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Executive Summary

The Palot Audit of Mopam Copper Mines Ple saw in its fiest phase (Februzey 2004 significanly dedays on
the hunds of Mopant, bur in the second phase (October 2009 the management of Mopan: was much more
conperauve and responded adequately 1o the requests from the auditiog team. However, there are sull
iseies lelt to be dowmented and sull final controls to be made by the ZRA before 1A can finalize
supgested assesament,

The seope of work i the Piot Audit Mopani has heen a full review of (1) operatonil costs, (2) revenues,
(3) teansfer prcing, (4 employes expenses and (3] overhends:

I wrder to have masinnam benefir af dody pilot audits of several mimng companes, & selection aof
documents was auditéd offsite and only after immal audit acrions were finished and comparative xn:tlyai:c
partly done was on-site visits conducted for clanfieation purpeses. Most af the canfoatons were recemnved
dunng the swlit in Oerober- N avember 2009,

The comparative analviis, which has been finabzed over 2 number of months i order to oot & best possible

i ¢ h g B
picture of the mining industry, demonstrates in the view of the intemational audit team that the extstence
of Mopam expenses are in doubt on the followang wems;

Hven a sipnificant ierease m the specific index relatve 10 the general ibour index of Zambia
cannot pr]am the mcrease m the labour cost when we have already taken mtooaccount the
increase in the ]:rmluumn volume {labour cost has been trearcd as.a vanable cost that vartes
with producton ._"LIJuaJ. LS M mullion of the LS 90 nullion 35 thus s unekplainable.

- Fuels have more £ h"” doubled dl’ﬂﬂg the penod, and since merease in production volume has
alecady been taken o account and fuelis treaced asa Fally vansble cost, thys micrease is
unexplainable even if we rake into account fugher fuel prices than the fuel index showuld
mdicare
"x*lu:m{-._-, wost lias increased over exponentially, and the difference = ouistde the houndanes of
the Gost analysis, gven The steady shile ore treatment,

Insurance, sccunty and =afery has mereased vver exponenoally, and the difference 15 autside
the boundariés of the cost analysis, given the stedy state ore treatment,

Orther, spares and admin hasincrease over exponentially, and the difference s ouside the
bodmdaries of the cost analysis, given the steady-gnite ore rreatment,

The general ledger diva wias prosaded by Mopani mulnple times, as mconsistencies were found
ut the vngnal and rultple follov up datasets. No cxplanghon could I:n. prfmduJ by the
\[:Jrhﬁl‘ll cImyg SOVEES 1l ervIewed durmg e darg PIOCUICIIEN L Process, [.n.nrmﬂnnl}, the

geseral ledger wnd el balance dav -.ould not be complercly matched, despite the numerous
attemprs with mulnple penceal ledpee darasers. This inrroduces is5ues sur rounding the

v .l|]._i ation of GII.E"I. wineh © {_rl'l}p!;ll_ wed the aadie lessimes” ,n],h\ =39 and redulis

Llencoze 15 chargmng fraght charges {reshzanon chusges) based on fixed fees for delivenes CIF
]{‘T[_hu_ialml Ttz even though the acrual shapments are m ade 16 o her ports, ofien clofer in
oo |[‘[1'. W dn thetelon Assmne that Mopane s overballed warh treighr charges, but have
fit been able to ealeulare ARy M m-:“mn effects due 1o lack of docwnentaron:

Ty s vases the documentanon of the ex penses wasnor onenal myvoices, we also noted that
—

IN SOIME Casts ey, actwally did tat ind the supporing docunenlation of 4 tramsacnon
H It spems hke the COTLPAny b USILE inCorTest d|~.]-.r_>5‘1[ proceeds for Tay purposes, There 1

i .!1.__;.1._ Slenl 7 roval
accounmg ner book value in caleulanon Talinang allowances instead of using the meome tax
swertten Jown value.
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The completeness of Mopant's revenues s douln on the follawing irems .

- We believe that the rel ated purty sales and pricing mechamisms are not i accordance with the
agreement disclosed, or the arms lenprh prnciple, This should have inpact on the rax

assossments for |I-|_E,rmd under review.

- W have iWdennfied different hedpes i bods goki A:I'I-d. 51h’{_1 These have niot Leen recorded in
[hl..' ElLLf}IU!TS !.1'I. X Cl.".l]‘.l*i‘-!l:'r:r !I'I'I.ann{_,i’ 1y D1‘| SE’[?’ATHIU ACCOLUNTE OF “,'][h_ .-_{14.””4_ TJI".I: ldE'ﬂT.lﬂL.ﬂ.liH:l‘l
marks. s 2 resultwe h.u' nor heen able to venfy the acwal volume of dedvarive transacnons,
nor the e lary et R this have had on the scoounts.

- Analysisan preducton volumes has idennfied significant devianons or

bath wopper ind

eobalt. We believe that further i v EATEatIons should e made to venfy the comectness of the
production fpures and rhe consisteney with what has been secorded in the accounts,

The prlor audit bas shown that theee is 1 high need for a determined effort a1 collectung the taxes that are
assessed under the laws implemented by the Zambian padiament. The pilot audit has further shown that
ZRA needs the Ministry of Mines 1o follow up production volumes from ore treated via produced volumes
to sold metals on a maore consistent and comprehensive basis in order for the ealeulanon of toyalty o be
religlile, Last, bt not least, the pilac audit has shown that there s a high need formplementing punitve
ITICASUICS AP RIEL

= compamics that do nor pay their taves on ame

- companics that does not cooperae varh the ZRA and make audits more expensive and lengthier
than reeded.

GrantThornton ecéen
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1. Mandate and purpose of assignment

The Zambie Revenue Authonty (ZRA) has engaged an internasional tax audit 1eam, consisting of experts
from Grant Thomton and Lcon Povry, toassist in a pilot review of selected mining companies. Mopani
Mhrmang Company Ple has been selecred for a nared revaew inthe pilot audie,

The proatzed goals for the roview of Mapan are;
. Hasts for Windfall Tax {and other taxes)

w Producnon levels

. Cost levels 1o rhe indusiry
2 Problem areasin the indusery

A, Completeness of revenues

b Vabidiny of costs

The focal point of rthe review 15 to audic a significant and representanve part af the mming industry and to
cover significant problem areas idennfied duang the inttal phase of changing the Zambia fscal system.

