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DLA PIPER EVERYTHING MATTERS

“COUNTING THE COST”
SYNOPSIS FOR THE AUDIT COMMITTEE MEETING

Audit Committee Meeting in March 2008

The purpose of this meeting is for the Audit Committee to review with the Chief Financial Officer and
the auditors the draft financial statements for Merriston for the 2007 financial year (Merriston has a
31st December year end) and to gain sufficient satisfaction that the financial statements provide a
true and fair view of the company's performance to be able to recommend approval of the financial
statements at the subsequent full board meeting of Merriston.

Since the announcement by Merriston of its 2006 accounts (in March 2007) David Silvers, the Chief
Financial Officer, has retired unexpectedly for reason of poor health.

It emerges that a key point in relation to the 2006 financial statements was the justification for a large
provision which was made by management for suspected losses on the Highton project but that this
provision was ultimately accepted by the Audit Committee (albeit the Chief Financial Officer at the
time, David Silvers, had not impressed the audit committee with his explanations).

The key issue which arises in respect of the 2007 financial statements is in relation to the provision
which is being proposed for losses expected on the Senderly project which is a major on-going project
for Merriston.

The Audit Committee, particularly Sarah Wright, is concerned at the low level of the figure for costs
incurred to date on the project given the speculation in the newspapers as to costs running out of
control due to major problems to complete its Senderly project.

The provision proposed by management for expected losses is based on a report by Roger Mason
(Division CEO) produced at very short notice for the audit committee which will be made up of the
costs already incurred in the project at the time of the Audit Committee meeting with the addition of
projected costs to complete pursuant to Roger Mason's report.

Merriston is due to announce its results within 48 hours of completion of the Audit Committee meeting
after the holding of a full board meeting to hear the report from the Audit Committee and any other
year end business.

Audit Committee Meeting in March 2009

This Audit Committee meeting is being held for the Audit Committee to review and, if satisfied, approve
and recommend to the full board of Merriston the financial statements for the 2008 financial year.

One of the key issues to be dealt with at this meeting is the report back from Tom Melling (the Head
of Internal Audit) in relation to their investigation of the whistleblower complaint, to determine whether
there was any evidence of the Senderly provision in the 2007 financial statements having been
deliberately and dishonestly kept low by providing false figures for costs incurred as at March 2008
(when the matter was considered by the audit committee a year earlier), or by providing projected
costs figures which management knew would be too low (pursuant to Roger Mason's report in March
2008).
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If there is evidence of dishonesty, then Merriston may be faced with having to re-state its 2007 financial
statements and this will also cast a huge shadow over the integrity of those involved in providing the
figure for Senderly project to the Audit Committee (i.e. the Chief Executive, the Chief Financial Officer
and the Divisional CEO) in March 2008 and on the reliability of any input they may have had, and
representations they would be expected to make, as to the accuracy of the 2008 financial statements.

The Audit Committee needs to determine whether an adequate investigation has been carried out
which has produced reliable conclusions confirming that there was no dishonesty in the calculation
and provision of figures and that the unexpectedly high loss was due to innocent error of judgement.

The Audit Committee also considers an update from the General Counsel (Debra Stevens) on the
latest developments in respect of a public prosecutor's investigation into whether a bribe has been
paid by agents acting for Merriston's operating subsidiary in Valkronia (a make-believe country) and
whether this development may have any effect on the approval of the 2008 financial statements.
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