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Metals and plastics - Strategic view

Analyst: Carl Firman Introduction

VM Group Gold stands out as the only metal with positive prospects over the next month,
Tel: +44 20 7569 5930 with silver a possible contender too, thanks to its symbiotic relationship with
Email: carl@vmgroup.co.uk gold. Base metals’ prices will continue being weighed down by the absence of
Analyst: Matthew Turner any relief on the demand side — the most recent prognosis by the International
VM Group Monetary Fund is that global growth this year will be just 0.5%, well within any
Tel: +44 20 7569 5934 conceivable margin of statistical error. The huge fiscal stimulus packages in
Email: matthew@vmgroup.co.uk China and the US remain the focus of attention, but this is a bit like clutching at
Analyst: Gary Mead straws as any real recovery attributable to these packages will not kick in before
VM Group 2010. Meanwhile, as Chinalco’s wooing of Rio Tinto, and Minmetals’ pounce

Tel: +44 20 7569 5930

on Oz Minerals demonstrates, the game this year is likely to be one of strategic
Email: gary@vmgroup.co.uk

mergers and acquisitions, with those mining companies fortunate to be cash-rich
plucking some juicy morsels among those that over-extended themselves in the
good times.

Gold

Gold has had a resplendent start to the year — the scale of the ETF buying in
early February was impressive. Is the price beginning to consolidate at a new
and relatively strong level? It’s all in the hands of jittery investors — certainly
physical demand, especially for jewellery, is suffering badly from the record
high prices in many local currencies.

Silver

Silver has outperformed gold, as it usually does when both are rallying. Yet
investment demand has been relatively quiet so far this month, compared to its
own performance in January and that of gold in the first half of February.

Platinum

Platinum has rallied strongly for reasons that are at best puzzling and at worst
inexplicable other than a rush of blood to the head of speculative investors. Sure,
there have been some signs of a supply response to the recent price collapse, but
the industrial demand outlook remains grim right now.

Palladium

Palladium is moving higher and investors are returning in force — which is
fortunate, because carmakers are everywhere struggling to survive. Maybe the
BOGOF principle some of them are now applying — ‘buy one, get one free’ will
help boost overall demand — but we doubt it. The hopes of palladium investors
have been shattered time and again; if they are not to face further
disappointment we need to see more evidence that the car market is, if not
improving, then at least not getting worse.

Aluminium

LME warehouse stock builds are almost daily setting new record highs and are
now over 3 Mt. Demand remains abysmal even though the price is today far
below what many producers need simply to survive. It’s not a healthy situation
when the main buyer is China’s State Reserves Bureau (SRB). All that does is
prolong the agony in this vicious bear market.

Copper

Chinese buying of refined copper has assisted the price to rise by $500/t since
the beginning of 2009 — a quite remarkable result given the otherwise poor
prospects for demand this year. The SRB may buy as much as 300,000t refined
copper to add to its existing stocks; this will no doubt keep prices unusually
strong (given the circumstances) over the short-term. But when the SRB decides
it has bought sufficient — copper’s high wire act will look precarious.
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Nickel

Rising exchange stocks and declining prices suggest even further production
cuts by miners may be necessary to support the price. So far 230,000t of nickel
has been cut, with Eramet the latest producer to reduce output targets. Downside
risk is near $9,000/t.

Lead and zinc

The seasonal high in lead replacement batteries will see the metal’s price well
supported through what remains of the northern hemisphere’s winter. Zinc has
no such support. The lead price will remain range-bound, while that of zinc may
stumble lower before the substantial supply-side cuts begin to be felt.

Tin

Tin has a stronger mix of fundamentals than all other base metals. Indonesia’s
ability to turn off supply as and when prices weaken should see tin remain above
$10,000/t, 30%-40% above historical levels.

Steel

Steel demand is currently behaving as an excellent barometer of overall global
economic health. On that basis we are living in a very sickly world — more
rationalisations of production are likely, although US steel producers are no
doubt taking some comfort from the US stimulus plan, with its embedded ‘buy
American’ emphasis.

Plastics

Output cuts in Asia have filtered through to the price, with both LME-traded and
Asian plastics prices increasing. It is inevitable that more capacity will be cut in
the coming months and that should support prices, even though the outlook for a
recovery in the crude oil price keeps getting pushed back.
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Forecasts

Price forecasts

17" Feb 1-month 2-month 3-month 12-month
Gold $ per oz 968.0 920-1,050 (1) 850 (r) 850 (r) 1200 (r)
Silver $ per oz 13.90 12-15(n) 9.00 () 9.20 () 16 ()
Platinum $ per oz 1,083 950-1,120 (1) 900 (1) 875 () 1150 (r)
Palladium $ per oz 217.0 185-225 (1) 180 () 170 (n) 240 (r)
Aluminium (3-month) $ per tonne 1,348 1,250-1,400 (1) 1,350 () 1,350 (1) 1,450 (1)
Copper (3-month) $ per tonne 3,301 3,050-3,500 (1) 2,800 (r) 2,800 (n 3,500 (1)
Lead (3-month) $ per tonne 1,112 1,050-1,200 (1) 1,100 (1) 1,100 (1) 1,200 (1)
Nickel (3-month) $ per tonne 10,100  9,400-10,800 (r) 11,000 () 11,000 (r) 12,300 (1)
Tin (3-month) $ per tonne 10,900 10,500-12,000 () 10,600 () 10,600 (1) 13,000 (r)
Zinc (3-month) $ per tonne 1,120 1,000-1,180 (1) 1,200 (1) 1,200 (1) 1,500 (1)
Plastic: LL (Global) $ per tonne 710 750 (r) 600-700 () 600-700 (r) 750 ()
Plastic: PP (Global) $ per tonne 755 650 (1) 675-775 (r) 675-775 (1) 720 ()
Steel: (3-month) Med $ per tonne 325 280-350 (1) 300-400 (r) 300-400 (r) 450 (r)
Steel: (3-month) Asia $ per tonne 305 280-350 (r) 300-400 (r) 300-400 (r) 420 (n

Average/2010 Average/2011 Average/2012 Average/2013 Average/2014

Gold $ per oz 979 (1) 923 (1) 800 650 650
Silver $ per oz 12.6 (N 1110 10 10 10
Platinum $ per oz 1,213 () 1,404 (r) 1,500 1,400 1,200
Palladium $ per oz 253 (r) 301 (1) 350 350 350
Aluminium (3-month) $ per tonne 1,559 (1) 1,875 () 2,500 2,650 2,700
Copper (3-month) $ per tonne 3,608 (1) 4,367 (1) 5,700 (r) 6,000 (n) 7,500 (r)
Lead (3-month) $ per tonne 1,292 () 1,567 (1) 1,400 (1) 1,400 (r) 1,400 (1)
Nickel (3-month) $ per tonne 12,708 (1) 14,925 (1) 14,000 15,000 (1) 16,000
Tin (3-month) $ per tonne 14,333 (1) 15,708 (r) 15,000 12,000 10,000
Zinc (3-month) $ per tonne 1,567 (1) 1,792 (r) 1,700 2,000 >2,000
Plastic: LL (Global) $ per tonne 979 () 923 () 850 850 900 (r)
Plastic: PP (Global) $ per tonne 1,258 () 1,108 (1) 850 850 900 (1)
Steel: (3-month) Med $ per tonne 1,213 (1) 1,404 (r) 750 900 1,200 ()
Steel: (3-month) Asia $ per tonne 253 (r) 301 (r) 850 900 () 1,200 ()

Source: VM Group [r] = revised from previous month
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consumption of zinc per capita, while China, with its 1.4 billion people, is far
behind. Once China emerges from the current global downturn and resumes its
path towards development, then global zinc consumption growth will balloon —
and supply will struggle to keep pace.

