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Underlying Commodity Research BASIC INDUSTRIES

FUND FLOWS TAKE-AWAY  Mining

» Commodity prices have good momentum. But both our
commodity traders as well as our analysts believe that uncertainty
surrounding seasonality and certain fundamentals could provide
pitfalls. Eventually, both we analysts and the commodity traders
see good upside once the seasonally more challenging
September and October are out of the way. The question is
whether we will see another adjustment in the meantime?

» What the commodity traders think. The commodity traders
like the price momentum and think that eventually the money
will come flowing back into the sector. That said, the volumes
remain low, while CTAs are the main driver of the latest upward
move. Low volumes remain a concern, especially as the
fundamentals are seen as no more than neutral so far;

» What the analysts think. We are much more cautious at least
in the short-term. Fundamentals, such as the ISM and Chinese
money supply remain unconvincing. Seasonality is most
accentuated in September and October. That said, if we do get TR ————— o

through the next two months without any accidents or .. CRO ageChange ony

resistance levels are broken, then we too would become

much more positive; and

200%

150%

» It will be interesting to see whether new highs can be broken? .,
Seasonality might soon prove to be in the sector’s favour, but
normally September is a very challenging month. It is for this
reason that we still have a more Neutral position on the sector o%
with two BUYs (AngloAmerican, TP 3,300p and BHP Billiton, ;
TP 2,300p) and two SELLs (Vedanta, TP U/R (from 2,200p) and
Antofagasta, TP 800p). Source: MF Global UK Limited

For the analyst certification and other
important regulatory disclosures, please
refer to the Regulatory Disclosures
Section, located at the end of this report.

www.mfglobal.com
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Fund Flows vs. The Miners -

Price Momentum Looks Good,

Remain Unconvincing

CHART NO. 1 | CHINESE MONEY SUPPLY VS. THE SECTOR -

FUNDAMENTALS REMAIN CHALLENGING
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BUT Fundamentals & Fund Flows

Our commodity traders like the momentum, but
uncertainty remains around sovereign debt,
seasonality and low volumes. The analysts remain
more cautious for now given challenging
fundamentals, but would become more positive if
we can get through this seasonally weaker period!
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CHART NO. 2 | THE CRB INDEX VS THE MINERS

—CRB Index %-age Chge (LHS)
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TABLE NO. 1 | PICK YOUR COMMODITY EXPOSURE ACCORDING TO FUND FLOWS - BREAKING OUT OR FALLING BACK AGAIN?
A
%
o 4
Q 2 3 % b3 a
7 9 % E
4 % 4 % 9 % ¢ YL 9 % %%
s % 2 S Y % % B % %%
Target Current % % ) < fe) 9% Y Q 3 % Q % o LY 93 % %
Approx % Sales Ticker Recommendation Price Price ) Z (2 % ° © © > 2 2 % ® % w o °
Anglo American AAL LN BUY £33.00 £25.37 0% 12% 3% 2% 23% 0% 0% 25% 0% 0% 0% 19% 6% 9% 0% 60%
Antofagasta ANTOLN  SELL £8.00 £11.20 0% 92% 0% 0% 0% 0% 0% 0% 0% 0% 1% 0% 0% 0% 8% 92%
Aquarius Platinum  AQP LN NEUTRAL £4.30 £3.13 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 100% 0% 0% 0% 100%
Boliden BOL SS NR NA 95.50 kr 0% 30% 2% 60% 0% 0% 0% 0% 0% 0% 2% 0% 0% 0% 6% 94%
BHP Billiton BLT LN BUY £23.00 £19.26 6% 18% 5% 2% 20% 4% 2% 21% 18% 1% 0% 0% 2% 1% 0% 69%
Eramet ERAFP NEUTRAL €270 €214 0% 0% 25% 0% 0% 48% 0% 0% 0% 0% 0% 0% 0% 0% 27% 25%
Lonmin LMILN NEUTRAL £17.00 £16.50 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 100% 0% 0% 0% 100%
Norsk Hydro NHY NO NR NA kr 33.07 2% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 8% 92%
Rio Tinto RIO LN NEUTRAL £34.00 £35.40 35% 14% 0% 0% 28% 0% 0% 15% 0% 1% 1% 0% 1% 5% 0% 72%
Vale VALE US NR NA $27.75 8% 5 21% 0% 51% 1% 1% 2% 0% 0% 1% 1% 0% 1% 8% 63%
Vedanta VED LN SELL UR £20.38 9% 55% 0% 22% 11% 0% 0% 0% 0% 0% 0% 0% 0% 0% 4% 92%
Xstrata XTALN NEUTRAL £9.50 £11.39 0% 34% 8% 12% 0% 0% 5% 40% 0% 0% 0% 1% 0% 0% 1% 75%