In addinon to the verification work on revenucs and costs, 1t 15 part of the audit 1o confirm the vithdaty of
tax calculanons for the companies, 1o the extent thar it is possthle faindfall tax to be included woder all
crcumistances)

The ZRA was responsible for ensuring that the audit team got access to the company's accoumntng records
and relevant supporiing documentarion, while the stemational audic team has been responsble for the
magenty of the meetmgs with thi: company topether with the Assistant Dicector Feter Phid, ZRA. In arder
far the apreed seope to be achioved, the audit tepm needed physical access 1o the accounnng material bath
wirhun and outside of office hours, Further, for the upri.ma[ use of the audn team resources, the ACCounting
matetial for the different companies needed 10 be in the same location. T'he audic was performed ar the
ARA ofhice in Fatwe, combined wath field visis 1o Mopant’s offices i Farwe:

The mrernanonal wudit ream has been responsible for the team composinon, the audn methodolopy
apphed, the audir rechniques unhzedand deafing the repont for the pillet tax audir,

2. Scope of work

The lh“nmmg ateas have been selecred forcontesl: '
= production volumes

- puong of products

= beproduces anc other revennes

- denvanves and hedpng

- '\'!Il.il'.i![‘_.' of Cosis

== Lt rl.‘ll'\.:'?l.rl:.'c ‘disconirs

- rrmsfer poontg

- owerhead expenses

- deprecusion

- umplayment coses

Grant Thornton eCén
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£ ﬂppmach

Iy Companics selecred tor audit

Mapan: has been selected due ta (1) size af s uperutions and {2) the hugh cost level

2} Team sclected tor the audit and organizaton of ream

Eean Pivey was approached by the Government of the Repulbibc of Zambia (GRZ) t perform g prdot audir
of the mumng campanics, due o its former expenence with the mining compames throngh the fiscal
adjusrment process. Econ Piyre did not have enough mudit capaaity to perfom the audits alone, and also
lacked local presence and therefore partnered with the international audit firm Grane Thomton o complete
the ream. After the initial audit visit in Febrmary March 2009 it was agreed o switch project leadershup
from Feon Povry to Grant Themton.

3 Auditapproach

The audin approach has been 1o do an analyical, comparative and doctiment lsed offsme Mdesk™) audat,
to be followed up with on-site clanficanons and follow up.

The following sequest was senl 1o thie companies oo 22 Dgcembe 2008:

e wash tooanfonn vou chat we wall T conducning g t:nrnprehmsw:t wconme fas auche

cammiencing the first week of January, The audn wiill cover the tax veass 2006,/ 2007 and
2007 /2008

et the comprehensive namre of thisaudic n will he dene from vur offices and nor vour
PICITISES, However, officers from the muning ums of the Domestc Taxes Division will Te visinng
wvene o cofleet all the relevant records and documents. As far as poossibile we would prefer
colleer electrome records and docunients

Pursuant 1o secton 45 of the Ineome Tax Acr tlus serves s notice fara request of the following
informtion:

o pencral ledgers and teial halances

s accounts recervalile and pavable ledgets
ciirsplére cash aid Tk ledgers

e slupment documentations

o all sales ovelces vonchers

o all cost imvorces vonchers mcluding expenses and overheuds

ol documentannn pertumng to related panty transeeions, incluchrag a list of afl related
paLITres

o poboesand procedures relunng to ncecompany and ather reansfer pricing transactions

o dervative transicnons tontracts and-documentanon

o any other ducsmentation that the auditars min reguiire 16 underiuke thorrwerk

A regrds rem 1w also eguest Toal Balanees fear the vewrs 234 2005 and Z05/ 6. We do
ase, Hivwever, need the full General Ledger for these vears.

b GrantThornton ern

3 Crearet Thosnton 2000 i Econ Poveny 2010




Fage &

Your cooperation inavaling this mformation will of utmost mportinee in ersuing @ speedy and
smoath aondi”

Fallowing protests (tom the companies reparding the volume of documentation regquired, the audit reun
acceprod that ooginal cost mnices lie reduced 1o one month (June) due to-che bulk of these involces,

4. Process and challenges

The audit srart-up was posrponed sevenil tmes i order for the companies to deliver and ZRA to collect all
the relevant items on the st Poor to 9 February 2009 the internationd] ream received informaton that
evervthing vwas tendy to startsath the audit, and the téam assembled on @ Pebmany 2009 to start the aedin,

At the fArst mecnng 1t beeame clear that the comgpanmies had not delivered the requested matenal, and the
tearm moved office from Liusaka o Kinwe o proceed wath the provess of collecung the matenal from the
wenmpanies. The project leaders and the asastant dinectons from ZRA stasted a sedes ofmeenngs with the
companies dunng the first week, 1o exiract the requiced mfommation,

[tshould be noted that the mrernatuonal team leaders have not expenenced such g lack of complance in
anv ather country, and Grant Thomton Zambi confirmed thart this ammide s also aot typigal for ather
nclustoes S companes e Sarm b

On Thursday 26 February, it was decded 1o dissalve the entiee audit team due o the lack of complets
records and ro have the assistant directars from the ZARA follow up warh the mining companies, 1o scoure
the remaming delivenes,

Cherober 2008, afrer several delays, it was once span decaded to praceed wirh the audin. The companies had
sl mot delivered all the required documentanion, but it was deaded that the ZRA, wath support fram the
mternatonal team, should use oneweek 1o collecr the remaiing marersal Tnoweek 2 the aucdie teams went
ant 1o the companies to do the remaining audit on-site. The two reams audiing Kansansht and Mopan
succecded in finishine most of the wudin dunng the next 3 weeks,

¥ Grant Thornton eC@n
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5. Pilot audit results - Mopani

5.4 f.f.'gztf hasis

The lewal Lasts for the andits ts vere clear in the Zambia Tax Act. ZBA can ask for any documentation, in
copy e orgnal, e any place and any nme™ thar the ZRA finds sutable. There was thuz no basis for the
companies to délay delvenng upon the request in relaton o the mx andit

The eomjrnies have therefore been neglectful of their dunes under the Zambia Tax Sct and fatlure 1o
comrply with the request to provide full informanon under the audit should, in our opiwon, be pursued;
- ndmvadually rowards the compames 1o the extent thar penalee mechanisms are avalable
- collectvely h}r wnsntunanaliang penalty mechanisms, 1Psuch are nor avalable i the corrent

legslanon

52 Imtroduction to Mopant

- Shorr description of company

Alopant Copper Mines Ple s mening companye operating in the Republic of Zambia aath s regarered
office a1 Whkaga Centeal Offices in Kirae,

It vs one of the muajor producers of copper wnd cobalr and provides processmg facilities w other copper
aed cobalt producess on the coppethelr The company also produces Sulphunc acid

The Cﬁ!'['lpﬂﬂl:f CPCrATES WO MIUNS SICE COTIITEITE

Mufulira, which includes the Mubulie Mioe, Mufulics Concenteator, Smelter, Befinery and 2 Solvent
Lxteaction and Ilectro Winmng plant ; and

MNhkana , which incorporates the South e Body (S50DB"), Ceniral | Mindolo Sub-Yerrical and Mindelo
Narth Shafts, Nkana Concensrator , a Cobalt plant and o Sobvent Extraction and Electro Winning Plant |
T'he DO S met; als are sold locally and worldwide through its metal off-takers in "ﬂ.x'jLle:].ailli {_tlcnmrc
Inluruﬂuuua.l Ag. Glencore ‘ath 4 major share holder for the company, through Carlisa Investments
o o the v oW -? 19 of the shares. First (Quantum Minerals Lid owns 16.9%, while ZCCM owns 10%,

