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Metals and plastics - Strategic view

Analysts Introduction

Matthew Turner After the investor exuberance — irrational in some, but not all cases — of the first
Tel +44 20 7487 3600 quarter of this year, we expect a greater divergence in performance in Q2 08 as
Email: matthew@vmgroup.co.uk investors put more emphasis on fundamentals. However, given the fragility of
Gary Mead the current (relative) calm in the global financial system, commodities will

Tel: +44 20 7487 3600 remain at the mercy of developments in those bigger markets.

Email: gary@vmgroup.co.uk

Jessica Cross Gold

Tel: +44 20 7487 3600 Investor fear as to the severity of the credit-market crisis appears to be what is
Email: jessica@vmgroup.co.uk driving gold (and in the other direction the US dollar) and the easing of such

concerns in mid-March hit the metal hard. Attention could switch to internal
market fundamentals if the credit crisis eases.

Silver
Silver will follow gold, albeit with rather more vigour. It remains heavily
dependent on investors, however, and so could get hit hard if gold falters.

Platinum

Has Eskom sorted out the power shortage in South Africa and other parts of the
region? No, but the state-owned power company has shifted some of the burden
onto other sectors of the economy. Platinum mines however are not as favoured
as the gold sector and so there could be further stoppages as winter descends.

Palladium

Investors seem as if they will remain faithful to palladium until it goes all the
way back to $1,000/0z; but unless the South African power crisis gets much
worse that is looking fanciful. However, the demand outlook remains reasonably
promising, as car companies do all they can to use palladium.

Aluminium

As the price of energy and power continues to rise, the supply situation for
aluminium is precarious. This particularly applies to China, where cheap power
is not a given. Such supply concerns should mitigate any demand weakness.

Copper

The price remains above $8,000/t with low stocks providing support. China’s
demand is key, and whilst data in February was relatively weak, it is potentially
misleading due to extreme weather in parts of the country in late January/early
February, which also coincided with the Chinese New Year holiday.

Nickel

Nickel gained support in March from production difficulties caused by a strike at
BHP Billiton’s Cerro Matoso mine in Colombia, but absent this kind of news the
price looked vulnerable, and April could see further declines.

Lead and zinc

The lead market continues to adjust to China’s changing role. The resulting high
prices are annoying end users, but so far they have not been able to do much
about it. Zinc treatment and refining charges are being settled at a higher level
than in previous years — a sure sign that there is a lot of concentrate around.

Tin
Tin’s record high in March was little dented by the commodity crash. Further
gains might be tricky given supply problems are easing.

Plastics
Prices will follow crude oil, which we expect to show some gains.
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Forecasts
Price forecasts
End-March 1-month 2-month 3-month 12-month
Gold $ per oz 933.50 900-960(r) 980-1,100(r) 1,000-1,300(r) 1,400(r)
Silver $ per oz 17.99 16.75-19.50(r) 19-23(1) 20-25 25(r)
Platinum $ per oz 2,040 1,850-2,150(r) 2,100-2,300(r) 2,000-2,400(r) 2,200
Palladium $ per oz 438 450-510(r) 450-600(r) 600-700(r) 500-600(r)
Aluminium (3-month) $ per tonne 2,987 2,800-3,300(r) 2,900-3,300(r) 3,100-3,300 3,500
Copper (3-month) $ per tonne 8,410 7,800-8,800(r) 7,500-8,000 7,500 6,000
Nickel (3-month) $ per tonne 30,200 26,000-30,000(r)  25,000-28,000()  25,000-28,000(r) 25,000
Lead (3-month) $ per tonne 2,805 2,700-3,000(r) 3,000(r) 3,000(r) 3,000(r)
Zinc (3-month) $ per tonne 2,332 2,200-2,400(r) 2,200(r) 2,200 2,000
Tin (3-month) $ per tonne 20,575  18,000-21,000(r) 19,300-20,300 19,300-20,300 17,000
Plastic: LL (Global) $ per tonne 1,440 1,450-1,550(r) 1,480 1,480 1,500
Plastic: PP (Global) $ per tonne 1,458 1,450-1,600(r) 1,450 1,470 1,500
Average/2009 Average/2010 Average/2011 Average/2012 Average/2012
Gold $ per oz 1,000 800 650 600 500
Silver $ per oz 23 15 13 13 10
Platinum $ per oz 1,800 1,700 1,700 1,500 1,300
Palladium $ per oz 500 600 400 400 300
Aluminium (3-month) $ per tonne 4,000 3,500 3,500 3,000 2,500
Copper (3-month) $ per tonne 6,000 5,000 5,000 5,000 4,000
Nickel (3-month) $ per tonne 25,000 25,000 15,000 14,000 14,000
Lead (3-month) $ per tonne 2,500 1,500 1,300 1,200 1,000
Zinc (3-month) $ per tonne 2,200 2,200 2,500 2,500 2,500
Tin (3-month) $ per tonne 14,000 13,000 13,000 12,000 10,000
Plastic: LL (Global) $ per tonne 1,300 1,200 1,200 1,200 1,200
Plastic: PP (Global) $ per tonne 1,250 1,250 1,250 1,250 1,250
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
(7™ April) recent over past 1 week (%) 1 month (%) 12 months (%) 2007 2006
price 12M ago ago ago
Gold $/0z 926.5 769.2 11,0113 642.1 934.3 0.8) 972.5 4.7) 673.5 37.6 696.5 604.0
Silver $/0z 17.96 14.52 20.92 11.67 18.36 (2.2) 20.22 (11.2) 13.6 32.3 13.38 11.57
Platinum $/0z 2,034 1,486 2,273 1,240 1,990 2.2 2,082 (2.3) 1,251.0 62.6 1,305 1,142
Palladium $/0z 453.0 380.5 582.0 320.0 444.0 2.0 506.0 (10.5) 350.5 29.2 354.7 320.4
Aluminium $/tonne 2,961 2,669 3,212 2,376 2,996 (1.2) 3,211 (7.8) 2,840.5 4.2 2,662 2,593
Copper $/tonne 8,641 7,553 8,810 6,340 8,456 2.2 8,560 0.9 7,411.0 16.6 7,096 6,671
Lead $/tonne 2,960 2,885 3,880 1960 2,886 2.6 3,140 (56.7) 1,990.0 48.7 2,558 1,282
Nickel $/tonne 28,500 33,417 51,000 25495 31,500 (9.5) 33,400 (14.7)  49,505.0 (42.4) 36,217 23,266
Tin $/tonne 20,500 15,945 20,700 13,200 20,650 0.7) 19,300 6.2  14,150.0 44.9 14,5632 8,766
Zinc $/tonne 2,389 2,971 4,106 2,201 2,359 (1.3) 2,670 (10.5) 3,401.0 (29.8) 3,243 3,252
PP $/tonne 1,455 1,331 1,473 1,190 1,455 0.0 1,440 1.0 1,270.0 14.6 1,220 1,176
LL $/tonne 1,490 1,304 1,490 1,160 1,490 0.0 1,445 3.1 1,180.0 26.3 1,255 1,213
LME Stocks Most Average High Low Stocks WoW  Stocks MoM Stocks YoY Average Average
(7" April) recent over past 1 week (%) 1 month (%) 12 months (%) 2007 2006
stocks 12M ago ago ago
Aluminium  Tonnes 1,028,100 897,596 1,035,350 804,375 1,030,975 (0.3) 942,600 9.1 809,800 27.0 842,573 723,253
Copper ~ Tonnes 115,050 146,445 201,000 97,550 112,075 2.7 131,925 (12.8) 177,600 (85.2) 158,899 119,593
Lead  Tonnes 50,425 40,395 50,475 20,850 49,400 2.1 46,050 9.5 34,025 48.2 37,218 76,115
Nickel ~ Tonnes 52,074 29,685 52,074 4,020 50,226 3.7 47,394 9.9 4,632 1,024.2 18,110 17,324
Tin  Tonnes 8,555 11,850 16,065 7,995 8,990 (4.8) 9,830 (13.0) 9,810 (12.8) 11,891 13,187
Zinc  Tonnes 125,425 85,734 127,050 58,100 123,600 1.5 123,925 1.2 108,050 16.1 81,377 218,452