Source: MF Global UK Limited estimates & Company data
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FUND FLOWS -
Creeping Up But Lacking Conviction

What The Traders Say

»

The commodity traders like the price momentum, but remain concerned
about the low volumes and some of the fundamentals. Long positions have
been rolled, while new positions are being added all the time. Volumes are quite
a bit weaker than would normally be the case, while fundamentals are seen to
be neutral. Our trade focused commodity traders hear mostly concerns about
the US, not China. Concerns about sovereign debt in Europe contrast with
some very positive commentary for physical demand for copper. The metal is
seen as a leader with a deficit expected to be reported sooner rather than later.
The view is that eventually more funds will flow into the commodity space,
but that the next two months could be quite testing; and

CTAs continue to remain the main drivers of this market. The macro and
hedge funds generally represent no more than 40% of activity and are little
involved at the moment, at least at the LME. The main caution here seems to
hang around the US$, the sluggish equity market and the fact that seasonality is
not in favour of commodities for now. The key levels for copper are seen at
around US$7,500/t and US$8,000/t in terms of support and resistance.

What The Analysts Say

»

Fundamentally, the analysts are much more concerned, albeit if the next
two months pass without any major upheavals or resistance levels are
taken out then we too believe new highs could be possible. Chinese money
supply, the ISM and sovereign debt remain our main concerns. In addition fund
flows although recovered remain still quite a bit below the April highs at least in
industrial metals and energy. Volumes do remain low and any bad news could
accentuate commodity price moves;

Seasonality too is a big question mark. Historically, September and October
are very difficult months for commodities. With the ISM remaining overbought
and the Chinese money supply not seeing its adjustment stop we are concerned
that this year won’t be different; and

Funds flow into gold remain supportive, albeit fund flows into platinum
have lost significant momentum. We would expect gold to move to new
highs, albeit a double top would be good news for higher risk assets such as
equities.

G
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Fund Flows —
Positions Are Being Added Again

CHART NO. 3 | FUND FLOWS — AUM IN COMMODITIES SAMPLE (US$BN)
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Source: MF Global UK Limited, ETF Securities & Other Providers

CHART NO. 4 | FUND FLOWS BY COMMODITY (US$BN)
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Source: Source: MF Global UK Limited, ETF Securities & Other Providers
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FUND FLOWS INTO COMMODITIES NOW

BREAKING NEW HIGHS
BUT momentum is still decelerating

FUND FLOWS REMAIN SOLID FOR GOLD,
BUT MORE CHALLENGING IN INDUSTRIAL
METALS, ENERGY AND NOW EVEN

PLATINUM
The latest move up in fund flows into copper come
mainly on the back of gold.
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The €uro —
The Shorts Are Back, But For How Long?

CHART NO. 5 | THE US$/€ EXCHANGE RATE DRIVES COMMODITY PRICES THE EURO HAS STARTED TO WEAKEN
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CHART NO. 6 | FUND FLOWS INTO €URO CONTRACTS AND MOMENTUM THE EURO SEEMS TO BE RUNNING OUT OF
MOMENTUM
150,000 The Euro is clearly no longer as oversold as only a
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Source: MF Global UK Limited & Other Providers
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What About Seasonality?
Some Risky Months Ahead

CHART NO. 7 | COPPER SEASONALITY STARTING TO KICK IN AGAIN
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Source: MF Global UK Limited, Metals Desk

CHART NO. 8 | ALUMINIUM ALSO IMPACTED BY SEASONALITY
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Global

HISTORICALLY SEPTEMBER AND OCTOBER

ARE CHALLENGING MONTHS
History is never a guide for the future, but
seasonality does matter in this sector

WEAKNESS IN ALUMINIUM CAN LAST EVEN

INTO NOVEMBER
Aluminium remains the fundamentally weaker metal
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What About Ecomic Fundamentals?

