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Metals and plastics - Strategic view

Analyst: Matthew Turner Introduction

VM Group With crude oil prices so high, dangers are building up in the global economy —
Tel +44 20 7487 3600 inflation is the most obvious right now but it is only a matter of time before this
Email: matthew@vmgroup.co.uk feeds into lower consumer spending, via firming interest rates, a protracted
Analyst: Gary Mead credit squeeze, and higher unemployment. The European Central Bank’s move
VM Group in early July to lift eurozone interest rates to the highest in seven years (now at
Tel: +44 20 7487 3600 4.25%) may not be the last, and expectations are mounting that the US Federal
Email: gary@vmgroup.co.uk Reserve will soon signal a return to rate increases. All of which will curb
Analyst: Jessica Cross demand for metals — except perhaps gold, which could see very strong rises if
VM Group investors get really spooked about the possibility of inflation getting a firm grip,

Tel: +44 20 7487 3600

T el although higher US interest rates ought to strengthen the dollar, which would be
Email: jessica@vmgroup.co.uk

negative for gold.

Gold

Gold’s fantastic finish in June took prices to levels not seen since April. Much of
it was to do with the dollar, but inflationary pressures are also helping. Gold
typically does well in economic turbulence — and central bankers seem united in
their conviction that tough times lie ahead.

Silver

It was no surprise that silver was again dragged higher by gold. This pattern is
now well established but a slowing global economy will take a heavier toll on it
than the yellow metal.

Platinum

Platinum remains solidly supported by the risk of another supply crunch from
South Africa. Against that, the very high premium of diesel versus gasoline in
most western markets will deter car buyers from purchasing diesel-engine
vehicles, and that will slow autocatalyst offtake.

Palladium

The market continues to price palladium higher on the view that the metal’s
years of excess supply are coming to a rapid end. The data is inconclusive and is
likely to remain so for some time to come. Demand is at risk from a global
slowdown, but where platinum loses in autocatalysts, palladium will benefit as
more drivers reconsider the merits of gasoline-engines.

Aluminium

China’s electricity supply problems worsened considerably in early July and 12
provinces (out of 22) are now rationing power. It emerged on 10™ July that 20 of
China’s biggest aluminium smelters agreed to cut primary metal production in
July by as much as 10%, which pushed the LME price to a fresh record. Kaiser
Aluminium’s decision to start charging new customers a sliding-scale electricity
surcharge on fabricated aluminium products is a real sign of the times. Higher
energy costs are hurting all metals’ producers, but aluminium is most exposed.

Copper

The price has remained remarkably strong despite growing evidence that
China’s refined copper imports are very sluggish indeed. In the very long term
copper no doubt has a strong demand profile, but right now there is little
fundamental support for such elevated prices.

Nickel

BHP Billiton sprung a surprise in June by bringing forward a planned
maintenance shutdown of a smelter and refinery. This propped up the sagging
price and reminded everyone of nickel’s continuing fragile supply-side picture.
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Lead and zinc

The speculative bubble in lead has well and truly popped, while in zinc the
expanding global supply is dragging the price ever lower. Further weakness
ahead is likely for both metals.

Tin

We may now have a clearer picture as to the intentions of Indonesia regarding its
tin export policy. On the other hand the plethora of contradictory signals that
have emerged from that country regarding its tin industry have left the market
dizzy. All that can be said for certain is that so far this year Indonesian exports
have been very low, and China’s demand very strong — this may be the story for
the rest of the year; in which case the price should hold above $20,000/t,
although slower economic growth might rock that.

Steel

The LME’s newest contracts have yet to gather momentum; volumes remain
relatively low but at least they have been launched into a buoyant market, with
long-term world demand likely to grow substantially, and input costs (iron ore
and coking coal) soaring.

Plastics
Plastics are nakedly exposed to the high crude oil price; prices are soaring and
this will accelerate the drift towards more production heading to Asia.
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Forecasts
Price forecasts
End-June 1-month 2-month 3-month 12-month

Gold $ per oz 930.25 880-960 880-960 (r) 880-960 (1) 900
Silver $ per oz 17.65 17-18.50 17-19(r) 17-19 (r) 17.50
Platinum $ per oz 2,064 1,950-2,220 2,200-2,400 2,000-2,400 2,200
Palladium $ per oz 467 440-480 450-490 (r) 450-490 (r) 450-490 (r)
Aluminium (3-month) $ per tonne 3,122 3,000-3,700 3,000-3,700 (r) 3,500-4,000 (r) 3,500 (r)
Copper (3-month) $ per tonne 8,585 7,800-8,400 7,500-8,000 (r) 7,500-8,000 7,500
Nickel (3-month) $ per tonne 21,825 20,000-23,000 20,000-23,000 20,000-23,000 20,000
Lead (3-month) $ per tonne 1,765 1,800-2,200 1,800-2,200 (r) 1800 (r) 1,500 (r)
Zinc (3-month) $ per tonne 1,912 1,700-1,900 1,600-1,800 (r) 1,650 (r) 1,500 (r)
Tin (3-month) $ per tonne 23,400 20,000-23,000 21,000-25,000 21,000-25,000 20,000
Plastic: LL (Global) $ per tonne 1,680 1,750-1,800 1,800 (r) 1,800 (r) 1,800 (r)
Plastic: PP (Global) $ per tonne 1,890 1,900-1,950 2,000 (r) 2,000 (r) 2,000 (r)
Steel: (3-month) Med $ per tonne 1,200 1,2 50-1,300 1,250-1,300 (r) 1,250-1,450 (r) 1,400 (r)
Steel: (3-month) Asia $ per tonne 1,110 1,050-1,200 1,150-1,200 (r) 1,250-1,450 (r) 1,350 (r)