. Tax assessmoent overviow

1. Revenue recogniton
We rned to test the overall production volumes of Mopeoy apans the reported production 1o the
Almstry of runes, but the reporting o the Mintstry was not caprured consistently. The canclugion
] g ALZLLY

s thar the :"ill.:'l.l‘:'\'l:'_ll' needs to tr_',,l'fnu; e mel“rr”}n TCparnng on mn more comsstent ancd
comprehenstve basis in the futare

We rhen rested the maer constzrency m the company’s ovn producion volumes and have fowul

weonsistencies. The nconsstences lave not been explamed by the comipany and needs 1o be
puzsiied

Minimum follow-up action after the pilot audit

- Al of Mines need o Reep menthle upto-dare production everviews for the ZRA's use

- |'.|"-=|I|1"|‘.‘. LIE 411 '|'|| I_Iu,:II,'IL'I!f'Iil 181 |.l ICITHEFIENT (0 Ty | 1-FI'H'I'| 1|1t‘ 1'-;:rn]'|-.1!1'. -

GrantThornton eCén
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Transfer pricing in revenues
Mest of the overall producnonis sold ro f:]LnLurc I'rtlaicd company),

o hased onoa "Copper
"-Llrl-;eun}? and Ofake e Apreement” The ﬂgm‘:nuu t mentioned 15 1 fact an agent AQTECICOT,
statng That Glencore s 1o operate as the sole sales and IJI-.!!'J-AJJSLJh agent for "~1Gp¢l:l'l..‘l The sales are
1o be made ar {‘.IﬂlqﬂT\TE ?:1111“_1'7.'::.1{]_ seitlement quotagon averaged over the TL]'.‘:'\ ant
ql.ml:ammdm(xi plus a E-.-n,muune]m a discount and less a r-.a.'l.u.l.nnn ch.trg-. toir freight,

We have pecformed procedures to test if the goods sold 1o Glencore aze comparable 1o any similar
salesto third partes, The trade terms and condinans granted have heen compared 1o these granted
to third partes.

The C -ompany | has net heen able 10 provide us with L'u"tdmw that the © _ampany sales, which mastly

are relaled pasty rmnsactions, have been entered into sccore ching 1o the arms lengeh ponaiphe. AR A

showld consider whether this should have mmpagt on 1he lax assesanent,

Derivatives and hedging.

By sampling & number of imvonces and 1esung them for diffecenr paramerers, we have sdenufied
diiferent hedges in both pold and silver. These have not been reconded i the accounts 1o 2
4._{_111 Sistent mi |1'|.nt:1', o on separnte Accounts or witl |.].lSLL11c[1"." J.l.ll::ntliiﬁm‘m itk

As 7 resalt of this we Hive not been able 16 ve afv the acrual valume of dervative trnsacions, nor
the monetary effects this have had on the gooounts. The Mopani Management have been mven
several opportunines o revert to us with their responses to our formal letters, bt have as Beas we
are gdumre 108 reverted 10d proper or tmely manner.

Based on the abiove consideranon should be made as how to proceed to be able 1o conclade en
whether the informanon that wean Gt have been given 15 correct and any monetary effects this
have had on the assessed 1axable prafu. The lack of COOPEraron should at sny treumstance be

mven conseguences for the company

Operational Costs
In some cases the documentanon of the expenses was not ongmal invoices, we also noted that i
some cases they actually did not find the supporing documentation of a transaction,

Tinimmum follew-up action after the pilot audic

The ZRA should consider whether they find i necessary to reduce the i deducnble casrs due
10 this.

h"t—n;nn: i Ll:'l !r?'lmr t:u:‘-hr Li'I.'II.I}"{" .Ltl::"l].i?‘l.nl:m Lh'ug_ﬁ; Tiased on Fxed Dees lu: deliverses CI17

LEOET sph.. W du I]!I'.‘:ILLI.}IL assumme [hﬂ \[opdm oo u:rh:lllt:d with trtlghl chisrges, hur Tvave et

leesy able o calculate 1 any monetany eftects due 10 lick of documentanion.

[t seems like the company may be usmp incorrect disposal proceeds for tx purpases. There 1 an
nconEsrent profin t/loss on chsposal of fasd assets: The company also seems 10 be using

.uu)unlu[;_ et ok value m i..l]-;.iIHLIL}n T l-.ll'll:lf.l.l:' allovaranices mestemd of g rhewncome 1ax
weritten down value

Mintmum follow-up action after the pilor audir:
ZRA should go rhrough the gams and bosses disposimons 1o make sure that the company uses

the correct chsposal |‘.|:|'n.:l_‘£.'l.".:1.

GrantThornton eceéen

CCreanr T heernton 20100 0 Feon Tovrs 2ilu

. WU



. . ORECgUeEnees $ for tax PrRyments and mx system

W sugpest that the ZRA does anew o LK AssessEnen! hased on the resulis mr the audir, the zesuly Hrthi'

fl‘ld.[]"i_;‘ \mu]d |.H.' that Ih-:, 1nx-h L-:rnuj tmn‘mm would he m.nemﬂ' lower. Tt wall also have an impact on the

Consequences for the tax svstem and the tax admumstration from the audin:
- the pilot audit has shown that there s a great need for a determined effort o eoillecting the taxes
that are assessed wnder the laws mmplemented by the Zambian parhament
- the pilot audit bis shown that ZRA needs the Ministry of Mines to fallow up production
violinies. from ore treated via produced valumes 1o sold merals on 4 moe consistent and
comprohensive basts 1n order for the caleulation of Erovalty to be reliable
= the pilot sudic has shown that theee 15 4 high need for implementing pumitive measures agamst
companies that do not pay thedr taxes on ame
S compastes that does not coopente wath the LRA and make audits more expensive and
lengtheer than necded

5.3 Comparative Analysis

The comparative analvsis has shown thar
- Thesales revenue of Mopants progressively devianng frons the LME cross=vears
= lhe sales revenue of Mopant 15 consistently lower than for the compames compared wich
= Thecosts of Mopaa s consistently hugher than for the companmes compured with

Thers are clearindications feom the compaatve snalvses that there are mugor problems wath both the
revenues and the costs of Mopam. Revenues are sdequarely handled m other pates of dus repuzl.