World refined zinc supply and demand

2003 2004 2005 2006 2007 2008 2009 2010
Mine production 9,480 9,412 9,757 10,326 10,916 11,279 10,721 11,596
Change yoy (%) 5.1 0.7) 3.7 5.8 5.7 3.3 (5.0) 8.2
Metal production 9,791 10,290 10,050 10,483 11,270 11,413 10,843 11,206
Change yoy (%) 2.2 5.1 (2.9 4.3 7.5 1.3 (5.0 3.4
Metal usage 9,657 10,313 10,437 10,927 11,336 11,193 10,741 11,196
Change yoy (%) 2.9 6.8 1.2 4.7 3.7 (1.3) (4.0 4.2
Balance (000 t) 134 (23) (387) (444) (66) 220 102 9
LME stocks (000 t) 740 629 394 90 88 253 382 450
3-month LME price ($/t) 843 1,065 1,395 3,252 3,243 1,894 1,306 1,567

Source: CHR Metals, VM Group
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Focus
Analyst: Carl Firman Cut now and reap the rewards later
VM Group Metals’ producers are meeting the impact of the global recession the only way
Tel: +44 20 7569 5930 they can — by cutting output. Lowered demand will persist for this year in our
Emall: cari@vmgroup.co.uk view and more cuts in production will come along as the main base metal
Analyst: Gary Mead markets search for a point at which they can re-balance. The effect of low prices
VM Group has now squeezed the profitability of mines to the point where much of the
Tel: +44 20 7569 5930 world’s mining and mineral processing operations are cash negative.

Email: Gary@vmgroup.co.uk

Miners have been forced to shed output at an astonishing rate. Apart from
possibly the scale of the cuts there is nothing new about this. Cuts in capital
expenditure when times are hard, followed by a swelling of ambition and
grandiose statements of heady new expansions is a pattern that is very familiar.
Back in the mid-1990s the fall of the Asian tiger economies, the Bre-X fraud and
the dot.com crash ushered in their own supply problems, which in turn created
the groundwork for the recently expired mining boom.

The difference this time round is that miners must now cope with the additional
impact of tight credit that has all but removed a key support during times of
stress, while the decline in metals prices has been unparalleled. Consequently,
the mining sector has not only been forced to shed output, but also make
disproportionate cuts to expenditure on maintenance and exploration. This will
have a considerable and possibly unprecedented effect on the supply pipeline in
the coming years.

Production cut in 2009, as a percent of total 2008 production
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Source: VM Group

Because it can take as much as a decade to develop and commission a mine,
there is the real possibility that, once demand begins to recover and supply
surpluses decline, we will be in a similar, if not worse, situation than at the
beginning of the mining boom in 2002-2003. Certainly, if the generally accepted
consensus proves correct, and the current global downturn turns out to be no
more than a pause (albeit a harsh and perhaps lengthy one) to the developmental
plans of many emerging countries, particularly China, then the implication of the
current round of mining closures is that metals prices will eventually increase
and perhaps surmount their record highs. There are additional obstacles to be
overcome this time around too, such as regaining investor confidence in a sector
that had been generally thought of as immune to Western economic woes due to
its close ties with burgeoning Chinese industrialisation. This will take many
years to rebuild.

Juniors: down and out

It is not just the global recession, but the freezing of credit lines and lack of
investor confidence that has hit the junior mineral exploration sector particularly
hard. These smaller companies have had a profound effect on the mining
landscape over the past few years. They accounted for the lion’s share of
greenfield mineral exploration and hence the majority of risk and reward, and



Fortis Bank/VM Group February 2009 | Fortis Bank metals monthly | 13

also acted as pioneers for the mid-caps and majors. According to data from Nova
Scotia-based mining consultancy Metals Economics Group, although the majors
and mid-caps significantly increased their aggregate annual exploration totals
since 2002, it was the junior mining sector that clearly drove nonferrous
exploration during the mining boom, accounting for half of the total capex
during 2004-2008. In 2008, a record $13bn was budgeted for nonferrous
exploration, up 26% from 2007 and six times more than the bottom of the cycle
in 2002. Juniors accounted for half that spent between 2004-2008, with
grassroots' exploration taking approximately 40%, late stage exploration 35%
and minesite exploration 20%.

The record budgets followed record levels of capital raising by miners the year
before on the two dominant markets, the Toronto Stock Exchange (TSX) and
London Stock Exchange (LSE). Besides the senior equities market of the TSX
and main board of the LSE, these markets include the junior-dominated TSX
Venture Exchange (TSXV) and London’s Alternative Investment Market (AIM),
which by and large cater for smaller growth companies. The TSX/TSXV raised
arecord $18bn and the LSE/AIM $8bn, while between them they accounted for
more than 50% of total capital destined for mining raised that year. Financing on
the TSXV totalled $6.7bn, while on AIM it was $3.7bn.

2008 told a very different story. Last year the total capital raised on the
TSX/TSXV was down to $7.7bn (TSXV, $2.8bn) and on the LSE/AIM, $3.4bn
(AIM, $1.7bn); unsurprisingly, most of this capital was raised in 1H 2008. It
follows that the record year for mining finance preceded record nonferrous
exploration budgets; but this year exploration expenditure will more than halve.

The brunt of the decline in capital will be felt within the junior mining sector,
which largely depends on equity financing from the TSXV and AIM markets,
while the majors and mid-caps, with their larger reserves of cash and access to
less eye-wateringly expensive credit, will merely run tighter budgets. 2009 will
therefore mark the end of the recent exploration boom, as contractions in both
the number of active junior explorers and their individual budgets will take their
toll on the industry’s aggregate total, regardless of what the major and
intermediate companies do. What’s more, given that most metals’ prices have
plunged to pre-boom time levels, there is little hope that miners can expect a
satisfactory rate of return on investment, a key calculation when deciding the
profitability and future of any endeavour; investors will see much less reason to
lend cash or buy equity stakes. This does not apply to gold juniors, since the
gold price is near record levels and is widely forecast to set new record highs
later this year. Still, the freezing of credit will ensure only the most promising
gold projects will receive funding.

Nonferrous exploration budgets and capital raised on the TSX/TSXV and LSE/AIM markets, 2002-
2009 (estimated)

20,000
15,000 +
10,000 +

5,000 +

§ 5 ko

2002 2003 2004 2005 2006 2007 2008 2009 est

I TSX & TSX-V, equity capital raised, US$m LSE & AIM, new and further issues, US$m
Nonferrous exploration budgets

Source: MEG, TSX, LSE, VM Group

' Grassroots: the earliest stage from perimeter drilling to the quantification of initial resources. Late stage:
exploration further to define an orebody after initial resources have been identified. Minesite: all exploration
at or immediately around an existing mine site held by the company.
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Cuts, cuts and yet more cuts
So far this year the announced reductions in capital expenditure by major mining

and metals companies for 2009 total $27bn, taking the total down to $48bn.
Some of this ‘lost’ investment would have been directed towards greenfield
exploration, some to expansions and maintenance of existing operations and
some to corporate activities, including administration costs and corporate social
responsibility commitments. When coupled with the endless amount of project
deferrals by mid-caps, who have been conspicuous by their lack of announced
expenditure plans for this year, we suspect the amount of capex removed this

year to be closer to $40bn.

