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Strategic view

Analyst: Gary Mead Introduction
VM Group The US Treasury Secretary, Henry Paulson, went down on bended knee to beg
Tel: +44 20 7487 3600 US politicians to back his plan to rescue the country’s tottering mortgage

Emall: gary@vmgroup.co.uk industry — but even that humiliation was not enough. When the US House of

Representatives kicked out the Paulson Plan on the evening of 29™ September
they opened the door to a wave of hysterical selling that was entirely unrelated
to fundamental value, either in commodities or equities. No matter — the flight to
cash has been vast and the blood-letting will continue until the US Congress
realises that there really is no alternative; better a flawed plan of government
intervention than no plan at all. By Friday 3™ October there will either be the
promise of a US government-backed bailout, or else what was threatening to be
a recession could fast become something worse. We must assume that the US
Congress will ultimately agree to a bailout plan in the next week; any such plan
will calm markets in the short-term but longer-term it could have significant
inflationary impact and that spells possibly much higher prices for gold and —
once an economic recovery is under way in the US — a stronger outlook for
commodity demand.

Uncertainty remains deeply embedded in the global financial system, but as yet
China’s growth does not seem to be on the verge of collapse — Liu Mingkang,
head of the China Banking Regulatory Commission, commented towards the
end of September that China’s economic growth may slow to an annual 9%-
9.5%, still a blistering pace by any standards. This may turn out to be slightly
optimistic, but the mid-month cut in China’s main lending rate — from 7.47% to
7.2%, the first such cut in six years — will certainly help. Currently our view
remains that if the momentum of China’s (and the rest of Asia’s) growth can be
sustained, albeit at a slacker pace, this will be a significant counter-balance to
stagnant or negative growth elsewhere.

We are reminded right now of the investment guru, Sir John Templeton, who
died earlier this year. His Templeton Growth Fund was one of the post-World
War Two masterpieces of value investing, although it took root in what seemed
like the worst of times. In 1939, when World War Two began in Europe,
Templeton was just 26. Rather than jump from a tall building, Templeton
borrowed $10,000 and bought 100 shares each in 104 companies that were
selling at $1 a share or less, including 34 in bankruptcy. A few years later, he
made large profits on 100 of the companies; four turned out to be worthless.

Gold

Large inflows into the main gold ETF and a price soaring by more than $100/0z
in a day shows that gold remains a place for storing your money when all else is
failing. An easing of the financial crisis could see prices fall back, but the
proposed remedies all seem very gold-friendly.

Silver

Silver made an even more impressive comeback than gold, but then again it had
to — given how wretched July to early September had been. The silver price has
come down so far that ironically it now looks a reasonable bet, although it needs
to be remembered that silver is an industrial metal.

Aluminium

The sharp decline in oil prices, only partially reversed in the last few weeks, has
given aluminium smelters some breathing space and they appear to be taking it
just as demand is weakening. Inevitably stocks are soaring and the price is
falling.
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Copper

The copper price is finally but grudgingly falling to levels that are more
consistent with the darkening economic outlook. How much further it goes will
depend on the extent to which China is able to escape the enveloping gloom.

Lead

China has been a net importer of lead for the last two months, a quite remarkable
reversal from recent years. This trend, if continued, will be very bullish,
particularly as a number of lead-zinc mines are now suspending operations as
the zinc price has fallen back very close to the marginal cost of production.

Zinc

Zinc producers are cutting back, and this is to some extent removing the threat
of a substantial zinc surplus, but the demand outlook, especially in western
markets, has darkened. The turnaround for zinc now looks more likely in 2010
than next year.

Steel

Prices have retreated but most steel producers argue this reflects de-stocking
rather than weakening underlying demand. Meanwhile a battle has broken out
between Brazil’s Vale and the Chinese steel industry, to which it supplies iron
ore.
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Forecasts
Price forecasts
Sep 23" 1-month 2-month 3-month 12-month
Gold $ per oz 899.0 800-950 () 800-900 800-900 850
Silver $ per oz 13.38 11-15(n) 13-15 13-15 15
Aluminium (3-month) $ per tonne 2,524 2,250-2,700 (1) 2,200-2,800 (r) 2,500-3,000 (r) 3,500
Copper (3-month) $ per tonne 7,091 5,900-6,800 (1) 6,000-6,600 (r) 6,000-6,600 (r) 6,000 (r)
Lead (3-month) $ per tonne 1,950 1,600-1,800(r) 1,600-1,800 (1) 1,600 1,500
Zinc (3-month) $ per tonne 1,795 1,500-1,700() 1,500-1,700 1,650 1,500
Steel: (3-month) Med $ per tonne 535 500 () 500 (r) 600 (1) 800
Steel: (3-month) Asia $ per tonne 545 500 (1) 500 (1) 600 (1) 700
Average/2-years Average/3-years Average/4-years Average/5-years Average/6-years
Gold $ per oz 825 800 650 650 650(r)
Silver $ per oz 15 13 12 13 10
Aluminium (3-month) $ per tonne 3,500 3,800 3,800 3,500 3,500
Copper (3-month) $ per tonne 6,000 5,000 5,000 5,000 4,000
Lead (3-month) $ per tonne 1,250 1,200 1,150 1,200 1,200
Zinc (3-month) $ per tonne 1,300 1,300 1,700 1,700 2,000
Steel: (3-month) Med $ per tonne 900 1,000 1,000 1,200 1,400
Steel: (3-month) Asia $ per tonne 800 900 900 1,100 1,300
Source: VM Group (r) = revised estimates from previous report
Market Update
Prices and stock levels
Prices Most Average High Low Price WoW Price MoM Price  YoY Average Average
(Sep 23™) recent over past 1 week ago (%) 1 month (%) 12 months (%) 2007 2006
price 12M ago ago
Gold $/0z 899.0 866.2 1,011.3 725.5 750.3 20 824.0 9 730.0 23 696.5 604.0
Silver $/0z 13.38 16.00 20.92 10.66 10.8 24 13.6 (2) 13.6 (2) 13.4 11.6
Aluminium $/tonne 2,624 2,772 3,341 2,391 2,632.0 (3) 2,807.0 9) 2,401.0 6 26620 25934
Copper $/tonne 7,091 7,731 8,812 6,340 7,056.0 17,7620 (8) 8,021.0 (11) 7,095.9 6,670.6
Lead $/tonne 1,950 2,609 3,880 1,565 1,895.5 2  1,890.0 3 3,460.0 (44) 25579 1,281.6
Zinc $/tonne 1,795 2,278 3,170 1,639 1,825.0 0 18255 0 2,950.0 (38) 3,243.2 3,2524
LME Stocks Most Average High Low Stocks WoW  Stocks MoM Stocks YoY Average Average
(Sep 23™) recent over past 1 week ago (%) 1 month (%) 12 months (%) 2007 2006
stocks 12M ago ago
Aluminium Tonnes 1,361,950 1,021,632 1,361,950 910,300 1,329,325 2.5 1,164,725 17 934,225 46 842,573 723,253
Copper Tonnes 202,075 151,020 209,800 109,025 203,975 (0.9) 166,900 21 131,275 54 158,899 119,593
Lead Tonnes 68,400 58,749 101,900 20,850 71,925 (4.9) 86,425 (21) 20,850 228 37,218 76,115
Zinc Tonnes 156,875 118,471 167,850 58,100 157,900 (0.6) 162,525 (3) 62,925 149 81,377 218,452

