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Executive Summary

The Pilot Audat of Mopam Copper Mines Ple saw in its first phase (Febraaey 2004) sugnificantly dedays o
the hands of Mopant, bur in the second phase (October 2009) the management of Mopan: was much more
ermperatve and responded adequately o the requests from the audining team. However, there e sull
tsstes ledt to be documented and sull final controls to be made by the ZRA hefore RA can finalive
sitggestod Assessment.

The scope of work m the Pror Audst Mopani bas been o full review af {11 operanonal costs, (2) revenues,
() reansfer proing, (4 employes expensesand (35 overhends,

I oeder 1o have musionim benefir of dotng pilot aydits of several mamng compilites, 4 seleetion of
documents was aucdied off-site and oaly after imnal audit actions wers finished and comparative snalysis
pactly deone wis on-stte vists conducted for clarfvanon purpeses. Mose of the danficatons were received
ditnng the swdirin Ootober- N avember 2009,

Phe comparative gnalysis, which has been finabzed over 2 number of months m arder 1o i a best posstble
prcture ot the minmng industry, demonstrates in the view of the intemational audit team that the extstence
of Mopam expenses are m doubt on the followmg wems:

Liven a signaficant mcrease s the speafic index relative to the general libour index of Zambia
cannot up]a.u:t the merease i the aibour cost whin we have dlseddy aken into sccount the
increase in the l’”""!”‘\ﬁ}’_’:‘. volume {labour gost has been treated s a variable cast thar varies
with prodoction). __;J;,.m [_51_} 50 pulleon of the L S0 90 manllion 133 tha !.lﬂ_i..,ﬁ'El-La:l!'labil:.
Fuels h_ut mor rhﬂn dml.blr_d du.nnll:_ the penod, .md ANCE IMCTEASE L0 p;udmuun vilumie has
.ﬂﬂ.‘u‘!t‘ been taken into account and fuel 15 treared asa fully vanable cost, this mcrease 15
unexplaioable even if we take into account higher fuel prices than the fuel |.ule-: shonle
midicare
"-.'ll.mna'-_', cost has increased vver exponentially, and the difference s ouwtside 1he houndanes of
the Gost :ﬁhﬁm gtven the steady-stile ote freatmenr,
Insurance, secunity and safery has moreased over exponennally, and the difference s ontside
the boundaries of AL ThE cost analesic, given the steady state ore treatment,
Onher, spares and admin husincrease over exponentially, and the ditfereice w outsde the
boundaries of the cost analvsss, piven the steady-srate ooe rreatment
The general ledper dats was provided by Mopans multiple nmes, as tneonststencles were found
ot the wmgimal aad mualtple follovw-up datazets, No explanzton could bé prf:u;uiu] Iy the
NMopam emplatess miernewed durmg e data PrOCUENIEnt procuss. Unfortunately, the
ceneril ledger wmud toal Daloace daid could nor h:* complercy matched, despaie the numerous
srremprs with mudnple peneral ledper dacasers. This tareoduces (sqies surrounding the
vithdation of dara, wilnch comphcnted the audi leams” analvsiz and results
(Tencose is clurnng froght charpes [reshzanon charpes) b

sl o faed fecs for delivenes CLT
Rathetdam his eyer thiniph the acrual shopments are ude 10 uther ports, often closer i
ymlph'- Wl therelone Assurne Ih.t_"-_lupam 18 overhilled wark rresphr clirpes, bur have
aet baeen able to caleuline dnv monetany effects due 1o lack of documentaton:

I some cases the documentinon of the expenses was nor onpnal mvaices, wi also noted that
IN-SOME Cases ey actally did tal [nd the sppoming docaentation of 1 tEsacionm.

= lvseems hke the comtpany may be usmg incorrect disposal proceeds 1::1-1 ax purposes, 1here:s
n m__;mfmm]_l TTovss ont J.up-u&f fined assefs, THe Company aisn scems 1o be using
aceouning ner book value in calculation Talinang allowances mstead of using the moome tx
wrtterdown value
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The completeness of Mopans's revenues 15 douly on the follawing fiems

< We belweve that the related purty sales and pricing mechanmsms are nol i aceordance with the
agreement disclosed, or :m- Arms Jmnrrh prncple. This should have mopact on the rax

arsossments for rl-mﬂ}rmd. undér review.

- Wehave idennified different hedpes i borh g-;:-]r.i and silver. These have not been recorded in
the aceounis i1 4 ConSStent manncr, not of separalt accounts of with distinctive identification
marks. As 2 result we hd".‘ ot heen able to veniy the acrual volume of denvarive reansacions.

nor the monetary effecis this hw-e hiad ooy the sceounts,

= '1:1*|Jv-!~; on preduction volumes has wdennfied significant - devianens on both copper and
P AR

cobalt, We belicve that further : mvesheations should he muade ro venty the correctness of the
preduction fpures and the conssteney with whit has been recorded in the accounts,

The pilor audit bas shown that theee 15 & high need for a determined effort a1 collecting the taxes that are
assossed under the laws wiplesented by the Zambian padiament The pilot audit bas further shown that
ZRA needs the Mussiry of Mines 1o follow up production volumes from ore treated via produced vilumes
tesold metals on a mate conaistent and comprehensive basis in order for the ealeulanan of tovalty 1o b
relizble. Last, Lt not least, the pilor avdin has sheown that there is o high need for implementing pumitive
MHCARLTes AR AEl

= companics that doonor pay thor raxes oo mme

- compames that does ot cooperue varh the ZRA and make audis more expensive and lengthier
thin deeded.

Grant Thornton eceén
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1. Mandate and purpose of assighment

The Famlne Revenue Authonty [ZRA) has Engﬂgud g internanonal tax aodi Team. cnn,éisring {‘Jrex]'lt:ﬂ;-:
from Grant Thoamton and Leon Povry, toassistn a pilot review of selécted mining companies. Mopant
Mrang Company Ple has been sclected for o mired review 1 the pilot audi,

The pronozed goals for the toview of Maopan are;
L Basis for Windfill Tax (and other taxes

2. Producnan levels

Iy, Cost levels in rhe tndusery
Prablem ureasan the indusery

1, Completeness of revenues

. Validity of costs

The focal pomnt of rhe review 15 to audic 2 significant and represenranve part of the mimng industry and to
cover sgnificant peoblem areas idennfied dunng the inital phase of changing the Zambia fscal SVSEENT,

Im addinen to the verfcation sk on revienues a0d costs, it 15 part af the audit to confirm the \'ilhdﬁ}' of
eax caléulanons for the companizs, 10 the exteat thar it s peassihle pwindiall tax to be included woder all
UGN SEanc L)

The ZRA was responsible for ensunng that the audit team got access to the company's accounting records
s relevant supporting documentanon, while the stemational audir team has been responsble for the
oty of the meetngs with the company topether wath the Assistant Director Peter Phid, ZRA. In order
for the agreed seope 1o be achieved, the audit team needed physical access 1o the acomnting material hotl
warhan and ourside of office hours, Furber, for the upri.maE use of the audn team resovurces, the ACCOLLEng
matetial for the different companies needed 1o ben the same location. ' The audic was performed ar the
ARA office in Fatwe, ceembined wath field visirs 1o Mopant’s offices in Eirwe,