CHART NO. 9 | THE ISM VS. THE MINING SECTOR
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CHART NO. 10 | CHINESE MONEY SUPPLY VS. THE MINING SECTOR
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Source: MF Global UK Limited & BLB

002

0l-994

9002

8002

0L-6ny

Global

THE MOMENTUM OF THE ISM REMAINS

EXTREMELY UNFAVOURABLE
The Mining Sector remains too overbought, in our
view!

oloz

CHINESE MONEY SUPPLY HAS NOT

STOPPED CONTRACTING

200% The Mining Sector is not reflecting this yet!
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What About Commodity Fundamentals?

CHART NO. 11 | THE COPPER PRICE VS. WAREHOUSE STOCKS COPPER IS EXPECTED TO MOVE INTO
DEFICIT THIS QUARTER
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Source: MF Global UK Limited

CHART NO. 12 | THE ALUMINIUM PRICE VS. WAREHOUSE STOCKS ALUMINIUM REMAINS A VERY DIFFICULT
MARKET
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The CRB Index —

Absolute Fund Flows Now Also Rolling Over

CHART NO. 13 | AUM IN COMMODITIES (US$BN) VS THE CRB INDEX
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Source: MF Global UK Limited, ETF Securities & Other Providers
CHART NO. 14 | FUND FLOWS INTO COMMODITIES VS THE CRB INDEX MOMENTUM
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Global

FUND FLOWS ARE MOVING UP IN
ABSOLUTE TERMS BUT THE TREND IN THE

CRB INDEX IS STILL DOWN
The question is whether the CRB index finally
breaks out of its slight downward trend?

MOMENTUM IN FUND FLOWS REMAINS NOT

VERY SUPPORTIVE
Momentum for the CRB index does not look all that
convincing either!
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Base Metals —
Will Prices Break Out?

CHART NO. 15 | AUM IN INDUSTRIAL METALS (US$BN) VS THE COPPER PRICE
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CHART NO. 16 | AUM IN INDUSTRIAL METALS (US$BN) VS THE ALUMINIUM PRICE
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FUND FLOWS INTO INDUSTRIAL METALS

DON'T LOOK ALL THAT CONVINCING
Although long positions have been rolled over and

new positions have been added, the latest statistics

don’t look all that convincing

THE ALUMINIUM PRICE SEEMS TO HAVE

LOST MOMEMTUM
The trend does not look good, in our view.
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Base Metals — Funds Flows Are NOT Back To

The April Highs

CHART NO. 17 | FUND FLOWS INTO COPPER VS. THE COPPER PRICE (US$/T)
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Source: MF Global UK Limited, & CFTC
CHART NO. 18 | FUND FLOWS VS PRICE MOMENTUM FOR COPPER
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FUND FLOWS INTO COPPER - THE TREND
STILL HAS NOT RECONNECTED WITH THE

PRE APRIL LEVEL
We believe the copper price remains at risk.

FUND FLOW MOMENTUM INTO COPPER

SEEMS TO BE STABILISING THOUGH
But momentum of the copper price remains at risk,
in our view.
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Energy — The Trend In Fund Flows Appears
Weak

CHART NO. 19 | FUND FLOWS INTO OIL VS. THE OIL PRICE (US$/B & US$BN)
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Source: MF Global UK Limited, ETF Securities & Other Providers
CHART NO. 20 | FUND FLOWS VS OIL PRICE (US$/B)
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FUND FLOWS INTO OIL HAVE FALLEN BACK

MARKEDLY
The price trend remains unconvincing

THE FUND FLOW TREND INTO ENERGY IS

NOT CONVINCING
The oil price seems out of step with fund flows
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Precious Metals — Fund Flows Into Gold
Remain On An Upward Trend

CHART NO. 21 | FUND FLOWS INTO GOLD VS. THE GOLD PRICE (US$/0Z)
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CHART NO. 22 | FUND FLOWS VS PRICE MOMENTUM FOR GOLD
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Global

FUND FLOWS INTO GOLD — FUND FLOWS

HAVE REBOUNDED
And more upside seems possible in both fund flows
as well as the gold price.