Source: VM Group
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Analysis

Update on European central bank sales

As the penultimate year of the Central Bank Gold Agreement (CBGA) draws to a
close, sales are likely to far undershoot the 500t maximum. Furthermore at
present sales in the final year, which begins 27" September, look like being even
lower.

Back in the May issue of the Fortis Metals Monthly we noted that European
central banks had gone shy of selling gold, and that sales in this CBGA year
(which runs from 27" September 2007 to 26™ September 2008) would fall far
short of the 500t maximum. Since then sales have not picked up, and our
estimate now, with just one week to go, is that total sales will be just 360t, 140t
lower than the maximum permitted and indeed the lowest total seen in any of the
nine years the CBGA has been in operation (even including the first five years,
when the annual limit was a smaller 400t).

There are two main reasons why sales have been so low. The first is the ongoing
lack of major sales from Germany (it has sold a small amount of gold for coin
production). As the country was widely expected to sell 500-600t, this means a
‘missing’ 120t a year. This explains most of the shortfall, but as Germany was
known not to be taking up its option to sell this year (and in previous years), it
does not explain why other countries have not filled the gap. The only logical
explanation is that there is simply a lack of interest in selling; countries such as
Spain and Portugal in particular, who in the past have sold large amounts of
gold, do not seem to have been tempted this year. Indeed, with the exception of
the ECB, the sellers this year have all been those central banks who have stated
their plans and amounts in advance.

Forecast of sales in 2007/2008 CBGA year, tonnes

Known sales so far* Full-year Estimate
France 102 115
Switzerland 125 137
The Netherlands 20 20
Sweden 9 10
ECB 72 72
Germany 4 5
Unknown 11 0
Total™ 343 360

Source: VM Group

* Switzerland end-August, Sweden September 15", end-July for France, the Netherlands, ECB, Germany.
However their sales in August and up to September 19" will be included in the ‘unknown’ category.
**Does not add to sum of individual central banks due to rounding.

2008-2009 year

This has major implications for the final year of this CBGA, 2008/2009, as one
of those countries with stated sales plans, Switzerland, will have finished its
programme, and another, the Netherlands appears to have done so (it has 9t to go
of the amount it originally said it wanted to sell but it has not sold since
December 2007). Thus, of the known sellers that leaves just France, Germany,
Sweden and Austria. France will have about 120t to go, which based on past
performance we expect they will sell. Sweden is likely to sell again 10-15t, and
Germany — whose Bundesbank in August reiterated the importance of gold
reserves and its opposition to sales — will only sell small amounts for coins, if at
all. Austria originally said it planned to sell up to 90t over the five years, but has
only sold 37.5t — the last time being September 2007 — so might not sell again.
Collectively then these countries probably have at most 150t to sell. The ECB
remains a wildcard, and could again be a seller. This could mean another 60-80t,
but even so that still makes 210t-230t, which would be by far the lowest amount
sold in a CBGA year.
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There are of course ways in which more gold might be sold. The most talked-
about has been the International Monetary Fund (IMF), which has said it wants
to sell 403t as part of a financing package and would like to do this through an
existing sales pact, i.e. the CBGA. Most of the bureaucratic hurdles have been
jumped except the need for the approval of the US Congress, and whilst we do
believe IMF gold sales will get Congressional approval, it seems unlikely that
this will be granted before 2009 at the earliest. Therefore given the Fund’s
insistence that its sales will not cause any ‘market disturbance’ suggests that the
sales will be spread out so as to avoid having a huge sale taking place in any one
particular month; at most only a small amount of possible IMF sales can be in
the next CBGA year. Indeed this shortage of time for the IMF to sell in this
CBGA is a strong reason for believing that the CBGA will be renewed for a
third time, to which we refer later in this monthly report.

Other options, assuming we can ignore the possibility that one of the known
sellers such as Switzerland decides to sell more, is that one of those central
banks that have sold gold, but without saying how much they planned to sell and
over what time period, such as Spain, Portugal or Belgium — started to sell again.
As noted above this has not happened for a while — the most recent being Spain
in July 2007. This doesn’t mean they will not sell but if these countries did not
sell when they had the opportunity in the 2007/208 CBGA year, why would they
do so in the 2008/2009 year? A similar argument can be made against expecting
Italy — a huge gold holder — deciding to sell.

A sea change in attitudes?

This brings us on to the issue of what the attitude of central banks to gold is at
the moment and therefore — what level of central bank sales we can expect to see
going forward, plus whether the CBGA will be renewed for a third time. A sales
rate of 300t a year or 600t a year would have different implications for the
market than a rate of 500t a year, as would the renewal/non-renewal of the
CBGA.

Our view on central bank gold sales has always been that they will continue to
sell indefinitely and at about the current rate of 400-500t. We expected sales to
continue because on almost any portfolio diversification argument European
central banks have vastly too much gold. The rate of sales we believed was the
central banks estimate of how much sales the market could bear, and if it could
have been higher it would have been.

The recent shortfall in sales might suggest this view needs some refinement. If
sales in the final year of the CBGA are less than 300t, then total sales over the
five years will have been about 2,000t, 500t short of the maximum permitted. As
noted above this fits in with Germany having been given 500t or so to sell but
opting not to. However it cannot explain why another central bank did not take
the opportunity to sell; that must be because there were none that wanted to sell.

The big question then is whether this reluctance to sell reflects just a temporary
pause, most likely in response to higher prices, or if it represents a longer-term
change in attitudes towards gold? The case for the latter would have been
strengthened by the recent financial market turmoil, with concerns over the
credit-worthiness of alternative assets such as mortgage-backed bonds, and the
declining US dollar.

