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KPMG Somekh Chaikin - About

KPMG is a global network of professional firms providing Audit, Tax, and Advisory services. We operate in 156
countries and have 155,000 people working in member firms around the world.

Europe, Middle East & Africa
74,000 professionals in 119 countries

Americas
43,000 professionals
in 19 countries

Asia Pacific

38,000 professionals in 18 countries

Somekh Chaikin is part of the KPMG global network of firms, employing over 1000 people with offices in Tel Aviv,
Jerusalem, Haifa and Beer Sheva and serving thousands of clients in many sectors throughout Israel.
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KPMG Somekh Chaikin — Advisory Services

As part of the KPMG network, our Israeli Advisory practice has access to global databases, leading practices, thought
leadership, local and worldwide events. Our professionals come from a variety of backgrounds including: economics,

accounting, industrial engineering, information systems, internal audit and law;

Internal Audit, Risk and Compliance Services (IARCS):

» |nternal audit outsourcing and co-sourcing,

= Advising on the integration of corporate governance policies
and internal enforcement mechanisms including preparation of written
procedures

= Advising on compliance with regulations such as SOX and ISOX

= ERM (Enterprise Risk Management) consulting and implementation

= Sustainability services including strategy, implementation and assurance
reports.

» Contract Compliance Services to assist organization effectively manage
royalty collections and payments

» Specialized task force services to prepare for large scale audits

by multi-national organizations

Advice to government offices on policies, legislation and enforcement
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“What we learn from history is that people don't
- learn from history.”

Warren Buffett




Content

Enterprise Risk Conflict Minerals: Conflict Minerals:
Management OECD Guidelines CM Risk Management
Background
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ERM fundamentals

What is Enterprise Risk Management?

The definition of risk management by COSO ERM:

“... a process, effected by an entity’s board of fg"’"’ et e
directors, management and other personnel,
applied in strategy setting and across the
enterprise, designed to identify potential
events that may afiect the entity, and manage
risks to be within its risk appetite, to provide

reasonable assurance regarding the -M
achievement of entity objectives.” [ istofnation omminic

Creating Management
Excellence
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ERM fundamentals

Creating content: Example risk profile

o 1 — Regulatory compliance
Critical
2 — Mergers and Acquisitions
Major e 9 3 — Research and Development
9 4 — Supply Chain Disruption
o
= Moderate ; -
- . 5 — Business continuity
@
x 6 — New Market Risk
Minor
7 — Competition
9 — Insufficient Growth in Core Market

Remote Unlikely Moderate Likely Almost Certain

10 — Information System Security
Risk Likelihood

Tier 2 Tier 3

Effectiveness of Controls/Mitigation

() O @ O @

No Plans/ Needs Strengthening Needs Strengthening Needs Strengthening Meets Requirements
Ineffective (Critical) (Important) (Minor)
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ERM fundamentals

CM Risk Approach

Conflict Minerals Risk as part of ERM:

Reporting Risk

Supply Chain Risk

Enterprise
Risk
Management
(ERM)

Compliance
Risk

Conflict
Minerals
Risk

Reputational Risk

Sustainability Risk
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OECD Due Diligence Guidelines

Risk Based Approach

Figure 1. Risks in the supply chain of tin, tantalum and tungsten from conflict-affected and high-risk areas

Risk that Risk that
fanes or Conzolidators & Intermedianes faxes or

mineral shares (Sitwated at the mine site or local markets) mineral shares
are paid to are pagtten
Mi | Prod nan-state non-g i
Arr.isanallraes?all-sgale :ﬁﬁuﬁnsm: armed groups RISK THAT NON-STATE ARMED . amed groups [ Local Mineral Exporters [
or large-sesle mining (LSM) orsecuriy | L83 GROUPS OR SECURITY FORCES:| | or security RISK THAT NON-STATE ARMED
forces along -llegally tax, extort or control forces along
frade routes intermediaries frade routes GROUPS OR SECURITY FORCES:
RISK THAT NON-STATE ARMED -

-lllegally tax or extort exporters.

-Control exporters through cwnership
rights or other means.

-Sell minerals to exporters.

-Transport minerals for exporters.

ADDITIONAL
RISKS: A A

-Zell minerals to intermediaries.
-Transport minerals for intermediaries.

GROUPS OR SECURITY FORCES:
-Physically control the mines.

-Use forced or compulsary labour to A A ADDITIONAL
mine. RISKS: A

-llegally tax or extort money or
minerals from miners.
-Get legistical assistance or
) clandestine
equipment from producers. minerals smuggled
-Commit serious abuses: into neighbouring
countries

» Forced or compulsory labour.

* Worst forms of child labour.

# Torture, cruel, inhuman or
degrading treatment.

* Sexual violence.

International Concentrate

Mineral Traders
Refiners/Smelters & A A

* Serious violations of international Mineral Risk that taxes or
humanitarian law. Re-processors mineral shares are paid
to mon-state armed
groups or Security
forces along trade routes
Metal Component Original Equipment T e
Traders & Manufacturers
& Product & Retailers A
Exchanges Manufacturers

LEGEND

== euxtraction, transport, trade, handling or export of minerals. responsible supply chain of minerals from conflict-affected
-Risk that public security forces are present for purpeses other than and high-risk areas (as recommended in this guidance).
providing security.
-Risk related to contracting of security forces, public or private.