Average/2009 Average/2010 Average/2011 Average/2012 Average/2013
Gold $ per oz 890 800 650 600 500
Silver $ per oz 18 15 13 13 10
Platinum $ per oz 2,000 (r) 1700 1,700 1,500 1,300
Palladium $ per oz 450 500 (9 400 400 300
Aluminium (3-month) $ per tonne 3,500 (1) 3,800 (1) 300 () 3,500 (r) 3,500 (r)
Copper (3-month) $ per tonne 7,000 () 5,000 5,000 5,000 4,000
Nickel (3-month) $ per tonne 20,000 20,000 18,000 (r) 18,000 (r) 16,000 (r)
Lead (3-month) $ per tonne 1,250 (r) 1,200 (r) 1150 () 1,200 (r) 1,200 (r)
Zinc (3-month) $ per tonne 1,300 (r) 1,300 (r) 1700 (r) 1,700 (r) 2,300 (r)
Tin (3-month) $ per tonne 20,000 13,000 13,000 12,000 10,000
Plastic: LL (Global) $ per tonne 1,400 1,200 1,200 1,200 1,200
Plastic: PP (Global) $ per tonne 1,400 1,250 1,250 1,250 1,250
Steel: (3-month) Med $ per tonne 1,400 1,400 (r) 1500 (r) 1,500 (r) 1,400 (r)
Steel: (3-month) Asia $ per tonne 1,350 1,300 (r) 1400 () 1,400 (r) 1,400 (r)
Source: VM Group [r] = revised from previous month

Market Update
Prices and stock levels
Prices Most Average High Low Price WoWw Price MoM Price YoY Average Average
(July 8™) recent over past 1 week (%) 1 month (%) 12 months (%) 2007 2006
price 12M ago ago ago
Gold $/oz 916.8 827.4 1,011.3 657.5 919.5 0 890.5 3 661.3 39 696.5 604.0
Silver $/oz 17.85 15.51 20.92 11.67 17.4 3 17.2 4 12.7 40 13.4 11.6
Platinum $/oz 1,990 1,671 2,273 1,240 2,053.0 (3) 2,050.0 3) 1,303.0 53 1,304.7 1,141.9
Palladium $/oz 448.0 399.7 582.0 320.0 467.0 4) 429.0 4 368.0 22 354.7 320.4
Aluminium $/tonne 3,233 2,724 3,233 2,376  3,102.5 4 29440 10 2,820.0 15 26620 2,593.4
Copper $/tonne 8,410 7,732 8,812 6,340 8,500.0 (1) 7,986.0 5 7,940.0 6 7,0959 6,670.6
Lead $/tonne 1,582 2,851 3,880 1,565 1,820.0 (13) 1,955.0 (19) 2,931.0 (46) 25579 1,281.6
Nickel $/tonne 20,615 28,421 34,810 20,615 21,850.0 (6) 22,825.0 (10) 34,810.0 (41) 36,217.1 23,265.6
Tin $/tonne 23,275 18,168 25,500 13,600 23,305.0 0 22,400.0 4 14,210.0 64 14,5323 8,765.8
Zinc $/tonne 1,801 2,578 3,752 1,763 1,945.0 (7) 1,966.0 8) 3,460.0 (48) 3,243.2 3,252.4
PP $/tonne 1,815 1,422 1,930 1,240 1,815.0 0 16750 8 1,290.0 41 12202 1,176.4
LL $/tonne 1,710 1,396 1,710 1,215 1,710.0 0 1,595.0 7 1,215.0 41 12549 1,213.2
LME Stocks Most Average High Low Stocks WoW  Stocks MoM Stocks YoY Average Average
(July 8™) recent over past 1 week (%) 1 month (%) 12 months (%) 2007 2006
stocks 12M ago ago ago