It is almost impossible to know with any certainty, and perhaps it is not possible
to make generalisations about central banks— different institutions and
personalities have always viewed gold in differing ways. What we would note is
that the vast majority of gold is still held by European central banks and the US
Treasury, and indeed reflects the international economic order as it was in the
late 1960s. For gold to have a future as a reserve asset it needs those central
banks (mainly outside Europe) which have little gold and a lot of foreign
exchange to want to acquire gold, and so far they haven’t shown any signs of
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doing so (we believe for the reasons outlined many times before — the sheer size
of the purchases necessary and concerns over their ability to liquidate those
holdings). If they do not then the long-term trend for net official sector sales
remains intact.

Where does this leave the prospects for a CBGA III, which would begin in late
September 2009, if it follows straight on from the CBGA 1I, as that did from
CBGA I? The gold market has become accustomed to these sales pacts, but this
should not blind us to the fact that it is a pact that arose out of the need to cope
with a structural weakness in the market — a class of investors who believed they
were massively overweight in gold and wanted to sell — that threatened to
overwhelm it. So to say that such a pact was no longer necessary, given the
existence of many more actors on the buy-side (such as private investors) and
perhaps a smaller volume to sell, would be a boost to gold’s status as a reserve
asset, giving holders greater flexibility in how they bought and sold it. On the
other hand, such a decision could suffer from bad timing — if the gold market
sees a major downturn in the years during which a CBGA III would have existed
(2009-2014), then its absence might revive fears of another ‘rush for the exit’
and exacerbate any bear market.

Ultimately it all might come down to how many central banks express an
interest to sell, in particular the larger holders such as France and Italy;
Germany’s Bundesbank has reiterated (towards the end of September) that it
will not be using any of its ‘allocation’ under the terms of the CBGA during this
now final year of CBGA 1I, so we are quite likely to see sales again far less than
500t. Unless central banks really are changing their minds about gold’s position
within their reserves, this means a slowing, rather than an ending, of official
sector reserves. Ultimately this translates into an almost certain renewal of the
agreement by or before September 2009.
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Focus
Analyst: Gary Mead “Put gold in the bottom of the case”’
VM Group The liberalisation of gold trading in China is opening up new opportunities for
Tel: +44 20 7487 3600 investors of all shapes and sizes, both overseas and within China itself. Despite
Emall: gary@vmgroup.co.uk recent wider market turmoil, the high annual savings rate among Chinese
Analyst: Matthew Turner households — even the country’s poorest traditionally save about 30% of their

VM Group
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income — and the country’s rapid economic growth mean that investing in gold,
both physical and futures, has a very strong long-term outlook in China.

China’s gold market has until quite recently been strictly regulated, and closed
to foreign participation. It was not always thus. Back in the 1930s, the Shanghai
Gold Business Exchange (as it was called) was one of the biggest gold trading
centres in the Far East, and gold was a very popular investment. The turmoil of
war and civil strife put an end to that, and the establishment of communism in
China saw the state extend its control over all aspects of the country’s economy.
In 1950, the People’s Bank of China (PBOC) was granted a monopoly on
bullion trading, and private citizens were legally barred from conducting gold or
silver transactions.

In 1982, as the Chinese economy began to liberalise, China opened a retail
market for gold jewellery.

A decade later, in 1993, the state switched from a fixed gold price to a state-
determined floating one. Then, in 2000, the Chinese government’s new five-year
plan included the proposal to establish a gold market. The pace of change since
then has picked up rapidly. In April 2001 the governor of the PBOC announced
the abolition of the bank’s monopoly. June that year saw the introduction of the
weekly quotation system for the gold price; this adjusted the domestic gold price
in accordance with the fluctuation in international gold prices.

The big break-through came on 30th October 2002, when the Shanghai Gold
Exchange (SGE) started full trading of physical gold, having conducted a trial
period of a year. Simultaneously, the PBOC’s controls ended. The move towards
liberalisation of the gold market was partly linked to China’s application to
become a member of the World Trade Organisation, formal approval for which
was granted in September 2001.

Trading gold futures has taken a little longer to get going, but the signals of
official approval were clear by 2004. At the London Bullion Market
Association’s (LBMA) conference that year — auspiciously held in Shanghai —
the governor of the PBOC, Zhou Xiaochuan, gave a speech in which he said: “In
my opinion, China’s gold market should gradually realise three transformations:
from commodity trade to financial trade, from spot transactions to futures
transactions, and from a domestic market to integration with the international
market.” The now 60-year old Zhou is still head of the PBOC and, as an
experienced and clever technocrat, has good claim to be considered a future
premier of China. He is certainly a supporter of greater market freedom and once
said: “If the market can solve the problem, let the market do it. [ am just a
referee. I am neither a sportsman nor a coach.” In Shanghai he specifically
called for China’s gold market to evolve from simply spot transactions to gold
derivatives. Zhou was in any case being pragmatic, recognising implicitly that,
while gold trading by individuals was prohibited, Hong Kong traders and
individuals were in any case trading gold through underground channels. Better
to have it out in the open than have it go on but in a criminalised manner.

With steady pushing behind the scenes from such figures, the State Council
promulgated in March 2007 new legislation — called ‘Regulations on the
Administration of Futures Transactions’ — which opened the door for Chinese

' Chinese proverb.
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commercial banks to engage in specific types of commodities’ futures
transactions. Prior to that, commercial banks could — legally - only engage in
officially prescribed financial futures transactions, largely relating to currency
and interest rates. Simultaneously, the China Banking Regulatory Commission
(CBRC) issued permits allowing Chinese commercial banks to trade gold futures
on the Shanghai Futures Exchange (SHFE).

Commercial banks are required to be members of the Shanghai Gold Exchange
(SGE), China’s only spot gold trading platform, and the SHFE, before
conducting gold futures’ trading through the SHFE. Moreover, banks must have
a capital adequacy ratio of at least 8%. The CBRC prohibited commercial banks
from acting as agents for gold futures, in an attempt to minimise possible insider
trading by the banks, which have access to market information through acting as
gold warehouses and settlement units when authorised by the exchange. Chinese
commercial banks are spot gold trade dealers, and some of them are granted gold
import and export licences, enabling them to participate in the global spot gold
trade. The CBRC believes that participating in gold futures trade could enhance
commercial banks’ competitiveness, and give them an efficient risk management
system over a derivative market.

