BASE METALS ADVISORY

CPM Group, Vol. 111, No. 5, 23 May 2008

Next Issue: 19 June 2008

GEARING UP FOR THE SEASONAL DIVIDE PRICE TARGETS

Pinpointing the one driver moving commaodity prices is 22-May  1-Month  3-Month 1-Year
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GEARING UP FOR THE SEASONAL DIVIDE HIGHLIGHTS

During the period between 1 April and 22 May, averag
prices for aluminum, copper, and tin recorded gains over
their first quarter averages. Tin and copper prices were oo h : -
29 4% ar?d 9.8%, res%ectively, over pt%is pperiod. EveyiNning in JunePrices have been anticipated to recover

though the first quarter tends to be the period that alumi” September; however, new developments in Chinese

num prices display their greatest strength, so far this qu _ro?rlljctlpn capacity may[/ hargper tlh(te_ upside for pnce;.t
ter aluminum prices were up 6.8% over the first thre iur €rincreases In costs and regulation were assumed 1o

months of this year, limit capacity expansions in C_hlna. However, new capac-
ity under construction in China now exceeds previous

The price of any commodity is a barometer that help§XPectations.

gauge the fundamental drivers in the market. If seasonal

of prices exists, then the price of the commodity _tends tBuring April the differential between SHFE prices and
b_e mf_luenced by reoccurring fgrces, such as feg'of*a' URmE prices, adjusted for the VAT taxes and duties, in-
ticks in demand or changes in the flow of supplies. | reased to levels not seen since July 2006 as lower SHFE

should not _be much of a surprise that strong seasonall rices discouraged imports. Chinese net imports were at
also exists in the stock levels held at exchanges. For ma ¥)ry low levels during 2006 as lower SHFE prices dis-

base metals, but not all, the ebb and flow of inventorieéouraged imports. The high differential in April and the

heId_ at e?“hange Warehouse_s has a pronouncgd INVEERSt three weeks of May could signal softness in Chinese
relationship to that of LME prices. As discussed in detai efined f net imports aver this period

in the April e di tBase MetabAd- t
visory, market participants have historically relied on in
ventory levels to determine the supply and demand foon 14 May Chinadés National
base metals, as it is the most readily available data. ported the second consecutive monthly increase in Chi-
nese unwrought lead production during April. Output
The seasonal strength has shifted over time for several efimbed 25.8% from March to 283,000 mt. The jump in
the base metals, especially with robust demand materialigomestic lead production during April may signal a cor-
ing in many emerging markets. Thus, only results from theection in declining net exports. However, robust con-
last 31 quarters are analyzed in the charts on page 1. Thejigmption in China and higher domestic prices will likely
are several ways to calculate seasonality; a classic methfighit the amount of excess supplies exported.
uses historical moving averages. However, the U.S. C
sus Bu rl2 madél svas Xised to determine the se_
sonality in the base metals markets because it allocatedrdernational Stainless Steel Forum expects that annual
heavier weight to the most recent quarters. As a result, tiséainless steel consumption will grow at 6.0% this year.
forecasted seasonal trends in prices and stocks incorpordtge forecast growth in global stainless steel production
more recent market trends, including in base metal theay rise at the same rate of demand.

increased volatility seen during the past few years as w

as recent shifts in global supplies and demand. During the first four months of 2008, Chinese refined tin

Copper and tin prices were both bolstered by downturns i utput deqlined 11'9% from the same period last year.
exchange stocks in the first half of the second quarte _educed tin production also has taken a toll on the coun-

Continued robust construction spending in the developin ryos tin exports. Accordi
ministration, gross refined tin exports were only 60 mt

economies may keep some downward pressure on cop 0
as well as nickel stocks in the third quarter, while an up'—n March, down 98.7% yeam-year.

turn in tin stocks could deteriorate some of the price gaif AN
seen in tin during the second quarter. Changes in prices g8 and for physical zinc has been fairly stable since

well as stock levels may be less dramatic for aluminumgioher Thus the lull in deliveries to LME warehouses

lead, and zinc. may be attributed to the winter snowstorms in China. The
most recent disruptions in Chinese supplies from the
earthquake may become apparent in exchange stock lev-
els within the next couple of weeks.

luminum prices typically experience their lowest sea-
nally price strength during the thme®nth period be-
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PRICE PROJECTIONS while prices in Shanghai were up a marginal 0.4%.
Weaker prices on the Shanghai Futures Exchange
(SHFE) are weighing on LME prices as it increases the

Aluminum Quarterly Average Price Projectionsto Q1 2010

$/MT incentive for Chinese producers to export aluminum.
$3,500 : $3,500 This trend in combination with higher initial LME mar-
; gins and a stronger U.S. dollar added further downward
$3.300 ot : $3.300 pressure on LME prices. At the close of business on 1
$3.100 ; £ 53100 May LMEG6s <clearing house,
! o / > margin on the aluminum contract by 21.4%. This has
$2,900 o A $2,900 deterred some investors from the aluminum market.
32700 \/ \ /! Projections $2700 Aluminum prices edged higher, back above the $3,000
$2,500 X5 S $2,500 mark, following the earthquake in China on 12 May.
62300 Attt e e G Market participants pushed prices higher, speculating

about potential damages at smelters. Interruptions in
communication prevented the confirmation of damages
or power supply losses from smelters in the region. On
15 May, the Chinese aluminum producer Bosai an-

2007 2008 2009 2010

Year Quarter Quarterly AVG Change Annual AVG Change

2822 |I|I| zzzi 72(100/; nounce_d that _it would inde_finitely suspend the recent
: : expansion at its Aba Aluminum smelter. The smelter,
2008] v $3,016 5.3% | $2.890 8.7% which is located in Sichuan, produced roughly 20,000 mt
2009, | $3,125 3.6% in 2007. Abads new potline
2009 N $3,185 1.9% 150,000 mt of aluminum this year. The degree of losses
2009 1N $3,015 -5.3% from this delay is uncertain at the time this report was
2009 IV $3,074 2.0% $3,100 7.3% written. As of 22 May aluminum prices had maintained
2010 I $3,135 2.0% the gains made following the earthquake because of high
energy prices. The total damages to current production in
OUTLOOK China are expected to be minimal.
______________________________________________________________|
LME threemonth aluminum may trade range bound be- Aluminum Prices: 2 April 200710 22 May 2008 $/MT

tween $2,825 and $3,050 over the near term. Higher er) 3400 3400
ergy prices and an uptick in physical demand, stemming

from a brief period of strong fabrication demand aheac **®
of the summer lulls, may pull prices toward the upper ,,,, -

- 3200

r 3000

end of this band. Aluminum prices typically experience u blmw
their lowest seasonal price strength during the three 2800 f - 2800
month period beginning in June. Prices traditionally have

been anticipated by the market to recover in Septembe’ 2% WJ [ 2600

However, new developments in Chinese production ca-
pacity may hamper the upside for prices this year. The
growth in Chinese production may continue to be closely 2200 : : : : : : 2200
tied to government trade policies and power supply con-  a07 1307 A07 007 D07 F-08 A8
straints, as it is these issues that will determine the profit

ability of new operations or expansions. TOCKS

2400 - T 2400

PRICES Investment demand on the LME has slowed over the past

I two months. Physical buylng meanwhile has onIy fared
After rebounding off resistance around $3,100 aluminum slightly better. Over this period, withdrawals picked up
prices slipped lower in late April. Prices in Shanghai from LME warehouses as some fabricators had increased
have not risen at the same fervent pace as seen on tH&eir shipments to hedge against rising prices and/or ad-
LME. (Note: the LME prices in the chart on page 4, ditional supply disruptions. However, increased deliver-
Spreads between Official LME and SHFE8nth Zinc ies of aluminum from producers more than offset these
Prices,are adjusted lower for VAT taxes). As of 22 May declines.As of 23 May combined exchange inventories
LME aluminum prices rose 8.2% from 20 March mean- totaled 1,298,642 mt, up 3.2% from the end of April.

3
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From the start of April through 22 May average LME Statistic Bureau, during April domestic production of
cancelled warrants rose to 46,214 mt, on a daily basis, umluminum climbed 6.3% from March to 1,145,000 mt.
38.4% compared to the daily average in the first quarter.As of the middle of May nearly all the smelters affected
Despite this trend, on 19 and 20 May large deliveries by the power disruptions during the winter snowstorm

were made to LME warehouses. As of 22 May LME have now come back online.
stocks stood at 1,075,600 mt, up 3.5% from the start ofYunnan Qujing operations are reportedly operating at
the month. reduced capacity. The recovery in Chinese production
Aluminum LME A.M. Cash Pricesand LME, Comex, and SHFE Inv. and firm prices '_n London resulted in a jump in Ch_mese
Weekly, Through23 May 2008 unwrought aluminum exports. According to preliminary
'000 Mt $/Mt data released from Chinaods
1,500 SHFE 3,400 tion on 12 May, Chinese exports of unwrought aluminum
1250 LME 1 3200 rose roughly 21% from March to 71,024 mt. Gross ex-
ports climbed to levels not seen since December 2006.
1,000 ] 3000 An uptick in Chinese exports should not come as a com-
750 1 5800 plete surprise given the economic incentives that were
present. During April the average spread between Shang-
500 T 2600 hai and London prices (adjusted of the 15% export duty)
250 LME Cancelled 1 2400 declined to its narrowest level seen since April 2007,
which improved the profit margins for Chinese producers
0 2,200 to export aluminum.
J-06 M-06 S-06 J-07 M-07 S-07 J-08 M-08
Chinese Unwrought Aluminum Production
SUPPLY Monthly, Through April 2008
______________________________________________________________| M
1,200,;00 60%
. . . . == Year-on-Year Percentage Change - 1
Disruptions in Global Supplies == production - I
1,000,000 A - 7T 50%
The gains in aluminum prices since 2004 have been so000 A i va. T 40%
trumped by all the other LMiEaded base metals. This
has been attributed to the fact that the supply respons¢ °%%%% T 3%
for aluminum has been much swifter than the other bas: 400000 1 1 20%
metals because of the rapid build out of capacity in /
China. 200,000 + T 10%
. . . . 0 ' i i ' 0%
Shortages of power not bauxite, the ore which is refinec| 2004 2005 2006 2007 2008

in alumina, have quickly transformed the supply outlook
for aluminum. Power issues have surfaced in South Af-

rica. China. Chile Tajikistan and most recently New Spreads Between Offical LME and SHFE 3-month Aluminum Prices

Daily, Through 22 May 2008

Zealand. In the first two weeks of May, Rio Tinto cut = ¢ mt IR oA $/ Mt
production by 10% at the Tiwai Point aluminum smelter 3200 1,750
in New Zealand. This reduction is expected to last for 3% 1 1,500
three to four weeks to hel 2% 1205 g d
dling hydroelectric reserves. Tiwai Point uses almost >*° 1 1000
15% of New Zealandds el ect ] qydr
lakes, which usually produce about tirds of the na- zégg Increase Exports zgg
tiondbs power, are roughly 11800_ 0 Il a
age. Total losses in output from Tiwai Point currently are ¢, | 250
estimated at 3,000 mt. 1,400 - 500