Aluminium Tonnes 1,087,075 955,574 1094,150 826,725 1,091,925 (0.4) 1,069,275 2 827,800 31 842,573 723,253
Copper Tonnes 122,075 141,806 201,000 97,550 122,475 (0.3) 121,150 1 100,375 22 158,899 119,593
Lead Tonnes 100,975 47,318 101,900 20,850 100,475 0.5 72,600 39 43,050 135 37,218 76,115
Nickel Tonnes 46,968 40,279 52,308 9,954 46,860 0.2 47,304 (1) 9,954 372 18,110 17,324
Tin Tonnes 6,460 11,232 16,065 6,460 6,815 (5.2 7,650 (16) 12,045 (46) 11,891 13,187
Zinc Tonnes 152,250 99,205 154,025 58,100 152,975 (0.5) 143,250 6 70,350 116 81,377 218,452

Source: VM Group
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late rally was based on the usual suspect — a collapsing dollar, which came after
the Federal Reserve appeared to be backing away from imminent interest rate
hikes. This was all the more potent as, up to that point, there was some
expectation that the dollar’s long decline could be over. Whether or not that is
the case will to a great extent determine the price movement of both gold and
silver in 2H 08.

Precious metals prices (start 2008 = 100)
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Tin forward curve ($/02) Zinc forward curve ($/02)
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And what of the worst performers? Zinc shed 22%, nickel 27% and lead, 37%.
This means that they are now trading lower than they were at the start of 2008.
In each case there are solid fundamental supply-demand factors that can be
attributed as the reason why they have slipped so badly. As for zinc, the
inescapable fact is that an array of new zinc mine projects are about to enter into
production, at a time when the global position this year is looking like heading
towards a substantial surplus of anything between 200,000t-300,000t, with that
being even bigger in 2009. Zinc mining companies that are either ramping up
production or about to start-up new projects took the decision to do so two years
or more ago, when the price was very much higher than today. There is little
incentive for any of them to postpone these plans right now, as even at today’s
very humbled zinc price as many as 90% of them remain comfortably profitable.
Ultimately this suggests to us that the price will have to fall below $1,500/t
before some of this planned new production is mothballed. As always in a fight
for survival everyone thinks the other guy will collapse first — there will be a
strong resistance, understandably, for zinc miners to take pre-emptive action to
reduce the flow of zinc concentrates, a flow that by this time next year might
become an avalanche. Eventually this will again correct itself, but not perhaps
before several years of pain have been experienced. This supply-side difficulty
for zinc is compounded by the rapidly slowing market for new car sales in the
US, Japan and the EU.

Lead too has little to look forward to. It’s now clear in retrospect that much of
the rapid move towards $4,000/t late last year was due to over-exuberant
speculative investment. In late 2007 the picture looked very different from
today. Chinese refined lead exports collapsed by half, there were serious supply
problems for Australian producers, the Chinese market for electric bicycles
(using substantial amounts of lead in lead-acid batteries) — all this tempted some
investors to dive into lead futures on the LME. In the rush to buy, lead’s very
unattractive characteristics — which had led to it being banned in electronic
soldering for most consumer goods in EU markets — were all but forgotten,
along with the fact that lead is almost infinitely recyclable. The very high crude
oil price also provides a poor long-term outlook for lead. As well as creating
some dismal background macro-economic circumstances for consumer demand
— translating into lower car sales and thus lower demand for lead-acid batteries —
this fresh crude oil crisis is likely to spark much greater interest in years to come
in alternative forms of road transport, initially the hybrid gasoline-electric
passenger car, and later in the form of all-electric cars, neither of which have any
need for lead. Another spike higher can never be ruled out but it will require
some very significant supply-side problems before such a spike could again be
justified in fundamental terms. As with zinc, lead prices should continue
softening in the final half of the year.

Nickel may yet surprise. Its fate is much more in the balance as, on the one
hand, the darkening macro-economic climate will certainly see consumers put
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off whatever purchases they can, and white goods and domestic appliances —
consumer items that usually have some stainless steel about them — tend to
suffer badly in economic downturns. On the other hand, current nickel
production remains subject to quasi force majeuréncidents such as was seen in
late June with BHP’s decision to suspend operations at a smelter and refinery in
Australia. Moreover, rising energy and other costs for mining are bound to have
drastically inflated costs at the handful of large new nickel projects that are still
at an early stage of development. Several of these projects have been dogged by
spiralling costs long before the recent crude oil price surge. Nickel remains a
relatively small market, around 1.4 Mt/year. We currently see very little scope
for nickel to slip much lower than where it is today — and we await with interest
any updates from the mining giants as to new cost projections for their major
nickel projects. We may yet see a very tight supply-demand situation for nickel
this year, and several years to come. When the current economic gloom lifts, we
could see nickel prices soar once again.

How does this stack up with other commodities?
The poor price performance of most metals in Q2 2008 contrasts with that of
most other commodities, which had a very strong quarter.