@ Grant Thornton eC‘%n
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{Cost analysis
The mimngy eompanies in Anmbia have a significantly hipher eost base in 2007 than in 2005, We have
analyzed the movement from 2005 to 2007 Lased on %e-age of fixed cost, chianpes m volumes and indexes

For different cost caregornies, The result for Mopan is shown in the table below:

Actual Indexed Acwmal Differcnce

o Category Fi Units 2003 2007 2007 2007

Fhoug: P% MLUSD 103930 11815 20850 > 9035
~Talecencity 63 % Ml USRI 41,13 30,28 4458 5,31

E & Truels % Ml U810 14,12 6,76 29,75 13t}
B2 lixplosives 0% Mil, U813 68 54D 619 (.79
EE fums 0% Mk USD 118 378 171 093
g 5 Lewvies & Warer 0% Mil UsD 229 2,00 4,80 220
ﬁ E Drevelopment Cosr 0% Ml US> NN {00 0, (H} 0,00
ET  Tech & Mainrcnance 20 Ml USD AT 6dB 4.9 1,46
."E :T Mining Cowr T S, 178D 184G 21,07 30,15 008
E % Insurance; Seeunty & Safery 72% Mil USIY #24 .42 14,44 6,00
£ '_gl Oither/ Spares7 Admin 44 & Mil USE RS 3955 T4AE 35,08
Té {: Concentratng &% Mal USD 40,68 3330 62,51 2,12
= Smeluny, Retnip & Traiipon 30 e ML USED 25,52 47538 410 -3
Ridua] Costs” 0% Mil, USD a4y 500 21027 20518
]"-.:i[l.!U&i.Hﬂ o - 0% Al LS [RRAEH [RRAIN i), [RAL

Tuotal 3762 (\% 42364 ﬁff'-l.".'-'ﬁ 381,21

T
Based on rthe analysis, the cost an 2007 15 U503 38121 nulhon Jugher than one would expecr oaly based on
the indexes uzed and the changes i production vohune mothe Mopam sune. Mopans 159 mune that bas
been i connnued operanans through the years 2005 10 207, There are no major developmenss thar have
been commussioned dunag the penod that should gve major structueal chanpes 1o the cost basis dunng the
penod 2005-2007, The production has been at approximately the same fevel through the cotire periad,
except for the Mufihing mane that has mereased fimshed prodicnion from 70 thousand ronnes i 20005 10
V13 thousand tonnes in 2007, an increase of 43 millon tonnes. This is equal 10 w0 inceease in revenies of
appiresimately U803 237 mallon ar USE 2.5 per 1, matnde bhased on incecasing purchases of copper
concentrate and copper scrp since the ore dreatment i e Mufilie mine has ot increased dueng the
perod. Ay developments 1o increase Mapam's own ore resorces should therefore be capirabzed and
erirer the €as base through fuancial amortizanons and déprecations.

@ GrantThornton eC@n
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Fased ont the audi and our understanding of the minng operation the result of the cost analvas s due to
the following fctors:

L Vhe labour index used 15 the geneal labous mdex for Zambia, The labour index: fur the Copperbelr
15 higher, but we do not kave s specific index only for the Copperbilt. However, even a significanr
nerease in rhe specific index relative to the general labour index of Zamlias cannot explan the
incredse i the labour cost when we have aleesdy taken into account the increase in the production
volume (Jlabour cost hus been trearcd as o vanable cost that vanes with production). At least USD e
S0 mulhon of the USD 90 maliion is thos ungxplunable, One explanation could be that costs thar —= |"’ L it

F.};:EL-:.]H Tiwe Teen capitalized have been mken as éxpense. [ é :‘/.{f";/
2 F.]{'L'I.l'.il.‘_"i.lir'- IJ:%ﬂg& iswathin the ISH;L:I'.'ITHE?}-' imies of thetas analyss snd 15 reasonably linked 1o o, s
smeltng and refining more copper concentrate or copper sciap. gl =
3, Fuels hive more than deubled dunng the penod, and since incresse in production vilume has —_—
alreaedy been taken into socount and fuel is rreated aga fully vanabile cost, this erease 15
unexphainable even il we take o acoount higher fuel prices than the Tuel index should mdicare,
Cine explananon may be thal copper concentrates and copper scrap has demanded an
extranrdinary amount rmnsport distance and that Mopard has used own erucks to moveir, This is
not consistent with the genetal picture in Zambia, where mose of the copper produce 15 hauled
long distce by exrernal Grms. Another explananon could be that coses that should have boen
capiralized have been taken as expense,
4. Explosives have been analysed almost spar on, which 1s expected based on thae there has not been
any significant changes 1o own ore rrested dunng the penad.
Tech and manignance has increased and the difference 15 warhin the linuts of the cost analvsis and
15 alza an loe wath develepments in Tech and Mauntenanee i the other compunies.
B Mimng cost has increased over exponentially; and the difference 15 ourside the boundanes of 1the
cost analysss, preen the steady-srate ore rreacment. Oine explanation could be that costs thas should
hava been caparalized have been taken as expense,
Insuwrance, secunty wnd safery bas increased over exponennally, and the ditference = ourade the
boundarnies of the cost analysis, mven the steady-state ore rreatment, One explanation could be thar
costs rthar should have been capiralized have been mken as expense,
Oither, gpares and admin has inerease over exponentially, and the ddfference is ourside the
boundities of the cosl analysis, given the steady state ore rreatment, Choe explanation could be thar
costs thar should have been capiralized have been mken as exponse,
B Ceomcentrarmg had mereased and the differenice is wathin the limits of the cost analvsis given thar
funal produce hasneressed wathoat are teeatment having increased. This 15 consistent with

o T —— — ———

L

:'\'j‘.'l

‘I]IlIL'E'I:-]!S-l]E,'-_': i-]l]'IJ 1IEJ{|]{EL TG Concentrate,

1 smclong: cehmng and teansport had increased less than the analvsis indicates, bur the difference =
withm the hmies ol the costanalvas,

11 ﬁi.‘:‘ﬁ!dl]}l' cast has moreased by LRRD 205 milhon from 2005 o 2007, This change 15 aleeast ciuicely
w connilinaiion of 4 ne IIJL_rt-I_::ii'_iJl mets] :aEL}E[-;_fJ_F_:_LpPE:}_uﬁl{-]} UL 33 milhon and aninerease in
purchase of copper serap of approsunately USIY 266 muilhon, @ ner increase of VS0 215 million Tt
I El ﬁwtit'fli_ril_a_qu_ s expensc scrap merl of USD 266 when the net value ar USD 25 per
|'Ci_‘-__CJ_I--rl]_L}_E:{.\id_[ﬂ'l’n‘]lJ':.'1_J_f.£;d_§ L_“’_TJLEE‘:ﬂFrF Lgiven that thewe ace no mereas

s puarchases
nf goncentrate, which sngonsistent wath the rest of the cost analyas). One explinanon could be

that u significant potion of the copper scrap should have been capitabized as prepad bur has been
taken e expense

[hie crher casrs have only relatvédy nunor changes or ace munar 10 thas natuse To the Best of the
analess wams Enowledpe, we believe thar the Mopunt cost struchue cannot be trusted to sepresent the

e natire of the dissts of the S lEJHI]i |1u1:i.ng |_1pcr:iri|7:-n_ and there 15 reason 1o fallon up the
||_r'|1_'g_|\'gu|'{-(5 PACEHISTSECNCICS 10 2 71008 du!r;‘n‘:linr:d narrnee,