1200 A 750
Chinese Supplies 1-0ul04  12-May-05 10-Mar-06  11-Jan-07  14-Nov-07

Chinese unwrought aluminum output continues to Exports of unwrought aluminum increased for the second
strengthen following the weatheglated losses experi- consecutive month in April. During the same period last
enced earlier this year . yéa cawminbin nppducers weleéh expaatigs fabNcatedi o
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products to receive the export tax rebates. However, durdn the recent past, shortfalls in supply have been partially
ing July and August of last year the Chinese governmentoffset by the rapid build out of additional capacity in
removed the VAT rebates on aluminum rod and bar ex-China. A repeat of this scenario seemed less likely to
ports and then made effective a 15% exporttax onthese ome i nt o frui tion at the
products. Instead of exporting unwrought aluminum, ex- staterun aluminum producer, announced earlier this year
porters shifted from exporting aluminum bars to export- that it expected China to become a net importer as soon
ing aluminum tubes in order to qualify for the 13% tax as the fourth quarter of 2008. This forecast was based on
rebate. This tax rebate was intended only to be applicablghe belief that the Chinese government will continue its
to standard aluminum tubes. However, a loophole al-precedent of attempting to curb ovavestment into the
lowed the tax rebate to apply for netandard tubes as low valueadded aluminum sector. Further increases in
wel | . At the start of Ma rcasth andCregulatiandwsere @ssumed dontimit caphcityi eg-i
started blocking nostandard aluminum tube exports pansions. However, this argument may not hold true.
from the preferential export tax policies. As a result un-

wrought aluminum exports increased in March and April. China's state research group anticipates new capacity
The market expects that the Chinese government will cutunder construction in China may reach 3.8 million mt per
the VAT export rebate on aluminum tube, foil, and plate year. This is roughly 73% more capacity than the 2.2
from the current 11% 13% to 5% sometime this year. million mt previously forecast. Other estimates now peg
The VAT rebates may then be completely slashed by thecapacity expansion at as much as 3.0 million mt this
end of this year. The expansion in the country's semisyear. Another 2.0 million mt is presently in the planning
capacity has led to the problems of oversupply and over-stage or initial build out stage for the following 12
heated exports. To counter these issues the governmemhonths. While there is expected to be large amount of
will focus on tightening aluminum low valeedded new capacity built, CPM Group does not expect produc-
semis exports, which will encourage fabricators to shift ers to run these facilities at a loss for an extended amount
to producing highly advanced aluminum products. China of time. In 2006, more than 1 million mt of capacity was

currently has to import some of these products. idle in China, as high alumina costs curbed production.

Rising costs and climbing export duties have severely cut

Chinese Unwrought Aluminum and Aluminum Products into the margins of producers in China. Presently, the
Monthly, Data Through Mar. 2008, Preliminary Exports of unwrought AL through Apr. 200 . . .

000 Mt average cost of production for Chinese aluminum smelt-

250,000 T Net Exports of Unwrought Aluminum and Aluminum Products ers is roughly $2,570 per mt. China is a net exporter of

Exports of Unwrought Aluminum
== Exports of Aluminum Products

200,000 unwrought aluminum. During April the average LME

aluminum prices, adjusted for the 15% export tax, stood
at $2,562. The high cost of production seems likely to
deter the ramp up at several of the new facilities under

150,000 +
100,000 1

50,000

construction.
0
50,000 T The prices of alumina is one area where the costs differ
400,000 T = 1morts of Unwrought Aluminum substantially between Chinese producers and western
Imports of Aluminum Products world producers. It takes roughly 1.9 mt of alumina to

-150,000 " g
produce one mt of aluminum. AccordingNdetals Bul-

2005 2006 2007 2008
Chinese Supply Outlook Ratio of Average Alumina Spot Prices to LME 3-month Aluminum Prices
Monthly, Through April 2008
There have been a series of the events that have shifte: 5/ Price Rao
i i ’ == Metals Bulletin Spot Alumina Price
the aluminum market from a projected global supply sur- VA A
plus to a projected deficit in 2008 and 2009. The combi- 2750 1 4, mina: Aluminum r30%

Price Ratio

nation of power shortages, tightening trade policies in
China, and increased financing and production costs, no-
tably in China, has left market participants doubtful that 1650 1
enough fresh supplies will come online over the next two 1100
years to offset these issues. As mentioned above, supply
disruptions from power shortages and other disruptions 550 - - 6%
have significantly reduced total world aluminum sup- . M ”
plies. The market may see total losses of around 525,00(

mt in 2008 1995 1997 1999 2001 2003 2005 2007

2,200 4 F 24%
r 18%

r 12%
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letin, spot alumina prices averaged approximately $397 supported by indexed buying. In the 2008 weightings,
per mt since the start of alunfinums compises 3.49% of the 8&P dseldmadroFaehs t
mina price was roughly $591 over the same time period.Commodity Index (GSCI) and 7.3% of the Dow Jenes
The high cost of raw materials, including electricity, alu- AIG Commodity Index. Investments in these commodity
mina, and anodes, has driven up costs of aluminumproducts have soared in recent years. From 2004 through
smelters. the first quarter of 2008, commodity index product in-

vestments are estimated to have climbed roughly 275%
Strains on global supplies were not expected to be feltto $162 billion. This influx of fund money has been ar-
until the fourth quarter of this year, when China was an- gued by some to be the leading impetus backing the rise
ticipated to become a net importer. It now seems lessin many commodity prices. However, aluminum price
likely that China will shift roles to a net importer of un- have not behaved in a similar fashion as many of the
wrought aluminum this year unless aluminum prices fall other LMEtraded base metals prices, excluding tin, as it
to levels that force production at high cost producers todoes not hold any weighting on these commaodities indi-
stay idle. ces.

DEMAND Aluminum holds a similar weight to that of copper in
| both the GSCI and the Dow Jor&E> Commodity In-

The declines in Comex stocks during the first half of dex. However, the gains in copper prices have trumped
May followed an increase in orders of U.S. and Canadianthose of aluminum. As of April 2008, the average
mill products. In April the index for new orders, exclud- monthly copper prices had risen nearly féoid since

ing cans, rose 5.8% yean-year. This is the third month  January 2004, while aluminum prices were only up
of positive growth in orders seen this year. This is a 84.2%. This helps reveal that commodity investment is
small recovery in the North American aluminum market onl 'y one portion of the pic
when compared to the large declines in growth in 2007.ish outlook is tied to its fundamentals, and not just the

In early 2007 monthly orders declined more than 20% oninflux of commoditydenominated funds. Thus if Chi-
several occasions. Continued strengthen in North Ameri-nese supplies are substantially more robust than the level
can mill product orders may provide needed near termant i ci pat ed at the start 0
support prices, especially as the growth in exports frommay not be so bright. Increased investments into com-
China have begun to accelerate following the productionmodities will not offset weaker than expected fundamen-
losses earlier this year. tals.

Demand for aluminum may continue to be robust in the So far, market participants continue to paint a bullish
emerging economi es. On 1 4 outMakyfor Alonaidium inBLMBE Zonglated comatiacismi -
num association, forecast domestic aluminum consump-Even though LME cash prices have been pressured
tion to rise to 1.27 million mt in 2008. This represents a higher by neaterm supply concerns in China, the mar-
38.2% increase from the 919,000 mt consumed in 2007 ket has been moving into a deeper contango. As of 22
Abal highlights that Brazilian demand still has a long May, the LME 27month contract held a 6.8% premium
way to go. According to the association annual aluminumover the cash contracts. This is up from the 1.3% pre-
consumption in developed countries can be as high as 6@nium reached on 3 March. At this time many market
pounds per capita, whereas in Brazil per capita consump-

tion is roughly 12 pounds. Statistics from the World Bu- ' ajuminum Forward Curve
reau of Metals Statistic reveal that per capital consump- "LME Official A.M. Prices
tion of primary aluminum in China was 20.6 pounds in 3300 3,300
2007, which was more than 10 times the 2.0 pounds per ;,q, | 3.200
capita consumed in India. 3100 / 3100
INVESTMENT DEMAND & MARKETS 3,000 3,000
- 2,900 1 2,900
Aluminum has been one of the many recipients of com- ;g -
modity denominated investments. The highly liquid alu-
minum market has been increasingly attractive to- risk
averse investors, such as pension funds, during the cur
rently tight credit markets. LME open interest rose to 25 ' ' 2,500
record highs on 14 March 2008. Aluminum also has beer Cash $-Month 15-Months 27-Month

6

$/MT

2,800

2,700 1 2,700

22-May-08 22-May-07

2,600 1 2,600
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participants still may be expecting China to become a net
importer of aluminum in the fourth quarter of this year.

Up until the earthquake in China, LME open interest had
been declining from its peak in the middle of March.
This downward trend may represent some long liquida-
tion, opposed to shedovering, as the decline in open
interest had been accompanied by falling prices. Also the
21.4% jump in LME initial margins on 1 May seems to
have deterred market participants from building new po-
sitions in the metal. From 14 March through 12 May
LME total exchange open interest had fallen 5.1% to
690,625 contracts. Over this period, prices fell 8.1%.

SUMMARY
|

Over the next month, the aluminum market may begin to
guiet down. However, high energy prices should con-
tinue to offer support to prices. Much of the uncertainty
in aluminum supplies may not be resolved until much
later this year when Chinese companies decide how
much capacity to bring online.

Total World Aluminum Supply and Demand: Thousand Mt

Year 2005 2006
Refined Primary Metal Production 31,870 33,740
Total percent change 6.9% 5.9%
Primary Metal Consumption 31,800 34,010
Total percent change 5.9% 6.9%
Balance 70 -270
Reported Metal Stocks

Producers 1,797 1,621
Consumers 459 399
Other Exchanges 110 46
LME 637 698
Total 3,003 2,765
# of Weeks of Consumption 49 4.2
Price per Tonne $1,894 $2,571
% Change Year Ago 7.3% 35.7%

2007
37,480
11.1%
37,340

9.8%
140

1,553
383
114
929

2,980
42
$2,659

3.4%

2008p
40,328
7.6%
40,589
8.7%
-260

2,720
35
$2,890
8.7%

2009p
42,934
6.5%
43,349
6.8%
415

2,305
2.8
$3,100
7.3%

Notes: Totals may not equal sums of individual categories due to rounding; Reported metal stockseark $earrces: WBMS, USS, ABARE, CPM Group;

April 20, 2008
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PRICE PROJECTIONS

Copper Quarterly Average Price Projectionsto Q1 2010
$/MT

$8,500

$8,500
Actual

$8,000 $8,000

$7,500 $7,500

$7,000 $7,000

$6,500 $6,500

Projections

$6,000 $6,000

$5,500 $5,500

2007 2009 2010

Year Quarter Quarterly AVG Change Annual AVG Change

2008 11 $8,335 6.9%

2008 11 $8,372 0.5%

2008 v $7,775 -7.1% $8,070 11.2%
2009 | $7,387 -5.0%

2009 11 $7,555 2.3%

2009 11 $7,623 0.9%

2009 v $7,036 -1.7% $7,400 -8.3%
2010 | $6,649 -5.5%

OUTLOOK

]
LME threemonth copper prices may fall toward $8,000
in the near term. If prices break below this level, histori-
cally low LME inventories may keep copper supported

above $7,600. Over the next month LME copper prices

may be primarily influenced by fluctuations in the U.S.

dollar, supply disruptions, and the arbitrage opportunities

in China. The pace of withdrawals from LME ware-

houses has slowed down. Without the support from
strong physical demand, copper prices are vulnerable o
the downside to a firmer dollar.