Percentage changes in settlement price of selected commodities, Q1, Q2 and 2008

Change Change Change

over Q1 over Q2 over year
Light Crude Nymex (2-position) $/Barrel 2 39 42
Brent ICE (2-position) $/Barrel 6 36 44
Cocoa ICE Futures US (2-Position) $/tonne 12 35 52
Gas Oil ICE Futures (2-position) $/tonne 13 33 50
Natural Gas Nymex, Henry Hub Futwes (2-position) $/MMBtu 29 32 71
Soybeans CBOT (2-position) c/bushel ?3) 32 28
Cocoa (robusta) LIFFE (2-position) £/tonne 21 30 57
Natural Gas ICE Futures (2-position) £/MBTU 14 29 47
Corn CBOT (2-position) c/bushel 23 27 56
Steel LME (3 month MED contract) $/tonne 0 20 20
Coffee (arabica) ICE Futures US (2-position) c/pound (5) 18 12
Tin LME (3 month contract) $/tonne 27 14 44
Steel LME (3 month Far East contract) $/tonne 0 12 12
Coffee, (robusta) LIFFE (2-position) $/tonne 18 8 28
Sugar ICE Futures US (2-position) c/pound 10 8 19
Palladium LPPM London PM fix $/ounce 20 5 26
Aluminium LME (3 month contract) $/tonne 24 5 29
Cotton ICE Futures US (2-position) c/pound 3 4 7
Copper LME (3 month contract) $/tonne 25 2 28
Platinum LPPM London PM fix $/ounce 32 1 34
Gold LBMA London PM fix $/ounce 10 0 10
Silver LBMA London fix $/ounce 20 2) 18
Wheat CBOT (2-position) c/bushel 2 (8) )
Zinc LME (3 month contract) $/tonne 3) (18) (20)
Nickel LME (3 month contract) $/tonne 13 (28) (18)
Lead LME (3 month contract) $/tonne 9 37) 32)

Source: Reuters Ecowin
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Hedge funds activity

News

« June 26™: The House of Representatives voted 402 to 19 to approve
legislation directing the Commodity Futures Trading Commission (CFTC) to
“curb immediately” what was termed “excessive speculation” in energy
markets. The bill has to go to the Senate before it becomes law; it is not
known what the CFTC’s first action in pursuit of this goal will be, although it
has previously promised by September 15™ to outline to Congress new
measures that will at the least increase oversight.

« June 19™: Greater regulation of pension funds investment in commodities was
proposed by independent Senator Joe Lieberman, the Chairman of the
Homeland Security and Governmental Affairs Committee. Senator
Lieberman announced that he (along with Senator Susan Collins) was
drafting three legislative proposals to be discussed at a June 24™ meeting of
Lieberman’s committee. If implemented these would have a drastic impact on
commodity investment. In order of what Lieberman terms ‘aggressiveness’,
first is a suggestion to prohibit private and public pension funds with more
than $500m in assets from making investments in agricultural and energy
commodities traded on a US exchange, foreign exchange or over-the-counter.
Second, the CFTC would have the right to set limits on the market share that
speculators can hold in any one commodity. The third plank of the proposals
would close the ‘swaps loophole’, the fact that individual speculator limits
can be exceeded by swap dealers (who tend to be acting on behalf of
investment funds linked to commodity indices). The Senator said he hoped to
introduce bipartisan legislation in early July based on one of the three options,
depending on the response from the public and legislators.

Analysis
* Metals funds recover in May, tracking CRB closely

Those hedge funds in the database we analyse which have more than 50% of
their investment weighting in the metals sector managed a strong recovery
during May, having dropped almost 5% in April. The funds’ recovery was in
line with that of the CRB precious metals index, and the correlation between
fund performance and this index has grown more apparent in recent months.
Metals funds in May returned an average of 3.09%, outperforming agricultural-
biased funds, which returned just 0.49%, and energy-dominated funds, which
returned 2.56%. Metals funds also fared better than our aggregate of funds with
some commodity exposure, which returned 1.85%. Given gold’s sterling
performance in June it is likely that another good month has been seen in metals-
weighted funds.

Outlook

US politicians are most anxious about speculative investment in energy, as
higher energy prices most obviously affect voters. The Commodity Futures
Trading Commission (CFTC) said in June it will send to Congress a report
by mid-September on the role commodity index funds have played in the
spiralling energy prices. This report is likely to displease the more anti-
speculative members of Congress as it will probably be unable to identify a
‘smoking gun’. But the CFTC will nevertheless need to be seen to be on the
case somehow. Ironically, this wave of hostility towards speculative
investment in energy futures may result in some shift of asset allocation
away from energy commodities and into others, as big funds decide to shun
the unwelcome attention being given the energy in favour of other, lower-
profile commodities.
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Gold price ($/02)
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Gold

News

+ July 3" The Australian miner Newcrest said it had finally closed out its
hedge book, buying more than 4 Moz in the process, at an average cost of
A$868/0z ($834.7/0z).

« July 1*: The ECB said it had sold 30t of gold, taking its total sales during the
current Central Bank Gold Agreement year to 72t; it added that no more
would be sold in the current year, which concludes at the end of September.