Source: VM Group
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Analysis

Analysts An exciting Q1 2008

Matthew Turner The first quarter of this year was a remarkable one for the metals covered in this
Tel: +44 20 7487 3600 report and was characterised by great volatility and record high (nominal) prices
Emall: matthew@vmgroup.co.uk for tin, gold and platinum, as well as multi-year highs for silver and palladium.
Gary Mead For some of these metals the high prices didn’t last — the pgms in particular fell
Tel: +44 20 7487 3600 back sharply once the South African power crisis showed signs of stabilising (if
Email: gary@vmgroup.co.uk only temporarily) — and all metals (and other commodities) had a major decline

on Wednesday 19™ and Thursday 20™ March (the Reuters-CRB commodity
index, which is a broad measure of the sector, registered its biggest one-day
decline, at 8.4%, since the index started life 50 years ago). Such were the price
gains earlier in the year, however, that all the metals covered here rose in price
over the quarter, with the exception of zinc.

Price performance of metals and plastics in Q1 2008

Unit Open Close Change Average Peak Low Range Range as Standard SD as

Qi % of Deviation % of

(%) average (SD) average

Aluminium - 3 Month $/tonne 2,413 2,987 23.79 2,772 3,212 2,401 811 29.26 257.33 9.28
Aluminium - 63 Month $/tonne 2,758 3,070 11.31 2,884 3,217 2,590.5 626.5 21.72 163.37 5.66
Copper - 3 Month $/tonne 6,706 8,410 25.41 7,726 8,810 6,706 2,104 27.23 601.31 7.78
Copper - 63 Month $/tonne 6,070 6,563 8.12 6,234 6,689 5,352 1,337 21.45 294.50 4.72
Lead - 3 Month $/tonne 2,580 2,805 8.72 2,890 3,461 2,482 979 33.88 270.41 9.36
Lead - 15 Month $/tonne 2,468 2,793 13.17 2,813 3,333 2,447 886 31.50 250.74 8.91
Nickel - 3 Month $/tonne 26,725 30,200 13.00 29,127 33,605 26,705 6,900 23.69  1,966.42 6.75
Nickel - 27 Month $/tonne 26,425 27,625 4.54 27,225 30,225 25,200 5,025 18.46  1,256.63 4.62
Tin - 3 Month $/tonne 16,245 20,575 26.65 17,772 20,700 16,075 4,625 26.02 1,528.71 8.60
Tin - 15 Month $/tonne 16,510 20,465 23.96 17,771 20,555 16,220 4,335 2439  1,450.99 8.16
Zinc - 3 Month $/tonne 2,404 2,332 (3.00) 2,448 2,840.5 2,201 639.5 26.12 151.67 6.20
Zinc - 27 Month $/tonne 2,390 2,323 (2.80) 2,399 2,733 2,200 533 22.22 128.60 5.36
Gold $/0z 846.75 933.5 10.25 925 1,011.25 846.75 164.5 17.79 40.42 4.37
Silver $/0z 14.93 17.99 20.50 17.59 20.92 14.93 5.99 34.05 1.69 9.61
Palladium $/0z 371 445 19.95 441 582 364 218 49.39 63.96 14.49
Platinum $/0z 1,541 2,040 32.38 1,867 2,273 1,531 742 39.74 239.38 12.82
Plastic (LLDPE) $/tonne 1,425 1,440 1.05 1,439 1,465 1,412.5 52.5 3.65 14.67 1.02
Plastic (LL) $/tonne 1,400 1,457.5 4.11 1,431 1,457.5 1,400 57.5 4.02 15.88 1.11

Source: VM Group

Starting with the base metals, tin was the best performer, with the benchmark 3-
month LME contract rising 26.7% over the quarter. The longer-dated 15 month
LME tin contract also performed well with a 24.0% gain. Supply concerns came
to the fore in many major producing regions — severe weather in China in late
January/early February hit production there, reinforcing the country’s move to
becoming a net tin importer, while in the Democratic Republic of Congo (DRC)
the government banned tin mining in the Walikale district of North Kivu, the
largest tin-producing region of the country, and finally Indonesian exports
faltered as the police suspended exports on concerns that the tin had been
illegally mined. These issues might be regarded to some extent as short-term,
and the fact that the longer-dated tin contracts also rose in price substantially
suggests optimism about demand in the medium-term.

The next best performer in the metals market was copper, particularly the 3-
month LME contract, which gained 25.4% over the quarter, having at one point
been 31.4% higher than its 2008 starting price. The furthest dated contract, the
63-month LME contract, returned a less impressive 8.1%. Copper’s gains, at
least at the short end of the curve, appear to have defied the growing economic
slowdown in the US, for the time being. The reasons for this have been
continuing buoyant Chinese demand on the one hand, and supply concerns such
as power problems in Chile, meaning stocks continued to fall, on the other. That
the longer-dated contract did less well is perhaps a straw in the wind that these
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in feeder cattle (although given these are small and the weighting for feeder
cattle is lower we don’t believe this can be a major factor), investors can buy
products linked to subsections of indices and so in this example there might be a
higher level of investment in feeder cattle futures than the percentage weighting
would imply, and that the CFTC data could be overstating the index position.

Thus any estimates based on scaling up the CFTC data for index traders to
estimate the total AUM of funds linked to commodity indices is going to provide
ballpark figures only. Yet one should not overestimate the problems these issues
cause. The following chart shows the AUM in billions of dollars of the index
trader long position according to the CFTC’s numbers, and what VM Group
estimate to be held by the index traders given their published percentage
weightings together with our estimates of the AUM of each of the indices. As
can be seen our estimates are not far out across the complex although we are
noticeably lower in soybean, corn and sugar.

A comparison of our estimates of Index Trader holdings and CFTC figures

CME Live cattle Net Index Traders

CME Lean Hogs Net Index Traders
Cbot Wheat (Chicago) Net Index Traders
Nybot cotton Net Index Traders

Nybot coffee Net Index Traders

CME Feeder cattle Net Index Traders
Cbot Soybean oil Net Index Traders
Cbot Soybeans Net Index Traders

Cbot corn Net Index Traders

Nybot sugar Net Index Traders

Kbot Wheat (Kansas) Net Index Traders

0 2 4 6 8 10 12 14
$bon
M CFTC index traders M Our estimates

Source: VM Group

So based on the CFTC data, but using our understanding of various commodity
indices AUM and how that matches up with the CFTC data, our analysis
suggests that the AUM for all funds linked to commodity indices went from
$145bn at the end of 2007 to a high of around $200bn in late February, and are
now (as of April 1st) around $170bn, almost $30bn down from their peak, of
which $8.1bn represents outflows and $21.7bn valuation changes”.