The mrernznonal sucit ream has been responsible for the team composiion, the audn methodolopy
apphed, the audir rechnigques utihzed and deating the repont for the pillat tx audir,

2. Scope of work

The tolliraang areas have heen seleceed Tor contren
prodiuciion volumes

= [rrang of pmdlil:.'[h'

- bi-produce aucd ncher revenoes
dermvanves and hedpng

- wulidiry of costs

- west rebares/ discouanrs

- rmamsfer poontg
tverhead expenses

- deprocution

crploymestt coses

Grant Thornton eC‘ﬁ?n
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3 Appmach

1 Companics selecred for audir

Mopans has been selected due ta (1 stze af ws operutions and (2] the hugh cont level

3} Team selected for the audit and orgamzaton of team

Eeon Piwey wasapproached by the Government af the Repubbc of Zambia (GRZ) to perform g priot sudie
of the mining campanics, due to its formet expenence with the mning compames through the fscal
adjustment provess, Econ Piyry did not have enough sudit capaaty to pesfom the audits alone, and also
lacked local presence and therefore partnered wath the internatenal sudin fem G Thomton o complete
the ream. Afee the initial audit visit m Febrary March 2009 it wag agreed to switch project leadershap
from Foeon Pavey to Grant Themiton

3) Auvdirapproach

The audir approach has beento do an analvrcal, sompumtve and document based oftsite {“desk™) audi,
to be tollowed up with on-site clanficanons and follow up.

The foliowing request was senl 1o the compamies on 22 Decembes Z0E:

W wish rooonfonm vou that we will be comducuog 2 comprehensive ncome tax audt
cammencig the first week of January, The audit will cover tle Tax vears 2006 /2007 and
00T S 2NE

hte 1 the comprehensive namze of this audic i arlh b dene frovem e offices and non vour
premses. However, officers from the mimng ums af the Disenestic Tanes Division will e vsinng
von tevcolleet all the relevant tecards and documents, As far s 01 possible we would preter o
callecr elecrronie records and documents

Pirsuant 1o secmon 8 af the Toeome Tax Acr thas seoves usa notice fora reguest of the followiog
T ton

o pencrl ledgers and il Talances

& accounts recerrable and pavable ledpers
coimspléne cash and Tivisk fedgers

e slupment dpoumentations

ol sales inveloes | voachess

o all cost invoites ‘vochers inchuding expenses and aretheads

ol documentannn pertumng to related pany transienons, st T of all selated
iy

o poboessod procsdiees relinng o ncecempany and other reartsfor pincing Lransachions

o dertvatve fronsactions coniracts s documentation

» iy orcher ducumensation rhat the auditobs may reguire 1o prderiabe thorawoerk

s repunds e | alan reguest Toal Bakimees forr the pewrs 2003 S 20 Fand S 0 We do
aie, Hrmwevers peed e full Gendral Ledger for these vears

GrantThornton ecén
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Yomr cooperation inavahing tlas mormarion will of utmost mportance in enswing o speedy and
sminth audit,”

Fallowmg protests Mtom the companies reparding the volume of doecumentation required, the audit teun
accepred thar sapgiml cose orvoiees be reduced 1o one montl: {June) due tothe bulk of these nvolces,

4. Process and challenges

The audir srast-up was posiponed severad fimes in oxder for the companses o deliver and ZRA to collect all
the celevant mems-on the bt Pror to 9 Felruary 2009 the intematonal ceam received iaformaton that
evervthung wis ey o start wath the audit, and the team assembled on @ Pebroany 2004 1o start the: aedin

A1 the Arst meetng it beeame clear that the companies had not delivered the requested matenal, and the
tear moved office from Lusaka e Kiwe to proceed wath the provess of collecung the matenal from the
compantes. The project leaders and the asastant dinecrons from ZRA started 4 sedes of meenngs with the
compranies dunng the first week, wo exeact the required miommation

Lt shiould be noted that the mrermatonal ream leaders have not expenenced such g lack of compliance in
any ather countre, and Grant Dhomon Zambi confirmed that this arimade s also oot typacal for other
soan P

nclustnes / companie

On Thursday 26 ebruary, iwwas déaded (o dissolve the entice audit teamn due to the lick of complet
records and o have the assistant directors From the ZRA follow up wath the muning companies, (o scoure
the remaining delivenes.

Chetobier 2000, after several delays, 10 was ance agun decrded to proceed warh the audie The companies had
still i dediverad all the required documentanion, but it was deaded that the ZRA, wath suppont fram the
imterranonal team, should use one weeko eollecr the remaiimg marersal: Inoweek 2 the aude teams went
aut to-the companies to o the remaining audit on-site: The two teams audining Kansanshs and Mopand
succeeded in fAurshing mese of the audin dunng the next 3 weeks,

™
0
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5. Pilot audir results - Mopani

Bt f.::gz:f hasis

The tewal asss for the sodits s vere cleas o the Zamiia Tax Acr ZRA cancask (or any documentation, o
copy or orginal, at tamy place and any nme” that the ZRA finds sunable. There veas thus ne bass for the
comipanies to delay delivening upon the request ineelition 1o the taxaodin,

The enmjrnies have thesetore been neglectful of thearr dunes under the Zambia Tax Aer and falure 1o
corrply wirh the request to provide fullinfermsnon under the audit should, i our opimon, be passaed;
- mdradually rowards the compames o the extent thar penaloe mechanizms are avalable
- collectvely by ansntunanabizing penilty mechamsms, iFsuch are notavadable mothe corrent

lepaslannn.

5.2  Imtroduction to Mopant

- Shorr descrption of comprany

Mopani Copper Mines Ple s mining company operating in the Republic of Zambns wath it regiseered
office a1 Nkana Centeal Offices i Kinve,

It w5 one of the major producers of copper and cobalvand provides processing fcilines 1o other copper
and cobalt producess on the copperbelr. The company also produces Sulphunc acid

The Commpany OPCotes WO mine Sy COfmPTEsEngE:

Mufulica, which ingludes the Mululies Mine, Mufulivg Congenteator, Smelter, Befinery and a Solvent
Lxteaction and Electro Winmng plant § and

Nhkana , which meorporates the Sourh Oe Body (750B"), Central | Mindolo Sub-Yerrciul and Mindolo
Narih Shafts, Nkana Concentiator o u Cotsalr plant and o Sodvers Extraction and Elecernn Winning Plan
The compant’s merals are sold locally and worddwide through its metal offtakess i Svarzedand, Glencore
I_merui _'ciu'.ll Ag. Glencore Ag 35 w magor share holder for the company, through Carlisa Investments
Corp thew own T3 1% of the shares. Fiest Ouantiom Minerals Tind owis 169%0 while ZOCR owens 10,

f. Tax asgessmoent overiaow
1 Revenue recogniton

We reied 1ootest the overull production volumes of Mopeoy smanss the reported production 1o the
Shmstry of munes; but the reporting to the Ministry was not caprured consistently. The conclusion
g5 thiar e Mingstey needs o tollow Gp producnon reporning on 4 more condistent and
comprehenstve basasin the future