@ Grant Thornton eC‘fn
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General Ledger analysis

The general ledger data was provided by Mopan mulnple tmes, as mconsstencies were found in the
Dnglﬂﬁl ancl mulup]c ol e Ay datasers, 1‘1!'].111'4]:;]}', prrors were encountered when dc‘.'{'ln]'uing a
[:s}[1}'|'1rr_v.5-il_'.-'r databmse LR the first -\:Ea';.h E?],‘l’_]'.'.il'.ll:l.]. Tt should be noted [|.'I.,."I.f rI:c: gt.‘.!l'lttT“:ﬂ lt:d.gl:: ERITITLLOES
based on the first version of dara differed from thar peovided m the second wersion and liter vessions
versus the second version, cven when accountng tor the ermors, o explinarion could be provided by the
Mopam employees interviewusd dunng the data procurement priwcess

The Mopan general ledger data was analvzed wath s focus on marching finanaal statements and tral
Lralance sumunanes. However, this summary is 2 mere foemaliny and 15 usually only the Aest step b
understanding the cost proture. Unfornmately, the general ledper and trial balance data could not lie
completely marched, despite the numerous artempts with muluple geneead ledger datasets. This introduces
wsues surrounding the vahdaton of dats, which complicated the audic teams’ analveis and resulrs. On-site
eonsultanan with Mopans stafl produced more questions than answers with respect to the general ledger,
The most mtercstnng of these instances 111\'01%1':@5:__".[ppqm on-site svstem being unable to replicate ftems
i the Tnuncial fystems during gm:,r’ll_: sting of general ledper cr data ﬂl:l'.lﬂ'.' [t should e noted thar staff
rufaver m"n,'_ﬁm ‘Plaved some role i the lack of informanon surrounding some of these ssues. That
bwing smd, it rermams a serious issuc that the audit weam has been unable to hok the general ledger with the
trial halance, which supgests that there may be jlems outside of the general ledger that may ha‘.c to be taken
it account in orde o 16 arave at the tmal bafance. Mopani staff has not volunranly pmmmvd such trems as
cxplenations [or the discrepancies Mnrm] ledper checks supported the hvpothesis of lugh
vanance costs, the canse of which was not casilv disceraahle, parhcululy with respect to that the andit ream
does not seem 1o bave (he full data population bulding up to the taal halanee.

_-'

‘Ihe general ledger data was further analyzed wsing both a macro- and mucro-level process, whereby
discrepancies were solated wathin the contex of toral costs, caregonzed costs and mdividual line items.
Such anabvsis 15 compuranonal wrensive, and requires symificant inpur theoughout the process. These types
af analyseswere unlized hecause imnal summare showed either vatance 1 major cost categories that could
nar be peaerally expluned by ather exogenous price levels or producnon volune(s),

The main techmque employed was a standard deviation ourlice calculapon, whereby the general ledger was

summanzed af o monfhly level CIBscrvanons wire e 1hen L\[J"JEL"-I oy various firers 1o account for price

levels and producton volumes Cilservatons thal were pwvo st-.':nd.lrd deviations or more from the sample
mean were flagged for teview by ZRA and Grant Thomton staff. Manth leve] secounts meluded: Iabour
costs, such as emplovee reeminal pay provisions and general contrsctor puyments; processing inputs, such
as sulphunc acid; fuel costs, mehuding heavy fuel oil, diesel and petral; and reshzanon charges which wen:
likely linked 1o hedizing oporanons. :
Febuate analises were dlso unlized, where the penenl ledger rebate observations were mirched wath
cteditors to ascemain the extent of such somvity on costs, Thisanalvas solued some labour, mamtenance,
andd urihity charges that were further mvestigated by the vanous audit teams. frshould agam be noted thi
aucly analvas ¢ compurarcnal mtensove, and additional nme and resources may yield peneral ledger
ohservanons reguimegy follow up:

Further general ledger analysis was provided on an ad-hoc basis 1o assige the audir team, including the

mvestganon of hedging practves, smeltig and refinng pracuces, and setting-up remplate caleulanens o
agprepate data toe the awdic s,

Grant Thornton eC@n
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Tral Balance analvsis

The Mepani tral balunee data was utilized ro assess muining cost categones primatily in the context of the
Eeon Poyry mining model, o customized and lughly evalved maning medel. The toal balance data was
classified wang automated technigues, and then cach ttem was reviewed by hand 1o ensure CONSISIENCy,
bsth for the model caleulation and cost category classification. The resulong 15 cost vatepnnes were rhen
sphit mnto fved and varable costs and exposed 1o varous cost indices, specific to Zambia's mining industry,
tocobtan estmated mung costs by category, The muining mode] calcudanon EOZHIE COMTMLS Ty
whosynerate elements to ensute accuracy wath the comrplicated mining cost picture, including torlling,
exploraton, development, and smeling/zefining speafic customizations.

The eomplenon of the nunmg model inputs necessitated a very deep investigation of producton amouns,
including rotling sgreements, which further mded the audic ream by standardizing ind colleonan of relevant
data, Addinenal areas of coopermnon nelded exchange rate projecnons, electriciry indices and other
outputs of Yambi macro-cconomerme model vsetul o the audit staft, This owside informamon was
incorporated within the muining model to produce very nuanced cost estimares based on taal halance cost
dita Thas analysis 5 moze thorouwehly explosed 10 the cost analysis above.

Financial Modelling

Varous financial modellng exercises was performed thar vielded insight into specific data, including
mterest rate caleulatrons and foreign exclinge, Some of this snalysis was prounded in penieral ledper
obsercinons, and the resuliing invoices procused to assess outlicr ohservations, This sUppOrt was prmanly
mmed at understanchng hedping praceices.

Suppliers Data

Addimonal support was provided ro the ARA auds stalf via the compilanon of s supphers database,
compased of dara prosaded by the mining company, The speafic odenal file charcrensncs made the
analysis problemanc, and 1t was necessary to provide the data in 2 more user-fmendly format for borh the
ABA and Gram Thoraton audit regms, This data was ulnmately taken by the ZRA for deeper Inves g ien
b vanous categones of expenses that were speorfically dentified by analyses.