* June 26™: China’s gold production during January-May was 105.6t, up 6.8%
year-on-year.

« June 23™: Australia’s gold output in the financial year ending 30™ June was
estimated to be 231t, according to the Australian Bureau of Agricultural and
Economic Resources (Abare), down 7% from the 249t in the same period of
2006-2007.

Analysis
* Inflation fears drive gold higher

It takes very little to see gold make a comeback these days. The trouble (for gold
investors) is that there are too many times it needso make a comeback. But the
one in June was impressive. After slipping from an opening London pm fix of
$888.25/0z to a low of $862.25/0z on 12™ June, the price traded in a small but
volatile range for the next two weeks. Then, in the wake of a Federal Reserve
meeting that left US interest rates unchanged, the price soared and on 26™ June,
broke through $900/0z, finishing the month at more than $930/0z. What was
behind this remarkable increase? Essentially a renewed bout of dollar weakness
—the US currency plunged from a peak of $1.538/€1 on 13™ June to $1.575/€1
by 27" June. Although no one was surprised by the Fed’s decision, its
explanation as to why it left rates unchanged dampened market expectations of
rate rises in the near future. Low interest rates spell a weak dollar and stronger
gold. In € terms, gold’s performance was less impressive, although it still rose.
Another positive for gold continues to be weak central bank sales. We estimate
sales within the Central Bank Gold Agreement (CBGA) in the nine months to
June 2008 have been about 297t. If this pace is maintained for the last three
months of this CBGA year, total sales will be under 400t, far short of the 500t
limit.

Outlook

With crude oil nudging $150/barrel and the European Central Bank raising
interest rates to combat inflation, it can only be a matter of time before the
US Federal Reserve decides to raise interest rates. Its fear, naturally, relates
to — did the market over-react to the Fed’s statement? Probably, if inflation
continues to rise it will need to raise rates, and as such we expect further
gains for gold on the back of a weaker dollar could be hard going.
Excluding the dollar’s impact, gold should benefit from constrained supply.
Short-term London PM Fix: $880/0z-$960/0z.

Market data (June unless stated)

Prices $/0z €/oz Rand/kg ETF Tonnes Monthly Lease im 3m 6m 12m Option volatility
investment holdings change rates (end month, %)
Average 887 570 226,453 US (2) 705.4 46.4 Average 0.18 0.31 0.47 0.53 1-month 24.50
High 920 583 233,396 UK (2) 155.7 5.5 High 0.22 0.34 0.53 0.62 3-month 26.50
Low 862 558 219,222 Aus 10.9 (10.0) Low 0.13 0.26 0.41 0.44 6-month 27.40
S. Africa 28.1 - 12-month 28.10
Swiss 38.0 0.7 24-month 28.20
India (4) 4.6 0.3
German 7.2 (0.2)
Turkish 1.3 -

Source: Prices: London Bullion Market Association, Others: VM Group
Note: Indian ETF holdings calculated from rupee amounts and thus are approximations only
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Silver

- - News

Silver price (8/o2) « July 3" Polymetal, Russia’s biggest silver miner, reported a net loss of $05m
1780 for 2007, against a net profit of $61.7m in 2006. The company attributed the
1760 1 loss to higher costs, lower ore grades, and the impact of a (now-expired)
1740 | hedging arrangement. The company said it would not enter any new hedging
17920 1 arrangements.
1700 4 + June 25™: Silver Eagle’s pre-feasibility study for its Miguel Auza Mine in
1680 | Mexico has found probable reserves of 1.95 Mt, with a grade of 137g/t of
1660 silver (plus some gold, lead and zinc). At full output the mine is expected to
1640 | produce 900,000 oz of silver a year.
1620 + June 18™: The first pouring of silver doré from the mammoth San Bartolomé
1600 | | | | mine in Bolivia was reported by Coeur d’Alene. The mine, which according

to the company has reserves of some 153 Moz, is expected to produce 6 Moz
this year and 9 Moz in 2009, which will be its first full year of production.
Source: London Bullion Market Association + June 10™: Coeur d’Alene, the US-based primary silver producer, announced
that its Palmarejo project in Mexico would add 28% to its silver output next
year, taking it to 23.6 Moz.
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turmoil in the equity markets, although its gains were slightly less than its sister
metal as one would expect given its greater status as more of an industrial metal.
There’s no shortage of confidence among silver investors. In the ETFs they
continued in June to add to their holdings, although the market-leading Barclays
Global Investors (BGI) product had one of its quieter months — adding just 28.2t
compared with an average of more than 200t/month in the last three months.
However the ZKB Swiss ETF added 104t, taking its holdings to 655.5t.
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Source: Comex Outlook

Where would the silver price be without its loyal hordes of investors? On
purely fundamental supply-demand terms, silver is already beyond its
reasonable value. New mine supply growth is running faster than for many

Silver ETF holdings (tonnes)

8,000 years, while offtake in the photographic and jewellery sectors is limp.