This is a large decline, but it is mostly due to the valuation effects of falling
prices. The outflows of $8.1bn on investments worth $200bn is equivalent to just
4%, but including the valuation change the decline from the peak has been about
15%.

8 This takes into account the fact that the agricommaodities have in terms of price performed
worse than the average commodity since their 2008 peak.
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How many metals?

The CFTC has called a meeting for 22" April® to discuss the functioning of

agricommodity markets under its jurisdiction and, inter alia, how these have

been affected by the commodity index funds. It has been noted that there have

Index Trackersasa %  been issues with the relationship between futures and spot pricing, and although
of openinterest it is not clear that this is linked to the commodity index funds, it is

understandable that given their growth and size they are seen as a potential

Index Traders as a % of agricommodities

open interest

Live Cattle 43%

Lean Hogs 409  factor. The following table shows how important (using the CFTC data) the
CBOT Wheat 33% index tracker net long position is as a percentage of open interest. In the live
Sugar 28%  cattle market, the index tracker funds hold 43% of open interest (essentially 43%
KCBT Wheat 5% of the long position), and only slightly less, 42%, in lean hogs. In CBOT wheat,
Feeder Cattle 24% o

Coffee 049, Sugar and KCBT wheat they hold more than 25%.

Soybeans 22%

Corn 20% If we look at metals however, it is a rather different story. Of course there is no
Cotton 20%  CFTC data here to use as a guide to the number of contracts they hold, so we
i?;zza” ol SZ" have to use our estimates. It should be noted that the problems in estimating the

total AUM of commodity indices from CFTC agricommodities data are

Source: VM Group from CFTC magnified when attempting to estimate the amount of metals held by these
indices. Nevertheless to give some idea of the numbers if we use our estimates
for total AUM of each commodity index, and their percentage weightings, we
get this.

Index Traders as a % of metals open interest, estimated

Estimated Of which in Units No. of contracts Open Interest  Index Trackers

index tracker GSCI/Dow-Jones as % open

$bn AUM interest

COMEX copper 4.89 88%  1,235,462,206 Ib 49,418 101,860 49%
Gold 7.07 84% 7,758,795 oz 77,588 399,393 19%
Silver 2.50 73% 140,810,774 oz 28,162 145,358 19%
Nickel 2.47 98% 85,005 tonnes 14,167 101,393 14%
Zinc 2.13 95% 905,724 tonnes 36,229 310,696 12%
Aluminium 7.71 91% 2,633,700 tonnes 105,348 1,095,263 10%
Lead 0.59 91% 202,591 tonnes 8,104 108,148 8%
LME copper 3.99 91% 468,597 tonnes 18,744 489,304 4%

Source: VM Group

To calculate the number of contracts we have taken our estimate of the AUM in
billions of dollars for each metal’, and then by taking the contract price and the
number of units per contract, we have estimated the contracts held. We then
compared this to the latest estimate of open interest, where for the LME we have
used market open interest. The table has been sorted on the percentage of open
interest accounted for by our estimate of the index trackers.

The noticeable finding is that with one exception the metals have on the whole a
much lower share of open interest than the agricommodities taken by the
commodity index funds. The exception is COMEX copper, where the index
funds account for a huge 40% of the open interest. However this surely
overstates their market impact as the underlying liquidity of the LME copper
market also matters, and for that index funds account for just 4% of the open
interest. Collectively the commodity index funds in copper account for 7.7% of
COMEX and LME open interest. Similarly for gold and silver, where the index
funds own a similar 19% of open interest in each, there is the large London spot
market (and of course both have Exchange Traded Funds which are larger than
our estimated index tracker holdings). Otherwise the base metals range from
having 8% of LME open interest owned by index tracker funds to 14%, an
amount that seems unlikely to create any great market distortion.

* http://www.cftc.gov/newsroom/generalpressreleases/2008/pr5474-08.html

5 Here we look at metals with major index fund positions. Other metals are owned by the index
funds, such as tin and platinum, but not by the S&P GSCI or the Dow-Jones AlG, and as such
their market presence will be very small
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Hedge funds % monthly returns by type
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Hedge fund % return in February by proportion

commodity investment

% monthly return
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Source: VM Group

Notes: Decile 10 is the 10% of funds with the
highest proportion of AUM in commodities (in
February this was 80% or higher). Decile 1 is the
10% of funds with the lowest proportion (in
February this was 1% to 4%).
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Hedge funds activity

News

+ Apr 1% Macquarie Capital has purchased a European-based commodities
hedge fund from Craton Capital. Craton is said to want to focus on its long-
only precious metals fund.

+ Mar 30" Treasury Secretary Hank Paulson has proposed sweeping changes
of the US financial regulatory system, giving more power to the Federal
authorities and more oversight of investment banks. Hedge funds were not
specifically targeted but the proposals would see oversight move from the
Commodities and Futures Trading Commission (CFTC) to the Securities and
Exchange Commission (SEC).

« Mar 22" Bloomberg reports that Saracen Investors, a Houston-based energy
fund, lost up to 22% in February on US natural gas investments.

Analysis
*  Strong February but March data will be telling

Unsurprisingly given the strength of commodity prices (the Reuters-CRB total
return commodity index saw an 11.9% monthly gain, its highest since at least
1980) the commodity hedge funds we track had a strong February (the latest
available data). All the hedge funds in the Barclay database of more than 6,000
funds returned 2.0% during February, but those with some commodity exposure
saw a 6.1% gain, and those with more than 50% of their assets under
management (AUM) enjoyed a 7.1% gain. Funds that were precious metal-
heavy, that is with more than 40% of their AUM in just precious metal-related
investments, saw a smaller 3.9% monthly return, but this is based on a small
sample size.

By and large the more commodity investment a hedge fund had as a percentage
of its AUM the better its performance in February. We have ranked all the hedge
funds that have some commodity investment — over 1,000 — by the percentage of
their AUM in commodities and then split them into ten groups, with the lowest
decile being the group that have the least commodity investment (just 1% to 4%
of their AUM), the highest decile the ones that have the most (80% to 100% of
their AUM) and the others with an amount in between those percentages.

The second chart shows the relationship between this and their monthly
percentage return. The best performance came in the 8th and 9th decile, which
was those hedge funds with respectively 55% to 63%, and 64% to 79%, of AUM
invested in commodities. Monthly returns were 12.4% and 10.9% respectively.
Interestingly the highest decile, which as we noted earlier translates to funds
with 80% or more of their AUM in commodities, returned a lower 5.7%.

Outlook

Given the strong performance across the commodity spectrum, commodity
hedge funds were likely to have a strong February. March data, available
next month, will be more revealing — the Reuters-CRB index shed 6.9%
during the month.
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Gold price ($/02)
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Gold

News

+  Apr 6™ The IMF’s Executive Board has agreed an overhaul of the
institution’s funding which will lead to gold sales of 12.96 Moz. The
measures still need the approval of the US Congress.

+  Apr 4™ AngloGold Ashanti raised its Q1 production forecast to 1.19 Moz,
claiming it was on track for 100% of planned production.

« Apr 3" Turkey’s imports of gold in March were just 0.675t, the lowest
monthly imports since data became available in 1995. The sharp decline from
February’s 13t reflects both the impact of higher prices but also the legal
problems of Turkish importer, Goldas.

+ Mar 18" The Bombay Bullion Association said that India’s gold imports
were 10t in February, compared to 59t in February 2007.