W rhen rested the mave constzrency mthe compane’s ova producion volumes aod bave fowud
wesnssienvies. The meonssenoes ave gor been explamed by the company and needs o be
prezsied

the pilotaudit.
= Ahmstey of Mines peed 1o keep menrhiv up-ro-dare production evennews for the ZRN's use

Minimum follow-up action

- el upoon '|'|||_M.']I.'||.'[l1"|jl it nint reverved from the O

¥ GrantThornton eCénN
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Transfer pricing in revenues

Mast of the overall production 15 sold o Glencore {refased company]. b hased e g "Copper
"-[1rke1mg and Olf1ake 'agrtu:m:_m The .«En.n'muu mentioned is 10 facr an agent agrecment,
iunnﬁm (3lencore 15 1o opetate as the sole sales and In.-r]-u:hslk1 dgent for "dﬂ[:n‘l:u The salesare
1o he made ar L'J:imﬂ LME f”up[u_rT:mm: seitlement quotagon .ucmgr:d aver thie relevant

quotanandl period, [ pius a pre et Jess & discount and less 3 e 1]1f1nnn chirge for freight.

W have performed procedures 1o test if the goods sold 10 Glencore aee compurable 1o wny simitar
sales o thued parmes, The trade terms qnd condinons granted hiave heen compared 1o those granted
o third partes

The Company hug nat been able ta provide us with evidence that the Company sales, winch mestly

are telaled party fransactions, have been entered o according o the arms lenprh pronciple. ZR A

should comsider whether this should have impact on e tax assessment,

Derivatives and hedging,

By sampling # number of invences and 1esting them for differenr paTamerers, we have sdenufied
dhiferent h:cl.;_rea it hotl gold and sthver. These have not been recornded i the atcounts 1n
J._{mqﬂcm METIET, 0T On ‘wLI}.{I.‘lH‘: .in;.l.unml:. o witly d.l%LIncLl'. 2 1L1L‘11I:Iii¢."1t1Dt1 mi !!'lﬁ

As g result of this we Bave not been able 10 venfy the actual volume of demvative rrnsactions, nor
the monetary effects this have had on the gecounts. The Mopani Manapenyent have been mven
several opportumines o revert 1o us with their responses 1o our formal lertors, bt bave ay Braswe
are sware not reverted i a propet o T!mt.'l‘_( THAGTICL.

Basuid on the abiove consderanon should be myade as how to proceed to be able 10 conclude on
whether the infarmanon that wen et have been given 15 correct and any monetary effects this
have had on the assessed taxable profi. The lack of coaperanen should a1 any troumstance be
mven conseguences for the company,

Operatonal Costs
[:n. SOTIE | ca-:u:-’- the dﬂ-\,iimt:n‘r ttacsn oot the fxp-e:ue“ WS 1or i?lrl.gn‘.l.l.l MVOICes, Wi lser soted thatin
some cases they actually did nor find the supporting dacumenration of s transaction,

Mintmum follow-up actien after the pilot audic
The ZRA should consider whether they find i pecessary o reduce the tax deducnble coses doe
10 this.

{ ir.-n(_rrn_ 1% Ltl.lrf"ll]]-:"' [’L1:|."|‘.Ir ﬁl:l.r;.ﬂ.‘ .LtL"i].i?‘.].mm Lhmg«_w; ]Jﬂ‘v&,l’] et Fixed fows lu: 1,11::.1'- eraes LR

H.'nbr._ph We du |]s::r<.f.n..‘-:c asstnle :h il ‘-[updm Boow u:rhiLlwi with trt'tghl chisrs, hut ]1avc il

Vet abiles boi caleuhite any monetan effects due 1o Tack of documentiton.

le spems like the COTPAIY any ba U INCOTTCGE d[HE‘L?kH]._:I_II.H.Lr_'IiS fir Tax purpases, There 15 an
e ErenT prolind '[oss o sposal of fixedd assers. The company also seems 10 be wsing
:{l._'.“l;;t)u:r:ll,ul.;-_ net IHk valae o 1.~1]-;=.L[f]L||..-n bilincng allowances vestesd of wang the meome 1ax
weritten down valae

Mintmum follow-up actiom after the pilog audir:
- ZIA showid g through the s and losses disposmons 1o make sure that the congaoy uses
the cerrect dhsposal proceads,

- GrantThornton ecen
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We sugpest thar the ZEA doe
fiavedinggr :
rovalty tax winch shonld have been higher

new tax assessenent bused on the resubis-af the audin, the cesulr of the
swauld e that the loss carned forward would be maresially Yeowver Tt wall also bave an tmypact o the

Consequences for the v sestem and the ey admunsstenon from the audn:
= the pilat audie has showa thar theee 15 great need fora deteomined effort ar eollecting the taxes
that wee assessed under the lvws miplemented by the Zambian parhament
- the pilotaudie bas shown that ZEA nceds the Minstey of Mines to fallosw yp producton
violwmes from ore treated v prodoced valumes 1o sold merals oo 4 more consistent and
comprehensive basis in order for che caleulatton of rovalty to b relialble
= the pilotaudic hag shown that theee 5.4 high need for implementing puminve measures agamst
o companies thado rol pay thesr takes on o
& compases that does not coopente wath the ARA and make audics more expensive and
tengtheer than necded

2.3 Comparative Analysis

The comparative analvsis las shown tha
= The sles sevenue of Mopanss progressively devianng fom the LME cross=vears
- The sales revenue of Mopant 15 consistently lower than for the compames compaged with
= The costs of Mopant s consistently hugher than for the companes compured with

Phere are clisr indicanions feom the compatve soalvses that there are mugor problems wath both the
tevenues and rthe costs of Mopam. Revenues are sdequarely handled moother patrs of dus ceport.