7,000 A Speculative investors on Comex and in the physically-backed ETFs are now
6,000 - crucial to the silver market. Any weakening of sentiment among the

5,000 A investment community could see the price topple quite fast. At the same
4,000 A time it must be added that the silver-gold link in price movements is

3,000 + currently firmly established — so if gold does much better on the back of
2,000 1 inflationary panic, then silver will, too.
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Short-term London pm fix: $17/0z-$19/0z.

W US W UK B Swiss

Source: VM Group

Market data (June unless stated)

Prices $/0z eloz ploz Lease im 3m 6m 12m Imports Exports ETF offtake (tonnes) Option volatility
rates Holdings Change (end month, %)
Average 16.94 10.88 8.61 Average (0.31)(0.06) 0.18 0.40 USA (Apr) 140641 140,798 US 6,002 13 1-month 34.25
High 17.46 11.18 8.84 High (0.22) (0.01) 0.30 0.63 Japan(Apr) 487,598 679,475 UK* 345 (8) 3-month 34.75
Low 16.31 10.61 8.38 Low (0.38) (0.10) 0.09 0.28 China(May) 487,629 211,919 Swiss 675 120 6-month 35.00

12-month 35.00
24-month 35.00

Source Price: London Platinum and Palladium Market, Others: VM Group * Includes 'basket' ETF
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Platinum price ($/02)
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Eskom's operational deficit (MW)

Fortis/VM Group

Platinum

News

« June 30™ Lonmin was forced to shut down its Number One furnace for at
least a week following a water leak. The problem apparently derives from the
corrosive nature of the high-chromite UG2 ore being processed. Another,
one-month shutdown is scheduled for the end of the year. These shutdowns
may reduce the 775,000 oz platinum sales target Lonmin has set for the 2008
financial year.

+ June 26™: Eastern Platinum intends to raise production of platinum group
metals (pgms) from 128,500 oz in 2008 to 530,000 oz by 2012. The company
said it was acquiring its own power generating capacity to avoid problems
with the national electricity grid run by Eskom.

+ June 19™: Eskom received regulatory approval to increase South Africa’s
power prices by between 13.3%-27.5% this year, against the 53% it
requested.

Analysis
* Supply and demand jostle for importance

Platinum failed to share palladium’s price spurt in June, partly because
continuing concerns over supply shortfalls tripped up against emerging worries
over demand growth, in particular concerning the obvious disadvantage diesel-
engine vehicles now have compared to gasoline-engines. Diesel everywhere is
now at a significant price premium to gasoline and, if this takes root, diesel
passenger car sales will steadily fall, to the detriment of (platinum-enriched)
diesel autocatalysts. The supply-side worries stemming from South Africa’s
electricity supplier, Eskom, have taken a back seat amid the swirl of much
bigger macro-economic concerns, but they have not disappeared. Now that
winter has arrived, unscheduled power cuts have again been hitting domestic
consumers in Johannesburg, indicating that power supply is tight. Eskom has so
far muddled through, although their forecasts about available spare capacity
have worsened significantly since a month ago. A power-supply crunch now
seems inescapable sometime early in August. Even if that is avoided the
medium-term outlook looks increasingly grim. South Africa's public enterprises
minister Alex Erwin said the country could “face a very, very severe energy
crisis in one to two years” if Eskom fails to raise sufficient funds for urgently

0 needed new investment.
-500
Outlook
-1000 A\ More mining companies are likely to follow Eastern Platinum in installing
1500 their own (diesel-fuelled) power generators. This will add to companies’
capital costs and may pose them a fresh set of problems, given the very high
-2000 (and possibly permanently higher) cost of crude oil. South Africa’s
2500 ‘ ‘ ‘ umbrella trade union organisation, Cosatu, has called for a general strike
Apr-08  May-08 Jun-08  Aug-08 on 6™ August, in protest against job cuts that are linked to the power crisis.
Platinum is again looking comfortable above $2,000/0z, supported by
=Wk 25 forecast Wk 20 forecast incremental new investment demand, especially in the ETFs. London daily
pm fix short-term: $1,950-$2,200/0z.
Source: VM Group from Eskom
Market data (June unless stated)
Prices $/oz Leaserates 1m 3m 6m 12m Trade (kg) Imports Exports ETF offtake (02) Option volatility
*ETF ZKB (end month, %)
Securities
Average 2,038 Average 20 30 39 4.7 USAApN 430 319 May 380,222 53,049 1-month 37.50
High 2,103 High 25 34 47 54 Japan(Ap) 5342 2,498 June 407,783 62,694 3-month  41.50
Low 1,974 Low 1.7 28 3.6 4.1 Switzerland (May) 5,265 2,252 6-month 40.75
China (Apr) 2,465 9 12-month  40.75
24-month  40.50

Source Price: London Platinum and Palladium Market, Others: VM Group

*ETF Securities includes platinum held in 'basket' ETF
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Palladium price ($/02)
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Palladium

News

« June 12™: Anton Berlin, head of Norilsk Nickel’s department for analysis and
development, said Russian state palladium stockpiles could be gone within
five years and possibly as soon as within a year, if sales continue at current
rates.