Analysis
* Gold very volatile on financial market uncertainty

After a weak start to the month, from the 13™ March gold started to recover
strongly as investors decided the Federal Reserve’s emergency measures were
doomed to failure and sent the dollar lower. Gold’s gains accelerated as there
were signs of panic, with the collapse of Bear Stearns and an emergency Federal
Reserve discount rate cut, reaching an all-time high on the 17" March on the
afternoon fix of $1,011.25/0z. During intra-day trading it went over $1,030/0z

Gold’s collapse was even more spectacular. On 18™ March the Federal Reserve
slashed its key Federal Funds rate by 0.75%; but the market was hoping for a
full 1.0%. The next day’s afternoon fix was $958.75/0z, gold’s fourth worst
daily dollar decline (between the afternoon fixes) in history. After stabilising for
a short period, 1% April saw another huge fall — which saw the metal fix at just
$887.45/0z. It then recovered back up to around $930/0z.

This sharp reversal in price cannot be explained by a stronger US dollar as
gold’s decline measured in euros has been larger than in dollars. Nor can it be
explained by a reduction in inflationary expectations, as this hasn’t happened.
Instead it seems to be narrowly based on improving sentiment in the credit-
markets. The third chart to the left shows a close relationship since October 2007
between the gold price and the benchmark Markit CDX investment grade index,
which measures the risk of credit-swap defaults. As the Bear Stearns panic
subsided, the index fell sharply, and so did gold.

Outlook

With such febrile financial markets, and gold ever more reliant on
investment demand as physical markets slow, the metal is bound to remain
volatile. Continuing bad news should support prices, but any signs from
April’s G7 meeting of a stronger dollar would be a major negative. Short-
term London PM Fix: $900/0z to $960/0z.

Market data (March unless stated)

Prices $/0z €/oz Rand/kg ETF Tonnes Monthly Lease im 3m 6m 12m Option volatility
investment holdings change rates (end month, %)

Average 966 623 247,680 US(2) 699.7 6.7 Average 0.16 0.29 0.44 0.46 1-month 26.50

High 1,011 650 263,240 UK (2) 142.9 11.5 High 0.31 048 0.54 0.55 3-month 26.40

Low 926 591 238,753 Aus 19.6 1.6 Low (0.07) 0.08 0.21 0.35 6-month 26.30
S. Africa 29.0 2.0 12-month 26.30
Swiss 32.6 1.5 24-month 26.20
India (4) 4.0 0.2

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 price ($/02)
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Silver

News

« Apr 3™: US miner Silver Wheaton announced that its proven and probable
reserves had risen to 346.4 Moz at end-07, up from just 102.2 Moz at end-06.
The growth was due to the acquisition of 25% of silver from the Panasquito
project in Mexico, and 100% of silver from Stratoni mine in Greece.

« Apr 3™ Peruvian miner Buenaventura said production of silver from its
Uchucchachua mine should increase to 373t in 2008, from 303t in 2007.

« Mar 30" Peru produced 268.6t of silver in February, up 1.2% for the same
month of 2007.

« March 28™: Mexico’s silver production was 161.08t in January, 23% down on
the same month of 2007 as it was affected by a strike at a major copper mine.

+ March 4™ Nymex announced increases in the margin required on its silver
contract to $5,750, from $5,000 (for members).

Analysis
« Silver records strong gains

Silver’s reputation for investors as gold on steroids remained true in March, as it
broke through $20/0z for the first time since October 1980 (silver’s record high
in London is the remarkable $48.70/0z, set in January 1980, at the height of the
price squeeze initiated by Nelson Bunker Hunt). At its peak, $20.92/0z on 17"
March, it had gained 40% on the start of the year, compared to 19.4% for gold.
The subsequent sell-off was relatively savage too, with the price crashing down
to $17.53/0z on 20™ March, a fall of 16%. Nevertheless by the end of Q1 08 it
had still shown a gain for the year of 20.5% (see Analysis section), much more
than gold’s 10.2%.

Can this be justified? Not, surely, by the supply and demand fundamentals.
Silver’s supply is increasing in line with that of the metals with which it is
normally mined, whilst demand still suffers from the long decline of
photography usage. Jewellery demand might gain from the exorbitant prices of
the other precious metals, but given the chance of a sharp slowdown in the US
and OECD it is difficult to foresee major gains there.

Instead we are looking at similar factors as those that have been behind gold’s
rise, mainly speculative flows looking for a home from the turmoil in the credit
markets. As such silver will be at the mercy of events in the financial markets
(via gold) and for now prices are likely to tread water whilst the market waits to
see if the Fed’s desperate rescue attempts have worked.

Outlook
Silver will follow gold, albeit more hyper-actively. For now relative calm
has descended on the credit markets but unless the US economy can

Mar-98  Mar-01  Mar-04  Mar-07 perform a remarkable recovery further problems look likely. Short term
T-month 12-month London PM fix: $16.75/0z-$19.50/0z.

Source: VM Group

Market data (March unless stated)

Prices $/oz eloz ploz Lease im 3m 6m 12m Trade Imports Exports ETF offtake (tonnes) Option volatility
rates (kg) (Dec) Holdings Change (end month, %)

Average  19.38 12.49 9.68 Average (0.05) 0.04 0.26 0.42 USA 111,165 169,566 US 5,679 214 1-month 39.00

High 20.92 13.51 10.47 High 0.16 0.30 049 0.60 Japan 394,380 523,253 UK* 332 31 3-month 38.25

Low 17.63 11.24 8.76 Low (0.45) (0.38) (0.19) 0.01 China 639,673 473,334 Swiss 448 45  6-month 37.00

12-month 37.00
24-month 37.00

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

News

« Mar 19" A Reuters poll found that on average analysts expect the platinum
‘deficit’, the difference between measured supply and measured demand, to
be 470,000 oz in 2008, and 422,500 oz in 2009.

+ Mar 12" The New York Mercantile Exchange (Nymex) raised margins on
platinum futures contracts to $6,000, from $5,000, for clearing members.

Analysis
» Eskom power crisis eases but for how long?

The platinum price hit a record high in March ($2,273/0z on 4™ March) and then
fell sharply (reaching a low of $1,823/0z on 20™ March), as did most other
metals, but platinum’s peak price and subsequent fall came earlier in the month
due to a few simple fundamental reasons.

The price was propelled higher by supply shortages as South African power
utility Eskom continued with the policy it began in January of supplying the
mines with only 90% power, a situation it said could last for up to four years.
Estimates of lost production mounted, but even more important are concerns that
when winter closes in, and the country’s peak power consumption months
approach, things could get even worse. The platinum price showed a high
correlation with Eskom’s ‘power deficit’, its estimate of what it could provide
and what the country needed. However, on 6™ March, as industry protests grew,
Eskom announced it was to marginally increase the supply of electricity to the
mining industry, from 90% to 95%. It was to achieve this by introducing “load-
shedding” (power cuts) for domestic customers. The platinum price fell sharply
as it seemed production cuts would not need to be so savage.

We are not so sanguine. It is not clear yet how much extra power the pgm
miners have received, and given the government’s priority in allocating more
power was to prevent industry job losses, it is likely that the gold mines which
are larger employers will get priority. Furthermore although Eskom’s forecast
(see chart) suggests that they should be able to cope with the additional demand
in winter quite easily, the ‘unexpected’ such as power station failures, will mean
the market is kept on tenterhooks. Conversely, while we are bearish on supply,
we are also slightly bearish on demand. There is, as yet, little sign of what
impact these high and volatile prices will have on demand. We expect it will be
felt most keenly in jewellery demand, the most ‘price elastic’ of platinum’s
demand sources. There is anecdotal evidence that jewellers across the world are
having a hard time with the prices of all precious metals reaching near record
highs, but the statistics so far are inconclusive.