Some speculation about potential damages from a ne

tional strike in Peru could temporarily support an upward

move in prices. The nationwide strike, scheduled to be-
gin 12 May, was postponed 15 days by union leaders tc

allow for more time to negotiate with the government. As

of 22 May union leaders have not reached an agreemer

with the government. Over the past couple of years.
strikes in Peru have been relatively short lived. Market
participants may not factor in a substantial disruption
premium into prices for this strike. That said, in the short
run prices could be boosted toward $8,650 if the nationa
strikeseems likely to occur.

Robust Chinese demand has continued to draw market
participantsé attention aw
nomic trends occurring in the United States as well as in
other OCED countries. Some of this confidence, stem-
ming from strong Chinese demand, may be slightly
shaken in the | ast week of
General Administration releases data on Chinese net im-
ports of refined copper during April. The preliminary
April data released on 14 May gave estimates of Chinese
import and not exports. The differential between SHFE
prices and LME prices, adjusted for the VAT tax and
duties, increased to levels not seen since July 2006. Net
Chinese imports were at very low levels during 2006 as
lower SHFE prices discouraged imports. The high differ-
ential in April and the first three weeks of May could
signal softness in Chinese refined copper net imports
over this period. A sharp decline in net import figures
during April and/or May could prompt some long liqui-
dation in the copper market, pulling prices toward
$7,600.

PRICES

Continued labor activity in Chile and low exchange stock
levels kept copper trading range bound around $8,550 in
the second half of April. On 16 April subcontractors
from the Confederation of Copper Workers began a
Codelcewide strike over pay and work conditions. On 1
May prices briefly spiked sharply lower following news

t hat Codel cods Andina divi
coming back online. On 5 May the strike was called off
and the following day Codelco resumed output at its El
Teniente mine. Later that week Codelco restarted opera-
tions at it Salvador division, which had been closed for
the entirety of the strike. Copper prices faced some
downward pressure once the strike is called off, falling
toward $8,100.

Copper Prices: 2 April 2007 to 22 May 2008 $IMT
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During the middle of May prices briefly jumped higher crease the cash production costs at Escondida. During the
when Codel cods subcont r acfirst thveermorghs ef this Yearecastsaasechy mdreotharm e
sume their strike. Union leaders claimed that Codelco25% yeafon-year to 68.8 cents per pound. This is a huge
had not fulfilled all of its commitments agreed upon in jump in costs; however, it is close to average industry
the settlement. This increase in price was relatively shortcosts. In 2008 average cash operating costs in the west-
lived and by 22 May copper prices had shed all of thoseern world are forecast to stand at 67.8 cents, which in-
gains. cludes byproduct credits.

STOCKS
N
Concerns over supplies during April were heightened by
falling stocks held at Comex, LME, and SHFE ware-
houses. At the start of May combined exchange invento-
ries stood at 166,925 mt, down 9.9% from the beginning
of April. The pace of withdrawals slowed sharply during

Chilean copper production may continue to record-year
onryear losses in the second quarter because of the strike
at Codelco. The twaveek strike at Codelco is estimated

to have resulted in 19,000 mt of lost refined copper pro-
duction. Production will likely pick up in the third quar-
ter, however. On 19 May, Codelco produced its first

Aoril. A LME led .9 cathode at its greenfield copper mine Gaby Sur. During
pril, however. Average cancelled warrants in August Codelco plans to have Gaby Sur operating at full
April fell more than 35% on a daily basis compared to %oduc |on Caé)acé& at roughly 150 ggo ng;t pgr yealr

Marchés daily average. Sttt 260 Ldg &1 ISBO’ & e'Ccli
back to the average levels seen in 2005, which helped patin ' [?e otares, '

indicate the reversal in the downward trend in stocks. .
. ) ) > A handful of other new copper projects are expected to
Weak physical demand during the first three weeks in " W COpPEr proj XP

Mav has b he LME q come online this year. Fresh supplies are forecast from

ﬁy as heen moit\ ap[f)a;;n}vlon the hC%mparfMéOZambia, Australia, and Laos just to list a few of the lar-
other exchanges. As O ay copper held at er projects, which had reported project updates during
warehouses rose to 125,200 mt, up 13.7% from the star he past mont h. I'n late Apr
of_ the month. L_ME cancelleq warrants have mc:reasedWas on track to begin production at Lumwana copper
slightly from their lows seen in early May. Nonetheless

th Gl t moderately low levels: h th project during July. Annual production from the copper
fet% st are a _moteril ely OWI eve S1th owevetr, € PAC®mine in Zambia is forecast at 169,000 mt. On 7 May Ox-
of the increase in Stocks may slow in the near term. iana stated its Prominent Hill mine in South Australia is

Copper LME A.M. Cash Pricesand LME, Comex, and SHFE Inventories forecast to start production in November. This project
}g\{)%e&'y’ Through23 May 2008 - has annual capacity around 104,000 mt of copper. On 13
315 o 9,000 May Pan Australian Resources officially opened its Phu
comEX Kham coppeigold mine in Laos. Production currently is
270 A + 8,000 .
o being ramped up to the com
225 1 T 7000 60,000 mt of copper per year. Concentrate production
180 - 1 6000 commenced in April and the company anticipates its first
sale by the end of May. In other news, on 15 May a per-
135 4 T 5,000 . A
mit for I nmet 6s Las Cruces
90 1 T —— T 4000 suspended. The company had planned to be operating in
45 Warrants 4 3000 June 2008, but this probably seems likely to delay the
. : . . ‘. : . . 2000 72,000 mt project until 2009. The company has not re-
s0i Mo5  S05  MO5  S06 M07  S07 M8 leased a revised startup date. Its original startup date was
early 2008.
SuPPLY
- | CPM Groupobds 2008 forecast f

In early May Chil eds st atinckides roughlyi6@0Ha0imt alletted for supply eistup-o u
that Chilean copper output had declined in the first quar-tions or 3.5% of total forecast mine production. The
ter of 2008 compared to the same period in 2007. Coppetosses in Chilean output as well as other supply disrup-
mine production total 1,324,000 mt, down 1.2%. Lower tions have yet to exceed this allowance. If disruptions are
ore grades at BHP Bi |l | i tgeaies than this 8.9% alowance than theeoutleok @r
Codelcods Norte division waoppereouldpeimera bullish than previoysly ferecasb | e
the losses. Escondida recorded an 11.9% loss in mine

production over this period. Lower head grades as well

as higher costs for electricity, fuels, and steel have in-
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DEMAN D Chinese Unwrought Copper Production

Monthly,
______________________________________________________________|
Mt

Both U.S. and Chinese industrial production fell short of 350000
economi st expectations i N 500
tional Bureau of Statistics released Chinese industria
production figures for April. Output rose 15.7% year

year; however, the market had been expecting growth of 200000 1

17. 5 %. April 6s growth al s 0
yearon-year increase reported in March. On 15 May the
Federal Reserve reported that U.S. industrial productior)

also was lower than expected. Industrial production 50000 1

slipped 0.7% in April from March, but was up 0.2% year 0

250,000 1

100,000 1

Through April 2008

== Y-0-Y Percentage Change

== Production

60%

50%

40%

r 30%

r 20%

r 10%

r 0%

-on-year. Surveyed economists were forecasting a month 2004 2005 2006

-on-month decline of 0.3%, which was lower than

2007

Mar chos growth of 0. 2 %. L. Chinese Unwrought Copper and Copper Products

2008

-10%

for March continue to reveal weakness in the U.S. anc Monthly, Exports Through Mar. 2008, Preliminary Imports Through Apr.

other OECD economies. Japan has shown some streng: 000 Mt

200¢

350

the past six months. However, this improvement was = Chinese Exports

largely tied to the bounce back in Japanese constructior) ol

which had dipped sharply lower in September 2007 fol-
lowing a significant change in building permitting codes.
Overall, the leading economic indicators are foreshadow-
ing slower economic growth and industrial production in

250
200
150
100

Chinese Imports ™= Net |mports

H 50
the OECD economies.
0
OECD Composite Leading Indicators & U.S. Industrial Production
Monthly, Leading Indicators are Amplitude Adjusted Figures through March 2008, U.S. IP datais seasoanl adjuste -50
through April 2008
6-Month Rate of Change Yr.onYr.% Change -100
10% Germany Japan 10% 2001 2002 2003 2004 2005 2006 2007 2008
8% A Euro Area Total OECD 4 8%
OECD +6Non-OECD United States
6% - USIP(RHS) + 6% Spreads Between Offical LME and SHFE 3-month AluminumPrices
Daily, Through 22 May 2008 Spread (RHS
4% 4 - 4% SHFE C Pric
$/ Mt LME Cosggre::’rigzs adjusted for 17% VAT fax & import du $/ Mt
2% 4 L 2% 10,500 2,000
0% 1 0% 9,750 - 1,500
-2% 4 F -2%
9,000 - 1,000
4% 4 L 4% Reduce
R, Imports
-6% -6% 8,250 1 b 500
2000 2001 2002 2003 2004 2005 2006 2007 2008
7,500 A F 0
Even though Chinaés refin 67507 " -500
I, b d | 230/ . t d d f Increase Imports
climobed nearly 0 yedanyear, Impor eman rom 6,000 ; ; ; ; ; -1,000

China appears to have been robust during April. Accord-

ing to preliminary data "¢+ cucoew
General Administration, Chinese imports of unwrought during the first three weeks in May; and 2) historically,
copper and copper products rose 2.3% from March togross imports are typically softer during May compared
246,119 mt. Only import figures were reported on 14 to April.