Analysis
* Surprise gains

Palladium was much stronger than platinum in June, closing at $467/0z, up more
than 8% from its May close of $431.50/0z. Platinum barely managed to crawl up
from $2,008/0z to $2,064/0z, an increase of just 2.7%. Why should palladium
have done so much better? The timing of the Norilsk comments regarding
Russian state stockpiles gives the game away. On 11™ June the price fixed at
$421/0z, its lowest since early May. By 13™ June it was trading at $445.50/0z
and climbing, hitting $469.5/0z on 20" June, as some investors belatedly caught
up with the possibility that the days of large Russian stocks might indeed be
numbered. It’s debatable how newsworthy the Norilsk statement was, especially
if one does not focus on the lower end of the estimate for the amount of time
until stock depletion occurs. A short while ago the most common market
estimate of Russian state stocks was 6 Moz. Given that sales of Russian stocks
have been running at more than 1 Moz a year in recent years, that would fit into
the range given. In part the Norilsk comment probably focused the mind of
investors on palladium supply; that there is not quite the abundance there once
was would have been reinforced by May’s Swiss trade data, which showed net
imports of raw palladium to be just 0.371t, compared with an average in 2008 of
0.882t. With exports still at a robust 2.54t, this means the ‘implied’ stockpile in
Zurich (which is privately owned) continues to decline, although it is still well
over 200t. On the demand side, the major factor is going to be car sales. The
developed markets of Europe and Japan are essentially flat, whilst US sales in
the first five months of 2008 have been 6.2m, down from 6.8m in the same
period of 2007. Sales of ‘light trucks’, SUVs and pickups, which tend to have
larger catalysts, but which also are more likely to be diesel engines and hence
platinum based, are down even further. US new light vehicle sales — cars and
trucks — dropped by 8.5% in June compared to the same month of 2007, at
13.6m units on an annualised basis, the weakest month since August 1993. The
automotive market research specialist, J.D Power, now expects car sales in 17
western European markets will decline this year by 4% (to 14.21m units) and by
1.3% in 2009. China’s market continues to grow, with sales of sedans totalling
1.81m in January to April, up from 1.53m in the same four months of 2007,
although this does not compensate for the lost US sales.

Outlook
Prices should subside as demand worries overwhelm hopes of shrinking
stocks. Short-term London pm fix: $440/0z-$480/0z.

Market data (June unless stated)

Prices $/0z Leaserates 1m 3m 6m 12m Trade (kg) Imports Exports ETF offtake (02) Option volatility
*ETF ZKB (end month, %)
Securities

Average 446.5 Average 0.08 0.35 0.57 071 USA (Apr) 716 723 Apr 218,202 372,948 1-month 35.00
High 469.5 High 0.18 0.51 0.76 1.04 Japan (Apr) 212 1,171 May 237982 382,593 3-month 37.00
Low 421.0 Low (0.05) 0.19 0.38 0.25 Switzeland (May) 414 2,979 June 259,555 382,593 6-month 37.00
China (May) 1,821 0 12-month ~ 37.00
24-month 36.75

Source: London Platinum and Palladium Market, Others: VM Group
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LME aluminium price ($/tonne)
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Aluminium

News

« June 30™: The US aluminium producer Kaiser Aluminium said as from 1%
July it will impose an energy surcharge on all new orders for fabricated
products, to reduce its exposure to rising energy costs. The surcharge, based
on a calculation from indices provided by the US Department of Energy, will
be updated monthly. The initial charge will range from $79.34/t to $103.59/t,
depending on product grades.

+  June 20™: The Ghanaian government took total control of the Volta
Aluminium Company, VALCO, after buying Alcoa’s 10% share for $2m.
The smelter, with a capacity of 200,000t/y, has been closed since March 2007
because of power shortages. The government plans to reopen it, eventually
integrating it with a bauxite mine and alumina refinery.

Analysis
» China’s power woes push price to record in July

Aluminium prices have strengthened again, the benchmark 3-month contract on
the LME hitting a new record of $3,380/t on 10™ July, on news that 20 of
China’s biggest producers had been forced to curtail output as widespread power
rationing was imposed. The ball started rolling on 1* July, when China raised
electricity tariffs by some 4.7%. This will help the country’s electricity
generators — several of which have suspended some of their operations this year,
as they have been unable to balance their books with relatively low and capped
electricity tariffs — to return to full operations. But it is evidently making life
much tougher for the country’s aluminium producers — about a third of the cost
of producing aluminium is electricity. China, the world’s biggest aluminium
producer, has been a net importer of primary aluminium for some months, which
has also kept prices relatively strong, despite ample global exchange stocks and
a global surplus of primary aluminium likely to be around 300,000t this year.
Other producers are not immune from the impact of expensive electricity. Alcoa
suspended 50% (120,000t/year) of its production at its smelter at Rockdale,
Texas. The problem — as ever, with aluminium — is security of low-term reliable
and price-competitive electricity supply.