FUND FLOW MOMENTUM INTO GOLD

REMAINS REASONABLY SOLID
Gold remains a safe haven asset.
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Precious Metals — Platinum Slightly More @
Risk Now

CHART NO. 23 | FUND FLOWS INTO PLATINUM VS. THE PLATINUM PRICE (US$/0Z & US$BN)
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CHART NO. 24 | FUND FLOWS VS PRICE MOMENTUM FOR PLATINUM
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Global

FUND FLOWS INTO PLATINUM HAVE COME
OFF

The platinum price seems to be that bit more
vulnerable now

FUND FLOW MOMENTUM INTO PLATINUM

HAS COME OFF TOO
The price could be at risk, in our view.
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CHART NO. 25 | ETF PLATINUM HOLDINGS VS. THE PLATINUM PRICE (US$/0Z2)
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CHART NO. 26 | ETF HOLDINGS VS PRICE MOMENTUM FOR PLATINUM
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Requlatory Disclosures and Analyst Certification

MF Global UK Limited provides independent research of European equity markets, which is designed to help our institutional clients outperform
their respective benchmarks. Our Analysts aim to cover the largest 300 companies in Europe. Our BUY and SELL recommendations are used to
draw attention to stocks, which we believe are under-priced or over-priced by circa 15%. Stocks which we believe will no longer achieve this price
differential or stocks which we have not rated, are by definition, NEUTRAL. The percentage distribution of our ratings as at 14" August 2010 was
BUY 45%; SELL 21%; NEUTRAL 28% and Under Review 6%. Target Prices are established in the context of a flat market.

This report has been prepared and distributed by MF Global UK Limited ("MFGUK"). MFGUK is authorised and regulated by the Financial Services
Authority ("FSA"). This report is distributed to persons in the United States by MF Global Inc. which is a broker dealer registered with the US
Securities and Exchange Commission and is a member of the Financial Industry Regulatory Association Inc. and the Securities Investor
Protection Corporation. MF Global Inc. accepts responsibility for the content of this report and its contents. The research analyst who prepared
this report confirms that the views expressed herein accurately reflect the analyst's personal views about the subject security or securities
contained in this report and that no part of the analyst's compensation is or will be directly related to the specific recommendation or views
contained in this message. However, the analyst may benefit from bonus arrangements which are derived from total commission revenues
generated from MFGUK's business in the sector as a whole. No representation or warranty is made as to the accuracy or completeness of this
information and opinions expressed may be subject to change without notice. Estimates and projections set forth herein are based on
assumptions that may not be correct or otherwise realised. This report is designed for information purposes only and neither the information
contained herein nor any opinion expressed is deemed to constitute an offer or invitation to make an offer, to buy or sell any security or any
option, futures or other related derivatives. It is issued on the basis that MFGUK is not acting in a fiduciary capacity. This report is issued without
regard to the recipient's specific investment objectives and the value of any security, or the income derived from it, may fluctuate. Certain
securities and/or transactions give rise to substantial risks and are not suitable for all investors. Investors must undertake independent analysis
with their own legal, tax and financial advisers and reach their own conclusions regarding the economic benefits and risks of the security
described herein and the legal, credit and tax aspects of any anticipated transaction. Where a security is denominated in a currency other than the
local currency of the recipient, changes in exchange rates may have an adverse effect on the value of the security. Past performance is not
necessarily a guide to future performance. MFGUK, its Officers, employees and affiliates may have a financial interest in the security or securities
described in this report or otherwise buy, make markets in, hold trade or sell any security or securities described herein or provide services to
issuers discussed herein. The security or securities mentioned herein may not be eligible for sale in some jurisdictions and may not be suitable
for all types of investor. Investors should contact their MFGUK Representative if they have any questions or wish to discuss the contents of this
message. This report is only intended for issue to Eligible Counterparties and Professional Investors, it is not intended for issue to Retail
Investors (as defined by the rules of the FSA). This report is strictly confidential and is intended for the named recipient or recipients only. It may
not be circulated or copied to any other party without the express permission of MFGUK. All rights reserved. This report complies with MFGUK's
Policy on the management of conflicts of interest in research. A copy of this Policy is available on request from MFGUK's Compliance and Legal
Department.

The Research Analyst(s) on the front cover of this report certifies (or, where multiple research analysts are primarily responsible for this report,
with respect to each security that the research analyst covers in this research) that; 1) all of the views expressed in this report accurately reflect
his or her personal views about any and all of the subject companies and their securities; and 2) no part of any of the research analyst's
compensation was, is or will be directly or indirectly related to the specific recommendations or views expressed by the Research Analyst(s) in
this research report.
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