From that, it was but a short step for the China Securities Regulatory
Commission (CSRC) to approve (in September 2007) gold futures’ trading on
the Shanghai Futures Exchange (SHFE). That was the fourth futures product
approved by the CSRC in 2007, following the launch of futures in zinc, rapeseed
oil and LLDPE (linear low density polyethylene).

The SHFE finally launched gold futures trading on 9th January 2008, with a
contract size of 1,000 grams (32.15 oz), three times that of the originally planned
contract size. The enlarged contract was deliberately designed to discourage
individual investors who might have been unable to withstand risk, while also
attracting institutional investors. Chinese commercial banks were allowed to
trade gold futures in the domestic market, under the guidelines issued by the
China Banking Regulatory Commission (CBRC). Chinese banks seeking a
trading permit are required to meet certain requirements, including a capital
adequacy ratio of over 8% and need to possess the qualifications to trade
derivative products.

SHFE gold price (yuan/g) SHFE gold, lots bought and sold per day SHFE open interest (lots)
240 140,000 60,000
230 120,000 55,000 1
220 100,000 50,000 1
45,000 ~
210 80,000
40,000 +
200 60,000 -
35,000 -
190 + 40,000 - 30,000 1
180 H 20,000 + 25,000 A
170 T T T T 0 20,000 T T T T
Jan-08 Mar-08 May-08 Jul-08 Sep-08 Jan-08 Mar-08 May-08 Jul-08 Sep-08 Jan-08 Mar-08 May-08 Jul-08 Sep-08
Source: Reuters Ecowin Source: Reuters Ecowin Source: Reuters Ecowin

That granting of gold futures’ trading permission to China’s commercial banks
has boosted gold futures trading on the SHFE and reduced the difference
between the spot and futures’ prices. While China’s commercial banks have long
had experience as spot gold traders or, in some cases, even own the SHFE gold
delivery warchouses, it was difficult to reach futures-spot arbitrage, as transfer
costs from the SGE to future contracts on the SHFE remained high. In 2007, the
number of individual investors involved in gold trading through the Shanghai
Gold Exchange (SGE) was 94,000, but that may have tripled this year, as more
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commercial banks have launched individual gold trading services. More than
1,828t of gold were traded at the SGE last year, 46.3% more than in 2006, with
trading value up 62.51%, at Yuan 316.49bn ($44.2bn).

The move to accepting gold futures trading was partly a response to China’s
growing gold production, which this year should see it with output of some 300t,
making it the world’s biggest national producer. China’s regulatory commission
was persuaded that there was a need for companies and institutional investors to
have a tool to hedge against risks via the futures market; the gold futures will
add to the hedging options for gold producers against the fluctuating global
market.

On 24™ March 2008 the China Banking Regulatory Commission (CBRC)
published a circular® that set out the legal basis on which banks could engage in
gold futures’ trading. The SHFE set a minimum margin requirement of 7% of
the contract value, together with a daily price movement band, within the range
of plus or minus 5% of the previous settlement prices.

Both Chinese banks and foreign banks have quickly established gold futures
trading operations. The Bank of Communications (BoCom), China’s fifth largest
lender by assets, works with Shenzhen-based Jinrui Futures to offer gold futures
to individual investors. In February 2008 two foreign banks — Standard
Chartered and HSBC — became the first two overseas banks to get approval from
the Shanghai Gold Exchange (SGE) to trade gold, a necessary preliminary to be
able to start trading gold futures; at that date 11 other foreign banks were lined
up to establish locally registered subsidiary banks with corporate status or
applied to establish locally registered corporations.

This liberalisation of China’s gold trading market has also spurred on the Hong
Kong Futures Exchange (HKFE), a wholly owned subsidiary of Hong Kong
Exchanges and Clearing Limited, to resume gold futures trading (suspended in
the 1990s due to low demand and few participants) as from 20™ October this
year. The HKFE gold futures market will be an open, competitive and regulated
trading platform with product value based on LBMA standards. Market
participants will include individual and institutional investors, bullion dealers,
banks and corporations involved in the gold sector.

It may well be that the HKFE gold futures become an interesting arbitrage point
between the gold futures world in New York and Shanghai — Hong Kong has
long been seen as an agent connecting mainland China’s investors and global
gold markets and, in turn, Hong Kong is looking for opportunities from the
strong investment demand growth from mainland China. Calvin Tai, head of
derivatives at the HKFE said: “We aim to develop an Asian liquidity pool for
trading of gold futures based on the London gold standard that is commonly
used by international players.” The Hong Kong gold futures trade will provide
Chinese mainland investors with an efficient channel to hedge their contracts in
US dollars. While the world’s major gold futures exchanges trade and settle in
dollars, and the Shanghai spot and futures markets trade in Yuan, the Hong
Kong futures market could help reduce risks — and provide arbitrage profit
opportunities — from currency fluctuations.

As we see it, the bottom line for the future of gold trading in China is extremely
positive. The long-standing interest of Chinese investors in gold has been
suffocated by tight state control for many years, but this state control has been
relaxed in recent years to a point where it bears scarcely much difference to
other markets. This will benefit not just Chinese gold investors, but also foreign
investors who can take advantage of the inevitable arbitrage opportunities that
occur as a result of the shifting exchange rates between the dollar, the euro, and
the yuan.

2 This detailed document was entitled ‘Circular of CBRC General Office on certain issues
relating to commercial banks engaging in the domestic gold futures business’.
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Hedge fund returns by commodity weighting
(% monthly)
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e Funds with >50% AUM in commodities

Source: VM Group from Barclay Hedge Fund
Database

Hedge fund returns in metals (% monthly)

20 10
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=== Reuters-CRB precious metals
Funds with >50% in metals

Source: VM Group from Barclay Hedge Fund
Database
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Hedge funds activity

+ Sep 22™: Trading resumed in most of ETF Securities’s ETCs (exchange-
traded commodities) that had been suspended on 17" September. The
suspension had occurred because market-makers had stopped quoting prices
as they were worried about exposure to counter-party risk, for the contracts
were backed by AIG Finance, a division of the troubled insurer. Notably, ETF
Securities’ long oil ETFs and their physically backed precious metals ETFs
(gold, silver, platinum and palladium) were unaffected, the former because
they were backed by Shell and not AIG, and the latter because they hold
actual physical metal (held in HSBC’s vaults).

