HARMONYM GOIda Silver and the Rand October 2009

As a company, Harmony is exposed to the gold price as well as the R/US$ exchange rate. Therefore the Rand strength or weakness is critical to our
company with most of our operations being in South Africa. The silver component relates to our Hidden Valley operation which is producing both gold

and silver, and as a precious metal silver has an intimate relationship with gold.

We have engaged the services of VM Group to provide us with the contents of this newsletter. We hope that this newsletter provides further insight and

value to you.

At $1 018.50/0z, gold enjoyed its highest ever London fix (in dollars) on 17th September.
At this point it had gained an impressive 6.6% on the start of the month. Those lofty
heights (it has only been higher once in intra-day trading, in March 2008) could not be
sustained, but although gold fell below $1 000/0z again towards the end of September
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We ought not be too surprised that September was a good month for the dollar gold
price — it often is. The chart below shows the average monthly % change in price since
September 1990 for each month, up to August 2009 (so not including this September).
For gold, September stands out as clearly the best month, with an average daily gain
in price of 3.9%, equivalent to nearly 60% annualised. For comparison, gold’'s average
monthly price gain over this entire period was 0.5%, or 6% annualised. No other month
comes close; the next highest is November, which has a 1.5% average gain. True, the
average is somewhat distorted because of September 1999, when gold gained 20% on
the announcement of the first Central Bank Gold Agreement. But even looking at the
median return (which ignores extreme values), September shows better returns, and in
only four years out of 19 has gold fallen in price, compared to 108/228 months in our
whole sample.
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Various theories have been put forward why this is the case, with the favoured being
strong physical demand due to the wedding season in India and the holy festival of
Ramadan in the Islamic world, plus stocking ahead of Christmas in the West.
Recently fund managers and other investors have acted with the view that
September is a good month to be in gold. The dollar has tended to weaken in September,

Y 7, 47 o B and looked at risk of breaking down, it ended the month rallying again.
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albeit only modestly and by less than in December, while stock markets have historically
had some of their rockiest times. Of course a good month means there must be a bad
month,and on average ithas been October, with a decline of 1.9% over the last 20 years. This Lease Rates, % per annum
however is mostly explained by 2008, when gold declined by 17% on a flight-to-liquidity,

as the financial crisis raged. Take this away and March and July have both been worse. 1.25
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How robust is gold’s rally this time? One concern is that there doesn’t seem to be an
obvious cause for higher gold prices — no bank failures, nor signs of inflation, and so

on. Clearly a lot is owed to the return of a weaker US dollar. The dollar had been one of i
the winners from the financial crisis, as investors flocked to US government bonds as a _O'ZSM)\,\M
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refuge, pushing the greenback up 24% from its April 2008 low. But now that rebound
seems just a temporary aberration, as the US currency is now back within 8% of its low.
Gold benefits from a weaker US dollar in two ways. The first is simply mechanical — gold — Aulm
is traded the world over and if the dollar declines by 10% against other currencies, it has
to rise when measured in dollars unless the price of gold in those currencies falls by 10%. Note: LBMA indicative rates not dealer rates.
The second benefit is more fundamental — we think many investors in the US now see
gold as a haven from dollar devaluation, and buy gold when the dollar is weakening.

The impact of the weaker dollar means that although the London PM fix on

17th September was the highest ever in dollars, in many currencies the high is still ETF rolling 12wk change, tonnes
February of this year, when the dollar price was $989/0z. For example in euros/oz on
25th February 2009 gold fixed at 689/0z comparedto 622/0z this September, while in South 500
African Rand it fixed at 318 925/kg on 20th February 2009, almost 1/3rd higher than its peak 400
of 238 724 kg this September.
300
Given the record long positions held by investors, and the belief noted above that 200
September is a ‘good” month for gold because physical demand rises, for gold to make 100
further gains (or indeed hold on to what it has already made) in the short-term will
depend on those rather overlooked physical buyers returning to the market. 0 09
We shall see.
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2008/2009 final CBGA sales Tonnes

France -91.0
ECB -35.5
Sweden -15.0
Netherlands -9.0
Germany -4.3
Greece -0.7
CBGA total -15.5

Note: VM Group estimates based on ECB, IMF data

Monthly gold data (September up to the 29th unless stated)

Prices US$/0z: Euro/oz Rand/Kg: ETFs Tonnes Change LeaseRates 1m 3m ém 12m  Option volatility (%)

Average 997 685 239 436 US@3) 11952 59.9  Average -0.08 -0.08 023 064 1-month: 19.50
High 1019 693 242 561 UK (2) 244.3 10.3  High -0.03 001 033 0.72 3-month: 23.00
Low 955 672 234 425 Swiss 215.9 6.5 Low -0.18 -0.16 0.16 0.58  6-month: 25.40
S. Affica 431 - 12-month: 27.50
German 34.0 1.3 24-month: 27.65

Australia 14.3 0.5

Others 6.7 -
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Despite gold’s strength in September, it was left behind by silver, which managed
an astonishing gain of 19.5% from the end of August to 17th September, taking it to

$17.38/0z. It then succumbed to profit-taking (the market-leading BGI ETF suffered its Silver price, $/0z
largest one-day fall on 25th September) but still ended the month well above $16/0z, up

10% and adding to the remarkable recovery silver has enjoyed after plunging to a low of 17.5

$8.79/0z in October 2008. ]Z‘;

And vet the cause of that plunge is still being felt. When the gold price was over ]g:g