GrantThornton ecéen
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5.4  Revenue analysis

Thie gulor audits were orpamzed munly due 1o two differenr observations; (1) shimply inereasing cost levels
in the muining companies wnd (2 8 wideng gap in realized copper prce relanve o LME prces, This s the
intinl analyas for Mopant en copper poces:

Copper price US § per lb

4:‘:'0 PP - S I
— —sMlopam =—_ME price I

] A |
2.00 7 —_— S==E
1,50 / /

1,00

0.50 =

The analysizs o compartion of realised prices relanve to average LME prices in the prodocion gquarier,
However, the analvsis is Gy accurate since Mopani is for the most part selling cathodes (and not
concenteate) which aormally is sald ar M+1 prices. The quarter LAE prices are thus just slightly off feom
what we would expect Mopand prices to be,

The analveis indicares that there = a sigmufican poamg im‘.rl}]r_m foor copper in Mopanm. The inital auds
o m I ehruary 2007 indicared That thie Teason for this s Tong-temm contracts with the mother other compary
Glencore (via Carbiss bnvestments] wath haed poces: 5] h:mwn andicanons that the hedmng [':HI:I:E'Et in
Mipant 15 not normal. 1 he llustranen below llustmres © mdmnp paticmns for moving tasable revenue o
-::t—:mm—'m'w- true hedgmog: A company thist ooly wants to move taaiaie Teve rue of the country

will want to “hedge” o1 enter nta 2 fon ng fenn contract - ar the most favornable L(J"l ‘pomt, such oo hc:l:lg,u

oL Io:w_ telm ceniiact 5 s 1.]11 esnhh Ind at lhl:‘ hmmm ul: the pnu_ nclc Ty dmng it rhis way, a ¢ n:nmmm

WICTEAsE Prices oo rhu_ WY Up, as |.|L‘*‘:'~v:. ta the 1o of the proce L:A.L]I.. as |:~u:-:-1bh_ Such a company wll wine
1o hedpe when they feel thar they are closing in oo the rop part 6f the pnce cycle (ee 21n the lustranon)
They may lose further revenue 1f the prices contnue o climby, bur they will earn money when prices stan ra
Fell andd wll the way down the pove evele. The hedgop patteen of Mopant s more égual to moving asable
revenue out of the country than reue hedgimg,

Grant Thornton eC@n
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Whe have run a more comprebensive analysis of the copper revenue alone using M+ 1 for cathode sales and
M3 for concentrate sales m the runimg model.

Category Units 2003 2004 2008 2006 2007

Clospper revenue i rthe miaing model Mal LIS 26527

2008
44566 50556 87371 RAZRZ 109232

Copprer reveniie i rhe sl balance Ml 51 3N IULAT 0070 TEI20  BAT A9 TS TT

[Différence 20,93 5417 10486 -11250 15934 38255

Excepr for the vear 2007 there1s o progressive problem with copper revenue i the Mopan firsinesl
statement. The problem 1s sigmificant since v the vears 2003-2008 there 5% cumulated difference in

revencs t)t apprrmmﬂch UsD ) "['l_'m]l_m n LDDpc: revenes on]_ With almaost all the ¢ copper sold

LML poces dess wealizanon chaepes
and 51’!\ TEx COTPANY €ome 4| 'np mﬂa feasiug for E‘RCE". v sale rh:u_he pm:tt should deviate (significantly)

from this. This 15 further enhanced by the face thae Mopant has resisted the pilor audir ar evers su stage, and
has Lnnp-_ntml naast 1.|.11\»L]llm.1h witls the audit or 1ot cooperated a1 all This has been a g puficant pat of
wliy the audir has raken much longer ime than needed and cost much more than necessary

Phere 1= farther reuson to weogoize the “hedgng”™ of Mopanr (done swith an inreenad party or on volumes
that s sold internally) as mesving axable revenue ou of Zambia, and thos there 5 reison e dsallow the

“hedging” fuse of denvatives @ not berng wem’s length wder the QECI transfer pricay gurdelines
Fledging is treatedd separarely below

@ GrantThornton ecén
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There 1 also reason ro heheve there are similar problems with the cobialr revenues in the company. Below
ilhastration 15 the realized coball revenues compared with LME prices on cobalr,

Sales price cobalt - USS per Ib

35,00
—Mopani — m
30,00 —

25,00

20,00

15,00

10,00

5.00
, N f\ n n " A
SIS TS

Although not s wedimog pattentas for copper, coball prices are consistently below the LME paces and
there may be teason to reassess cobalt ovennes 10 LME prces less realizanon charges: However, turther
work needs to be done Defore the audin team can fivmdy recommend such o course of scuon.

W have tested the mner conststency i the company's ovn production volumes god Juve found
meonsistences i the copper production. The inconststencies have ansen in the last phase of the audiy
upon finalizaton af the production overview due 1o the delays cauged by the company, The inconsistencies
are relited ro source of produced volumes — ore treaned, concentrate purchased vr copper sceap purchased.

A we see from the rble the company 1 produoing much more copper than there 15 copperin the ore
e P D

S Ll
treated, This can be rraced back 1o the Mufl flira rme and smelter. The andit team have at 1he current poin

nat recerved detaded enough istormznon onthe sourcing of the metal gongantothe fnal product (copper
carhodes), We kaow thar 3opam has purchased o substantial amgun of copper scaap based on
mfnrmston l:I'I rl—L accoumis, it we have not been alihe rhumEh the anilysis, to Lnarnp-1|u_arsrnpth{:L~J\L
and detailed overview of [l production eyele o relavon to different sources of fmshed produce.

@ Grant Thornton eC‘g'n
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Wheet it comes (o pricluchion of colale, the US Geological Supvey 2005 Minerals Yearhook estimales o
tinne ourput of cobalt of 9300 metne o 2005 whech resulted in 4 reported meral cobult production of 54232
mictnc ronies of Amshed cobalr Thisequals 38.3% averge extracnoon e spe. Mopard have, with 4704
metne tonnes ecbalt in the oge, approximarely 50,6% of the ol cobalt production in Zambia (the other
15000 l:u’gl_- munes L Sambng, Kansenshr and KOAL does nat produce cebalr), The cohalr pmflm:rinn ot of
Mopant 15 sepocted ar 1777 merne tonnes ain 2005, This equals 37 8% average extracion %e-age. In order for
the average cobalt producton 1o be st an average 38.3% for the counted ass whaole, the other producers of
cobalt 1o Zambe moss have exteacted 3645 metrc tonoes out of 4390 merne tonnes cobalr o the g
reeared. T weoald have resubted wan exrmcnoon Sa-age of 74.3% for these munes; It ee nor believat:le 1l
Mopan has an extcnon Yeage of only halt of whar ather enbaly producers have,

Frmshaed Copperin Fished in Sold capper Sobd 10 %

Coppet are treared %% of CU prodiucnon finshed CL
20415 132714 129 493 102 3:4% 132639 P94 Sy
20K T4 7o 11353 124,2:% 134082 D50 By
2007 165 524 99 394 Lo, 2 % 169 383 102,53 %
Tt 430 ity 342 820 437 D04g

Frished zobalt i Finzshed Sold coball Solln %%

brished

cofult ore rreated Y of C0) production O
KIS LT 4 T 38 1766 T s
(MG | 437 4 108 350 % 1 466 102, (0 By
RO 1 721 4 420 % | GHY 98,1 %
Trotal 4 34 12910 48921

The audu ream has nor encugh mtormanon o dssect the full production cvcle of copper from Mopam
with the cursent dara. Mopant has vsed every oppermuntty available 1o hamper the progress of the audnand

the audat team are st the moament not able to fully conclude whether the copper praduction from Mlopant s
trastaworthe or not

The audir team believe ot bas enough mformation o estmare Mopans production of cobalr relanve to
other producers, and i s ol 1o be rrusted thar Mopan has an exeraction “e-age afcobalr thar s half thar of
ather pooducers. Mopand bas thus enhier fuled ro provide the audi team with correct production figures or
they are faking the numbers i order 1o have the production figuzes fir warh the cobalt evenue b e
ACCULDLTE,

W Delieve there s enoubesubsiance mothe diserepandies forcobilt than there are prounds for the Zambia
anthanes to evaluate funber wivestigaton o the cevenoe cvcle of the Mopant mane.