GrantThornton ec_@n
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Cost analysis

The mimnp eompanmes in Sambin have a sipputicantly higher cost base in 2007 than in 20085, We have
analyzed the movenent from 2005 to 2007 Lased on %e-aoe of fixed cost, chanpes m volumes and indexes
foe different cost carepornes, The resull for Mopani is shown in the tlbile beloas

Actiual Indexed Acwal Difference

o Category P Units 2003 2007 2007 2007
P Vb to% MLUSD 10394 11815 20850+ 9035
\H_F.I.-_L'sriﬂtj.' 63 % Ml LD 41,13 3U:23 4455 5,31
?E - Popeds % Wil LSD 14,12 Lo, T 2075 13 Mk
E E lixplasivis: 0% Mib Lisl: 68 540 fi, 19 7o
E & Tyris 0% Mak LISTY b 278 Ty Y3
B B Lession Wik 0% Mil USD 224 2,600 450 230
ﬁ ?j.‘ Drevelopment Cist 0% Mil T8I {1 K [0} (0,00
EZ  Tech & Mainrcnance T ML USD WA BB 440 10,46
:E :T Maning Lot 2% Ml ESE 18K 21,07 40,13 948
jé % Tosunance, Seeunty & Safern FaMe Sl 50 g.24 #.42 14,44 G, 1363
;é E ke Spares Admun 44 % ML USE 4085 3055 T44E 35,08
f:-n.'. E Concentratig 550 Mul S0 A0 68 3330 G231 912
H Seneloy, Retonng & Traispon 30 Y Ml USE 25532 4755 41,04 .34
ﬁfgiﬁ‘;‘l'_ Cosys? 0% Mil USD aa9 11 n_ﬂ_z::_ X 20518
Lxploeations = == 0% Ml UsD [RAH (.00 000 {1,008
Teatal INTH2 (\ 425,69 3”-1.';?*., 3R1.21

Based on the analvsis, the cost m 2007 15 USEY 38121 million lugher than one would expect only hased on
the indexes vsed and the changes w production vohome i the Mopam mine. Mopans 152 mune that bas
been an contmued operatons through the years 2005 ro 2007, There are no major developments thar Tave
been commessioned dunag the pened that shoulid gve major strucrural chanpes 1o the cost basts dunng the
periad 2005-2007, The production has been st approsimatels the same fevel theough the cotire period,
except for the Mafihn mune thit has mereased Grashed producnon from 70 thousand ronnes m 2005 10
113 thousand tonnes in 2007, a0 incresse of 43 mulhon tonnes: Tlis is equal 1o 4n inceease in revenies of
appireximately UISEY 237 malkan ac USR03 2.5 per 1D, mande based ta wceeasng purchases of copper
concentrate and copper stmap soce the ore dreatment ot Moflma mitne hos wot meeeased dunng the
]'H:r:cnl. iy l‘|L‘.'i.-'|:'|H]'I!I.'I!1r.‘l'lT.'i Te IS e Mlupant’s nwn e resonrces: should theretore be <'_-.1;'1!r.l]!zrd anc
enrer the €% base throueh francil amorizanans and déprecanons.

&¥ GrantThornton eceén
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Baged oft theawdin and our |.|.15l.lnr:1:-'l;mdin;__ri al the IMINIAR OPeFaTion the cesalr of the cost 11.112[}’515 15 due to
the following fctors:

1 The libour index nsed 1= the genecal labous tndex for Zambia, The labour ndex for the Copperbelr
ts Tugher, but we da not bave s specific index only for the Coppertide. However, even a significanr
nerease i e speclic index relative to the general labour index of Zamlsa cinnot explan the
incresse i the libour cost when we have aleesdy taken into account the increase o the production
volumie (labour cost bs been treated as 4 vadable cost that vares with production), At least gur]
50 mulhion of the USD 99 million is thus ungxplunable, One explanation could Iu that casts thar —, r/ tm; cﬁ'f

f-hf:ulﬁ mll_n 1 p!mm ]'"wc buen taken as e:xtu;_n-.L T = {. é {{ }_}/
& F]Ctlnc‘ll'r' lrﬂ?r: 1 within the unu'rmmn limits of the s ang tyses wned 15 reasonably hnked 10 T

smelting and refining more copper concenteate or coppet scrip. it 4
3, Fuels hive more than deubled L‘,lu:rilig 1l [k:'nnrl,, and smce mcreise l':urm]ut:!':cm vl has SR —

alresaely been taken o secounrand fuel 15 rreased as o fully vanable cost, this mezesse 15
unexplainable even il we rake o account higher fuel prices than the fuel index should mdicare,
Cine explanation nuy Be thal copper concentrates and copper serap has demanded an
extranrdhnary emount rrnspor dezrance and tha }IoEmﬂ hus vsed own tnucks romovedr. This iz
not consistent with the genetal picnure in Zambia, where most of the copper produce 15 haaled
long disvice by external Grms. Another explanation could be thar costs that should have been
eamrahzed have been taken as expense,

4, Explossves have been analysed almost spar on, which 15 expected based on that there has not been

any significant changes 10 own ore rreated dunng the penad,

Teeh and manrenance has increased and the difference 15 varhin the lims of the cost analyis and

15 alse in lne wath developments i Tech and Mantenanee i the other companics.

G Minng cost has mereased over exponentilly, and the difference 15 ourside the boundares of the

cost analysis, prven the steady-sraie dre rrearment. Uine explanation coudd be that coses thas should

have been vapralized have been taken as expense.

Tnsurance, secuny wnd safery bas increased over exponennally, and the ditfersnee 5 oursde the

Posundanes of the costanalysis, mven the steadystate ore rreatment, Chine explanation could be thar

costs:rhar should have been capiealized huve been mken as expense,

& Uhber; spares and admin has inerease over exponentially, and the dfference 15 oueside the
boundities of the cosl andlvsis, gven the steady state ore rreatmenr. Chie explanaion crubd be thar
costs that should have been capralized have been taken as exponse,

B Concentruimg had meneaséd and the difference is wathin the laniee of the cost snalvsis given thar
farval ]'lrunlm‘.u has incressed without are reeatmend ]l;lx‘j!lg inereased. This 15 congiseent with
purchusing and tredtmg more concenrnae,

WL melnng, cehming and tenspoet ad increased less thaen the aoalvsis indicares, bor the difference 1=
wathen the lmars ol the coss analess,

11 Egsadual cost has mereased by U S0 205 milhon from 2005 o 2007 This change 15 alimost enrirel
i LUI.]L].J][] ot G e 1!1!."::.1-\{' Hl rm'-,;J '-EDE[\ of d]’_‘l]".i’(?xjn} u{_'I-. 17=13 '1] bl aod ".llj MCroase in
'|'II.=ILL]'I..’ISA_" ol c-.,_u'_u_-: sinap of .ll:ll:'I'LI\.LEl] atedy LIS sl }_{n': rml]_um A nen increase of VIS 5 malhon, Tt
1l ec r:lmmn.ll ro hiave as expense scrap metl of UST) 266 when the per value ac LS 2 et

”_.“’L@ ACTE RS d_pm-:]umrm at TR S35 _m_'l'l'lrﬂ‘n {grven that there are no merenses m puwlmau
uf concentrate, which s invonssstent with the test of the cost an: thyses) Clne L\J‘d_l?‘ﬂmn could be

that w sipnificand HitlL ol !.".L CUPPLT sUrap siovld imu been cagitihaed as preqaid bot has bieen
raken 1o ex Pettsy -

n

The orher cosrs have anly relatnvely mmer changes orare munor i ther nature To the Best of the
andhess tenms R1'||;}1.1.||._L1|_’L we Faehi licwe thar the '\!np.m: CORT SErchere ciin ot | b '1|_mgd T represen the
e patuee of the costs oF ||1-. R :Uml manng operatton, and there 15 reason 1o 1:1| lonwip the
unevered tnconstsiencies 0 amore detenmned manner.

s@ Grant Thornton ecc’n
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Ceneral Ledger analysis