Capex cuts as a percentage decline from previous figure (labels show new capex for 2009, $bn)
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As the junior sector relies on equity and debt to finance exploration, and a large
part of this derives from the TSXV and AIM markets, we expect capital to be
severely reduced this year. We estimate that junior nonferrous exploration
expenditure will more than halve in 2009 — and then halve again in 2010.
Assuming the decline in mining financing in Toronto and London is mirrored
across all mining-supportive exchanges, such as the Johannesburg Stock
Exchange and the Australian Stock Exchange, we estimate that about $10bn less
spending on nonferrous exploration will be evident this year. This is on top of
the $40bn lost by cuts to mid-cap and majors’ budgets.

How this translates into the volume of metal lost or delayed is impossible to say.
It cannot be asserted with any rigour to what extent this collapse in investment
will do to joint ventures and mergers and acquisitions (M&A), although it’s a
racing certainty that these are likely to increase, as miners hunker down and seek
cost-saving synergies with their peers, or predators sniff around for the chance to
acquire assets cheaply that they have long hungered to grab. As yet however
M&A activity is subdued, but this may be because companies with sufficient
cash reserves are holding on to their best assets and trying to avoid being forced
into a fire-sale. It’s also probable that predators are considering only the very
best assets and will take their time making acquisitions in what after all is
currently a buyer’s market. This may switch direction as the global recession
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continues to starve the industry of cash and miners are forced to sell-out, with
only the best assets able to draw investment and survive.

Another factor is what might happen regarding state-sponsored financing or
equity stake holding. There is perhaps no better time for China and other
emerging economies to secure long-term mineral resources on the cheap. With
many promising projects and operations now in jeopardy, we expect an increase
in state-sponsored investment. There are already a number of examples of
China’s growing presence, such as Shenzhen Zhongjin Lingnan Nonfemet
recently taking a 50.1% stake in Australian zinc and lead producer Perilya and
Chinalco doubling its stake in Rio Tinto to 18% following a cash injection of
$19.5bn in February.

What we can estimate with any degree of accuracy is that $50bn less cash will
be injected into the mining industry in 2009 than might have been expected prior
to the recession, and that around the same amount might be cut from planned
budgets in 2010. This will impact future production efficiencies, reduce metal
supply, mean that vital maintenance work is neglected, delay late-stage
development projects coming to fruition, and push future metal supply out. It
will also cripple early stage exploration; then watch out for another metal price
boom within the next decade.
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Hedge funds by number and AUM
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Source: VM Group from Barclay Hedge Fund
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Hedge funds activity

News

* Feb 12™: The usually hedge fund friendly Cayman Islands Monetary
Authority (CIMA) is planning to tighten its rules, moving away from the light
touch oversight of the past, with tougher regulations on liquidity
requirements, risk management and transparency. The hedge fund industry
currently contributes as much as 40% to the Cayman’s GDP.

* Feb 4™ BlackRock, the largest publicly listed asset manager in the US, with
an estimated $1.3 trillion assets under management at the end of 2008, said it
had launched a fund to help pension plans, charities and other institutional
investors manage volatility by investing in commodities, property and other
non-mainstream assets. The ‘Fund of Alternatives’ will buy into hedge funds,
funds of hedge funds, infrastructure and other assets.

* Feb 3™: CME Group, the world’s largest futures exchange group, registered a
32% drop in trading activity by hedge funds in its markets during Q4 2008.

+ Feb 2™: Democratic Senator Carl Levin and Republican Senator Charles
Grassley proposed legislation calling for government oversight of hedge
funds, mortgage lenders and credit rating agencies. They argued that this is
essential because hedge funds have become so big that their stability has
become critical to the functioning of the broader financial system; any further
large-scale failures could further undermine confidence in the economy.

Analysis
* December: better than it might have been

The data for December, the most recent available figures, drew to a close a
horrendous year overall for the hedge fund industry. Average hedge fund
performance remained in the red in December, with a loss of 1.76%.
Redemption demands continued to hit hedge funds, and the level of assets under
management (AUM) across all fund classes continued falling. During December
total hedge fund AUM fell by just under $275bn, to finish the year at $1.05
trillion, a decline of almost 33% year-on-year. Funds with some commodity
exposure fared better than the overall sample, with their performance just
nudging into positive territory, at 0.11%; funds with more than 50% of their
AUM devoted to commodity strategies were also in positive territory, although
only just, with returns of 0.07%. Energy funds fared rather better, recording an
average 0.28% return; softs funds returned 0.33%; but metals’ funds did poorly,
losing 0.14%. With renewed interest from the fund community in gold, the
January and February data will undoubtedly show a better result. One fund has
even started to offer investors shares directly priced in gold. The Bermuda-based
Osmium Capital Management said it will offer investors shares in its fund priced
in ounces of gold rather than currency. This move is billed as a hedge against
inflation, which the fund expects will result from widespread quantitative easing
by central banks.

Outlook

It has long been clear that the overhaul of the US regulatory mechanisms of
the financial sector will be a top priority of the Obama administration, as it
seeks to quell the angst in a jittery economy. Hedge funds will not only be
caught up in the broader sweep of new legislative impetus — they will be
directly in the firing line. Democratic Senator Carl Levin, a strong advocate
of greater regulation, has started calling for the subjection of “financial
heavyweights like hedge funds to federal regulation and oversight to protect
our investors, markets and financial system.” Formerly these unregulated
pools of capital may have been regarded as simply a nuisance; now they are
seen as a threat to financial and economic stability.
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Gold

News

* Feb 9™ AngloGold Ashanti expects to produce between 4.9 Moz-5 Moz of
gold in 2009, similar to the 4.98 Moz of 2008. Cash costs increased by $87/0z
to $444/o0z.

* Feb 4th: Turkey imported no gold at all in January this year, following small
imports in October to December 2008. In 2007 its average monthly imports
were 18.2t.