Outlook

Eskom appear for now to have their power issues sorted, but the winter in
South Africa is approaching and pgm miners are still vulnerable. Short-
term platinum price: $1,850/0z to $2,150/0z.

Market data (March unless stated)

Prices $/0z Leaserates 1m 3m 6m 12m Trade (kg) Imports Exports ETF offtake (oz) Option volatility
Holdings Change (end month, %)
Average 2,025 Average 1.8 26 32 4.2 USA(Jan) 369 163 UK* 332,286 18,290 1-month 47.0
High 2,273 High 31 385 41 46 Japan (Jan) 4,565 1,105 Swiss 43,223 (17)  3-month 46.0
Low 1,823 Low 0.7 1.7 26 3.8 HongKong (Dec) 1,131 185 6-month 44.5
Switzerland (Jan) 3,557 5,330 12-month 43.5
China (Jan) 4,412 0 24-month 43.0

Source Price: London Platinum and Palladium Market, Others: VM Group * Includes 'basket' ETF
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Palladium
- - News
Palladium price ($/0z) + Mar 19™ North American palladium produced 286,334 oz of palladium in
600 2007, 21% above 2006’s level. It accounted for 47% of its revenues of
580 1 $195.9m, which were 23% higher than in 2007.
560 -
540 | Analysis
520 |  Palladium’s surprising price behaviour
izg i In Q1 08 palladium gained 19.9% whilst platinum gained 32.3%. It is tempting
460 1 to explain this as both metals’ gains being driven by signs of weaker production
240 from South Africa due to the power crisis, but platinum gained more as South
220 ‘ ‘ | ‘ Africa accounts for 32% of global palladium supply but 70% of platinum.

3-Mar  10-Mar 17-Mar 24-Mar 31-Mar i . . . . . .
There is surely some truth in this, but it can’t explain everything, as palladium

Source: London Platinum & Palladium Market seems to have been more sensitive to news from South Africa. For when both
metals hit their Eskom-related 2008 price highs, on 4th March, palladium had
gained 57%, whilst platinum had gained ‘only’ 48%. In the subsequent sell-off,
caused by Eskom supplying more power (see platinum section), palladium fell
1,800,000 26%, compared with a fall of just 19% for platinum. Furthermore platinum then
1,600,000 recovered by 12% to the end of March, whilst palladium only added 3%.
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Nymex: non-commercial net position (ounces)

It is tempting to explain this as palladium simply being more prone to
speculative swings than platinum. This is certainly the case — the palladium
market has been in surplus for many years now and as such has been reliant on
investment purchases to balance the market. Platinum has been in deficit and
thus did not have to depend on such investment purchases. As an example, note
the non-commercial long position on Nymex, which on 25™ March was 1.26
Moz for palladium, more than three times that of platinum. There is also more
palladium in ETFs — 577,392 oz at the end of March, compared with platinum’s
375,509 oz. However as an explanation of recent price movements it does not
Source: Reuters Ecowin entirely convince — the March sell-off did not see very large moves in these
positions as the Nymex long position shed 104,700 oz over the month whilst the
ETF position rose by 41,971 oz on what looked like bargain-hunting.

Palladium supply by region (thousand oz)

8,000 A more convincing explanation perhaps might be that palladium has gained
7,000 from South African troubles in two ways — first a loss of mined metal, which
will never be as significant as it is for platinum, but second because it negates
what was previously seen as the major negative for palladium compared with
platinum in the eyes of carmakers — its more erratic supply profile.
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Outlook

Palladium remains well positioned to gain on further South African supply
issues. If — a big if — these issues are resolved, then the focus will move on to
whether we have seen the last of the Russian stock sales for 2008, and how
well palladium demand in autocatalyst and jewellery manufacturing is
®Canada  MUSA faring. Short-term London PM fix - $450/0z to $510/0z.

Source: "The White Book", VM Group

01 02 03 04 05 06 07 08e
M South Africa M Zimbabwe M Russia

Market data (March unless stated)

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

Average 478.5 Average 0.11 0.31 0.37 0.50 USA (Jan) 1,251 614 UK 234,787 32,486 1-month 39.0
High 576.0 High 0.40 0.54 0.53 0.77 Japan (Jan) 6,026 1,887 Swiss 342,605 9,484 3-month 37.5
Low 427.0 Low (0.10) 0.10 0.17 0.18 Hong Kong (Dec) 2,128 787 6-month 36.0
Switzerland (Jan) 955 7,946 12-month 34.5
China (Jan) 1,746 0 24-month 34.0

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

News

« Apr 2™ In June this year China could lower tax rebates on semi-finished
aluminium products to between 8% and 11%, from 11-13% at present.

+ Mar 18" Xiao Yaging, the CEO of Chalco, China’s largest aluminium
producer, said he expects the country’s production and consumption of
primary aluminium to be 15 Mt in 2008.

+ Mar 20" BHP Billiton announced that from 25™ March it would close down
50% of its South African smelter, Bayside, because Eskom, the country’s
power generator, could not provide adequate power. It also said Hillside in
South Africa and Mozal in Mozambique would operate at 90% capacity. BHP
said collectively this would reduce production by 120,000t/year.

Analysis
* Medium-term supply issues are bullish but stocks bearish

Aluminium (on the three-month LME price) reached $3,212/t on 6™ March, an
astonishing 33.5% higher than at the end of 2007. This was the metal’s second
highest close ever, beaten only by $3,240/t on 11th May 2006, representing a
stunning turnaround from the dismal performance of H2 2007. It was not to last,
however. By 20™ March the price had been hit by the big commodity sell-off,
and the three-month contract closed at $2,808/t, down 13% from its peak.

Aluminium has enjoyed very strong demand growth over the last decade,
primarily from China, but its price has not risen as much as some other base
metals because its supply from China has grown as swiftly. China’s average
monthly production of primary aluminium in 2007 was 1.05 Mt, 35% higher
than in 2006 and equivalent to 271,500t extra a month. This year, however, has
not seen such explosive growth. Chinese output in February was only 5% higher
year-on-year, just 46,000t a month more than in February 2007. In the same two
months China was a net importer of primary aluminium for only the second time
since 2001, although it continues to be a large exporter of products.

The production decline was surely to do with the extreme bad weather and
related electricity problems China suffered in January/February, and there was
no lasting damage. But that mini-crisis was a clear reminder to the Chinese
authorities that aluminium is a huge user of scarce power resources, and the era
of rapid Chinese production growth might be coming to an end.

This would be very bullish as long as demand holds up. But one negative sign
there is soaring LME stocks, which in March went over the 1 Mt level for the
first time since June 2004.

Outlook

After years of huge supply and demand growth for aluminium, the price
might be determined for the rest of 2008 by which falls the most. Rising
stocks are a concern. Short-term LME 3-month price: $2,800-3,300/t.

Market data (March unless stated)

Prices Cash 3-month 15-month 27-month LME stocks Tonnes Prod (kt) January February LME Open Interest (contracts)
($/)
Average 2,981 3,024 3,066 3,061 Feb-08 947,425 Europe 765 782 Aluminium 716,879
High 3,174 3,212 3,253 3,242 Mar-08 1,032,050 Americas 718 721
Low 2,761 2,808 2,853 2,855 Asia 317 320

China 1,147 1,060

Other 351 346

Total 3,298 3,229

Source: London Metal Exchange, except production: International Aluminium Association
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LME copper price ($/tonne)
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Copper

News

«  Apr 2™: Southern Copper, a unit of Grupo Mexico, announced it was to
invest $1.3bn in its Peruvian copper project, Los Chancas.