The peneral ledger data was provaded by Mopant mulnple tmes, as mconsistencies weze found in the
onpnal and mulnple follow-up damasers. Pomanly, emors were encounteced when developing a
compressive database using the first datas provided. Tt should be noted thar the general ledger summines
based on the fiest version of dara diftered from thar peovided m the second wersion and Liter vessions
versus the second version, cven when accoumting For the crrrs, o explinarion could be provided by the
Mopam employees interviewsd dursg the data procurement firiess

The Mopani general ledger data was analvzed with 4 focus on marching finanaal statements and 1ol
Ladance sunmunanes. However, this summary is aomere foernaliny and 15 usualiy ondy the Aest step bn
understanding the cost piorure. Unfornumiacely, the general ledper and 1nal balance data could not he
completely marched, despite the numerous arempts with multple peneral ledger darasets. Ths mtroduces
wsues surrounding the vahdanon of data, which complicated the audie teams’ analvas and resulrs. On-site
consultanan with Mopans stafl produced more guestions than answees with respect 1o the generl ledger,
The most nteresing of these instances mvolwu@f‘_\[lppms in-site svsten being un: unable to replicate flems
m the Tanancial Syatems during general testing n_!__g&LfE] Tedper data vabdity, [t should T noted thar staff
rurLover maTL- FpAaved somi = role i the lack of informanen '-urrﬂurltiuu__, some of these ssues. U hat
bueing s, 1t rermams a serous tssue that the audit wam has been unable to hok the general ledger wath'the
trial hatance, wiuch supgests that there may be jlems outside of the general ledger that may have 1o be b taken
unto ccount in order 10 ATmve at the roal bafance. Mopam staff has oot volusiearly pmmmvd such ttems 15
explananons for (he discrepancies mnrrﬂ ledger checks supported the hvpothesis of high
vanance costs, the canse of which was ot casiiv discernable, parhcubily wath respect to thas the andit ream
does not seem 1o have the full data population Baldmg wps o the tmal balanee,

‘The general ledger data was further anahzed weng both a macro- and mucro-level process, whereby
discrepancies were solited within the eonrexr nt'wmi costs, categonzed costs and individeal line irems.
sach ﬂl.'l..!l.:.".-l.k 15 L:]!I‘Ipl][ﬂht’)ﬂ&'l'! LFEHSIVE, sl TGS blgt_ithC-mI ilijfl'l.l'l ThIIT:-thDLJT the 11'13'(.:‘.."5-.. These Tpus
o analyseswere unlized hecause innal summiare showed either vatance 10 major cost categories that could
nor be penerally explaned by cither exogenous price levels or producton volumels).

The madn techmigue emploved was 2 standard devastion outlicr ealoulanon, wheeeby the pesenl ledger was
summanzed af omontily evel Cihecrvanons wore 1 hen uxpmﬁ‘tmux Blfers toaceount for poce
levels and producnon volimes. Olservanons that were two standard devianons or more frony the sample
miean were flagged for review by ZBA and Grant Thomton staff. Manth level aecounts mcluded: Iabour
ersts, such as emploves terminal pay provisions and general contrsctor puyments: processing inputs, such
as sulphune acd; fuel costs, melnding heavy fuel oil, diesel and petral; and reshizanon churges which wen:
Likely hinked ta hedging operations.

Rebate analyses wete atso unhzed, where the penenl tedger rebate observanions were marched wath
creditors to gscermin the extent of such saviy on costs, Thisanalvas solaed some labour, mmmrenance,
undd wrthty charges that were further mvestigated by the varous audin teams. [tshould agan be nored thist
suicly amtlvais s -._wmpur.muml witerisve, doid .1du:l.1.u_1-1.1l. e and resourees may vield peneral ledger
shseTviions regquing folbow up:

Further general ledger analyss was provided on an ad-hoo basis to assist the andit team, nciuching he

investanon of hedging practices, smelting and eelinmg practices, and seting-up remplate ciloukanons o
apprepare darasfor the auwdic ean,

Grant Thornton eC@n
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T'nal Balance analysis

The Mopun tral balanee data was uiilized 1o assess g cost categones primatily in the context of the
Fean Pavry miming model, 2 castomized and hughly evolved munmg model. The thal halanee data was
classified using sutomated techniques, and then each mem was reviewed by hand to ensuee consisteney,
Listhy for the model calculation and cost category classificanon. The resuling 15 cost vatepnnes wore then
spht ente fxed and varable costs and exposed to vaous cost indices, specific to Lambn’s minmg mdusiny,
to- bt estimated mining costs by caregory, The mining mode ealeulanon enmne contams sy
whrosvierane elements to ensure atouracy with the coneplicated mining cost piciure, JI'|CE'ILL'HIL§’;'[EI|.|.L11;;,
explotaton, development, and smeltng/zefining speafic customizations.

The complenon of the nuaug model mnpus necessiated & very deep mvestipation of producnon amouns,
including rotling sgreements, which further mded the audic ceam by standardizing and collecnon of relevant
data, Addinonal areas of coopermtion nelded exchange rate projecnons, electnciry indices and other
outputs of Yambimacro-cconomerne model usetul o the audit staft, This ourside informanon was
incorporated within the minng madel e produce very ananeed Cost estimates based on tral balance cast
dati Thisanalysis 15 more thoroughly explored 0 rhe cost analysis above,

Frrancial Modelling:

Varous fnancial modelhng exerceses was petformed rhar vielded insight ineo specific daty, irchinching
mterest rare caleulatrons and foreign exchange. Some of this analysis was prounded in peneral ledper
observanons, and the resulitng tovotces procured to assess outlier ohsenvations This suprport wis pomanly
sumed ar understaichng hedping praceices.

Supplicrs Data

Addinonal suppert was prosaded o the AR A auds salf vin the compilanmn of 2 supphers daabase,
comprsed of data prosvaded by the mining company. The speafic ongnal file characrensnes made the
analysis problemadc, and 10 was necessary to provide the datain o more user Faendly format for bork the
ABA and Gram Thoraton sudin terms, Thos dat was ulomately taken be the ZRA for deeper Investgioen
urto vanous caregoncs of expenses thar were speafically sdenified by andvses.