Analysis
* Public and private investors hold sway

Does the IMF still need to sell 403t of gold? The idea dates from two years ago
when a committee looking at IMF funding recommended gold sales to fund an
endowment, the interest from which would help plug a shortfall in income. This
shortfall had arisen because the global economic boom had reduced demand for
the IMF’s main income earner, its loans to member states. But the financial and
economic crisis has seen the IMF back in fashion, with its loans rising from a
low of SDR 5.8bn ($8.7bn) at end Q1 2008 to SDR 17.8bn. As the Fund makes
about 1% profit on the loans annually, this means an extra SDR 120m will be
flowing in. Furthermore, outstanding loans are likely to rise as the financial
crisis deepens. This additional income compares favourably with the likely
income from any gold-sales endowment, which we estimate at about SDR
150m-250m. However the proposal were not just about putting the IMF’s
finances on a more sustainable basis, but was also concerned with diversifying
the sources of revenue and making the link between costs and revenue more
explicit. We expect the IMF will still want to sell some gold sales, and indeed it
has reiterated its intention to do so. But in this particular environment the US
Congress — which can exercise a veto — might see less reason for such sales; and
with the urgency gone the chances of gold sales must have lessened. Private
investors are adding gold in record amounts. January saw 106t flow into the 15
ETFs, the second highest monthly total on record; February is likely to be the
highest - by the 18™ February another 200t had flowed, taking total holdings to
just under 1,500t. The share of non-US based ETFs had been rising, probably
reflecting the high return gold has achieved in many non-dollar currencies;
however February so far has seen the US SPDR ETF gaining momentum once
again. Despite the uptrend one should note that gold investment remains a
marginal activity — the January and February inflows add up to about $6bn,
small change compared to flows in and out of equity and bond markets.

Outlook

The gold price climbed above $980/0z in mid-February and a new record
high is now surely in sight again. This is despite a steady dollar, meaning in
many currencies gold is now at record highs. This is taking its toll on
physical demand — imports into India and Turkey have slumped and the
market is at risk of a sharp reversal if investor sentiment changes — but will
it? Short-term LBMA PM Fix: $920/0z-$1,050/0z.

Market data (January unless stated)

Prices $/0z €/oz Rand/kg ETF Tonnes Monthly Lease im 3m 6m 12m Option volatility
investment holdings change rates (end month, %)
Average 859 647 272,272 US(2) 911.7 185.4 Average 0.16 0.77 1.05 1.17 1-month 35.75
High 920 720 300,947 UK (2) 196.8 21.4  High 0.29 1.16 1.40 1.47 3-month 37.75
Low 810 616 253,798 Aus 12.5 1.0 Low 0.10 0.54 0.88 1.05 6-month 38.70
S. Africa 27.9 1.0 12-month 39.10
Swiss 121.9 14.8 24-month 39.20
India (5) 5.8 0.2
Turkish 1.3 -
German 221 2.3

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

News

+ Feb 10™: Silver investment in Comex futures and the world’s largest silver-
backed exchange-traded fund, the Barclays Global Investors’ iShares Silver
Trust bullion holdings, rose to more than 430 Moz.

Analysis
* Silver leaps higher

Both silver and gold have enjoyed strong runs recently, but silver has
outperformed, with the price rising 30% in 2009 (up to 18™ February) compared
with gold’s 11%. This has reduced the gold/silver ratio from 80 to 69, a fall of
13%. Why has silver done so well? The 3™ chart on the left shows the month-on-
month change in the gold price (left-hand scale) and the month-on-month
change in the gold silver ratio (right-hand scale, inversed) since January 2008.
When gold is rising, the gold/silver ratio declines, i.e. silver rises by more. When
gold falls the gold/silver ratio widens, i.e. silver declines by more. The simplest
explanation for this is that the silver market is a lot smaller, and so inflows or
outflows of investment money have more of an impact, (although of course
those flows are smaller too).

ETF flows, however, have been relatively slow for silver in February, at least
compared with gold. At the end of 2008 the three silver ETFs had 8,254t of
silver, compared to the 15 gold ETFs, which had 1,195t of gold, a ratio of 6.9:1.
January saw inflows of 860t of silver and 105t of gold, a ratio of just over 8:1.
But February, up to the 13™, has seen inflows of about 420t to 200t, a ratio just
over 2:1. A similar story can be seen on Comex, where the non-commercial net
long for silver rose by a factor of nearly 10:1 in January compared with gold, but
less than 4:1 in February. By way of comparison, silver mine production is
roughly eight times greater than gold’s. So perhaps another reason for silver’s
out-performance is that it has a bigger function as an industrial metal than does
gold, which is regarded much more purely as a safe-haven. Silver’s relatively
strong rise compared to gold compares well with that of the two other precious
metals — copper is up 18% this year, and the two PGMs, platinum and
palladium, have gained 21% and 18% respectively.

Outlook

We’re not convinced gold can maintain its rally, at least in the short-term,
and similarly silver might have overextended itself. Unlike gold, however,
silver is not just a bellwether for the level of the panic in the global financial
system, as its industrial use is affected by different factors. Its fortunes will
therefore depend partly on how industrial metals do. The twist to all of this
is that we are not convinced that the recent rally in other metals with a big
industrial component is solidly based, either.

Short-term London fix: $12/0z-$15/0z.

o /W)
ottt —vvrCroto

Market data (January unless stated)

Prices $/0z eloz ploz Lease im 3m 6m 12m Imports Exports ETF offtake (tonnes) Option volatility
rates Holdings Change (end month, %)
Average 1127 849 7.79 Average 040 120 1.50 1.69 USA(Nov) 101,609 103,242 US 7,453 660 1-month 52.00
High 12.51 9.79 8.67 High 0.78 153 1.92 210 Japan (Dec) 271,296 296,762 UK* 463 20 3-month 51.00
Low 1051 771 714 Low 0.15 0.85 1.12 1.32 China(Dec) 290,736 449,458 Swiss 1,197 180 6-month 50.25
12-month 47.75
24-month 46.50

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

* Includes 'basket' ETF
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Platinum

News

* Feb 9™ Anglo Platinum maintained its production target of 2.4 Moz in 2009,
a level similar to 2008. Aquarius Platinum said that its fiscal year 2009
production (to the end of June 2009) would be 475,000 oz, down from a
previous estimate of 575,000 oz. Johnson Matthey estimates that global
platinum supply in 2009 will rise by 5%, and demand fall by 5%.

Analysis
* Price recovery — but enduringly?

Platinum made a surprising jump higher in mid-February, reaching at $1,087/0z
on the 12", 11% above its level at the start of the month and its highest since
September 2008. While such a move could easily be reversed, there are a few
solid reasons why platinum has returned to favour.

On the supply side, quarterly reports from the mining houses showed that
production is responding to lower prices, albeit relatively slowly. The cutbacks
will help erode what might have been a significant surplus this year. Looking at
demand, sales of new vehicles might be stabilising, albeit at very low levels. In
the EU, the key region for platinum end use in autocatalysts, sales in January
were 25% lower year-on-year for those markets that have reported — about 80%
of the total. This compares with falls of 19% in December and 27% in
November. The actual level of sales, 765,575 units for those markets, has been
relatively steady for the past three months however — 781,433 units were sold in
December and 769,774 in November. Car production remains gloomy however,
with output still being cut everywhere, as manufacturers try to clear abundant
stocks. Nevertheless it looks like the PGM market is already pricing in a lot of
bad news in this area. A more promising demand source in the coming year
could be jewellery. Platinum is less than half the price it was a year ago, and the
price differential with gold has narrowed to almost zero. Given that the gold
jewellery market is over 30 times larger by volume, even a small substitution
would make a big difference to platinum offtake. Reports from India suggest
platinum has been gaining market share in recent months, with one jeweller
(quoted by Dow Jones) as saying platinum accounted for 25%-40% of jewellery
sales in January compared to a norm of 10%-15%. Are investors convinced?
ETF demand has picked up so far in 2009, with an additional 19,408 oz in the
UK product and 25,409 oz in the Swiss version (as of 13™ February).
Furthermore, 19,062 oz of the latter came in the single week running up to 13™
February, its second largest weekly rise since its launch.