* Mar 31%: Chilean copper output was 423,201t in February, 8% higher year-
on-year. The government forecasts output to rise to 6 Mt by 2009, from a
forecast of 5.7 Mt in 2008 and 5.5 Mt in 2007.

« Mar 27" There was a 42,000t deficit in the global refined copper market in
2007, according to the International Copper Study Group (ICSG). This
compares to a 287,000t surplus in 2006.

+ Mar 25" Japanese demand in the year from April 2008 for rolled copper
products is set to rise by 1.7% to 1.017 Mt, according to Japan’s Copper and
Brass Association. This follows a 4.2% decline in demand during this
business year.

Analysis
* Copper continues to defy gloomy predictions

At $8,810/0z, the 3-month LME copper contract hit an all-time nominal high on
the 6™ of the month, beating the previous high set back in May 2006. Copper
prices then fell back as the whole commodity sector took a beating, knocking the
3-month price down to $7,665/t on 20" March. However a late rally, which
continued into early April, saw the 3-month price hitting $8,558/t on the 8" of
the month, up 27% on the start of the year.

Support for higher prices has come from low global stocks and in March they
kept falling, with LME stocks down by 26,325t from 1% March to 7™ April,
offset slightly by a 6,722t rise in Shanghai. Also supply problems linger — the
long-running strike at the Cananea mine in Mexico, although largely resolved,
means production won’t be back to normal even by May.

The main reason copper is above $8,000/t, however, is a growing view that the
Chinese economy can ‘decouple’ from the US and other OECD economies, and
copper demand will remain strong. So far the data is not conclusive. Chinese
imports of primary copper in February 2008 were 136,243t, down 8% year-on-
year, but the highest monthly figure since April 2007. February production was
257,500t, up 16% year-on-year, but the lowest figure since March 2007.
Subtracting from these an increase in February for SHFE stocks of 28,640t,
gives an ‘implied’ consumption of 364,903t, only 0.7% higher than one year
ago, the lowest year-on-year growth rate since August 2006 (see chart).

One month does not a trend make, and the New Year, plus China’s poor January
and February weather may be partly to blame for weak production. Imports also
tend to be volatile month-on-month, as traders react to the structure of the
copper forward curve more than supply and demand fundamentals.

Outlook

Global stocks and China’s March production and imports are the statistics
to look out for. Prices are likely to be less volatile than in March, and a risk
of a correction is high. Short-term LME 3-month: $7,800/t-$8,800/t.

Market data (March unless stated)

Prices ($/t) Cash 3-month 15-month 27-month LME stocks Tonnes LME Open Interest (contracts)
Average 8,377 8,270 7,841 7,425 Feb-08 141,375 Copper 275,371
High 8,881 8,810 8,320 7,875 Mar-08 111,350

Low 7,789 7,665 7,270 6,895

Source: London Metal Exchange



20 | Fortis metals monthly | April 2008

LME nickel price ($/tonne)
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Nickel

News

« Mar 30" Union workers accepted a revised pay offer to end a four week
strike at BHP Billiton’s Cerro Matoso mine in Colombia. The company had
earlier declared force majeure on nickel deliveries from the mine, which
produces nearly 4% of the world’s nickel.

+ Mar 13" Norilsk Nickel, the world’s largest producer, intends to spend
$105m exploring a nickel and copper field in Siberia, lisk-Tagul. The
company paid $30m to acquire the field at auction.

Analysis
* Supply tussles with demand

A strike at BHP Billiton’s Cerro Matoso mine (see news) gave nickel prices a
strong start to March, with a run-up for the LME 3-month contract to $33,605/t
on 6™ March, the highest price for that contract since November 2007. As with
other metals, a flight from risk by investors saw nickel prices tumble from 18™
March. This was checked by the declaration of force majeure by BHP Billiton,
but the rally fizzled out when the strike ended, and by 8" April the 3-month price
was $28,450/t.

Rising stocks give further cause for concern about the sustainability of the price.
LME warehouse stocks rose above 50,000t in early April for the first time since
December 2000. The price then was barely $7,000/t, whereas now the price has
held up reasonably well (see chart). Furthermore most market participants
believe the LME stocks are only a small part of global stocks; the International
Nickel Study Group estimates producer stocks to be around 100,000t.

In the medium-term however it will be demand that drives the price. The
secretary-general of the International Institute of Iron and Steel (IISI) said
“[stainless] steel industry has a very clear strategy reducing its dependence on
nickel”. This strategy is to replace austenitic steel (which contains at least 6%
nickel) with ferritic steel, which contains a very small amount of nickel and is
chromium based. Austenitic steel is more durable than ferritic but both are
highly corrosion resistant. It is impossible to tell right now how successful such
a determination will be but stainless steel producers had a real nickel price-shock
in May 2007 when the LME 3-month nickel price rose to $51,000/t, having
traded at less than $19,000/t 12 months before that, and even though prices have
since come down they remain far higher than those of ferrochrome.

Outlook

Nickel prices in March appeared to struggle when supply problems eased as
stocks remained high. Also demand substitution remains a worry, and clear
indications of a US recession could be enough to send nickel lower still.
Short-term LME 3-month price: $26,000/t to $30,000/t.

Market data (March unless stated)

Prices ($/t) Cash 3-month 15-month 27-month LME stocks Tonnes LME Open Interest (contracts)
Average 30,945 31,188 30,426 28,211 Feb-08 47,712 Nickel 69,597
High 33,300 33,605 32,675 30,225 Mar-08 50,370

Low 28,285 28,500 27,925 25,925

Source: London Metal Exchange
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LME lead price ($/tonne)

3,700
3,500 -

3,300 -
3,100 -
2,900 -
2,700 A
T T

2,500
3-Mar 13-Mar 23-Mar

= Cash 3-month ——— 15-month

Source: Reuters Ecowin

LME zinc price ($/tonne)

2,900

2,800 +
2,700 ~
2,600
2,500 ~
2,400
2,300 +
T T

2,200
3-Mar 13-Mar 23-Mar

== Cash ———3-month
———15-month ———27-month

Source: Reuters Ecowin

LME stocks (Jan. 1% 2004 = 100)

50

45 ~
40 ~
35 ~
30
25 ~
20 ~

15
10
5,
O T T T

Apr  Jun  Aug Oct Dec Feb

—| 00| —

Source: VM Group from LME

April 2008 | Fortis metals monthly | 21

Lead and zinc

News

+ Apr 4™ Mitsui Mining and Smelting plans to produce 123,300t of zinc in the
first half of the 2009 fiscal year (Apr 08 to Sep 08), 10.9% higher than a year
earlier.

« Mar 24" China’s exports of refined lead were 6,503t in February, 6.8% lower
than in the same month of 2008.

« Mar 17" The International Lead and Zinc Study Group (ILZSG) estimated
that the global refined zinc market was in a small surplus in January, by
26,600t of refined output of 1.005 Mt; while the global refined lead market
was in a 6,000t deficit in January, on production of 726,200t.

+ Mar 13™ Dow Jones Indexes launched a lead sub-index of their DJ-AIG
commodity index thus allowing London Exchange Traded Fund (ETF)
provider, ETF Securities, to launch a fund based on lead (and which will hold
LME futures).