May. As mentioned above, the differentials between

Jun-06 Oct-06 Feb-07 Jun-07 Oct-07 Feb-08

' S

8 %

Apr

t om

LME and SHFE prices may have led to increased exportsChinese demand nonetheless has been remarkably strong
of copper from China. Prices on the LME, adjusted for this year, especially given the economic weakness ex-
the VAT tax and duties, were higher than SHFE prices. perienced in the western world. According to the China
Next month market participants may see a decline in theNonferrous Metals Industry Association, China's refined
reported net imports figures during May for two reasons: copper demand is set to rise by at least 9% to 4.9 million
1) the prices differential was not supportive of imports mt in 2008. The expected slowdown in China's GDP

10
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growth due to macreconomic control policies may Gross Long and Short Positions of Non-Commercial Positions

T . L, . . Comex copper futures and options. Weekly data, thra2@klay 2008
limit China's copper consumptlo_n, to some e_xtent. This Bgilion Lbs, Billion Lbs.
yeards growth is estimate 18 18
growth of 18.4%, reported by the association. Demand *°
from Chinab6s booming dowr'?
power generation, electronics, and telecommunication, °°
are assumed to continue support total copper consump °°

. 0.3
tion.
0.0

20

Lon
9 1+ 15

T 1.2
1 0.9
0.6
0.3
0.0
T -03
I -0.6
I -0.9
-1.2

Net Fund Position in Comex a S

N\

INVESTMENT DEMAND & MARKETS gz

______________________________________________________________| -

The Commitment of Traders data for copper traded on ©°

the Comex shows there may be a shift occurring in inves- ™2~

tor sentiment. Market participants have begun to liqui- ~ AP APr97 Apres  Aprol Apr03  Apr-05  Apr-07

date some of their gross long positions. From the begin-

ning of March through 6 May net long positions had SUMMARY

fluctuated between 6,189 contracts and 9,280 CON tr o C m——

On 13 May the net long positions broke below the lower Strong seasonal demand for copper during the second

end of this range, falling to 4,213 contracts. This resultedand third quarters may continue to strain already tight

from market participants reducing their gross longs exchange inventories. However, given the differential in

21.2% from their peak on 22 April. Longs had built up prices between the LME and the SHFE, Chinese net im-

their position in late April, amid the strike in Chile. Out- port demand during April and May could be softer than

put from Chile, the wor | ddfeselsseenandhe firgt quartem Bvenrif coppempsces,sells t

being threatened by power and sulfuric acid shortagespoff in the near term, on some more long liquidation,

and falling ores grades. However, looming concerns prices may recover given the seasonality of demand and

about weaker demand may be discouraging a buildup ofprices. A narrower price differential between London and

new longs. Shanghai would likely stimulate increased Chinese de-
mand. Net imports may begin to creep higher in June as

The combination of short covering, during the strike in typically seen in the past. Weak economic conditions in

Chile, followed by some long liquidation upon the con- the United States and Europe may, however, mitigate

clusion of the Chilean strike, was very apparent on thesome of the seasonal strengthen in the third quarter.

LME. LME total exchange open interest fell 13.3% from

record highs of 280,089 contracts on 27 March to

242,606 contracts on 22 May.

Total World Copper Supply and Demand: Thousand Mt

Year 2005 2006 2007 2008p 2009p
Total Mine Production 14,925 14,988 15,454 16,409 17,619
Total percent change 2.3% 0.4% 3.1% 6.2% 7.4%
Total Refined Metal Production 16,581 17,323 18,082 18,706 19,746
Total percent change 4.1% 4.5% 4.4% 3.4% 5.6%
Consumption™ 16,820 17,328 17,920 18,431 19,214
Total percent change 0.7% 3.0% 3.4% 2.8% 4.2%
Balance -239 -5 162 275 532
Reported Metal Stocks

Producers 587 713 506

Consumers 135 149 153

Merchants 17 17 18

Exchanges 156 253 238

Total 896 1,132 915 1,191 1,723
No. weeks of consumption 2.8 34 2.7 34 4.7
LME Price per Metric Tonne $3,665 $6,723 $7,254 $8,070 $7,400
% Change Year Ago 17.9% 83.5% 7.9% 11.2% -8.3%

*(includes the destocking & restocking of unreported inventories in China); Notes: Totals may not equal sums of indisgduakadue to rounding; Reported
metal stocks are ye&nd; Sources: International Copper Study Group, WBMS, CPM Group, ABARE; May 20, 2008 11
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PRICES
L]

PRICE PROJECTIONS

Lead Quarterly Average PriceProjectionsto Q1 2010
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During the first half of April lead prices were supported
by concerns over supplies from Peru and China as well
as a weak U.S. dollar. However, further increases in
LME stocks chiseled away at the support for prices. Lead
declined through the remainder of the month to close on
30 April at $2,714. Thi s
close. Lead traded in a narrower $323 band in April com-
pared to the $825 trading range seen in March. This re-
sulted in a significant drop in monthly price volatility in
April, which fell 45.1 percentage points to 21.5%.

w

The pace of the price decline accelerated during the first
three weeks in May. LME stock levels have risen swiftly
as physical demand for lead appears to have dried up
during the past 12 weeks. By 22 May, prices fell as low

0,

2008 | $2.490 141% as $2,000, down 26.1% from
2008 1l $2,345 -5.8% Lead Prices: 2 April 2007 to 22 May 2008 $IMT
2008 IV $2,385 1.7% $2,530 -4.3% 4500 4500
2009 I $2,425 1.7%
2009 I $2,150 11.3% 4000 1 r 4000
2009 1 $1,985 7.7% 3500 - L 2500
2009 IV $1,960 -1.3% $2,130 -15.8%
2010 I $1,980 1.0% 3000 7 s '\ - 3000

2500 -+ ‘Ikr F'lﬂ‘l' - 2500
OUTLOOK n
| 2000 -,“J‘?‘ L 2000
The combination of seasonally weak demand for leac

1500 1500

outside of Asia, a recovery in lead production in China,
and rising LME warehouse stocks may keep downwarc
pressure on lead prices over the next couple of weeks
After falling sharply during the first 15 trading days in ©TOCKS
May, LME threemonth lead prices may consolidate to

form support around $2,000, before bouncing slightly LME warehouse stocks have been trending higher from
higher. the lows of 20,850 mt touched in late September 2007.

By 30 April stocks held at LME registered warehouses

Weak fundamentals in the lead market could be partially St00d at 56,350 mt, up 14.9% higher from 31 March. The
offset by a softer U.S. dollar and/or a resurgence in shoridaily rate of the buildup in stocks roughly doubled dur-
term supply concerns. While LME stock levels have N9 the first 15 trading days in May compared to April.
been trending higher over the past seven months, thef‘s of 22 May \_/varehouse stocks had climbed 13.4% from
still are low on a historical basis, which is concerning the end of April to 63,900 mt.

given that the lead market was reportedly in a 7,000 mt _ _ _

deficit during the first quarter of this year. Worries over !N April, lead demand in the western world continued to
tight supplies during the summer driving season could P€ lackluster. This weakness has been very apparent in
resurface if Chinese exports decline further or if the po- LME cancelled warrants figures, which reveal invento-
tential national strike in Peru seems likely to result in a €S earmarked for shipment. From the start of March
supply disruption. On the upside prices may face resis-through 22 May LME cancelled warrants have averaged
tance around $2,350. A projected surplus for the 2008914 mt, on a daily basis. This was down 72.0% from the

calendar year seems likely to cap any further gains. daily average levels of 3,270 mt seen in the first two
months of this year. During the third week of May, how-

ever, cancelled warrants edged slightly higher. This

A-07 J-07 A-07 0-07 D-07 F-08 A-08
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could suggest that the rate of the buildup in LME stocks Relatively high domestic lead prices in China compared
may slow in the near term. to LME prices, adjusted for the export duty, have been
deterring Chinese lead producers from the export market.
The reduced arbitrage opportunity will likely prevent

Chinese exports from returning to levels seen prior to

Lead LME A.M. Cash Pricesand LME Inventories
Daily, Through 22 May 2008

1000 Mt $/Mt 2007. Fewer exports from China should offer longer term
140 4,500 support to |l ead prices. Ac
120 - 4000 General Administration, the

3,500
3,000
2,500
2,000
1,500

Cancelled 1,000
Warrants 500

exports were 6,850 mt in March, down 74.0% from a
year earlier. During the first quarter of 2008 the coun-
tryds gross exports total eoc
the same period in 2007. China continues to be a net ex-
porter of |l ead. I n March,
amounted to 3,163 mt, down 85.3% yearyear. The

jump in domestic lead production during April may sig-

nal a correction in declining net exports. However, robust
consumption in China and higher domestic prices will
likely limit the amount of excess supplies exported.

100
Total Inventories
80 7
60 7
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0 T T T T T 0
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SUPPLY
| Chinese Unwrought Lead
Chinese Supplies Monthly, Through March 2008
‘000 Mt
. . 70,000 - -
During January and February the outlook for refined lead ¢4, | = ChineseExports Chinese Imports
supplies was looking relatively bleak as production g4,
slipped sharply | ower in 40,000 est

ducer of lead. However, for the most part this decline
stemmed from the weatheglated supply disruptions 20000
during that period. On 14 ur e
of Statistics reported the second consecutive monthly o
increase in Chinese unwrought lead production during

April. Output climbed 25.8% from March to 283,000 mt.
This also represents an 11.7% yemtyear increase.
Through the first four months of this year, gross produc-
tion totaled 888,100 mt, up 7.7% yearyear. The 10%
export tax imposed on unwrought lead exports has bee
cutting into the margins of lead producers since the duty
was enacted on 1 June 2007. This has weighed on do
mestic production and even more so on exports.

-10,000
-20,000

== Net Exports

Sep-04 Mar-05 Sep-05 Mar-06 Sep-06 Mar-07 Sep-07 Mar-08

Peru, the fourth largest miner of lead, has been another
ource of concern for market participants. In late April,
Perubs mining ministry rep:¢
metal production slipped 0.2% in March to 27,419 mt
compared to a year ago. Reported output figures for

Chinese Unwrought Lead Production April also are expected to record yearyear declines.
Monthly, Through April 2008 During April workers at Doe Run's La Oroya refinery,
300“380 5000 the only lead refinery in Peru, held ad&y strike. Amid
’ ™ Year-on-Year Percentage Change 17" the strike lead production fell by 25%. Peruvian output
Production -— - M . . .
250,000 1 Lt 45% could be disrupted further if union leaders launch a
" . W planned nationwide mining strike. The strike, scheduled
B a M = % . .
200,000 . W > to begin 12 May, was postponed 15 days by union lead-
150,000 1 / T 15% ers to allow for more time to negotiate with the govern-
\’r ( ment. If an agreement is not reached, workers at almost
100,000 7 / T °% 20 mining companies in the country are planning to walk
50,000 - (I off their jobs. In recent years, however, Peruvian national
strikes have had Ilittle i mp
0 ' ' -30% and lead prices.
2004 2005 2006 2007 2008
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DEMAND Vehicle Production in Brazil, Russia, India, and China
'000 Vehicles '000 Vehicles
| 18,000 18,000
Lead-acid Battery Consumption from Vehicle Production P — Brazil 1 16000
ussia

Auto production and sales in the United States have been ' | [ e
declining sharply in recent months. Demand in other de- 12,0001 China ] e
veloped regions of the world also has been hurt. The de- % | India 1 1000
clines are not as sharp as those in the United States, how- 800 1 T 8000
ever. Demand and production have been holding up 600 T 6000
fairly well in developing countries. 4,000 1 4,000

2,000 A T 2,000

Production of cars and light trucks in North America L.

stood at 1,213,369 units during April. This was down 9 00 0 02 03 04 05 06 07 08p

nearly 8% from the same period last year. Yeatate

North American car and light truck production totaled =BRIC Vehicle Production as Percentage of World Production

5,403,679 units through 17 May, down 12.0% from the Percent Percent
. . 25% 25%

same period last year. Truck production has been the ma-

jor drag on North American output. Yetrdate truck

23% A - 23%

production in North America was down 15.8% from the #% 1 [ 21%
same period in 2007. The decline illustrates a change in % 1 [ 10%
consumer preference for smaller and more fuel efficient 17% A L 17%
vehicles. 15% - L 150

13% - 13%
Chinads auto production duging t first guaril,g’r of

year totaled approximately 2.5 million vehicles, up ap-
proximately 15% from the same period last year. By o : : : : : _ : o
some estimates Chinabds aut oggporoo(gu&tg3o(9 oL Ny 2079008§ i s
pected to cross the 10 million vehicle mark. In addition

to the growth in vehicle production, electric bikes also
are a growing source of demand for leanid batteries.
Electric bikes use roughly one esized leaeacid battery
per year. At the start of this year it is estimated that there
could be as many as 58 million electric bikes on the
roads in China, most of which use leald batteries.