+ Sep 11™ The Commodities Futures Trading Commission (CFTC) published
its findings from an investigation into the role and importance of commodity
indices. The CFTC found that total index positions were $146bn at the end of
2007, and $168bn at the end of Q2 08. These are in line with our
expectations. On commodity index investment’s impact on prices, the CFTC
said it found no strong evidence that speculation drove up prices, in particular
because the oil price rose whilst speculative positions fell. However the
CFTC did recommend enhanced data-gathering and better classification of
the different types of investor.

+ Sep 5™ Switzerland’s financial regulators said they will bring the country’s
tax burden on hedge funds and private equity funds into line with competing
centers such as London and New York.

+ Sep 3™: Ospraie Management closed its main commodities-focused fund,
after it was hit by 27% losses during August. Ospraie is one of the biggest
hedge fund names thus far to succumb to some form of closure. A
commodities-orientated fund, it had suffered losses in the past with bad bets
on copper; but a leaked letter from its founder, Dwight Anderson, said the
losses of August stem from the equity section of its portfolio, which had
interests in energy, mining and natural resources stocks.

Analysis
* Grim outlook for hedge funds

Hedge funds had a rocky July, with all of the funds in the Barclay hedge fund
database — some 6,800 of them — seeing an average loss of 2.4%. Those with
some commodity exposure did worse, seeing a loss of 3.95% on average.
However, those with 50% or more of their assets under management in
commodities saw only a 2.84% loss, although this is a small sample. The metals
funds in our database managed to just lose 1.0%, however August will have
provided a sterner test.

Outlook

For once hedge funds were not getting all the blame for market turmoil in
August/September, with investment banks in the firing line. The short-
selling ban in London and elsewhere does not directly affect commodity
investment except through equities but is symptomatic of the greater
regulation that could now affect all financial institutions. The Chicago-
based firm Hedge Fund Research estimated on 25" September that hedge
funds with some exposure to commodities had so far this year done rather
better than those with no such exposure. Hedge funds based in Asia — many
parts of which have long-standing bans on short-selling — have had little
choice but to invest with a long-only bias, and these have little protection
when conditions turn rapidly against them.
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Gold

News

Sep 29™: The Swiss National Bank (SNB) said it had concluded the sale of
250t of gold (first announced in June 2007) and that it had no plans for any
further sales.

Sep 10™: Thailand’s political crisis has meant trading in gold futures on the
Thailand Futures Exchange (TFEX) has been delayed until 2009. Trading was
meant to have begun by the end of September.

Sep 9™: Polymetal, the Russian gold producer, said that its output of gold
would be 0.25 Moz this year, and forecast it to increase to 0.46 Moz by 2011.

Analysis
* Gold’s day in the spotlight

In a week in which one investment bank went into administration, another saved
itself by getting bought by a retail bank, one of the world’s largest insurers had
to be rescued by the Federal Government and the credit markets seized up
causing share prices to tumble, gold should have done well. And although it left
it late, it did. Having fixed on the afternoon of Friday 12™ at $750.25/0z, by the
evening of Thursday 18" September it had risen to $915.00/0z in Comex
trading, with over $100/0z of that gain coming in just 24 hours. Furthermore,
despite the US Treasury proposing a huge taxpayer-funded bailout it managed to
stay around $900/0z the following week. Such a rally is very positive for the
metal going forward. If it is a good insurance policy, then people will be
prepared to pay more for it even when times are good. But there remain some
questions, most obviously, why did gold take so long to react? The chart to the
left shows the VIX measure of volatility, often used by the markets as a gauge of
‘fear’. VIX’s ups and downs were tracked reasonably closely by the gold price

B COMEX Net Long M TOCOM GP
B CBOT Net Long until August, when gold fell much further than VIX did. Worse, when VIX
picked up again in September, gold did not react until later on, and from a much
Source: VM Group lower base. Indeed if gold’s correlation from March to July had remained in
place gold would have reached $1,050/0z, rather than the $915/0z it did. Part of
Gold and VIX volatility the explanation for gold’s underperformance in August was the strengthening of
the US dollar, but even in other currencies this divergence occurred, and in any
Gold ®/07 \IX 9% . . . .
0 1oso  caseit cannot explain the slow response in early September. Perhaps a simple
a5 | oo explanation is that gold got m1x§d up in the general flight from commodities in
’ August, and investors oversold it.
80 1 M M’* + 950
2 M A\ W "M J - 900 Outlook
97 \W - 850 That investors flocked to gold in the recent darkest hours can be seen by the
e w0 110.6t of the US SPDR ETF they bought in the week between 16'"- 23™
101 September. If there is an easing of the financial crisis in the short-term, and
° 7o it is hard right now to see how it could get very much worse, gold might
0 ‘ ‘ 700 drift lower. However, memories of its spike higher should mean that enough
Jan-08 Apr-08 Jul-08 . . . .
nervous investors want to hold gold to limit the losses. Much will also
VIX Gold depend on the dollar, and the forex market reaction to the Paulson rescue
, plan. Short-term London pm fix: $800/0z-$950/0z.
Source: VM Group from Reuters Ecowin
Market data (September unless stated)
Prices US$/oz: Yuan/kg Yen/gr ETF inv. Holdings Monthly Lease rates im 3m 6m 12m Option volatility
change (end month, %)
Average 811 184,476 2,943 US(2) 710.9 (23.7) Average 0.13 029 048 0.52 1-month: 26.50
High 889 200,742 3,158 UK(2) 1717 (3.3) High 0.18 038 0.56 0.60 3-month 26.80
Low 741 173719 2,782 Aus 10.9 - Low (0.02) 010 026 037 6-month 26.90
S.Africa 28.3 (2.0) 12-month 27.10
Swiss 58.0 8.5 24-month 27.30
India (5) 5.1 -
German
Turkish 1.3

Source: Prices: London Bullion Market Association, Others: Virtual Metals. Indian ETF holdings calculated from rupee amounts and thus are approximations
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Silver

News

* Sep 11™: Peru’s output of silver was 307.9t in July, essentially unchanged
from the same period of 2007.

+ Sep 9™ The CEO of Polymetal, Russia’s largest silver producer, said that he
expects silver output to rise to 26 Moz in 2011, from 17.7 Moz this year and
15.9 Moz in 2006. Output is rising at the company’s Dukat mine.