Grant Thornton eCén
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54  Revenue analysis

The pifor andits were sraameed mnly due 1o e different olservations; (1) shemly ineneasing cost levils
i the muning compranes und (2 8 widemog gap i realized copper prce relaave to LME proes. This s the
metinl analyses for Mopam on copper prces:

Copper price US § per Ib

400 = —
2 50 —=Mopan == E price I
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o | e LN
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0,50 = |
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T S ST ,@D‘ SR

The unalysiz i o comparson of realized prices relanve to aversge LME prices o the producion guarier,
Hawever, the anulvsis i5 Budy accurate since Mopani is for the most part selling carhodes (and not
concentare) which normally is sold:at M+1 prices The quarter LME prices ace thus just shghtly off from
what we would expect Mopan pnces o be,

The analvas indicares thar there = 2 spfican poeng i:rc‘rl%]mu for foor coppern "vlulm:u The 1nistal audar
cftoit m e ei:-ms:*. T Edicated That the Teasnn foe T s 15 long-term contracts with the mother compainy

Cilenoore (vis Cariiss lnx estments) with fe d p pnxu J"h:re- wre :3[~vn Il‘l.r.hl:ﬂ.ﬂu‘llﬁ that I:]'.r hrrlgmg I'ml:l:Ern in
-— e

nﬂm}_ u‘i Wb they wre coming dmm 1;_"11;1 Tace 1in the ﬂluﬂrmuun, "-. Company waning to Tock in ]'m_h

prices an T orher JlHl:HJ. whatls & :Juntu].l'. thie case for rroe hedpes, wall nocmally want 10 caplure the
ncredsing praces oo the way up, as close to the wp of the poce cvcle as possible "uv_h 4 company wall wan
ter hedge when they feel that ther are closing 1n sn the top part of the price evele (see 2n the dlustrisson)
They may lose further revenue T the prices connoue nr climby, bur they will earn money when prices star 1o
Fell anel all the way dosen the poce eyele, The hedgiog pasteen of Mopam s more equal to moving fasable
tevenue out of the countov than rrue hedgig,

Grant Thornton ecéen
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W have run a more gomprebensive analyss of the copper revenue alone vsieg M+ 1 for cathode sales and
M5 for concentrate sales 1 rhe g mogdel

Category Lnits 2003 2004 2005 2006 2007 208

Clopper revenue 0 the mening medel Ml LIsD 205,77

#4566 50556 8771 RA2AT 109232

Capper reveniie a0 the gl balance Nl LESEY 383 1A% 40070 TEXE0 B340 TOSTT

[Aifference 20,93 5417 ADdBE -11250 1504 - 36255

Facepr for the year 2007 there is & progressive problem with copper revenue in the Mopan fimencial
starement The problem 15 sigmificant since 3 the vears 2013 2008 there 154 cumubared dhfference in
revenues of approsimately 1 =D o millica in copper tevenues only, Wil alimost .a]l the copper

g huld
intetnall? these s Teason 1o reassess the :re‘.ftuur_‘ of “'.E op ,i.ruT‘J.Jl.uEnn [, "Ll|. Lprces fess fe 55 [C"LL[[:]UD’I‘.I ch'l.:s;u

el qu he con COTIPIY SOME Y wath zeasons for evory sale thar The ant‘-‘:- shonld deviare luiﬁﬁﬁ?ﬁﬁx

from this. This 1s further enhanced by the fact thae Mopam has resisted the palor audie ar every st stage, and

hivs coonpe mtﬂl sl LIllWlu.l:I'lhh with the audit oo not cooperaled a all TThas hus been a ‘-:Eﬂllt"ﬁ_aiﬂ marT of
why the asdhr hns raken tuch longer time than needed and cost miich more than nedessin

Phere s farther teason to recopmye the “hedgng” of Mopam (done searly an ireenad PREEY (T oL volurmes
theat wosold imtesnally) as moving axable sevenue oo of Zambia, and s there s reson w dusaliow dhic

hedging” e of denvanves s not benganm’s lengeh wnder the OECD teansfer prcin gudelines
Flodgring is 1reated separatels helow

4> GrantThornton eceén
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There 1s also reason ro hebeve there are stimilur problems with the cobalr revenues in the company. Below
Whastration 15 the realized coball revennes compared wich LME prces on cobalrn,

Sales price cobalt - USS per Ib

35 100 =
| —Mopani —=—LME
30,00 -
25,00
2000 +——
1800 T = T
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SR g T R O S G e &
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Adthowrh nor s wedimog patteo as for copper, cobali prces dre conststently below the LME prces and
there may be reason to reassess cobalt movennes 10 LME prces less realizanon charges: However, turther
work teeds 1o be done before e swdin teanm can fendy recommend such @ course of seuon.

W have fested the inner conststency 10 the company's own production volumes gnd have Found
meonsistences i the copper production, The inconsistencies have atsen in the st phase of the audy
upon finalizaton af the production overview due 1o the delavs cauged by the compuny, The mconsistencies
aré relited o source of produced volumes — ore tredned, concentrate purchased or copper seeap purchased

A we see from the table the company i prt)aluunL, much more copper than there 1s copper 1o the ore

o]
treated. This can be rreced Track 1o the Mot mme and semelter. D he audit tearn lave at the ureent proint

not recenved detaded enough intormznon on the soroing of the metal gomganeethe fnal product (copper
cathodes), We kaow thar \Iu;ﬂnl has purchased 3 substantial smguant of copper scaap based on
ndarmnon n IEt accounTs, hut we have not been alile, rhumEh the an.!l‘. 515, 10 g:::nlmrrrnpn hensve
and deraled gverview of Tull production cycle o relation o different sources of Gmshed produce.

& GrantThornton ecéen
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When 1f comes (o production of cobale, the U5 Geolopeal Survey 2003 Minerale Yearhook estimales o
ansie enstput of cobalt of 9300 metne o 2005 wheeh resulted in 2 reported metal cobualt production of 5423
metne tones of Anished cobalt, This eguals 38.3% average extracton e age. Mopard liave, with 4704
metne tonnes ecbalf i the oge, approximarely 50,6% of the ool ¢obalt production in Zambia (the other
15014 lurgl_' mnes i Lamba, Kansinshi and KOAL does oot produce cebalr), The cobalr pn‘)tlu::ﬂnn ot of
Sopant s mwporied ar 1777 mernc wnnes i 2005, This equals 37 8% average extricnon %eape. In order for
the average-cobalt praducton 1o be at i average 33.3% for the couniry as4 whole, the other producers of
colwlt in Aamban moost have extracted 3645 metne tonnes oot of 43%0 merric tomaes cobalr o the Gre
reeated. Thig weould have resubted moan expracnon %e-age of 749,3% for these nunes. It is nor believable tlas
Mopam has an cxracnon Yeage of only halt of whar ether cobalt producers have.

[rmrshd Copgerin Tinshed in - Sold copper Sobd 1n %

CoOpper oe teeated. Y of CU producnon finshed CL
2HID 1327139 1249 893 TR M 132 039 994 5
BT P40 s 11353 124,2% 134052 LR
07 165526 940 596 L6, 2% Tn%-5383 102,35 %
Tearal 439 (Y B0 J3T N4

Frriished Cobalt in Fiazshed Sold coball Solldn %%

brisghed

cabalt orerreated Yool CO) productnion €O
20K LT 4714 378V 1 7t 05 2
20K | 437 4108 3510 % 1 46 T2k
2y W 4 097 420 % | (49 98,1 %
Tratal 4 934 12910 4931

The awdi team haz nor encugh miformanon o dessect the full production cycle of copper fiom Mopan
with the current dara. Mopani has used every oppormunity available to hamper the progress of the audn, and

e audat ream are st the moment not able o fully conclude whether the copper production from Mo 13
trastworthy ar not

The audsr team believe 1 has enough mformation 1o estmiare Mopunis production of cobalt relanve 1o
other peoducers, and i s ol 1o be tristed thae Mopam has an exerienon Yo-age ateobalr thar s half thar of
ather producers. Mopan bas thus esher Buded ro provade the awdis rean wath corres) production fimines or
ther are faking the numbers i order 1o have the producton fipuzes G wath the cobalt revenue malie
ACCARLDETE,

W believe there penooehosulstance wy the diserepancies Tor cobul that rthere are prounds for the Zambia
mrtharites tooevaluate funher mvestigaton nto the revenoe cvcle of the Mopans mane.