$1 000/0z in March 2008 - silver was above $20/0z, nearly 20% higher than its current 145

level. Silver’s relationship with gold (shown in the chart, where each dot indicates their 14.0

daily prices since Jan 2008) tends to be linear until there is a break in the series — most 13.5

obviously from 1H 2008 (the blue dots) to 2H 2008 (red dots) when the world looked to be 13.0
on the brink of an economic depression. As that depression was downgraded to a severe
recession, and then we saw signs of recovery, silver gained ground to gold, shown in red,
then green and now orange.
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This current relationship suggests it will take a gold price of about $1 100/0z to see 9008
silver back to its 2008 high, unless of course there is another ‘break’ in the series. 8 000
For silver the most likely cause of such a break would be another surge in industrial 7 000
demand (which doesn't really benefit gold). Given some evidence that markets are 6 000
already pricing in a 'V’ shaped recovery, this might be too much to ask. So for silver

to get back to $20/0z and above will require another leap higher for gold; while we 5000
think that is likely, it will probably not be until late this year or in Q1 2010. 4 000

3 000

Monthly silver data

Prices US$/0z: Euro/oz Rand/kg: ETFs Tonnes Change LeaseRates 1m 3m ém 12m  Option volatility (%)
Average 16.40 11.26 3952 UsS (@2 8834.1 21.8  Average -0.27 -024 012 0.66  1-month: 38.00
High 17.38 11.79 4105 UK 636.8 239  High -0.20 -0.16 019 070 3-month: 38.25
Low 14.74 10.37 3726 Swiss 17164 36.8 Low -0.34 -0.30 0.05 062 6-month: 38.75

12-month: 39.50

24-month: 40.00
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The rand continued to gain in September, rising from 7.90 against the dollar on the 1st Rand index (2000=100)

of the month to 7.27 (its highest since August 2008) by the 16th, a gain of 8.7%. Partly of 72
course the rand is strong because the dollar is very weak. But even against the euro, for 70
instance, it gained 6.2%. 68
The impact of the stronger currency is being felt positively in weak producer price o
inflation. In August that fell 4% year-on-year, and while the month-on-month trend 64
had been rising, August saw this sharply reduced. A less positive consequence is the 62

60

problems it is causing exporters, prompting Reserve Bank governor Tito Mboweni to say

on the 17th its gains were ‘overdone and unhelpful’. While, however, the South African Apro9  Jun09  Aug09 Aug 09
currency continues to benefit from increased risk appetite globally, there is probably Ratios
little that he can do. Towards the end of the September it weakened, but only to 7.37 by

the 29th. Gold/silver ratio
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Prices and financial data -

Sep 08 Dec08 Mar09 Jun09 Sep 09
Prices 29-Sep W% M% Y% Equities 29-Sep W%
Gold, PM fix  989.50 -2 4 9 FTSE 250 9216 0
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Gold/DJIA ratio

Silver, fix 1607 -7 11 23 DI 9742 -1 2 6 13

SSE 2755 5 4 20 12

Nikkei 255 10100 3 -4 14 1
WTI oil 6549 -7 10 31 HangSeng 21013 3 5 18 10
GSCl 44448 4 5 27 S&P 500 3762 -1 3 2 9
DI-AIG 31003 3 3 12 NASDAQ 2124 1 5 7 8
Bonds, %  29-Sep W% M% Y% Ex.Rates 29-Sep W% M% Y% 7

Oct 08 Jan 09 Apr 09 Jul 09
us 10yr 3.29 -4 -5 -8 $/GBP 1.64 -2 -2 12
UsS 3m 0.13 19 -9 -4 $/EUR 1.42 -1 2 1 Copper/silver ratio
Euro 10yr 3.22 -5 -1 -19 $/JPY 94.54 -1 -4 13 325,

Japan 10yr 1.27 -6 -3 -15  $/Rand 7.81 1 5011 300
Other $/Yuan 683 0 0 0 %8
VIX 25.19 9 2 -46 $/SDR 0.64 1 -1 -1 225
Markitt 10yr 107.5 3 -2 -34 $/INR 48.20 0 -1 4 200
Notes: W% = change in % on week, M% = change in % on month. Prices in US dollars, equity indices in local currency. 175
Bonds refer to yields in %. VIX — volatility index showing expectations of 30d volatility on S&P 500. Markitt 10yr is spread 150
over Treasuries. 12
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100 Ashmill Street

London NW1 6RA

Telephone: +44 (0) 207 569 5930
Fax: +44 (0) 207 569 5931

Email: info@virtualmetals.co.uk

Website: www.virtualmetals.co.uk
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Legal Notice, Disclaimer and Copyright

The information and opinions in this report were prepared by Virtual Metals Research and Consulting (“VM Group”). VM
Group has made all reasonable efforts to ensure that all information provided in this report is accurate and reliable at the
time of inclusion, however, there may be inadvertent and occasional errors and lack of accuracy or correctness, for which
VM Group cannot be held responsible. VM Group and its employees have no obligation to inform the reader when opinions
and information contained in this report change. VM Group 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 VM Group and its employees accept no liability for any direct, special, indirect, or consequential losses or
damages, or any other losses or damages of whatsoever kind, resulting from whatever cause through the use of any
information obtained either directly or indirectly from this report. The contents of this report, all the information, opinions
and conclusions contained is protected by copyright. This complete report may not be reproduced without the express
consent of VM Group. Short extracts may be reproduced but only with the full and appropriate citing of the original source.