+ Sep 4™ Coeur D’Alene gave an update on production from its flagship mine,
San Bartoleme in Bolivia. It expects the mine to achieve full capacity in Q4
2008 and that 2009 will see it achieve its original production estimate of some
9 Moz.

lth

Analysis
« Silver spikes higher but price still in doldrums

With the financial markets collapsing, Silver’s rally on the 18" September,
fixing at $12.93/0z, 20% higher than the previous day’s $10.77/0z, was a shot in
the arm for silver bulls. They’d not had much to cheer about before then, as
early September saw a continuation of the decline that took silver from
$19.30/0z on the 15" July to $13.76/0z by the end of August and just $10.66/0z
on 11" September. Silver obviously suffered from investor liquidation on
Comex, with the large speculators net long position falling from 7,665t in the
week ending 15™ July to 3,655t in the week ending 16™ September. This
however is rather higher than the low point reached last August, when the price
held up better, and furthermore the last month has seen rising investment
holdings in the silver ETFs, which by 23rd September held collectively a record
7,990t. Quite why investors remain so keen on silver is unclear. The most
obvious explanation is bargain hunting, and a few hundred tonnes of this metal
has been purchased since prices collapsed and will now be sitting on a nice
profit. Yet this does not explain why all the other investors, most of whom we
estimate will still be showing losses, did not sell as the price fell. This raises an
interesting question. If the price recovers further will we see more liquidation, as
investors relieved that their positions are back in profit sell up? Or will more
investors enter the market expecting a strong rally? Another explanation for the
falling price is a worsening of silver’s physical fundamentals. One culprit could
be demand - silver is an industrial and jewellery metal, and neither is likely to
cope with a global slowdown well — just look at how the prices of the PGMs
have collapsed.

Outlook

Despite hopes the US government would bailout the banking sector, silver’s
rally continued in mid-September as gold recovered lost ground, but it is
still nearly a third lower than it was just two months ago. Paradoxically this
does allow one to be much more bullish — silver’s physical demand should
pick up and new investors could be tempted. But at what point do those
investors sitting on large losses decide to exit the market? Short-term
London pm fix: $11/0z-$15/0z.

Market data (September unless stated)

Prices $/oz €/oz ploz Lease im 3m 6m 12m Imports Exports Option volatility
rates (end month, %)

Average 12.43 8.62 6.90 Average (0.06) 013 0.31 0.24  USA (Jun) 138,642 269,462 1-month 42.50
High 13.78 9.38  7.56 High 0.32 0.37 0.66 0.72  Japan (Jun) 389,796 662,567 3-month 41.00
Low 10.66 7.53 5.94 Low (0.22) - 0.20 0.14  China (Jul) 615,149 484,279  6-month 38.50
12-month 37.75

24-month 37.50

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

* Includes 'basket' ETF
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Aluminium

News

* Sep 23" Sichuan Aostar Aluminium, a Chinese smelter, said it would begin
cutting up to a third of its capacity (125,000t/y) reflecting low prices and
weak demand.

+ Sep 22™: United Company RUSAL, the world’s largest aluminium smelter,
has signed a memorandum of understanding with Libya to build an
aluminium smelter with an annual capacity of 600,000t. The smelter will get
gas power from the National Oil Company of Libya in a 30yr agreement.

+ Sep 11™: Premiums for primary aluminium shipped to Japan in Q4 2008 have
largely been agreed at around $75/t over the LME cash price, against some
$87/t for the current quarter; this is steepest fall in five years.

+ Sep 4™ India-based Vedanta Resources plans to boost aluminium output to
0.5 Mt in the year to March 2009, from 0.39 Mt in 2007/2008.

Analysis
* Tricky times but medium-term outlook good

On the 24™ September Shanghai aluminium futures hit a 4-yr low, with the
December contact hitting 15,200 yuan/t, equivalent to $2,232/t. Prices on the
LME have not fallen as far, but with the 3-month closing at $2,524/t on 231
September, that is now down 24% from its high, set on 11" July 2008. It’s not
hard to see why prices are weak. On the supply side the fall in energy prices,
especially oil and coal, have meant that the closure of high-cost aluminium
smelters, particularly in China, can be avoided, and thus production continues to
expand with newer low-cost smelters being opened. On the demand side the
slowdown and likely recession in the US, Japan and parts of Europe paints an
unpleasant picture, particularly given the already parlous state of aluminium-
intensive sectors such as motor vehicles and construction, whilst China’s
economy is not looking as mighty as it once did. Stocks at three of Japan’s most
important ports rose by 21% in August over July, reaching 245,200t, the highest
in 18 months. LME stocks rose sharply from 1.17 Mt at the start of September to
1.36 Mt by the 23" September. Shanghai stocks were flat over the last month but
are much higher than three months ago. Further price falls seem inevitable,
given the rocky outlook for the world economy, but we remain reasonably
bullish about the aluminium price over the medium-term. Demand should
remain firm due to aluminium’s distinct advantage in terms of weight savings in
automobiles and other transport. Furthermore, energy prices are likely to remain
high over the medium-term and so the smelters will continue to adjust. Even if
energy prices fall, Chinese energy prices still need to rise to meet world prices.
This strong medium-term outlook appears backed by the current forward curve,
which is strongly in contango with the 27-month LME price 11% higher than the
3-month contract.

Outlook

Rising stocks suggest demand is falling and supply being maintained. This is
likely to see the 3-month LME price weaken over the next month, with a
range of $2,250/t-$2,700/t.

Market data (September unless stated)

Prices Cash 3-month 15-month 27-month Stocks LME SHFE Prod (kt) July August LME Open Interest
($/1) (tonnes) (contracts)
Average 2,595 2,646 2,809 2,921 Jul 1,124,225 182,986 Europe 779 784  Aluminium 674,158
High 2,750 2,807 2,963 3,065 Aug 1,169,650 193,520 Americas 716 715
Low 2,461 2,515 2,690 2,817 Asia 337 334
China 1,168 1,190
Other 338 341
Total 3,338 3,364

Source: London Metal Exchange, except Production: International Aluminium Association
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Copper

News

« Sep 24™: Chile’s copper exports were 3.288 Mt in the first seven months of
2008, 4.1% lower than in the same period of 2007. China purchased 19.9% of
Chilean exports.

+ Sep 22™: The global refined copper market was in deficit by 130,000t during
January-June 2008, according to the International Copper Study Group
(ICSG), compared to a deficit of 264,000t in the same period of 2007.
However, on a seasonally adjusted basis, there was a surplus of 89,000t,
compared with a deficit of 70,000t in 2007.