GrantThornton eC‘ﬁin
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S Revenues

There 15 no conrrols established by the Mimsory of Mines 1o check preducton lsving the plants or crossmg
the borders of Zambia, ar (1F such controls exast) these conteobs are not documented in such wayv that the
wirematonil audit reamt has been able o access such informarion as un midependenr source of information
ot daily, weekly or monthly produchon vohlumes.

The audir team has nos had access o relialile customs sunmanes for exported volumes of metals from
Mopan, The wypression hased on interviews wath varous people, 15 that there are no relable border
controls that keep track of volumes of metal and concentrate in and owt of the country,

Revenue recognition

Revenue 12 recognized at contracted or market prces less realizaton chazpes when the nsks and rewards of
awnership pass to the ustomer, The copper producnon is sold under prcmng arrangements where final
tevenues should be determined by guated marker prices in penods subsequent ro the date of sale, The
products are provisionudly priced uang forward contracts for the expected date of final settlement.
Bubsequent varations i the pnees ate recognized a8 rovenue adjustments annl the prices are fralzed,

Transler pricing in revenues

General comments
Mast of the overall praduction s sold 1o Glencore frelared company); based o4 “Copper Markerng and
CHT-1ake -J‘E'WCJHL‘Ilr” The AZIECMenT Was entered ':n"_?_ in the year 20000 anvd s, :ICJ:DIdit'q:; 1o }"ﬁjlluni .wiy-_al

legally regudites the mrescompany sales, The agreement is entered into with Glencore UK Ld, ErLl[_l.flt'.
actual sale rransacuons disclosed are. a8 far as we have been able venfy, with Glencore Internatonal AG,
The agreement mientioned 14 i'm:t_ B0 HEent apteement, stating that Glencoze 12 1o operate as the sole sales
and markeong agent for Mopani The sales are 1o be made ar Official LME Copper Grade settlement
quotation sveraged over the relevant quotational pedad, plus 3 premium/less = tliscount and less a

realization charge for fréight. For the sales eflort Gleneore should be entirled to 4 commussion (295!

caleudated on the pross value }-'lf]'B._porT tanding,

The sale mvence

are entesed into with Glencore as the counterparty. The aviual contraces herween

Glencore and 115 customer are not recorded or disclosed in the accounting recards of Mopant This s not

1t accordance with the agreement and makes it impessilile (o detormine wheeher the transictions with
Crlencore wre anms length and i sccordance with whas Gleacore has churped therr costomers,

Mlopans has, as far s we huve been able 1o determing, not heen chiarped wath any sale commssions, This s,
according to informanon Trom 7R3 tesult of diEcussions between Mapan and ZRA some vears ags,
where ZR.Y dhd nar acknowledge the commussions as tax dedvenible: According 10 Mopans management o
subsutute for the lessof rhe sales commission 15 Tietergz L:l]nr_;_;:;;:].

At — . Glagre k. A
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Resulis;
We have performed procedures o test if the goods sold to Glencore are comparable 10 any similar sales 1a
thited partics, The reade terms and condinans pranted have been compared to those granted 1o third parties.
Copper s being seld an terms that do ant seemn 1o be consstent wirh arms leagih imnsactions. The rgn
conttact willi the pareatcompany for the penod roviewed indicares thar copper shoeuld be sold ar “M+1"
prices (average LATE poce for the month follomang the month of praduction, due o shipping), Copper i,
hieswever, also sold wder 1he follovang rerms thar deviare frean the maen conteaer

= prves can be adjusced aslong a5 6 months after production (M6

- adjustrments do nor appear 1o be gonsstens

- some copper issold under an “old” contract berween Mopani and Glencore (in one instance

only 25%0 of LAE prce)
- praces seem to be deteemined by the parent compuny, ve the purchaser.

Mg faras we have idennfied, no bk essr berween the provistonal invoree and Anal serlement 1 the
accounomg matensd deselosed, This lack of audit toail means st we have not been abie 1o determine
whether
= all provisional isveices have been closed througl fnal setlements
*  the final settlements are culoulared in accardance with the actual delivery, the penaod’s actual
market prize and provistional invoce

The Company has not been able 1o provide us with evidence that the Company sales, which mestly are
related paity transachons, have been emered mroaccording to the arms lengrh prnciple, ZRA should
eonstder whether thes should have impact on the 1 assessmont.

Work relanng to the commaodit: premium and discownes have been performed by ZRA seaff and sy
eonclusions from thar work s not included morhis reporr,

Gilencare 1s charging frewht charges (realizanan charges) based oo fixed fees for delivenes CIF Rotherdam.
This even 1|=t:-1:|§_|;|1 the actual stupments are made 1o arher ports, often closerin geography, We do therefoie
assumic that Mopani is overlnlled with freight charges, bur have nat been able o caleulare any mionetiry
effects due ro lack of documentanon,

The dhfferent tssucs addrissed have been browghs ra the management attennion through formal lters and
discussions, They have owever not reverted 1o us with sansfactory TESPUNSES 10 GUE Quesiions

Conclusion:

The Compuny SManapement has been e sufficent vme and appoiu iy to revert o our forml querics,
The facr thie they have ot reverted oo tmely anid proper meanner 15 taken ag evadence that they fave not
taken the audie sepousle and 1o fet 15 aor very concerned of any sanchons that nught come.

We believe that the related parmy sales and promg mechimsms sre not in aceordance wath tie AyTEemen
disclesed, or the aros lengrh proaple. This should have impact on the s assessmenrs for the penod
uncler review, Henvever, due 1o lack of documentanon diseldsed and couperition fram the Commpany, we
liave nor heen tble o vendy any monetary effects due 10 Jack of informanon. Consideration <hanld be
miade a4 10 reassessing the ciunpam”s raxable incoae for the penod under revies: oz well avnor e
acknowicdge the realuanon chacoes a5 te deduenble

Pricing of copper, cobalt and precions merals

W have selected the st sales tmansactions fom the earrent vear's sales yournal and the subsequent vear's
and traced o shrppg docaments, tosee 3 the reveues dre tecosded an the acrual dare ofshpment
Further we have selecred wymme source documents and rrsced them 1o the reconded teAn s oo, and
anattve] whether eevennes an the frst month of the nest vear 4re surpesingdy hiph wluch could indicase

that they are rehired 1o pooe sear,

Wast of the copper, cobulr and precrous menals are sald w4 reboed party (lencore AT, sec section
Abeng Eor finther infoomanon an the,

Grant Thornton eC ()
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Derivatives and hedging

Mopam manageinent have informed us that the lastoncally amount of hedging acnviies have been very
fimuted. As fact they have informed us that they themselves da not enter o any positions/ instruments
and that any decision in thiz matter 15 taken Iy Glencore. Any financing costs, charges and margn
requuerments have sapposedly been taken by Glencore.