-Rigk of direct or indirect support to non-state armed groups through the g -Risk of non-existent or inadequate due diligence for a

-Risk of bribery to conceal or disguise the illicit origin of minerals, to migrepresent taxes, fees and royalties paid to govemments for the purposes of
— mineral exiraction, trade, handling, transport and expori.
-Rlisk of fraudulently misrepresented information en mineral erigin, franspertation reutes, chain of custody and the circumstances of
mineral exiraction, trade, handling, transpori and expori.

© 2015 KPMG Somekh Chaikin, an Israeli member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (“KPMG International”), 11
a Swiss entity.



OECD Due Diligence Guidelines
5 step framework

m The SEC final rule requires an issuer’s due diligence to follow a nationally or internationally recognized framework
m The Organization for Economic Co-operation and Development (OECD) has the only framework currently recognized
m OECD's is based on the following 5-step framework:

P---------------

2 — ldentify and
Assess risks in the
Supply Chain

3 - Respond to 4 - Audit opinion to
|dentified Risks address

1 - Establish
Management Systems

Establish and communicate Identify smelters/refiners in

. - . Whether the DD framework
company policy supply chain if possible

materially conforms with a
national or internationally
recognized standard

Report findings to Sr. Mgt.

Devise risk management
plan: System to address first-
level suppliers and industry-
wide initiatives to build
leverage over sub-suppliers

Structure management to
support supply chain DD

Identify risks in the supply
chain

Whether the issuer’s
description of the DD
measures it performed are
consistent with the DD
process the issuer actually
undertook

Assess risk of adverse
impacts

Establish controls and
transparency over the supply

chain Track performance of risk

Support promotion of supply mitigation efforts

Establish early-warning risk chain transparency

awareness systems
y Re-assess based on

Support promotion of clear changing circumstances

chain of custody

Strengthen supplier
engagement

5 - Annually report on supply chain due diligence policies and practices
(U.S Government Accountability Office has indicated existing Generally Accepted Government Auditing Standards will apply)
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OECD Due Diligence Guidelines

Upstream Vs. Downstream

« The OECD guidelines distinguish the identification and assessment of risks in
downstream and upstream companies.

 Downstream companies should:
= |dentify, to the best of their efforts, the smelters/refiners in their supply chain;
= |dentify the scope of the risk assessment of the mineral supply chain;

» Assess whether the smelters/refiners have carried out all elements of due diligence for
responsible supply chains of minerals from conflict-affected and high-risk areas;

» Where necessary, carry out, including through participation in industry-driven
programs, joint spot checks at the mineral smelter/refiner’'s own facilities.

* Upstream companies are expected to:
» |dentify the scope of the risk assessment of the mineral supply chain;

= Map the factual circumstances of the company’s supply chain(s), under way and
planned;

= Assess risks in the supply chain.
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OECD Due Diligence Guidelines

Strategy

A Risk Management strategy:
1) continuing trade throughout the course of measurable risk mitigation efforts; or
i) temporarily suspending trade while pursuing ongoing measurable risk mitigation; or

iil) Disengaging with a supplier after failed attempts at mitigation or where a company deems

risk mitigation not feasible or unacceptable.

© 2015 KPMG Somekh Chaikin, an Israeli member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (‘KPMG International”), 14
a Swiss entity.



g Part C
’ Conflict Minerals: bl |2 ll; e T
P i PRl .; ;: Ei‘ iy i L

iy _ ::
'%“'7?"

Y

Lﬂ



Risk Management in the CM compliance process

Action Items

 Risk management in the Conflict Minerals compliance process involves both internal
and external measures that a company should consider adopting as part of its normal
operation. Such measures may include:

Designing a supply chain risk management policy/plan;

Incorporating risk management as part of its Standard Operating Procedure;

Surveying suppliers CMRT’s with a risk based approach;

The role of the of the personnel who submitted the CMRT;

Further examination of suppliers with smelters/refiners from a certain geographical
area;

Supplier history (length of the engagement, issues in the past, etc.)

Quantity/volume of products purchased.

Verifying that suppliers have a supply chain risk management policy;

Devising a risk mitigation plan that includes the identification and mitigation of red flags
arising in the CM compliance process.
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Risk Management in the CM compliance process

Action Items

* Inresponse to identified risks a company should consider:

» Design and formalize corrective action plans to mitigate identified risks, based on its risk
tolerance and company objectives;

« Implement its risk management plan;
* Monitor and track performance of risk mitigation;
* Report back to designated senior management;

« Suspending or discontinuing engagement with a supplier after failed attempts at
mitigation.
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Risk Management in the CM compliance process

Lessons Learned

* Arisk-based approach to compliance should help companies to gain deeper insights into their
supply chain and to optimize their operations. knowing more about your supply chain, can

only improve the way to run a business.

* By integrating conflict minerals reporting compliance with other regulations, companies
should be able to see how regulatory risks are connected. A holistic approach to compliance

should improve efficiency and help companies to manage risk more effectively.

* An integrated review of filings reduces the risk of inaccurate reporting and thus the risk of

non-compliance; accurate reporting will help compliance.

» The risk of being found non-compliant with an important regulation affects a company’s
reputation. Public trust in a company’s behavior is a priceless asset that can easily be
jeopardized through a faulty compliance program. A rigorous approach to conflict minerals

reporting can enhance a company’s reputation.
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Questions?
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