« Sep 10™: Imports of unwrought copper and semi-finished products into China
in August fell to 178,047t, 4% lower than in July. Refined copper imports
were 87,168, just 0.02% lower than in the same month of 2007, whilst output
was 320,400t, 0.5% lower year-on-year.

Analysis
* Demand side anxieties knock price

LME 3-month copper closed at $6,820.5/t on 15" September, its lowest since the
start of January 2008; by 29" September, when the Paulson rescue plan for the
US mortgage industry had seemed imminent, it was trading at $6,635/t, about
25% off its peak of $8,812/t, set on 3 July. By 30" September — following the
initial rejection of the Paulson Plan — the price had to an 18-month low of
$6,170/t at the start of trading, almost 8% lower than at the end of 2007.

As long-time copper bears, based on our view of shrinking demand, due to the
worsening economic outlook in both the west and China, this fall comes as no
surprise. Oddly enough, what is surprising is that copper has held up so very
well given the background financial turbulence and the increasing probability of
very slow if not negative industrial demand growth in advanced economies next
year. Copper is the metal most sensitive to the economic outlook, but compared
with base metals such as nickel and zinc, or precious-industrial metals such as
platinum and silver, the price has remained relatively solid. One reason for this
is that although demand growth has slowed almost to a standstill, there has been
no slump. ICSG figures are somewhat lagging, but for June on a seasonally
adjusted basis they put refined usage at 1.543 Mt, 0.4% higher than the average
monthly demand in 2007. As the chart shows, year-on-year growth actually
picked up in China and the rest of the world over the past few months, and that
has offset a weak EU market and a worsening US market. Add to this the
continuing concerns about supply reliability, and copper’s continuing relative
strength becomes more understandable.

Outlook

The harsh economic winds now coming from many directions do not bode
well for copper’s immediate future, and we remain bearish on copper for
the time being; however, if the capital markets calm down, the highly
flexible US economy could regain strength fast, and China’s growth
trajectory does not slow too much, we may need to turn bullish on the price
before the end of the year. LME 3-month: $5,900-$6,800/t.

Market data (September unless stated)

Prices ($/1) Cash 3-month 15-month 27-month Stocks Contracts LME Open Interest
(tonnes) LME SHFE SHFE traded (average) (contracts)
Average 7,195 7,147 7,007 6,840 Jul 144,650 32,401 Jul 56,356 Copper 274,642
High 7,861 7,761 7,520 7,280 Aug 173,725 36,839 Aug 135,365
Low 6,841 6,790 6,670 6,520

Source: London Metal Exchange
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Lead

News

+ Sep 23" Yuguan Gold and Lead, the largest lead producer in China, is to
close a third of its 310,000t/year of capacity for repairs between 6™ October
and mid-November.

+ Sep 15™: The world lead market between January-July 2008 saw a refined
lead surplus of 23,000t, according to the International Lead and Zinc Study
Group (ILZSG). This compares with a deficit of 37,000t in the same period of
2007. However, July 2008 saw a deficit of 9,600t.

Analysis
* China a net importer for the second month

Lead has meandered a little recently, with the price in late August climbing to
$2,120/t but then falling back to $1,780.5/t on 16™ September, from where it
gained again to $1,950/t by 23 September, although in early trading on 30™
September it lost almost 6%, to $1,729/t. Earlier in September investors had
taken heart from Chinese trade data, showing that in July and August China has
become a net importer of refined lead for the first time since at least the start of
2006, and probably long before. Despite wider financial market turmoil the 3-
month contract on the LME was trading quite strongly by 29™ September, hitting
a low in morning deals of $1,855/t before picking up slightly.

The news from China — the world’s biggest producer and also, in recent years,
its biggest exporter of refined lead — is very bullish for longer-term lead prices.
China imported 5,492t in July and 1,736t in August, and made no exports. This
compares to average net exports of 17,557t a month in 2007, and nearly 40,000t
in 2006. The country’s refined lead exporters were hit by an export tax in April
2007, since when exports have gradually declined. The lead producing industry
in China is also facing difficulties in sourcing ore at competitive prices and is
deeply out of favour with central government, which is trying to slim down
heavily polluting, energy-consuming metal producing industries. Treatment
charges being received by lead smelters in China have dropped by about two-
thirds since the start of 2008 and today are about $100/t; most smelters believe
that this figure will be even lower by the end of the year.

Outlook

Lead is not going to escape a global economic slowdown anymore than any
other base metal, but the fact that China is now a net importer — suggesting
a combination of lacklustre local production and resilient demand — should
prevent the price from falling too far and might even allow some small
gains. Further evidence that China’s slowing exports are tightening the
supply-demand picture comes from LME lead stocks, which have sharply
declined in the past three months, from 92,250t at the end of July to 80,575t
at the end of August and just 67,575t by the end of September. Nevertheless,
as with most base metal prices right now, the fate of lead hangs on wider
issues, not least the vagaries of the US currency. Short-term 3-month LME
price: $1,600/t - $1,800/t.

Market data (September unless stated)

Prices ($/t) Cash 3-month LME stocks Lead LME Open Interest (contracts)

Average 1,873 1,883 Jul 92,250 Lead 92,021
High 2,111 2,120 Aug 80,575

Low 1,784 1,781

Source: London Metal Exchange
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Zinc

News

+ Sep 22™: Abare, the Australian Bureau of Agricultural and Resource
Economics, cut its forecast for the nation’s zinc production in the year ending
30" June 2009 to 1.49 Mt, down from its previous estimate of 1.69 Mt.

+ Sep 18™ OZ Minerals, the world’s second largest zinc miner, said it planned
to cut production in 2009 by 50,000t in response to lower world prices of
zinc. That would be a reduction of 35%-40% on its likely 2008 output.

« Sep 15™: Zinc was in surplus to the tune of 77,000t between January-July
2008, according to the International Lead and Zinc Study Group (ILZSG).
This compares to a surplus of 26,000t in the same period of 2007. Refined
output rose by 4% whilst demand was up 3%. However the surplus has been
disappearing — in July there was a deficit of 31,600t.

* Aug 21*: Canadian HudBay Minerals said it would close its New York zinc
mine and concentrator due to weak prices. Australia’s Perilya announced it
would make a near 50% reduction in its zinc production for the same reason.