Analysis
* Rising treatment charges in zinc

The lead price fell out of bed in March, with the 3-month LME price falling 17%
over the month to close at $2,805/t. It had reached $3,461/t on 4™ March, its
highest price since November 2007. Much of the explanation of this is the long
liquidation similar to all metals, although there are growing concerns about the
impact of high prices on end-product demand. As recently as 2003 LME lead
was trading below $500/t. Geoffrey May, director at FOCUS Consulting, told a
conference in London that “the battery industry cannot pass on the full cost of
their product to their customers” and that 82% to 92% of the industry’s turnover
is accounted for by the cost of lead.

Zinc has performed badly in 2008, and was the only metal to fall in price during
Q1. March was a poor month, with the LME 3-month price falling 15%, as
zinc’s poor fundamental outlook saw it hit badly in the commodity sell-off. The
negotiations between zinc miners and zinc smelters on treatment charges (TCs)
have been difficult, but it looks like progress is being made. On 3" April, Teck
Cominco, the world’s second largest zinc miner, confirmed it had agreed TC
terms (but it did not divulge them) with Korea Zinc, the world’s third largest
zinc refiner. These two companies typically provide a benchmark for the rest of
the industry, but late in March it was reported that the European smelters were
this year unwilling to follow Korea Zinc’s position and wanted higher fees,
given the higher energy costs and because of the greater volume of concentrate
in the market this year. Negotiations are ongoing but we expect agreement to be
reached soon.

Outlook

Lead and zinc had diverged in 2008 but both fell sharply in price in March.
For lead the Chinese market is increasingly divorced from that of the rest of
the world and whilst this will limit supply, it also hits demand growth.
Zinc’s outlook remains bleak. Short-term LME 3-month: lead: $2,700/t to
$3,000/t, zinc: $2,200/t-$2,400/t.

Market data (March unless stated)

Prices ($/1) Cash Cash 3-month 3-month LME stocks LME Open Interest (contracts)

Lead Zinc Lead Zinc Lead Zinc
Average 2,974 2488 2,976 2,514 Feb-08 45,825 122,525 Lead 69,597
High 3,460 2826 2,841 Mar-08 49,325 123,975 Zinc 192,432
Low 2,650 2260 2,664 2,286

Source: London Metal Exchange
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LME tin price ($/tonne)
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Tin

News

+ Mar 25" Indonesia’s second largest tin producer, Koba Tin, announced it
would resume shipments of the metal for the first time since January when it
had been shut down on allegations of illegally using tin from protected
forests.

+ Mar 23"™: Dow Jones AIG launched a tin sub-index of their commodity index,
and have licensed it to ETF Securities, who have subsequently launched the
first tin ETF.

+ Mar 10" Indonesian exports of tin were 7,431t in February 2008, down on
January’s 9,914t.

Analysis
* New record price

It takes more than a generalised commodity sell-off to stop tin. The metal, which
hit a new all-time high for the 3-month LME contract on the 14™ March of
$20,700/t, suffered a little when all commodity prices were hit on 19t March,
slipping to $19,650/t the following day, but it recovered to end the month at
$20,5754.

Tin’s supply problems continue to underpin the price, although as March drew
to a close there were signs that these were being resolved, with Chinese
production coming back on stream after severe weather conditions disrupted
production in January/February, and (see news above) Indonesian exports are
picking up. However the police and authorities in Indonesia have only
suspended their threat to close production at Koba Tin down unless the firm
responds to allegations on using illegally-mined tin, and the situation looks as if
it could drag on throughout the year.

Weak supply has manifested itself in falling stocks, with just 8,555t of zinc in
LME warehouses on the 7" April, the lowest amount since May 2007, and down
from 10,045t at the end of February.

On the demand side China remains supportive. In January to February this year
it imported 2,547t of refined zinc, 93.4% more than in the same period of 2007.

Outlook

The 3-month LME price moved down to $20,450/t by the close of business
on the 8™ April, and despite the reasonably favourable fundamental outlook
the price does look on the high side and could correct lower as supply
recovers. Short-term LME 3-month: $18,000/t-$21,000/t.

Market data (March unless stated)

Prices ($/1) Cash 3-month 15-month LME Tonnes LME Open Interest
stocks (contracts)
Average 19,780 19,839 19,733 Feb-08 10,045 Tin 20,382
High 20,800 20,700 20,555 Mar-08 9,000
Low 18,720 18,900 18,795

Source: London Metal Exchange
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Steel

News

« Apr 9™ Venezuela is to nationalise the country’s largest steelmaker, Ternium
Sidor.

+ Apr 3" Indian steel producers have agreed to government requests to reduce
or hold steady prices of long steel in order to curb soaring local prices.

* Mar 24™: Brazilian output of raw steel was 2.7 Mt in February, 8% higher
year-on-year. However domestic sales of steel were 1.75 Mt, 28% higher
year-on-year and exports, at 0.93 Mt, were down 5% year-on-year.

* Mar 20™: Crude steel production globally was 5.3% higher year-on-year in
February at 107 Mt, according to the International Iron and Steel Institute.
China was the world’s largest producer, at 38.9 Mt, 7% higher year-on-year.

Analysis
* Steel marches on

Despite the growing fears of recession, steel appears unaffected for now. Prices
continue to surge on the back of sharply rising energy and iron ore prices (up
nearly two-thirds in many cases), which so far have not affected strong demand,
particularly from developing countries. The MEPs composite global price rose
to $866/t at end-March 08, up from $776/t at end-February.

Annual contracts for supplies of coking coal, used to heat furnaces for the
manufacture of steel and steel-products, are currently being renegotiated for
2008-2009. Asian steel producers are currently paying a spot price of up to
$300/t for coking coal imports, three times higher than last year, and the contract
price eventually agreed between suppliers and steel producers is likely to reflect
this sharp price rise. Supply of coking coal is tight and will remain so over the
next three years on lower exports from China and continued port congestion and
logistical problems with other big exporters, notably Australia and South Africa.

In China, there was more progress towards consolidation of the country’s highly
fragmented steel sector; the two state-owned companies Laiwu Steel and Jinan
Iron and Steel are to merge their assets into the Shandong Iron and Steel Group,
which will become the country’s second largest steel maker. The two merging
companies had combined production in 2007 of almost 24 Mt, while the
country’s biggest (and also state-owned) producer, Baosteel Group, had output
of 28.6 Mt. This compares to total Chinese production of some 489 Mt.

Outlook

The big news in steel will be the ring launch due on 28" April of the LME’s
steel futures contracts. So far, in telephone and electronic trading, volumes
have been light to non-existent, as was expected, although both the
Mediterranean and the Far East contracts traded slightly higher by the
middle of March and, according to some steel traders, were tracking
physical spot prices fairly closely.

Market data (March unless stated)

Asia N.America Europe World
Composite Composite Composite Composite

LME Open Interest (contracts)

Prices ($/1) Med Far East

Jan-08 637 734 789 720 Steel 47 20
Feb-08 680 817 833 776
Mar-08 764 851 982 866

Source: MEPs: Reuters Ecowin
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Plastics prices, nearest contract, LME
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Plastics

News

+  Apr 7™ Taiwan group, Formosa Plastics, has said it will not invest in an
$116m ethylene project in China if trade links with China open up following
the Taiwanese election. The company announced late in March a 55%
increase in fourth-quarter profits, and said that Asian demand was strong.