9% A - 9%

GLOBAL SUPPLY & DEMAND OUTLOOK
|

The International Lead and Zinc Study Group (ILZSG)
announced that the lead market exhibited a market deficit
of 7,000 mt through the first quarter of this year. This
was an 81.6% reduction from the global deficit seen dur-
ing the same period last year. During the first quarter of
2008, the market saw a 1.2% increase in global produc-
h ; S ) r}ion of refined lead as increased production in Australia,
in automobile production in North America and Europe, ) )
other markets, specifically Japan, Brazil, China, and In- Canada, India, and Japan, compensated for production
' ' ' ' declines in China, Germany, and Korea. The 0.5% de-

dia, are more than compensating for the dip. Over thlsCline i alobal consHmptg)on wa mz?.l)'ru dl{e t0 a 5.5?
SG,

First quarter estimates from major markets around the
globe indicate that although there has been a slowdow

period Japanos production dr'o n|nC urgaeasn%onsum ﬁon cecordin to%ellﬁo’z
lion units, while auto production in Brazil, China, and P P P ' 9

: the lead market is forecast to transition out of the market
0 0 0 -
:Rﬁ!? also was up roughly 20%, 15%, and 12.7%, respec deficit to a marginal surplus of 26,000 mt by the end of
y the year. The soft demand in Europe and the U.S. is ex-
f pected to be partially offset by stronger growth in China,

The growth in vehicle production in the four countries o India, Japan, and South Korea.

China, India, Russia, and Brazil is expected to be 2.04
million vehicles this year. Japanese auto production
meanwhile could rise around 500,000 vehicles this year.
The contraction in U.S. production is expected to be
around one million vehicles. Thus, the increases in pro-
duction in just those four emerging economies are likely
to more than offset the declines projected for the Unites
States.
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INVESTMENT DEMAND & MARKETS decline in prices amid rising open interest suggests that
LI I I I market participants were building up their short positions

The selloff in the lead market has taken a larger toll on in lead. This trend remained present in the first half of
the cash contract compared to the longer dated contractdvlay. Open interest then fell sharply on some long liqui-
Weak spot sales in the western world and rising stocksdation. As of 21 May open interest slipped 5.9% from 15
resulted in this downward pressure. Going forward, asMay to 64,821 contracts.

the third quarter approaches some of this pressure may

ease as the physical market picks up during the SUMME 1in official LME 3-Month Prices and Open Interest

driving season. This year, however, there may be les:Daily, Through 21 May 2008

strength than in the past because higher gasoline price: ng";gg“ 2; M
are expected to reduce summer driving, which will === Exchange Open Interest ’
weaken the demand for replacement {aaill batteries. %% | - L 3-Month Price RHS) T 24°00
Since the start of April, the LME thremonth contract 20500 7 ;/MV‘ T 22,000
held a premium over the cash contract, with the excep- 19.000 1 T 19500
tion of three days. From 1 April through 21 May this pre- 17500 { N T 17,000
mium averaged 0.6%. 16,000 1 1 14500
Lead Forward Curve 145500 1 T 12000
LME Official A.M. Prices 13,000 1 T 9,500

$/ Mt

2,250 11,500 T T T T T T 7,000

2200 Jun-06  Oct-06 Feb-07 Jun-07 Oct-07 Feb-08 Jun-08

2,150 1

SUMMARY

2,100
Lead prices slipped lower as weak seasonal demand in
the western world has led to rising LME stocks. Higher
stocks have quelled netarm supply concerns. In the
1050 1 T 2zMay-08 T 22-May-07 longer term, reduced supplies from China and robust ve-
hicle production in the developing economies will pro-
vide underlying support. Prices in the near term may con-
solidate at lower levels following the recent s#fl. De-

Investor interest continued to build in April, as it did in Mand for lead may pick up slightly as the third quarter
March. On 30 April, total LME open interest amounted approaches and the driving season gets underway, which

to 71,746 contracts up, 3.1% from the end of March. TheCould support a recovery in prices.

Total World Lead Supply and Demand: Thousand Mt

2,050 1

2,000 1

1,900 T
Cash 3-Month 15-Month

Year 2005 2006 2007 2008p 2009p
Total Mine Production 3,307 3,360 3,685 3,943 4,258

% Change Year Ago 5.6% 1.6% 9.7% 7.0% 8.0%
Total Refined Metal Production 7,636 7,948 8,150 8,615 9,131

% Change Year Ago 9.8% 4.1% 2.5% 5.7% 6.0%
Consumption 7,811 8,057 8,220 8,587 9,016

% Change Year Ago 7.6% 3.1% 2.0% 4.5% 5.0%
Balance -175 -109 -70 28 115
Reported Metal Stocks

Producers 107 103 94

Consumers 136 123 111

Merchants 0 1 1

LME 44 41 45

Total 287 267 267 295 410
No. weeks of consumption 1.9 17 17 18 24
Price per Tonne $981 $1,290 $2,644 $2,530 $2,130
% Change Year Ago 4.3% 31.5% 105.0% -4.3% -15.8%
Notes: Refined metal production includes lead content of refined lead alloys; Concentrates represent contained lesdsmatg).ibt equal sums of 15

individual categories due to rounding; Reported metal stocks areydaBources: ILZSG, WBMS, CPM Group; May 20, 2008p, USGS.
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PRICE PROJECTIONS tors had plgnned to Ic_)wer their_ stainles_s stegput, but
would continue to build up their stockpiles at a reduced
Nickel Quarterly Average Price Projectionsto Q1 2010 s/ rate.
MT
$50,000 j( . $50,000 Nickel prices plummeted 20.2% from intraday high of
I $29,149 on 1 May to an Itonth low of $23,250
000 $/ \ ! $45000 touched on 22 May. On their decent, nickel prices
$40,000 / \ ! $40,000 crashed through support at $25,000. In the past this level
$35,000 1 $35,000 has been a fairly firm support level. Prices bounced off
/ \\ I Projections this floor in August and December of last year as it was
$30,000 ]’ ”-N\“ $30,000 more than just a technical support. The breeén costs
$25,000 ; $25,000 for producing one metric tonne of nickel from a very low
$20000 / : \_o\x $20,000 -grade laterite ore (containing roughly 1.6% ni¢kedn
T : vary between $25,000 and $30,000. As the nickel grade
$15,000 - u

* $15000 of the ore increases, the breaken costs, which include
2007 2008 2009 2010 processing costs as well as the transportation costs for

shipping large amounts of legrade ore, decline.
Year Quarter Quarterly AVG Change Annual AVG Change

2008 1 $26,850 -71.3% Nickel Prices: 2 April 2007 to 22 May 2008

$/MT
2008 1 $25,485 -5.1%
2008 IV $22,767 -10.7%  $26,015 -26.8% 52000 1 - 52000
.
2009 I $22,903 0.6% 47000 WM\ L 47000
2009 1] $22,200 -3.1%
2009 n $20,655 -7.0% 42000 1 [ 42000

2009 IV $18,863 -8.7% | $21,155  -18.7% 47000 - L 27000

2010 | $19,250 2.1% Mh1

32000 1 - 32000
OUTLOOK ‘W«H
] 27000 1 [ 27000

After declining for the past eight weeks, LME three
month nickel may be due for an upward price correction

both on a fundamental as well as a technical basis. Price..
might dip to $23,000 before being pulled slightly higher. STOCKS
On the upturn, nickel prices may consolidate aroun

$25,000. The Internati on @lring thé Past Righe rBodths rcked ®ites hdved large O <
(ISSF) expectation of abovaverage stainless steel pro- been supported by higher cost of production, a weak dol-
duction and consumption during 2008 may provide somelar, and commoditglenominated indexed buying. While
fundamental backing to prices. However, this support physical demand has been relatively robust, even with
may be limited because exchange stock levels are-at tensome recent reductions in Chinese stainless steel produc-
year highs. The high cost of production, on the other tion spot sales have not been the primary driver behind

22000 22000

A-07 J-07 A-07 0-07 D-07 F-08 A-08

hand, seems likely to provide firmer support to prices. Nickel LME A.M. Cash Pricesand LME Inventories

Daily, Through 22 May 2008
PRICES '000 Mt $/ Mt
e % 59.000

Nickel prices moved in a relatively narrow range during 4s -
April between $27,900 and $30,325. This resulted in a
sharp decline in monthly price volatility, which fell from

56.7% seen in March to 32.2% during April. Market par- ** ]
ticipants began to drive prices lower in May. Concern 24 1
about weaker demand from stainless steel manufacturer: ;; |
sparked a selff in the nickel market. Some of China's

T 52,000
T 45,000

T 38,000

Total Inventories
T 31,000

Cancelled T 24000

Warrants
. . T 17,000
stainless steel fabricators announced that they were cu: ¥
ting their stainless steel sales in May in order to push © 10,000
stainless steel prices higher amid weak demand. Fabrica Jan04 Jan-05 Jan-06 Jan-07 Jan-08
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nickel prices. The negative relationship between LME estimated growth in Chinese nickel production was in
inventories and prices seems to have broken down at thdine with the growth in Chinese production already seen
current tepyear high stock levels. The swift declinein t hi s year . According to Chi
prices during late April and the first 15 trading days of tistics, domestic nickel production during the first four
May was accompanied by deteriorating inventory levels. months of this year rose 13.1% yearyear to 45,200
As of 22 May, LME stocks had fallen 6.6% from their mt. These figures do not including the production of
recent peak on 22 April to 48,870 mt. LME inventories nickelbearing pig iron; however, this industry continues
may continue to edge lower in the near term as highto expand. Imports of nickel contained in lgnade lat-
LME cancelled warrants suggests further deliveries from erites from Indonesia, the Philippines, and New Caledo-
warehouse stocks. LME cancelled warrants averagedia climbed nearly 60% during the first quarter of this
1,359 mt on a daily basis during the first 15 trading daysyear, compared to the similar period in 2007.

in May, a more than 50% i ncr~necn from Anveil Ac ~wanayr gg
Chinese Imports of Low-Grade Nickel Ores from Select Countries

Monthly, Through March 2008

SUPPLY Ore Mt Recoverable Nickel Mt

C | 2,500,000 20,000
. . - - m New Caledonia

According to the Nickel & Cobalt Industrial Chain Fo- ndonssia

rum, China's nickel supplies are expected to only fall 2000000 1 Philippines T 16000