GrantThornton eCﬁn
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5.4 Revenues

There 15 no controls established by the Ministry of Mines (o check production leawing the plancs or erossmg
the: bprders of Zambia, o (iF such controls exist) these conteols sre not documented in such way that the
ntermational audit team has been able to access such information as an mdependent source of information
ot daily, weekly or monthly producton volwmes,

The audiz team has not had access 1o rehable customs summaries for exported volumes of metals from
Mopan, The impression hased on interviews wath various people, s that there are no reliuble border
controls that keep track of volumes of metal and concentrate in and owr of the country

Revenue recognition

Bevenue 1 recognized ar contracted or market paces less realizvton chagges when the nsks and rowards of
uwnership pass to the customer. The copper producton is sold under prcng artangerments where final
revenues should be derermined b queted nuarcker prices in penods subseguent to the date of sale. The
preduces are provisionilly preced using forward contracis for the expected date of final settlement.
Subsequent vanations n the pnces are recogntzed as rovenue adjustments antl the prices are Bnakzed,

Transfer pricing in revenues

General comments

Mast of the overall production s sold 1o Glencore (related company), based on a “Copper Markertng and
CHT-take Agreement”. The agreemcnt was entered into n the year 2000 and 15, according 1o Mopani, what
legally regubures the mrercompany sales, The agreement 15 entered into with Glencore UK Lid, I:su[_t;n:
actual sale rransactons disclosed are, as far as we have been able o versfy, with Glencore Internanonal AG,
The agreement mentioned is in fact an agent agreement, stating that Glencorze 1# to operate as the sale sales
and markenng agent for Slopant The sales are to be made ar Offical LME Copper Grade setlement
quotition averaged over the relevant quotational peciod, plus & premium /less s discount and lessa
realization charge for fréighr. For the sales efforr Glencore should be ennrled 1o & commission (2%0)
caleuduted on the pross value FOB, part landing,. i
The sale invoces ;t_rc-_mlt-ied_-.fi:; with Glencore as the counterparty. The actual contraces between

Glencore and 115 customer are not recorded or diselised in the account iny rl:ujras_l.'rfl\f[ulja:-ﬁ This i nor

Cleneore are arms length and i sccordance with whit Glencore has charped their customers,

Mopan has, as baras we huve been able to determine, not been charged wal any sale commissions, This iz,
:L.;Lmu'n?mmmﬂ?ﬁt Teault ol dEvusaons BI:.N'EIE?_."-pou'ﬁ; and ZRA some veurs TE N
where ZRA did not acknowledge the commussions as 1ax deductble. Acetedmyg 1o Mopan management no
substitute for the loss:of the sales commisson = bewngr Elmr;_;:,:t-].

x. Apeloed — 4o (Er_/f{#_(ﬂ,-r [ X- _’ZLf

Grant Thornton eC _"n
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Resulis:
We have performed procedures 1o test if the poods sold o Glencore are compitrable 1o any sirmlar sales 1o
thitdl parties, The rrade terms and conditians pranted have been compared to those geanted to rthird partes.
Copper s being sold an terms that do aot seem 1o be consistent with arms leagih innsactions, The man
contract willy the parcat company for the penod toviewed indicares thar copper should be sold ar A +1"
prices {average LME poce for the monrh following the month of production, due o shipping), Copper 1s,
however, also sold under the following terms thar deviare from the muin contract:

- prves van be adjusced as long s 6 months after production (M6

- adjustenents do not appear 1o be consstent

- some copper is sold under an “old” contract berween Mopam and Glencore (in one instance

only 25% of LAE price)
- Prices scem 1o e determined h}' the [Rrent Company, L.e. the purl_'hﬂ:s.nr.

A faras we have idennfied, no link exsr berween the provistonal inverce and Gnal setlement 1 the
secounomg mareral disclosed, This lick of audst tmil means thet we have nor been able 1o determmne
whether
* gl provisiomal vences have been closed through fnal settlements
= the final settlements wre culevlared 10 aceordance with the actual delivery, the penod’s actual
muarket prize and provisiona) mvolce

The Company has not been able 1o provide ts wath evidende that the Company sales, which mostly are
related party transacnons, have been emered mio according to the arms lengrh pronciple, ZRA should
consider whether thes should have impact on the tax assessmiont.

Wisek relanng 1o the commodity premivum and discouncs have bien petfarmed by ZRA seiffand any
conclusions from thar work 15 nat ncluded m this report,

Glencore 15 chargmg fresght charges (realizanon charges) based on fixed fees for delivenes C1F Rotlierdam,
This even though the actual shipnents are made 1o other ports, often closeran seography. We do thercfore
assumc that Mopani is overbilled with freight charges, bur have not been able to calculate any monetiry
effiects doe ro lack of documentanon,

The different issucs addrussed have heen brought ta the management attennon through tormal lerers and
discussions. They have however not reverted 1o us with sansfactory TESPONSES 10 OUE QUestions

Conclusion:

The Compuny Management has been mven sufficient time and apponunin o revert to our farmal queries,
The fact thar they have not reverted i timely and proper manner 15 taken as evidence that ey have not
tahenthe audit sersausly and in fret 15 no verr concerned of any sanctons that mighe come.