« Apr 7" Bourouge, also known as Abu Dhabi Polymers, announced plans to
increase production capacity of polyolefins to 4.5 Mt a year by 2014, from
just 400,000t a year at present.

« Apr 6™ The Nova Scotia government is to invest C$21m in creating a plant to
recycle 4,000t of plastic waste a year into biodiesel.

Analysis
*  Middle East becoming an important player

The LME plastics contracts continue to move steadily higher although with low
volumes the price rarely changes from day to day. The LL Global contract had
shed $5/t, from $1,445/t to $1,440/t in March, before adding $50/t on 2™ April
to hit an all-time high of $1,490/t. The PP Global contract began March at
$1,440/t and hit an all-time high of $1,472.5/t on 2" April. Open interest
remains very low, as of 4™ April just 113 lots in PP Global, 113 in LL North
America, and 74 in PN North America, as are trading volumes, with just 144 lots
traded in March for PP Global, and none for LL Global.

Plastics prices tend to move in line with the oil price (see third chart), and with
crude comfortably above $100/b, it is no surprise that the plastics prices on the
LME are at record highs. The high cost of oil is also promoting the Middle East
— where oil is plentiful and cheap — as a plastics producing region. In addition to
the expansion plans of Bourouge (see news) Abu Dhabi is planning a new
‘Chemical Industrial City’ in the heart of the city, and the Saudi Arabian
industry is said to be growing by 10% a year. The director of olefins studies at
Chemical Market Association (CMAI) for Europe, Middle East and Africa,
Tony Potter, has said the region will add double its existing ethylene capacity by
2012, adding 20 Mt, as well as another 8.6 Mt of propylene, a 38% rise.
Consumption in the region is also rising — a study for the Gulf Organisation for
Industrial Consulting (Goic) found that plastics consumption in the countries of
the Gulf Co-operation Council was 67kg per person in 2006, and is forecast to
rise to 78kg in 2012. This compares to a world average of 25kg.

Outlook

Plastics prices are likely to follow the oil price, although with LME trading
as thin as it is price movements are likely to be infrequent. Short-term LME
LL Global: $1,450/t to $1,550/t, PP Global $1,450/t to $1,600/t.

Market data (March unless stated)

Source: Reuters Ecowin

Volumes (March) Open Interest (contracts)

(End March)

Average prices

Contract Global Global PP AllLLDPE AllPP All LL All PP
LLDPE contracts contracts
First position 1,441.43  1,443.33 Daily av. 40 4 12 97

Source: Reuters Ecowin
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Quantitative research

Quantitative Modelling team PCA background

Peter Cauwels PCA stands for Principal Component Analysis. It is a standard technique used

Ei::afzef:fcizigls @fortis.com for the study of forward curve dynamics. At any point in time, a future curve can

e : be represented by three values known as the level, the slope and the curvature.

Each of these values has a physical meaning. A variation of the level represents
a parallel shift of the curve, while a variation of the slope represents a rotation.
An increasing slope indicates a clock-wise rotation and therefore reveals a
backwardation of the curve. By contrast, a decreasing slope indicates a curve
that shows a contango. We can therefore expect the slope to respond to market
events associated with supply, demand, and stocks. Furthermore, the curvature
gives an insight into prices during the particular month. A rising curvature
indicates that during the first and the last third of the contract month the price
increases, while the second third decreases. This provokes a distortion, or a
sharper bend of the curve.

Provided charts

For each metal there are five graphs. The first, at the top of the page, displays
the forward curve for a number of dates. These are selected in order to
demonstrate specific evolutions of the curve during the last month, and also to
illustrate some particular features of the curve. The vertical axis displays the
price of each contract (in USD) as provided by Bloomberg. The horizontal axis
gives the future’s settlement date. The used contracts are known as generic and
are constructed by using successive contracts which always expire “in N
months”, as appropriate.

Demonstration of PCA graph

Principal component: this can
be the level, the slope, the
curvature or the error term.
The corresponding axis is on
the left.

One year average (only for the
error term)

-102 Historical probability (calculated over a one
year history) that the value observed on
that day would have been greater. The
probability value is to be read on the right
axis. For the error term and to a lower
extend for the curvature, this value can be
132 read as a peak detector as the error term

and the curvature tend to exhibit mean
15/2/07  15/3/07 15/4/07  15/5/07 reversal properties.

112
122

Source: Fortis Modelling
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Fundamental outlook

Aluminium has enjoyed very strong demand growth
over the last decade, primarily from China, but its
price has not risen as much as some other base
metals because its supply from China has grown as
swiftly. This might be coming to an end. Chinese
output in February was only 5% higher year-on-
year, just 46,000t a month more than in February
2007. In the same two months China was a net
importer of primary aluminium for only the second
time since 2001, although it continues to be a large
exporter of products. As a large user of electricity,
aluminium production is susceptible to being
squeezed further, which should support prices.

LME 3-month short-term: $2,800t-$3,300/1.

During the past months there has been a significant
drop in the slope component. This agrees with a
counterclockwise rotation of the curve. It is caused
by the anticipated increased demand (or decreased
supply) from China in the long term that is priced in
the curve.

Aluminium
Future curve analysis
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Principal component analysis (arbitrary units)
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Fundamental outlook

Supyport for higher prices has come from low global
stocks and in March they kept falling. Also supply
problems linger — the long-running strike at the
Cananea mine in Mexico, although largely resolved,
means production won’t be back to normal even by
May. The main reason copper is above $8,000/t,
however, is a growing view that the Chinese
economy can ‘decouple’ from the US and other
OECD economies, and copper demand will remain
strong. So far the data is inconclusive.

LME 3-month short-term: $7,800/t-$8,800t.

Copper curve movements during the last month
have been mainly parallel shift.

Copper
Future curve analysis
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Future contract

9,000
8,800 -
8,600 -
8,400 -
(2 8,200 -
o 8000 +
Qo
& 7,800
7,600 A
7,400 +
7,200 A
7,000 T T T T T T . .
May-08 Aug-08 Nov-08 Feb-09 May-09 Aug-09 Nov-09 Feb-10 May-10
Future contract
e (7/04/08 20/03/08 07/03/08 12/02/08
Source: Fortis Modelling, Bloomberg
Principal component analysis (arbitrary units)
Level (t) - 92% of curve variance Slope (t) - 8% of curve variance
6,000 1.0 -200 1.0
5,000 r09 300 0.9
0.8 0.8
4,000 0 400 o
3,000 |- :
L 0.6 -500 06
2,000
1000 0.5 -600 0.5
’ 0 F0.4 700 0.4
r 0.3 0.3
-1,000 L o2 -800 02
-2,000 L 0.1 -900 04
-3,000 - 0.0 -1000 0.0
4/1/08 4/2/08  4/3/08 4/4/08 4/1/08 4/2/08  4/3/08 4/4/08
Source: Fortis Modelling Source: Fortis Modelling
Curvature (t) - 0.06% of curve variance Error (t) - 0.01% of curve variance
150 1.0 50 1.0
r 0.9 40 0.9
100 0.8 30 0.8
r 0.7 20 0.7
50 r 0.6 10 - 0.6
F0.5 0 - 0.5
0 F0.4 -10 F0.4
r 0.3 -20 - 0.3
-50 0.2 -30 - 0.2
- 0.1 -40 - 0.1
-100 - 0.0 -50 - 0.0
4/1/08 4/2/08  4/3/08 4/4/08 4/1/08 4/2/08 4/3/08 4/4/08

Source: Fortis Modelling

Source: Fortis Modelling
