Nickel Contained (RHS)

slightly closer in line with its domestic demand this year.
Chinese demand is forecast to exceed supplies by
102,000 mt. Increased domestic nickel production anc
some expansions in the nicksdaring pig iron industry
may help narrow the gap. According to the forum, last
year China produced 214,000 mt of nickel, while nickel
demand stood at 320,000 mt. In 2007 demand for nickel . —
grew roughly 36_% yeamygar beCAause of the 'rapid Jan-05 Jul-05 Jan-06 Jul-06 Jan-07 Jul-07 Jan-08
growth in Chinads stainl: s y
Chinads nickel consumpt i oDEMAND 7. 8 Y%
345,000 mt. Chinese nickel production, including
roughly 100,000 mt of nickeédearing pig iron, may reach Expectations of nickel consumption seem to vary widely
243,000 mt in 2008, up 13.6% yeamryear. among different associations. In late April, the Interna-
tional Nickel Study Group (INSG) painted a very bullish

Monthy, Through Mavch 2008 picture for nickel. According to INSG, world primary

1000 Mt nickel consumption in 2008 is forecast to grow roughly
16,000 S ———— S —— 13% yeaton-year. This is up sharply for from last year.
14000 T Vet imports Nickel consumption fell more than 2% in 2007 compared
12,000 T to 2006. Large annual swings in nickel consumption are
10,000 not a new phenomenon in the nickel market. Demand for
o] nickel has historically been volatile as it primarily fol-

' lows the cyclical stocking pattern of the stainless steel

4,000 7 . A
2000 + industry. The |1 NSGO0s foreca

0 tially based on the robust growth in Chinese stainless
-2,000 ; I “I i I"I'"“ LLL steel production seen in the first quarter of this year. Ac-
-4,000 cording to Chinabs National

Sep-04 Mar-05 Sep-05 Mar-06 Sep-06 Mar-07 Sep-07 Mar-08 stainless steel production climbed 30.9% yaayear.

1,500,000 4 T 12,000

1,000,000 1 T 8,000

500,000 A T 4,000

0

Chinese Unwrought Nickel

The Nickel & Cobalt | ndusThe grewth incglohal stainless steempreducton rg-r e
for the growth in Chinese nickel consumption seem too casted by the ISSF is not as strong as the figures set out
conservative given its exbydheiNg® Ol MaydSSk anmounced Wer expestp-a |
steel production may grow between 16% and 20% thistions that annual stainless steel consumption will grow at
year. This would mean a substantial shift to nidked 6.0% this year. The ISSF forecasts the growth in global
stainless steels, which is becoming less attractive becausgtainless steel production to rise at the same rate of de-
of the surge in ferrochrome prices. Nizkel stainless ~Mmand. This growth in stainless steel production is
steels typically have higher chrome contents to make upslightly higher than historic averages. From 1995 through

for nickelds corrosion r 2807 sthe£ompounged annuat growth rate pfrs@inlesso |
steel production stood at 5.7%. 17
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INVESTMENT DEMAND & MARKETS expectations of stainless steel fabrication, may be send-
1 ing mixed messages to investors. This could be resulting
Since May 2007 total LME exchange open interest hasin the current high volatility in open interest.

been edging higher in a choppy fashion. During the past

two months the volatility in total open interest has in- Expectations of more abundant nickel supplies have been
creased. As of 21 May open interest stood at 64,821 conpriced into the longer dated nickel contracts since early
tracts. This was down 5.1% from the start of the month, March. As of 21 May LME 2smonth prices held a 7.9%
but up 7.2% from the start of this year. Widely different premium over the cash contract. This is up from a 1.6%
nickel consumption forecasts, based off of industry group Premium seen at the start of February.

Spreads Between Forward LME Nickel Contracts SUMMARY

Daily, Through 22 May 2008 |
Contango(+) / Backwardation (- The outlook for global nickel demand varies widely
20% Cash to 3-month Cash to 15-morth al ong di fferent gl obal i nd
10% 1 Cashio ZLmonth 3-month to 15 monh forecast is closely aligned with the growth rates put for-

0% | o ward by the ISSF. The cyclical nature of steel production
VY is expected to support global nickel consumption, even
10% 1 though global industrial production is forecast to weaken

20% A ) this year compared to 2007. While the present restocking

205 - / f phase at many stainless steel fabricators is expected to
M[W chisel away at LME stock levels, the nickel market

-40% should remain well supplied. Currently LME stocks are

50% : : : : : : : at tenyear highs. The cost of production may continue to
Jul-06 Oct-06 Jan-07 Apr-07 Jul-07 Oct-07 Jan-08 Apr-08 be one of the primary supports behind prices.

Total World Nickel Supply and Demand: Thousand Mt

Year 2005 2006 2007 2008p 2009p
Total Mine Production 1,324 1,378 1,445 1,526 1,605
Total percent change 3.6% 4.1% 4.9% 5.6% 5.2%
Total Refined Metal Production 1,282 1,335 1,420 1,518 1,615
Total percent change 2.6% 4.1% 6.4% 6.9% 6.4%
Consumption 1,245 1,377 1,348 1,469 1,559
Total percent change -0.6% 10.6% -2.1% 9.0% 6.1%
Balance 37 -42 72 49 B
Reported Metal Stocks

Country Stocks 76 73 125

LME 36 7 48

Total 112 80 173 222 278
No. of weeks of consumption 4.7 3.0 6.7 7.9 9.3
Price per Tonne $14,670 $24,258 $35,559 $26,015 $21,155
% Change Year Ago -0.5% 65.4% 46.6% -26.8% -18.7%

Notes: Totals may not equal sums of individual categories due to rounding; Reported metal stockseate $earces: WBMS, USS, CPM Group, and ABARE;
May 20, 2008
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PRICE PROJECTIONS

Tin Quarterly Average Price Projectionsto Q12010

$/MT
$24,000 ﬁ\ $24,000
$22,000 / $22,000
Y,
$20,000 $20,000
Actual / 1 \N\Q
$18,000 /) i \ $18,000
$16,000 / I x> $16,000
$14,000 / 1 $14,000
$12,000 i — $12,000
/ . Projections
$10,000 ; $10,000
$8,000 F—F—1 | $8,000

2007

2008

2009

2010

Year Quarter Quarterly AVG Change Annual AVG Change

lost their momentum ahead of the second significant hike
in LME initial margins seen in roughly one month. At
the close of business on 1 May LCH.Clearnet, which
clears trades for the LME, raised its margins 41.1% from
its previous increase at the end of March. On 1 May tin
prices fell to close at $22,750, but this still was up 13.5%
from the end of March. Some of the investors in the tin
market have been proven to be remarkably resilient as
they continued to push prices sharply higher following
the second large jump in margins. Tin prices surpassed
their previous record high set in April to hit $25,500 on
15 May. Prices then weakened in a broad move lower,
which was felt throughout the base metals complex. On
22 May tin settled at $23,750, up 4.4% from the start of
the month.

Tin Prices: 2 April 2007 to 22 May 2008 $IMT

2008 11 $23,400 31.6%

2008 11 $20,560 -12.1%

2008 v $19,475 -5.3% $20,305 33.7%
2009 | $19,105 -1.9%

2009 11 $18,475 -3.3%

2009 11 $16,887 -8.6%

2009 v $15,773 -6.6% $17,560 -13.5%
2010 | $16,016 1.5%

OUTLOOK

-
LME threemonth tin prices may touch new highs over

28000

26000

24000

22000 A

20000

18000

16000

14000

"V\F Mw“m

Jﬂ

o

12000
A-

the next month. After slipping lower in conjunction with  STocks

most LMEtraded base metals in the third week of May,

-r-{*mm.-
07 J

-07 A-07 0-07 D-07

F-08

A-08

28000

~ 26000

G

- 22000

24000

r 20000

~ 18000

r 16000

- 14000

12000

prices may resume their upward trend to test resistance af ME warehouse stock levels continued to deteriorate in
$27,000. Reduced supplies from both China and Indone-april and the first three weeks in May. Over this period

si a, t he worl doés | argest
strain LME inventories. Tin prices typically display their
greatest seasonal strength in the second quarter.

stotk® slipped Qchity 2®4. $he dail) da¥e ofahe Becling? U

in stocks slowed in May, however. In April LME stocks
levels declined approximately 63 mt per day. During the

first 15 trading days of May the pace of withdrawals

As the third quarter approaches, tin prices may run out offrom LME warehouses slowed to 25 mt per day, down

steam. Increased deliveries of tin to LME warehouse
stocks would likely trigger a round of profit taking. Tin
is the least liquid of the LMiaded base metals. Low
volumes can lead to sharp spikes in either direction. If
there appears to be an im
damentals, prices could fall to test support at $22,75C
and then at $20,000.

PRICES
]

In April tin prices rose swiftly as supply concerns from
Indonesia and China as well as dwindling warehouse
stocks pushed prices up to record highs. On 24 April tin
jumped to $24,600, a record high for this tin contract,
which began trading on the LME in 1989. Prices then

Tin LME A.M. Cash Pricesand LME Inventories

Daily, Through 22 May 2008

‘000 Mt $/ Mt
18 27,500
16 A f. 25000 | Y
14 A 22,500
Total Inventories

12 Y — r 20,000
10 A r 17,500
8§ 1 —mMmMmM r 15,000
6 1 YW ' r 12,500
4 Cancelled Warrants | 10,000
2 1 T 7,500
0 5,000

J-04 J-04 N-04 A-05 S-05 F-06 J-06 D-06 M-07 O-07 M-08

19



TIN (CONT.) 11-5

60. 3% from April 6s aver ageédawn 985% gehonyeadr. Thraugh theMiist guanter efn -

tories stood at 7,425 mt, a low not seen since Septembethis year, gross tin exports amounted to 366 mt, signifi-

2005. cantly less than the 8,105 mt exported in the first quarter
of last year.