Outlook

On 15" February 2008 platinum broke through $2,000/0z on supply woes.
This year we need to content ourselves with a move higher, but at half that
level, through $1,000/0z. We remain medium-term bulls on platinum, but
short-term a pullback seems likely, perhaps even back below $1,000/0z.
Short-term London PM fix: $950/0z-$1,120/0z.

Market data (January unless stated)

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

Average 947  Average (0.1) 08 1.2 1.5 USA(Nov) 299 337 Dec-08 170,822 126,995 1-month 52.00
High 1,000 High 02 09 1.4 1.7 Japan (Dec) 6,994 1,105 Jan-09 183,883 132,275 3-month 49.50
Low 898 Low (020 06 1.0 1.2 Switzerland (Nov) 6,372 7,876 6-month 47.00
China (Dec) 3,049 46 12-month 45.50

24-month 45.00

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

*ETF Securities includes platinum held in 'basket' ETF



20 | Fortis Bank metals monthly | February 2009

Palladium price ($/02)

220

210 +

200

190 +

180 4

170

1-Jan 11-dan 21-dan 31-Jan 10-Feb

Source: London Platinum & Palladium Market

US monthly imports of palladium and car

production
2 14 900 2
c US car c
é 121 production | 800 g
10 - 700 2
8 r 600
6 r 500
4 US palladium r 400
imports
2 A r 300
0 L e e I s 200
1 83 65 7 9 11

Month of 2008

Source: TradeStats/VM Group

Fortis Bank/VM Group

Palladium

News

« Jan 30™: Norilsk Nickel, the world’s largest palladium producer, had output
0f 697,000 oz in Q4 2008, up from 686,000 oz in Q3 2008. It reiterated its
target for 2009 production of 2.61 Moz-2.63 Moz, sharply lower than the 2.82
Moz recorded in 2008.

Analysis
 Investors scent an opportunity?

Palladium enjoyed a similar rally to platinum, fixing at $217/0z on 18™
February, its highest since November 2008. There is a solid reason for the
recovery — production is being cut at many mining companies, and Norilsk
reiterated its much-reduced output forecast for 2009.

However, as with platinum, the price has little to cheer on the demand front.
Chinese car (‘sedan’) sales in January were 610,600 units, up from 584,600 in
December but down 7.99% on a year-on-year basis. US car sales were 795,667
units on a seasonally adjusted basis, down 37.6% year-on-year. Other emerging
markets, which also tend to be gasoline-fuelled and hence predominantly
palladium using, also suffered steep declines.

US trade data is now in for all of 2008, and this reveals that imports of
palladium were 113.7t (3.6 Moz), up from 101.5t in 2008. Russia was the main
source, supplying 65t. However, the figures are somewhat distorted by the huge
import of 27.4t (0.9 Moz) in November from Russia, making 31.7t of imports in
total that month. Otherwise imports had been on a downward trend (see 2™
chart) and one that reasonably closely matched falling car production in the US;
the November data in the chart excludes all but a more ‘normal’ 1.5t from
Russia. This suggests the bulk of that export was taken up by sectors other than
the automotive, possibly investors.

Certainly the palladium ETFs have seen a pickup in recent weeks. The ETF
Securities product, based in London, had added 45,203 oz in February 2009 as
of the 15™. Another 28,921 oz have gone into the ZKB Swiss product. This rate
of buying is equivalent to perhaps 400,000 new cars, roughly the same amount
fewer cars that the US bought in January 2009 than January 2008, and in only
half a month.

Outlook

So what are the compelling reasons for palladium investors now? It’s
cheap? It’s cheap compared with platinum? Car companies can live off
their stocks of palladium for only so long? Jewellery demand is likely to
gain from more expensive gold? It may be all of these factors, but for now
the price is holding up remarkably well. Further gains however towards
$250/0z seem unlikely until we see some concrete evidence that the car
market is stabilising. Short-term London fix: $185/0z-$225/0z.

Market data (January unless stated)

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

Average 186.9 Average (0.21) 0.51 0.87 1.14 USA (Nov) 3,243 392 Dec-08 156,517 490,977 1-month 55.00
High 196.0 High 0.43 142 1.79 2.09 Japan (Dec) 444 860 Jan-09 159,845 525,748 3-month 54.00
Low 177.0 Low (2.51) (2.11) (1.94) (1.91) Switzerland (Nov) 1,299 12,280 6-month 53.00
China (Dec) 1,070 0 12-month 52.00

24-month 50.00

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

*ETF Securities includes platinum held in 'basket' ETF



Fortis Bank/VM Group

LME aluminium price ($/tonne)

2,000
1800 /J\\\_/\J\
1,400 /\\\/_/\
1 ,200 T T T T
1-Jan 11-dan21-Jan31-Jan10-Feb
Cash 3-month
—15-month ———27-month

Source: Reuters Ecowin

LME aluminium stocks (tonnes)

3,300,000

2,800,000 ~

2,300,000 +

1,800,000 4

1,300,000 -

800,000 T T T
Feb-08 May-08 Aug-08 Nov-08 Feb-09

Source: Reuters Ecowin

LME aluminium stocks (tonne), from 1978

3,000,000

2,500,000 +
2,000,000 -
1,500,000 -
1,000,000 -

500,000 ~

0 T T
78 83 88 93 98 03 08

Source: London Metal Exchange

February 2009 | Fortis Bank metals monthly | 21

Aluminium

News

* Feb 16™: From 1* March China will reinstate a 5% tax on imports of primary
aluminium; the tax was cancelled two years ago.

* Feb 13™: Norwegian aluminium group Norsk Hydro started the shutdown of
its Neuss smelter in Germany, attributing the decision to weak market
conditions and high energy costs.

+ Feb 13™: Aluminium stocks at three major Japanese ports hit a ten-year high
in January, rising 14.8% from December 2008, to 363,200t.

* Feb 12™: Chinese state-owned aluminium group Chinalco agreed to invest
$19.5bn in Rio Tinto, the world’s third largest mining company. Chinalco
will spend $12.3bn on stakes of up to 50% in nine of Rio’s mining assets and
will buy $7.2bn of bonds convertible into shares. The deal has to secure
Australian regulatory approval and is being opposed by some of Rio’s biggest
shareholders

Analysis
* The mountain just gets bigger

On the LME the three-month price has continued to weaken, falling $100/t since
mid-January to $1,379/t by 16™ February, while LME stocks rise to daily new
records, now over 3 Mt. We are moving from a position where the short-term
gloom is stretching out to mid-term misery, as this Everest of aluminium hangs
over the market. We have revised our estimate of aluminium cuts on Chinese
smelters taking more vigorous action than previously seen. We now estimate
about 5.73 Mt of aluminium will have been removed (so far) from supply in
2009, either through direct smelter closures or reductions in smelter output. This
is equal to 14.5 % of total primary aluminium output in 2008. However, the low
price still puts some 15 Mt of production in loss-making territory. The market
has received some support from the continued buying of metal by China’s State
Reserves Bureau (SRB), which bought 290,000t of aluminium in December and
reportedly may buy another 300,000t in March. However this short-term gain
merely builds up longer-term pain. There is no sign of improvement on the
demand side. Global cars sales are still in decline, with BMW announcing job
losses and Chrysler’s president, Jim Press, commenting that US auto sales would
stay flat this year at 10m, below the threshold necessary for some US
manufacturers to stay afloat. However, China’s Chery Automobile aims to grow
its car sales up by 17.7% in 2009, providing government stimulus efforts buoy
demand. Chery’s January sales hit a record of more than 35,000 units.