Analysis
* Zinc makes some gains

Given the turmoil in financial markets during late August and September, zinc
and lead had a relatively quiet month. LME 3-month zinc prices traded in a
range of $1,720/t to $1,840/t, with little obvious direction. Zinc remains under
threat from oversupply but recently there have been some signs that not all the
new supply will get to market, with miners closing or reducing production in
response to weaker prices. Furthermore China, in the first month after the
scrapping of export tax rebate, continues to be a net importer, with net imports
of 20,825t in August, taking the year-to-date net imports to 74,560t, compared to
net exports in 2007 over the same period of 127,274t. However the demand
prospects remain grim whilst the global car market is under such pressure — our
estimates are that August saw a year-on-year decline in global car sales of over
0.5m units, with even Chinese sales down compared with August 2007.

Outlook

Supply cutbacks are coming thick and fast — almost 300,000t of zinc
concentrates which were either being produced or were imminently due to
come into production — have been taken from the market since the middle
of this year, a direct response to weaker prices and fears that the market is
about to face a massive oversupply. LME warehouse stocks have risen some
80% since the start of 2008, and western world demand was almost 8%
lower in 1H 2008 compared to the same period last year. This slowdown in
demand is making it more likely that a recovery will not happen in 2009 but
could come back with a vengeance in 2010. Prices are still likely to ease
from here, which will accelerate the pace which mining operations are put
on ice. The marginal cost of production today is around $1,700/t and thus it
is almost certain that we will hear of more suspensions before the end of the
year. Short-term LME 3-month, zinc: $1,500/t-$1,700/t.

Market data (September unless stated)

Prices ($/t) Cash 3-month LME stocks Zinc LME Open Interest (contracts)

Average 1,744 1,767 Jul 158,375 Zinc 227,347
High 1,816 1,838 Aug 160,325

Low 1,696 1,725

Source: London Metal Exchange
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Steel
c - rioe & News
omposite steel price (3/tonne) + Sep 25™: Chinese steelmakers are reportedly contemplating buying the
1,400 Chilean iron ore company Sociedad Contractual Minera Hierro Paposo,

business newspaper Wirtschaftsblatt: “We are not seeing a recession scenario

600 in our case, rather the result of things going back to normal after several years

200 which has yet to start operations but might yield as much as 15 Mt/year of
] ore.

1,000 - + Sep 22™: Voestalpine, the Austrian steel producer, took an upbeat view of
800 - / steel demand within the EU. Its CEO, Wolfgang Eder, told the Austrian

of unexpectedly dynamic growth.”

400
Aug-07 Nov-07 Feb-08 May-08 Aug-08 * Sep 19'": The International Iron and Steel Institute (IIST) said that global steel
production was 2.9% higher in August than the same month last year, at
—psia N America Eurape 112.2 Mt, with total world crude steel output during Jan-Aug at 926.3 Mt,

5.6% higher year-on-year.

Source: Reuters Ecowin

Analysis
* Prices fall but underlying demand may still be reasonable

Steel products, world prices ($/tonne)

1,300 The China versus US and EU steel production wrangles continue, the latest
1,200 1 salvo being fired by China, which has initiated a dispute with the World Trade
1,100 - L . . . L . . .
1,000 1 Organisation (WTO) against the US imposing high import tariffs against various
900 Chinese products, including certain categories of steel pipes. China’s steel
800 + producers have bigger worries however right now — the rising cost of imported
ggg iron ore being among the biggest. The Brazilian mining company Vale is trying
500 | to push its Asian customers into accepting a higher cost for its iron ore, to the
400 ‘ ‘ ‘ ‘ tune of some 13%, on the current 2008 contract price. The China Iron and Steel

Jun-05 Mar-06 Dec-06 Sep-07 Jun-08 Association (CISA) has now sent a formal letter of complaint to Vale, but Roger
e Cold r0lled GOl Hotrolled plate  Agnelli, CEO of Vale, has taken a determined stance, commenting on 26"

Hot rolled coil September: “Vale has the biggest market share of the Chinese ore market. If
Vale exports stop, Chinese steel mills will stop.” What this all means is a further
erosion of the annually negotiated contract system, which has been falling apart
during the last couple of years, as iron ore prices on the spot market have soared.

Source: MEPs, Reuters Ecowin
Note: "World" is average of Asia, N.America, and

Furope Under pressure from the world’s big three iron ore producers — Vale, BHP
Billiton and Rio Tinto — China will increasingly look to other suppliers, India
LME steel prices ($/tonne) and Russia being more than willing to step up to the plate.
1’228 | Outlook
900 ‘\/\ Is the glass half full or half empty? Steel prices have retreated significantly
850 in the past couple of months but Posco, the world’s fourth biggest steel
800 company, is just one of a number of steel producers that said it believed
750 | underlying demand was holding up well. Yet the price fall has been
200 | precipitous — the LME’s Mediterranean 3-month contract dropped below
650 1 $500/t in the second week of September, around $250/t lower than what it
00 | was fetching just a few weeks previously. The explanation is probably that

Ol-Aug 5_‘ Aug 29-Aug consumers are de-stocking, rather than that demand has slumped badly.
LME 3-month Med and Far East contracts: $500/t.
=== 3-month Med

15-month Med

o= 3-month Far East

e { 5_month Far East Market data (September unless stated)
) Asia N. America Europe World LME open interest
Source: Reuters Ecowin . )
Prices ($/1) Composite Composite Composite Composite (contracts)
Jun 905 1,184 1,262 1,117 Med 961
Jul 913 1,223 1,344 1,160 Far East 101
Aug 910 1,220 1,330 1,154

Source: MEPs: VM Group
Note: Composite prices are a weighted average of the low transaction values for all carbon steel products
in the flat & long categories identified in three regions (EU, Asia, and North America).



20 | Fortis Asian metals monthly | September 2008

Prices

Fortis/VM Group
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Copper ($/tonne)
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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 is 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.
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About VM Group

VM Group
85 Albany Street
London NW1 4BT

Tel: +44 20 7487 3600
Fax: +44 (0)870 051 2261

VM Group is a commodities research consultancy. The VM Group, which
through its subsidiary Virtual Metals Research and Consulting covers precious
and base metals, specialises in the analysis of the fundamentals of commaodities
and their geopolitical impact and contexts.

VM Group work excels in macro-economic analysis, the generation of supply
and demand scenarios, costs analysis, derivative research and price forecasting.
Confidentiality, experience and independence are key elements of such advisory
roles. Our aim is to assist those in need of external expertise, as well as those
who wish to supplement their own in-house resources. With our extensive
international contacts, we are able to broaden our services through links with
experienced associates in related fields worldwide.

To see further how we can meet your research and consulting requirements,
please email info@vmgroup.co.uk or call or fax on the numbers above.
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