 to
Q3 and its corresponding TDS. Similarly it has not provided interest expenses of Rs. 1.36 Crores due in Q4 on loan
taken from its parent company. To that extent interest expense, interest liability and loss for the year ended March
31, 2020 are understated. Also by not booking interest on the outstanding loan amount from related party, the sub|ect
transaction will be a violation of Section 188 of the Companies Act, 2013.
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il As mentioned in Note No. 37 of the Ind AS financial statements, Company has accumulated losses and its net
worth is fully eroded. It has incurred net loss during the current year as well as previous years and its current
liabilities exceeded its current assets as at the balance sheet date. The books of accounts show negative net
worth of Rs. 227.13 Crores. It is unable to repay its debts and statutory obligations apart from other
obligations/commitments. Post termination of only available contract with the Company, there has heen no
business activity carried on by the Company. Further there has been constant reduction in the strength of staff.
However accounts have been compiled by the management on the basis of gaing concern.

Appropriateness of the going cencern basis is dependent on the ability of the company to generate adequate
finances to meset its obligations and to operate profitably which in our opinion after considering factors
mentioned in paragraph (i) to {iii) indicate material uncertainty which further raises significant and substantial
doubt on the ability of the Company to continue as a going concern and therefore, it may be unable to realize its
assets and discharge its liabilities in the normal course of business. However the company has prepared the
financial statements on going concern basis which is inconsistent to the applicable standards. Therefore the
financial results for the year ended 31st March, 2020 which have been prepared on a going concern basis do
not include any adjustments relating to the recoverability and classification of recorded asset amounts or to
amounts or classification of liabilities that may be necessary if the Company is unable to continue as a going
concerm.

iv) As mentioned in Note No. 12 (a) (iv) and 12 (a) (v) of the Ind AS financial statements, the lender has classified
the company’s account as NPA since February 2019 due to non-payment of interest due on loan. Further the
subject loan is repayable on demand and it has been informed by the Company that it has still not been re-
called. We were unable to obtain any direct/indirect confirmation from the bank on the subject matter.

v) As mentioned in Note No. 43 of the Ind AS financial statements, one of the director of the Company has
resigned from the Directorship of the Company as on February 26, 2020. As per Section 168 (1) of the
Companies Act 2013 read with Rule 15 of the Companies (Appointment and Qualification of Directors) Rules,
2014 the Company has not filed e-form DIR-12 relating to the resignation of such Director within the stipulated
time. Further as a result of this resignation, compaosition of Board of Directors is not in compliance with the
provisions of Section 149(1) of the Companies Act, 2013,

vi) As mentioned in Note No. 33(f)(a) of the Ind AS financial statements one of operational creditor has filed
petition under section 9 of Insolvency and Bankruptcy Code 2016 (IBC) wherein the Hon'ble National Company
Law Tribunal (NCLT) Mumbai bench has kept status “Reserve for Order”, Final order has not been issued until
date of reporting and hence further proceedings under IBC is yet to be initiated. No legal opinion on the
probable outcome of the subject matter is available with the Company.

vii) As mentioned in Note No. 33(f(c) and Note No. 36 (d) of the Ind AS financial statements one of the consartium
partner in SSCP (‘'GPC') has filed a claim against the Company in Abu Dhabi First Instance Court wherein the
Court after review sought for work undertaken and change of assessment base, ordered the Company to pay
USD 5.7 million and interest @ 5% p.a. from date of case filed until actual payment. However the company has
not accepted the claim and recognised Rs. 22.97 Crores as contingent liability on the subject matter. In our view
since the Company has not appealed against the subject Court order and further in absence any document
which provides evidence that Company is planning to pursue the matter with higher forum, it should have been
provided in the books as claims payable to GPC.
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