Outlook

No room for optimism right now in the aluminium market. LME stocks are
building alarmingly and demand has deteriorated significantly. We see little
possibility of any sustained price rally, and the SRB purchases are just
muddying the waters. Short-term LME 3-month price: $1,250/t-$1,400/t.

Market data (January unless stated)

Prices Cash 3-month 15-month 27-month LME stocks Tonnes Prod (kt) November December LME Open Interest
($/1) (contracts), latest
Average 1,414 1,451 1,588 1,701 Dec-08 2,338,300 Europe 759 770 Aluminium 644,396
High 1,575 1,615 1,758 1,873 Jan-09 2,810,825 Americas 679 689
Low 1,289 1,327 1,455 1,667 Asia 314 334
China 144 148
Other 1,177 1,135
Total 3,073 3,076

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

News

* Feb 16™: Chile produced 5.33 Mt of copper in 2008, 4.1% less than in 2007,
according to the Chilean Copper Commission. Chile’s copper output fell
8.9% year-on-year in December.

* Feb 13™: Copper premiums in Southeast Asia rose in February, as merchants
picked up metal to sell at a profit in China. Copper premiums in Singapore
rose to $75/t-$90/t above the LME cash price, up from $60/t in mid-January,
after speculative buying in China drove domestic prices higher, creating an
arbitrage opportunity.

* Feb 11™: China’s imports of unwrought copper and semi-finished copper
products in January fell 18.8% v. December 2008, to 232,701t. However, this
was 27% higher year-on-year.

* Feb 5™ Chile’s Codelco will accelerate a nearly $1bn expansion at its Andina
copper mine in the Andes, despite the global economic downturn.

Analysis
» Surprisingly strong, all considered

Copper has been trading higher since late December largely thanks to China’s
buying. Chinese refined copper imports increased throughout Q4 2008, posting a
record in December of 232,701t. Chinese demand was stronger than widely
expected, encouraged by the positive premium between the Shanghai copper
price and LME price, which boosted imports as traders naturally sought profits.
This proved to be a false dawn however, as China’s copper imports soon crashed
back down to earth in January. However, cancelling out this negative import
data was news that China’s reticent State Reserves Bureau (SRB) was probably
going to restock copper by some 300,000t. This had the immediate effect of
lifting the copper price by more than $150/, where it has remained. By 16"
February, three-month copper was $3,450/t, up $500/t since the beginning of the
year. This was a strong performance given the background economic gloom, but
the market cannot depend on the SRB doing such large purchasing forever — and
at some point this state reserve may well come back into the market, capping
any price move higher at some unknown point in the future.

Several announced of production cuts and project delays, by Freeport
McMoRan, Southern Copper, African Copper, Antofagasta, Mitsubishi
Materials, Zijin Mining and LS Nikko Copper also helped prop up the price.
These cuts totalled almost 100,000t and puts the total mined copper supply taken
offline to more than 1 Mt, or a little under 6% of 2008 mined production.

Outlook

In our view, besides the additional production cuts there is little reason for
getting over-excited about the recent price rally as there are no indications
of demand recovering as yet; indeed, quite the contrary, given the rising
LME stocks, 525,300t as at 18" February. The severe contraction in the
Japanese economy, which shrank 3.3% q-on-q in Q4 2008, is sufficient
evidence of the collapse in demand. Prices will remain strong on SRB
buying, so long as it lasts. Short-term LME month price: $3,050/t-$3,500/t.

Market data (Ja

nuary unless stated)

Prices ($/1) Cash 3-month 15-month 27-month LME stocks Tonnes LME Open Interest
(contracts), latest

Average 3,206 3,244 3,337 3,398 Dec-08 340,550 Copper 248,307

High 3,391 3,433 3,635 3,605 Jan-09 491,200

Low 2,902 2,935 3,035 3,100

Source: London Metal Exchange
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Nickel

News
LME nickel price (8/tonne} * Feb 19™: Eramet slashed planned spending by 54% y-o-y, to $423.3m in 2009

15,000 and will further reduced nickel and manganese output in the coming months.
14,000 Meanwhile, Eramet agreed to sell its 33.4% stake in Indonesian nickel
13,000 - developer Strant Minerals to Japan’s Mitsubishi Corp for $145m.
12,000 - + Feb 16™: Norilsk Nickel suspended production at its last two active mines in
11,000 - Australia, the Black Swan and Lake Johnston nickel operations.
10,000 - W * Feb 9" Xstrata said it would restructure its Sudbury nickel operations in

9,000 - Canada, in response to challenging market conditions. The Fraser mine

8,000 w w w w complex will be placed on care and maintenance, the Strathcona mill will cut

1-Jan 11-Jan21-Jan31-Jan10-Feb shifts, while the Fraser Morgan development project will be deferred.
ot month « Jan 30™: Norilsk Nickel said it boosted output of nickel and copper in 2008,

while production of platinum and palladium declined. Norilsk said it boosted
nickel output to 299,721t last year from 276,000t in 2007.

Source: Reuters Ecowin * Jan 21%: Russian Prime Minister Vladimir Putin signed an order to abolish
export tariffs of 5% on nickel and 10% on copper cathode.

——15-month ———27-month

LME nickel stocks (tonnes)

Analysis
100,000 * Down she goes
90,000 1 After stalling in late January, LME stocks have resumed their climb, reaching
80,000 - more than 90,000t by mid-February, the first time since June 1995 this level has

been seen. The three-month price consequently fell and closed at $10,275/t as of
70,000 ~ 16™ February, down from a lofty $13,550/t in early January. To date some 16%
of global refined nickel production, as a proportion of total output in 2008, has

60,000 - . . . .

been cut this year. Despite these cuts the nickel price suggests further cuts are
50,000 - necessary, with the price well below marginal costs of production.
40,000 ‘ ‘

Cuts may be announced but as yet they are chasing a target rapidly moving in
the opposite direction — the demand for nickel shows little sign of recovery right
Source: Reuters Ecowin now. Stainless steel, which accounts for two-thirds of nickel end use, has been
ravaged by the global recession with daily announcements from steel producers
of output cuts, closures and job losses. Steel producers are now forecasting a
very weak first half this year after profits dived in the closing quarter of 2008.

Feb-08 Jun-08 Oct-08  Feb-09

Nickel forward curve, various dates

(spot =100) German-based steel producer ThyssenKrupp recorded a 59% drop, to €168m

108 ($215.6m) in profits in Q4 2008, while Finland’s Outokumpu, the world’s

106 4 second largest stainless steel producer, lost €233m ($298m) over the same

104 4 / period. None of this is good for nickel’s short-term prospects.