LME cancelled warrants remain at high levels, suggest:

ing that the downward trend in stocks may persist in theDEMAND

near term. This should lend some support to the expectc
recovery in tin prices. China has been a net importer of tin, on a monthly basis,

since September | ast year .
SUPPLY imports amounted to 1,137 mt, down 3.1% from Febru-
e 2 Y 0s levels. Chinads deman
Concerns over dwindling LME warehouse stocks have this year, with some industry analysts forecasting a 10%
been amplified by news of falling production in Indone- i N¢rease in the countryos
sia and China. PT Timah, £0R7 Thiguah thefissisquages of ghig year, Chipegesnsty
miner and refiner, announced that it produced 11,523 mtmports totaled 3,376 mt. Yean-year comparisons can-
of refined tin in the first quarter of 2008. This was Ot be made because China was a net exporter of tin at
roughly a 20% decline in production compared to the that time last year. During the first quarter of 2007, Chi-
same period last year. Adesgnetexpogstopledg287mi ne companyo
stocks of tinin-concentrate amounted to 2,707 mt, the o o
| owest level since 2005. [Lhegpupipinghas pimarilypeen,he,rgsylt olssppply k s
tin-in-concentrate reached almost 20,000 mt. Weak pro-disruptions, as opposed to a demdanglen move. Con-
duction has left less tin available for the export market. Sumption of tin in the United States continues to be soft.
According to the I ndonesi &¢ordipgte fheWaorldBuregy pf\p/lgt?lsos;a}gs@cs, K-epo
released on 8 May, the codemand {pprefined findgglined 300% gduring ghe frsf,

March to 7,858 mt in April. quarter on this year compared to the similar period in
2007. U.S. imports of tin plate steel also have weakened.
Supply problems, such as power shortages, have contin] he¢ U. S. Census Bureauds re

ued to plague Chinese production as well. In the middle Consumption of Steel Products released on 9 May indi-
of May, Chinadés National oBtadthatdJsS. irgpprts &f finyplate steeljthroygh theyfirsg
Chinese production figures for April. Tin was the only duarter of this year amounted to 79,210 mt, 26.0% less
base metal to record yeanyear shortfalls in produc- Ccompared to the first quarter of last year.

tion. Chinese output stood at 11,700 mt in April, down
10.5% from the same month in 2007. Through the firstINVESTMENT DEMAND & MARKETS

zozurlsrgomps of 12108?/’ gh”r.esefre“'”teﬁ tin output Foga'IEdtThe combination of high price volatility and increased
’ mt, an 1.1.97 decliné from e same perod 1ast iy, | ME margins begin to surface in LME total ex-

year. Reduced Chinese refined tin production also haschange open interest duriné April and the ﬁrStotEr%Ei )

Eﬁ k en N a é oll on Gt he c OI u npf ee\ké)oﬁ.MaE/.'V\/&v sCot A t)rvetrirf'g,' evid%rﬁ Ba/ d ,
n f"." ods . ustoms | gon er aM h il’ﬁHg I?)rjicésstar’idaf IIithoBe’n intbr sE pu§h8d or&etnédy (
gross refined tin exports were only mt In March, ;ierest back to levels seen in early March. On 30 April

Chinese Unwrought Tin Tin Official LME 3-Month Pricesand Open Interest
Monthly, Through March 2008 Daily, Through 21 May 2008
Mt Contract $/ Mt
5,000 - 23,500 27,000
== Chinese Exports Chinese Imports == Exchange Open Interest

4,000 T
3,000 T
2,000 T
1,000 T
0
-1,000
-2,000
-3,000 T

16,000 T 14,500
-4,000 T
-5,000 T

14,500 A W T 12,000
13,000 T T 9,500
-6.000 = Net |mports

-7,000 11,500 T T T T T T 7,000
Jan-04 Jul-04 Jan-05 Jul-05 Jan-06 Jul-06 Jan-07 Jul-07 Jan-08 Jun-06  Oct-06 Feb-07 Jun-07 Oct-07 Feb-08 Jun-08

22,000 1 T 24,500
LME 3-Month Price (RHS)
20,500 1 IM'LV\ T 22,000

19,000 A T 19,500

17,500 1 N 1 17,000
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exchange open interest amounted to 19,994 contracts,
down 1.9% from the end of March. By 22 May open in-
terest had fallen to 64,821 contracts, down 5.4% from the
end of 30 April. Over this period seven week period,
prices climbed more than 18%.

SUMMARY
|

While tin may be due for a substantial price correction,
this seems unlikely to occur during a period of declining
Indonesian and Chinese refined tin production as well as
low LME inventories. Current market fundamentals sug-
gest that tin prices are likely to surpass record highs set
in the middle of May. Tin prices, at present levels, will
remain vulnerable to waves of prefitking, however. As

of the close on 22 May, tin prices have risen 44.3% from
the end of 2007.

Total World Tin Supply and Demand: Thousand Mt

Year 2005 2006 2007 2008p 2009p
Total Mine Production 331 340 342 345 356
Total percent change 15.4% 2.7% 0.6% 0.9% 3.3%
Total Refined Metal Production 374 378 378 385 400
Total percent change 7.5% 1.0% 0.1% 1.9% 4.0%
Consumption 349 384 384 387 395
Total percent change 3.1% 10.0% -0.1% 1.0% 2.0%
Balance 25 -6 -6 -3 5
Reported Metal Stocks

Country Stocks 22 21 20

LME 17 13 12

Total 38 34 33 30 35
No. of weeks of consumption 5.7 4.5 44 4.0 4.6
Price per Tonne $7,442 $8,787 $15,187 $20,305 $17,560
% Change Year Ago -13.7% 18.1% 72.8% 33.7% -13.5%

Notes: Totals may not equal sums of individual categories due to rounding; Reported metal stocksadt $earces: WBMS, UES, CPM Group; May 20, 2008
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PRICE PROJECTIONS PRICES
S

From the start of April through the first two weeks of

Zinc Quarterly Average Price Projectionsto Q12010

$/MT May zinc prices edged lower in a choppy fashion. Zinc
$4,500 . $4,500 prices were depressed even though there was a reversal
R ! of the upward trend in stocks during late April. On 9
$4.000 / \ ! ororections $4.000 May zinc prices dipped to a sironth low of $2,142
$3,500 v/\ I ! $3,500 during intraday trading. This decline was not necessarily
— \ ! tied to any fundamental news, as prices slipped lower in
$3,000 \\! $3,000 conjuncture with most the LMEaded base metals.
1
52500 Actual N 5200 Zinc prices rose swiftly after the earthquake in China. By
$2,000 y AW- $2,000 16 May prices had broken back above $2,350. Zinc shed
$1500 | oo all of this gain the following four trading days, as market

participants were able to quantify the scope of potential

losses in Chinese refined zinc production. By 22 May

prices had fallen as low as $2,085, in a broad move lower
experienced throughout the base metals markets.

2007 2008 2009 2010

Year Quarter Quarterly AVG Change Annual AVG Change

2008 I $2,225 -8.4%
2008 1 $2,125 -4.5% Zinc Prices: 2 April 2007 to22 May 2008 $/MT
2008 IV $2,042 -3.9% $2,205 -28.4% 2500 4500
2009 I $2,000 -2.1%
2009 I $2,075 3.7% 4000 - - 4000
2009 1N $1,960 -5.5% Jd\ﬁﬂ
2009 IV $1,866 -4.8% $1,975 -10.4% 3500 f N - 3500
2010 I $1,942 4.1%

3000 r 3000
OUTLOOK l[‘
______________________________________________________________| 2500 - .& - 2500
Supply disruptions in China could keep LME three WM M
month zinc prices supported above $2,000 over the nex! 2000 . . . . 2000

08

month. Estimates of potential supply losses in China fol- A07 307 A7 007 D07 F08  A-

lowing the earthquake vary widely between 20,000 mt

and 60,000 mt. These losses add to the large supply disSTOCKS

ruptions already seen this year. As much as 100,000

of production was lost as a resulted of the snowstorms inAfter reaching a plateau in March and most of April,

China during the first two months of this year. combined exchange zinc inventories trended lower in the
first half of May. As of 23 May combined exchange

Prices in Shanghai are currently supportive of increasedstocks had increased slightly to 197,805 mt, but still were

imports of refined zinc into China. Supply disruptions in

China, potentially followed by increases in Chinese im- ZincLMEA.M. CashPricesand LME and SHFE Inv.

ports, will take a toll on historical low LME inventory = WeekKly, Through23May 2008

. . ‘000 Mt $/ Mt
levels. Prices may be pressured higher as the losses fron ,,, 4,450
these disruptions begin to materialize in the market. Fur- SFHE

. . . 180 1 T 4100
ther declines in total exchange stocks could push zinc LME
prices back toward $2,300. Shedvering could acceler- 150 1 LME Cash Prices 1 3750

ate this rise in prices. However, many market participants ,, |
already have been forced to cover their shorts following
the earthquake in China.

T 3400

90 1 T 3,050

60 1 T 2,700

. LME Cancelled
Low stock levels should continue to ward off further 30 | xv(arrants

profit taking. In fact, given present inventory levels, zinc
prices seem more vulnerable to a brief spike higher tharn
another sharp dip lower.

T 2350

0 . . . . r 2,000
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down roughly 1% from the end of April. Demand for zinc smelting capacity has been shut down since the mid-
physical zinc has been fairly stable since October. Thus,dle of April due to power shortages. Hydropower capac-
the lull in deliveries to LME warehouses may be attrib- ity accounts for more than half of the province's total
uted to the winter snowstorms in China. The most recentpower capacity. Power shortages resulting from low re-
disruptions in Chinese supplies from the earthquake mayserves may begin to be mitigated in late May when the
become apparent in exchange stock levels within the nexdrought season is due to end.
couple of weeks.

At the end of May the contract of unionized employees at

SUPPLY Teck Comincobs Trail smel t e
zinc smelter in Canada, produced 292,000 mt of refined

According to the ILZSG, the globgl Zinc m_arket experi- zinc in 2007, or roughly 3% of global refined zinc out-
enced a surplus of 72,000 mt during the first quarter Ofput. In the middle of May, Teck Cominco stated that it

this year. Global refined zinc production was practically jaq not ex - -
e pect the negotiations, which began 20 May, to
unchanged from the same thmenth period in 2007, o5 1t in 4 strike. When the contract was up for renewal

howe\}ge'r rgfined jinc ulsagi slippedlg.ég‘r‘(’)ﬁ). The Weakerin 2005, negotiations between management and the union

grO\:\_/t n Eeman resulte rom anTh 270 W’?yealr b Ifailed, at which time unionized employees went on strike
ecline in European consumption. The growth in global ¢, July until October. Teck Cominco already has made

zinc refined production continues to fall far below the concessions for the nanonetary issues in the 2008 con-

growthlidn g!obal m(ijne productio&.) IZl);ring the first_r?]uar— tract, but monetary demands have yet to be worked out.
ter world mine production rose 10.1% yearyear. The = A gpike at Trail would be supportive of prices, as it is

gr_owth n S”?e'“”g capacity has lagged behind that Ofglobal zinc refined output that is in tight supply, as op-
mine production the past year. posed to zinc concentrates. In combination with declin-
ing LME inventories, this supply shock would likely
serve as a reminder that total zinc stocks still are at his-
(}oric lows.