Outlook

The news from China was extremely bullish but it’s not yet clear how long
the voluntary concerted production cut will last — probably not long, if
prices climb much higher. If the cutback lasts a year that could remove
some 750,000t of aluminium from the world market, enough to wipe out
twice this year’s expected surplus. There is no immediate supply tightness:
LME stocks have doubled since late 2005 and now are well above 1 Mt.
Chinese production capacity is still growing strongly and could reach 15 Mt
in 2008, 3 Mt higher year-on-year. But certainly the Chinese news injects a
real shot in the arm for those inclined to bullishness. Short-term LME 3-
month price: $3,000/t-$3,700/t.

Market data (June unless stated)

Prices Cash 3-month 15-month 27-month LME stocks Tonnes Prod (kt) Mar Apr LME Open Interest (contracts)
($/t)
Average 2,957 3,006 3,113 3,164 May 1,075,775 Europe 770 770  Aluminium 687,174
High 3,090 3,137 3,238 3,287 June 1,093,175 Americas 702 702
Low 2,825 2,875 2,982 3,030 Asia 320 320

China 1,101 1,101

Other 326 326

Total 3,219 3,219

Source: London Metal Exchange, except production: International Aluminium Association
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Fundamental outlook

Nickel prices had been on the slide until mid-June,
when BHP Billiton announced it was shutting
operations at its Kalgoork, Australia, smelter and
refinery for about four monhs, as it brought forward
by a year planned repair work to a furnace. The
company’s Kwinana refinery, which takes feed from
Kalgoorlie, will also be out of action. BHP estimated
that sales of nickel from its operations in Western
Australia could be reducedby as much as 28,000t

in the year to June 2009, which would be some 2%
of annual world production. This injected some
fresh life into an otherwise lacklustre feel. Longer-
term there must be some serious questions about
major new mine projects actually coming into being,
as mining costs are soaring. For the rest of this year
the market may be narrowly poised between a small
deficit or small surplus.

LME 3-month short-term: $20,000/t-$23,000/t.

Nickel
Future curve analysis

Future contract
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Lead
Future curve analysis

Future contract

Fundamental outlook
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Fundamental outlook

It's now evident that the zinc market is facing a
serious and possibly chronic concentrates’ surplus
this year and for several years to come. While not all
of this new mine supply might make its way into
actual metal, the large volumes of zinc concentrates
swilling around for the next couple of years will
serve to deter speculators from trying to push zinc
metal prices higher — particularly when new car
sales in the world’s leading economic powerhouses
of the US and EU are tumbling, and this vital
demand source for zinc (to galvanise steel and
prevent rusting) is therefore shrinking.

LME 3-month short-term: $1,700/t-$1,900/t.

Zinc
Forward curve analysis

Future contract
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Fundamental outlook

If Indonesia reallyis serious about its
100,000t/year production quota, we see scope
for even higher prices ahead, barring a
catastrophic slowdown in consumer demand for
electronic goods. Prices going even higher than
today may possibly tenpt some Chinese
producers to return to exporting, but local
Chinese demand is so strong that domestic
Chinese and international prices are likely to rise in
tandem. We are still in a bullish period for tin.

LME 3-month short-term: $20,000/t-$23,000/t.

Tin
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Disclaimer and copyright

The information and opinions in this report were prepared by Virtual Metals
Research and Consulting, a subsidiary of VM Group. Virtual Metals has made
all reasonable efforts to ensure that all information provided in this report is
accurate and reliable at the time of inclusion (the 1* of this month otherwise
stated), however, there may be inadvertent and occasional errors and lack of
accuracy or correctness, for which Virtual Metals cannot be held responsible.
Virtual Metals and its employees have no obligation to inform the reader when
opinions and information contained in this report change.

Virtual Metals makes no representation or warranty, express or implicit, as to the
accuracy or completeness of contents of this report. This report is not and cannot
be construed as an offer to sell, buy or trade any securities, equities,
commodities or related derivative products and the report in no way offers
investment advice. Therefore Virtual Metals and its employees accept no
liability for any direct, special, indirect, or consequential losses or damages, or
any other losses or damages of whatsoever kind, resulting from whatever cause
through the use of any information obtained either directly or indirectly from
this report.

The contents of this report, all the information, opinions and conclusions
contained are protected by copyright. This complete report may not be
reproduced without the express consent of Virtual Metals. Short extracts may be
reproduced but only with the full and appropriate citing of the original source.