102 | :

100 | Outlook
98 The nickel price has resumed its downward spiral after staging a brief
96 recovery in January. Stocks are heading up and, whichever way you look,
94 in the short-term stainless steel demand seems bleak, with deterioration in
92 many of its end use sectors, such as construction and transport. We do,

Spot  8m  15m  27m however, expect growth to resume in these sectors eventually, as the US and

Chinese fiscal stimulus packages take effect in 2010. In the meantime,
though, nickel will remain range-bound, with price risk to the downside.
Source: VM Group from Reuters Ecowin Short-term LME 3-month price: $9,400/t-$10,800/t.

e atest 1m ago Year ago

Market data (January unless stated)

Prices ($/1) Cash 3-month 15-month 27-month LME stocks Tonnes LME Open Interest
(contracts), latest

Average 11,284 11,358 11,678 11,875 Dec-08 78,822 Nickel 77,720
High 13,420 13,450 13,800 14,040 Jan-09 84,084
Low 10,150 10,300 10,675 10,875

Source: London Metal Exchange
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Lead and zinc

News

* Feb 16™: The lead market was in surplus by 19,000t in 2008, with refined
lead use at 8.70 Mt and refined output at 8.72 Mt, according to the
International Lead and Zinc Study Group. Zinc was in surplus by 195,000t,
with refined usage at 11.488 Mt and refined production at 11.683 Mt.

+ Feb 16™: Chinese state-owned metals trader Minmetals agreed to buy Oz
Minerals, the world’s second largest zinc miner, for $1.7bn; this was the
second Chinese resources firm to come to the rescue of a debt-laden
Australian miner in less than a week.

+ Feb 13™: North American shipments of replacement automotive lead-acid
batteries in December rose by 11.65% from November and edged up 0.03%
year-on-year.

Analysis
* Lead remains strong; zinc wilts

Lead and zinc prices both started 2009 strongly, but the former has remained
robust on better near-term fundamentals whereas zinc has hit skid row. The
three-month zinc price was $1,129/t as at 16" February, down $100/t from mid-
January highs, while lead traded sideways throughout January and February and
was $1,145/t as of 16™ February, up $250/t than the low set in late December.
The difference between the two metals is that, in the short-term, zinc’s
fundamentals are much weaker; LME warehouse stocks were a three-year high
of 352,450t as of 13™ February, while slumped demand and a large supply
surplus hang over the metal. Galvanised steel shipments from the US and Japan
have dived since Q3 2008, while the automobile sector is witnessing record
losses, with Chinese car sales falling 17.4% year-on-year in 2008, and German,
Australian, and US car sales falling 14%, 18% and 38%, respectively, in
January. However, zinc mine supply response has been rapid and should tighten
the market when the US and Chinese stimulus packages begin to drive
infrastructure activity, and we expect to see much of the supply surplus worked
off. Lead, on the other hand, is being supported by the high seasonal demand for
lead replacement batteries and by Chinese e-bike sales. North American
replacement battery shipments rose strongly in December, to almost 9m units,
and up slightly in 2008 year-on-year. The flip between contango and
backwardation in the cash to three-month spread implies near-term tightness, as
do the small incremental rises in lead stocks, which still stand at historically low
levels (55, 925t on 16" February). This is in marked contrast to the other base
metals, besides tin, which have seen rapid stock builds.

Outlook

Lead’s short-term prospects should see it remain relatively well supported
in the current price. The replacement battery sector is seasonal and
generally robust during the northern hemisphere winter, so we expect
support throughout the first quarter. There is no support for zinc however,
beside more production cuts. Short-term LME 3-month price: lead
$1,050/t-$1,200/t, zinc $1,000/t-$1,180/t.

Market data (January unless stated)

Prices ($/1) Cash Cash 3-month 3-month LME stocks LME Open Interest (contracts), latest
Lead Zinc Lead Zinc Lead Zinc

Average 1,124 1,184 1,124 1,209 Dec-08 45,150 253,475 Lead 65,061

High 1,185 1,289 1,200 1,312 Jan-09 53,700 345,275  Zinc 217,737

Low 949 1,077 925 1,097

Source: London Metal Exchange
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Tin

News
LME tin price (8/tonne) « Feb 16™: Indonesia exported more than 6,185t of refined tin in J. anuary, down

12,500 37.6% from the same month in 2008, according to trade ministry data.
12000 J * Feb 12™: Egypt imposed a 10% import tariff on cold rolled flat tin sheets, on

’ top of existing duties, to stabilise the local market price after a recent flood of
11,500 1 cheaper imports.
11,000 1  Jan 27" A senior Indonesian government official said the country would
10500 | reduce its target cap on tin production this year to below 100,000t, due to

’ slowing global demand that has triggered falling prices.
10,000 1
9.500 : : : : Analysis

1-Jan 11-Jan21-Jan31-Jan10-Feb * Indonesia calls the shots

—Cash 3-month ——15-month  The tin market is a bit of a lottery if you are a trader; sell short and be stung by

Indonesian supply cap announcements, or go long and get burnt by tin’s less
than encouraging demand outlook. Tin has traded sideways so far in 2009 at
between $10,100/t-$12,000/t and doesn’t look like breaking the mould in the
LME tin stocks (tonnes) near-term. We expect the tin market to show a slight deficit again this year, as
Indonesia, the world’s second largest producer and largest exporter, tweaks its
supply according to prices. This will offset poor global tin demand, which we
estimate will fall by almost 8% year-on-year to a little over 300,000t. With
China, the world’s largest tin producer, a net importer of tin for the 17™

81 consecutive month in December 2008, there is every reason to believe that the
LME three-month tin price will stay above $10,000/t. Chinese refined tin
production fell 27.6% year-on-year in December 2008 and its annual output
44 declined 11.1% to 129,544t; China is going to remain a net importer for some
time to come. Indonesia has also threatened it would lower its original
production cap of 100,000t, but has yet to announce the actual figure it will be
0 ‘ ‘ ; revised down to. Together with the cash to three-month price in healthy

Feb-08 May-08 Aug-08 Nov-08 Feb-09  backwardation and LME warehouse stocks declining throughout February, there
is a convincing case that the tin price will remain strong.

Source: Reuters Ecowin
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On the demand side, the metal has not escaped the recession. Solder, which
LME contracts, volume traded accounts for more than 50% of tin end use, is suffering from poor electronics
(Daily, 1-month moving average) sales, but tinplate demand seems to be holding up as consumers move toward
buying cheaper canned foods. What’s more, Yunnan province in China has

f'ggg | already bought tin from local refiners for its strategic stockpiles.

10,000 -

9,000 - Outlook

8,000 - Tightness in the front end of the forward curve has seen a significant

7,000 ~ amount of metal enter LME warehouses. This has now changed but

6,000 1 backwardation remains. Falling stocks, near-term tightness and Indonesian
i'ggg supply cuts all point towards the tin price remaining robust for the

S:OOO | immediate future. We expect prices to rise within their range bounds limits
2,000 ‘ ‘ ‘ and perhaps test $12,000/t before speculators take profits.

Feb-06 Jan-07 Dec-07 Nov-08

Short-term LME 3-month price: $10,500/t-$12,100/t.