By sampling a number of invaices and resdng them for different parameters, we have idennfied different
hedges uy both rald and sibver, These have not been recorded 1n the accounts i @ consistent manner, nor
an sepatale accowns or wath distineove ennficanon marks: Fven though we have oot identfied evidence
thist the number of conrmcrs w large in volume or amounts, thes does not add up warh the comments from
the munagement

As a resulrof the above we have not been able 1o verify the actual volume of depvanve ransachions, nor
the monctany effeces thas have had on the aceounss. The Mopant Management hive been g |7|,1.'.;_-n seneral
fJFPU'ILLTil'l!LH to revert foous wich thety ECSPOHISES 10-00T tormal letters, bur have &5 Fir s e are avware ol
reverted inoa proper o ey manner,

Based on the above consulerarion should be made as how to jirocéed to be able o conclude on whether
the informannn that we m fer have been grven s correct and any maonetarny-etfeers this have had on the

assessed tanable profie The lack of cooperation should a1 any arcumstince be gven consequences for the
COMPATIY,

GrantThornton ecéen
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3.5 Opereronal costs

W have reconciled suppliers ledger with the general ledger and traced samiple swems from supplier ledger o
vendor's mveices or evidence of receipt. Cut-off procedures have alsa been performed.

Ly some cases the documentation of the expenses was not onginal invoices, we also noted that in some
cases ey actually did nor Bod the supporiing documentarion of @ trnsaction.

I'he cost [E'd_gt':r.*‘- ]:-n_n':d'::d. dhid nee dgree e the financial sttements so that our samp]: Y NOTEIVE 4 Lre
reflertion as the population 15 incomplere,

Transfer pricing

Before starnng the audit we asked the company of a bst of relared parnes, ransactions and transfer-price

dewumentation/ agreemenis. We have compared rransactions with relared parhies with OECD-puidelines.

Woe dad net recerve a Bsr of celared parnes and transacions with relared pirfes: We have not been able to

‘EJ'I"."':'.‘I dl_lc 'A“EI]”UH o Transacd nsg "J..'.Hh [I’_,"I.E'I.Fﬂ‘d T'}fll"”ﬂﬁ \Vhﬂﬂ_fﬂfr}'i_ﬂg ol ouar 'Ua.-'ﬂ[k.

We did though find that costs aze being mflared by price partcipation charges. Thers 15 prnce parncipation
Pemng charged on sales 1o Glencore. Qur review of the conreacrs does not show ANy Price [rerhciparion as
pact of the jerms. See transfer-podng under revenues for further wnformation oo this,

Depreciation

W have obrained 3 summary of the capital ssser capimbization and deprecanon policics and compated
therm wath the tax-law. We have slso idennfied significant capieal asset additions and examined APpTUpmITE
supporting documents. Further we have reviewed constuction in progeess records and other fived assets
acddinons for the kst few business davs of the year 1o determine whether capital addinans have been
tecarded 10 the propet pertod. We have Jooked ar gains and losses dispositions and investigared the
supporting documentation that explams the sales prce. We have also agreed gams and losses to the profir
and loss account and compared this wath the policies specified in the tax b

It seems like the company may be using meorreet disposal proceeds for s purposes, There 1= an
meonsistent profit/loss on disposal of fixedussors. The company also seems 1o he using accounting net
book value in caleatation balaneng Wlowances instead of usmg the income tax wiitten down value,

Onher operational costs
[+ wits alse the mtention that ZRA should Rave performed the following procedures on persanell cosre:
comparte tecards from the company with pubbic reconds, like mmagraton records, ZRA reennds ete,
- enmpare samples af emplovment records with salunes and wiges charoed o the accounts
trace sittiples of personell costs charged o the sceounts back o emnstove revonds
- cheek af eosts from other parts of the group are reasonable and well documenied

The purmpose of these procedures s 1o make sute that ol coss do relite 1 work genallyv pertamyed by
P ; R 2
personell emploved by the company and 1f they are mn aceordance with amounts pasd. Further to see i the

presisnel| costs are relevant and propornooate 1y the husiness actvtics:

Mapand has an averige of approsc O emplovess cach month, 50w be alile 1o ]'Pt'FT-{.JIfTI"I audny procedores
et wall e vea reasonable assurinee of the emplovee costs, there 159 need for a sprecul team thar s

TR dedicated 1o thes The ome foume and hl.l-ils_gfﬂ ot this audin did not support sagh a vasrjob, <o s
recnmmended thar the ZRA follow b this oo et ol

Grant Thornton eC@n
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Biv our audit of overheads we did however samiple some emplovee costsanid found that the followang
should be reported or followed up on:
The company mpy be soder declariag PAY L

- Contmer st is eantled moone imp annually for the family froni therr plce of recrurmenr This
15 10 addition 1o repareation at the end of the contract. W found thar anly when the reavel
allpeation o oot used and 15 e as cash s ar taxed

- Shaft differenial pasd o contract stalTwis not axed i the semple seleaed.

- Bomé emplovees on contract ke acvomnodated by the company and are charged o oomanal fee
The charges are pot CeONOIIC ML SOMC CA5ES There may be housing Benefits thar are not by
taxed — this should Te followed up on snce we were novable o reach & conclusan.

- Lo service bonuses age pieach o ff paven!] Condinons of service provide for [ong service cash
Besnss dependug o the number of vears served. Need 10 abrim sehedule of pavment and proof
of PAYE deduetenand pavment

- PAYH oo Hleusing Tax rebief in 2007 o the samples picked seem to be under ducted, thongh
PAYE calenlired based in annual basis seems ok Need o pet the remanng payshps on the
sample picked and prebably browden the sample o another month aswell

a6 Tax calcularion

Windfall taxes
For the periods under audir thas tax 15 not an sssue Bot from Aged 2008 an Income Tax famendment) Bill
s introduced.

Raovalties
SRA o fmalize rovalry calondanen based on the resalt from the audic

Corporate taxes

Fior 2006 and 2007 Mopant had losses carned foraand, so that they seere not sulipect 1o cosporare axes.
Togerher wath Ronkola Copper Mies (R and Kanszanshi they have an income taxaf 25% and no
30%e as the fax leglslation states,

Mogpanrs boss carned [orward 18 for T vears. A sipntheant part of the Joss i due re 100w allowsanee on
muming expendicnne praspectng and explaranion, Which tor the 2 vears o queston lave been LISy 26l
mulbion and USEY 371 pallion. As perpuech 2008 the oldest loss carrled forward was from 2000 wheeh was
1250 72 mithon,

The ennsequences of the above mentined findmgs would be that the loss caced forsand should have
been motenally Iwer, W supgese thar the AR does 4 new Lax assessment bimed o the resslie of the

aeehin
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