Chinese refined zinc production began to pick back up in
March, following the weatherelated disruptions in
January and February. The rate on this recovery slowe
in April, however, as production still remained sus- DEMAND

pended or reduced at several Chinese SMEItersS. /A CC O

ing to Chinads National B gtfosgadémardfconinties toiusderpirt the zRd mafkets €
mestic output rose 318,600 mt in April, up 0.8% from The price differential between the SHFE and the LME,
March and 5.3% yeasnyear. During the first four  adjusted for the VAT tax, is very low. A low differential
months of this year output totaled 1,200,600 mt, up amakes purchases from either market very comparable.

moderate 3.6% from the same period in 2007. During March the LME premium averaged $45, on a
Chinese U bt Zine Producti daily basi s, practically un
Inese unwroug INC Production . . . -
Monthly, Through April 2008 average of $44. This low (_jlfferentlal has been supportive
Mt of Chinese imports. I n Apr
420,000 60% Administration reported that during March China re-
™ Y-0-Y Percentage Change . X .
360,000 1 T 50% mained a net importer of unwrought zinc for the seventh
s00000 4 roduetion NN e consecutive month. Net imports rose more than 50%
’ . I from February to 17,076 mt. From the beginning of April
240,000 A T 30%
. Chinese Unwrought Zinc
180,000 1 T\ T 20% Monthly, Through March 2008
120,000 A » T 10% 103/|(§00
¢ ' Chinese Imports
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40,000 T
20,000 T

0
-20,000
-40,000 T
-60,000 T

2004 2005 2006 2007 2008

At the end of April Luoping Zinc, a leading zinc smelter
China's Yunnan Province, announced that it continued to
battle with power shortages due to limited coal supplies

and rainfall needed for hydropower projects. The heavy g4y, + = ChineseExports = NetImports
snowstorms in the first two months of the year forced the 100000
smelter to decrease its production by 40% in the first Sep-04 Mar-05 Sep-05 Mar-06 Sep-06 Mar-07 Sep-07 Mar-08

quarter. The company recently stated thatthime of its
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through 22 May, LME prices, adjusted for VAT taxes, ten in the United States. Yewmrdate North American
held an average $17 premium over SHFE prices. Withcar and light truck production totaled 5,403,679 units
this narrow spread and the continued supply disruptionsthrough 17 May, down 12.0% from the same period last
in April and May, data on Chinese trade over this period year. The combined softness in these industries has re-
will likely reveal that China remained a net importer of sulted in reduced U.S. imports of galvanized steel. Ac-

unwrought zinc. cording to the U.S. Census
_ — ports for Consumption of Steel Products, during the first

e e rnical LME and SHFE 3-month Zinc Prices quarter of 2008 U.S. imports of galvanized hot dipped

$/ Mt i ne Prices adjusted for 17% VAT tax g/ Mt sheets and strips fell to 389,452 mt, down 26.0%-pear

4,900 800 -year. Weak demand projected from both of these sectors

4500 600 May continue to weigh on U.S. zinc consumption.

4,100 1 Reduce 400

Imports

INVESTMENT DEMAND & MARKETS

200 N

0 Uncertainty about the true scope of lost production fol-

lowing the earthquake in Chinese spurred a wave of short
covering. LME total exchange open interest was practi-

3,700 1

3,300 1
Increase
2.900 - Imports

(LME prices include a 5% tax rebate in

2500 1 pugust 2007 when China was a net -400 cally flat in April, but then declined in May as market
2100 +Sborerorzine) , , , 600 participants covered their positions before supply funda-
Apr-07 Jul-07 Oct-07 Jan-08 Apr-08 mentals could be gauged. As of 21 May total opeer-

est declined to 186,820 contracts, down 3.5% from the
Chinese smelters have ramped up their imports of zincstart ofthe month.
concentrates in order to maintain the growth in refined
production. According to the WMBS, Chinese importsof Si nce t he middle of March,
zinc contained in concentrate rose to roughly 297,000 mtLME has suggested strong longer term fundamentals in
the zinc market. From the start of April through 22 May,

Annual Chinese Zinc Concentrate Trade the LME 27#month contract has held average 3.6%
Through Mar. 2008, annualized data through 200¢ . . .
Mt (Zinc Contents) premium over thg cash contract. Even d_unng _the brief
L0000 T ot Net Impors run up in prices in the middle of May, zinc prices re-
1,200,000 A A mained in a positive carry. Historically low stock levels
1,000,000 - 7‘ may continue to bolster the back end of the curve in the

800000 - near term.

600,000 Zinc Forward Curve

400,000 1 LME Official A.M. Prices

$/ Mt
200,000 1 3,900
0 T T T T T T T T 3,700

-200,000 3,500

2000 2001 2002 2003 2004 2005 2006 2007 2008 3,300
3,100

during the first quarter of this year. This represents a 2900

63.3% increase from the same period in 2007. 2,700
— 22-May-08 — 22-May-07
2,500
U.S. Consumption of Galvanized Steel 2,300
2,100 T T
Total U.S. construction spending levels fared rather well Cash 3-Month 15-Month 27-Month

in 2007. Declines in residential construction spending

were almost entirely offset by robust growth in non SUMMARY

residential spending. In the first quarter of 2008 a simila/ E  ———
trend remained present; however, the growth in-non Chinese production and consumption continues to be the
residential construction spending has slowed. This re-primary driver behind zinc prices. As long as China re-
sulted in the total spending declining during the first mains a net importer of refined zinc, prices may have

quarter, down 3.4% yeamn-year. As discussed ibead,  support around $2,000. Reduced deliveries to exchange
North American automobile production continues to sof- stocks may strengthen this underlying support.
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Total World Zinc Supply and Demand: Thousand Mt

Year 2005
Total Mine Production 10,080
% Change Year Ago 3.3%
Total Refined Metal Production 10,261

% Change Year Ago -0.9%
Consumption 10,630

% Change Year Ago -0.2%
Balance -369

Reported Metal Stocks

Producers 239
Consumers 131
Merchants 19
LME & SHFE 394
Total 783

No. weeks of consumption 38
Price per Tonne $1,373

% Change Year Ago 17.2%

2006

10,447
3.6%
10,651
3.8%
11,029
3.8%
-378

255

131

16

91
492

2.3
$3,276
138.6%

2007

11,335
8.5%
11,396
7.0%
11,412
3.5%
-16

264

126

15

144
549
2.5
$3,079
-6.0%

2008p
12,355
9.0%
12,083
6.0%
11,983
5.0%
100

649
2.8
$2,205
-28.4%

2009p
13,035

5.5%
12,802
6.0%
12,522
4.5%
280

929
3.9
$1,975
-10.4%

Notes: Totals may not equal sums of individual categories due to rounding; Reported metal stockseark $earces: ILZSG, 8GS, ABARE, WBMS, CPM

Group.
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May 21, 2008 Price %z 1- Mwha 1- ¥3Week Range P/E Dividend 9% Yield
Aluminum

Alcoa Inc Us$ 41.70 15.0% 7.0% 26.69- 48.77 14.29 0.68 1.89
Copper

Antofagasta plc UKE 41.70 15.0% 7.0% 26.69- 48.77 14.29 0.68 #N/A N/A
Freeport McMoran Copper & Gold Inc  US$ 120.58 4.7% 66.6% 67.07-127.24 10.84 1.50 1.56
Grupo Mexico SA de CV MX$  75.00 -8.2% 21.5% 52.40- 98.20 12.42 6.70 6.26
Southern Copper Corp.* US$ 107.66 -11.7% 25.0% 73.25- 14325 1242 6.70 6.26
Multi-Metal Companies

Anglo American plc UKE 3,515 2.5% 14.8% 2,167 - 3,683 10.85 68.46 141
Boliden Ltd C$ 1256 14.2% -45.6%  7.99 - 25.61 8.05 0.67 NA
BHP Billiton US$ 88.88 6.4% 72.3% 49.39- 95.61 17.96 112 NA
Lonmin plc UKE 3,423 4.6% -12.8% 2,736 - 4,400 16.20 64.39 1.89
Perilya Ltd AU$ 0.88 -23.5% -80.4% 0.88- 5.39 15.71 0.03 252
Rio Tinto plc UKE 6,641 6.5% 86.3% 2,807- 7,167 14.96 76.36 1.29
Teck Cominco Ltd US$ 50.67 6.0% 21.5% 27.06- 53.80 10.50 0.97 NA
Vedanta Resources plc UKE 2,712 12.9% 81.2% 1,410- 2,788 14.11 19.98 1.00
Xstrata plc UKE 4,137 5.7% 48.3% 2,436- 4,434 10.49 25.18 0.48
Zinifex Ltd AU$ 10.38 -0.6% -41.4% 8.03- 21.60 11.47 1.50 7.44

Notes: NANot available. NENo earnings; * 2 : 1 Stock Split on 3 October 2006; Source: Bloomberg Data
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Apr.08 Mar.07 Apr.07 %z 1 - Apr.08 Mar.07 Apr.07 %=z 1 -
Aluminuim $2,959.27$2,994.12$2,813.65 5.2% $/Euro 1.56 1.58 1.37 14.0%
Copper (Comex) $0.000 $3.791 $3.514 -100.0% Japanese Yen/$ 10454  99.89 11944  -12.5%
Copper (LME) $8,684.93$8,435.05$7,766.47  11.8% ¥British Pound 198 199  2.00 -0.8%
Lead $2,823 $2,985 $1,008 41.3% U.. Trade-weighted $  95.5 95.7 104.5 -8.7%
Nickel $28763 $31,002 $50,020  -42.50 SRR (LNIRILY)
Tin $21,659 319813 $14,034 24.3% CRB Commodity Index Apzrlbg83 Ma;égg ADQiTZ e 302"/:)
Zinc $2,264 $2,489 $3544  -36.1% ) . ' ' ' '
Feoromist Commodiy
Dollar Index 2579 2547 201.6 27.9%
Apr.08 Mar.07 Apr.07 %z 1- g1 ngex 1528 1526 1368  11.7%
Nasdaq 2413 2279 2,525 -4.4% Tremont Managed Futures
DJIA 12820 12,263 13063  -19%  Aciquntindex Rett  NA NA  4.02% NA
S&P 500 236 239 180 31.0%
FT World Stock 419 39 429 22% (5 (NymexCrude Ligt $11346 $10158 $65.71  72.7%
U.S. T-bills 1.34% 1.27% 472%  -3.38%
U.S. 10 Yr Notes 376% 343% 4.65%  -0.89%
$-Euro Interest Rate  -3.52% -3.46% 0.72% -4.24%
Differential
The Economy GDP Consumer Prices Interest Rates Money Supply Monetary Reserves*  Industrial Production
Year 2008 2007 2008 2007 2007 2007 2007 2006 2008
10 4Q  Feb.  FEeb. Oct. Aug. Jun. Jun. Eeb.
United States  0.6% 4.9%  4.0%  2.4% 4.12% -0.4% $55.1 $57.0 1.0%
Eurozone NA 27%  33% 1.9% 4.88% 6.9%  $2059  $1845 3.1%
United Kingdom 25% 3.2%  25%  2.8% 6.41% 4.6% $42.4 $40.8 1.3%
Japan NA 1.9% 1.0% -0.2% 0.73% -03%  $897.4  $851.6 NA
China 10.6% 115%  87%  2.7% 4.35% NA  $1,3346  $944.6 15.4%
India NA 89% 55% 7.6% 7.42% NA $206.5  $156.9 8.6%

*In US$ Billion; Copper is nearby active Comex. Aluminum, Copper, Lead, Zinc, Nickel, and Timeoet8 A.M. LME seller pricesinterest rates are-@onth
money market rates for the U.S., Eurozone,U.K.,and Japan. Interest ratespearaa¢es foChina & India; $Euro interest rate differential is the spread between
rates available on the @fay government notes of each; Money supply is percent change from previous year. Money supplyissMi0Q \Monetary reserves
excluding gold; NA- Not Available.
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