Source: Reuters Ecowin

Market data (January unless stated)

Prices ($/1) Cash 3- 15- LME Tonnes LME Open Interest
month month stocks (contracts), latest
Average 11,327 11,237 10,865 Dec-08 7,765 Tin 17,796
High 12,200 12,060 11,715 Jan-09 9,070
Low 10,355 10,105 9,835

Source: London Metal Exchange except Option volatility: Virtual Metals
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Composite steel prices ($/tonne)
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Steel

News

+ Feb 18™: China is planning to cap its crude steel output to 500 Mt/year from
2011; total production by the country in 2008 was slightly above 500 Mt.

* Feb 18"™: Japan’s crude steel production in January fell by a record 37.8%
year-on-year to just 6.37 Mt; this was the fourth successive month of
declining crude steel output in the country.

* Feb 13™: Russian steel maker Evraz temporarily idled its NS 230 rolling mill
plant and the 220 steel plant at its Vitkovice facility in the Czech Republic,
due to declining demand.

+ Feb 11™: Severstal, Russia’s largest steel maker, produced 48% less crude
steel in Q4 2008 than in the preceding three months, after cutting output on
lower demand. Meanwhile, the steel producer planned to idle its Mingo
Junction, Ohio electric arc furnace in the US.

Analysis
* No change in dismal outlook

Prospects for steel in 2009 rely on the timing and impact of the US and Chinese
fiscal stimulus packages, as all current indicators point towards further
macroeconomic gloom. China’s exports of steel products in January fell 40% v.
December 2008, to 1.91 Mt following a 7% rise between November and
December, a rise that deluded some into thinking that China’s industrial
slowdown might have touched bottom. China exported 59.23 Mt of steel
products in 2008, down 5.5% from 2007. The consensus view is for world steel
output to fall for the first time in more than a decade, on poor global demand. A
Reuters survey showed that global crude steel production is expected to fall by
9% to 1.21bn tonnes this year, which will be the first drop in output since 1998,
while steel demand is expected to fall to 1.171bn tonnes in 2009 and recover
slightly to 1.255bn tonnes in 2010, with Asian demand dropping sharply and for
the first time since the 1997 Asian financial crisis. The International Monetary
Fund’s projection for global GDP growth of 0.5% in 2009 is the worst rate since
World War Two. Moreover, the IMF said it held out little hope for recovery
until the financial crisis that triggered the real-economy crisis was resolved.
“Despite wide-ranging policy actions, financial strains remain acute, pulling
down the real economy,” the IMF said. As steel is so critical to industrial growth
and so closely correlated with macroeconomic cycles, the IMF’s forecast offers
little hope for a sustained price recovery this year.

Outlook

LME Med and Far East prices remain very weak, even though steel
producers everywhere have been taking vigorous action to curtail
production — Nippon Steel, the world’s second biggest steelmaker, said on
18™ February it will cut its output in Q1 2009 by 40% to just 5 Mt. Until car
sales pick up and general economic recovery gets underway we expect
prices to remain depressed at recent lows. Short-term LME 3-month price:
Med $280-$350/t, Far East $280/t-$350/t.

Source: Reuters Ecowin

Market data (January unless stated)

Prices ($/1) Asia N. America

Composite Composite

Europe World LME Open Interest
Composite Composite (contracts), latest
Med Far East

Nov-08 633 894 803 776.00 Steel 805 33
Dec-08 610 771 646 676.00
Jan-09 619 741 669 676.00

Source: MEPs, Reuters Ecowin



Plastics prices, nearest contract, LME
($/tonne)

780

760 -
740 7_\/_\_/—,\/'
720 -

700 -
680 -
660 -
640 -
620 -

600 T T T T
1-Jan 11-dan 21-Jan 31-Jan 10-Feb

=== DPE PP

Source: Reuters Ecowin

Plastics prices, various contracts, LME
($/tonne)

1,900

1,700 A
1,500 A
1,300 A
1,100 A
900 -
700 A

500 T T T

Aug-08 Sep-08 Nov-08 Dec-08 Feb-09

= PP (First position)

PP (Second position)
e | | DPE (First position)
=== | | DPE (Second position)

Source: Reuters Ecowin

Plastics volume traded on LME, lots

350

300 A
250 -
200
150 +
100 +

50

0 m
May-05 May-06 May-07 May-08

[ PP

LDPE
e 13 per. Mov. Avg. (PP)
=3 per. Mov. Avg. (LDPE)

Fortis Bank/VM Group February 2009 | Fortis Bank metals monthly | 27

Plastics

News

* Feb 16™: The polypropylene price in Asia increased to $910/t, propped up by
robust demand from China as buyers restocked.

* Feb 13™ Dow Chemical announced it would shut operations at its Poly 2
LDPE plant in Freeport, Texas by March 2009, due to the economic
downturn and an LDPE glut in the North American market. The idling of the
Poly 2 plant comprises three autoclave low-density reactors with a combined
capacity of 100,000t/year.

* Feb 12™: LyondellBasell initiated steps to temporarily idle its low-density
polyethylene units at the 185,000t/year Carrington facility in the UK and
110,000t/year Fos-sur-Mer unit in France in Q2 2009. The company’s vice-
president said: “Although demand for polyethylene has significantly
improved compared to the fourth quarter of last year, normal patterns have
not been achieved yet.”

Analysis
* Barrel scraping time

It’s not good news for an industry when one of the world’s biggest cities — Delhi
— threatens you with imprisonment if you are found using a bag made from one
of your main products. No one has yet actually been put in jail for carrying a
plastic carrier bag in Delhi (and probably no-one will) but it’s a sign of the
changing times, and far from helpful in what is already a depressing economic
context. The world’s petrochemical industry total turnover for December 2008
fell by 6.8% year-on-year, while China’s posted negative growth for the first
time in ten years. Japan’s ethylene output in the same month fell 24% year-on-
year to 508,200, as producer cuts begun to take hold.

However, the return of the Chinese players to the market after the Lunar New
Year break, and the shortage of feedstock naphtha to crackers in the Asian
region, both helped to push propylene prices by more than $75/t in the week
ending 13" February, to above $700/t. Producers have not been able to raise run
rates in response to improving demand, due to insufficient immediate supplies of
raw material. Low linear density polyethylene prices in Asia also rose, to $945/t,
in line with the ethylene rise, while the Asian polypropylene price followed suit,
rising to $835/t in the week ending 13™ Feb, and to $910/t as of 16™ February.
The LME PP and LL contracts also strengthened, rising to $650/t and $745/t
respectively, up $18/t and $15/t from mid-January. LME PP stocks almost
trebled to 4,232t as of 16™ February, from mid-January.

Outlook

Low crude oil prices continue to press down on polymer prices and protect
plastics producers from the worst of the recession. However, further cuts
are needed if the price is to recover. Short-term, LME Global LL: $750/t,
Global PP $660/t.

Market data (January unless stated)

Source: VM Group

Average prices Volumes (December) Open Interest

(contracts), latest

Contract Global Global All All All LL All PP
LLDPE PP LLDPE PP contracts contracts
First position 736.94 646.69 Daily average 4 10 0 165

Source: Reuters Ecowin
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Disclaimer and copyright

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

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

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

VM Group
100-101 Ashmill Street
London NW1 6RA

Tel: +44 20 7569 5930
Fax: +44 20 7569 5931

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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