We believe that the related parmye sales and promg mechanisms ure nor in acéordance wirh the ayrresment
disclosed, or the wms length prnaple. This should have impact on the tus sssessments for the perod
under review: However due 1o lick of documentanon, diselosed and couperation from the Company, we
liave ne been able mo vendy any monetiany effects due o hick of informanon Consideration-<hould be
made as 10 reassessing the compam’s eaxable meone for the pettad inder eevey oz well aimor e
acknowicdge the realianon chacpes as v deduenble

Pricing of copper, cobalt and precious metals

W have selected the last sales transactions from the evrrent vear's sales journal and the subsequent vear’s
and traced o shrppasg documents, toosee 3F the revenues dre recorded at the acral dare of shpment
Further we have selected revenue source documents and teaced them 1o the recorded transacoon, amd
analyzed whether revenes i the fist month of the next year are surpasingly bigh which could indicae

thiet they are rebired i pooe vior,

Mot of the copper, Gobale and precious metats are sold 1w o relired party (Glenvore AL3) see secnion
abering For fnrher anfoosiaion oo 1heé

@ Grant Thornton eC"n
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Derivatives and hedging

Mopam management have informed us that the lastoncally amount of hedging acaties have been very
bmated. Asa face they huve informed us that they themselres do not enter mto ANy posItons/ instrument s
ansd 1har any decision in this mattee 85 taken Iy Glencore. Aay financing cosrs, churges amd margn
reguirerments Tuve supposedly heen taken by Glendore

By sampling a number of invarces and resting them for different paramerers, we have identitied different
hedges 1y both rold and silver. These have not been recorded in the accounts 3 congistent wanser, nor
an separate accows or wath distineove wWentificarion marks: Even though we have oot identfied evidence
thiat the number of contracts s large in volume or amounts, thes does not add up warh the comments from
the munagement

As a resulr of the above we have not been able w verify the setaal voleme of denvanve reansactions, nor
the monetary effeces thas have had on the aceounts. The Mopant Management have been given several
opporiunites to revert toous with ther responses 1oour formal letters, bur have as fr aswe are aware ot
reverted inoa proper oo timely manner.

Based on the above consuderation should be made as how to proceed to be able 1o conclude on wherher
the infarmaton that we n fact have been given is correct and any monetary effects this have had on the
assessed taxable profie. The lack of cooperation shauld a1 any arcumstance be gven consequences for the
company,

-{} GrantThornton eC‘vn
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5.2  Operaronal costs

We have reconaled suppliers ledger with the general ledger and traced sample tems from supplier ledger to
vendor's mveices or evidence of receipt. Cut-off procedures have also heen performed.

I some cases the documentation of the expenses was not orginal invoices, we also noted that in some
cases they actually did nor Aod the suppormng documentation of @ transachon,

The eost tedgers privaded did not dgeee to the finanaal statements 5o that our samiple may not give a trie
reflection as the population s incomplere,

Transfer pricing

Betore starting the audit we asked the company of a bst of relared parnes, transactions and trinsfes-price

ducumentation/agreements. We have compared rransactions with related parties wath OLECD-puidelings
We dul not recerve a list of eelared parnes and transacnons with related parnes We have not been able to

gve due attention o iransactions with relaced parties when caroving out our work,

We dil though find that costs ase bemng inflsted by pace pamnapanon charges. There s [ parncipation
bemg charged on sales 1o Glencore. Our review of the conreacts does not show any PIICE [RCTCIpAnon as

pact of the jerms, See transfer-prndng under revenues for further information on this.

Depreciation

We have obtained a summary of the capital asset capimabzation and deprecianon policies and compared
them wath the tax-law. We have also idennfied significant capiral asset additions and examined APDTOPTHTE
supporting documents. Further we have reviewed constnuction in progeess records and other fived assets
additions for the List few business davs of the vear 1o détermine whether capital addinons have been
tecorded i the proper period. We have looked a1 gains and losses dispositions and investigated the
supporting documentation that explamns the sales prce. We have also agreed gams and losses 1o the profit
and loss sccount and compared this wath the pobicics specified in the wx L,

It secms like the company may be using mcorrect disposal proceeds for tas puposes, There is an
meonsistent profit/ loss on disposal of fivediassers. The company also seems o be using accounting net
book yvalue o calealanon balancmg allowances mstead of using the income tax woten down value,

Onher operational costs
It wis also the mtention that “RA should have performed rthe following procedures on personell cosis;
- compare tecords from the company with pubbic reconds, like immagration records, ZRA reeonds et
- eompare samples of emplovment records with salanes and wages chazped o the accounts

trace samples of personell costs charged 1o the sccounts back 10 emploves records
- check af eosts [rom other parts of 1he group are reasonable and well docutented

The purpost of thise procedursdis 1o make suee that all eosts do relite 1o work aenally performed by
TP _ L3R v
personell emploved by the company and 1f they are in accordance with wmounts pad. Further ta see if the

presoncl]l costs are relevant and propormonate oy the husiness actarics;

Mapang has an average of appris OO0 priploveéds cach month, 50 1o he alile 1o ]'I-t'rr-ﬂr:n‘l audy procedores
tear will e s a reasonable assurince of the emplovee costs, there 155 need for 2 specul team thar s

TR s dedicated 1o thes The nome foune aind budger on this audic did not support sugh aovasr ob, <o
recommended thar the ZRA follow up on this oo thetr o

v Grant Thornton eC"n
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Biv our aodic of overheads we did howeyer sample some emploves costs and found that the foll wang
should be reported or followed up on:
The company muy be snder declaning PAY D

- Conteet staffis eatitled o one inp anoually for the family frons therr plice of recnurment. Ths
1 1n addition to repatoation at the end of the contract. We found that anly when rhe reavel
allpeation = not used and 1s drasn as cash 1s at taxed

- Shafi differenial paid ro contract s1alf wis not raxed i the sample selected.

- Some emplovees on contract wre actomnodated by the company and are charged 2 nominal fee
The charges are not coonomic i some cases. There may he housing benefits that are nor being
taxerd — this should he followed vp on since we were not able o reach a conclusin.

- Long service bonuszes are pud off paveoll. Condinons of service prowade for long service cash
beonus dependig on the number of vears served. Need 10 obrn schedule of payment und proof
of PAY L deduenoonand pavment

- PAYTE on Housing Tax relict in 2007 on the samples picked seem 10 be under ducted, thaiigh
PAYE calenlared based in annual basts scems ok Need to pet the remaning payships on the
sample proked and probably browden the sample to another month as well

a0 Tax calculation

Windfall taxes
Far the periods under audir this tax 15 notan assoe, But fom Apel 2008 an Income Tax famendment) Bill
wits infroduced.

Raovalties
FRA 1 fmalize rovalry caloulanon based on the result from the audic

Corporate taxes

Pt 20006 and 2007 Mopan had losses carried forward, so that they were not sulyect 1o cogporate taxes.
Tagether with Foaomikola E'.np-pc: Bines (FOA and Kansansht they have an income tax of 25%0 and nos
30 as the fax legislation states.

Mopam’s boss carned [Toeward is for [0 vears. A significant parr of the loss 15 due e 1w allowance on
muming expendinure prospecimg and exploranon, Which for the 2 vears in queston have been LIS 260
mullion and VS0 371 mullion, As per march 2008 the oldest loss carnied forward was from 2000 which was
1280 72 mulbon,

The eonsequences of the aliove mentoned findmgs would be that the loss cacred forsand shevald hawve
been materally Iower We supgest thar the YR does o new tax assessment basced on the resuliz af the
qutedit

Grant Thornton eC"n.
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